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pecalie How Are They Related?

Department of
Agricultural and

Resource Economics Overview
Cooperative Extension Two controversial issues currently facing the beef industry are the proposed National
Service

Animal Identification System (NAIS) and the 2002 Farm Bill’s Country-of-Origin
g?llisziiﬁysmc Labeling (COOL) provision. The relationship between the proposed NAIS and COOL
Fort Collins, CO programs is often misunderstood. This fact sheet describes the COOL program and how
wendy.umberger@ it relates to the NAIS. While the goals of these two programs are difterent, the NAIS will
colostate.cdu likely be complementary to the COOL program. However, because the mandatory

COOL program statute states that the U.S. Secretary of Agriculture cannot require an

individual animal identification program for implementation, mandatory COOL would

not be able to supply the detailed traceback information that an individual animal identifi-
cation system would provide. To understand how the two programs are related, this fact
sheet first provides an overview of the COOL program, followed by a discussion of the
controversy related to COOL and a review of the estimated costs versus benefits of

COOL. This is followed by a synopsis of the differing and complementary aspects of

COOL and the NAIS.

What is COOL?
%E A‘ﬁl/:rskfgﬂ fgggsl;%ee After being debated for several years, mandatory COOL was approved as Subtitle D
3 of the Farm Security and Rural Investment Act of 2002 (2002 Farm Bill). The COOL
provision amends the Agricultural Marketing Act of 1946 and requires that “... a retailer
s LM Ic of'a covered commodity shall inform consumers, at the final point of sale of the covered
S Livestock Merkuing commodity to consumers, of the country of origin of the covered commodity” (USDA/
o AMS, 2002a). Covered commodities include ground and muscle cuts of beef, pork, and
lamb, farm-raised and wild fish and shellfish, peanuts, and all perishable fruits and

Western Center for vegetables. The provision prohibits the U.S. Secretary of Agriculture from
e Risk Management . . . . . . .
Education mandating an animal identification (ID) program for verification of coun-

try-of-origin; however, self-certification by suppliers is not sufficient.
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Based on the 2002 Farm Bill statute,
COOL is only a marketing program adminis-
tered by the USDA Agricultural Marketing
Service (USDA/AMS). Because this is a
labeling program, the Act does not change the
inspection processes and standards for United
States and imported meat products currently
provided by the USDA Food Safety and
Inspection Service, nor does it change who
can supply meat products in the U.S. market
(Peel et al., 2003). As the Act states, COOL
simply provides information to consumers
regarding the country-of-origin of certain
food products.

The COOL Debate

Since 1999, COOL has been a topic of
discussion at most national and regional beef
producer meetings. The relatively low domes-
tic cattle prices and increasing imports of
Canadian and Mexican cattle during the late
1990s prompted beef producers in some
regions of the United States to consider
adding foreign-produced livestock products to
the list of imported products that must be
labeled with country of origin (Brester and
Smith, 2000).

The beef industry has been and continues
to be split over whether a mandatory COOL
law (versus a voluntary set of guidelines)
would be beneficial to the beef industry. A
number of arguments exist, both in favor and
against a mandatory COOL law. Producer-
proponents of COOL believe that labeling
would provide U.S. producers the opportunity
to create a competitive, differentiated product
market for U.S. beef. Producers in favor of
COOL reason that U.S. consumers would

select U.S. beef products, thus increasing the
market share of U.S. beef relative to imported
beef.

Labeling advocates also contend that
consumers have a “right to know” where their
food products originate. They argue that U.S.
consumers know where their cars and clothes
are produced, therefore, they should have the
same information for their food. After all,
they assert, food is a consumer good that has
the ability to impact consumers’ health after
consumption. In addition to consumers’
“right to know,” some proponents claim that
COOL would provide consumers with in-
creased food safety assurance. COOL sup-
porters have increasingly used this food safety
argument after the May 2003 single Canadian
case of Bovine Spongiform Encephalopathy
(BSE, commonly called Mad-Cow Disease)
and the December 2003 Washington state
isolated BSE case in the United States.

Opponents of the law believe that COOL
would be too difficult and costly to imple-
ment. A 2000 U.S. congressional study
determined that the potential costs associated
with implementation of a COOL system
would outweigh the benefits due to co-
mingling of imported beef with domestic beef
products. Challengers of the labeling law
believe these costs would ultimately be passed
on to the consumer. This could potentially
have a negative impact on beef demand if
consumers shift their consumption away from
beef and to competing meat products such as
poultry, which is exempt from the 2002
COOL requirements. Further, labeling
adversaries argue that consumers may develop
a taste for international, imported food prod-
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ucts (as it happened with Japanese cars in the
1980s), resulting in reduction of the U.S.
market share for beef (Loureiro and
Umberger, 2003).

Additionally, other adversaries of COOL
are concerned that the label is a non-tariff
trade barrier and U.S. meat exports could
suffer a significant reduction as a result of
COOL. For example, government officials
from major beef trading partners such as
Australia, Canada, and Mexico have argued
that COOL is a non-tariff trade barrier;
therefore, the law may violate World Trade
Organization (WTO) and North American
Free Trade Agreement (NAFTA) agreements.
Finally, opponents of mandatory COOL argue
that the beef market is consumer-driven, that
there is no evidence of consumer demand for
mandatory COOL, and if there were evidence,
major firms would be voluntarily labeling
country-of-origin.

Current Controversies Related to
the 2002 Farm Bill’'s COOL Program
The controversy over COOL became even
more intense after the 2002 Act was written
and passed and the USDA /AMS promulgated
their regulations for COOL. Many of the
current concerns about COOL stem from
how the law was written in the 2002 Farm
Bill. Both proponents and opponents of
mandatory COOL are calling the law, as
written, the “law of unintended conse-
quences” (Umberger et al., 2003a). The
products and institutions exempt from the
COOL regulations trouble proponents of
COOL. Processed food products, poultry and
dairy products, food service establishments

(hotels and restaurants, cafeterias), and retail-
ers with less than $230,000 per year in fruit
and vegetable sales are all exempt from the
mandatory COOL law. Many argue that these
exemptions produce an unfair advantage for
the poultry sector and put the beef'and pork
industries at a competitive cost disadvantage.
Furthermore, a large share of the beef con-
sumed in the United States will not be labeled,
due to the fact that approximately 40% of beef
in the United States is sold through the hotel
and restaurant sector, which is exempt. Many
have asked why some meat products and food
establishments are exempt if consumers have a
“right to know.”

Other concerns have been raised regarding
the labeling requirements of the 2002 Act.
The COOL law explicitly states that only
animals born, raised, and slaughtered /pro-
cessed in the United States qualify for a
United States country-of-origin label; how-
ever, the law does not provide regulations for
labeling imported, mixed-origin or blended
products. Both imported beef meat and live
animals contribute to the U.S. beef supply. In
2002, 35.7 million head of cattle and calves
were slaughtered in the United States. Ap-
proximately 7% of these animals were im-
ported as either live feeder or fed cattle. Beef
from these animals would be subject to
“mixed-origin” labeling. Consumers’ per-
ceived quality of beet from “mixed-origin”
cattle likely differs depending upon the origin.
Approximately 32% of the total live cattle
imported into the United States (2.24% of the
total U.S. supply of cattle) came from Mexico
as feeder cattle in 2002 (500 to 700 pound
animals). About 50% of the total live cattle
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imports originate from Canada as cattle
weighing over 700 pounds, and another 8.8%
of the live cattle come from Canada as feeder
cattle weighing between 500 and 700 pounds
(Livestock Marketing Information Center,
2003; ERS, 2003).

In addition to live cattle imports, in 2002
approximately 18.9% of the 27.1 billion
pound U.S. beet supply was from imported
beef products (muscle cuts or beef trimmings
rather than live animals). In 2002 the four
largest importers of beet into the United
States were Australia (35%), Canada (34%),
New Zealand (19%), and Brazil (6%) (Live-
stock Marketing Information Center, 2003;
ERS, 2003). Beef products imported from
Australia, New Zealand, and Brazil are typi-
cally trimmings or ground beef, and are
blended with U.S. beef products to create
leaner products and would fall into the
“blended-origin” category, while beef from
Canada is typically higher value table cuts such
as steaks and roasts and would tend to fall into
the “mixed-origin” category of COOL, which
is explained below.

Under the current USDA/AMS COOL
guidelines (released in October of 2003),
imported beef products from cattle produced
entirely (born, raised, and processed) in any
country other than the United States would
be labeled as “Imported from Country X.”
However, “blended-origin” meat products
such as hamburger, which may contain meat
products from multiple countries, would
contain a label indicating in alphabetical order
the different countries of origin of the meat.
Additionally, under these 2003 labeling
guidelines, meat produced from “mixed-

origin” animals such as a feeder calf imported
into the United States from a country such as
Mexico and finished in a U.S. feedlot would
be labeled as “From Animals Born in Mexico,
Raised and Processed in the U.S.A.” (USDA/
AMS, 2003). Both labeling proponents and
opponents have argued that labeling meat
with “blended-origin” or “mixed-origin”
would only confuse consumers.

Using these current USDA labeling
guidelines for United States, imported,
blended-origin, and mixed-origin product and
the 2002 estimates of imports of live cattle
and beef, about 88.7% of the higher valued
steaks and roasts would be labeled as “U.S.
Born, Raised, and Processed,” 4.7% would be
labeled as “Product of Canada,” and the
remaining 6.6% would contain a label indicat-
ing the beef was from mixed origin.

What Costs are Associated with
cooL?

Several studies have attempted to examine
the costs associated with COOL. The esti-
mated costs vary widely due to the necessary
use of assumptions and speculation over how
COOL will actually be implemented. There
are three direct cost categories brought about
by mandatory COOL: 1) the cost of preserv-
ing the identity of the animal, 2) the cost of
labeling the products, and 3) compliance
costs. In their initial estimated costs of federal
COOL requirements, the USDA /AMS
estimated that it would cost the industry $1.9
billion in the first year to develop the required
record-keeping system (USDA/AMS, 2002b).
This study only evaluated the record-keeping

requirements of COOL and did not study
X #S
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other cost aspects such as potential changes in
markets. A September 2003 General Ac-
counting Office (GAO) study found that the
USDA/AMS’s estimated $1.9 billion first-year
record-keeping costs of COOL were question-
able in four areas: 1) not all record-keeping
would be a new burden, 2) fewer businesses
(than the original USDA/AMS estimate)
would actually need to keep records, 3) the
number of hours required for record-keeping
is uncertain (and possibly higher than origi-
nally estimated), and 4) the actual cost per
hour of developing and maintaining a system
is likely lower than original USDA/AMS
estimates. The GAO report concluded that
while some costs are lower than initially
estimated, the USDA /AMS underestimated
other costs.

A study submitted to the USDA/AMS in
April 2003 by Sparks Companies, Inc. and
Cattle Buyers Weekly (CBW) provided esti-
mates of the cost of COOL for each segment
of the meat industry that mandatory COOL
would affect. For the beef industry, the costs
range from $4.88 /head for the cow-calf
producer, $3.75 -5.75 /head for the feedlot,
$15-18 /head for the packer/processor and
$23/head for the retailer. In total the Sparks-
CBW study estimates the total cost of manda-
tory COOL will be approximately $0.10 per
pound of beef, assuming that 8 billion pounds
of beef from 35 million head of cattle are sold
in the United States annually. Furthermore,
according to the Sparks-CBW study, the sum
of these estimated costs ranges from $1.5
billion to $1.7 billion annually. The Sparks-
CBW cost study also estimated the cost of
COOL to be $0.075 per pound for pork and

similar amounts for fish and seafood. Based
on the Sparks-CBW cost estimates, the beet
industry would be at a competitive cost
disadvantage to the pork and seafood indus-
tries. Several other studies have attempted to
estimate the costs of COOL to the livestock
industry (Davis, 2003; Hayes and Meyer,
2003; Krissoft et al., 2004; USDA /AMS,
2002b and 2003; VanSickle et al., 2003).
These cost estimates vary extensively, ranging
from millions to billions of dollars annually for
the meat industry.

Are There Benefits from COOL?

Consumers may value knowing the coun-
try-of-origin of a food product; however, they
cannot identify the country-of-origin through
experience, consumption, or visual inspection
of the product. Therefore, country-of-origin
is considered to be a credence attribute because
truthful labeling of the attribute is the only
method that enables consumers to search for
and to experience the characteristic by choos-
ing products labeled with their preferred
country of origin (Caswell and Mojduszka,
1996). Typically, firms will voluntarily label a
food product if the private benefits from
doing so exceed the costs; however, there are
only a few beef firms that are voluntarily
labeling country-of-origin. Thus, if consum-
ers truly value COOL and are not able to
make purchase decisions because firms are not
voluntarily providing the information to
consumers, the mandatory COOL policy may
be beneficial to consumers. A mandatory
COOL program would be an appropriate
policy tool if the following conditions are
present: asymmetric information exists,
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country-of-origin increases demand for the
product, and the disclosure of possible nega-
tive quality attributes does not exceed the
benefits. In credence attribute markets, there
is typically asymmetric information between
the producers, processors, retailers, and
consumers of the product. What is not readily
apparent is whether or not COOL would
increase demand for beet (Golan et al., 2000).

As mentioned earlier, proponents of
COOL believe that it would increase demand
for beef because consumers believe U.S. beet
is higher quality and safer than imported beef;
thus, consumers would choose U.S. products
over imported products. COOL would
increase demand 1) if the same quantity of
U.S. meat products sold at a higher price, 2) if
a larger quantity of U.S. beef sold at the same
price, or 3) if both the price and quantity of
beef sold increased. Therefore, in order to
understand how demand might change, one
needs to examine whether or not consumers
would be willing to pay a premium for
COOL.

Two recent studies assess consumers’
willingness to pay (WTP) for COOL. The
results vary depending upon population
studied and the methods used to elicit WTDP.
A supermarket survey of 243 Colorado con-
sumers was conducted during the spring of
2002 to assess if consumers were willing to
pay for a mandatory COOL program. The
study found that Colorado consumers would
be wiling to pay an average of 38% and 58%
more for “U.S. Certified Steak” and “U.S.
Certified Hamburger,” respectively (Loureiro
and Umberger, 2003). The second WTP
study on COOL was conducted in Chicago

and Denver during 2002 (Umberger et al.,
2003b). Sixty-nine percent of the consumers
were willing to pay a 19% premium for the
“U.S.A. Guaranteed” steak over an unlabeled,
generic steak. The most commonly men-
tioned reasons consumers preferred COOL of
beef included food safety concerns, prefer-
ences for labeling source and origin informa-
tion, a strong desire to support U.S. produc-
ers, and beliefs that U.S. beef was of higher
quality. It is important to note that these
studies used labels that were different from
those that would likely be used in the COOL
program.

While these results suggest a potential
premium for U.S.-labeled beef over unlabeled
beef, the premium would only exist in the
marketplace if the supply of U.S.-labeled beef
were less than the quantity demanded. In
typical years, approximately 89% of the steaks
and roasts and 75% of the beef trimmings sold
in the United States are of U.S. origin (Plain
and Grimes, 2003). Therefore, if only 69% of
the consumers are willing to pay a premium
for U.S. beef (Umberger et al., 2003b),
premiums for U.S. beef would not exist
because supply would exceed quantity de-
manded. Furthermore, because mandatory
COOL requires that only retail meat has
labeling, the potential exists (possible market
incentive) for foreign-produced beef to be
channeled away from retail markets to the
hotel, restaurant, and institutional (HRI)
sector. Foreign-produced beef has been
perceived by some segments of consumers to
be less palatable than U.S. beef, and other
segments of consumers could either not tell a
difference in taste or preferred the foreign-
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raised beef (Umberger et al., 2002; Sitz et al.,
2003). Thus, the effects on beet demand due
to possible re-routing of mixed origin or
foreign-produced beef through the HRI
sector are not yet known. Regardless of
consumer-perceived quality differences be-
tween U.S. and non-U.S. beef, and if all non-
U.S. beef'is sold through the HRI sector
rather than retail outlets, 100% of the beef
sold in supermarkets would be labeled as a
“Product of the U.S.,” and inevitably there
would not be a premium for U.S. beef.

These results and discussion begin to
provide information on the complex question
of how demand would be changed due to
COOL. However, they do not compare the
costs to the benefits. The majority of eco-
nomic research shows little positive change in
demand from COOL and substantial increases
in costs. If estimated costs are anywhere close
to the actual costs of COOL, it appears that
there are few benefits to be gained from
COOL for the beef industry and many gains
for integrated poultry industry that will not be
required to participate in the COOL program
(Brester and Marsh, 2004; Lusk and Ander-
son, 2004). The ultimate benefits to consum-
ers will depend upon whether COOL increases
the quality and food safety of beet and if
consumers value the additional information
provided by COOL.

Issues Related to Verification of
COoOL

Aside from the concerns about actual
labeling requirements, there is also uncertainty
regarding how a mandatory COOL system
can be implemented in an auditable fashion.

As mentioned previously, the COOL legisla-
tion specifically prohibits the U.S. Secretary of
Agriculture from creating a mandatory animal
ID system to maintain an animal’s country-of-
origin. Due to the diverse resources and
structure of the cattle industry, most cattle
change ownership several times before reach-
ing the retailer. Moreover, while most of the
animals shipped into the United States from
Canada and Mexico are finished and processed
in the western and plains states of the United
States, sorting and mixing of imported animals
once they are in the United States may occur
several times as animals are moved from
stocker, backgrounder, and feedlot operations
(Shields and Mathews, 2003).

Without an individual animal ID system,
producers and processors handling both
imported and U.S. animals would have to
transport and pen non-certified U.S. animals
separately, and processors would have to
operate separate lines in order to maintain
source ID for possible audits. Maintaining
country-of-origin identity for each beef animal
is likely a costly and onerous task without
some form of an individual animal ID or
segregation system. While the USDA cannot
mandate an animal ID system for the purpose
of certifying and maintaining information
needed for a mandatory COOL program, the
law would allow someone else involved in the
supply chain (for example a retailer or proces-
sor) to require it from their supplier in order
to provide an auditable trail. Additionally, the
COOL regulation states that the U.S. Secre-
tary of Agriculture may require a “verifiable
record-keeping audit trail” to prove compli-
ance. Two alternative mechanisms, “segrega-
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tion” and “traceability,” would help with
implementation of an auditable mandatory
country-of-origin labeling system (Hayes and
Meyer, 2003).

Traceability involves the development of a
comprehensive animal ID or “traceback”
system permitting a meat product to be traced
from the end-consumer to the original animal
and farm. A traceability system would require
increased information sharing and additional
costs amongst all sectors of the supply chain:
retailers, wholesalers, packers, feedlot and
stocker operations, cow-calf producers, and
seedstock producers. Unless the system is
mandated and/or subsidized by the govern-
ment, livestock producers believe it is likely
that most of the costs associated with imple-
mentation of a traceability system would have
to be assumed by the U.S. livestock industry
and would impart a cost advantage to the
U.S.’s competitors in the export market
(Hayes and Meyer, 2003).

While the costs would likely be high, there
are potential long-run benefits from a trace-
able system such as increased food safety and
possible economic rents to producers from
branding their products. At least initially, the
NAIS will be a voluntary and technology-
neutral system. Several animal ID projects
funded or subsidized by the government are
currently being initiated to test the efficiency
of various ID technologies and data gathering
methods. Because it is not yet known what
technology will be used, and exactly how the
government will be involved in the NAIS, the
costs and the allocation of costs throughout
the beef and dairy industries are not yet
known.

Segregation could be a lower cost alternative
for producing U.S. meat than traceability;
however, COOL through segregation would
not enhance the ability to rapidly trace an animal
to its farm of origin. Segregation would involve
each participant in the marketing channel
verifying that a specific pen of cattle or batch of
product was of U.S. origin. Individual animal
identity would not need to be maintained. A
segregation system may not significantly impact
the cost of producing U.S. livestock products,
but it might substantially lower the price of
imported and mixed-origin products in the
market (Hayes and Meyer, 2003).

COOL Versus the NAIS

Some proponents of COOL believe that if
the United States had a mandatory COOL
policy in place at the time of the December
2003 BSE incident, then traceback of other
animals potentially connected to the Washing-
ton dairy cow would have been easier. This is
not likely due to one of the most controversial
aspects of the COOL program: the fact that
COOL does not provide any individual animal
traceback. In fact, as previously mentioned,
the law states that COOL cannot be used to
implement an individual animal tracking
system. The COOL system only allows ID of
a meat product’s country-of-origin by stage of
production: where the animal was born,
where it was raised, and where it was pro-
cessed. This is a form of food traceability, but
only to the extent that it provides country-
level information. Therefore, in the Decem-
ber 2003 case, meat from the affected dairy
cow (which was born in Canada, but raised
and processed in the United States) would
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have been labeled as “Born in Canada, Raised
and Processed in the United States.” Investi-
gators would have known that the animal was
born in Canada, but they would not necessar-
ily be able to trace it to the farm-of-origin.

The purpose of the NAIS is to provide live
animal traceability to accelerate trace-back
investigations in the cases of disease outbreaks
and to maintain animal health. The goal of
NAIS is to be able to trace animals to their
farm-of-origin (and all other premises and
animals with which the animal had contact
during its life cycle) within 48 hours. The
NAIS is based oft of the U.S. Animal Identifi-
cation Plan (www.usaip.info), which only
focuses on tracking animals from birth to
slaughter. Therefore, the public benefits of
the NAIS system include improved tracking of
animals and improved animal health.

The NAIS system does not enhance food
safety by itself, because it does not allow for
traceback once the animal reaches the process-
ing stage (currently, most meat products are
only traceable from the retailer back to the
processor by lot number). An individual
animal ID system such as the NAIS would
have assisted in tracking the herd mates of the
“index” cow involved in the December 2003
U.S. Mad Cow Disease case. Therefore, the
NAIS increases the surveillance capabilities
and feasibility of tracking animals involved in
animal health and disease occurrences by
recording animals’ origin and lifetime move-
ments. The NAIS would provide the neces-
sary documentation at the producer level for
COOL. However, because COOL is a retail-
level labeling program, the NAIS does little to
assist in identifying country-of-origin at the
processor or retailer level.

Summary

Both COOL and the NAIS will continue
to remain controversial programs. COOL is a
food-labeling program providing consumers
with information on the country-of-origin of
certain food products at the retail level. NAIS
is a live animal traceability program with the
objective of improving surveillance and
traceback of animal disease and health issues.
Neither COOL nor NAIS is a food safety
program. However, the NAIS substantially
increases the U.S. government’s ability to
respond to animal health and disease out-
breaks, thus helping to ensure the safety of
animals and meat products that could still
enter into the food supply chain. Additionally,
the NAIS would simplify implementation of
COOL at the producer level.

While implementation of the NAIS seems
certain, the future of a mandatory COOL
program is less certain. In January 2004,
Public Law 108-199 was signed into law,
postponing implementation of the mandatory
COOL program for all commodities except
wild and farm-raised fish and shellfish until
September 30, 2006 (USDA/AMS, 2004).
More recently, in June 2004, a voluntary
COOL bill was introduced to Congress.
Regardless of whether COOL becomes a
voluntary or mandatory program, the associ-
ated traceback costs of labeling country-ot-
origin are inevitable: the NAIS would comple-
ment either type of COOL program (voluntary
or mandatory) and would alleviate many of the
issues related to verification of COOL. The
distribution of costs and benefits from either
program will remain uncertain. Other factsheets
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