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into account the state of knowledge at the time; and to report on these mattersto the
Minister of Agriculture, Fisheries and Food, the Secretary of State for Health and
the Secretaries of State for Scotland, Wales and Northern Ireland.

The Members of the Committee

Lord Phillips of Worth Matravers, Master of the Rolls

Mrs June Bridgeman CB

Professor Malcolm Ferguson-Smith MBChB, FRCPath, FRCP(Glasg.), FMedSci,
FRSE, FRS

The Volumes of the Report

1 Findings and Conclusions
2 Science

3 TheEarly Years, 198638

4 The Southwood Working Party, 1988-89

5 Animal Health, 1989-96

6 Human Health, 1989-96

7 Medicines and Cosmetics

8 Variant CID

9 Wales, Scotland and Northern Ireland
10 Economic Impact and International Trade
11 Scientists after Southwood

12 Livestock Farming

13 Industry Processes and Controls

14 Responsibilities for Human and Animal Health
15 Government and Public Administration

16 Reference Material

Vil



viii

A note on the footnotes

During the course of its deliberations, the BSE Inquiry published many thousands of documents,
along with transcripts of itsoral hearings. These formed the evidence on which the Inquiry based its
chronological accounts, discussions and conclusions. When footnotesrefer to these sources, they are
coded according to the Inquiry’ s filing system, which can be consulted by the public in two ways:

« either through the Public Record Office, which has a copy of all the evidence in electronic
form on a series of CD-ROMS; or

e onthe BSE website (www.bseinquiry.gov.uk).

YB codes: eg, YB88/12.22/4.1

Y B refersto Y ear Books. These are documents collected in chronological order, year by year.
They come from avariety of sources, but many of them are letters, memoranda and minutes of
departmental meetings. For example, the one mentioned above refers to a document dated

22 December 1988 (Y B88/12.22), which is the fourth document filed for that day and,
specifically, itsfirst page (4.1).

S codes (written witness statements): eg, S387 Tomlinson para. 6

A witness statement is written evidence supplied to the Inquiry. In the example above, the‘S
classifiesthe evidence as awitness statement, and it is number 387, paragraph 6. ‘ Tomlinson’ shows
that it was written by Sir Bernard Tomlinson. When people have sent in more than one witness
statement, these statements are classified S387, S387A, etc.

T codes (transcripts of oral hearings): eg, T40 pp. 121-2

A number of witnesses gave oral evidenceto the Inquiry, and the ‘T’ references indicate transcripts
of the relevant hearings. The example above refers to day 40 of the oral hearings, pages 121-2.

IBD codes: eg, IBD1 tab 2 para. 5.3.5

These are Initial Background Documents— a selection of published material that was supplied by the
Ministry of Agriculture, Fisheriesand Food at the start of the Inquiry. The examplerefersto thefirst
file, or ‘bundl€’, of such background documents, and to the second document in that bundle. In this
casg, it isthe Report of the Southwood Working Party on Bovine Spongiform Encephal opathy,
paragraph 5.3.5.

M codes: eg, M29 tab 3
These are further bulky documentsfrom avariety of sources (M’ standsfor ‘Materials'). They have

been filed in series of bundles in the same way as the Initial Background Documents and the other
series of bundles described below.

L codes: eg, L3 tab 6
Theserefer to legislation (ie, Statutory Instruments— Regulations, Orders, etc —and Acts), whichis

generally available in published form. For convenience the legid ation most frequently referred to at
hearings was filed in a series of L bundles.

DM codes: eg, DMO1

Documents from the Ministry of Agriculture, Fisheries and Food (MAFF)



TERMS OF REFERENCE, COMMITTEE MEMBERS AND REPORT VOLUMES

DH codes: eg, DHO1

Documents from the Department of Health

DW codes: eg, DW01

Documents from the Welsh Office

DS codes: eg, DS01

Documents from the Scottish Office

DN codes: eg, DNO1

Documents from Northern Ireland Departments

DO codes: eg, DOO1

Documents from other Departments

SEAC codes: eg, SEAC1

Documents rel ating to the Spongiform Encephal opathy Advisory Committee

FEG codes: eg, FEG1

Documents rel ating to the Lamming Committee (the Expert Group on Animal Feedingstuffs)

Tyrrell codes: eg, Tyrrell1

Documents relating to the Consultative Committee on Research into Spongiform Encephal opathies
chaired by Dr David Tyrrell
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1. Introduction

Scope of this economic survey

1.1 In April 2000 the Government estimated that the total net cost of the BSE crisis
to the Exchequer will be £3.7 billion by the end of the 2001/02 financial year.! How
much of that £3.7 billion was incurred during the period with which the Inquiry is
concerned? This volume seeks to answer that question by examining the economic
impact of BSE up to 20 March 1996, the cut-off point in the Inquiry’ s terms of
reference. We look at the impact on the public and private sectors respectively, and
assess where the economic consequences finally fell. A major economic concern
was the loss of export markets, and accordingly this volume describes the
framework regulating international trade and the BSE-related measures which
affected exports.

1.2 Economic concernsnaturally had an influence on both government and industry
in their response to BSE. The main sector of the economy affected by the disease
wasthe beef and cattle sector. Before 20 March 1996 this sector represented 0.5 per
cent of Gross Domestic Product.? It included thousands of small and medium-sized
businesses and employed an estimated 130,000 people.®

1.3 With hindsight, however, it is clear that BSE had arelatively marginal
economic impact in the UK during the period to 20 March 1996. The main impact
occurred in the years that followed. Thisis demonstrated in Figure 1.1 which, by
way of example, shows the dramatic rise in expenditure on compensation after the
adoption, in April 1996, of the scheme to Slaughter cattle over 30 months old.

Figure 1.1: BSE compensation scheme expenditure, 1988/89-1996/97, at cash prices
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Source: MAFF (DMO1 tab 26) and the National Audit Office (M11 tab 28 p. 60)
Note: The 1996/97 figure only includes the Over Thirty Months Scheme (OTMS) expenditure, which was the only compensation scheme
directly related to BSE at the time.

' Total expenditure is estimated to be £4.2 billion, of which other European Union Member States will have contributed £487
million, or 11.6 per cent: House of Commons Hansard, 13 April 2000 (M7A tab 36)

2 M11 tab 2 (DTZ Pieda Consulting, Economic Impact of BSE on the UK Economy, Manchester, 1998: Executive Summary,
para. 4)

3 M11 tab 2 (Economic Impact of BSE on the UK Economy. Executive Summary, para. 4)

4 The BSE compensation schemes in the years prior to the introduction of the Over Thirty Months Scheme (1988 to April 1996)
are discussed in further detail in paragraphs 2.48ff
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1.4 Likewise, the complete collapse of the beef and cattle export market, at one
point worth £720 million ayear, camein the aftermath of the European Commission
Decision of 27 March 1996, which banned the export of UK beef and cattle.®

1.5 Thus the economic impact of BSE before 20 March 1996 pales in comparison
to what happened after that date. It is nevertheless right to recognise that the public
expenditure and financial impact attributable to BSE before 20 March 1996 was not
insignificant.

1.6 Chapter 2 of this volume examines the impact on public sector expenditure
through an analysis of the costs incurred by the Ministry of Agriculture, Fisheries
and Food (MAFF), the Department of Health (DH) and other government bodiesin
responding to the emergence of BSE. It discusses compensation schemes
introduced by the Government; research expenditure on BSE and related diseases
by the UK Government, the Wellcome Trust and the European Union; and other
BSE-related expenses.

1.7 Chapter 3 focuses on the impact of BSE on the private sector and begins with
anoverall anaysisof the beef and cattleindustry followed by separate consideration
of each sector.

1.8 Chapter 4 addresses the question of who, ultimately, bore the economic cost of
BSE during the period under consideration in this Report. The financial impact on
the families of vCJD patients, however, is not addressed here, but in vol. 8: Variant
CJD.

1.9 In Chapter 5 we discuss the role of beef and cattle exports in the UK economy
aswell asthe regulatory framework governing this trade, both under UK law and
with reference to international institutions. We go on to consider in Chapters 6 and
7 how BSE actually impacted on UK trade, both within and outside the European
Union (EV).®

Terminology

1.10 Throughout this volume expenditure is shown in ‘ cash terms’ (or ‘cash
prices’), except where otherwise stated. This means that the levels of expenditure
have not been adjusted for inflation, and are the actual amounts spent on or allocated
to particular programmes or schemes at the time. Where expenditure is shown in
‘real terms’, it means it has been adjusted for inflation, and represents the real
purchasing power available from that expenditure taking into account general price
rises.

5 L4 tab 7 (Commission Decision 96/239/EC of 27 March 1996). See Table 5.1
6  The European Union (EU) came into existence on 1 November 1993 as a result of the Maastricht Treaty. It incorporated but
did not replace the European Community. Throughout the volumes of this Report, the term EU is generally used for
consistency’s sake (even if sometimes chronologically incorrect), except where specific reference is made to the functions
2 conferred by the European Community Treaty or to its legal effect



2. I[mpact on the public sector

Introduction

2.1 Thischapter setsout total government expenditure on activitiesrelating to BSE
from 1986 to 1996. Public expenditure arose in three main areas: research on BSE
and related diseases, compensation payments and departmental running costs. We
consider each of these areas in turn. The expenditure was incurred by a number of
different Government Departments, although the main weight of public expenditure
fell on MAFF and its Agencies. Figure 2.1 shows expenditure by UK Government
Departments and Research Councils, the EU and the Wellcome Trust in funding
research on BSE and related diseases.’ Figure 2.2 and 2.3 show the UK government
bodiesinvolved in compensation payments, and those incurring BSE-related
running and other costs.

7 The Wellcome Trust has been included in this figure. While we recognise that it is not a public body, we have included the
Trust in the public sector section because it was a major funder of research carried out by universities and other public bodies



Figure 2.1: Funding for TSE research, 1986-96 cash prices
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Figure 2.2: Funding for BSE compensation schemes, 1986-96 cash prices
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Figure 2.3: Public sector BSE-related running and other cost, 1986-96, cash prices
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2.2 In addition to this public expenditure on BSE-related activities, BSE may have
indirectly created additional costs for the public sector through the loss of taxation
revenue and increased social security payments.

2.3 Lost taxation revenueisthe tax revenue that isnot rai sed because businesses are
not as profitable as they otherwise might have been had BSE never emerged.
Calculating such lost revenue is a highly complex and specul ative venture,
particularly in the light of pre-existing market trends, currency fluctuations and
myriad other economic eventsin the period under examination. The Inquiry has not
attempted such a calculation but recognises that lost tax revenues do represent
another dimension of the economic impact on the public sector.

2.4 There may also have been increased costs associated with social security
payments if economic difficulties caused by BSE led to aloss of employment, and
to a subsequent increase in unemployment and unemployment benefit payments.
Thisisalso acomplex calculation to make asit requires very detailed knowledge of
the changes in employment associated with BSE and the subsequent labour market
destinations of the people affected. The Inquiry has not attempted such a
calculation, but it does recognise that thisis afurther area of potential increased
costs.

Part 1: Research

2.5 Concerns about BSE led to research into the new disease and other
transmissible spongiform encephal opathies (TSEs).2 These included scrapiein
sheep and CJD in humans. We describe below the funding of research on BSE and
other TSEs between 1 April 1986 and 20 March 1996 by UK Government
Departments, the Research Councils, the EU and the Wellcome Trust.

MAFF expenditure

2.6 The Central Veterinary Laboratory (CVL) in Weybridge, Surrey, identified
BSE in November 1986. From then on the CVL was responsible for many of the
early epidemiological studiesinto BSE, and from 1987 had a dedicated BSE/TSE
research programme in operation. The Consultative Committee on Research into
Spongiform Encephal opathies (the Tyrrell Committee) was established in 1989. Its
recommendations were published in 1990.° Ministers decided that all projects
designated as high priority by the Tyrrell Committee should be put in hand and that
almost all these projects should be funded by MAFF. Additional funds were not
allocated to MAFF for this purpose; instead, existing fundsin MAFF’ s research
budget had to be directed away from other areas to BSE research.”

2.7 The establishment and expansion of the BSE/T SE research programme was set
against a background of reductions in research spending resulting from overall
downward pressure on public expenditure.!! Table 2.1 shows total MAFF research

&  For further information on BSE-related research and development, please refer to vol. 2: Science

9 A further discussion of these recommendations can be found in vol. 11: Scientists after Southwood

0 YB89/10.02/3.1. See vol. 2: Science, Chapter 6

" DMO1tab5p.9 7
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and development (R& D) expenditure'? and the proportion of those funds designated
for BSE/T SE research during 1986—96.

Table 2.1: MAFF expenditure on BSE/TSE research, 1986—-96, at cash prices

Year Total MAFF R&D BSE/TSE research BSE/TSE research

£°000 £°000 %
1986/87 113,400 0 0.00%
1987/88 108,400 200 0.18%
1988/89 109,200 900 0.82%
1989/90 106,300 1,000 0.94%
1990/91 110,900 2,300 2.07%
1991/92 113,000 4,200 3.72%
1992/93 122,600 5,700 4.65%
1993/94 125,600 6,200 4.93%
1994/95 126,400 5,800 4.59%
1995/96 129,500 5,600 4.32%
Total 1,165,300 31,900

Source: MAFF Chief Scientist’s Group (M32 tab 13)

2.8 MAFF s BSE/T SE research programme was mainly undertaken at the MAFF
laboratories or at the Biotechnology and Biological Sciences Research Council’s
institutes,'3 although some of the work was carried out by external contractors. An
account of MAFF’ s research and the projects undertaken can be found in

vol. 2: Science.

2.9 Theresearch carried out by MAFF fell into four main areas. epidemiology,
diagnosis, transmission and pathogenesis. In the period between 1992/93 and 1995/
96, these programmes cost £6.3 million, £4.4 million, £6.9 million and £5.7 million
respectively — £23.3 million in all.*4

2.10 Some of the important projects within these programmes are described bel ow:

i. Epidemiology. The epidemiology study began in June 1987 to gain basic
descriptive epidemiological data, including breeding data, and to develop or
eliminate aetiological hypotheses for the disease. It also aimed to monitor the
incidencewithin herdsand nationally.* The study included asurvey of practices
in rendering plants; an investigation of feed compoundersin relation to their
geographical location; an investigation of specific risk factors associated with
the British Idles; a case control study of calf feeding practices, and an analysis
of the offspring of bulls used for artificial insemination. From April 1992 to
1996, the epidemiology study cost £2,234,398;'¢ no data are available for the
cost of the project between June 1987 and April 1992.17 Another important study
was the investigation of the occurrence and incidence of maternal transmission,
costing £336,874 from April 1992 to 1996 (no figures available prior to April
1992).18

2 When measured in real terms there was an overall decline in MAFF funds allocated to research and development, even
though these cash figures suggest an increase

8 The Biotechnology and Biological Sciences Research Council (BBSRC) succeeded the Agricultural and Food Research
Council (AFRC) in 1994. References in this volume to the BBSRC include its predecessor

4 M32 tab 13 table 3. Available figures before 1992/93 are not broken down into the four categories

s YB87/10.22/1.1

6 M32tab 11 p. 1

7 Atthat time the whole research programme was organised differently. A more detailed system of commissioning, costing and
recording individual project costs was established in 1992, with the introduction of both a database within the Chief Scientist's
Group which allowed all projects to be recorded, and the introduction of the ROAME principles for monitoring and evaluating
research

8 8 See footnote 17
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ii. Diagnosis. Experiments were designed firstly to study the clinical features of
the disease with particular emphasis on methods of early diagnosis of BSE, and
secondly tofacilitate better and cheaper post-mortem diagnosis. The programme
also aimed to devel op methods for ante-mortem diagnosis. Major studies
included the identification of BSE- and scrapie-affected animal s by detection of
aurinary metabolite (£294,000% between April 1992 and March 1995 —figures
for April 1991 to April 1992 unavailable®); and biochemical approachesto the
differential diagnosisof BSE in thelive animal (£187,000% between November
1992 and March 1995).

iii. Pathogenesis. Mgjor studies included the identification of infectivity in cattle
tissue (starting in April 1990, and costing £498,275% between then and March
1996); the pathogenesis of experimental BSE in cattle (starting in April 1992
and costing £1,996,000% by 1996); and the attack rate experiment, which started
in April 1992 and had cost £745,229% by 1996.

iv. Transmission. Major studies included the investigation of the comparative
efficiencies of the bioassay of BSE infectivity in cattle and mice, costing
£722,663% between April 1992, when the study started, and 1996. Embryo
transfer studies began in October 1989, and cost £821,7842° between April 1992
and 1996 (figures since the start of the project are unavailable).?”

Department of Health

2.11 Thetotal R& D budget for the Department of Health rose from £15 million in
1988 to £27 millionin 1996.% This budget was small compared with MAFF sR&D
budget (see Table 2.1 above), because DH did not fund basic biomedical research
relating to human health. This was the function of the Medical Research Council,
which obtained funds for this purpose from the Science V ote, an approval of
expenditure by Parliament. However, DH had its own ‘Policy Research
Programme’ to identify and fund applied research to provide a scientific basis for
policy formulation and evaluation.?® It also funded the national Creutzfeldt-Jakob
Disease Surveillance Unit in Edinburgh (see below).

2.12 Following the recommendations of the Tyrrell Committee in 1989 (see
vol. 11: Scientists after Southwood), a CJD surveillance project was undertaken.
The Committee' s Report separated the project into two parts:

» surveillance of Creutzfeldt-Jakob Disease (CJD) cases; and

« monitoring of groups with high exposure to bovine tissues.*

1 M32tab 11p.3

20 See footnote 17

21 M32tab11p.4

22 M32tab11pp.1and6
2 M32tab11p.3

24 M32tab 11 pp.3and7
25 M32tab11pp.3and6
26 M32tab 11 p. 1

27 See footnote 17

28 DHO1tab 5 p. 2

20 DHO1tab5p.2

% |BD1tab 4 p. 11; DHO1 tab 5 p. 3 9
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10

The second part of the project was rated as low priority and, in the event, such
monitoring was never undertaken, as it was considered that an analysis of the
occupations of CJD cases would suffice to identify any correlation between
exposure to bovine tissues and incidence of CJD.3!

Creutzfeldt-Jakob Disease Surveillance Unit (CJDSU)

2.13 The CIDSU wasformally established on 1 May 1990 to monitor theincidence
and epidemiology of CJD cases, with aview to detecting any changesin the pattern
of the disease, and to provide neuropathol ogical validation of any clinical diagnosis.
It was to build on the epidemiological work already carried out and originally
funded by the Medical Research Council > Between 1992 and 1995 the Unit was
alsoinvolved ininvestigating possi ble occupational linkswith CJD arising from the
deaths of three dairy farmers.®

2.14 DH and the Scottish Office Department of Health jointly funded the Unit, with
DH contributing approximately 90 per cent of the funding.3* The total level of DH
funding for the CIDSU over the period 1990-96 was approximately £1.2 million.®

Funding of other BSE/CJD research

2.15 Over the period 1993 to April 1996 DH incurred expenditure on three discrete
CJD-related research projects:

e Srain Characterisation of CID Agent by Transmission to Mice. Studies
began in 1994 at the Institute for Animal Health (IAH) and were based on
six cases of CJD. Additional funding was provided from mid-1995 onwards
for studies using tissue from young patients with CJD. Total funding
(including these additional funds) for this project before April 1996 is
estimated at £113,500.%

* Prion Diseases Group Molecular Genetic Studies. Funding was provided to
St Mary’ s Hospital in London to carry out molecular genetic studies of the
human prion protein. Total funding for this project before April 1996 is
estimated as £280,400.%’

» Scrapie Inactivation Sudy. Funding was provided to the IAH for research
into the potential for iatrogenic transmission of CJD through instruments
used in ophthalmic and neurosurgery. Total funding for this project before
April 1996 is estimated as £340,000.%

2.16 These projects al began before 1 April 1996, but in some cases were not
completed by that date. Total expenditure until April 1996 on thesethree projectsis
estimated to be £733,900.%°

31 See vol. 2: Science

32 DHO1tab5p.3

3 DHO1 tab 5 p. 5. See vol. 8: Variant CJD
3 M32tab 9 Annex 4

35 DHO1 tab 27

% DHO1 tab 5 p. 5 Annex C

37 DHO1 tab 5 p. 6 Annex C

38 DHO1 tab 5 p. 6 Annex C

3 DHO1 tab 5 Annex C
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Research Councils

2.17 The Research Councils are non-departmental public bodies, established under
the Science and Technology Act 1965. They receive a grant from the Science
Budget administered by the Office of Science and Technology (OST). The Research
Councils that have had responsibility for BSE-related research are the
Biotechnology and Biological Sciences Research Council (BBSRC), the
Agricultural and Food Research Council (AFRC, abody which was succeeded by
the BBSRC) and the Medical Research Council (MRC).%

Biotechnology and Biological Sciences Research Council (BBSRC)

2.18 The AFRC was succeeded by the BBSRC in 1994 and, for convenience,
references in this volume to the BBSRC include its predecessor. This Research
Council had the main responsibility for research related to BSE and scrapie. Total
expenditure on TSE research over the period 1986-96 was almost £22 million.*
Figure 2.4 provides an annual breakdown of the funding levels. Funding grew
significantly after 1989/90 and peaked in 1992/93.

Figure 2.4: BBSRC expenditure on TSE research, 1986-96, at cash prices
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Source: M32 tab 13

2.19 The BBSRC TSE research programme consisted of three distinct elements:
 research funded within the BBSRC core programme, which included 70 per
cent of core funding of the Neuropathogenesis Unit (NPU) in Edinburgh;#?

» research funded under the Biology of the Spongiform Encephal opathies
Programme (BSEP);* and

» research funded at the Institute for Animal Health (IAH) by other sponsors
such as MAFF and the Medical Research Council (MRC).#

2.20 In 1989, because of widespread concerns about BSE and in order toimplement
recommendations by the Tyrrell Committee, the BBSRC was awarded additional

4 DOO01 tab 1 pp. 10-12

41 M32tab 13
42 The NPU was jointly funded by the BBSRC and the MRC (see below); it was part of the BBSRC's Institute for Animal Health
4 The BSEP did not begin until 1991 11

4 YB95/7.31/3.1
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Science Budget funds for research on TSES.*® Part of this allocation was added to
the core budget of the IAH in 1990/91.4¢

2.21 Further funds from this allocation were used to set up a new coordinated
programme of research to investigate the Biology of the Spongiform
Encephalopathies (BSEP I). The programme received £2 million in 1991/92 and
£3.5millionin 1992/93. It also received funding from the MRC (see paragraph 2.26
below).

2.22 The aim of BSEP was to develop a fundamental understanding of the
molecular and cellular biology of the TSEs. It was to build on the existing work
already done by the NPU and to complement work funded by MAFF. Funds were
allocated in two phases, from April 1991 and from January 1992, and were available
over athree-year period. They were allocated on a competitive basis to higher
education institutes and the former AFRC institutes.*’

2.23 The BBSRC was awarded afurther £1.3 million per annum over four yearsin
1994/95 to fund a second phase of projects (BSEP 11). The funds were allocated on
asimilar competitive basis, available to higher education institutes and former
AFRC ingtitutes, and were available over the four-year period.*

Medical Research Council (MRC)

2.24 The MRC was the main non-departmental public body through which
biomedical research was funded. It was responsible for providing an independent
source of expertise and advice on all aspects of research relevant to human health.*
A concordat existed between DH and the MRC to ensurethat the two bodiesworked
together effectively.®

2.25 The MRC had afocused portfolio of TSE/CJID research. Thiswas principally
carried out at the Neuropathogenesis Unit (NPU). The MRC provided 30 per cent
of the NPU’s core Research Council income. Its contribution amounted to around
£300,000 in 1986/87 and rose to about £600,000 in 1994/95.5!

2.26 The MRC aso funded asmall number of other TSE/CJD-related projects. For
example, in 1994 a‘ strategic supplement of £274,000' was awarded to the CIDSU
over athree-year period for CID-related transmission studies. The MRC also partly
funded the first phase of BSEP, contributing £500,000 over athree-year period.5?

2.27 Total expenditure over the period 198696 was approximately £5.6 million.
The annual breakdown can be seen in Figure 2.5 below.

4 This extra funding is described in Chapter 6 of vol 2: Science
46 YB95/1.27/1.1

47 YB95/1.27/1.1

48 YB95/1.27/1.2

4 S$53 Radda para. 3

50 DHO1 tab 5 p. 2

51 YB95/12.00/1.4

52 YB95/12.00/1.4
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Figure 2.5: MRC expenditure on TSE/CJD research, 1986—96, at cash prices
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Scottish Office

2.28 Asnoted abovein paragraph 2.14, the Scottish Office provided funding during
199096 for the core costs of the CID Surveillance Unit (CIDSU) based in
Edinburgh. The Scottish Office contributions each year were determined after
negotiations with the Department of Health in England. A pro rata contribution
towardsthe core costs was not always sought by DH, which was responsible for the
majority of funding. Over the period 1990-96 the Scottish Office provided
£59,000.53

Wellcome Trust

2.29 TheWellcome Trust wasfounded in 1936, and thewill of Sir Henry Wellcome
required the Trust to support, primarily, research in the medical sciences.> Whileit
isnot apublic body, it isincluded here asamajor funder of research carried out by
public bodies, such as universities.

2.30 Between July 1990 and March 1996, the Trust granted about £3.1 million to
various TSE-related research projects.>® These funds were mostly granted to
universities. One of the Trust’s main outlets for TSE research was the funding of
Professor John Collinge and his group at the Imperial College School of Medicine
at St Mary’ s Hospital in London. Approximately £2 million was provided for this
purpose.®

European Union

2.31 All contributions by the European Union before 1996 were by way of grants
that funded relevant research. During 1990-96 the EU spent about 4 million ECUs

58 DSO01tab 9

5 Miftab7p. 1

55 Mi1tab9

56 Mi1tab9 13
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(£2.9 million)>” on TSE research.>® The research programme on TSEs was
organised at two levels:

e clinical research and surveillance of human TSEs; and

« basic biology of human and animal TSEs.>®

2.32 Over the period 1990-91 the EU was involved in the organisation and
financing of several BSE-related initiatives and workshops. These included two
seminars and two diagnostic workshops.°

2.33 Research funding in the EU was allocated under ‘ Framework Programmes’,
which generaly ran for four years. Under the Third Framework Programme (1990—
94) four TSE-related projects were financed. These were:

* thesurveillance of CJD in the EU;

» the study of the neuropathology, epidemiology and molecular genetics of
human prion disease;

» the study of molecular neuropathogenesis and related neurodegenerative
diseases; and

« the study of the characterisation of the BSE infectious agent.5*

2.34 The UK wasinvolved with some of these projects. For example, Dr (now
Professor) Robert Will of the University of Edinburgh was the coordinator for the
CJD surveillance project.®?

2.35 The Fourth Framework Programme (1994-98) ensured research on prion
diseases continued, and three additional projects were funded. One of these used
animal models to address the issue of inter-species transmission and to assess the
effectiveness of the species barrier in limiting the transmission of BSE to humans.®®

Summary of BSE/TSE-related research expenditure

2.36 Figure 2.6 summarisesthe expenditure by various bodies on BSE/T SE-rel ated
research.®* As can be seen, MAFF accounted for 46 per cent of total research
expenditure during 1986—96.

57 ECUs have been converted into £s using an average exchange rate for the period 1986-96. This was developed using the
European Commission market exchange rate for £s against ECUs that had been supplied by MAFF, and taking the average
over the period. The average rate used is £0.732707 to one ECU

58 YB96/4.24/2.1

5 DMO1 tab 6 p. 1

60 DMO1 tab 6

61 DMO1 tab 6 Annex 2

62 DMO1 tab 6 Annex 2

63 DMO1 tab 6

84 The sources for the information in this figure are as follows: MAFF (M32 tab 13); DH (DHO1 tab 27); BBSRC and MRC (M32
tab 13); Wellcome Trust (M11 tab 9); and European Union (YB96/4.24/2.1)
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Figure 2.6: BSE-related research expenditure, 1986-96
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Part 2: Compensation schemes

2.37 Compensation schemeswere designed to reimbursefarmersfor thelossesthey
incurred when animals were slaughtered as suspected BSE cases. These payments
were determined by referenceto the * sound market value’ of theanimal —that is, its
valueif it had not been sick. Paymentsin England, Scotland and Waleswere funded
by MAFF as described bel ow. Separate arrangements were put in placein Northern
Ireland and are described later in this chapter.

Ministry of Agriculture, Fisheries and Food (MAFF)

2.38 Between 1988 and 1996 three successive schemes were developed to
compensate farmers in England, Scotland and Wales. These schemes were funded
by MAFF. We summarise them below. Further detailsare givenin Chapter 2 of vol.
6: Human Health, 198996

2.39 Under the first scheme, which was in effect from August 1988 to February
1990, compensation was paid to afarmer for an animal affected with, or suspected
of having, BSE at an amount equal to 50 per cent of the market value of the animal
or of an adjusted average market price for all cattle sold in the month two months
before the animal in question was slaughtered, whichever was less. For an animal
that turned out, on post-mortem examination, not to be infected with BSE,
compensation was 100 per cent of the above.®

2.40 Under the second scheme, which took effect from 14 February 1990,
compensation for an animal affected with BSE was paid at an amount equal to 100
per cent of either the market value of the animal or of the average market price for
all cattle sold in the month two months before the animal in question was
slaughtered, whichever was less.

85 L2 tab 1B (The Bovine Spongiform Encephalopathy Compensation Order 1988, article 3); the adjusted average market price
was 125 per cent of the average price of a bovine animal across a selection of national markets 15
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For an animal subsequently confirmed as not affected with BSE, compensation was
an amount equal to either the market value of the animal or 125 per cent of the
average market price for al cattle sold in the month two months before the animal
in question was slaughtered, whichever was less.®

2.41 The third scheme was introduced from 1 April 1994. The main change was
replacement of the average price with an ‘indicative’ market price. Thiswas
essentially aweighted average that distinguished between cattle less than seven
years old when valued for slaughter as BSE suspects, and those aged seven years or
more when valued. It was calculated using data in Great Britain relating to the
month occurring two months before the date on which the market value was
determined.®’

2.42 Total expenditure on compensation paymentsfor 1986-96 is shown in Figure
2.7 below. As can be seen, payments tracked the curve of the epidemic, growing
significantly from 1988 and reaching peak levelsin 1993/94 (ayear after the peak
of the epidemic in England and Wales). Between 1994 and 1996 paymentsfell
substantially. Total expenditure on compensation and ex gratia payments® over the
entire period from 1988 to 1996 was £135 million.®®

Department of Agriculture for Northern Ireland

2.43 Compensation was first paid to farmers in November 1988, when the first
recorded and confirmed case of BSE occurred. From that time until 20 March 1996
the total amount of compensation paid to farmers was £1.4 million. The
compensation schemes applicable in Northern Ireland are set out in an annex to
Chapter 2 of vol. 6: Human Health, 1989-96.

Part 3: Running costs and other expenditure

2.44 Running costs are the everyday fixed operational overheads of a Government
Department and include such thingsasrent, utilities, wages and equipment costs. In
ng the impact of an event on a Department, it is not uncommon to attribute
to its costs a percentage of the Department’ s total running costs based upon what
portion of that Department’ stime was devoted to responding to the event. The
charge smply reflects the fact that the Department has marshalled a portion of its
resources to respond to it. The funds would have been spent by the Department,
albeit on different matters, even if the event had never occurred.

2.45 Running costs are also charged to an event if a Department actually increases
its outlaysto respond to it. These additional outlays might be incurred as aresult of
hiring additional staff or leasing additional space. The expenditure would not have
been incurred if the event had not happened.

66 |2 tab 4A (The Bovine Spongiform Encephalopathy Compensation Order 1990, article 3); the average price was based on
the returns for sales of commercial grade Friesian cows and heifers in milk and in calf (rather than on returns for bovine
animals generally)

87 L2 tab 9A (The Bovine Spongiform Encephalopathy Order 1994, article 3)

%8 An ex gratia payment was considered where the owner of an animal suspected of being affected was not eligible for
compensation in the following circumstances: the animal died whilst under movement restriction; the case was reported at a
slaughterhouse; or the case was diagnosed as the result of a private submission of samples for testing following a negative
clinical diagnosis. (DMO01 tab 26)

89 This figure is for all of Great Britain (DMO1 tab 26)
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2.46 In considering the economic impact of BSE on various Government
Departments, we have included both running costs which are attributable to the
reallocation of existing departmental resources to respond to the crisis, and ‘ new
money’ that was specifically allocated as aresult of the emergence of BSE. During
aperiod of shrinking departmental budgets, most Departments responded by
shifting resources to address the crisis rather than by obtaining additional funding.

2.47 The problem which arisesin trying to reconstruct running costs after the event
isthat any such figureisinvariably the product of a great deal of guesswork,
particularly when the running costs are not ‘ new money’. The figuresin the
following paragraphs were provided by the various Departments themsel ves.
Although there isno reason to believe that they areinaccurate, it should be bornein
mind that they are estimates and not precise calculations.

Ministry of Agriculture, Fisheries and Food (MAFF)

Running costs

2.48 MAFF hasestimated itsrunning costsincurred in responding to the emergence
of BSE from 1988 to 1996 to be £35.2 million. Thisfigure includes BSE-related
work undertaken by headquarters staff, the State Veterinary Service and the Chief
Scientists Group.” It does not include running costsincurred by the CVL, which are
dealt with in the next paragraph. MAFF swork included administering BSE
compensation schemes. It also included the monitoring of BSE-related legislation
and the servicing of expert committees, such as the Spongiform Encephal opathy
Advisory Committee (SEAC).

Diagnosis and surveillance

2.49 MAFF provided the Central Veterinary Laboratory (CVL)" and the
Veterinary Investigation Centres (VICs) around Great Britain with funding for the
diagnostic and surveillance work it was required to perform under the BSE Order
1988 and subsequent legislation.” The Orders required veterinary inspectors who
suspected BSE to perform tests upon or take samplesfrom any animal or carcass on
the premisesfor identification purposes.” The payments MAFF madeto cover CVL
costs are shown in Figure 2.7 below. As can be seen, they grew significantly from
1988, and particularly between 1991 and 1993. Expenditure on diagnosis and
surveillance totalled approximately £7.7 million over the period.™

Carriage, valuation and disposal of carcasses

2.50 MAFF was aso responsible in Great Britain for funding the carriage,
valuation and disposal of BSE suspected carcasses, as required by the Bovine
Spongiform Encephal opathy Order 1988, the Bovine Spongiform Encephal opathy
Compensation Order 1988, and their successors. MAFF s State Veterinary

70 DMO1 tab 26 attachment 1; for expenditure by the Meat Hygiene Service (a MAFF agency) see para. 2.65 below

7t It later became part of the Veterinary Laboratories Agency, in 1995

72 L2 tab 1 (The Bovine Spongiform Encephalopathy Order 1988, article 5)

73 ‘Premises’ includes land with or without buildings but does not include any part of any premises used for the temporary
detention of animals such as a market, sale-yard, fairground, slaughterhouse lair or place of exhibition (L2 tab 4B)

74 DMO1 tab 26

75 L2 tab 1B (article 3 (3))

17
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Service was responsible for arranging the removal of suspected cattle or carcasses
from a property, valuing them, and the subsequent incineration of carcasses.
Figure 2.7 below shows the expenditure pattern, which reflects the number of
reported suspect cases. Total expenditure over the whol e period was approximately
£44 million.

Figure 2.7: Selected MAFF expenditure on BSE-related costs, 198696, at cash prices
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Department of Health

Running costs

2.51 The cost of DH staff time spent on BSE/CJD-related activities during 1988—
96 was approximately £820,000.7® This amount included staff salaries,
accommodation and common services, and covered the servicing of SEAC. The
estimate was based on the civil service graded pay structure and the percentage of
staff time devoted to BSE/T SE-related activities. Estimates of the time dedicated to
such activities were derived from witness statements, enquiries to individuals
within Departments at the time and by comparison with other individuals who
occupied the same post at alater or earlier date.””

2.52 It was estimated that the running costs of the Medicines Control Agency
(MCA)™ attributable to BSE/TSE during 1989-96 totalled approximately £1.7
million. The amount reflectsthefact that the MCA dealt with the issue on a product-
by-product basis, as well as servicing a number of relevant expert committees
throughout the period.™

National Health Service

2.53 The costs of caring for vCJID patients can vary considerably. Moreover, no
overall data are available. In answer to a question in the House of Lords in January

76 This estimate does not include the time of staff employed in the Medicines Control Agency/DH Medicines Division (see next
paragraph)

77 DHO1 tab 25

78 This was formerly the DH Medicines Division, but became a separate Agency in July 1991

7 DHO1 tab 26



IMPACT ON THE PUBLIC SECTOR

1998 about the overall coststo the NHS arising from CJD each year, Baroness Jay
(Leader of the House of Lords) replied: ‘ Thereis no reliable information
available.”® Furthermore, during the relevant period the families tended to take on
most of the care of the patientsin their homes.8!

2.54 Recently DH’ s Economics and Operational Research Division based an
estimate of the cost of caring for vCJD patients on information given in witness
statements to the Inquiry. It concluded that the care costs may have ranged from
under £6,500 to over £40,000, depending on the type of care received by a specific
patient. The average cost per patient was about £20,000. However, the number of
patients considered was quite small and some aspects of care were not included in
the estimate.??

2.55 Thus, whilewerecognisethat there were costsincurred by the National Health
Service towards the end of the period under consideration in caring for those with
vCJD, these costs are too uncertain to be quantified.

Scottish Office

2.56 The estimated running costs outlined below are those of the Scottish Office
Agriculture and Health Departments and the Solicitor’ s Office. They include the
cost of Scottish Office officials who supported MAFF s State Veterinary Service
professional and technical staff based in Scotland. Both staff and accommodation
costs have been taken into account. These estimates are based on job descriptions at
the time, recollections by people within the Department, advice from finance and
accommodation divisions, and papers on file.®

2.57 Over the period 1989-96 Scottish Office estimated running costs associated
with BSE activitiestotalled £461,000. Annual expenditure was highest in 1992/93
and 1993/94 at £104,000 and £106,000 respectively.8

Welsh Office

2.58 The Welsh Office had some running costs associated with BSE activities
during 1986—-96. These costswere difficult to estimate as no new postswere created
for BSE work in the animal and public health fields. However, based on the grades
of staff dealing with BSE, estimates of the average percentage of time spent on it,
and the average staff costs for each grade over the ten-year period, a‘very rough
estimate’ was devel oped. Over the period 1986-96 the Welsh Office estimated
running costs associated with BSE activities to be between £350,000 and
£400,000.8

8  House of Lords Hansard, 27 January 1998, Written Answers 27 (M7A tab 37)

81 8235 Provision of Care Report

82 DHO1 tab 25

8  DS01tab 9

8 DSO01tab9

8  DWOT1 tab 6

8  DWOT1 tab 6 19
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Northern Ireland Departments

2.59 The Northern Ireland Departments funded BSE-related activitiesin the
following areas. diagnosis and surveillance; carriage, valuation and disposal; and
the associated running costs of these activities.®

2.60 Veterinary staff in Northern Ireland were required to perform a number of
tasks associated with diagnosis and surveillance of BSE. These taskswereregarded
asapart of their daily duties and as aresult it has not been possible to estimate the
costs associated with such activities.

2.61 Over the period 198696 carriage costs for BSE-affected cattle were
approximately £23,000. Thiswas for the transportation of 989 cattle. There were
additional costs for the carriage of 1,160 carcasses. However, no estimate of these
isavailable. Valuation costs are also not available, since the work was undertaken
asapart of daily duties by existing staff. Disposal costs were estimated to be
£172,000, reflecting a charge of £80 for each animal.

2.62 An estimate of running costs associated with BSE-related activitiesis not
available, because the additional work was subsumed in daily duties, in most cases
without extra resources being employed. Consequently the Department of
Agriculture for Northern Ireland (DANI) has not been able to estimate the
proportion of running costs devoted specifically to BSE-related activities.®

Local authorities

2.63 Local authorities had various roles under BSE legidation, including the
inspection of animals and meat in slaughterhouses, and the enforcement of animal
health and welfare provisions on farms, in markets and in transit.®

2.64 No additional funding provided through the Revenue Support Grant system
wasidentified at the time asrelating to BSE.* We have been unable to quantify the
costsincurred by local authorities in the period in question.

2.65 The Meat Hygiene Service (MHS) was launched on 1 April 1995 as an
Executive Agency of MAFF and took over the meat inspection duties of some 300
local authorities. It was not established specifically to deal with BSE problems but
did incur costs enforcing Specified Bovine Offal (SBO) controls. The MHS Annual
Report for 1995/96 estimates that SBO controls cost the Service £434,000 in that
year.%

Summary: impact on the public sector

2.66 Total government expenditure on activities relating to BSE and other TSES
over the period 1986—96 was approximately £288 million.®? The annex to this

8  DNO1 tab 13

8  DNO1 tab 13

8  S176 Ashley paras. 18-22

% S176 Ashley

91 M22A tab 3 pp. 4 and 31

%2 This figure includes estimated expenditures on running costs incurred in relation to the response to BSE as calculated by the
individual Departments concerned
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chapter gives a detailed breakdown of this expenditure. As can be seen, just over
£250 million of the total was MAFF expenditure, with £135 million®? being spent
on compensation schemes. Expenditure rose with the spread of BSE, peaking in
1993/94 at approximately £66 million. Table 2.2 below summarises the impact of
BSE on the UK public sector.

Table 2.2: Summary of UK public sector impact, £ million

MAFF 31.9 135.0 86.9 253.8
DH 1.7 2.5 42
BBSRC 21.8 21.8
MRC 5.6 5.6
SO 0.5 0.5
wo 0.4 0.4
NI 14 0.2 1.6
Meat Hygiene Service 0.4 0.4
Total 61.0 136.4 90.9 288.3

Al figures taken from the Annex to Chapter 2 below.

9 This compensation figure is a Great Britain figure only (not UK) 21
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Annex to Chapter 2: Total BSE/TSE-related government expenditure, 1986-97, £°000, in cash terms

BSE/TSE research

MAFF n/a 200 900 1,000 2,300 4,200 5,700 6,200 5,800 5,600 31,900
DH* n/a n/a n/a n/a 234 181 148 225 387 502 1,677
BBSRC 805 742 702 950 1,500 2,950 4,450 4,200 2,420 3,050 21,769
MRC 310 310 378 458 553 567 615 710 895 845 5,641
Total research 1,115 1,252 1,980 2,408 4,610 7,916 10,913 11,335 9,520 9,997 61,046

Total government expenditure 1,115 1,252 5,512 11,570 23,976 42,146 60,760 66,408 42,486 30,768 288,417

Source: M32 tab 13, DMO01 tab 26, DHO1 tabs 25, 26 and 27, DOO01 tab 1 table 2, Scottish Office, DWO01 tab 6, DNO1 tab 13
* This figure includes expenditure by DH and the Scottisn Office on the CJDU
** This is a Great Britain figure

3dVvd ] TVNOILVNAIILN| ANV 1LOVdIN| D1INONODF



3. Impact on the private sector

Assessing the impact on the private sector

3.1 During 198696 there was a decline in beef production and consumptionin the
UK. It isunclear to what extent BSE contributed to this decline, as avariety of
factors probably gave rise to an overall downward trend in consumption.

3.2 One approach to assessing the impact of BSE on the private sector isto examine
the following areas:

» thefall in beef production;

» therisein production of substitute products,

» theincreasesin real resource costs of production; and

 thetransitional adjustment costs.®*
3.3 Part 1 examines market trends and movementsin the light of the fall in beef

production and consumption and the concurrent rise in production and consumption
of substitute products.

3.4 Part 2 examines the increases in real resource costs of production and the

transitional adjustment costs by focusing on individual sectors of the beef industry.

Part 1: The Market

Introduction: the role of agriculture in the economy

3.5 Dairy and beef farming are important sectors of UK agriculture. Over the past
20 years, the output of finished beef cattle has varied between 15 and 18 per cent of
total UK agricultural output, to which it has consistently been the third most
important contributor. In 1995 the value of output of finished cattle and calves
amounted to £2.6 billion.®® The output of dairy cows has varied between 19 and 22
per cent of total UK agricultural output over the past 20 years, ranking behind only
field crops as the prime contributor to agricultural output.

3.6 A regional analysis showsthat the beef industry is of greater importance to the
economies of Scotland and Northern Ireland than to the UK asawhole. In 1995, for
both countries, the industry accounted for about 27 per cent of gross agricultural
output.®

% This was the approach taken by DTZ Pieda Consulting in a report commissioned by HM Treasury and MAFF in examining the
impact of BSE in the period after 1996. We feel their approach was useful and have adopted it here (M11 tab 2)

% M44tab4p.9

% M44tab4p.9

23



ECONOMIC IMPACT AND INTERNATIONAL TRADE

24

Beef production

3.7 Statistics about the production of meat cannot be equated with the consumption
of meat inthe UK. Production of aparticular meat may increase while consumption
declines, if the surplusis exported. Likewise production can decline but
consumption can increase, with the difference being made up by imports. So, when
examining the economic condition of the beef and veal industry, it is necessary to
look at both production and consumption, but it isimportant to keep the two
concepts separate.

3.8 Over the period 1986-96 beef came from three main sources:

» calvesfrom the dairy herd;
» cull cows (cows that had been utilised for milk production); and
o gpecialist beef herds.

3.9 In 1995, for example, 41 per cent of beef was from calves from the dairy herd
finished as beef cattle, 22 per cent was from cull cows and 36 per cent from
specialist beef herds. Adult bulls and imported cattle made up the remainder.%”

3.10 Over thefirst half of the 1980s the volume of beef production generally
averaged between 1.0 and 1.2 million tonnes per annum. From the mid-1980s
volumes began to decline as the introduction of EU milk quotas |led to contractions
in the dairy herd, which in turn reduced the supply of calvesfor beef. The growth
in live calf exports further exacerbated the decline. It isunclear whether BSE was a
further factor.

3.11 Ascan be seenin Figure 3.1,% production levels have generally been below
1 million tonnes per annum since 1988 and were as low as 860,000 tonnesin 1993.%°

Figure 3.1: UK volume of beef and veal production, 1986—95
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97 M11 tab 2 p. 8 (Report by DTZ Pieda Consulting: The Impact of BSE on the UK Economy)

%8 Figure 3.1 has been produced from the MAFF Annual Reviews of Agriculture in M15B. The figures used are collated from
several of the Reports, and the ways in which they were produced may have varied. They do not include meat offal or trade
in preserved or manufactured meat products. Boneless meat has been converted to bone-in weights. (M15B tab 3 p. 37; tab
7 p. 47; tab 10 p. 66)

% M44 tab 4 p. 8 (Report of the Meat and Livestock Commission: Economic Overview of the UK Beef Industry, June 1998)
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3.12 The value of beef (which includes subsidies paid to producers) rose slightly
during 1986-95. Figure 3.2 illustrates the movements in the value of production
over the period. This measure combines the two factors of volume and price. Since
the volume of production fell over the same period, it suggests that the price for
livestock increased.

Figure 3.2: UK value of beef and veal production, 1986-95, at cash prices
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3.13 However, firstly, the majority of the increase in the cash value of production
was associated with increased subsidy, such as the suckler calf premium and beef
specia premium. And secondly, the rise in value holds good only when measured
in cash terms. When measured in real terms, value declined. Asisexaminedin more
detail in Chapter 4, both the market pricefor cattle and theretail price of beef lagged
behind the Retail Price Index for all items.

Production of substitute meat products

3.14 From 1986 to 1995 there was a significant increase in the volume of poultry
meat production. As can be seen in Figure 3.3, production increased from
937,000 tonnes in 1986 to 1,389,000 tonnesin 1995. This represented an increase
of approximately 50 per cent in production over the entire period. Y ear-on-year
growth averaged 4 per cent.

100 Figure 3.2 has been produced from the MAFF Annual Reviews of Agriculture in M15B. The figures used are collated from
several of the Reports, and the ways in which they were produced may have varied. (M15B tab 3 p. 37; tab 7 p. 47;
tab 10 p. 65)
101 Figure 3.3 has been produced from the MAFF Annual Reviews of Agriculture in M15B. The figures used are collated from
several of the Reports, and the ways in which they were produced may have varied. For pigmeat and sheepmeat, the figures
do not include meat offal or trade in preserved or manufactured meat products. For sheepmeat, boneless meat has been
converted to bone-in weights. (M15B tab 3 pp. 38—40; tab 7 pp. 48-50; tab 10 pp. 67-9) 25
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Figure 3.3: UK production of other meat products, 1986-96
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3.15 There were anumber of explanations for thisincrease. One of the main
reasons was that there were no quotas or subsidies for poultry production under the
Common Agricultura Policy (CAP), and therefore the producers could respond
quickly to the increased demand by raising production rather than increasing the
price. Furthermore, consumption of white meat rose asit was affected by consumer
lifestyle choices and dietary concerns (see paragraph 3.21).

3.16 Pigmeat production over the same period was relatively constant, hovering
around 1 million tonnes ayear. Sheepmeat production did, however, experience
steady growth before flattening out. As can be seen in Figure 3.3 above, production
increased by 30 per cent from 301,000 tonnes in 1986 to 400,000 tonnes in 1995,
with a peak of 418,000 tonnesin 1991. Aswith poultry, the production of
sheepmeat was not regulated by the CAP, at least up until 1992, and as demand for
the product grew, production increased accordingly.

3.17 Despite the increased production of sheepmeat and poultry meat during the
period, the UK was, and remained, a net importer of both. In beef and pigmeat,
during this period, the UK vacillated between being anet importer to anet exporter
from year to year.1®

Meat consumption and substitution between products

3.18 In 1988 consumption of all meat products peaked at 3.834 million tonnes. As
can be seen in Table 3.1,1% consumption was steady over the period 1986-95,
though with significant variations among the various meats consumed. In 1995
about 97 per cent of UK consumers ate meat in an increasing variety of forms.%4

102 M15B (MAFF Annual Reviews of Agriculture)

103 Table 3.1 has been produced from the MLC Yearbooks. The relevant extracts from the Yearbooks can be found in M44A
tab 9. The figures used are collated from several of the Yearbooks, so the way that they were produced may have varied

104 M11 tab 2 p. 4 (Report by DTZ Pieda Consulting)
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Table 3.1: UK consumption of meat products, 1986-95

Year Beef and veal Mutton and lamb Pork Bacon and ham Poultry All meat products
000 tonnes 000 tonnes 000 tonnes 000 tonnes 000 tonnes 000 tonnes
1986 1,134 381 728 459 978 3,680
1987 1,153 376 772 451 1,017 3,769
1988 1,104 383 803 450 1,094 3,834
1989 1,063 411 759 448 1,061 3,742
1990 1,003 429 772 434 1,105 3,743
1991 1,014 424 775 424 1,133 3,770
1992 999 378 772 395 1,199 3,743
1993 903 338 807 404 1,167 3,619
1994 920 343 801 415 1,252 3,731
1995 895 359 758 422 1,298 3,732

Source: MLC Yearbooks (M44A tab 9)

3.19 Over the period 198695, the share of beef and veal within total meat
consumption declined from approximately 31 per cent in 1986 to 24 per cent in
1995, being mostly replaced by poultry which increased its share from 27 to 34 per
cent. Per capita beef consumption also declined by about 35 per cent, or 6.7 kg per
person per year.%

3.20 The decline in beef consumption in the UK market was mirrored, but to a
lesser degree, by adecline in the EU markets. Beef consumption in the 12 Member
States of the EU% fell by 2.2 kg per person during the same period.1°” Consumption
also declined in the United States, and by 1995 had fallen by approximately 25 per
cent from the peak levelsof 1976—77. Aswith the UK, themain lossin market share
was to poultry and, to alimited extent, pigmeat.1%®

Factors contributing to the decline in beef consumption

3.21 Many factors other than BSE may have contributed to the decline in beef
consumption and to its substitution with other products during the period 1986-96,
not least the gradual erosion of beef’s position in a competitive market by the
relatively cheaper pricesfor pork and poultry. There were also substantial changes
in the socio-economic environment which had an impact, including:1%®

* reductionsin the average size of the family unit and the growth of single-
person households, leading to fewer traditional family meals based on large
amounts of meat;

» growth in the trend towards shopping in large supermarkets that offer the
consumer avast array of attractive products and meal solutions (which tend
to incorporate relatively cheaper meats, particularly poultry, in the product);

e growing awareness and interest among consumersin healthy eating and
concerns about food safety, the environment and the welfare of animals. The
image of beef, perceived asamorefatty and less healthy meat by consumers,
has suffered;

105 M44A tab 8

106 There were not 15 Member States in 1986 as there are now

107 M11 tab 2 p. 5 (Report by DTZ Pieda Consulting)

108 M44 tab 4 p. 22

199 M11 tab 2 p. 5 (Report by DTZ Pieda Consulting) 27
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» changing work patterns that have resulted in the growth of full-time
employment among women. With less time for meal preparation, some of
the more traditional cuts of beef, such as the roast, have suffered; and

« shifting leisure patterns with less time being spent on forma meals.*1

3.22 It isnot possible to quantify the extent to which BSE may have had an impact
on beef consumption during this period. The basic factors that contributed to the
long-term declinein UK beef consumption also apply to other EU countries and the
United States.'!! The EU had its own health scares, linked particularly to the use of
hormone growth-promotersin beef and veal, which may have had some impact on
the consumption of beef as well.1?

The impact of the media on consumption

3.23 The coverage of BSE in the media, and devel oping consumer awareness, may
have affected consumer demand on several occasions. In May 1990 a spongiform

encephal opathy was discovered in a cat. This discovery was the subject of intense
mediainterest and seems to have had an impact on the market.*

3.24 Mr Stephen Wentworth of MAFF s Meat and Livestock Group, minuted the
Parliamentary Secretary, Mr David Curry, on 22 May 1990 briefing him onthe state
of the beef market and the need for market support measures. He wrote:

The adverse publicity concerning beef and BSE has aff ected demand both at
retail level and at livestock markets. At retail level theimpact isvaried. The
greatest effects seem to be in the South East and Midlands with some
retailers reporting reductions in sales by one third to one quarter. However,
circumstances clearly vary considerably from retailer to retailer and shop to
shop. There are some who report business much as usual. The situation is
also complicated by the number of public holidays at this time of year, the
warm weather and the impact of high interest rates all of which tend to
reduce demand.4

3.25 Figure 3.4 showsthe weekly price of clean cattle (ie, cattle that have not been
used for breeding) from May to July 1990. Ascan be seen, therewasasmall decline
in the price in May, although this might not have been as aresult of the feline
encephal opathy case, since cattle prices tend to fluctuate for a number of reasons.

0 M11 tab 2 p. 5 (Report by DTZ Pieda Consulting)

1 M44 tab 4 p. 22 (Report of the Meat and Livestock Commission)
2 M11 tab 2 p. 5 (Report by DTZ Pieda Consulting)

3 YB90/5.22/3.1-3.5 & M11 tab 2 p. 2

114 YB90/5.22/3.1
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Figure 3.4: UK prices of clean cattle
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Note: clean cattle are cattle that have not been used for breeding.

3.26 In November and December 1995 there were a number of television
programmes which exposed gaps in the integrity of the control of the banson
specified bovine material entering the animal feed chain. Thisresulted in

hei ghtened consumer concern and may have depressed consumption of beef before
Christmas 1995 and in early 1996.11°

3.27 Studies by Michael Burton and Trevor Y oung, at the University of
Manchester, suggested that publicity surrounding BSE wasresponsiblefor a4.8 per
cent decline in the demand for beef over the period 1990-93.116 Aswith any
macroeconomic study, they were not able to hold constant other factors that may
also have affected demand, such as increased concern about cholesterol or the use
of growth hormonesin cattle, which also generated adverse publicity about beef.
While the conclusions reached in their studies may well be correct, we view the
resultsonly as evidence supporting the general proposition that BSE had an adverse
impact on the demand for beef, rather than as a precise quantification of that impact.

Part 2: Impact of BSE on the beef and cattle industry
by sector

3.28 It isvery difficult to assess the impact of BSE on the beef and cattle industry
as awhole during 1986-96. There was a continuing process of consolidation,
privatisation,*'” integration and rationalisation within the various sectors of the
entire industry during this time, which makesit hard to attribute economic effects
specifically to BSE. The existence of intervention buying, support prices, milk
guotas and compensation schemes also blunted or distorted the impact of BSE and
obscured the picture. Lastly, as discussed above, the general declinein demand for
beef further clouded the view of the economic impact of BSE on the industry.

3.29 In this section we will examine the various sectors of the beef and cattle
industry to see where the costs or losses that are clearly attributable to BSE first

5 M11 tab 2 p. 2 (Report by DTZ Pieda Consulting)
116 “The impact of BSE on the demand for beef and other meats in Great Britain’, Applied Economics, vol. 28, 1996, pp. 687-93,
and ‘Measuring meat consumers’ response to the perceived risks of BSE in Great Britain’, Risk Decision and Policy,
vol. 2, no. 1, April 1997
7 Many communities had small slaughterhouses that were operated or supported by local authorities. For reasons unrelated to
BSE, most of these slaughterhouses were closed or sold to private operators during this period 29
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arose. Chapter 4 will attempt to answer the question of where these additional costs
or losses finally came to rest.

3.30 The key sectors discussed in this section are:

i. farmers;

ii. meat processing industries — slaughterhouses, head boners, mechanically
recovered meat (MRM) producers, meat packers, butchers and related trades;

iii. renderers;
iv. knackers;
v. feed manufacturers; and

vi. peripheral industries.

Background

3.31 Wedo not attempt hereto explainin detail the operation and economics of the
various sectors, or their interrelationships, but only to look at the impact of BSE on
them. Volumes 12 and 13 of this Report give a much fuller account of these
industries.

3.32 Volume 12: Livestock Farming examines various aspects of farming in the
UK, with particular attention to cattle and dairy farming. It includes discussion of
subsidies, intervention buying, agricultural practices, and marketing and feeding
practices which, taken together, provide a background for understanding the
economics of farming.

3.33 Volume 13: Industry Processes and Controls examinesin detail the operation
of slaughterhouses, head boners, MRM producers, knackers, renderers, and animal
feed and pet food manufacturers.

3.34 A succession UK Regulations and Orders, as well as EU Directives and
Decisions, had immediate and serious economic consequences for the various
sectors of thisindustry, and their implementation was often a watershed economic
event. We allude to this legidation throughout but for afull explanation of these
Statutory Instruments, we primarily refer the reader to vol. 3: The Early Years,
198688, vol. 5: Animal Health, 1989-96, and vol. 6: Human Health, 1989-96.

Farmers

3.35 For farmers, the illness and death of individual animals was the most direct
and immediate economic loss attributable to BSE. Until 8 August 1988, there was
no compensation scheme, and the loss of the animal was borne entirely by the
individual farmer.

3.36 We do not have figures for the number of farmers who suffered such aloss
before the introduction of a compensation scheme. However, as at 5 August 1988
there were 767 confirmed cases of BSE,'*® and this figure provides the basis for

18 YB88/8.11/1.1
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calculating the minimum loss. Given that £575''° was the average market price per
head of cattle during this period, it would seem that the minimum loss for farmers
collectively was £441,000 before the introduction of the compensation scheme on
8 August 1988.1%0

3.37 However, these losses would have been spread among 621 different herds.*?*
That trandates into aloss per farm of only about £710.

Compensation schemes

3.38 The Government introduced a compensation scheme in August 1988 (see
paragraph 2.39). Farmers who gave evidence to the Inquiry considered the
compensation — broadly amounting to 50 per cent of the value of the animal when
healthy — was adequate,'?? although farmersin Wales almost immediately pressed
for 100 per cent compensation for all cattle slaughtered because of BSE.'*

3.39 Mr Jim Harrison, afarmer from West Sussex, said in his statement to the
Inquiry that he sent aletter to the Minister complimenting him on the level of
payment for suspects, and that he thought it was on the generous side of fair.
However, he also gave afew instances where valuations of cattle were a problem.
Anyone sending in cows for export, for example, might not be as satisfied. Indeed,
dissatisfaction eventually increased both over the basis and timing of the valuations
and over the level of compensation.'?*

3.40 Although occasional disagreements over the valuation of animals did occur
early on,*? |osses were till quite low at this point and were so sporadic that they
were no larger than the occasional losses that farmers always experienced from
disease and accidents. It was still considered to be a part of the normal cost of
operating afarm.1?

3.41 Had there been substantial losses within individual herds during this period,
farmers would have suffered from being compensated at only 50 per cent of the
value of the animal. However, the deaths due to BSE in the period from 8 August
1988 to 14 February 1990, when compensation was increased to 100 per cent,
tended to be spread very broadly and thinly, with only afew affected animalswithin
aherd.

3.42 About 10,700 head of cattle were |lost to BSE between August 1988 and
February 1990.1%” Taking the average market price for cattle during this period of
£645,128 a compensation rate of only 50 per cent (ie, £322.50 per cow) instead of
100 per cent suggests that farmers collectively had to bear aloss of £3,450,750.
Since, by the end of 1990, 6,378 herds had suffered aloss, individual farmerswith

e YB88/6.23/2.4

20 This is an estimated figure based solely on averages. The price of cattle in the market fluctuated during this period. Weight,
age and breed also affect market price. The averages, of necessity, understate the value of some animals and overstate the
value of others. In this instance, the value of dairy cows is probably overstated and the value of speciality beef cattle is
probably understated

21 The number of farms affected is as of 5 August 1988 (YB88/8.11/1.1)

22 T57 pp. 40-6

28 See vol. 9: Wales, Scotland and Northern Ireland

124 S133 Harrison para. 9

125 5133 Harrison para. 15

26 T57 p. 37

27 The figure of 10,700 is a revised one for confirmed cases in the UK, rather than a contemporary figure

128 YB90/2.5/2.3. On 14 February 1990 31
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aninfected herd can be estimated to havelost an average of 1.68 head of cattle. This
would tranglate into an average loss of about £542.

3.43 The growing number of deaths attributed to BSE, and public concern that
suspects might not always be notified because the compensation was too low, led
the Government to increase the basic compensation level to 100 per cent of the
market value of the animal .*?° Although there seems to have been a small measure
of dissatisfaction with this scheme as well, with some farmers being slightly over-
compensated and others under-compensated, any resultant losses at individual farm
level cannot be readily quantified.

3.44 In summary, it appears that, collectively, farmers could have suffered
uncompensated losses of about £4 million due to the death of infected cattle up to
February 1990.

Limitations on the sale of milk

3.45 In December 1988 an Order was made prohibiting the use of milk from suspect
cattle for any purpose other than feeding to the cow’ s own calf.** Farmers would
thus have lost the value of the milk produced by the affected cows. However, there
was arelatively short period between the date on which an animal was suspected of
having BSE and the date on which it was slaughtered, so that the amount of milk
produced by such an animal would have been relatively small. Thereforeit does not
appear that this loss was other than marginal and temporary.

The market price of cattle

3.46 A second way in which BSE hurt farmers was its impact on the market price
of cattle. Aswas discussed in some detail in Part 1 of this chapter, it isimpossible
to quantify therolethat BSE played in thelong-term decline of the demand for beef.
There were certainly some points at which public pronouncements about BSE and
sharp declines in market prices were closely linked in time.

3.47 The export of beef from the UK is discussed in Chapter 6. We mention here
that in 1990 the European Union imposed Commission Decision 90/261, which
required that all bone-in beef exported by the UK to Member Statesbe* fresh bovine
meat derived from bovines which are not from holdings in which BSE has been
confirmed in the previoustwo years'.*3! In July 1994 the requirement wasincreased
to six years.'*? |t wasinevitable that in many cases these measures would mean that
cattle which came from a BSE-affected farm * suffered aloss in value when they
were put through the market’ .13

3.48 Theimpact of BSE on the market price of cattle would have been felt both by
specialist beef farmers and by dairy farmers. For farmersraising cattle for beef, the
market price of the finished animal is the main determinant of profit or loss. So
whilethey may have benefited from the declining cost in purchasing calvesfor their
herds, the declining value of cattle for slaughter had a significant, if difficult to
quantify, impact on them.

29 L2 tab 4A (The Bovine Spongiform Encephalopathy Compensation Order 1990)
180 |2 tab 3 (The Bovine Spongiform Encephalopathy (No. 2) Order 1988, article 9)
131 |17 tab 7, article 2A

32 |17 tab 9 (Commission Decision of 27 July 1994 (94/474/EC), article 4)

133 M45 tab 6
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3.49 The primary value of adairy cow isin the milk that it produces and only
secondarily its slaughter value at the end of its productive life. Milk prices, because
of quotas and price supports, did not react to the emergence of BSE. There does not
seem to have been a serious public concern about BSE and milk safety. However,
dairy farmersroutinely sell their surplus calves either for export to countrieswhere
thereisahigh demand for veal or to specialist beef farmers. The declining price of
calves would thus have had a significant impact on dairy farmers.

Increased operating costs

3.50 Farmers faced marginally higher costs for concentrated cattle feed after the
ruminant feed banin July 1988.1%* Thiswas because dightly more expensiveprotein
concentrates replaced the meat and bone meal (MBM) that had been used for this
purpose before that date.

3.51 However, the impact was minimal. MBM in concentrated cattle feed was
seldom morethan 5 per cent of a given mix, and the concentrated feeds themselves
were only asmall part of the animal’ s diet. Furthermore, the market price of MBM
and other protein concentrates, such as soyabeans, was so close that even beforethe
emergence of BSE, feedmills would use them interchangeably depending on the
current market price.

3.52 Before the introduction of the BSE compensation schemes from 1988,
increased veterinary costs would have been incurred by farmers when they called
out veterinariansto diagnose and attempt to treat animal s suffering from the disease.
After the introduction of compensation, diagnosis was included in the scheme.

3.53 Beforethe emergence of BSE, knackerswould pay farmersasmall amount for
their fallen cattle.’*> After the introduction of avoluntary ban on SBO in animal
feed, '3 knackers began to charge farmers to remove the fallen animal. Farmers
either paid the additional fee or disposed of the carcass by burial on the farm.3’

3.54 Lastly, in response to BSE, farmers were required to keep breeding and
movement records for all cattle.*3® Although farmers had generally kept such
records beforehand, the new legid ation required them to keep more detailed records
for alonger period of time. Thiswould have imposed a small, unquantifiable,
additional operating cost on farmers.

Summary: the effect on farmers

3.55 Itisdifficult to isolate the overall economic effect BSE had on farmers up to
1996, but on the whole they were mostly cushioned from any direct impact by the
compensation schemes.

18 Introduced as a result of the Bovine Spongiform Encephalopathy Order 1988 (L2 tab 1); see vol. 3: The Early Years, 1986-96
135 Fallen cattle would include seriously ill or injured animals that had to be destroyed as well as animals that had died as a result
of illness or accident on the farm
% The Bovine Offal (Prohibition) Regulations 1989 banned the sale, supply or use of Specified Bovine Offal (SBO) for human
consumption. This led the UK Agricultural Supply Trade Association (UKASTA) to introduce a voluntary ban on SBO in animal
feed. In September 1990 the Bovine Spongiform Encephalopathy (No. 2) Amendment Order 1990 banned the sale, supply or
use of SBO in animal feed (L2 tabs 3B and 5)
87 $137 Rudman paras 18-19
138 |2 tab 4B (Bovine Animals (Identification, Marking and Breeding Records) Order 1990); L2 tab 11B (Bovine Animals (Records,
Identification and Movement) Order 1995) 33
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The meat processing industries

3.56 The meat processing industries incurred additional costs, during 1986-96, as
aresult of BSE. These included increased processing costs, greater disposal costs
and aloss of market for particular products. Thefollowing sections addressthe meat
processing industries in turn and examine the individual costs that arose in each.
Chapter 4 looks at who actually bore these costs in the end.

Slaughterhouses

3.57 Processing costs. After the introduction of the ban on human consumption of
Specified Bovine Offa (SBO) in 1989, slaughterhouses incurred additional
handling costs in order to comply with the Regulations. In practice, the
daughterhouse had to remove the SBO from the carcass, separate it from any other
material going for human, and later animal, consumption and dispose of it according
to the Regulations. Compliance with these Regulations required staff training in the
new procedures and increased labour costs for the additional handling.

3.58 Once SBO had been severed from the carcass, it could not be stored in the
same room as meat fit for human consumption, unlessit had been stained or
sterilised. Compliance with these procedures would have resulted in extra costs for
daughterhouses.

3.59 Loss of markets. After the introduction of the voluntary ban on SBO in
animal feed, parts of the carcass that once had re-sale value for slaughterhouses
increasingly became waste items that they had to pay to have disposed. Mr Brian
Rogers, in evidence to the Inquiry on behalf of the United Kingdom Renderers
Association, said:

The abattoirs[took] material from a pile where they would be paid £20 aton
forit, and put itin apilewherethey would be charged £50-£70 aton [to have
it removed].**°

3.60 Therewas also alost market for the disposal by slaughterhouses of bovine
heads to head boners, who would remove the head meat. The impact of the SBO
Regulations on this market is described in paragraphs 3.68-3.72 below.

3.61 Increased disposal costs. Slaughterhouseswerefaced with increased disposal
costsasaresult of the SBO bans. The Regulations provided that SBO material had
to be removed in asealed vehicle or in an impervious container, which was kept
locked and sealed at all times and clearly labelled.**° As noted above, the
slaughterhouses were forced to pay for the disposal of materials that they had
previously sold.

3.62 An amendment to the SBO Order in late 1995 prohibited the use of the spinal
column in the manufacture of mechanically recovered meat (MRM).** MAFF
estimated that this modification of the Order was likely to cost slaughterhouses an
additional £1 million per year in additional disposa costs.#?

3 T60 p. 94 — Mr Brian Rogers of UKRA
140 |2 tab 3B article 11

4112 tab 15A

42 YB95/12.8/1.12
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3.63 TheMeat and Livestock Commission and M AFF surveysof cost. Both the
Meat and Livestock Commission (ML C) and MAFF have estimated the additional
costs for daughterhouses as aresult of BSE. In 1995 the ML C conducted a survey
of eight cattle slaughterhouses in England and Scotland. The sample was chosen to
reflect slaughterhouses of different sizes, and accounted for about 20 per cent of
throughput in Great Britain.

3.64 The results of the survey formed an estimate of the added cost of BSE to the
by-products operations of slaughterhouses since 1988.1“3 They produced an overall
estimate of £7 per animal. On the basis of the number of animals expected to be
slaughtered in 1995, the financial loss to the industry was estimated to be
approximately £23.1 million for that year. It was expected that this cost would
continue for as long as the BSE legidlative measures were in place.

3.65 Thedivision of the £7 cost by the MLC was as follows:

* lossin value of SBO products— £3.50 per beast;

* lossin value of non-SBO products — 50 pence per beast;

» removal costs of SBO — £2.50 per beast; and

 staining and additional labour costs — 50 pence per beast.!#

3.66 MAFF also assessed the added costs of BSE to the by-product operations of
slaughterhouses. This was done in the context of a cost compliance assessment for
the Specified Bovine Offal Order 1995. MAFF found that the recurring costs to a
medium-sized abattoir (8,000 cattle a year) of complying with the Order would be
£28,525 ayear. Thiswasequivalent to £3.56 for each animal. A division of the costs
identified by MAFF was as follows:

* lossof value of head bones— 10 pence per beast;
» removal costs of heads— 46 pence per beast;

* removal costs of SBO — £2.40; and

e cost of staining SBO — 50 pence.**®

3.67 These estimates differ because the ML C survey assesses a broader range of
costsincluding loss of value for SBO other than heads and the loss of value of non-
SBO.

Head boners

3.68 Before the introduction of the human SBO ban, head boners had purchased
heads from slaughterhouses and removed the head meat. The recovered meat was
sold for inclusion in economy meat products. The brain was generally not
recovered, and the heads, usually containing the brain, were sold on to renderers
(seevol. 13: Industry Processes and Controls for further details).

43 YB95/9.00/4.1-4.6
44 YB95/9.00/4.6 35
45 YB95/9.00/4.3
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3.69 When the 1989 Regulations designated the brain as SBO, head boners were
faced with two, more costly, alternatives. They could, after the head meat was
removed, send the intact head to the renderers as they previously had done.
However, since these heads contained SBO, the head boners had to pay the
renderersto take the heads rather than selling them to the renderers as had
previously been the practice.

3.70 Alternatively, the head boners could open the head and remove the brain. 4
The head could then be sold to the renderer as before. However, the head boners
would still have to pay the renderers to take the brains, which were SBO, and they
incurred additional labour costsin splitting the skullsand removing the brains. This
alternative wasremoved by the 1995 SBO Order, which obliged head bonersto treat
the main portion of the skull (after removal of head meat) as SBO.'#

3.71 Before the 1989 Regulations, head boners received about £25 per tonne from
renderersfor the heads after the head meat had been removed. After theintroduction
of the Regulations, renderers were charging up to £80 per tonne for the removal of
SBO.148

3.72 After the 1989 SBO Regulations came into force, the demand for head meat
started to decline. There were suspicions that blood from around the brain could
infect head meat and many people became wary of using the meat at all.

Mechanically recovered meat (MRM) producers

3.73 The manufacture of MRM is amechanised process of recovering the residua
meat from bones after the sal eabl e cuts have been removed from the carcass. Bovine
MRM used to be included in arange of processed meat products for human
consumption.

3.74 The human SBO ban in 1989 had little effect on MRM producers, since only
the spinal cord (which wasto be removed at the slaughterhouse), and not the spinal
column, was classified as SBO.

3.75 A damaging setback for the producers of MRM occurred in 1995. The SBO
ban was modified and the new legislation prohibited the use of the whole bovine
vertebral column in MRM. One of the concerns leading to this decision was that
spinal cord was not always fully removed from the vertebrae and could therefore
contaminate MRM. The vertebral column was very important in the production of
MRM, asit was the source of about 80 per cent of the mechanically recoverable
meat from bovine waste. Indeed, it was so essential to economic production that a
report prepared for MAFF in 1997 concluded that the ban on the use of vertebral
column effectively brought an end to the production of MRM from cattle.'*°

3.76 MAFF prepared a compliance cost assessment of the impact of this ban on
MRM producers when it was introduced. It estimated that:

46 Volume 6: Human Health, 1989-96 describes MAFF guidance and the eventual legislative requirement that brain removal
should occur only after harvesting head meat

47 Specified Bovine Offal Order 1995 (L2 tab 13)

48 |BD1 tab 7 p. 117 (House of Commons Agriculture Committee Fifth Report)

49 |BD 5 tab 17 p. 12 (The Leatherhead Report: Audit of Bovine and Ovine Slaughter and By-Products Sector)
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... atypical production level [of asingle processing plant] would appear to
be around 450 tonnes per annum. The product has an average sale value of
around 80p per kilogram, putting the value of the typical production [at]
around £360,000 per annum.>

3.77 The assessment concluded that, for the whole MRM industry, the lost sales
could total about £4 million per annum.*>! On this basis the lost sales between the
end of 1995 and 20 March 1996 may have been £1 million.

3.78 Some producers of MRM were more dependent on bovine materials than
others, but we have no evidencetoindicate to what extent. In theindustry asawhole
only 5 per cent of MRM was derived from bovine material, so the impact on MRM
manufacturers from the loss of cattle production was limited. Most MRM
production was from poultry sources.'> It can therefore be seen that although part
of the industry suffered as aresult of BSE, it remained viable.

Meat-packers/butchers

3.79 Those involved in converting the dressed carcasses produced by the
sdlaughterhouse into retail cuts of meat are a diverse group. Some meat-packers are
independent but others are owned by supermarket chains. In some instances,
daughterhouses are al so engaged in the val ue-adding process of meat-cutting. Some
meat-packers tend to specialise while others handle a variety of meats. The high
street butcher may run a one-man operation while alarge meat-packer may employ
hundreds of people in a number of processing plants. Because this group is so
diverse, it makes it more difficult, in some respects, to generalise about it.

3.80 Meat-packers, asagroup, did not incur additional costsasaresult of BSE. The
SBO ban required the slaughterhouse to remove the SBO material beforetransfer of
the carcass to meat-packers, so they incurred neither the additional handling costs
nor the disposal costs that had so deeply affected other related industries.

3.81 Substitution of products. Meat-packing operations specialising in beef
would have felt the impact of declining demand for their product, and some of the
drop in that demand, as previously noted, was probably due to BSE. But most meat-
packersand virtually all butchersdeal with avariety of meats, and overall consumer
demand for meat increased during the time that the demand for beef decreased.'>?
The consumers’ decision to substitute other meats for beef more than offset the
decline in demand and buffered meat-packers and butchers, as a whole, from any
adverse impact of BSE.

Renderers

Processing costs

3.82 Rendering is the process of crushing and heating the waste from animal
carcassesto extract tallow. When thetallow isremoved, ahigh-protein solid, known
as greaves, remains. Asaresult of further processing, greaves are shaped into

150 YB95/12.8/1.11

51 YB95/12.8/1.11-1.12

52 YB95/11.27/7.2

53 See Table 3.1 in Part 1 of this chapter 37
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powder meal or pellets and incorporated into animal feed as ‘ meat and bone meal’
(MBM).

3.83 After the introduction of the animal feed SBO ban in 1990, renderers were
faced with new handling costs, because they could no longer include SBO when
producing MBM for consumption by animals.*>* In fact these extra handling costs
began to arise after the introduction of the 1989 ban on SBO for human
consumption, because the UK Agricultural Supply Trade Association (UKASTA)
introduced a voluntary ban on SBO in animal feed in November 1989. As aresult,
most renderers were forced to start treating SBO separately at this stage.™> The
voluntary ban became compulsory in September 1990.1%6

3.84 In order to make the ban effective, renderershad to prevent SBO (and material
derived from it) from contaminating other material before, during and after the
rendering process. A code of good practice was eventually introduced, and thiswas
strengthened by the SBO Order 1995.

3.85 Restrictionson the use of SBO in the production of MBM were extended when
the incorporation of SBO-derived MBM in feedstuffs for export to EU Member
States, and later for export to third countries, and theincorporation of SBOin MBM
for fertiliser were successively banned in 1990 and 1991.%%7

3.86 During the period 1989-95, a number of different approaches were taken to
the separation of SBO, including dedicated SBO processing plants, dedicated SBO
and non-SBO processing lines within asingle plant, and separate batching of SBO
and non-SBO wastes. Thislast approach, required under the code of good practice,
imposed extra costs because of the need to purge the system with non-SBO
materials.®>8 The 1995 Order required that SBO could only be rendered on a
separate line dedicated to that purpose.

3.87 In January 1993 the Animal By-Products Order 1992'%° came into effect,
implementing Council Directive 90/667/EEC.® The Order required that if by-
products fell within any of alist of categories of material suspected of presenting
serious health risks to animals or man and if the by-products were disposed of by
rendering, they had to be subjected to atemperature of at least 133°C for 20 minutes
at apressure of 3 bar (that is, 2.961 atmospheres), or to any of the various rendering
systems specified in Commission Decision 92/562/EEC (a).15! The resultant
product had to be free of heat-resistant pathogenic bacteria spores and salmonella.
During the period to 20 March 1996 SBO was within these categories.

3.88 The operational changesin respect of handling SBO material and
implementing the Animal By-Products Order 1992 will have givenriseto additional
labour costs, and one-off costs of planning and retraining, as well as the extra
transportation and storage costs inherent in maintaining the segregation of materials
both before and after processing.

184 S37C Foxcroft para. 4.8

55 S33B Rogers para. 4.5

%6 [2tab5

57 Bovine Spongiform Encephalopathy (No. 2) Amendment Order 1990 (L2 tab 5: Export to EC Member States), Export of Goods
(Control) (Amendment No. 7) Order 1991 (L2 tab 6: Export to non-Member States), and Bovine Spongiform Encephalopathy
Order 1991 (L2 tab 7: restriction on use in fertilisers achieved via licensing requirements for disposal of SBO-derived MBM)

58 S33B Rogers para. 4.6

9 L1tab 10

160 L4tab 1

1 Ldtab2
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3.89 Some consideration was given to refitting plants so that the rendering process
would inactivate the BSE agent. However, the temperatures thought likely to
achieve this would have destroyed much of the nutritional value of the resultant
MBM and would also have discoloured the tallow. One of the leading renderers,
Prosper De Mulder, incurred costs funding research into possible inactivation
procedures.

Loss of the meat and bone meal (MBM) market

3.90 The ruminant feed ban had arelatively limited effect on demand for MBM,
since only some 10to 15 per cent of production had been sold for incorporation into
ruminant feed.16?

Disposal costs

3.91 Asaresult of the restrictions described above, the greaves (or MBM)
generated by the rendering of SBO materials were no longer a sal eable commodity
but an undesirable waste product.

Knackers

Disposal costs

3.92 Knackers collected dead or diseased animals from farms. Once such animals
reached the knacker’ s yard they could not be used for human consumption.
Knackers processed the carcass, selling the meat to kennels, for example, or as pet
food,®® and the hides to tanners. The remaining wastes went to renderers.

3.93 Before the SBO Regulations, knackers would pay farmers for fallen stock,'64
and then receive payment for the processed carcasses and residual waste. After the
voluntary and eventual legidlative ban on SBO in animal feed, renderers began
charging knackers for accepting SBO and knacker waste generally. The legidative
ban was originally confined to SBO from animals‘ slaughtered’ in the UK, and thus
did not apply to fallen stock. This oversight was corrected in 1991.1% It is unclear
whether it was exploited to any significant degree.

3.94 The 1992 Animal By-Products Order required knackers to dispose of certain
classes of potentially hazardous animal by-products by rendering in approved
premises, incineration or burial.®® Asaresult of this Order, knackers were faced
with higher disposal costs.

Processing costs

3.95 From 15 August 1995 SBO at knacker’s yards had to be stained blue (a
different colour from that normally used by knackers), kept free from contact with

62 S33B Rogers para. 2.7
63 |n 1991 an estimate that each knacker sold an average of half a ton a week was described as ‘possibly on the high side’ (see
vol. 13: Industry Processes and Controls, which deals with the supply of knacker meat to retailers and members of the public
for pet food)
164 T34 p.132
65 1 2 tab 7, article 4, ‘definition: specified bovine offal.’
66 L1 tab 10 (Animal By-Products Order 1992, article 5) 39
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other animal material, and disposed of in accordance with the SBO Order 1995.1¢"
Extracosts, similar to thoseillustrated for slaughterhouses above, would have been
incurred by much smaller operations that were less able to meet them.

Loss of market

3.96 The main loss of market for knackers came with the introduction of the
voluntary ban on SBO in animal feed. As renderers began to treat knacker waste
generaly as SBO, from March 1990 they started charging knackers instead of
paying them for its removal from the knacker’ s yards.®® In MAFF' s summaries of
returns on the disposal of carcasses and waste from knacker’ s yards and hunt
kennelsin 1991, reports were noted of renderers charging between £40 and £200
per tonne of knacker waste, depending on the renderer and whether it was SBO or
not.1%® V olume 13: Industry Processes and Controls describes how thisled knackers
to introduce charges for the removal of cattle carcasses from farms, which in turn
caused a decrease in throughput with reports of knackers closing down.

3.97 Several knackers also sold meat from fallen stock for use by other industries.
It is suspected, but not confirmed, that most of these sales were to pet food
manufacturers. However, both Pedigree Masterfoods and Spillers Petfoods, two of
the largest pet food manufacturersin the country, said in submissionsto the Inquiry
that they only used raw materials derived from carcasses passed as fit for human
consumption, and therefore did not source their raw materials from knackers.
Pedigree Masterfoods said that it had maintained this policy since the 1970s, while
Spillers Petfoods had never purchased raw materials from knackers.t”® Although it
is unknown how much knacker material entered the pet food market, with the
introduction of the various BSE-related Regulations and Orders, that market
appears to have dried up.

Feed manufacturers

Loss of raw material

3.98 Thefinancial impact of BSE on animal feed manufacturerscameearly onwith
the introduction of the ruminant feed ban in 1988. Manufacturers that had
previously used MBM in compound feeds for cattle and sheep had to substitute
other sources of concentrated protein in their mix. They were freeto continueto use
MBM in pig and chicken feed.

3.99 MBM wasincluded at ratesof 2to 5 per cent in compound feeds, and at higher
rates in protein supplements. An important factor affecting the amount of MBM in
animal feed wasits price in comparison with alternatives such as soyabean. One of
the major compounders described the economic effect on the industry of the
ruminant feed ban as follows:

The use of MBM in Bibby ruminant compounds, not ruminant protein
concentrates, wastypically 2%. It isdifficult to say 10 years hence precisely
what the ruminant MBM ban cost the industry. In raw material cost terms,

167 12 tab 13

68 YB90/2.13/5.1

69 YB91/8.23/1.1

70 5163 Malin para 17 & S168 Plant para. 3



IMPACT ON THE PRIVATE SECTOR

one can estimate the impact by assuming that MBM was always some £25
per tonne cheaper than soya bean meal. Hence, as they have virtually the
same protein content, the cost effect for this reason alone is 2% of £25, ie,
50 pence per tonne. However, thisignores the higher UDP [undegraded
protein] and mineral content of MBM. Thus we recall costs increasing by
some 50 pence in lower specification feeds and up to £1.50 in higher
specification feeds. The timing of the ban in relation to the seasonality of
ruminant feeding was helpful, to an extent, in recovering these costs in that
Bibby would have been launching new products and issuing new price lists
in late summer in advance of its winter dairy sales campaign. This price
review would have accommodated many of the price differences. Moreover
asall compounders had to remove MBM the effect was universdl, ie, alevel
playing field.

With regard to protein concentrates, within which the inclusion level of
MBM was much higher, the cost penalties would have been more
significant. However, feed suppliers would have attempted to minimise
these through re-formulation so making use of alternative protein sources
and, again, the level playing field arguments applied.'’

3.100 The same compounder described the impact of the voluntary ban on SBO in
animal feed:

On 15 November 1989 Bibby wrote to all of its MBM suppliers stating that
MBM supplies must not contain any SBO materia or fallen animalsasfrom
1 December 1989 . .. MBM supplies were audited by Bibby staff and action
taken if appropriate, eg, removal from the approved supplier list if SBOs
were not adequately segregated. In addition, MBM suppliers were asked to
confirm abattoir audits especially with regard to removal of SBOs. The
economic impact was insignificant and was probably lost amongst the usual
market fluctuationsin price. Therewasno market disadvantage to thisaction
asit was universal amongst UKASTA members.1’

3.101 The ruminant feed ban was extended on 29 March 1996 to prohibit the use
of all mammalian meat and bone meal in feed for all farm animals.2”® The
consequential impact on feed manufacturers was much more substantial than any of
the BSE measures taken during the period covered by the Inquiry’ s terms of
reference.

Processing costs

3.102 The precautions taken against cross-contamination of feedstuffsin feedmills
aredescribedinval. 13: Industry Processesand Controls. These and other measures
increasing the cost of production began to be introduced in 1994 onwards as
concernsgrew about cross-contamination and progresswas made with devel opment
of an EL1SA test for ruminant protein.

71 S154 Raine and Marsden paras 23 and 24
725154 Raine and Marsden paras 42—4
173 The Bovine Spongiform Encephalopathy (Amendment) Order 1996 (L2 tab 17) 41
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Peripheral industries

3.103 Many other businesses have some tangential relationship to the beef and
cattle industry, including pet food manufacturers, grocery retailers, tanners and
leather goods manufacturers, pharmaceutical producers, auctioneers, specialist

hauliers, waste disposal site operators, veterinarians and meat inspectors.

3.104 One peripheral industry that was substantially affected by BSE was gelatine
manufacture.*’* As news of the disease spread, customers began insisting on
gelatine derived from bovine by-products of non-UK origin. In order to meet this
requirement, manufacturers were forced to import their raw materials from
countries not affected by BSE. Since there is agloba market for gelatine, the
manufacturers were unable to pass on these additional importation costs to their
customers. The magjor UK manufacturer of gelatine, Croda Colloids, estimated its
additional annual coststo be in excess of £500,000 per year during 1991-95. The
impact after March 1996 was much more severe but is outside the scope of the
report.1’®

3.105 However, with isolated exceptions, none of the actorsin these industries
suffered any serious economic impact as the result of the emergence of BSE. Some
businesses, such as pharmaceutical manufacturers, looked to foreign suppliers for
raw materials (such astallow and gelatine) with virtually no disruption. Other
industries related to the beef and cattle industry, such asretailers, offset the drop in
beef sales with increased sales of other meats. Some, such as pet food
manufacturers, anticipated restrictions and shifted to using alternative protein
sources even before they were required to do so by government regulation.

3.106 Some sectors actually gained from the emergence of BSE. Research projects
employed scientists, and new Regulations resulted in a greater role for meat
inspectors and veterinarians.

Summary: effects of BSE on the private sector

3.107 While Chapter 4 attempts to ascertain where the main economic impact
finally fell, Table 3.2 has been constructed as an overview of the economic
implications for each of the private sector industries affected by BSE. In many
instances it has not been possible to quantify the effects. In these cases we have
identified thelikelihood of additional costs, without giving afigure. Where we have
been able to isolate an amount, many of these figures are estimates.

74 Gelatine is used in photographic paper, adhesives and pharmaceuticals as well as in foods
42 75 5627 Bull
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Table 3.2: Summary of effects of BSE on the private sector, 1986-96, cash prices

Farmers
— uncompensated losses £4.0 million
— limitations of sale of milk from suspect cattle marginal, temporary
— market prices — dairy cattle milk prices unaffected, reduced price for calves
— market prices — beef cattle unquantified, significant impact
— increased operating costs some, not significant

Renderers
— additional processing costs labour, storage and processing costs
— loss of market loss of MBM in animal feed market
— disposal costs previous saleable material now a waste

Animal feed manufacturers
— loss of raw material use of higher cost materials

— processing costs some additional costs




4, Wheredid the economic
consequences of BSE finally
fall?

4.1 There remains the question of who ultimately suffered the economic
consequences of the BSE epidemic. We know that the taxpayer bore the cost of the
BSE-related expensesin the public sector.

4.2 When we turn our attention to the private sector, we know through our
discussion in the previous chapter that the actors in every commercial sector of the
beef and cattle industry were faced with additional costs to bring their businesses
into compliance with new government Regulations made in response to the
emergence of BSE. Furthermore, some businesses |ost some of their product line or
had to pay to dispose of by-products that they once used to sell to others.

4.3 However, depending on the circumstances, additional costs might be passed
back to asupplier by way of insisting on lower pricesfor inputs, or passed forward
to buyers by way of higher pricesfor outputs. In other instances, a business might
be forced to absorb the costs out of existing profits.

4.4 Ultimately, the question is not where the additional expenses arose but where
they settled. This question becomes far more difficult to answer because a large
number of factors, other than BSE, may haveimpacted on the financial health of the
various segments of thisindustry.

4.5 These other factorsincluded privatisation of smaller slaughterhouses
previously operated by local authorities, and consolidation within farming,
daughtering, rendering, meat-packing and retailing. Consolidation went so far asto
produce monopoly conditions in the rendering industry.'’® This period also saw
significant moves towards vertical integration among slaughterhouses, meat-
packing houses and large food retailers and the decline of the high street butcher.

4.6 Factors largely externa to the industry impacted on it aswell. EU Directives,
price supports and subsidies, quotas, compensation schemes and changesin
consumer preferences also make it difficult to attribute specific economic eventsto
BSE.

Consumers

4.7 Perhapsthe most significant of these other factors was the diminishing demand
for beef. AsFigure 4.1 below shows, per capita consumption of beef declined
steadily throughout the period under examination, although it isimpossible to
determine to what extent BSE contributed to this decline. Likewise the retail price

76 Monopolies and Mergers Commission, Animal Waste: A report on the supply of animal waste in England and Wales and in
Scotland, 1993 (M4 tab 3)



WHERE DID THE ECONOMIC CONSEQUENCES OF BSE FINALLY FALL?

for beef, when measured in real pricesrather than cash prices,'’’ declined during the
period. As Figure 4.2 below shows, beef prices, expressed in cash terms, increased
more slowly than the Retail Price Index (RPI) for all items.

Figure 4.1: UK beef consumption per head, 1986-97
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Source: MLC Yearbooks (M44A tab 8)

Figure 4.2: The RPI for beef, food and all items, 1987-97
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4.8 Sincethedeclinein demand for beef cannot be assuredly attributed, in whole or
part, to BSE, neither can the relative decline in retail beef prices be credited to it.
However, it does appear that we can safely conclude that the increased costs
associated with BSE in the beef and cattle industry were not passed on to
consumers.

4.9 Having concluded that consumers did not absorb the increased costs of
production due to BSE, these costs must have been absorbed by one or more of the
commercia actorsin the chain of production.

177 Real prices take inflation into consideration so that costs and purchasing power in different years can be compared. Cash
prices are not adjusted for inflation. Thus, when looking at the price of beef, in cash terms the price rose but in real terms the
price of beef was declining
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Farmers

4.10 We know that farmers were largely cushioned from the direct impact of BSE
—the death of cattle due to the disease — by the various compensation schemes.

4.11 However, farmers also incurred some increased costs which were not offset
by compensation. Feed prices increased marginally when more expensive protein
sources were used in compound feeds instead of MBM.1"® Farmers were no longer
ableto sell fallen cattle to knackers and instead either had to pay the knacker to
remove the fallen cattle or incur extralabour expense in burying the animal on the
farm.1”® We know, too, that atwo-tier market emerged in which farmers whose
herds had been affected by BSE sometimes obtained |ess than the price paid for
cattle from BSE-free herds. Although none of these additional costswas substantial,
all of them can be attributed to BSE.

4.12 The question then is, was the farmer able to pass these additional costs on by
way of demanding a higher price for cattle in the market? As Figure 4.3 below
demonstrates, the price for cattle did not even track theretail pricefor beef. In other
words, the pricethat the farmer wasreceiving for cattlein the market declined when
compared with both the overall cost of living and the price of beef in shops.

Figure 4.3a: The RPI for beef, 1987-97 Figure 4.3b: The market price for cattle, 1987-97
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The retail price index for beef is based at 100 in 1987.
The market price of cattle is in pence per kilogram liveweight: all clean cattle.

4.13 What seems certain when looking at these figuresisthat farmerswere not able
to pass on their additional costs to the slaughterhouses by commanding higher
pricesfor cattle. What isless clear iswhy the market price of cattle dropped relative
to the Retail Price Index. This may simply be afunction of the drop in demand for
beef that may have been dueto general market trends, or in reaction to BSE, or both.
It would be expected that, even in the absence of BSE, a significant drop in the
demand for beef would result in adrop in the price that farmers received for their
cattle, at least until supply adjusted to demand.®

4.14 The decrease in the market price of cattle may also indicate that
slaughterhouses were passing their additional BSE-related costs back to farmers, by
buying at lower prices, rather than absorbing the increased costs or passing them on

178 T61 pp. 33—4

79 $137 Rudman paras 18-19

80 This ignores the Intervention Buying mechanism of the EU. There was no intervention buying during the period in question
although it may have had a psychological impact on the cattle market
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to consumers. To the extent that the price of cattle failed to keep pace even with the
Retail Price Index for beef, it would lend support to the view that at least some, if
not all, of the additional BSE-related costsincurred by slaughterhouses were being
passed back to the farmers.

Slaughterhouses and meat-packers

4.15 Wediscussed in Chapter 3 how slaughterhouses incurred certain quantifiable
additional costs when the SBO ban was introduced, as a result of the special
handling required for SBO materials. They also incurred certain quantifiable losses
through having to pay, after the introduction of the ban, for the disposal of certain
waste by-products that they had previously been able to sell to renderers, head
bonersand MRM producers. These additional expenseswere clearly attributable to
BSE.

4.16 It isalso clear that slaughterhouses would have felt the impact of the decline
indemand for beef. Sincethefixed costs of slaughterhousesare high relativetotheir
unit costs, adecline in volume of throughput would have had a significant impact,
and probably accelerated the ongoing trend towards consolidation in the industry.

However, for reasons previously discussed, it is less than obvious that the decline
in demand for beef can necessarily be attributed to BSE.

4.17 Since, in cash terms, the price of cattle was rising more dowly than the retail
price of beef, it would appear that the slaughterhouses were able to pass back to the
farmers some, if not all, of the costs that they incurred in responding to BSE, by
buying at lower prices.

Renderers

4.18 BSE had adramatic impact on renderers. The SBO bans affected their
operations and costs by separating their processesinto SBO and non-SBO batching.
The various feed bans incrementally reduced and, ultimately, virtually eliminated
their MBM product line, which they had been selling to feedmills.

4.19 It appears, however, that to alarge extent thisindustry was able to reinvent
itself. Before BSE, renderers would purchase otherwise unusable slaughter by-
products from slaughterhouses, head boners, knackers and butchers, and would
produce and sell tallow and MBM. Ten years on they had become waste disposal
firmsthat charged daughterhouses and knackers for removing animal wastes from
their premises, while retaining their market for tallow.

4.20 It thus appears that, transitional costs aside, renderers were able to transfer
their increased running costs and the losses which they suffered from the
elimination of their MBM product line to slaughterhouses and other generators of
animal waste.
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Businesses which were severely affected

4.21 Knackerswere less able to adapt to the changes which occurred after the SBO
bans. Aswith slaughterhouses, much of what knackers had formerly sold to
renderers or kennels they now had to pay to have removed from their premises.
Although it appearsthat they attempted to passtheseincreased costs and | osses back
to farmers, they were largely unsuccessful in doing so. Many farmers turned to
aternative disposal methods such as on-farm burial .18

4.22 With theintroduction of the human SBO ban in 1989, head bonerswere put in
adifficult position. They were paying slaughterhouses for heads and, in a labour-
intensive operation, removing low-value meat scraps and then having to pay
renderers to take away the useless remainder. BSE also seems to have affected the
demand for the meat that they produced.

4.23 The reduction in demand for head meat and the increase in slaughterhouses
performing their own head-boning had a detrimental impact on the business of
specialist head-boning plants, and this was made worse by the further restrictions
introduced in 1995.

Businesses which were largely unaffected

4.24 Therewereanumber of businessesthat had some connection with the beef and
cattle industry but which the BSE epidemic affected little or not at all.

4.25 The pet food industry was already using very littlein theway of beef products.
Very early on it switched to alternative protein sources with no significant impact
on its processing costs.

4.26 Both the medical and cosmetics industries had been using small amounts of
beef by-products in their own products. They switched to foreign suppliers. This
change of source for these commaodities resulted in no appreciable increased
costs. 18

4.27 After the imposition of the ruminant feed ban, feedmills and compounders
could no longer market feed containing MBM. However, before the ban was
imposed they were given some opportunity to run down their inventory, and they
were able to incorporate their remaining stocks into feed for non-ruminants.

4.28 It also appears that feedmills were able to pass on the additional coststo
farmers when they were required to switch from MBM to alternative concentrated
protein sources.

81 YB91/2.20/1.1
82 5608 Wright para 8
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Businesses which benefited

4.29 There may have been some sectors and parts of the economy that actually
benefited from the BSE epidemic.'® There is evidence of growing demand for
poultry and to alesser extent pigmeat over the period 1986-96. In so far asthis
demand was boosted by afall in demand for beef brought about by BSE consumer
concerns, then there will have been a positive substitution effect in these sectors —
particularly for farmers. However, we are unable to quantify to what extent there
were any substitution effects in other related sectors and businesses.

4.30 Thegrowthin additional requirementsfor quality systemsand inspection may
have led to some positive economic benefits among firms supplying such services.
However, we are unable to quantify these effects.

Summary

4.31 It would appear that the main effect of BSE during this period was to
accelerate existing trends. The demand for beef had been declining throughout the
developed world. BSE may have contributed to the rate of decline but it certainly
did not cause it.

4.32 Long before BSE emerged, there was overcapacity in the slaughtering and
rendering industries, and rationalisation and consolidation was overdue. The
emergence of BSE may have brought forward the date but the changesin these
industries cannot fairly be attributed to BSE.

4.33 The heightened inspection and health standards which wereintroduced in this
period in the UK may, at first blush, seem attributable to BSE. But here, too, long-
term trends towards improvements in meat hygiene practices meant that most of
these heightened standards (and their associated administrative costs) would
eventually have been introduced even in the absence of the disease.

4.34 In summary, the economic impact of BSE during the period to 20 March 1996
washot insignificant. Therewerereal costsassociated withit, especially for farmers
and slaughterhouse-related industries, but these were minor in relation to the
economy of the UK as awhole and each of the industry sectors. The taxpayer,
through additional public expenditure costs of £288 million (in cash terms), faced
perhaps the most significant economic cost of BSE over this period. Otherwise,
BSE accel erated rather than caused the changesin the beef and cattleindustries. The
real crunch for thiseconomic sector came after 20 March 1996, which isbeyond the
Inquiry’ s terms of reference.

8 See DTZ Pieda Consulting report, M11 tab 2 Section 6 p. 15 for a discussion of substitution effects 49
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5. The framework for the
export of cattle, beef and
cattle-derived products

Introduction

5.1 Inthe remainder of this volume we consider the impact of BSE on the export
from the UK of products falling within the following categories:

i. livecattle,

ii. beef;

iii. bovine semen and embryos,

iv. MBM and feedstuffs containing MBM;

v. tallow and gelatine, as products potentially derived in whole or in part from
bovine by-products; and

vi. medicines and cosmetics potentially containing products of bovine origin.

These categories are dealt with in Chapters 6 and 7; in this chapter we give an
overview of the volume of relevant UK exports, the regulation of exportsunder UK
law, EU law and international obligations.

Volume of relevant UK exports

5.2 Tradeisvitally important to the UK economy. Between 1986 and 1996, exports
of goods and services constituted between 20 and 30 per cent of UK Gross Domestic
Product (GDP).'8 Beef and veal exports,'® as a proportion of GDP, never rose
above 0.1 per cent in the period.1

5.3 Between 1986 and 1996, UK beef and live cattle exports more than doubled in
value, reaching £720 million at their peak in 1995, as shownin Figure 5.1 below. ¥
However, the overall volume of exportsin that period increased by lessthan 70 per
cent (Figure 5.2).

8¢ M11F tab 17

185 When discussing export figures, this volume classifies beef and veal together, because the trade statistics do not differentiate
between the two meats

8 M11F tabs 8 and 10 and M11F tab 17

187 M11F tab 10
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Figure 5.1: UK beef and live cattle exports, 1986-96, by value
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Source: HM Customs and Excise (M11G tab 5)

Note: This graph represents the total exports of live cattle, bone-in beef and bone-out beef, prepared or
preserved meat of bovine origin and edible offal of bovine origin

Figure 5.2: UK beef and live cattle exports, 198696, by volume
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Source: HM Customs and Excise (M11G tab 5)
Note: This graph represents the total exports of live cattle, bone-in beef and bone-out beef, prepared or
preserved meat of bovine origin and edible offal of bovine origin

5.4 Between 1986 and 1996, total Slaughter of UK cattle decreased dlightly,*® but
domestic consumption of beef and veal also fell for avariety of reasons that are
discussed in detail in Chapter 3.8 New markets for UK beef were found abroad.

5.5 The proportion of UK beef and live cattle exported to the European Union
fluctuated between about 80 and over 90 per cent, by value, of the total. Beef and
live cattle exported to France made up about half of the value of all beef and live
cattle exports, and there were also substantial exports to the Netherlands.

5.6 On 27 March 1996 the European Commission prohibited all UK exports of beef
and cattle, and their by-products, to all other EU Member States and the rest of the
world.**® What had become a beef export market worth almost £600 million per
year collapsed, leading to severe economic difficulties for those dependent on it.

188 |IBD5tab 17 p. 3
189 Table 3.1 illustrates the decline in beef and veal consumption in the UK
190 Commission Decision 96/239/EC OJ No L 78/48 of 28.3.96 (L4 tab 7) 51



ECONOMIC IMPACT AND INTERNATIONAL TRADE

52

Regulation of exports under UK law

5.7 Exports are legally controlled by the terms of the Import, Export and Customs
Powers (Defence) Act 1939, asamended by the Import and Export Act 1990. Under
these Acts, the Department of Trade and Industry (DTI) has broad powersto
prohibit or regulate, or exempt from regulation, the export from the UK of any types
of goods.

The European Union

The framework for exports to the EU

5.8 The Treaty of Rome, establishing the European Economic Community (EEC),
provided for the establishment of a Common Agricultural Policy among the
Member States (the CAP).*°t A fundamental feature of the CAP was the free
movement of animals and agricultural products within the Community. In order to
achieve this, differences in the health requirements of Member States which
hindered intra-Community trade needed to be eliminated, and this was done
progressively for different commodities. By 1986 the CAP included live cattle,
beef, and bovine semen and embryos. Products not covered by the CAPwereanimal
feed, MBM, tallow (and products containing tallow) and gelatine (and products
containing gelatine).

5.9 Among the first acts of the Community was the adoption of Directives
providing for common health standards throughout the Community for animalsand
meat intended for export to other Member States.'% Relevant Directives sought to
ensure that these products would not be a source of contagious disease. Meat for
export was required to come from officially approved slaughterhouses satisfying
certain conditions.

5.10 These Directives were amended on a number of occasions to strengthen the
provisions governing intra-Community trade. Directives were adopted in 19721%
authorising aMember State, ‘where there is an outbreak of an epizootic disease’ in
another Member State, to prohibit temporarily the introduction of animals or meat
from that Member State. These Directives enabled the European Commission to
adopt measures to ensure coordination of action among Member States. They were
inforce on 1 January 1973, when the UK’ s accession to the European Community
took effect. In 1982 Member States were required to notify the Commission within
24 hours of the outbreak in its territory of certain animal diseases.'® In 1983
Community control measures were introduced to ensure that common health
standards were uniformly applied in all Member States.!%

5.11 Following the introduction of the Single European Act in 1987,1% Directives
were adopted ‘with aview to the completion of the internal market’ in animals and

91 The objectives of the CAP are increasing agricultural productivity, market stability, assurance of supplies and ensuring that
the supplies reach customers at reasonable prices (Article 39)

192 Council Directives 64/432/EEC OJ No L 011 p. 1977 (L18 tab 6) and Council Directive 64/433/EEC OJ No L 121 29.7.1964
p. 2012 (L18 tab 13)

198 Council Directives 72/461/EEC OJ No L 302 31.12.72 pp. 24—7 (L18 tab 10) and Council Directive 72/462EEC OJ No L 302
21.12.72 pp. 24

194 Council Directive 82/894/EEC (L18 tab 15)

195 Council Directive 83/90/EEC OJ No L 59.3.83 p. 10
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animal products.'®” Their ultimate aim was to ensure that veterinary checks should
be carried out at the place of dispatch only and not at the Community’ sinterna
borders. Thisinvolved strengthening the regimefor checking animals and livestock
products at the place of dispatch, and making provision for protective measuresto
be taken promptly by the Member State of dispatch and, if necessary, the
Commission to deal with outbreaks of disease threatening animal or human health.
Responsibility was placed on Member States to ensure that animals and products
intended for intra-Community trade conformed to Community rules. Each Member
State was required to notify other Member States and the Commission of any
outbreak initsterritory of an epizootic disease or acontagious or infectious animal
disease likely to constitute a serious hazard to animals or human health, and to
implement any control or precautionary measures provided for in Community rules.
In al such cases the Commission was required to act quickly, making on-the-spot
visits and, in cooperation with the Standing V eterinary Committee (see below),
reviewing the situation and adopting any measures considered necessary in addition
to those already taken by the Member State concerned. It isunder these powersthat
the various measures were adopted by the Commission restricting and ultimately
banning the export of cattle and meat from the UK on account of BSE.1%

5.12 Thus, in relation to particular categories of product, export to the EU was
governed by Community legislation as follows:

i. Livecattle: Council Directive 64/432/EEC of 26 June 1964 set down the health
requirements for intra-Community trade in bovine animals for breeding,
production or slaughter. The Directive required that all bovine animalsintended
for export *show no sign of clinical disease on the day of loading’. Further, it
required that the animal intended for export come from a holding within an area
in which there had been no incidence of specified disease in swine or bovine
animals within the 30 days prior to loading. The Directive aso described the
requirements for transport of animals between states and required that animals
be segregated into ‘animals for breeding or production and animals for
slaughter’ .1%°

ii. Beef: Council Directive 64/433/EEC was introduced to standardise the health
requirements relating to the production of meat in slaughterhouses and during
storage and transportation.?® The specific requirements for veterinary
certification of fresh meat exports to EU countries were contained in the Fresh
Meat Export (Hygiene and Inspection) Regulations 1981. These Regulations
required that meat for export be examined and passed as fit for human
consumption in accordance with the criteriathey set out. The requirements for
export certification were different from, and more onerous than, the
requirements for domestic production. Both domestic and export Regulations
are discussed in detail in vol. 14: Responsibilities for Human and Animal
Health.

iii. Bovine embryos and semen: Council Directive 88/407/EEC of 14 June 1988
laid down the animal health requirements applicable to intra-Community trade
in deep-frozen semen from domestic bovine animals. The Directive laid down

9% This required the Community to adopt measures with the aim of establishing the internal market by 31 December 1992. The
internal market is defined as ‘an area without internal frontiers in which the free movement of goods, persons, services and
capital is ensured in accordance with the provisions of this Treaty’
197 Council Directives 89/662/EEC OJ No L 395 of 30.12.89 p. 13 (L18 tab 11) and Council Directive 90/425/EEC
98 With the exception of Commission Decisions 89/469/EEC and 90/59, which were adopted by the Commission under the more
limited powers then available under Council Directive 64/432 as amended
19 L18tab 6
200 118 tab 13 53
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standardsfor the health of the donor animals and for the means of collection and
processing of all semen intended for export. Similarly, Council Directive 89/
556/EEC of 25 September 1989 defined the animal health conditions governing
intra-Community trade in fresh and frozen bovine embryos.

iv. MBM and feedstuffs containing MBM : At the time of the emergence of BSE
there were no specific standards of production which had to be met in order to
export MBM to other Member States. The domestic standardsfor the production
of MBM are discussed in vol. 14: Responsibilities for Human and Animal
Health.

Domestic production and sale of animal feed was regulated under the
Agriculture Act 1970. Part IV of the Act dealt with the composition and
description of finished feed compounds for sale in the UK. The Act
incorporated the requirements laid down in Council Directive 70/524/EEC
concerning the use of ‘additives' in feedstuffs (and amendments to that
legislation introduced over time). As aresult, there were no additional
reguirements which needed to be met for the export of compound feed to
other EU countries.

UK Permanent Representation to the European Union

5.13 The UK Permanent Representation to the European Union (UKRep) played a
significant role in the export issues that arose with the emergence of BSE. The
Permanent Representative is the UK’ s ambassador to the EU and serves on the
Committee of Permanent Representatives (COREPER — see below).

5.14 The Permanent Representativeisawaysasenior government official fromthe
Foreign and Commonwealth Office. He or she heads an office comprising officials
from arange of Government Departments specialising in different policy areas.

5.15 A senior official from MAFF hastherole of Agriculture‘Minister’ and sitson
the Special Committee on Agriculture (SCA). The SCA handles proposals made
within the framework of the CAP, namely policy on the organisation and
management of agricultural markets.

5.16 It is, however, the Deputy Permanent Representative who represents the
Government on the Committee, called COREPER I, which discusses animal health
matters and the harmonisation of agriculture legislation.

5.17 Staff in UKRep report to the Permanent Representative but are in active
communication with officials in their Whitehall Departments.

Organisational structure and decision-making

5.18 Although the functions of the EU are carried out by five bodies (the European
Parliament, the Council of the European Union, the Commission, the Court of
Justice and the Court of Auditors), only the Commission and the Council, and



THE FRAMEWORK FOR THE EXPORT OF CATTLE, BEEF AND CATTLE-DERIVED PRODUCTS

certain of their advisory committees, had a significant direct bearing on the EU’s
interactions with the UK about BSE.?

The European Commission

5.19 The European Commission is the executive arm of the European Union and,
as such, has responsibility for ensuring that the provisions of the EC Treaty and
measures taken pursuant to it are applied. It also has the power to take enforcement
proceedings against Member Statesin the Court of Justice. Further, the Commission
has the sole right to initiate legislative proposals for consideration by the Council
and Parliament.

5.20 Although the Commissioners are nominated by their respective national
governments, they are required to act in the general interests of the Union and are
not to take instructions from their national government.2°> Each Commissioner
holds a portfolio for a particular area, much like a member of the UK Cabinet.?®

5.21 Extensive powers have been conferred on the Commission by the Council to
take decisions providing for the detailed implementation of legislation adopted by
the Council .2%* Many of the measurestaken in response to BSE were adopted in this
fashion.

The Council and the Committee of Permanent Representatives

5.22 The Council of the European Union is the principal |egidative and decision-
making body of the EU. It adopts legislation on the basis of proposals submitted to
it by the Commission.®® It is made up of ministerial representatives of the
Governments of Member States who have the authority to bind their own
Government. The composition of the Council variesaccording to the business under
discussion. Thus, for example, the UK Agriculture Minister represents the UK
Government in Council meetings at which agricultural issues are under
consideration. These Council meetings are called The European Community
Council of Agriculture Ministers (the Agriculture Council). As now, it was
expected during 1989-96 that Council members would act on behalf of their own
Government’ s interests and members would be subject to instructions from their
respective Governments.

5.23 The Council isassisted in its work by a Committee of Permanent
Representatives (COREPER), which consists of the Member States' Permanent
Representatives to the European Union. This committee was responsible for
preparing the work of the Council and carrying out tasks assigned to it by the
Council. A proposal on which COREPER is able to reach full agreement normally
comes before the Council for formal approval only.

201 The European Parliament exercises only limited powers. Its most important powers include the right to be consulted on all
legislation and the right to accept or reject the EU budget
202 Damian Chalmers, European Union Law, Volume One, Dartmouth Pub., Aldershot, 1988, p. 88
203 Damian Chalmers, European Union Law, Volume One, Dartmouth Pub., Aldershot, 1988, p. 87
204 Article 145 and 155 of the EC Treaty
205 Depending on the nature of the legislative proposal, decisions may be taken by simple majority, qualified majority or by a
unanimous vote 55



ECONOMIC IMPACT AND INTERNATIONAL TRADE

56

Standing Veterinary Committee

5.24 The Standing Veterinary Committee (SVC) comprised representatives from
each of the Member States. These representatives are typically senior civil service
staff members from the Agriculture Department of their home country. The actual
representative at a given meeting varies depending on the topic under discussion
and/or the relative importance of theissuesinvolved. Asin the case of the Council,
it isexpected that the SV C representatives will expressthe views of their individual
Governments.

5.25 The SV C hasan important role in exercising the Commission’ s powersto deal
with outbreaks of animal diseases that pose a threat to animal and human health.2%
From 11 December 1989 the procedure was:

i. the Commission would submit a draft of a proposed measure to the SVC,

ii. the SV C would deliver an opinion on the draft. Qualified mgjority voting would
apply for the purpose of deciding on the opinion;

iii. if the opinion was in favour of the proposed measure, the Commission would
adopt it;

iv. if the opinion was unfavourable, or no opinion was delivered, the Commission
would submit its proposed measure to the Council;

v. the Council, acting by qualified majority voting, might then adopt the proposed
measure;

vi. if the Council did not adopt the proposed measure within three months, the
Commission might then adopt it, unless in the meantime the Council had
rejected the proposed measure by a simple majority;

vii.the same procedure applied for the adoption of interim protection measures
except that if the proposed measure had to be referred to the Council, the period
for it to act was 15 daysinstead of three months. 2’

Scientific Veterinary Committee

5.26 The Scientific Veterinary Committee (ScV C) is an independent committee
established by Commission Decision 81/651/EEC. Its function is to advise the
Commission and the Standing V eterinary Committee on all scientific and technical
problems concerning animal health, veterinary public health and animal welfare. It
can also draw the attention of the Commission to any animal health, veterinary
public health and animal welfare problems. Members of the ScV C are nominated
by the Commission from highly qualified scientists specialising in the area covered
by the Committee. In practice, the Commission invites Member States to nominate
suitable representatives.

5.27 British scientists who attended the ScV C varied during 1989-96. They
included Dr Richard Kimberlin, an independent TSE consultant, and Mr Raymond
Bradley, the head of the Pathology Department at the Central V eterinary

L aboratory.

206 Council Decision 68/361/EEC
207 Council Directive 89/662/EEC, Article 18, OJ No L 395/13 of 13.12.89 (L18 tab 11)



THE FRAMEWORK FOR THE EXPORT OF CATTLE, BEEF AND CATTLE-DERIVED PRODUCTS

5.28 Working groups or subcommitteesof the ScV C wereformed fromtimetotime
in order to address specific issues. In 1990 Mr Bradley wasinvited by the European
Commission to chair aBSE ‘ Sub-Group’ of the ScVC in order to update the
Committee on the relevant scientific developments.

International obligations

5.29 The rules of international trade are established by a number of mechanisms
including custom, the agreement of the parties, commercial associations, national
law, bilateral agreements between countries and multinational agreements. To a
greater or lesser extent, each of these mechanisms givesriseto legally enforceable
rights and obligations.

5.30 What should be noted here, however, isthat by default, international law
places the burden on the importing country to prohibit or regulate the importation
of particular goods. There is no general international regime which dictates which
goods may or may not be traded. When there has been an attempt to regulate or
prohibit international trade in a particular commodity, it has been donein a
piecemeal fashion. Examples of this approach include the regulation of the tradein
fissionable material 2% narcotics?® and endangered species.?'® No international
treaty was specifically directed to trade in MBM, animal feed, cattle or cattle-
derived products.

208 Treaty on the Non-Proliferation of Nuclear Weapons: see C Grossman, ‘Supervision within the International Atomic Energy
Agency’ in P van Dijk, Ed., Supervisory Mechanisms in International Organisations, TMC Asser Instituut, the Hague, 1984
209 See S K Chatterjee, Legal Aspects of International Drug Control, Martinus Nijhoff Pub., The Hague, 1981
210 See David Favre, International Trade in Endangered Species, Martinus Nijhoff Pub., Dordrecht, 1989 57
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6. The export of live cattle,
beef, and bovine semen and
embryos

6.1 In this chapter we will examine the impact of BSE on the export from the UK
of live cattle, beef and other cattle-related products.

Live cattle

Exports to EU Member States

6.2 In January 1988 the British Embassy in Portugal reported to MAFF that it had
learned of the reluctance on the part of at least onelocal farmer to purchase British
dairy cattle because of fears about BSE.?! Later, in July 1988, the Dutch delegation
to the Standing Veterinary Committee expressed concern about importing cattle
from Great Britain. The British delegation offered an assurance that the UK would
not export to the Netherlands any bovine animal from aherd in which BSE had been
officially confirmed.?2 This led to the establishment of abilateral agreement
intended to ensure that no animals from herds in which BSE had been confirmed
were exported from the UK to the Netherlands. Similar arrangements were later
introduced for exports to Germany, the Republic of Ireland and Denmark.

6.3 Thefirst EU legislation passed directly in response to BSE was Commission
Decision 89/469/EEC.?'3 It was agreed at a meeting of the SV C on 18 and 19 July
1989 and adopted on 28 July. The Decision banned the export from the UK of live
cattle born before 18 July 1988%'4 or born to dams in which BSE was suspected or
officialy confirmed. In reporting the Decision to Ministers, Mr Alan Lawrence of
MAFF s Animal Health Division said:

Thisisamore satisfactory outcome than might have been; on the second day
[of the SV C meeting] a number of Member States seemed inclined towards
aban on cattle from herds in which BSE has occurred which, incidentally,
four Member States (Germany, Netherlands, ROI and Denmark) currently
require under bilateral arrangements. However, the UK, with support from
the Commission, managed to persuade them that there was no veterinary
logic in this approach.?®

One other potentially serious problem emerged. The Minister’'s
announcement about aban on the use of specific bovine offal hasclearly had
amajor impact on the Community’ sinterest in BSE. Thisbeing so, anumber

211 YB88/1.7/2.1

212 YB88/7.29/9.1-9.2

218 Commission Decision 89/469/EEC Article 1 (L18 tab 14)

214 The date of the imposition of the ruminant feed ban. Since it was believed that the vector for the disease was ruminant-based
cattle feed, cattle born after the date of the ban were expected to be free of the disease

215 YB89/07.20/7.1
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of Member States, including Germany, indicated that if we go ahead as
planned they will take action to avoid ‘ political problems'. The difficulty is
to avoid this. Live cattle will continue to be exported from the UK under the
new Commission decision. When these animals are slaughtered in other
Member Statesthe offalswill be available for human consumption, unlikein
the UK where such material is banned. Thus the Community reaction could
be to stop all cattle exports from this country . . .26

6.4 Responding to this concern in October 1989 Mr John Cowan, Head of the Beef
Divisionin MAFF, provided a briefing to Mr David Curry, the Parliamentary
Secretary, assessing the consequencesfor the UK beef and dairy industries of atotal
ban on the export of live cattle from the UK.?” The briefing noted that there was
likely to be a difficulty in identifying animals originating in the UK which were
saughtered at abattoirsin mainland Europe. Given the perceived risk from the offal
of such livestock, it was thought that the EU might prohibit all UK exports of live
cattle and calves.

6.5 The briefing identified three categories of UK exports which would be affected
by such a prohibition: live cattle for slaughter, breeding cattle and calves. In each
case, Mr Cowan’ s paper argued that ‘ the broad thrust’ of the effect on UK exports
would be to divert livestock exports to the UK market, thereby increasing supply
and tending to depress prices for calves, cattle and meat.

6.6 Inthe case of the export of live cattlefor slaughter, the paper concluded that the
economic impact of an export ban on the industry as awhole would be small. In
1988 approximately 10,000 head of cattle — more than twice the number in each of
the previous two years — had been exported at a value of £5 million. The paper
concluded that this was ‘ equivalent to some 3,000 tonnes of beef, which could
easily be absorbed on the home market’.

6.7 Similarly, exports of purebred breeding cattle were approximately 7,000 head
in 1988, with avalue of £5.5 million. Exportsto third countries (ie, outside the EU)
accounted for £1 million of the total. The paper concluded:

Whileit is possible that the third country trade could continue, or possibly
expand, it seems certain that UK prices for pure-bred cattle would fall. The
impact would be borne by a small number of specialist breeders and UK
buyers would benefit from cheaper breeding stock and the economic impact
on the industry as awhole would be small.

6.8 The impact of aban on the export of calves was considered to be far more
substantial, with an overall decrease of returnsto producers of about £120 million.
The greatest projected losses were forecast for the dairy and suckler herds.?'8 It was
estimated that dairy enterprises would suffer alossin the region of £68 million, and
the suckler herds approximately £35 million. However, in proportionate terms the
loss to the dairy sector would be less significant, representing only 34 per cent of
gross profit margin per cow, and it was suggested that in practice this would
probably be more than offset by expected growth in returns from milk sales. By

216 YB89/7.20/7.2
217 YB89/10.17/1.1-1.6
218 For a description of suckler and dairy herds, see vol. 12: Livestock Farming 59



ECONOMIC IMPACT AND INTERNATIONAL TRADE

60

contrast, suckler cow producers were expected to experience a reduction of 10-15
per cent in gross margins.?t

6.9 In the event atotal ban on the export of cattle from the UK was not imposed by
the EU until after March 1996. However, the scope of the ban introduced in July
1989 was increased as a result of the adoption on 7 February 1990 of Decision
90/59/EEC,??° amending Decision 89/469/EEC.?*' The Decision banned the export
of ‘live cattle other than those aged under 6 months and bearing a special mark’
and ‘live cattle born to females in which bovine spongiform encephalopathy is
suspected or is officially confirmed’.??? It also required that the importing Member
State ensure that al imported animals were slaughtered before reaching the age of
six months. This Decision came into force on 1 March 1990.

6.10 Decision 90/59/EEC does not appear to have had any significant overall
impact on exports of live cattle from the UK after itsintroduction in March 1990.
As MAFF noted in a press release, had the same Decision been in place in 1988,
when the UK exported 266,000 live cattle, 94 per cent (249,000) would have met
the new, under-six-month, export criterion.?® In large part this was due to the fact
that the vast majority of the live cattle exports were young calves destined for veal
production in the Netherlands and France.??* However, the requirement that
importing Member States ensure that all imported animals were saughtered before
reaching the age of six months will have ended the export to the EU of UK cattle
for breeding.

6.11 Overall, however, the impact of EU action to restrict the export of cattle from
the UK appears to have been limited in the period up to March 1996. Figure 6.1
bel ow showsthat the value of live cattle exportsto EU countries actually rose pretty
steadily between 1988 and 1995.

Figure 6.1: Exports of live cattle to the EU, 1986—96
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219 YB89/10.17/1.1-1.6

220 Commission Decision 90/59/EEC OJ L 41/23 of 15.2.90 (L18 tab 12)

221 The preamble to the legislation explains why the Commission rather than the Council acted: ‘Whereas the measures provided
for in this Decision are not in accordance with the opinion of the Standing Veterinary Committee; whereas the Commission
has therefore proposed these measures to Council on 22 January in accordance with Article 13 of Directive 64/432/EEC the
Council being required to adopt measures within 15 days; whereas however the Council has not acted within the required time
limit; whereas the Council has not decided against the proposed measures by simple majority within the same time limits;
whereas these measures should now be adopted by the Commission, HAS ADOPTED THIS DECISION’

222 Commission Decision 90/59/EEC OJ L 41/23 of 15.2.90, Article 1 (L18 tab 12)

223 YB90/01.24/11.2

224 YB89/10.17/1.3
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Exports to non-EU countries

6.12 Israel wasthe first country to take action, in the light of BSE, to prevent
imports from the UK. Ministers were informed in June 1988 that:

[Israel has] stopped imports of live cattle from this country. Unfortunately
they have also stopped imports from other Member States, on the basis that
cattle can move from here to the rest of the Community. This may trigger
possible Community discussion on the subject. In addition the Australian
and Northern Irish authorities are showing some concern about tradein cattle
and the Netherlands on the export of meat and bone meal 2%

6.13 By July 1988 Australia had suspended all imports of live cattle, semen and
embryos and it was reported that ‘it looked increasingly as though other countries
would follow suit’.??® In July 1989 Sir Richard Southwood was informed that New
Zedand, Sweden and the USA had joined Israel and Australiain imposing aban on
all imports from the UK of live cattle. In addition, Japan, Morocco, Canada and
South Africahad al introduced requirements that live cattle imported from the UK
be from herds certified as free of BSE.?%’

6.14 The overal impact of the closure of these export markets for live cattle was
small. In 1986, 1987 and 1988 exports of live cattle to non-EU countries did not
exceed 5 per cent of thetotal value. Asthe various bans on exportsimplemented by
the countries mentioned above began to come into force, the small market for the
export of cattleto non-EU countries gradually disappeared. As shown in Figure 6.2
below, the value of exportsto non-EU countries was approximately £1.7 millionin
1987, but had fallen to £21,000 by 1995. However, aswe have noted, exportsto EU
countries steadily increased after 1989. Overall thisincrease will have more than
offset the loss caused by the closure of markets further afield. The impact on those
who produced breeding stock for export will neverthel ess have been significant.

Figure 6.2: Exports of live cattle to non-EU countries, 1986-95
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Beef

Exports to EU Member States

6.15 A number of the measures introduced by the EU in response to BSE up to
March 1996 were designed to restrict the export of beef from the UK. The first of
these was Commission Decision 90/261/EEC.?? This Decision required that
exports of bone-in beef from the UK carry additional certification that the meat in
guestion did not come from cattle from holdingsin which BSE had been confirmed
within the previoustwo years. In addition, all bone-out (boneless) beef wasrequired
to carry certification that all ‘ obvious nervous and lymphatic tissue’ had been
removed.

6.16 InMay 1990 the number of herds affected with BSE had risento 7,102.2° This
represented approximately 6 per cent of the total holdings of beef and dairy cattle at
that time. Asaconsequence of Decision 90/261/EEC, none of the affected holdings
was permitted to provide bone-in fresh meat for the EU export market. Thiswould
have had a significant impact on BSE-affected holdings that had previously
exploited this market.

6.17 Overall it appears that Decision 90/261/EEC did have a detrimental effect on
exportsof UK beef to the EU. Total exports of bone-in beef and bone-out beef were
significantly lower in 1990 and 1991 than they had been in 1989. However, as
shown in Figure 6.3 and 6.4, exportsin both categories eventually recovered so that
in 1994 they were more than double their value in 1989.

6.18 On 27 July 1994 Commission Decision 94/474/EEC introduced further
restrictionson UK exportsof bone-in beef. It required that export bone-in beef come
only from cattle certified not to have been on holdings where BSE had been
confirmed in the preceding six years. For bone-out beef it required the removal of
adherent tissues including obvious nervous or lymphatic tissues.?®

6.19 Decision 94/474/EEC was relaxed a few months later in respect of bone-in
beef. Commission Decision 94/794, adopted on 14 December 1994, provided anew
exemption so asto exclude from the ban beef from cattle born after 1 January 1992.
On 18 July 1995 Commission Decision 95/287 was introduced. The exemption of
cattle born before 1 January 1992 was modified so that it applied to beef from cattle
less than 30 months old at the time of slaughter.

6.20 By 1994 BSE had affected 28,819 farms®! out of atotal 112,600%%2 holdings
in the UK —roughly 25 per cent of UK herds. However, it appears that neither the
changesin July 1994 nor those in December and the following July had any
measurable impact on the volume of bone-in beef exports. As can be seenin Figure
6.3 below, bone-in beef exportsto the EU in 1994 were substantially up on thosein
1993 and this upward trend continued in 1995.

228 OJ L 146/29 of 9.6.90 (L18 tab 8)

229 M28tab 1 p. 5 (this is a contemporary figure, rather than a revised one)
250 |4Atab 3

231 M28 tab 7 para. 3 (contemporary figure)

282 M15Btab 7 p. 13
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Figure 6.3: Exports of bone-in beef to the EU, 1986-96
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6.21 Theother feature of Decision 94/474/EEC, which provoked substantial export
concern and controversy at the time, was the requirement that all adherent tissue
including that which might conceal nervous or lymphatic tissues be removed from
cuts of bone-out beef. The Commission’ sinterpretation of this provision wasthat it
required the removal of all external fat from the meat. Had that interpretation
prevailed, the market value of the beef would have been substantially diminished.?
MAFF sinterpretation was that it required removing only those tissues which
would prevent aMember State from checking that all obvious lymphatic tissue had
been removed.?3 This interpretation was communicated to State Veterinary Staff
field staff and to the CVOs of Member States.?*®

6.22 The Commission’ s interpretation might have caused problems for the beef
trade, especially in relation to intervention stocks. However, no Member State
insisted on theinterpretation being applied and the trade in bone-less beef continued
without interruption.?*® The cutting procedures used in UK abbatoirs and plants
were specifically endorsed by the ScV C in November 1994,%%7 and the issue was
resolved by Commission Decision 95/287/EC. Thisspecifiedindetail thelymphatic
tissue which had to be removed and did not require the removal of surface fat from
the meat.>*®

6.23 Again, the new requirements governing the export of bone-out beef appear to
have had no adverse impact on the level of exports. The statistics set out in Figure
6.4 show that bone-out beef exportsto EU countries more than doubled in 1994,
compared with 1993, and continued to rise in 1995.

233 YB94/8.5/3.1-3.3

234 YB94/8.29/1.1

235 YB94/7.25/4.1-4.2

236 YB94/11.9/2.2

237 YB94/11.4/8.1-8.4

238 L4A tab 6, article 2 63
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Figure 6.4: Exports of bone-out beef to the EU, 1986—96
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Exports to non-EU countries

6.24 By February 1991 the following countries had imposed a ban on UK beef
exports: Algeria, Bahrain, Brazil, China, Iran, Irag, Jordan, Morocco, Saudi Arabia,
Syria, Tunisia, Turkey, United Arab Emirates, the USSR, Egypt and Canada.?*®

6.25 Other non-EU countriesimposed certification conditions on UK beef exports.
Cyprus, Hong Kong and the Ivory Coast required certification that the bovine meat
was not from holdings in which BSE had been confirmed in the previous three
years, and that during the cutting process for bone-in beef, obvious nervous and
lymphatic tissues had been removed. Austria prohibited frozen and chilled meat
which was not free from bones and obvious lymph and nerve tissues. Mexico and
Malta al so imposed restrictions concerning nervous and lymphatic tissue, and
required certification that the bovine meat was not from holdings where there had
been a suspect or confirmed case of BSE.?*

6.26 Some of the non-EU countries that had placed bans on imports began to relax
therestrictions by 1993. In 1986 Brazil and Egypt had been the largest importers of
bone-out beef from the UK. Such importswere banned entirely in 1991. After 1993,
however, they started importing again from the UK, abeit at significantly lower
levels than previously.

6.27 Figure 6.5 and 6.6 below show that, even before the emergence of BSE,
exports of bone-in beef to non-EU countries were small. In 1987 the UK exported
approximately 15,000 tonnes of bone-in beef to non-EU countries. After the
emergence of BSE, thismarket aimost entirely disappeared. The level of exports of
bone-out beef to non-EU countries appears already to have been falling before the
emergence of BSE. There was a considerable drop in exports between 1986 and
1987 and exportsfell further in 1988, the first year in which BSE waslikely to have
had animpact. However, exports began to recover in 1993 and by 1995 had reached
1986 levels.

2% YB91/01.29/6.2-6.8
240 YB91/01.29/6.2-6.8.
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Figure 6.5: Exports of bone-in beef to non-EU countries, 1986-96
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Figure 6.6: Exports of bone-out beef to non-EU countries, 1986-96
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Bovine semen and embryos

Exports to EU Member States

6.28 The Scientific Veterinary Committee Sub-Group, chaired by Mr Raymond
Bradley, met in Brussels on 17 January 1992.%*! |t considered the risks from trade
in certain productsincluding semen and embryos. Given that in transmission studies
to susceptible mice no detectable infectivity was found in semen from a BSE-
affected bull, the Sub-Group concluded that additional guaranteeswere not required
for trade in bovine semen as there was ‘ negligible’ risk.

6.29 However, they concluded that safeguards were necessary for trade in bovine
embryos. The Sub-Group’ s report stated:

Maternal transmission occursin sheep with scrapie. At the present time, and
with current knowledge of BSE, we cannot be sure that maternal
transmission will not occur at al. However, the epidemiological data

241 YB92/02.17/4.1; see para. 5.29 above 65
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suggeststhat it is most unlikely to occur at more than atrivial level. Taking
into account the information reported for sheep embryos. . . and despite
there being no evidence to positively demonstrate infectivity in bovine
embryos, as a precautionary measure the recommendations below provide
extra safeguards to reduce any hypothetical risks from bovine embryo
transfer to anegligible level and bring embryos under the same regulations
(other than age) as govern tradeinlive calves. . .

Therisk of transmitting disease via the embryo may be slightly more than
negligible. To reduce this dight risk to negligible it is recommended that
trade in embryos from countrieswith ahigh annual incidence of BSE should
be restricted to those derived from:

female donors born after the introduction of a prohibition on the feeding of
ruminant protein to cattle and which are not the progeny of affected
femal es.?4?

6.30 Thisled to Commission Decision 92/290/EEC of 14 May 1992 which required
that the UK should not send to other Member States embryos of *the domestic
bovine species':

i. derived from femalesin which, at the time of sending, BSE was suspected or
confirmed; or

ii. derived from females born before 18 July 1988.

6.31 In addition to the measures specifically relating to exports from the UK, the
Decision likewise banned the trade between any Member States of bovine embryos
derived from femalesin which, at the time of sending, BSE was suspected or
confirmed.

6.32 Article 3 of the Decision required that the embryos leaving the UK must be
certified as complying with the Decision. In Great Britain MAFF checked the BSE
status of the female donor and her grandmother via the central database before
certifying her as an eligible donor. The decision required the Government to make
full use of such records to guarantee the identification of donors and embryos.?*3

6.33 Figure 6.7 below shows that exports of bovine semen to EU countries
fluctuated quite considerably over the period for which we haverecords. Therewere
no measures adopted by the EU to restrict UK exports of bovine semen before
March 1996. The value of exports of bovine semen grew steadily between 1986 and
1990 before falling to negligible levelsin 1993. However, the level of exportsin
1994 and 1995 was considerably higher than at any time between 1986 and 1996.

6.34 The Inquiry has been unable to obtain figures for exports of bovine embryos
in the years prior to 1993. Thisis because before then export data on bovine
embryos were recorded as ‘ Animal products not el sewhere specified'. It was only
in 1993 that embryos received their own commodity classification for the purposes
of HM Customs and Excise records.

242 YB 92.01.17/6.1-18
243 18 tab 22. See vol. 2: Science for discussion on the Embryo Transfer experiment and infectivity of embryos from BSE-
affected cows
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6.35 The statistics that we do have for bovine embryos indicate that were no
particularly significant exportsto EU Member States in the years 1993-96. Figure
6.8 below shows the total exports of embryos during that period.

Figure 6.7: Bovine semen exports, 1986-96
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Figure 6.8: Bovine embryo exports, 1993-96
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Exports to non-EU countries

6.36 Aswe have seen, Australiahad suspended all importsof live cattle, semen and
embryosby July 1988. By July 1989 asimilar embargo had been introduced by New
Zedand. The United States had introduced arequirement that all bovine semen and
embryosimported from the UK should come from BSE-free herds and that the dam
and sire of the donor should not be confirmed BSE cases. South Africahad imposed
asimilar restriction in respect of embryos. Sweden had introduced an embargo on
importation of bovine semen from the UK.

6.37 Exports of bovine semen to non-EU countries declined steadily after peaking
in 1988, as Figure 6.7 shows.
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/. Exportsof MBM and
compound feed, gelatine,
tallow and medicines

7.1 In this chapter we examine theimpact of BSE on exportsfrom the UK of MBM
and animal feed containing MBM, gelatine, tallow and medicines. Chapter 6 of
vol. 3: TheEarly Years, 198689 includes our discussion of the consideration given
to UK exports of MBM in the early years of BSE.

MBM and compound feed

Introduction

7.2 The evidence received by the Inquiry about the export from the UK of MBM
and animal feed containing MBM suggests that the market for such products was
small in the period before the emergence of BSE. Although exports of MBM to EU
countries were rising steadily in the period from 1979 to 1988, total exports of
MBM in 1988 were still less than 15,000 tonnes.?* This represented less than 4 per
cent of the UK production of MBM in that year, based on MAFF estimates that
annual production of MBM in the UK was about 400,000 tonnes.?*

7.3 The Inquiry sought evidence from witnesses representing the feed industry
about the extent of exports of MBM and compound feeds containing MBM.
Mr Robert Peck of the Grain and Feed Trade Association (GAFTA) told the Inquiry

... Prosper De Mulder had the lion’s share of UK produced meat and
bonemeal exports, being the biggest producer. We, at rare times, exported
cargos or truckloads of meat and bonemeal. By and large there was a deficit
inthe UK of meat and bonemeal. It wasonly on rare occasionsthat therewas
sufficient to warrant the additional cost to make it attractive to athird
country outside of the UK .26

7.4 Mr Paul Foxcroft, on behalf of Prosper De Mulder Ltd, the largest rendering
company in the UK, said the following in one of his statements:

PDM did export MBM to Europe and other countries (mainly Indonesia,
Thailand and Sri Lanka) after the emergence of BSE.

The MBM wasfor usein poultry or pig feeds and post-September 1990 was
produced from non-SBO raw materials.

244 See Figure 7.1 below
245 YB90/12.18/3.5
246 T61 pp. 55-6
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The quantitiesexported represented asmall proportion of PDM’ stotal MBM
sales (approx. 5%) and were at prices compatible with those on the home
market.?¥

7.5 Mr David Goldwater of GAFTA explained that MBM exports‘would primarily
go to manufacturers of concentrates who would use the meat and bonemeal in that
particular end ration, and most of those concentrates would then be re-exported
from either Belgium, Holland or France to the Middle East or North Africa’.

7.6 Asregardsthe export of compound feed, Dr Brian Cooke, a nutritionist
employed by Dalgety Agriculture Ltd told the Inquiry: ‘ Thereisredly very little
export of compound feeds, if any. In the ruminants areaany export is usually in the
specialist broiler area or something like that, not in cattle feed.?*

7.7 Mr David Goldwater, when asked about trade in compound feedstuffs
containing animal protein, told the Inquiry: ‘ There would be the odd container |oad
of finished feed that might go to one of the African countries or to the Middle East
but absolutely no quantity at al. It would be minuscule in the context of the total
feed trade.’ 249

Export to EU Member States

7.8 In Chapter 3 we discuss the impact of the introduction of the ruminant feed ban
on the domestic rendering and feed manufacturing industries. The ruminant feed
ban prohibited the inclusion of ruminant protein in ruminant rations. The practical
effect of the ban was to exclude the use of any MBM in ruminant rations, since
renderers were generally unable to guarantee that MBM produced by them was
completely free of ruminant protein.

7.9 Asaready mentioned, MAFF estimated that UK production of MBM was
approximately 400,000 tonnes per annum. Of thisit was estimated that about 12 per
cent of the domestically produced MBM had gone into ruminant feed before the
introduction of the ban.?>® After theimposition of the ban rendererswould therefore
have needed to find new marketsfor a significant proportion of their production. In
evidence Mr James Reed, Director-Genera of the UK Agricultural Supply Trade
Association (UKASTA), was asked if any companies might have continued to
produce ruminant feed containing MBM for the export market. He stated:

| do not think it would have been worthwhile to any company to do that,
because the export trade simply was not big enough in any compound
feedingstuff.?>!

7.10 Dr Cooke' sand Mr Goldwater’s comments have been noted above.

7.11 Although it appears that MBM would not have been included in compound
feed for ruminants for the export market, there was a marked increase in exports of

247 337C Foxcroft paras 9.1-9.3
28 T61p. 28
249 Tg1 pp. 54-5

250 TG0 p. 56
251 T61p. 28 69
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MBM from the UK in 1989.25? In July 1989 Mr Lawrence, from the Animal Health
Division of MAFF, wrote:

Therendering industry has survived the July 1988 prohibition [the ruminant
feed ban], in part because they have been ableto fill the gap in the market
through exports. In 1988 exports to other Member States were worth £2.2
million. In the first quarter of 1989 it was £1.9 million . . .2

7.12 In spring 1989 concern about UK exports of MBM began to be expressed
within the EU. Nevertheless the Commission at that stage saw no need for direct
intervention and no justification for restrictive trade measures.

7.13 On 22 June 1989 Mr G Legras, Director-General of the Agriculture
Directorate (DG V1) of the European Commission, sent atelex to the UK
Government requesting an assurance that ruminant products would not be used in
ruminant feed for either domestic use or export.?>* A reply approved by MAFF on
6 July stating that:

Since BSE was first identified in this country additional health guarantees
have been agreed for exports to a number of Member States. It would not
have been appropriate to ban exports of such material asitsuse continuesto
be permitted in pig and poultry feed.?>

7.14 Mr Lawrence attended the Standing V eterinary Committee in Brussels on
18-19 July. In aminute to Mr Robert Lowson, Head of Animal Health Division at
MAFF, hereported that the Commission was expecting the UK to take action to ban
the export of MBM containing ruminant material. He pointed out that if the UK did
impose a ban on the export of MBM containing ruminant material, the measure
would effectively end MBM exports as virtually all rendering plants used ruminant
Waste.256

7.15 On 21 July Mr Lowson updated the MAFF Minister, Mr John MacGregor, on
the developments at the Standing Veterinary Committee including the callsfor a
ban on export of ruminant MBM from the UK. He said there was a possibility of
individual Member States imposing unilateral import bans of ruminant-based
MBM, and reported that Germany had already imposed such aban. He advised that
‘... thereis no advantage to usin cutting off all our export opportunities’ .2’

7.16 On 23 July 1989 Mr John Gummer took over from Mr MacGregor as Minister
for Agriculture, Fisheriesand Food. He received a briefing from Mr Lowson on 25
July which included an update on the issue of export of MBM. Mr Lowson told
Mr Gummer:

There has been criticism about the fact we continue to permit the export of
meat and bone meal even though it is banned from use in ruminantsin this
country. However it has been emphasi sed that importing countries have been
made fully aware about BSE and its probable cause and it is, therefore, up to
them to decide whether to import and under what conditions.

252 See Figure 7.1 below

253 YB89/07.03/5.2

254 YB89/06.22/14.1

255 YB89/7.6/1.2

256 YB89/7.20/7.2
257 YB89/7.21/4.1 para. 4
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7.17 He added that ‘the material can still be used for feeding to pigsand poultry in
this country and exports may be going for the same use’ .2® Mr Gummer told the
Inquiry that he felt an export ban should be opposed and a Community-wide
arrangement banning the feeding of ruminant protein to ruminants be sought.?>*°

7.18 On 1 August the Netherlands banned the feeding of ruminant protein to
ruminants. France banned the feeding of ruminant protein to cattle on 13 August.

7.19 The European Commission proposed a ruminant feed ban in September
1989, which was supported by the UK, the Netherlands and France but opposed
by other Member States. Germany and Denmark felt that they should not have to
adopt such measures as they did not have scrapie or BSE. %!

7.20 Asaconsequence, UK exportsof MBM to EU states continued to be permitted
and no ban on the feeding of such material to ruminants was imposed by the EU.
However, theintroduction of unilateral bans by individual Member States, together
with the effect of the raised profile of the issue within the EU, inevitably had a
strong influence on UK exports of MBM in 1990. By 1991, exports to the EU had
fallen to aimost negligible levels.?5?

7.21 In December 1990 MAFF described recent developments in the market for
material processed from animal waste as follows:

—thereisno market at all for material derived from specified [bovine] offal;

—demand is slack for all animal protein because of caution over the
implications of BSE, particularly material derived from fallen animals
(following advice from UKASTA that their members should avoid its use);

—the international market for both tallow and meat and bone meal is
depressed.?%3

7.22 MAFF estimated that since 1988 the price of MBM had fallen from over £200
per tonne to about £120 per tonne of material with no bovine or fallen animal
content, and £90 per tonne for material containing no specified offal.

258 YB89/07.25/5.5

259 3311 Gummer para. 33

260 YB89/9.6/9.1

261 YB89/09.19/7.3

262 See Figure 7.1 below

263 YB90/12.18/3.5 71
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Figure 7.1: UK exports of flours, meats and pellets of meat or meat offal, unfit for human
consumption (greaves), 1979-95
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Export of MBM to non-EU countries

7.23 AsFigure7.1 above demonstrates, theloss of EU marketsfor MBM after 1991
was compensated for by increased exportsto non-EU countries. The extent to which
the UK Government made effortsto ensure that all importing countries were aware
of the potential for MBM from the UK to contain the BSE agent, is discussed in
vol. 3: The Early Years, 1986-88.

Exports of gelatine

7.24 In February 1992 the EU’ s Scientific Veterinary Committee Sub-Group on
BSE assessed gelatine and concluded that the risk from trading it for ‘ consumption
or for usein cosmetics' was negligible, regardless of the tissue source.?®* This
conclusion was accepted by the EU. However, when Commission Decision 94/381/
EC was adopted on 27 June 1994, prohibiting the feeding of protein derived from
mammalian tissues to ruminant species, one of its effects was to ban the inclusion
of gelatine in ruminant rations, since gelatine would contain protein.®

7.25 The Scientific Veterinary Committee reviewed the situation late in 1994 and
concluded once again that the risk from trading gelatine was negligible. It therefore
recommended that gelatine be excluded from the prohibition on feeding
mammalian protein to ruminants.?% This advice was accepted by the EU, and
Commission Decision 95/60 excepted gelatine from the general prohibition.?%”

7.26 Figure 7.2 below shows that, in the period from 1986 to 1996, exports of
gelatine from the UK rose considerably.?%8 It thus appears that any impact BSE may
have had on such exports was minimal.

264 SEAC19 tab 1 Appendix 3; YB92/1.17/6.11

265 |4 tab 1

266 YB95/03.15/4.4

267 L4Atab 5

268 The data contained within this chapter was collected by HM Customs and Excise. The commaodity codes used to record the
quantities of exports of gelatine and related products over this period changed. As a result we can not be entirely confident
that the figures given in each year are absolutely consistent with those of the previous year
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Figure 7.2: UK gelatine exports, 1986—96

8,000,000

7,000,000

6,000,000

5,000,000

4,000,000

Volume in kgs

3,000,000

2,000,000

1,000,000

0

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

M eEustates [ Non-EU countries M Total
Source: HM Customs and Excise (M11G tab 2)

Tallow

7.27 During November 1991 the French authoritiesimposed restrictions onimports
of tallow from the UK because of their concern that the protein contained in tallow
represented arisk of carrying the BSE agent. However, by 28 November the
restrictions were withdrawn pending further scientific consideration, and they were
not subsequently reinstated.?®

7.28 Thereisno evidenceto suggest that other importing countriesraised concerns,
in the period prior to March 1996, about the safety of tallow derived from bovine
carcasses. Although Figure 7.3 below shows some fluctuation in the export figures
for tallow, it is difficult to draw any firm conclusions from the data.

Figure 7.3: UK tallow exports, 1986-96
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Medicines

7.29 1n 1989 guidelineswereintroduced in the UK to addressthe potential for BSE
to be transmitted to humans via medicines. The guidelines recommended that all
products licensed under the Medicines Act 1968 for human or veterinary use, which
were administered parenterally or to the eye or to open wounds, should in general
conform with the guidance if they contained material from a bovine source, or if
bovine material had been used during their manufacture. Most significantly, the
guidelines provided for the following:

Tissues excluded

No brain or neural tissue, spleen, thymus and other lymphoid tissue,
placental tissue or cell cultures of bovine origin should be used in
manufacture.

Cattle source for all other tissues

Bovine material should come from animals, taken from a closed herd in the
female line since 1980, in which no animal has been clinically suspected of
having BSE, and which has not been fed rations containing ruminant derived
protein during that period.?”

7.30 At aScientific Veterinary Committee Meeting held on 13 March 1990 it was
agreed that a Commission Decision would be passed which would ban the export
from the UK of certain tissues and organs derived from bovine animals born before
18 July 1988 ‘for uses other than human consumption’.?”* In aminute of 29 March,
discussing the implementation of the Decision, Mr Lowson explained that:

Thereferenceto * uses other than human consumption” may look rather odd.
In fact it was the closest we could get to making it clear that thisrelatesto
materials for pharmaceutical use.?’?

7.31 On 15 March 1990, in amemorandum concerning the SV C meeting two days
earlier, Mr Lawrence discussed the issue of implementation of the proposed
Decision. He said:

Presumably, in the short term at least, it will have to be done by
administrative means, ie an instruction to OVS/EHOs. . . We can stop
issuing veterinary certificates under the Meat Hygiene Export Order but that
may not be sufficient. One possibility might be an Order under Section 11 of
the Animal Health Act. On the face of it this seems to be appropriate.
Perhaps Mr Y avash will be good enough to advise on this.?”

7.32 Thisled to considerabl e debate within MAFF about the best way to implement
the Commission Decision in UK law.

270 YB89/2.23/6.7

271 YB90/03.15/4.1
272 YB90/3.29/14.2
273 YB90/3.15/4.1-4.2
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7.33 On 19 March 1990 all Divisional Veterinary Officerswere telexed by MAFF
with instructions to withdraw certain export certificates relating to the export of
bovine material for pharmaceutical use, as away of implementing the Decision.?’

7.34 The Commission Decision (90/200/EEC) was adopted formally on 9 Apiril
1990. Mss Bronwen Jones of MAFF s Meat Hygiene Division minuted

Mrs Elizabeth Attridge, Head of the Animal Health and Veterinary Group, on 6
August about UK implementation of the Commission’s Decision, saying:

The amendment of the Bovine Offal (Prohibition) Regulations would
certainly provide an opportunity to do so . . . the fact that the export ban in
the Decision of 9 April goesbeyond offal for human consumption meansthat
we would have to prohibit its export for pharmaceutical uses etc. This could
giveriseto criticism that we were not taking the same precautionsin relation
to pharmaceutical products in the UK. Moreover a ban on pharmaceutical
uses may not be able to be effected in legislation made under the Food Act
and separate Regulationswould, it seemsto me, raise the profile of theissue
considerably . . .

Given these difficult issues and the fact that asfar as| am aware, neither the
Commission nor any importing Member State has complained, | would
recommend that we continue with administrative measures which we have
in place, rather than attempt to put them in Regulations. Although there are
some aspects of the two Decisions on which we could legislate with no
difficulties, | think that to be selective in what we include in Regulations
would only arouse suspicion and provoke criticisms.?”®

7.35 However, ayear later, with the introduction of the Export of Goods (Control)
(Amendment) (No. 7) Order 1991, which came into effect on 10 July,
implementation of the Decision no longer remained purely administrative. The
1991 Order required that all exports of SBO and protein derived from it be under a
specified licence issued by the Department of Trade and Industry. This gave legal
force to the measures aready in place.?’

7.36 In 1992 the EU Committee for Proprietary Medicinal Products (CPMP)
adopted guidelines for ‘minimising the risk of transmitting agents causing
spongiform encephal opathy via medicina products’.?”” The CPMP guidelines
applied to:

... dl [human] medicinal products which contain active ingredients and/or
excipientsderived from bovines, aswell asmedicinal productsfor which the
production process involves bovine materials.

7.37 They aso covered:

.. . the use of such materialsin procedures which are indirectly associated
with the manufacturing process, for example, in test media used in the
validation of plant and equipment to avoid cross-contamination.?’®
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7.38 All products were to be considered on a case-by-case basis taking into
account: the selection and processing of source materials; the age and geographic
origin of theindividual source animal; theintended use of the product; its stipulated
dose and route of administration; the production process; and quality control.?”®

7.39 The main focus of the guidelines was the sourcing of bovine material used in
manufacture. Sourcing was allowed from countries ‘which have not reported cases
of BSE, if they have an effective veterinary service capable of detecting alow
incidence of disease and if BSE isreportable’. Additionally, it was recommended
that the risk of BSE infection arising from factors including the feeding of SBO
material to the animalsin question should be avoided.?®® Materials could also be
sourced from countrieswith a‘low incidence’ of BSE if anumber of precautionary
measures were taken, including destroying all affected carcasses, and not using any
progeny of affected animals.?!

7.40 Manufacturers throughout the EU were required to comply with the new
provisions. However, Dr John Purves, of the Medicines Control Agency, told the
Inquiry that the practical assessment of licence applications went on as before
because ‘the [CPMP] guidelinesincorporated the principles of the CSM/VPC
guidelines' .?82 Corresponding guidelines for veterinary medicines were introduced
by the Committee for Veterinary Medicinal Products (CVMP) in May 1993.22 [t is
unlikely, therefore, that the CPMP and CVMP guidelines caused any further
disruption to UK medicines manufacturers who were already complying with the
CSM/VPC guidelines.

7.41 On 28 February 1994 the German Federal Health Office (BGA) issued safety
standards for human and animal medicinal productsto minimise the risk of BSE/
scrapie transmission.?®* Dr Purvestold the Inquiry that the ‘ new German safety
standards had been issued unilaterally without prior discussion at the CPMP and
appeared to go further than the existing European Guidelines' .2

7.42 In aminuteto Mr John Sloggem of the Medicines Control Agency (MCA) and
Mr Thomas Eddy at MAFF on 18 May 1994, Mr Charles Lister of DH’s Health
Aspects of Environment and Food Division, interpreting the German guidelines,
noted that they did not accept any UK-sourced bovine material. Thiswasin contrast
to the current European guidelines, which said that materials could be sourced from
animals under six months old and from established and monitored herds whose
feeding and breeding history was documented. 2

7.43 In September 1994 a CPM P meeting was held at which the German guidelines
were discussed extensively. Dr David Jefferys of the MCA, who attended the
meeting, reported that:

The German del egates sought to present this as supplementary, national
advice and clarification to the existing CPMP Guideline. The Commission
was not prepared to accept thisexplanation and argued that if clarification or
additions were required to agreed guidelines then these should be discussed
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within the CPMG and its Working Parties after which arevised Guideline
could beissued. They did not accept that aMember State could issueitsown
supplementary Guideline . . . The Germans appeared to back off . . . saying
that they had only made minor additions to the existing Guideline. They
reluctantly agreed that their concerns should be discussed with the relevant
CPMP Working Parties and would regard their documents as only being a
provisiona view from the Federal Republic in carrying forward the
debate.?8’

7.44 The German guidelines continued to be discussed at CPMP meetingsin
December 1994. Although no agreement was reached between the UK and
Germany on theissue of revising the European guideline, the CPMP confirmed that
the current guideline would remain in force until such time asit was modified
through the ongoing discussions.?®

7.45 In January 1995 Germany was still refusing to change its position on its
guidelines. Dr Purvestold the Inquiry:

The effect of that was that in practice pharmaceutical companiesin the UK
chose to attempt to comply with the German guidelines by changing the
source of materials to avoid al UK bovine material, even that certified as
being from BSE free herds. 2°

7.46 Mr Sloggem agreed that ‘the German guidelines remained a barrier to trade
because in practice companies in the UK chose to attempt to comply with them by
changing their sourcing arrangements to avoid UK sourcing’ .2

7.47 On 29 September 1995 Mrs I sabelle | zzard of DH’s Pharmaceutical 1ndustry
branch minuted colleagues and Dr Purves and Mr Sloggem at the MCA.. She
reported that there had been no further devel opments on the question of the German
guidelines since the matter had been referred to the CPMP. Mrslzzard a so reported
that she had attended arecent meeting with the European Oleochemicalsand Allied
Products Group (APAG) at which APA G had reported that their member companies
were encountering problems because of the German guidelines. Purchasers were
requiring assurances that products did not contain any material derived from UK
cattle. Mrs Izzard sought comments on three options that she outlined:

... for the UK representatives on CPMP to raise the matter with the
Committee again; for the DoH to approach the Commission again through
UKREP;, for the DOH to take the matter up with the German Health
Ministry.?t

7.48 Mr Lister replied on 4 October 1995 indicating that the matter would be
pursued further at the European level:

Now that the APAG have alerted us to the commercial disadvantage caused
to their UK members by the German guidelines, there is good justification
for pursuing thisissue further on the grounds that:
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— the German guidelines are a substantive restriction on trade;

— thereisno public health justification for rules which go further than the
CPMP guidelines.

I have discussed with MAFF colleagues the options outlined in your minute
for taking thisissueforward. | think it isclear that the matter should beraised
again within the CPMP. Subject to Mr Brown's view, we would also be
happy for DH to approach the Commission once more through UKREP.
However, we would not support a direct approach to the German health
Ministry for bilateral discussions. It would be more appropriate to keep the
issue on an EU basis, as with previous approaches, eg on beef. Thisisan
issue on which MAFF feel strongly.

7.49 On 17 January 1996 Mr Sloggem sent aminuteto Dr Purvesabout therevision
of the CPMP guidelines and the still outstanding position of Germany’s
compliance.?®? Dr Purves replied in a handwritten note on 20 January to indicate
that it was Mrslzzard from the Pharmaceutical Industry branch who wasto take the
matter forward and advise the German authorities that their position was arestraint
of trade to be taken up with the European Commission.?®® However, these efforts
were overtaken by the announcement in March 1996 of a connection between BSE
and vCJD.

7.50 Although the UK pharmaceutical industry was clearly inconvenienced by this
long-running disagreement with Germany, the general economic impact on the
sector up to March 1996, aswe say in Chapter 4, waslimited. Volume 7: Medicines
and Cosmetics gives a full account of how the UK addressed the risk of the BSE
agent being transmissible to humans via these potential pathways of infection.

292 YB96/1.17.1; S535 Purves para. 249
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Glossary

For fuller explanations of some of these terms, and of others elsewhere in the
Report, see the main Glossary in vol. 16: Reference Material (or via an electronic
link in the website or CD-ROM versions).

AFRC

Ante-mortem
BBSRC

BSE
BSEP

CAP

Cash terms (or prices)

CXb
CJbsuU

Clean cattle
COREPER

CPMP
CSM
CVL
CVMP
Dam
DANI

DH (or DoH)
DTI

EC

ECU
EHO
Epizootic

Excipient

Agricultural and Food Research Council (became the
BBSRC in 1994)

Before slaughter

Biotechnology and Biological Sciences Research
Council

Bovine Spongiform Encephal opathy

Biology of the Spongiform Encephal opathies
Programme

The EU’s Common Agricultural Policy

Levels of expenditure have not been adjusted for
inflation

Creutzfeldt-Jakob Disease

The national Creutzfeldt-Jakob Disease Surveillance
Unit

Cattle which have not been used for breeding

Committee of Permanent Representatives to the
European Union

The EU’s Committeefor Proprietary Medicinal Products
Committee on Safety of Medicines

Central Veterinary Laboratory

The EU’s Committee for Veterinary Medicinal Products
The female parent of an animal

Department of Agriculture for Northern Ireland
Department of Health

Department of Trade and Industry

European Community (see EU)

European Currency Unit

Environmental Health Officer

Of adisease: temporarily prevalent and widespreadin an
animal population

An inactive substance that serves as the vehicle or
medium for adrug or other active substance
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EU

GAFTA
GDP
Greaves

Human SBO ban
IAH

MAFF

MBM

MCA

MHS

MLC

MRC

MRM

NHS

NPU

ovs

Parenteral

R&D

Real terms
Research Councils

RPI
Ruminant feed ban

SBO

SCA
SEAC
ScvC

European Union, which came into existence on 1
November 1993 asaresult of the Maastricht Treaty. The
EU incorporated but did not replace the European
Community. Here the term EU is generally used for
consistency’ s sake (even if sometimes chronologically
incorrect), except where specific referenceismadeto the
functions conferred by the European Community Treaty
or to itslegal effect

Grain and Feed Trade Association
Gross Domestic Product

A high-protein solid which is | eft following the
extraction of tallow from animal by-products during the
rendering process. With further processing this becomes
meat and bone meal (MBM)

The ban on SBO for human consumption
Institute for Animal Health

Ministry of Agriculture, Fisheries and Food

Meat and bone meal

Medicines Control Agency

Meat Hygiene Service

Meat and Livestock Commission

Medical Research Council

Mechanically recovered meat

National Health Service

Neuropathogenesis Unit

Official Veterinary Surgeon

By any other route than by the mouth or by the bowel
Research and devel opment

Levels of expenditure have been adjusted for inflation

Non-departmental public bodies that fund research,
established under the Science and Technology Act 1965
and by Royal Charter

Retail Price Index

From 18 July 1988 onwardsthis banned the use of MBM
(unless derived from non-ruminants) in feed for
ruminants (mainly cattle and sheep). The precise terms
of the ban are set out in the Bovine Spongiform
Encepholapathy Order 1988

Specified Bovine Offal: brain, spinal cord, spleen,
thymus, tonsils and intestines

The EU’ s Special Committee on Agriculture
Spongiform Encephal opathy Advisory Committee
The EU’ s Scientific Veterinary Committee

The EU’ s Standing V eterinary Committee



TSEs
Tyrrell Committee

UK

UKASTA
UKRA
UKRep

vCID
VIC
VPC

GLOSSARY

Transmissible spongiform encephal opathies

The Consultative Committee on Research into
Spongiform Encephal opathies

United Kingdom of Great Britain (England, Wales and
Scotland) and Northern Ireland

UK Agricultural Trade Supply Association
UK Renderers’ Association

UK Permanent Representation/Representative to the
European Union

New variant CJD
Veterinary Investigation Centre
Veterinary Products Committee
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Who' swho

For fuller descriptions of many of the following people, see the main Who' swho in
vol. 16: Reference Material (or viaan electronic link in the website and CD-ROM

versions).
Mrs Elizabeth Attridge
Mr Raymond Bradley

Michael Burton
Professor John Collinge

Dr Brian Cooke
Mr John Cowan
Mr David Curry MP

Mr Thomas Eddy

Mr Paul Foxcroft
Mr David Goldwater
Mr John Gummer MP

Mr Jim Harrison
Mrs Isabelle | zzard
Baroness Jay

Dr David Jefferys

Ms Bronwen Jones
Dr Richard Kimberlin
Mr Alan Lawrence
Mr G Legras

Mr Charles Lister

Mr Robert Lowson
Mr John MacGregor MP

Mr Robert Peck
Dr John Purves

MAFF Under Secretary responsiblefor the Animal
Health and Veterinary Group

Head of the Pathology Department, Central
Veterinary Laboratory

University of Manchester

Professor of Molecular Neurogenetics, Imperial
College School of Medicine

Chief Scientist, Dalgety Agriculture Ltd
MAFF Head of Beef Division

MAFF Parliamentary Secretary (Commons),
198992, and Minister of State, 1992-93

MAFF Head of Animal Health (Disease Control)
Division

Sales Director, Prosper De Mulder

Grain and Feed Trade Association

Minister of Agriculture, Fisheries and Food,
1989-93

Farmer
DH Pharmaceutical Industry branch
Leader of the House of Lords

Head of Licensing Division, Medicines Control
Agency

MAFF Meat Hygiene Division
Independent TSE consultant
MAFF Animal Health Division

Director-General of the European Commission’s
Agriculture Directorate

DH Health Aspects of Environment and Food
Division
MAFF Head of Animal Health Division

Minister of Agriculture, Fisheries and Food,
1987-89

Grain and Feed Trade Association

Unit Manager, Biological Unit, Medicines Control
Agency
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Mr James Reed

Mr Brian Rogers
Mr John Sloggem

Mr Stephen Wentworth
Mr John Wilesmith

Dr (now Professor) Robert
Will

Mr A Yavash
Trevor Young

Director-General of the UK Agricultural Supply
Association

Chair, UK Renderers Association

Pharmaceutical Officer, Medicines Control
Agency

MAFF Under Secretary, Meat and Livestock
Group

Head of the Epidemiology Department, Central
Veterinary Laboratory

Director of the national CJD Surveillance Unit

MAFF Legal Department
University of Manchester
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