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SUMMARY


Bovine spongiform encephalopathy (BSE) is a progressive, fatal neurological disease of cattle that is apparently spread primarily through the use of ruminant feed that contains protein and other products from infected ruminants.  There is no treatment or vaccine currently available for BSE.  Included in Title 9 of the Code of Federal Regulations (CFR), Parts 93-96, are regulations that prohibit the importation of ruminants and most ruminant products (meat and certain other products and byproducts) from (1) regions where BSE exists and (2) regions that present an undue risk of introducing BSE into the United States because of import requirements less restrictive than those that would be acceptable for import into the United States or because of inadequate surveillance.  Imports from BSE-affected regions and those that present an undue risk are governed by the same set of restrictions.


The U.S. Department of Agriculture’s Animal and Plant Health Inspection Service (USDA APHIS) believes it is appropriate to recognize an additional category of regions that present a minimal risk of introducing BSE into the United States.  This category would include (1) those regions in which a BSE-infected animal has been diagnosed, but in which measures have been taken that reduce the risk of BSE being introduced into the United States, and (2) those regions in which BSE has not been detected, but that cannot be considered BSE-free.  APHIS would set forth factors that would be considered before listing a region as one of minimal risk.  Additional risk-mitigating measures would be required, such as age restrictions for ruminants imported from such regions and for ruminants at the time of slaughter from which imported products are derived.
On May 20, 2003, the Canadian Food Inspection Agency reported a case of BSE in a beef cow in northern Alberta.  To prevent the introduction of this disease into the United States, APHIS issued an interim rule that lists Canada as a region where BSE exists, thereby prohibiting the importation of ruminants and most ruminant products from Canada, effective May 20, 2003.

Following the detection of the BSE-infected cow, Canada conducted an epidemiological investigation of the BSE occurrence, and took action to guard against any spread of the disease, including the quarantining and depopulation of herds and animals determined to be possibly at risk for BSE.   Subsequently, Canada asked APHIS to consider reestablishing the importation of ruminants and ruminant products into the United States from that country, based on information made available to APHIS regarding Canada’s veterinary infrastructure, disease history, practices for preventing widespread introduction, exposure, and/or establishment of BSE, and measures taken following detection of the disease.
This proposed rule would amend the CFR by establishing a category of regions that present a minimal risk of introducing BSE into the United States.  It would set forth the factors that would be considered when listing a region as one of minimal risk, as well as risk-mitigating measures that would be required.  The proposed rule would also list Canada as the only minimal-risk region at this time.  It is reiterated that the minimal-risk category would not be limited to Canada; requests received from other regions to be listed in this category would be evaluated.  

Ruminant and ruminant product imports from Canada that could be reestablished under the proposed rule are the focus of this analysis.  The analysis also considers effects of the rule for U.S. ruminant and ruminant product exports if other countries do not accept our minimal-risk requirements as providing a sufficient safeguard against BSE introduction and/or do not accept our listing of Canada as a region of minimal risk.  Expected benefits and costs of the rule are examined, in accordance with Executive Order 12866.  Impacts for small entities are also considered, as required by the Regulatory Flexibility Act.  Although not addressed in the analysis, Canadian producers/suppliers of ruminants and ruminant products would benefit from the resumption of exports to the United States.   
The commodities that would be allowed to enter under the proposed rule are:
· Cattle less than 30 months, sheep and goats less than 12 months, and cervids of any age, imported in all cases for immediate slaughter; 
· Cattle, sheep, and goats imported for feeding at designated feedlots, and then slaughtered at less than 30 months of age for cattle and less than 12 months of age for sheep and goats; 
· Meat from ruminants that have been slaughtered within these age restrictions; 

· Meat of cervids either farm-raised or harvested on a game farm or similar facility;

· Meat from wild-harvested caribou, musk ox, or other cervids;
· Hunter-harvested wild ruminant products for personal use; and

· Certain other products and byproducts, namely, bovine livers and tongues, gelatin, tallow, and cervine offal.

With respect to Canada, slaughter cattle, feeder cattle, and beef would be the main commodities affected by resumption of ruminant and ruminant product imports.  The additional supplies would cause prices to fall.  Welfare gains for consumers/buyers and losses for producers/suppliers are estimated and net benefits and losses determined.  Since May of this year, U.S. producers/suppliers of ruminants and ruminant products have benefited from high price levels at least partly attributable to the ban on imports from Canada.  Estimated price declines for producers/suppliers and consumers/buyers of slaughter cattle, feeder cattle, and beef largely reflect a return to the more normal market conditions that prevailed before Canada’s BSE discovery.  
Expected impacts due to reestablished slaughter cattle and feeder cattle imports from Canada are shown in table I.  (The model and parameters used are explained in the body of the economic analysis.)  The estimated effects are near-term, and would occur during the first year or so following the resumption of imports.  In the longer term, production and marketing adjustments in response to changed market conditions would create new price-quantity equilibriums.

Table I.  Economic effects of reestablished slaughter cattle and feeder cattle imports from Canada

	
	Slaughter Cattle
	Feeder Cattle

	Assumed reestablished slaughter and feeder cattle imports from Canada (head)
	840,800
	504,500

	Change in numbers slaughtered and fed (head)
	366,350
	221,318

	Change in numbers supplied by U.S. entities (head)
	(474,450)
	(283,182)

	Change in the prices of slaughter and feeder cattle (dollars per 100 pounds)
	($1.30)
	($0.72)

	Change in consumer surplus
	$455,317,000
	$188,220,000

	Change in producer surplus
	($448,744,000)
	($182,053,000)

	Annual net benefit
	$6,573,000
	$6,167,000


Reestablished slaughter cattle imports from Canada of 840,800 head would result in a price decline of $1.30 per 100 pounds.  This price decline would be accompanied by an increase of 366,350 head in the number of cattle slaughtered, and a decrease of 474,450 head in the number of slaughter cattle supplied by U.S. entities.  These changes translate into an increase in consumer surplus of $455.3 million for buyers of slaughter cattle, and a decrease in producer surplus of $448.7 million for sellers of slaughter cattle, for an annual net benefit of $6.6 million.
Whether a portion of this benefit would be realized by beef consumers would depend upon wholesale and retail margins and elasticities of demand.  The price decline would reduce incomes of domestic suppliers who would be competing with slaughter cattle imports from Canada.  A price decrease of $1.30 per 100 pounds would represent a decline of 1.7 percent. The estimated price change is small, falling within expected variations of recent USDA price projections.  



Reestablished feeder cattle imports from Canada totaling 504,500 head would result in a price decline of 72 cents per 100 pounds.  This fall in price would be accompanied by an increase of 221,318 head in the number of cattle fed, and a decrease of 283,182 head in the number of cattle supplied to feedlots by U.S. entities.  Consumer surplus would rise by $188.2 million for buyers of feeder cattle, and producer surplus would fall by $182 million for sellers of feeder cattle, for an annual net benefit of $6.2 million.



A price decline resulting from reestablished feeder cattle imports from Canada would benefit the receiving feedlots.  The decline would also reduce incomes for domestic suppliers, such as stocker operations, in competition with importers of feeder cattle from Canada.  The estimated effect is small.  A price decrease of 72 cents per 100 pounds would represent a decline of 0.9 percent.
Beef is modeled as a single aggregate commodity, but two analyses are performed.  Boneless beef (and certain other ruminant products) are allowed to enter the United States from Canada by permit.  We do not know whether quantities of boneless beef that enter under permit will reach levels that prevailed prior to the ban.  This uncertainty is acknowledged by using two different import levels.  The first analysis assumes that boneless beef imports from Canada under permit will reach 2002 levels; the effect of the proposed rule with respect to beef would be in reestablishing beef with bone and whole/half carcass imports.  The second analysis assumes that no boneless beef is imported under permit, and all reestablished beef imports from Canada would be attributable to the proposed rule.  The two analyses are hypothetical extremes that provide a lower bound and an upper bound of possible impacts.  Effects for two price levels of beef, $3.00 and $3.50 per pound, are estimated, as shown in table II.

Table II.  Economic effects of reestablished beef imports from Canada, for hypothetical lower and upper bounds of possible impacts of the proposed rule
	
	Only Reestablished Beef with Bone and Whole/half Carcass Imports from Canada Assumed Attributable to the Proposed Rule 
	All Reestablished Beef Imports from Canada Assumed Attributable to the Proposed Rule

	
	$3.00 per Pound Beef
	$3.50 per Pound Beef
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed beef imports from Canada (tons)
	84,000
	84,000
	382,000
	382,000

	Change in U.S. consumption (tons)
	40,324
	40,324
	183,378
	183,378

	Change in U.S. production (tons)
	(43,676)
	(43,676)
	(198,622)
	(198,622)

	Change in the price of beef (cents per pound) 
	(1.1 cents)
	(1.3 cents)
	(5.2 cents)
	(6.1 cents)

	Change in consumer surplus
	$313,260,000
	$365,455,000
	$1,416,390,000
	$1,652,383,000

	Change in producer surplus
	($289,425,000)
	($337,648,000)
	($1,325,068,000)
	($1,545,845,000)

	Annual net benefit
	$23,835,000
	$27,807,000
	$91,322,000
	$106,538,000




For beef prices of $3.00 and $3.50 per pound, respectively, annual net benefits of 
reestablished beef imports would be $23.8 million and $27.8 million (only beef with bone an

whole/half carcass imports assumed to be reestablished due to the proposed rule), and $91.3
million and $106.5 million (all beef imports assumed to be reestablished due to the proposed
rule).  As with reestablished imports of slaughter and feeder cattle, expected price declines due to reestablished beef imports from Canada would be small.  In the first case, price declines of 1.1 cents and 1.3 cents per pound are estimated for assumed beef prices of $3.00 and $3.50 per pound, respectively.  In the second case, price declines of 5.2 cents and 6.1 cents per pound are estimated.  Even in the latter analysis (all reestablished beef imports from Canada attributable to the proposed rule), the price declines represent less than a 2 percent fall in price.

Other, more minor commodities that would be allowed entry under the proposed rule and for which we have trade data are sheep, goats, and farmed cervids; meat from these ruminants; and bovine tongues and livers.  In all cases, reestablished imports from Canada would have small effects on the U.S. supply of these commodities and the welfare of U.S. entities.

The United States prohibits ruminant imports from BSE-affected regions.  Under the proposed rule, the United States would recognize Canada as a minimal-risk region for BSE, under which ruminant imports could resume.  U.S. ruminant and ruminant product exports would be placed in jeopardy, if importing countries do not agree that the factors considered and risk mitigations required justify the United States’ categorization of a region as one of minimal risk, that is, provide a sufficient safeguard against the risk of BSE introduction.  Economic effects on U.S. ruminant and ruminant product export markets are analyzed, assuming that many of our major markets could be lost because of the proposed rule and its inclusion of Canada as a minimal-risk category.  

Because U.S. ruminant and ruminant product exports to Canada and Mexico would not be jeopardized by the proposed rule, exports to these two countries are excluded from the analysis.  Since nearly all U.S. cattle exports are to Canada and Mexico, we can also limit the analysis to possible effects for beef exports.  


Canada and Mexico together imported about 36 percent of U.S. beef exports in 2002.  Removing these exports from consideration leaves about 64 percent of U.S. beef exports that could be affected by the proposed rule.  About 56 percent of U.S. beef exports (over 87 percent, excluding shipments to Canada and Mexico) were sold to Japan and Korea.  Given the predominance of these two countries among importers of U.S. beef, the analysis is performed for two levels of export reduction: 32 percent of 2002 exports, or 263,360 tons (loss of one-half of export markets other than Canada and Mexico), and 64 percent, or 546,720 tons (loss of all export markets other than Canada and Mexico).  For each of these assumed levels of export reduction, impacts are estimated using the same beef prices as before, $3.00 and $3.50 per pound.  The results of the analysis are shown in table III. 

Loss of one-half of U.S. beef export markets other than Canada and Mexico and redirection of the beef to the U.S. market would result in annual net welfare losses of about $54.7 million and $63.8 million, for beef prices of $3.00 and $3.50 per pound, respectively.  The associated declines in price would be 3.6 cents and 4.2 cents per pound.  The effects if all U.S. beef export markets other than Canada and Mexico were to close would be annual net welfare losses of about $88.5 million and $103.2 million for the two beef price levels, with decreases in price of 7.2 cents and 8.4 cents per pound.  These effects would occur if the countries to which the United States exports beef refused its entry because of the proposed rule.

The main industries that would be affected by the proposed rule, such as livestock producers, slaughtering establishments, and meat processors, are composed predominantly of 

Table III.  Economic effects of the loss of U.S. beef export markets, assuming export reductions of 32 percent and 64 percent (quantities equivalent to one-half and all U.S. beef exports when exports to Canada and Mexico are excluded) 

	
	Loss of Export Markets Equivalent to 32 percent of 2002 Beef Exports
	Loss of Export Markets Equivalent to 64 percent of 2002 Beef Exports

	
	$3.00 per Pound Beef
	$3.50 per Pound Beef
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reduction in beef  exports (tons)
	263,360
	263,360
	546,720
	546,720

	Change in U.S. consumption (tons)
	116,483
	116,483
	232,967
	232,967

	Change in U.S. production (tons)
	(146,877)
	(146,877)
	(293,753)
	(293,753)

	Change in the price of beef (cents per pound) 
	(3.6 cents)
	(4.2 cents)
	(7.2 cents)
	(8.4 cents)

	Change in consumer surplus
	$910,983,000
	$1,062,767,000
	$1,831,174,000
	$2,136,278,000

	Change in producer surplus
	($965,636,000)
	($1,126,526,000)
	($1,919,660,000)
	($2,239,507,000)

	Annual net benefit
	($54,653,000)
	($63,759,000)
	($88,486,000)
	($103,229,000)


small entities.  Since May of this year, U.S. producers/suppliers of ruminants and ruminant products have benefited from high price levels at least partly attributable to the ban on imports from Canada.  By the same token, buyers of slaughter cattle, feeder cattle, and beef would benefit from price declines (slaughter cattle, 1.7 percent; feeder cattle, 0.9 percent; and beef, less than 2 percent) resulting from the reestablishment of these imports.
Effects from the loss of U.S. beef export markets and subsequent industry contractions, if importing countries were to refuse entry of U.S. beef because of the reestablishment of imports from Canada, would harm small as well as large entities.  This outcome could occur, even though BSE has never been discovered in the United States, if countries importing U.S. beef do not agree with USDA that the factors considered and mitigations required for a region’s inclusion in the proposed minimal-risk category provide a sufficient safeguard against the introduction of BSE. 
Beyond the welfare gains and losses and price declines that have been described generally, we do not have data that would allow a comprehensive analysis of potential economic effects on small entities.  We invite comments that can help us better determine the number and kind of small entities that would benefit or incur costs from implementation of the proposed rule.     

Alternatives to the proposed rule would be (i) to leave the regulations unchanged, that is, continue to prohibit entry of ruminants and most ruminant products from regions of minimal BSE risk (other than products allowed entry under permit), or (ii) to allow the commodities to enter from such regions without the age restrictions or other risk mitigations set forth in the proposed rule.  The alternatives are discussed in terms of Canada.
By maintaining current import restrictions, estimated net benefits of reestablishing slaughter cattle, feeder cattle, and beef imports from Canada would not be realized.  Continuation of the status quo would also eliminate any possibility of adverse effects for U.S. exports.  
Concerning the second alternative, the proposed age requirements and other risk mitigations are based on the known epidemiology of BSE.  Without these mitigations, importation of ruminants and ruminant products (other than those allowed entry by permit) would expose the United States to greater risk of BSE introduction.  
A BSE discovery in the United States would have economic consequences similar to those that have occurred in Canada and elsewhere.  Losses would take the form of lowered demand, closed export markets, animal depopulations, and increased government expenditures for disease management and compensation for depopulated livestock.  Tens of thousands of jobs with total earnings in the hundreds of millions of dollars could be threatened by the loss of export markets due to a discovery of BSE.  
Since BSE has been linked to variant Creutzfield-Jacob disease, one of the most important impacts of a BSE occurrence in the United States would be the potential loss of consumer confidence in the safety of the U.S. beef supply.  An incidence of BSE could result in a downward shift in demand for beef leading to lowered prices and production.  

USDA acknowledges a theoretical increased risk of BSE introduction into the United States because of this rule; however, we conclude in the risk analysis that accompanies this rule that, with the proposed mitigation measures, this risk is extremely small.  If an introduction occurred, few if any additional animals would be infected.  It is highly unlikely that such an introduction would pose a major animal health or public health threat in the United States; regulations and practices in the United States are robust and would militate against human exposure or disease spread.  
The proposed rule is considered preferable to either continuing to prohibit the entry of ruminants and certain ruminant products from a minimal-risk region or allowing their entry unconditionally.  The factors considered and mitigations required in listing a region as one of minimal risk would make the likelihood of introduction of even one animal or product containing infectious levels of the BSE agent extremely small.  We believe that listing Canada as a minimal-risk region, together with the risk-mitigating measures that would be required, is a balanced, science-based response to Canada’s request that ruminant and certain ruminant product imports by the United States from Canada be allowed to resume.
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1.  Introduction
Bovine spongiform encephalopathy (BSE) is a progressive, fatal neurological disease of cattle that is apparently spread primarily through the use of ruminant feed that contains protein and other products from infected ruminants.
  There is no treatment or vaccine currently available for BSE.  Included in Title 9 of the Code of Federal Regulations (CFR), Parts 93-96, are regulations that prohibit the importation of ruminants and most ruminant products (meat and certain other products and byproducts) from (1) regions where BSE exists and (2) regions that present an undue risk of introducing BSE into the United States because of import requirements less restrictive than those that would be acceptable for import into the United States or because of inadequate surveillance.  

The U.S. Department of Agriculture’s Animal and Plant Health Inspection Service (USDA APHIS) believes it is appropriate to recognize an additional category of regions that present a minimal risk of introducing BSE into the United States.  This category would include (1) those regions in which a BSE-infected animal has been diagnosed, but in which measures have been taken that reduce the risk of BSE being introduced into the United States, and (2) those regions in which BSE has not been detected, but that cannot be considered BSE-free.  APHIS would set forth factors that would be considered before listing a region as one of minimal risk.  Additional risk-mitigating measures would be required, such as age restrictions for ruminants imported from such regions and for ruminants at the time of slaughter from which imported products are derived.
On May 20, 2003, the Canadian Food Inspection Agency reported a case of BSE in a beef cow in northern Alberta.  To prevent the introduction of this disease into the United States, APHIS issued an interim rule that lists Canada as a region where BSE exists, thereby prohibiting the importation of ruminants and most ruminant products from Canada, effective May 20, 2003.

Following the detection of the BSE-infected cow, Canada conducted an epidemiological investigation of the BSE occurrence, and took action to guard against any spread of the disease, including the quarantining and depopulation of herds and animals determined to be possibly at risk for BSE.   Subsequently, Canada asked APHIS to consider reestablishing the importation of ruminants and ruminant products into the United States from that country, based on information made available to APHIS regarding Canada’s veterinary infrastructure, disease history, practices for preventing widespread introduction, exposure, and/or establishment of BSE, and measures taken following detection of the disease.
This proposed rule would amend the CFR by establishing a category of regions that present a minimal risk of introducing BSE into the United States.  It would set forth the factors that would be considered when listing a region as one of minimal risk, as well as risk-mitigating measures that would be required.  The proposed rule would also list Canada as the only minimal-risk region at this time.  It is reiterated that the minimal-risk category would not be limited to Canada; requests received from other regions to be listed in this category would be evaluated.  

Ruminant and ruminant product imports from Canada that could be reestablished under the proposed rule are the focus of this analysis.  The analysis also considers effects of the rule for U.S. ruminant and ruminant product exports if other countries do not accept our minimal-risk requirements as providing a sufficient safeguard against BSE introduction and/or do not accept our listing of Canada as a region of minimal risk.  Expected benefits and costs of the rule are examined, in accordance with Executive Order 12866.  Impacts for small entities are also considered, as required by the Regulatory Flexibility Act.  Although not addressed in the analysis, Canadian producers/suppliers of ruminants and ruminant products would benefit from the resumption of exports to the United States.   
The commodities that would be allowed to enter under the proposed rule and required risk mitigations are listed in appendix A.  They are:
· Cattle less than 30 months, sheep and goats less than 12 months, and cervids of any age, imported in all cases for immediate slaughter; 
· Cattle, sheep, and goats imported for feeding at designated feedlots, and then slaughtered at less than 30 months of age for cattle and less than 12 months of age for sheep and goats; 
· Meat from ruminants that have been slaughtered within these age restrictions; 

· Meat of cervids either farm-raised or harvested on a game farm or similar facility;

· Meat from wild-harvested caribou, musk ox, or other cervids;
· Hunter-harvested wild ruminant products for personal use; and

· Certain other products and byproducts, namely, bovine livers and tongues, gelatin, tallow, and cervine offal.


The analysis has three sections.  In section 2, economic effects of reestablished ruminant and ruminant product imports from Canada are examined.  Effects for slaughter cattle, feeder cattle, and beef are the main focus, but impacts with respect to some of the other, less important commodities for which data are available are also considered.  In section 3, possible effects of the proposed rule for U.S. exports are analyzed.  In section 4, impacts for small entities are evaluated.  In the remainder of the Introduction, we discuss four topics of importance to the approach taken and the analysis, itself: the composition of imports from Canada that could be reestablished, the model and data, boneless beef imported by permit, and the issue of possible effects for U.S. exports.  Lastly, alternatives to the rule are addressed.

Affected Commodities    


Ruminants and ruminant products that would be allowed to enter from Canada under the proposed rule include a range of commodities.  Their relative importance as imports supplied by Canada before the BSE discovery varied widely, as shown in table 1 in terms of 2002 import values.  The table shows the value of U.S. imports from Canada and the world and the value of U.S. exports, for Harmonized Tariff Schedule (HS) categories primarily composed of commodities included in the proposed rule.

Table 1 does not provide a one-for-one accounting of the commodities of concern.  Some of the more minor items, such as hunter-harvested wild ruminant products, are not identified in the trade data.  The 2002 trade data also do not take into account the age restrictions called for in the proposed rule, and therefore include imported culled cows and bulls that were greater than 30 months of age, and imported meat from cattle that were older than 30 months when slaughtered.  Under the proposed rule, these cattle and beef products would continue to be prohibited entry.

	Table 1.  2002 values of imports from Canada and of total U.S. imports and exports, for Harmonized Tariff Schedule categories of commodities included in the proposed rule, million dollars
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	All listed categories
	2,263.48
	100.0%
	4,024.04
	56.2%
	2,860.00
	140.7%

	0102
	Bovine animals, live
	1,147.67
	50.7%
	1,448.21
	79.2%
	131.83
	1098.5%

	020130
	Meat of bovine animals, boneless, fresh/chilled
	837.57
	37.0%
	1,009.27
	83.0%
	1,315.78
	76.7%

	020120
	Meat, bovine cuts with bone in, fresh/chilled
	201.27
	8.9%
	208.05
	96.7%
	95.73
	217.3%

	020230
	Meat of bovine animals, boneless, frozen
	41.99
	1.9%
	1,275.71
	3.3%
	849.57
	150.2%

	020110
	Carcasses/half-carcasses, bovine animals, fresh/chilled
	12.63
	0.6%
	12.63
	100.0%
	14.28
	88.4%

	010410
	Sheep, live
	11.59
	0.5%
	11.60
	100.0%
	19.93
	58.2%

	020220
	Meat, bovine cuts with bone in, frozen
	2.41
	0.1%
	4.33
	55.7%
	251.30
	1.7%

	020621
	Tongues of bovine animals, edible, frozen
	2.15
	0.1%
	7.07
	30.4%
	85.59
	8.3%

	010420
	Goats, live
	0.79
	0.0%
	0.97
	81.5%
	1.27
	76.1%

	3503004000
	Inedible gelatin & animal glue valued >= 88 cents per kg
	0.49
	0.0%
	3.80
	12.9%
	(1)
	 

	020210
	Carcasses/half-carcasses of bovine animals, frozen
	0.37
	0.0%
	0.49
	76.1%
	8.16
	6.0%

	020622
	Livers of bovine animals, edible, frozen
	0.30
	0.0%
	0.64
	46.7%
	64.23
	1.0%

	0208902000
	Deer meat & edible offal, fresh/chilled or frozen
	0.14
	0.0%
	11.03
	1.3%
	(1)
	 

	3503002000
	Inedible gelatin & animal glue valued < 88 cents per kg
	0.06
	0.0%
	0.79
	7.6%
	(1)
	 

	020410
	Carcasses and half-carcasses of lamb fresh/chilled
	0.03
	0.0%
	4.82
	0.6%
	0.60
	803.7%

	3503005550
	Gelatin and gelatin derivatives; isinglass; other glues
	0.02
	0.0%
	1.70
	1.2%
	(1)
	 

	 
	of animal origin, except casein glues of heading 3501
	 
	 
	 
	 
	 
	 

	020450
	Meat of goats, fresh/chilled or frozen
	0.00
	0.0%
	14.16
	0.0%
	0.13
	11328.8%

	Source: U.S. Census Bureau, as reported in the World Trade Atlas.
	
	
	
	
	
	

	Note: This table includes some commodities not included in the propose rule, due to limited specificity in the Harmonized Tariff Schedule.  Also, fresh/chilled bovine tongues and 

	livers, commodities included in the proposed rule, are not specified in the available data. 
	
	
	
	
	
	

	(1) For these commodities, export categories do not match the import categories.
	
	
	
	
	
	


Notwithstanding these discrepancies, table 1 shows the relative importance of ruminant and ruminant product imports from Canada that would be allowed to resume.  Cattle imports and beef imports that could be reestablished were each valued at about $1 billion in 2002.
  Together, they comprised 99 percent of the commodities, by value, that would be allowed entry under the proposed rule.  Reestablished cattle and beef imports are therefore given greatest attention in the analysis.

Effects for slaughter cattle and feeder cattle markets are analyzed separately.  Beef is modeled as a single aggregated commodity, a decision that rests largely on data limitations.  We do not know the percentage of beef produced by the United States that ends up as boneless as opposed to products with bone, or the percentage of either category that is sold chilled rather than frozen.  Imported beef enters the U.S. market at various points, depending on the stage of processing, and is purchased by vertically integrated firms, packers, wholesalers, and even retailers.  By modeling beef as a single commodity, quantity approximations used in the analysis are considered less tenuous than they would be otherwise.  A more disaggregated approach would imply a greater understanding of the composition of beef sales than can be obtained.
The Model and Data 

The economic model used to evaluate effects of reestablished imports from Canada and possible U.S. export losses is a net trade partial price equilibrium welfare model.
   Net trade is defined as the absolute value of the difference between exports and imports.  Partial price equilibrium means that the model results are based on maintaining a commodity-price equilibrium in a limited portion of an overall economy.  Economic sectors not explicitly included in the model are assumed to have a negligible influence on the model results.  Welfare model means that changes in consumers’ willingness to pay for commodities beyond their actual price (a measure of utility known as consumer surplus) and in producers’ revenue beyond their variable costs (a measure of returns to fixed investment known as producer surplus) are estimated by the model, yielding net benefits or losses to society.  The methodology is consistent with requirements of the Office of Management and Budget for cost-benefit analysis of Federal programs (OMB Circular A-94).
Application of the model in this analysis tells us the effects of additional supplies of slaughter cattle, feeder cattle, and beef to U.S. markets, due to reestablished imports from Canada and due to the possibility of U.S. exports being refused by other countries.
  The additional quantities of cattle and beef would cause prices to fall.  The model allows us to estimate price declines, and the increases in consumption and decreases in production/supply that would occur in response to the fall in prices.  Welfare gains for consumers and losses for producers/suppliers (changes in consumer and producer surplus) result in net benefit and loss estimates.

Since May of this year, U.S. producers/suppliers of ruminants and ruminant products have benefited from high price levels at least partly attributable to the ban on imports from Canada.  Estimated price declines for producers/suppliers and consumers/buyers of slaughter cattle, feeder cattle, and beef largely reflect a return to the more normal market conditions that prevailed before Canada’s BSE discovery.  

Data from 2002 (and for some prices, more recent data) are used in the analysis.  While data averaged over a period of years may provide better long-term indicators, use of 2002 data allows us to base the analysis on more recent market conditions.  For example, during the 12-year period, 1991-2002, annual cattle imports from Canada averaged about 1.2 million head.  In 2002, they reached nearly 1.7 million head.
  The latter quantity is considered a more relevant base for examining impacts of reestablished cattle imports.
On the other hand, there have been noteworthy developments in the U.S. cattle and beef markets since last year.  Ongoing production and marketing adjustments in the United States, Canada, and other countries—first in response to the ban and second in response to the allowance for entry of certain commodities by permit—act to continually alter cattle and beef supplies and prices.  Such adjustments have included increased shipments to slaughter by U.S. producers, finishing and slaughter in Canada of feeder cattle that otherwise would have been shipped to the United States, conversion of beef with bone to boneless cuts in Canada so that the meat can enter the United States under permit, and an increase in the rate of beef imports from Australia and New Zealand (both countries are already meeting their import quotas).  By relying largely on 2002 data, the analysis does not take into account supply responses and other adjustments that have occurred and are occurring in the marketplace this year.
  Nonetheless, the estimated price impacts and net welfare changes are considered a valid depiction of expected effects of the proposed rule.

Boneless Beef Imports by Permit   
On August 8, 2003, USDA Secretary Veneman announced that certain ruminant-derived products would be allowed to enter from Canada under APHIS Veterinary Services permit.
  The decision was based on a review of international standards set by the International Office of Epizootics (OIE); an exhaustive epidemiological investigation into the BSE case by Canada, during which no other animals were found to be infected; and additional risk-mitigating measures put in place by Canada in response to a review of their investigation by an independent expert panel.  

The most important commodity that can enter by permit that is also included in the proposed rule is boneless bovine meat from cattle less than 30 months.
  Commodities of lesser importance that are also included in the proposed rule are veal from calves less than 36 weeks, bovine livers, boneless meat from sheep and goats less than 12 months, meat from farm-raised cervids, hunter-harvested wild ruminant products, and meat from wild-harvested caribou and musk ox.

Boneless beef and other commodities allowed to enter under permit are just beginning to be shipped.  We do not know whether quantities that enter under permit will reach levels that prevailed prior to the ban.  This uncertainty is acknowledged by using two different import levels.  The first analysis assumes that boneless beef imports from Canada under permit will reach 2002 levels; the effect of the proposed rule with respect to beef would be in reestablishing beef with bone and whole/half carcass imports.  The second analysis assumes that no boneless beef is imported under permit, and all beef imports from Canada would be reestablished because of the proposed rule.  The two analyses are hypothetical extremes that provide a lower bound and an upper bound of possible impacts.
The Issue for U.S. Exports

The United States prohibits ruminant imports from BSE-affected regions.  Under the proposed rule, the United States would recognize Canada as a minimal-risk region for BSE, under which ruminant imports could resume.  

U.S. ruminant and ruminant product exports would be placed in jeopardy, if importing countries do not agree that the factors considered and risk mitigations required justify the United States’ categorization of a region as one of minimal risk, that is, provide a sufficient safeguard against the risk of BSE introduction.  Since Canada is the only region APHIS proposes to list in the minimal-risk category at this time, this analysis will also focus only on Canada.  Economic effects on U.S. ruminant and ruminant product export markets are analyzed, assuming that many of our major markets could be lost because of the proposed rule and its inclusion of Canada as a minimal-risk category.

Alternatives to the Rule  

Alternatives to the proposed rule would be (i) to leave the regulations unchanged, that is, continue to prohibit entry of ruminants and most ruminant products from regions of minimal BSE risk (other than products allowed entry under permit), or (ii) to allow the commodities to enter from such regions without the age restrictions or other risk mitigations set forth in the proposed rule.  The alternatives are discussed in terms of Canada.
By maintaining current import restrictions, estimated net benefits of reestablishing slaughter cattle, feeder cattle, and beef imports from Canada would not be realized.  Continuation of the status quo would also eliminate any possibility of adverse effects for U.S. exports.  

Concerning the second alternative, the proposed age requirements and other risk mitigations are based on the known epidemiology of BSE.  Without these mitigations, importation of ruminants and ruminant products (other than those allowed entry by permit) would expose the United States to greater risk of BSE introduction.  

A BSE discovery in the United States would have economic consequences similar to those that have occurred in Canada and elsewhere.  Losses would take the form of lowered demand, closed export markets, animal depopulations, and increased government expenditures for disease management and compensation for depopulated livestock
  Tens of thousands of jobs with total earnings in the hundreds of millions of dollars could be threatened by the loss of export markets due to a discovery of BSE.  
Since BSE has been linked to variant Creutzfield-Jacob disease, one of the most important impacts of a BSE occurrence in the United States would be the potential loss of consumer confidence in the safety of the U.S. beef supply.  An incidence of BSE could result in a downward shift in demand for beef leading to lowered prices and production.  

USDA acknowledges a theoretical increased risk of BSE introduction into the United States because of this rule; however, we conclude in the risk analysis that accompanies this rule that, with the proposed mitigation measures, this risk is extremely small.
  If an introduction occurred, few if any additional animals would be infected.  It is highly unlikely that such an introduction would pose a major animal health or public health threat in the United States; regulations and practices in the United States are robust and would militate against human exposure or disease spread.
  
The proposed rule is considered preferable to either continuing to prohibit the entry of ruminants and certain ruminant products from a minimal risk region or allowing their entry unconditionally.  The factors considered and mitigations required in listing a region as one of minimal risk would make the likelihood of introduction of even one animal or product containing infectious levels of the BSE agent extremely small.  We believe that listing Canada as a minimal-risk region, together with the risk-mitigating measures that would be required, is a balanced, science-based response to Canada’s request that ruminant and certain ruminant product imports by the United States from Canada be allowed to resume.
2.  Effects of Reestablished Imports from Canada
This section has four parts, plus a concluding summary.  The first three parts consider effects of allowing slaughter cattle, feeder cattle, and beef imports from Canada to resume.  The fourth part looks at impacts of reestablishing imports of some of the less important commodities included in the proposed rule. 
Cattle for Slaughter


Commercial cattle slaughter during 2002 totaled 35.7 million head, of which 98.3 percent was federally inspected.
  Steers comprised 49.9 percent of the federally inspected slaughter, heifers 32.3 percent, dairy cows 7.4 percent, other cows 8.7 percent, and bulls 1.7 percent.  Since only cattle less than 30 months would be allowed entry from Canada, the base quantity of slaughtered cattle used in the analysis is the 82 percent of commercial slaughter that was steers and heifers, that is, 29.3 million head.  The number supplied by U.S. entities, 28.5 million head, is approximated by subtracting the slaughter steers and heifers imported from Canada in 2002.  They comprised 50 percent of cattle imports from Canada, or about 840,800 head.
  The baseline quantities and other information are shown in table 2.


Estimated changes in the number of cattle slaughtered in the United States, the number of slaughter cattle supplied domestically, and the price of slaughter cattle, due to reestablished imports from Canada, are shown in table 3.  There would be a fall in the price of $15.64 per head ($1.30 per 100 pounds).  This price decline would be accompanied by an increase of 336,350 head in the number of cattle slaughtered, and a decrease of 474,450 head in the number of slaughter cattle supplied by U.S. entities.





Table 2.  Baseline slaughter cattle information
	Price (dollars/head)1
	$938

	Annual number slaughtered (head)2
	29,302,300

	Annual number supplied by U.S. entities (head)3
	28,461,500

	Own price elasticity of demand4
	-0.75

	Own price elasticity of supply4
	0.60


1Based on a slaughter cattle price of $78.16 per 100 pounds, average price of choice steers for the first two quarters of 2003 (USDA, World Agricultural Supply and Demand Estimates, WASDE-401, August 12, 2003).  This price is used because the annual price for 2002, $67.04 per 100 pounds, would not adequately take into account recent price changes.  An average slaughter cattle weight of 1,200 pounds is assumed.  

2A total of 35,734,600 head of cattle were slaughtered commercially in 2002, of which 82 percent were steers and heifers, that is, cattle comparable to ones younger than 30 months that would be allowed entry from Canada (USDA NASS, “Livestock Slaughter, 2002 Summary,” Mt An 1-2-1(03), March 2003): 35,734,600 head x .82 = 29,302,342 head. 

3For the number of slaughter cattle supplied by U.S. entities, we subtract 50 percent of Canada’s cattle exports to the United States in 2002, that is, the percentage of steers and heifers imported for slaughter (1,681,618 head x .50 = 840,809 head): 29,302,342 head – 840,809 head = 28,461,533 head.  Given the average prices of non-purebred cattle exported by the United States in 2002 to Canada, $352 per head, and to Mexico, $662 per head, the number of slaughter cattle exported is assumed to be nil, and no export adjustment to supply is necessary.  

4Price elasticities of supply and demand are composite values based on estimates shown in Hahn, William F.  “An Annotated Bibliography of Recent Elasticity and Flexibility Estimates for Meat and Livestock,” ERS Staff Paper, Number 9611, July 1996.
Table 3.  Changes in the number of cattle slaughtered, the number of slaughter cattle supplied by U.S. entities, and the price of slaughter cattle, as a result of reestablished imports from Canada
	Assumed reestablished slaughter cattle imports from Canada (head)
	840,800

	Change in number slaughtered (head)
	366,350

	Change in number supplied by U.S. entities (head)
	(474,450)

	Change in the price of slaughter cattle (dollars per 1,200-pound animal)
	($15.64)



These changes translate into the welfare effects shown in table 4, with consumer surplus rising by $455.3 million for buyers of slaughter cattle, and producer surplus falling by $448.7 million for sellers of slaughter cattle, for an annual net benefit of $6.6 million.

Table 4.  Welfare effects and net trade benefit of reestablished slaughter cattle imports from Canada
	Assumed reestablished slaughter cattle imports from Canada (head)
	840,800

	Change in consumer surplus
	$455,317,000

	Change in producer surplus
	($448,744,000)

	Annual net benefit
	$6,573,000



A price decline resulting from reestablished slaughter cattle imports from Canada would benefit slaughtering establishments (as well as packers and other downstream businesses in the beef industry).  Whether a portion of this benefit would be realized by beef consumers would depend upon wholesale and retail margins and elasticities of demand.  The price decline would reduce incomes of domestic suppliers in competition with slaughter cattle imports from Canada.  The estimated price change is small, falling within expected variations of recent USDA price projections.
  A price decrease of $1.30 per 100 pounds would represent a decline of 1.7 percent.
Cattle on Feed

The number of cattle in feedlots in the United States during 2002 at any one time averaged 10.9 million head.
  We assume an average number of days on feed of 120 days, yielding a total of 32.7 million cattle on feed during the year.
  To arrive at the approximated number of cattle on feed supplied by U.S. entities, we subtract the number of cattle supplied to feedlots by Canada and Mexico.  Thirty percent of cattle imported from Canada in 2002, that is, about 504,500 head, were feeder cattle.
  All of the cattle imported from Mexico in 2002, about 816,500 head, were feeder cattle.
  The quantity of feeder cattle supplied by U.S. entities was therefore about 31.4 million head.  These quantities and the base price and elasticities of supply and demand are shown in table 5.


Reestablished feeder cattle imports from Canada totaling 504,500 head would affect the number of cattle fed in feedlots in the United States, the number of feeder cattle supplied by U.S. entities, and the price of feeder cattle, as shown in table 6.  There would be a fall in the price of feeder cattle of $5.77 per head (72 cents per 100 pounds).  This price decline would be accompanied by an increase of 221,318 head in the number of feeder cattle, and a decrease of 283,182 head in the number of cattle supplied to feedlots by U.S. entities.
  



Welfare effects implied by these changes are shown in table 7, with consumer surplus rising by $188.2 million for buyers of feeder cattle, and producer surplus falling by $182 million for sellers of feeder cattle, for an annual net benefit of $6.2 million.



A price decline resulting from reestablished feeder cattle imports from Canada would benefit the receiving feedlots.  The decline would also reduce incomes for domestic suppliers, such as stocker operations, in competition with importers of feeder cattle from Canada.  But the estimated effects are small.  A price decrease of 72 cents per 100 pounds would represent a decline of 0.9 percent. 
Table 5.  Baseline feeder cattle information

	Price (dollars/head)1
	$640

	Annual number fed at feedlots (head)2
	32,728,500

	Annual number supplied by U.S. entities (head)3
	31,407,600

	Own price elasticity of demand4
	-0.75

	Own price elasticity of supply4
	0.60


1Based on a feeder cattle price of $80.04 per 100 pounds (USDA, Livestock, Dairy, and Poultry Outlook, LDP-M-110, August 26, 2003, p. 21).  An average feeder cattle weight of 800 pounds is assumed.  

2The average number of cattle on feed, at feedlots having capacities greater than 1,000 head, on the first day of each month during 2002 was 10,909,500 head (USDA NASS, “Cattle on Feed,” monthly reports).  An average of 120 days on feed is assumed: (10,909,500 head on feed at any one time) x (three 120-day completed feedings per year) = 32,728,500 head fed at feedlots in one year.  

3To arrive at the number of feeder cattle supplied by U.S. entities to the domestic market, we subtract from the number at feedlots in one year those cattle supplied by Canada, 504,485 head (30 percent of 1,681,618), and cattle imports from Mexico, 816,460 head: 32,728,500 head – 1,320,945 head = 31,407,555 head.   

4Price elasticities of supply and demand are composite values based on estimates shown in Hahn, William F.  “An Annotated Bibliography of Recent Elasticity and Flexibility Estimates for Meat and Livestock,” ERS Staff Paper, Number 9611, July 1996.  

Table 6.  Changes in the number of cattle at feedlots, the number of feeder cattle supplied by U.S. entities, and the price of feeder cattle, as a result of reestablished imports from Canada
	Assumed reestablished feeder cattle imports from Canada (head)
	504,500

	Change in number at feedlots (head)
	221,318

	Change in number supplied by U.S. entities (head)
	(283,182)

	Change in the price of feeder cattle (dollars per 800-pound animal)
	($5.77)


Table 7.  Welfare effects and net trade benefit of reestablished feeder cattle imports from Canada
	Assumed reestablished feeder cattle imports from Canada (head)
	504,500

	Change in consumer surplus
	$188,220,000

	Change in producer surplus
	($182,053,000)

	Annual net benefit
	$6,167,000


Beef
As explained in the Introduction, beef is modeled as a single aggregate commodity, but two analyses are performed.  The first analysis assumes the amount of boneless beef imported by permit is equivalent to the amount of boneless beef imported in 2002.  The only reestablished beef imports attributable to the proposed rule would be beef with bone and whole/half carcasses (a lower bound for estimated effects).  The second analysis assumes no boneless beef is imported by permit, with the proposed rule resulting in the reestablishment of all beef imports from Canada (an upper bound of estimated effects).
In 2002, beef imports from Canada totaled 382,000 tons.  Seventy-eight percent, by weight, was boneless beef, and 22 percent was beef with bone and whole/half carcasses.  Thus, in the first analysis, the quantity used for reestablished imports from Canada is 84,000 tons, and the quantity used in the second analysis is 382,000 tons. 
The baseline information is the same for both analyses.  U.S. beef production in 2002 totaled 12,288,000 tons.
  For a baseline consumption quantity, we subtract U.S. exports, 823,000 tons, and add imports, 988,000 tons, for a total of 12,453,000 tons.  Imports are removed to arrive at the total amount supplied by U.S. entities, 11,465,000 tons.  These quantities, as well as the price elasticities of supply and demand are shown in table 8.

Table 8.  Baseline beef information, import effects
	Annual consumption (tons)1
	12,453,000

	Annual production for the U.S. market (tons)2
	11,465,000

	Own price elasticity of demand3
	-0.85

	Own price elasticity of supply3
	0.80


1Production minus exports plus imports, based on 2002 production data from WASDE-401-29, and 2002 trade data from the U.S. Census Bureau, as reported by the World Trade Atlas (12,288,000 tons – 823,000 tons + 988,000 tons = 12,453,000 tons).

2Production minus exports (12,288,000 tons – 823,000 tons = 11,465,000 tons).

3Price elasticities of supply and demand are composite values based on estimates shown in Hahn, William F.  “An Annotated Bibliography of Recent Elasticity and Flexibility Estimates for Meat and Livestock,” ERS Staff Paper, Number 9611, July 1996.
Prices of choice beef have been on a record-setting pace since February 2003.
  Retail prices averaged a record $3.64 per pound in the second quarter of this year, due to poor winter weather and sharply lower slaughter weights.  The ban on Canadian imports has made a tight supply situation even tighter.  Given these conditions, impacts of reestablished beef imports are analyzed using two base prices, $3.00 and $3.50 per pound.  Beef prices at the retail level vary by cut and grade.  The assumed price levels are lower than current prices for choice-grade beef because they take into account lower-priced cuts.  
Analysis assuming the amount of boneless beef entering under permit equals the amount that entered in 2002.  Reestablished beef imports from Canada of 84,000 tons (beef with bone and whole/half carcasses only) would have effects as shown in table 9.  There would be a fall in the price of beef of 1.1 cents per pound, assuming a price of $3.00 per pound, accompanied by an increase in consumption of about 40,300 tons and a decrease in production of about 43,700 tons.  When a price of $3.50 per pound is assumed, a price decline of 1.3 cents per pound is estimated.

Table 9.  Changes in U.S. beef production, consumption, and price, as a result of reestablished beef imports from Canada, only beef with bone and whole/half carcasses assumed to be affected
	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reestablished  beef imports from Canada (tons)
	84,000
	84,000

	Change in U.S. consumption (tons)
	40,324
	40,324

	Change in U.S. production for domestic consumption (tons)
	(43,676)
	(43,676)

	Change in the price of beef (cents per pound)
	(1.1 cents)
	(1.3 cents)




These market changes translate into the welfare effects shown in table 10.  For $3.00 per pound and $3.50 per pound beef, respectively, consumer surplus would rise by about $313 million and $365 million, and producer surplus would fall by about $289 million and $338 million, for annual net benefits of about $23.8 million and $27.8 million.
Analysis assuming no entry of boneless beef under permit.  Reestablished beef imports from Canada of 382,000 tons would affect the quantity of beef consumed in the United States, the quantity produced by U.S. entities for the domestic market, and the price of beef, as shown in table 11.  There would be a fall in the price of beef of 5.2 cents per pound, assuming a price of $3.00 per pound, accompanied by an increase in consumption of about 183,400 tons and a decrease in production of about 198,600 tons.  When a price of $3.50 per pound is assumed, a price decline of 6.1 cents per pound is estimated.
Table 10.  Welfare effects and net trade benefits of reestablished beef imports from Canada, only beef with bone and whole/half carcasses assumed to be affected
	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reestablished beef imports from Canada (tons)
	84,000
	84,000

	Change in consumer surplus
	$313,260,000
	$365,455,000

	Change in producer surplus
	($289,425,000)
	($337,648,000)

	Annual net benefit
	$23,835,000
	$27,807,000


Table 11.  Changes in U.S. beef production, consumption, and price, as a result of reestablished beef imports from Canada, all beef assumed to be affected
	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reestablished  beef imports from Canada (tons)
	382,000
	382,000

	Change in U.S. consumption (tons)
	183,378
	183,378

	Change in U.S. production for domestic consumption (tons)
	(198,622)
	(198,622)

	Change in the price of beef (cents per pound)
	(5.2 cents)
	(6.1 cents)




These market changes translate into the welfare effects shown in table 12.  For $3.00 per pound and $3.50 per pound beef, respectively, consumer surplus would rise by about $1.42 billion and $1.65 billion, and producer surplus would fall by about $1.33 billion and $1.55 billion, for annual net welfare benefits of about $91.3 million and $106.5 million.

Table 12.  Welfare effects and net trade benefits of reestablished beef imports from Canada, all beef assumed to be affected
	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reestablished beef imports from Canada (tons)
	382,000
	382,000

	Change in consumer surplus
	$1,416,390,000
	$1,652,383,000

	Change in producer surplus
	($1,325,068,000)
	($1,545,845,000)

	Annual net benefit
	$91,322,000
	$106,538,000


As with reestablished imports of slaughter and feeder cattle, expected price declines due to reestablished beef imports from Canada would not be large.  The price declines would range from 1.1 cents to 5.2 cents per pound and from 1.3 cents to 6.1 cents per pound for assumed beef price levels of $3.00 and $3.50 per pound, respectively, depending on the extent to which boneless beef imports from Canada would be affected by the proposed rule.  The largest of these estimated price declines represents less than a 2 percent decrease in price.  
Other Products


Cattle and beef imports from Canada in 2002 comprised 99 percent of the value of commodities that would be allowed entry under the proposed rule.  Here, U.S. imports and markets for some of the other commodities that would be allowed entry are described.  For none of the commodities would reestablishment of imports from Canada have a large effect for U.S. businesses or consumers.


 Sheep and goats.  Of 139,162 sheep imported by the United States in 2002, 139,161 entered from Canada (one sheep was imported from New Zealand for breeding purposes).  The sheep from Canada had an average value of $83 per head, a price that implies that they were principally lambs for slaughter.  We can assume that nearly all sheep imported from Canada before the ban were lambs less than 12 months shipped directly to slaughter.


In 2002, there were 3,092,000 head of sheep slaughtered under federal inspection, of which 2,944,000 head (95 percent) were lambs and yearlings.
  Thus, imports from Canada supplied about 4.7 percent of slaughtered lambs.
  Reinstatement of lamb imports from Canada under the proposed rule would increase the supply, benefiting buyers through downward pressure on prices while increasing the competition for U.S. producers.  An increase of less than 5 percent in the number of slaughter lambs is not expected to greatly affect these parties. 


There were 11,874 goats imported by the United States in 2002, of which 9,948 head (84 percent) were supplied by Canada.  Goats slaughtered at federally inspected slaughtering establishments in 2002 numbered 595,501 head.
  Thus, goat imports from Canada were equivalent to less than 2 percent of the total number slaughtered.  While reestablished goat imports from Canada would exert downward pressure on prices, the impact for affected parties would not be large. 

Sheep and goat meat.  The value of lamb carcasses imported by the United States in 2002 was $4.8 million.  The value of lamb carcasses supplied by Canada was $31,000, or about 0.6 percent of the total.  Over 99 percent of lamb carcasses imported by the United States in 2002 were supplied by Australia.  Sheep meat other than lamb carcasses imported by the United States in 2002 was valued at $258.5 million, of which only 0.03 percent ($73,000) was supplied by Canada.  Nearly all sheep meat other than lamb carcasses comes from Australia and New Zealand.  Goat meat was not imported from Canada in 2002.

The value of lambs slaughtered in the United States in 2002 was about $287 million.
  U.S. produced sheep and lamb meat would be worth still more, given the value gained in the progression from live animal to retail cuts.  When the sizable imports from Australia and New Zealand are added to domestic production, it is evident that reinstated imports from Canada of lamb carcasses and other sheep meat, having a total value of $104,000 in 2002, would have a small effect on the U.S. supply of these commodities. 

Farmed cervid meat and cervids for immediate slaughter.  In 2002, the United States imported deer meat valued at $138,000, all of which was supplied by Canada.  In the United States, there are about 150,000 elk on 2,300 farms, valued at $375 million, and about 550,000 deer on 11,000 farms, with a value greater than $900 million.
  Elk and deer are farmed for breeding stock, velvet antler, meat, and sales to game parks and exhibits.
  Elk and deer meat, or venison, is a low-fat, low-cholesterol product that is marketed primarily to gourmet restaurants.
The value of U.S. produced cervid meat is not known.  However, given that the estimated value of U.S. farmed elk and deer inventories exceeds $1.2 billion, imports of cervid meat from Canada under the proposed rule in amounts comparable in value to the 2002 imports are not expected to have a large effect on the U.S. supply of venison.    
Bovine tongues and livers.  Imports of frozen bovine tongues and livers by the United States in 2002 were worth $7.07 million and $643,000, respectively.
  The share of imports supplied by Canada was 30 percent for tongues (valued at $2.15 million) and 47 percent for livers ($300,000).  U.S. exports of these commodities significantly outweigh imports.  Frozen bovine tongues exported in 2002 were worth $85.6 million (12 times the value of imports), and frozen bovine liver exports were worth $64.2 million (nearly 100 times the value of imports).  Given these import and export values, reestablishment of bovine tongue and liver imports from Canada would have a small effect on the U.S. market for these commodities.  
Summary
Slaughter cattle, feeder cattle, and beef would be the main commodities affected by resumption of ruminant and ruminant product imports from Canada.  The additional supplies would cause prices to fall, benefiting consumers/buyers and causing losses for producers/suppliers.  Welfare gains for consumers/buyers and losses for producers/suppliers are estimated and net benefits and losses determined.
Reestablished slaughter cattle imports from Canada of 840,800 head would result in a price decline of $1.30 per 100 pounds.  This price decline would be accompanied by an increase of 336,350 head in the number of cattle slaughtered, and a decrease of 474,450 head in the number of slaughter cattle supplied by U.S. entities.  These changes translate into an increase in consumer surplus of $455.3 million for buyers of slaughter cattle, and a decrease in producer surplus of $448.7 million for sellers of slaughter cattle, for an annual net benefit of $6.6 million.
Whether a portion of this benefit would be realized by beef consumers would depend upon wholesale and retail margins and elasticities of demand.  The decline would reduce incomes of domestic suppliers who would be competing with slaughter cattle imports from Canada.  The estimated price change is small, falling within expected price variations set forth in recent USDA projections.  A price decrease of $1.30 per 100 pounds would represent a decline of 1.7 percent.


Reestablished feeder cattle imports from Canada totaling 504,500 head would result in a price decline of 72 cents per 100 pounds.  This fall in price would be accompanied by an increase of 221,318 head in the number of cattle fed, and a decrease of about 283,182 head in the number of cattle supplied to feedlots by U.S. entities.  Consumer surplus would rise by $188.2 million for buyers of feeder cattle, and producer surplus would fall by $182 million for sellers of feeder cattle, for an annual net benefit of $6.2 million.


A price decline resulting from reestablished feeder cattle imports from Canada would benefit the receiving feedlots.  The decline would also reduce incomes for domestic suppliers,such as stocker operations, in competition with importers of feeder cattle from Canada.  The estimated effects are small.  A price decrease of 72 cents per 100 pounds would represent a decline of 0.9 percent.


Effects of reestablished beef imports from Canada would depend upon the level of boneless beef that enters under permit.  We consider the hypothetical cases of boneless beef imports under permit equaling the quantity imported during 2002 and no boneless beef imported under permit, thereby setting lower and upper bounds of possible impacts.  For beef prices of $3.00 and $3.50 per pound, respectively, annual net benefits of established beef imports would be $23.8 million and $27.8 million (only beef with bone and whole/half carcass imports assumed to be reestablished due to the proposed rule), and $91.3 million and $106.5 million (all beef imports assumed to be reestablished due to the proposed rule).


As with reestablished imports of slaughter and feeder cattle, expected price declines due to reestablished beef imports from Canada would be small.  In the first case, price declines of 1.1 cents and 1.3 cents per pound are estimated for assumed beef prices of $3.00 and $3.50 per pound, respectively.  In the second case, price declines of 5.2 cents and 6.1 cents per pound are estimated.  Even in the latter analysis (all reestablished beef imports from Canada attributable to the proposed rule), the price declines represent less than a 2 percent fall in price.


Other, more minor commodities that would be allowed entry under the proposed rule and for which we have trade data are sheep, goats, and farmed cervids; meat from these ruminants;
and bovine tongues and livers.  In all cases, reestablished imports from Canada would have small effects on the U.S. supply of these commodities and the welfare of U.S. entities.
3.  Effects of Possible Loss of U.S. Export Markets 


In this section, we consider effects if other countries were to refuse U.S. ruminant and ruminant product exports due to the proposed rule.  As explained in the Introduction, U.S. ruminant and ruminant product exports would be placed in jeopardy, if importing countries do not agree that the factors considered and risk mitigations required justify the United States’ categorization of a region as one of minimal risk, that is, provide a sufficient safeguard against the risk of BSE introduction.  Economic effects on U.S. ruminant and ruminant product export markets are analyzed, assuming that many of our major markets could be lost because of the proposed rule and its inclusion of Canada as a minimal-risk category.  First, U.S. exports that could be adversely affected are described.  We then estimate the net welfare losses that could occur.


U.S. ruminant and ruminant product exports to Canada and Mexico would not be jeopardized by the proposed rule.  Exports to these two countries can therefore be excluded from the analysis.  Since nearly all U.S. cattle exports are to Canada and Mexico, we can also limit the analysis to possible effects for beef exports.
  

The principal countries importing U.S. beef in 2002 are shown in table 13.  Canada and Mexico together imported 35.6 percent.  Removing these exports from consideration leaves about 64 percent of U.S. beef exports that could be affected by the proposed rule.  About 56 percent of U.S. beef exports (over 87 percent, excluding shipments to Canada and Mexico) were sold to Japan and Korea.  Given the predominance of these two countries among importers of U.S. beef, the analysis is performed for two levels of export reduction: 32 percent of 2002 exports, or 263,360 tons (loss of one-half of export markets other than Canada and Mexico), and 64 percent, or 546,720 tons (loss of all export markets other than Canada and Mexico).
  For each of these assumed levels of export reduction, impacts are estimated using the same beef prices as in section 2, $3.00 and $3.50 per pound.       

Table 13.  Destinations of U.S. beef exports, 2002, by quantity

	
	U.S. Beef Exports (kilograms)
	Percentage of Total U.S. Beef Exports

	
	Fresh/chilled
	Frozen
	Total
	

	Japan
	123,823,363
	126,094,225
	249,917,588
	30.4%

	Mexico
	202,046,272
	24,538,462
	226,584,734
	27.5%

	Korea
	17,233,962
	194,001,446
	211,235,408
	25.7%

	Canada
	60,297,244
	6,527,913
	66,825,157
	8.1%

	Hong Kong
	2,109,589
	17,116,374
	19,225,963
	2.3%

	Taiwan
	3,570,226
	10,408,109
	13,978,335
	1.7%

	China
	2,626,458
	3,253,289
	5,879,747
	0.7%

	Other
	6,326,581
	22,972,396
	29,298,977
	3.6%

	Total
	418,033,695
	404,912,214
	822,945,909
	100.0%


Source: U.S. Census Bureau, as reported in the World Trade Atlas. 

The baseline information used in the analysis is shown in table 14.  In this version of the model, consumption does not include imports, but production includes exports (see footnote 5).  U.S. beef exports refused by other countries are assumed to be redirected to the U.S. domestic market.  

Table 14.  Baseline beef information, export effects

	Annual U.S. consumption (tons)1
	11,465,000

	Annual U.S. production (tons)2
	12,288,000

	Own price elasticity of demand3
	-0.85

	Own price elasticity of supply3
	0.80


1Production minus exports, based on 2002 production data from WASDE-401-29, and 2002 trade data from the U.S. Census Bureau, as reported by the World Trade Atlas: 12,288,000 tons – 823,000 tons = 11,465,000 tons.

2Based on 2002 production data from WASDE-401-29. 

3Price elasticities of supply and demand are composite values based on estimates shown in Hahn, William F.  “An Annotated Bibliography of Recent Elasticity and Flexibility Estimates for Meat and Livestock,” ERS Staff Paper, Number 9611, July 1996.
A reduction of U.S. beef exports by 32 percent, and redirection of this quantity to the U.S. market would have effects as shown in table 15.  There would be a fall in the price of beef of 3.6 cents per pound, assuming a price of $3.00 per pound, accompanied by an increase in consumption of 116,483 tons and a decrease in production of 146,877 tons.  When a price of $3.50 per pound is assumed, a price decline of 4.2 cents per pound is estimated by the model.
Table 15.  Changes in U.S. beef production, consumption, and price, as a result of a reduction in U.S. exports by 32 percent and redirection of this beef to the U.S. market 

	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reduction in U.S. beef exports (tons)
	263,360
	263,360

	Change in U.S. consumption (tons)
	116,483
	116,483

	Change in U.S. production for domestic consumption (tons)
	(146,877)
	(146,877)

	Change in the price of beef (cents per pound)
	(3.6 cents)
	(4.2 cents)




These market changes would cause the welfare effects shown in table 16.  For $3.00 and $3.50 per pound beef, respectively, consumer surplus would rise by about $911 million and $1.06 billion, and producer surplus would fall by about $966 million and $1.13 billion, for annual net losses of about $54.7 million and $63.8 million.


When the assumed reductions in U.S. beef exports is doubled to 64 percent of 2002 exports, the effects increase correspondingly, as shown in tables 17 and 18.  The price of beef would decline by 7.2 cents per pound, assuming a price of $3.00 per pound, accompanied by an increase in beef consumption of 232,967 tons and a decrease in U.S. beef production of 293,753 tons.  When a price of $3.50 per pound is assumed, a price decline of 8.4 cents per pound is estimated.  For $3.00 and $3.50 per pound beef, respectively, consumer surplus would rise by about $1.83 billion and $2.14 billion, and producer surplus would fall by about $1.92 billion and $2.24 billion, for annual net losses of about $88.5 million and $103.2 million.
Table 16.  Welfare effects and net trade losses of a reduction in U.S. exports by 32 percent and redirection of this beef to the U.S. market

	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reduction in U.S. beef exports (tons)
	263,360
	263,360

	Change in consumer surplus
	$910,983,000
	$1,062,767,000

	Change in producer surplus
	($965,636,000)
	($1,126,526,000)

	Annual net benefit
	($54,653,000)
	($63,759,000)


Table 17.  Changes in U.S. beef production, consumption, and price, as a result of a reduction in U.S. exports by 64 percent and redirection of this beef to the U.S. market 
	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reduction in U.S. beef exports (tons)
	546,720
	546,720

	Change in U.S. consumption (tons)
	232,967
	232,967

	Change in U.S. production for domestic consumption (tons)
	(293,753)
	(293,753)

	Change in the price of beef (cents per pound)
	(7.2 cents)
	(8.4 cents)


Table 18.  Welfare effects and net trade losses of a reduction in U.S. exports by 64 percent and redirection of this beef to the U.S. market
	
	$3.00 per Pound Beef
	$3.50 per Pound Beef

	Assumed reduction in U.S. beef exports (tons)
	546,720
	546,720

	Change in consumer surplus
	$1,831,174,000
	$2,136,278,000

	Change in producer surplus
	($1,919,660,000)
	($2,239,507,000)

	Annual net benefit
	($88,486,000)
	($103,229,000)



In sum, loss of one-half of U.S. beef export markets other than Canada and Mexico and redirection of the beef to the U.S. market would result in annual net welfare losses of about $54.7 million and $63.8 million, for beef prices of $3.00 and $3.50 per pound, respectively.  The associated declines in price would be 3.6 cents and 4.2 cents per pound.  The effects if all beef export markets other than Canada and Mexico were to close would be annual net losses of about $88.5 million and $103.2 million for the two beef price levels, with decreases in price of 7.2 cents and 8.4 cents per pound.  As explained, these effects would occur if the countries to which the United States exports beef refused its entry because of the proposed rule. 

4.  Effects for Small Entities 
As a part of the rulemaking process, APHIS evaluates whether proposed regulations are likely to have a significant economic impact on a substantial number of small entities.  The proposed resumption of imports from Canada would increase the quantity of ruminants and ruminant products in the United States.  Slaughter cattle, feeder cattle, and beef would be the principal commodities affected.  Entry of slaughter cattle (and slaughter sheep and goats) would directly benefit U.S. slaughtering establishments, entry of feeder cattle (and feeder sheep and goats) would benefit feedlots, and entry of beef and other edible bovine products (and sheep and goat meat) would benefit U.S. meat and meat product wholesalers and packers.  These imports would also increase the competition for U.S. suppliers of these commodities.
The main industries that would be affected by the proposed rule are composed predominantly of small entities, as shown in the last column of table 19.  Notwithstanding this prevalence of small entities, the concentrated structure of these industries is acknowledged.  For example, in the U.S. meatpacking industry, four firms handle nearly 80 percent of all steer and heifer slaughter.

As described in section 2, imports from Canada that would be reestablished under the proposed rule are expected to have varying effects on ruminant or ruminant product markets, with prices and producer/supplier surpluses declining because of the additional supply of the commodities and consumer/buyer surpluses increasing.  Reestablishment of imports from Canada (but not the possible loss of U.S. export markets) would be a return to the normal trade conditions that existed prior to the discovery of BSE in Canada.  Since May of this year, U.S. producers/suppliers of ruminants and ruminant products have benefited from high price levels at 
Table 19.  Small entity representation in industries that would be affected by the proposed rule, 1997
	Industry (NAICS code)1
	SBA Size standard
	Total Number of Establishments
	Number within Size Standard
	Percentage of Establishments that  are Small Entities

	Animal (except Poultry) Slaughtering (311611)
	≤ 500 employees
	1,393
	1,329
	95.4%

	Meat Processed from Carcasses (311612)
	≤ 500 employees
	1,297
	1,268
	97.8%

	Rendering & Meat Byproduct Processing (311613)
	≤ 500 employees
	240
	240
	100.0%

	Meat & Meat Product Merchant Wholesalers (424470)
	≤ 100 employees
	3,393 
	2,919
	86.0%

	Cattle Feedlots (112112)
	≤ $1,500,000 annual receipts
	43,469
	> 41,7412 


	>  96.0%

	Beef cattle ranching and farming (112111)
	≤ $750,000 annual receipts
	656,181
	> 549,6173 
	> 83.8%

	Sheep & Goat Farming (1124)
	≤ $750,000 annual receipts
	29,938
	> 29,7904
	> 99.5%


Sources: U.S. Census Bureau, 1997 Economic Census, and USDA, 1997 Census of Agriculture.
1 North American Industrial Classification System (NAICS)

2 The 1997 Census of Agriculture size categories combine firms with sales of $1,000,000 to $2,499,999.  Thus, data for businesses with sales only up to $1.5 million is not available.

3 The 1997 Census of Agriculture size categories combine firms with sales of $500,000 to $999,999.  Thus, data for businesses with sales only up to $750,000 is not available.

4 The 1997 Census of Agriculture size categories combine firms with sales of $500,000 to $999,999.  Thus, data for businesses with sales only up to $750,000 is not available.

least partly attributable to the ban on imports from Canada.  By the same token, buyers of slaughter cattle, feeder cattle, and beef would benefit from price declines (slaughter cattle, 1.7 percent; feeder cattle, 0.9 percent; and beef, less than 2 percent) resulting from the reestablishment of these imports.
  Effects from the loss of U.S. beef export markets and subsequent industry contractions, if importing countries were to refuse entry of U.S. beef because of the reestablishment of imports from Canada, would harm small as well as large entities.  This outcome could occur, even though BSE has never been discovered in the United States, if countries importing U.S. beef do not agree with USDA that the factors considered and mitigations required for a region’s inclusion in the proposed minimal-risk category provide a sufficient safeguard against the introduction of BSE. 

Beyond the welfare gains and losses and price declines that have been described generally, we do not have data that would allow a comprehensive analysis of potential economic effects on small entities.  We invite comments that can help us better determine the number and kind of small entities that would benefit or incur costs from implementation of the proposed rule.     

	Appendix A.  Commodities that would be allowed to enter and required risk mitigations 

	Commodity
	Required Risk Mitigations

	Live Ruminants

	Bovines for immediate slaughter 
	The bovines are less than 30 months of age and are moved directly as a group from the port of entry to a recognized slaughtering establishment for immediate slaughter as a group (within 2 weeks of the date of entry).  The bovines are not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The bovines are accompanied by a certificate issued by a full-time salaried veterinary officer of the national government of the region of origin, or issued by a veterinarian designated or accredited by the national government of the region of origin and endorsed by a full-time salaried veterinary officer of the national government of the region of origin, representing that the veterinarian issuing the certificate was authorized to do so, that certifies the above conditions have been met.

The bovines are moved as a group from the port of entry to the slaughtering establishment in conveyances sealed at the port of entry with seals of the United States Government, which are broken only at the slaughtering establishment by a USDA representative, and the shipment is accompanied by an APHIS Veterinary Services (VS) Form 17-33, Animals Imported for Immediate Slaughter.  At the slaughtering establishment, the bovines are slaughtered as a group and each animal’s intestines are removed.  The intestines removed from the bovines are disposed of in a manner approved by the Administrator as adequate to ensure the materials are not fed to ruminants.

	Bovines moved to a designated feedlot and then to slaughter
	The bovines are not known to have been fed ruminant protein, other than milk protein, during their lifetime and are less than 30 months of age when imported into the United States.  The inside of one ear on each animal is permanently and legibly tattooed with letters identifying the exporting country.  The bovines are accompanied by authorized official certification, as described above, that the above conditions have been met.  The bovines are moved directly from the port of entry as a group to the designated feedlot and the shipment is accompanied by an APHIS Form VS 1-27, Permit for Movement of Restricted Animals.  The bovines are moved directly from the designated feedlot to a recognized slaughtering establishment for slaughter, where each animal’s intestines are removed.  The shipment is accompanied by APHIS Form VS 1-27.  The intestines removed from the bovines are disposed of in a manner approved by the Administrator as adequate to ensure the materials are not fed to ruminants.  The bovines are under 30 months of age when slaughtered.

	Sheep or goats for immediate slaughter
	The sheep or goats are less than 12 months of age at the time of importation.  The sheep or goats are not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The sheep or goats are accompanied by authorized official certification, as described above, that the above conditions have been met.  The sheep or goats are moved directly from the port of entry as a group to a recognized slaughtering establishment in conveyances sealed at the port of entry with seals of the United States Government, which are broken only at the slaughtering establishment by a USDA representative, and must be slaughtered as a group.  The shipment is accompanied by an APHIS Form VS 17-33.

	Sheep or goats moved to a designated feedlot and then to slaughter
	The sheep and goats are not known to have been fed ruminant protein, other than milk protein, during their lifetime and are less than 12 months of age at the time of importation into the United States.  The inside of one ear on each animal is permanently and legibly tattooed with letters identifying the exporting country.  The sheep or goats are accompanied by authorized official certification, as described above, that the above conditions have been met.  The sheep or goats are moved directly from the port of entry as a group to a designated feedlot and the shipment is accompanied by an APHIS Form VS 1-27.  The sheep or goats are moved directly from the designated feedlot to a recognized slaughtering establishment for slaughter.  The shipment is accompanied by APHIS Form VS 1-27.  The sheep or goats are less than 12 months of age when slaughtered.

	Cervids for immediate slaughter
	The cervids were members of a herd in which surveillance for transmissible spongiform encephalopathies (TSE’s) was conducted by appropriate authorities according to national standards or standards of the region itself if the region is a jurisdiction that has effective oversight of normal animal movements into, out of, or within the region and that, in association with national authorities if necessary, has the responsibility for controlling animal disease locally.  The herd is not known to have been infected with or exposed to a TSE.  The cervids were born after the implementation of a ban on feeding of ruminant protein to ruminants.  The cervids were not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The cervids are accompanied by authorized official certification, as described above, that the above conditions have been met.  The cervids are moved from the port of entry as a group directly to a recognized slaughtering establishment in conveyances sealed at the port of entry with seals of the United States Government, which are broken only at the slaughtering establishment by a USDA representative.  The cervids must be slaughtered as a group.  The shipment is accompanied by an APHIS Form VS 17-33.

	Ruminant Products and Byproducts

	Fresh (chilled or frozen) meat from bovines
	The meat is fresh (chilled or frozen) meat from bovines less than 30 months old at the time of slaughter that are not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The bovines from which the meat is derived were slaughtered in a slaughtering establishment that slaughters only bovines less than 30 months of age or complies with a segregation process approved by the national veterinary authority of the region of origin and the Administrator as adequate to prevent contamination or commingling of the meat with products not eligible for importation into the United States.  The intestines of the bovines were removed at slaughter.  The product qualifies as meat according to the definition of meat set forth in USDA’s Food Safety and Inspection Service’s (FSIS) regulations at 9 CFR 301.2.  The shipment is accompanied by authorized official certification, as described above, that the above conditions have been met.

	Fresh (chilled or frozen) whole or half carcasses of bovines
	The products are fresh (chilled or frozen) whole or half carcasses derived from bovines that were less than 30 months of age when slaughtered and that are not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The bovines from which the carcasses are derived were slaughtered in a slaughtering establishment that slaughters only bovines less than 30 months of age or complies with a segregation process approved by the national veterinary authority of the region of origin and the Administrator as adequate to prevent contamination or commingling with products not eligible for importation into the United States.  The intestines of the bovines were removed at slaughter.  The shipment is accompanied by authorized official certification that the above conditions have been met.

	Fresh (chilled or frozen) bovine liver
	Fresh (chilled or frozen) bovine liver would be allowed, provided the product is combined with no other product, is derived from bovines for which no air-injected stunning process was used at slaughter, and is accompanied by authorized official certification that the above conditions have been met.  (The liver, because of its anatomical location and size of its blood vessels, is the organ that could potentially receive emboli or tissue fragments distributed in the animal due to the use of an air-injected stunning process.) 

	Fresh (chilled or frozen) bovine tongues
	The tongues are derived from bovines that were born after the implementation of an effective feed ban.  The bovines are not known to have been fed ruminant protein, other than milk protein, during their lifetime. The tonsils of the bovines were removed at slaughter.

The tongues are accompanied by authorized official certification that the above conditions have been met.

	Fresh (chilled or frozen) meat of sheep or goats or other ovines or caprines
	The product is fresh (chilled or frozen) meat from sheep or goats or other ovines or caprines less than 12 months of age at the time of slaughter that are not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The animals from which the meat is derived were slaughtered in a slaughtering establishment that slaughters only sheep and/or goats or other ovines or caprines less than 12 months of age or complies with a segregation process approved by the national veterinary authority of the region of origin and the Administrator as adequate to prevent contamination or commingling of the meat with products not eligible for importation into the United States.  The product qualifies as meat according to the definition of meat set forth in USDA’s Food Safety and Inspection Service’s (FSIS) regulations at 9 CFR 301.2.  The shipment is accompanied by authorized official certification that the above conditions have been met.

	Fresh (chilled or frozen) carcasses of ovines or caprines
	The carcasses are derived from ovines or caprines that were less than 12 months old when slaughtered and that are not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The ovines or caprines from which the carcasses were derived were slaughtered in a slaughtering establishment that slaughters only ovines and/or caprines less than 12 months of age or complies with a segregation process approved by the national veterinary authority of the region of origin and the Administrator as adequate to prevent contamination or commingling of the carcasses with products not eligible for importation into the United States.  The carcasses are accompanied by authorized official certification that the above conditions have been met.

	Hunter-harvested wild ruminant products
	The product is meat or a dressed (eviscerated and the head is removed) carcass of a wild sheep, goat, cervid, or other ruminant.  The meat or dressed carcass is intended for personal use and the hunter provides proof to the U.S. Customs and Border Protection official that the animal was a legally harvested wild (not ranched) animal.  Such proof will include the hunting license, tag, or equivalent.

The game and wildlife service of the jurisdiction where the ruminant was harvested has informed the Administrator either that the jurisdiction either: (1) Conducts no type of game feeding program, or (2) has complied with and continues to comply with, the ban on the feeding of ruminant protein to ruminants in the BSE minimal-risk region.

	Fresh (chilled or frozen) meat of cervids either farm-raised or harvested on a game farm or similar facility


	The product is fresh (chilled or frozen) meat derived from cervids that were born after an effective feed ban was implemented, that were not known to have been fed ruminant protein, other than milk protein, during their lifetime, and that were members of herd not known to be infected with or exposed to a transmissible spongiform encephalopathy.  If the product is ground meat or sausage, it was derived either from all cervine meat or from cervine with nonruminant meat.  The shipment is accompanied by authorized official certification that the above conditions have been met.

	Fresh (chilled or frozen) meat from wild-harvested caribou, musk ox, or other cervids
	The meat is from wild caribou, musk ox, or other cervids harvested within a jurisdiction specified by the Administrator for which the game and wildlife service has informed the Administrator either that the jurisdiction either: (1) Conducts no type of game feeding program, or (2) has complied with and continues to comply with, the ban on the feeding of ruminant protein to ruminants in the BSE minimal-risk region.  The cervids from which the meat is derived were either slaughtered in a slaughtering establishment that slaughters cervids eligible for entry into the United States or complies with a segregation process approved by the national veterinary authority of the region of origin and the Administrator as adequate to prevent contamination or commingling of the meat with products not eligible for importation into the United States.  The shipment is accompanied by authorized official certification that the above conditions have been met.  (This meat differs from the meat described above under the heading “Hunter-harvested wild ruminant products” in that, although it is hunter-harvested, it is done so on a larger scale for commercial sale.)

	Gelatin
	Gelatin would be allowed from bones of bovines that were less than 30 months of age when slaughtered and that are not known to have been fed ruminant protein, other than milk protein, during their lifetime, provided the shipment is accompanied by authorized official certification that these conditions have been met.

	Tallow


	The tallow is composed of less than 0.15 percent protein.  The tallow was derived from bovines less than 30 months of age when slaughtered, that were born after the region of origin implemented an effective ban on the feeding of ruminant protein to ruminants, and that were not known to have been fed ruminant protein, other than milk protein, during their lifetime.  The tallow is not derived from an animal that died otherwise than by slaughter.  The intestines were removed from each animal at slaughter.  The shipment of tallow to the United States is accompanied by authorized official certification that the above conditions have been met.

	Cervine offal


	The offal was derived from cervids that were born after the feed ban, that were not known to have been fed ruminant protein, other than milk protein, during their lifetime, and that were members of a herd not known to be infected with or exposed to a transmissible spongiform encephalopathy.  The shipment of offal to the United States is accompanied by authorized official certification that the above conditions have been met.


� There is also a possibility that in rare cases, mother to offspring transmission may occur, but this is unconfirmed.  There is no evidence that BSE is transmitted directly from animal to animal.


� Federal Register, Vol. 68, 31939-31940, May 29, 2003.  Ruminant products that are not known to transmit BSE and are therefore eligible for entry include milk, milk products, ruminant hides, ruminant hide-derived products, and ruminant semen and embryos (under certain conditions).


� The $1 billion values are general approximations.  As noted, cattle imported that were greater than 30 months of age would need to be subtracted from the 2002 import total.  They comprised about 20 percent of imports in 2002, although their average value would have been lower than that of younger cattle.  Combining the fresh/chilled and frozen HS categories, the 2002 import values for boneless beef, bone with bone, and bovine carcasses/half carcasses were about $880 million, $204 million, and $13 million, respectively.  These amounts would need to be reduced by the value of products derived from cattle slaughtered at greater than 30 months of age.   


� The model is described in Forsythe, Kenneth, “Baseline Analysis System Technical Documentation,” APHIS VS CEAH, February 14, 1997.  


� Effects of reestablished imports from Canada in section 2 are examined using an “imports” version of the model, and an “exports” version is used to analyze effects of possible U.S. export reductions in section 3.  The difference between the two versions in terms of base quantities produced and consumed by the United States can be described using a simple numerical example.  Assume the following quantities: production, 12; consumption, 13; imports, 2; and exports, 1.  For the imports version, production would equal 11 and consumption would equal 13.  The portion of production that is exported is separated from the model.  For the exports version, production would equal 12 and consumption would equal 11.  The portion of consumption provided by imports is kept separate.  Impacts of reestablished imports are modeled using base quantities that existed prior to the ban, that is, with Canadian imports included in consumption.  We estimate impacts of prohibiting entry of the commodities from Canada and then use the negative of the results as estimates of impacts of reestablished imports.  Impacts of possible loss of U.S. export markets are estimated as a straightforward elimination of exports.


� U.S. Census Bureau, as reported by the World Trade Atlas.  This source is used for all trade data unless otherwise indicated.   


� For example, cattle prices have surged.  The benchmark price for Nebraska choice steers reached a record-high $90.23 per 100 pounds on September 10, 2003, eclipsing the previous record set in March 1993 (Joe Glauber, USDA Office of the Chief Economist, personal communication).  Prior to the import ban, choice steer prices had been averaging between the mid-$70s and about $81 per 100 pounds, and in 2002 they averaged $67.04 per 100 pounds.


� For certain commercial ruminant products, “United States Veterinary Permit for Importation and Transportation of Controlled Material.”  For certain wild ruminants hunter-harvested for personal use, “Veterinary Services Special Permit for the Importation of Hunter-Harvested Wild Ruminant Meat.” 


� A list of the products can be found at � HYPERLINK "http://www.usda.gov/news/releases/2003/08/qa0281.htm" ��www.usda.gov/news/releases/2003/08/qa0281.htm�.





� An analysis of this issue was conducted by APHIS’ Centers for Epidemiology and Animal Health (CEAH), in cooperation with USDA’s Economic Research Service (ERS), using a multi-sector, multi-region model (Green, John W. and Jennifer L. Grannis, “Economic Impact of Alternative Management Strategies for Regulating Canadian Ruminant/Product Imports,” APHIS CEAH, n.d.).  The question was posed: What would be the annual impact on the U.S. economy if U.S. restrictions on Canadian ruminant products are relaxed and U.S. trading partners respond by imposing restrictions on U.S. exports of these same products?  U.S. ruminant and ruminant product exports to four countries, Japan, Mexico, South Korea, and China were the focus in the analysis.  The economic model provided estimates of direct impacts for U.S. exporters and indirect impacts for other U.S. entities.  If these export markets were lost because of reestablishing imports from Canada, annual direct losses were estimated to be $3.1 billion.  As the authors of the study note, ruminants and ruminant products that otherwise would have been exported would be added to U.S. storage and distribution channels.  Production of ruminant livestock in the United States would be reduced if export markets did not reopen, and contraction of the livestock and meat industries would result in annual indirect impacts estimated at $2.5 billion.
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