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FOREWORD







	Food safety and regulation of the food industry have been among the most topical issues in public debate in recent years. Such regulations entail both costs and benefits to consumers and the food system. To maintain or improve food safety, at minimum cost, increased attention has been paid to the form regulations take and the role of public versus private regulation. This paper highlights these issues with reference to the food safety regulations applied to fresh meat within the European Union and in particular the United Kingdom.

	This report was prepared by Dr. Spencer Henson, Centre for Food Economics Research (CeFER), Department of Agricultural and Food Economics, The University of Reading, UK, as input to the study on Regulatory Reform and the Agro-Food Sector, which was published in The OECD Report on Regulatory Reform, Volume I: Sectoral Studies.

	The Secretary-General has agreed to the derestriction of this report under his own responsibility as recommended by the Committee for Agriculture.
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COSTS AND BENEFITS OF FOOD SAFETY REGULATIONS:

FRESH MEAT HYGIENE STANDARDS IN THE UNITED KINGDOM

1.	Background

	The policy environment surrounding food safety regulation is currently in a state of flux.  On the one hand there is a seemingly never ending demand for regulation of the food system to protect public health.  On the other, there are concerns about the burden imposed on the food system by what are perceived to be overly onerous food safety regulations.  Reflecting attempts to solve this dichotomy, attention has turned to “good’’ food safety regulations rather than food safety regulations per se.  According to economists, a “good” regulation is one which achieves the intended outcome, in this case improved food safety, at minimum cost, that is it maximises the net benefit to society.

	The appropriate level of food safety regulation clearly depends on the prevailing level of risk to public health, but also decisions regarding the form regulations take and, more fundamentally, the role of public versus private regulation.  In many EU Member States new regulatory forms are developing which supplement and have even overtaken the requirements laid down by public food safety regulations.  Although regulatory forms of this type are based on the basis of private rather than public interest, the outcome in terms of the level of food safety which is achieved may be similar.

	This paper highlights these issues with reference to the food safety regulations applied to fresh meat within the European Union (EU) and certain Member States, in particular the UK.

2.	Institutional forms of food safety regulation

	The major focus of the food safety regulation debate has been the alternative substantive forms that regulations can take whilst the alternative institutional arrangements through which regulations may be implemented, monitored and enforced have been largely ignored.  Consequently, discussion of regulatory reform has been cast almost entirely in terms of the level of intervention by government rather than alternative institutional arrangements.

	The major institutional forms of food safety regulation are summarised in Figure 1.  Whilst public regulation in the form of direct government intervention, for example food safety standards, is the predominant form of food safety regulation, the role of private regulation should not be ignored.�.  Private regulation can take two forms: firstly market regulation whereby requirements are imposed on firms in the market by other more dominant firms with which they trade; and secondly self-regulation whereby an industry-level organisation sets and enforces rules and standards relating to the conduct of individual firms in the market.  In certain cases private regulation may be induced by particular forms of public regulation� whilst in others it may reflect the self-interests of individual dominant firms or the collective interests of all firms in the market.  Thus private regulation does not necessarily imply a complete substitution of market/self-regulation for control by government, indeed in certain cases it is the very threat of government action that induces private forms of regulation.

Figure 1.  Institutional forms of food safety regulation�



Institutional Arrangements��Public�Private��Direct Government Regulation�Market Regulation�Industry Self-Regulation��	There are three major factors which distinguish between public and private modes of regulation:

Motivation: Whereas public regulation is based fundamentally upon notions of the “public interest”, private regulation is based on private interest, or at least private interpretation of the public interest.

Responsibility: The implementation and enforcement of public regulation is the responsibility of public sector bodies, whether at the level of central or local government, whereas private regulation is implemented by the market itself or by dominant actors within the market.

Discretion in compliance: In the case of public regulation, firms must comply with the regulation or face prosecution or other enforcement action.  However, in the case of private regulation firms are not legally compelled to comply with the regulation, although in practice may have little choice but to comply given prevailing market forces.

	In recent years the fundamental role of the government in regulating markets has been questioned as part of a general discourse on the merits of deregulation.  The essence of this debate is that regulation imposes a burden on business, and thus reduces competitiveness and innovation, which is disproportionate to its objectives.  The concept of deregulation as employed in this debate is very simple: the abolition or simplification of Government regulations to allow markets to operate more freely.  For example, the UK Government has defined deregulation in its policy documents as follows:

“The amount of regulation which new and established firms face acts as a brake on enterprise and the wealth and job creating process. Deregulation means two things. First, freeing markets and increasing the opportunities for competition. Second, lifting administrative and legislative burdens which take time, energy and resources from fundamental business activity.”�

	Thus the basic elements of this debate are the level and form of government regulation with driving principles that the level of regulation should be minimised and regulatory forms adopted which impose the lowest possible costs on business given policy objectives. Further, implicit in demands for deregulation is a belief that private modes of regulation are more desirable than public modes of regulation in cases where both can be employed to achieve the same outcome.

2.1.	Public regulation of food safety

	Public regulation of food safety can take a number of forms (Figure 2) which differ in the degree to which they impede freedom of activity.  At one extreme, information measures require suppliers to disclose certain facts about their products, but do not otherwise restrict behaviour.  At the other, suppliers may require prior approval of a product from an official agency before being permitted to release it onto the market;  such approval will be based on pre-specified safety criteria.

	Food safety standards allow suppliers to release products onto the market without any prior control, but suppliers which fail to meet certain minimum safety standards commit an offence.  Food safety standards can take three main forms.  Target standards do not prescribe any specific safety standards for the supplier’s products or the processes by which they are produced, but impose criminal liability for pre-specified harmful consequences which arise from their products.  Performance standards require certain levels of safety to be achieved when the product is supplied, but leave suppliers free to choose the mechanisms through which they meet such conditions.  Specification standards are applied both to products (product standards) and the processes by which those products are made (process standards) and can take both positive or negative forms; either compelling products to contain particular ingredients or the use of particular production methods, or prohibiting the use of particular ingredients or production methods.

	In the case of food safety, government regulation normally takes the form of standards which generally correct market failures, in particular information deficiencies and externalities, more effectively than less interventionist measures, for example redress through private law and information disclosure requirements.

Figure 2.  Forms of government food safety regulation





Low�Degree of intervention

�

High��Information�Standards�Prior approval���Target�Performance�Specification���Source: Ogus (1994)

	Private law is generally not regarded as an effective mechanism for regulating food.  The courts are generally only able to act retrospectively to compensate an individual who has suffered harm.  Further, access to redress through private law is dependent on whether the victim has the resources required to gather evidence and obtain legal representation, and whether the defendant has the resources to compensate the victim.

	Similarly, the efficacy of mandatory disclosure of information, for example in the form of food safety warnings, is generally regarded as limited in the case of food safety.  Such mechanisms depend on the ability of consumers to process food safety information in an appropriate manner and to take action to avoid food-borne hazards.  Consequently, information tends to discriminate against consumers with poor educational attainment.  Further, information disclosure only influences the actions of those who have direct contact with a hazard rather than those affected as an externality to the action of others.�

	Public regulation is generally taken to be a “catch-all” term for government regulation, although this tends to mask the different administrative forms in which government regulations can be constituted:

Standards can be written into the formal regulatory code which governs the activity.  For example, a requirement that a product is produced using specified practices as part of an overall standard governing the composition of a product and how it is produced.

The regulatory code can contain a general principle to prevent certain outcomes.  This general principle may then be accompanied by guidelines as to how it should be interpreted in particular contexts.  For example, there may be a general principle that food offered for sale must be safe and of the quality demanded.

Power can be conferred on an agency to create formal differentiated standards for individual firms or groups of firms.  This normally works through a system of permits.  For example, a food manufacturer may require a licence before being permitted to trade.

The regulatory code can contain uniform standards detailing basic principles, but enforcement agencies have the power to impose differentiated more detailed standards on particular suppliers.  For example, there may be a basic principle that food offered for sale must be safe, but enforcement agencies are empowered to apply more precise standards governing how this will be achieved.

	These distinct institutional forms of public regulation differ in the discretion permitted suppliers in how the overall objective of the regulation is achieved and enforcement agencies in influencing the standards suppliers are required to comply with and how these are enforced.

	In the UK, regulation of food safety has traditionally relied on general target standards, the main provisions of which impose criminal liability on anyone who renders food intended for human consumption injurious to health.  Such liability extends to persons who offer for sale food which has been rendered injurious to health, is unfit for human consumption or is contaminated such that it would not be reasonable to expect it to be consumed by humans.  This approach gives enforcement agencies discretion in determining what is “injurious to health” or “unfit for human consumption”, thus enabling the standard to be adapted to individual circumstances.

	However, as foods have become subject to greater and an increasing variety of processes, the health risks associated with food have become more uncertain. As a result, the information costs to food suppliers and the costs of enforcement for government agencies have increased and there has been a tendency towards more detailed standards.  Consequently, alongside these general target standards there exist a wide range of specification and performance standards; these include horizontal standards covering parameters which are salient to all foods, for example basic principles of food hygiene, and vertical standards specific to particular food products, for example fresh meat.

	The bulk of national performance and specification standards have now been modified as part of the EU’s harmonisation process.  In the case of fresh meat, the prevailing standards are laid down by the Fresh Meat (Hygiene and Inspection) Regulations, 1995 which implement EU Directive 91/497/EEC.

	A major change in UK government policy towards food safety occurred with the Food Safety Act 1990 which has stimulated the growth of private food safety standards and which could herald a reduction in the level of intervention by government.  This conferred power on the government to issue Codes of Practice governing the Act and Regulations made under it.  These cover enforcement procedures and provide guidance to food suppliers on meeting the requirements of food safety standards issued under the Act.  For example, a code has been issued to provide guidance to enforcement agencies on the enforcement of the Meat Products (Hygiene) Regulations 1994 which laid down hygiene standards for the production of meat products in Great Britain.

	Previous to the Act, food safety standards invoked a so-called “warranty” defence whereby suppliers were required to show that the food did not enter into a state which contravened the standard while it was under their control.  Food that was purchased from others was deemed to be “warranted”, meaning that the seller assumed legal responsibility for ensuring that the food conformed to the standard at the time of sale.  This is the traditional basis of enforcement for food safety standards which is still widely applied across Europe.  However, the Food Safety Act 1990 provided for a new defence of “due diligence” against all food safety offences:

“a defence for the person charged to prove that he took all reasonable precautions and exercised all due diligence to avoid the commission of the offence by himself or by a person under his control”.



Where “due diligence” is defined as�:



“Such a measure of prudence, activity or assiduity, as is properly to be expected from, and ordinarily exercised by, a reasonable and prudent man under the particular circumstances; not measured  by any absolute standard but depending on the relative facts of the special case.”

	Under this defence, suppliers must demonstrate that they have been proactive; they have exercised “due diligence” in ensuring that the food they handle and any food obtained from upstream suppliers conforms to the standard.  This requires that the firm has a quality assurance system which is adequate given the products being produced, the nature and range of potential problems and the perceived and actual risks of failure.�  This provides for the possibility that a supplier subject to a food safety standard may escape liability if they are able to demonstrate that the precautions taken, while not conforming to the requirements of the standard, were adequate to meet the implicit goal of the standard.  Consequently, it may permit a supplier to implement alternative methods of meeting the objective of the standard, therefore affording flexibility to adapt the requirements according to the particular characteristics and circumstances of the supplier.

2.2.	Private regulation of food safety

	Private regulation of food safety can take two main forms.

Self-regulation: Standards adopted voluntarily which are set and enforced by a non-governmental industry body, for example a trade association.

Market regulation: Requirements imposed on food companies by the market.

	In most cases such forms of regulation are not substitutes for government action, but co-exist with public regulation.  Indeed, in certain cases private regulation is a response by markets to the threat of government action.  The key characteristic of private regulation is that the primary responsibility for formulation and enforcement of the standards rests with a private agency, for example a trade association or dominant player in the market, rather than a government agency.  However, this does not necessary imply that firms operating in the market have greater freedom to choose whether to comply with the standards than is the case with public regulation.  The pressure on firms to comply due to market forces can be just as great as the threat of legal action by government enforcement agencies.

2.2.1.	Self-regulation

	Internationally, the most widely applied form of self-regulation is ISO 9000 certification.  The International Standards Organisation (ISO) based in Geneva, develops standards which represent voluntary principles of good practice.  The ISO 9000 series of standards detail internationally accepted procedures and guidelines to maintain a consistent quality in product design, production, installation and servicing, and practices for certification:

“ISO 9000 is a set of standards for quality management systems ... for ensuring the continued operation of the whole process, from purchasing of material to final delivery of finished goods to a quality management standard.”�

	These standards are not intended to replace produce safety or other regulatory requirements, but specify those elements that quality management systems must have to produce final products that consistently meet the required specification.  ISO certification then involves a third party certifying that these aspects of a firm’s quality management system is in accordance with the principles laid down by the standard.

	The key benefit of ISO 9000 certification is the increased understanding of the whole quality system it offers.  The focus here is on system quality rather than the quality of the end product, thus although there are similarities between the management systems required by the ISO 9000 standards and HACCP-based food safety systems, ISO 9000 certification in no way ensures that a firm produces a safe food.  Rather, the aim of such management systems is to ensure that the firm achieves what it set out to do.  Thus it is as important that the parameters of the production process conform to accepted good hygiene practice, as it is that an ISO 9000 type management system is in place.  Indeed, it has been suggested that if parts of the production process are unsafe, the ISO 9000 system will ensure that the resulting product will be unsafe and always unsafe!�  Consequently, although it is important that food quality systems conform to ISO 9000 type principles, for example as a way of encouraging a business culture based on the principles of quality management,� ISO 9000 in itself is not sufficient to ensure the safety of the end product.�

	In recent years, ISO 9000 certification has become widespread throughout the European Union as firms have adopted quality management systems, although certification is clearly more widespread in some Member States than others (Table 1).  In part this reflects the enthusiasm with which certain Member States, for example the UK, the Netherlands, Denmark and France, have promoted ISO 9000 certification.  In the UK, the perceived importance of ISO 9000 emanates from the Food Safety Act 1990, indeed there have been some indications that certification might act as a “due” diligence’ defence.  In Denmark, ISO 9000 is viewed as readily attainable by much of the food processing and distribution sector.  It is claimed that if certification becomes normal business practice, ISO certification will effectively bar imports of food products from other EU countries which are less able to attain certification.�  In the Netherlands, ISO 9000 is seen as a way of maintaining and enhancing the competitiveness of Dutch companies in export markets and encouraging the development of high quality and niche-market food products.

Table 1.  Number of ISO 9000 certifications in the European Union, 1993�95





Country�Number of certified Organisations

���January 1993�June 1994�March 1995��Austria�101�434�667��Belgium�180�870�1 226��Denmark�326�916�1 183��Finland�185�496�646��France�1 049�3 359�4 277��Germany�790�3 470�5 875��Greece�18�90�162��Ireland�100�1 132�1 410��Italy�188�2 008�3 146��Luxembourg�4�21�40��Netherlands�716�2 718�4 198��Portugal�1�16�41��Spain�43�586�942��Sweden�229�618�871��UK�18 577�36 823�44 107��Source: European Quality Publications��	To date, the level of adoption of ISO 9000 certification in the EU food sector has been very limited, particularly in comparison with other industrial sectors (Table 2).  In the UK for example, ISO certification has been overtaken by other forms of third party accreditation which are organised by trade organisations and thus better address the specific needs of particular types of food product.  This reflects the great inherent variation in food production, for example types and quality of raw materials, which may be better served by customised quality assurance schemes.

Table 2.  Number of ISO 9000 certified firms in the food sector in�selected EU member States, 1993



Member State�Number of Firms��Denmark�3��France�20��Great Britain�41��Netherlands�20��Source: Bredahl and Zaibet (1994)���	Most forms of private food safety standard do not conform to a recognised national or international standard, but gain their credibility from acceptance by the industry in which they operate, in particular the key purchasers of the product which is being produced.  Voluntary quality schemes are an example of this type of private standard.

	Voluntary quality assurance schemes are now widespread in the UK.  For example, the British Meat Manufacturers Association (BMMA), the main trade association representing processors of meat in the UK, requires its members to comply with a comprehensive set of hygiene and standards which cover all aspects of production.  As the following list illustrates, the areas covered by the standards extend well beyond the scope of public food safety regulations.�  Whilst these standards meet the requirements laid down by government regulations, they are based on what is generally agreed to be good manufacturing practice in the meat processing sector.  Processors wishing to join the BMMA must undergo a process of peer review, including a third party hygiene audit against the Association’s hygiene standards.

	Food safety and hygiene standards can also be administered by industry-level organisations which are instituted as companies in their own right.  For example, in the UK the Farm Assured British Pig Scheme (FABPIGS) is a private limited company wholly owned by the four trade organisations which represent producers, slaughterers and processors of pigmeat.  The scheme administers industry-wide standards and monitoring procedures for production of pigs on farms and pork production (see below).  These schemes which encompass all aspects of production from input supply through to final delivery in retail outlets, are now becoming widely accepted as the industry standard within the UK.

2.2.2.	Market regulation

	The distinction between self-regulation and market regulation is that whilst the standards laid down by the former are voluntary, the standards laid down by the latter are imposed on firms by the market in which they operate.  The most common form of market food safety standards are the specifications imposed on firms by their major customers.  For example, multiple retailers in the UK impose strict product and process standards on suppliers of their own-label products.  These include detailed hygiene standards which exceed the requirements laid by public regulations.

	In the case of hygiene standards, accreditation to ensure the standard has been satisfied is regarded by the retailers as an entry requirement which must be satisfied before trade can take place.  Accreditation can take three forms:

Retailer accreditation: The retailer inspects their suppliers and audits against their own standard.

Second-party accreditation:  The retailer instructs a third party to inspect their suppliers and audit against the retailer’s standard.

Third party accreditation: The supplier is required to be accredited by a third party approved by the retailer, whereby they have been inspected by the third party and audited against the third party’s standard.

	The standards laid down by individual retailers can of course differ and therefore suppliers may simultaneously have to be accredited against a number of different standards, some of which may conflict with one another.  In each case the cost of the accreditation is borne by the supplier.  This applies to both domestic suppliers and suppliers in other countries.

	Although the multiple retailers have historically accredited suppliers against their own standards, either inspecting themselves or employing a third party, the burden of this system on both the retailers themselves and their suppliers has led to greater acceptance of third party accreditation.  Although the two largest multiple retailers in the UK continue to inspect all of their suppliers themselves, most others now employ third party accreditation.  There are currently five organisations which are generally accepted by the retailers as third party accreditation agencies.  Therefore, although accreditation is mandatory, suppliers have some freedom to choose which agency to be accredited by.

	The development of private food safety regulation, and in particular market-driven regulations, is more advanced in the UK than any other EU Member State.  This can be attributed to a number of factors:

The policy of deregulation pursued by the UK Government, influencing both the level and form of public food safety regulations.

Consequent developments in public regulation, in particular the introduction of the ‘due diligence’ defence under the Food Safety Act, 1990.

The high level of concentration in the UK food retailing sector and growth in importance of own-label food products.

	The “due diligence” defence laid down by the Food Safety Act 1990 has promoted the development of private systems for the monitoring and control food safety and such systems are now routinely used by all of the major food manufacturers and retailers.  The “due diligence”’ defence requires that suppliers not only ensure that the food they handle conforms to the standard, but also that food they receive from upstream suppliers also conforms.  Consequently, to satisfy their downstream customers, firms must monitor their products and processes to ensure they meet the target standards laid down by the Food Safety Act 1990 and specification and performance standards implemented under the provisions of the Act.  Further, firms must implement measures to monitor their upstream suppliers.

	An interesting trend in recent years has been for public regulation to effectively follow the de facto standards laid down by private regulation.  A prime example is the requirement for HACCP-based control systems which is becoming a common feature of public food safety regulations.�  HACCP was originally developed as a voluntary process-oriented management tool to help attain a performance goal of safe food.  An important characteristic of this approach is its inherent flexibility; a number of general managerial principles are laid down which can then be adapted to suit the situation in which the system is being applied.  However, in its public regulatory form, HACCP standards can take two quite different forms�:

Performance standard: Whereby an operator is required to implement a HACCP-based control system but the exact characteristics of the system are not specified in detail.

Specification standard: Whereby an operator is required to implement a HACCP-based control system conforming to detailed specifications laid down under the regulation.

	If highly prescriptive process standards are laid down which fail to take adequate account of differences between specific production situations, the inherent flexibility of HACCP, which is one of the key benefits of the system, can be inhibited.  In turn, this can limit the efficacy of HACCP as a mechanism for assuring the safety of food and/or impose unnecessarily high costs of compliance on firms.

	The development of private standards raises important issues regarding the future direction of food safety regulation.  Firstly, private standards represent a shift in the responsibility for regulating food supply from public agencies to private companies.  This raises questions over the degree to which regulation of food safety is driven by private rather than public interest considerations.  Secondly, the growth of private regulation on top of public regulation effectively increases the range of food safety standards with which suppliers must comply.  This could significantly increase the total regulatory burden on the food system.

3.	Regulatory appraisal

	Concern over the burden imposed by government regulations on the economic system has led to attempts to improve the empirical basis for regulatory decisions through formal assessments of the impact of regulations.  Currently, seven EU Member States employ some form of Regulatory Impact Analysis (RIA) in an attempt to identify and where possible quantify the costs and/or benefits of proposed new regulations (Table 3).  The form of RIA adopted in individual Member States differs quite markedly; some perform an overall cost-benefit analysis, whilst others assess the costs for particular economic groups, for example the fiscal budget, government administration or business.

	RIA is a decision tool which provides a mechanism for systematically and consistently assessing the impact of government regulations and for communicating this to decision-makers.  It is an adjunct to decision-making rather than a means to actually making decisions; it is neither necessary nor sufficient for designing sensible regulations but can play a role in strengthening understanding of the consequences of government action.

	The use of RIA has focused attention on the costs and benefits of different regulatory forms.  However, RIA is far from being a neutral part of the regulatory process; information has great power and the range of costs and benefits which are incorporated in the analysis can have an important bearing on the direction of policy.  Thus RIA can fundamentally change the very nature of the process by which regulatory decisions are made and the influence of particular economic interests groups can be effectively included or excluded according to the focus of the analysis.  Indeed, in certain cases the policy process can be hampered by ‘excessive transparency’ of the economic transfers brought about by regulations; for example where there are significant inequalities in the distribution of costs and benefits between different economic interest groups.  This is acknowledged to be a potential problem in negotiations between member states over new legislation within the EU.�

Table 3.  Regulatory appraisal in EU member states



Member State�Type of Analysis�Status�Date Originally Introduced��Austria�Fiscal analysis�Recommended�1992��Finland�General impact analysis, distributional and fiscal analysis�Mandatory�mid-1970s��Germany�Cost-benefit and budget costs analysis�Recommended�1984��Netherlands�General impact analysis�Mandatory�1985��Portugal�Fiscal analysis�Mandatory�-��Sweden�‘Consequence’, distributional and fiscal analysis�Mandatory�1987��United Kingdom�Regulatory appraisal covering costs to business, consumers and government�Mandatory�1985��Source: OECD (1997) Regulatory Impact Analysis:  Best Practices in OECD Countries, Paris (forthcoming).��4.	Costs and benefits of food safety regulations

	The aim of food safety regulations is to eliminate the unwanted losses associated with food-borne risks.  However, the aim is not to avoid risks altogether; this is neither possible nor desirable.  The avoidance of food-borne risks involves costs associated with the resources required to comply with regulatory standards and the administration of the regulatory process.  Consequently, regulatory standards should be set at the level where total benefits exceed total costs by the largest amount and at which marginal costs equal marginal benefits.

	In many ways the distinction between costs and benefits is an arbitrary one; effects of a regulation which are evaluated negatively are costs and effects that are evaluated positively are benefits.  In certain cases what are regarded as costs by one economic interest group are regarded as benefits by another economic interest group.

	The specification of such a cost-benefit rule as a basis for setting food safety regulations is relatively simple, but its application to the regulatory process proper is another matter.  Firstly, the range of effects of a particular regulation must be identified; secondly, the costs and benefits associated which each effect must be clearly defined; and finally, these costs and benefits must be quantified.  A key problems is that costs are generally more easy to identify and quantify than benefits; costs are generally more discrete in terms of the economic interest groups on which they bear and time, whereas benefits tend to be more widely dissipated.

	A distinction is made between the direct and indirect costs/benefits of a regulation.  Direct costs/benefits are associated with the primary purpose of the regulation, whereas indirect costs/benefits result from side effects not directly related to the purpose of the regulation.  For example, a direct cost of requirements for nutrition labelling might be the cost of relabelling food products, whereas an indirect cost might be associated with product reformulation in response to the requirement to nutritionally label.  This distinction clearly relates to the complex manner in which firms may respond to food regulations due to the normal operation of the market.  Indirect costs/benefits can be further sub-divided into micro and macro costs/benefits.  Micro costs/benefits relate to the indirect effects of the regulation on the firm itself, whilst macro costs/benefits relate to the indirect effects of the regulation on the market as a whole.

	The convention is to distinguish between the costs/benefits of food safety regulations for:

Government:

Regulatory agencies.

Enforcement agencies.

Suppliers:

Regulated firms.

Unregulated firms.

Consumers.

	This permits the distributional impact of food safety regulations to be identified as well as the net cost/benefit for society as a whole.  However, care must be taken to clearly distinguish between real resource costs and transfers within the food system.  For example, compliance costs (a real resource cost) for suppliers may be passed on as higher prices (a transfer) to consumers.

	Such an approach also permits the inter-relationships between the costs/benefits imposed on different economic interest groups to be identified.  For example, regulations which impose stricter standards on suppliers and therefore greater compliance costs may be easier to enforce and therefore reduce the costs borne by government agencies.  Such trade-offs between the distribution of costs/benefits within the regulatory and food supply system are an important aspect of food safety regulation, although one which generally receives insufficient attention.

	The focus of this paper is mainly on the costs associated with different regulatory forms which might be applied to achieve improvements in food safety.  The aim is to help identify approaches to food safety regulation which minimise the overall cost burden and, in particular, disproportionate effects on particular economic interest groups, for example small firms.

4.1.	Benefits to consumers of food safety regulations

	The aim of food safety standards is to reduce the risk of food-borne disease below the level which would otherwise prevail.  Thus the benefit to consumers is a reduction in the risk of ill-health and/or loss of life due to food-borne disease and, in turn, the costs associated with ill-health or loss of life which are avoided.�:

Loss of income due to time unable to work.

Psychological costs of pain, suffering and apprehension associated with ill-health and loss of life.

Costs of medical care.

	Although it is relatively easy to identify the benefits (in terms of avoided costs) associated with reductions in the risk of food-borne disease, their quantification is more problematic.  This requires estimation of: 1) the reduction in incidence of food-borne disease; 2) the consequent reduction in the incidence (and severity) of human ill-health and loss of life; and 3) the costs which are imposed on consumers (and society as a whole) by ill-health or loss of life resulting from the food-borne disease in question.  In most cases, even for relatively common food-borne diseases such as Salmonella, this data is not readily available.�

	The theoretically correct measure of the value to consumers of improvements in food safety is the maximum amount they would be willing to pay for a specified reduction in the risk of food-borne disease and consequently the risk of ill-health and/or loss of life.  However, since no formal markets for food safety exist from which a monetary price can be isolated, estimates of “willingness to pay” must be derived indirectly.  Two approaches are commonly employed:

Expressed “willingness to pay” whereby consumers are asked directly how much they would be willing to pay for a specified reduction in the risk of food-borne disease, for example contingent valuation surveys.

Revealed “willingness to pay” whereby the value of improvements in food safety are derived indirectly from choices involving implicit trade-offs in the level of food-borne risks, for example choices between consumption of bottled mineral water or tap water.

	 “Willingness to pay” values are widely quoted in the literature� and in certain cases are employed in cost-benefit analysis of new food regulations, for example in the United States.  However, their remains some debate over both the theoretical basis of ‘willingness to pay’ as a measure of the value of reductions in the risk of human ill-health and/or loss of life and the empirical estimation of such values.�  Consequently, more often than not there is no attempt to quantify reductions in the risk of ill-health or loss of life due to food-borne disease as part of cost-benefit analysis of proposed food safety regulations.

	In certain cases the benefits associated with reductions in the risk of food-borne illness may be offset by certain costs which are imposed on consumers by food safety regulations.  These can include higher food prices and a reduction in the available choice of food products.  There is evidence that consumers may place a great emphasis on such costs relative to, what are perceived to be, relatively small reductions in the risk of food-borne disease.

4.2.	Costs to government of food safety regulations

	The key costs for government of food safety regulations are summarised in Figure 3.  In most cases the responsibilities for implementation and monitoring/enforcement will fall upon different agencies within government.  For example in the UK, food safety regulations are implemented by the National Government but enforced by Local Authorities.  Further, the magnitude of the costs for government will depend on the nature of the rule-making process.  For example, the greater the level of consultation with interested parties as part of the formal regulatory process, the greater the costs of implementation.�

Figure 3.  Costs for government of food safety regulations



Activity�Costs��Implementation:�Drafting regulation���Consultation���Regulatory impact analysis���Legal costs��Monitoring/Enforcement:�Inspection/Investigation���Testing���Record keeping���Prosecution��	To a certain extent the costs for government of regulating the food system depend on how suppliers respond to the regulation.  For example, if the rate of non-compliance is high, then enforcement agencies will need to expend greater resources in an attempt to enforce regulations.  This will tend to occur when the costs of compliance for food suppliers is high, suggesting a trade-off between enforcement costs for government and compliance costs for suppliers.  However, it is possible for enforcement costs to be high even if enforcement has little impact on the behaviour of suppliers, for example if enforcement agencies lack information on the degree to which firms already comply or the appropriate action to induce compliance.

4.3.	Costs to business of food safety regulations

	The category of costs associated with food safety regulations which has probably received most attention is the compliance costs imposed on business.  Compliance costs are defined as:

The additional costs necessarily incurred by businesses in meeting the requirements laid upon them in complying with a given regulation.



	There are two key elements to this definition.  Firstly, it covers the costs which are “additional” to those which would have been incurred in the absence of the regulation. For example, if businesses would have made the changes required by a regulation (for example modifying a product label) anyway, these changes are not regarded as compliance costs since the firm is not compelled to alter its behaviour. Secondly, it refers to those costs which are ‘necessarily’ incurred when complying with the regulation.

	A distinction is made between non-recurring or temporary compliance costs and recurring or continuous compliance costs (Figure 4).  Non-recurring costs refer to one-off items of expenditure which are required for initial compliance, for example management time spent implementing the compliance method and investment in new capital.  Non-recurring costs can be further subdivided into commencement costs spent implementing the compliance method and temporary costs spent whilst finding the most efficient method of operating under the new regulatory conditions.�  Recurring costs of compliance refer to increases in costs of production, for example additional analytical testing and greater energy usage.



Figure 4.  Compliance cost profile
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	Regulatory costs can be related to the stringency of regulatory requirements.  A distinction can be made between fixed costs, which are independent of the requirements laid down by the regulation and variable costs which increase as the degree of change required for compliance increases.�  Although the vast majority of the costs of compliance with regulation are variable, a good example of a fixed cost is record-keeping, the cost of which are largely independent of the restrictions placed on the firm’s activities.

	The true cost of compliance with a regulation is the difference between the costs which would be imposed on a particular business with and without the regulation.  Therefore, to estimate the “additional” cost imposed on the firm consideration must be given to firstly how the market would develop without the regulation and secondly, how the market will respond to the regulation.

	The real baseline against which the costs of compliance with food regulations should be estimated is what would likely happen in the absence of the regulation.  There are a number of possible scenarios.  Firstly, the market may remain in a state of perpetual status quo unless a regulation is enacted.  Secondly, the market may create incentives to change, at least partially, in the direction intended by the proposed regulation.  Thirdly, the market may naturally implement all of the changes required by the regulation, except at a later point in time.  In this final case the regulation simply increases the speed of change rather than imposes new requirements on food businesses.  Failure to take account of potential market activity will lead to overestimates of the costs of compliance with a particular regulation.

	Rather than inducing change in food markets which would have otherwise not occurred, often regulations simply speed up an established process of change.  In this case the cost of compliance is the difference between the amount the flow of costs should be discounted given they occur at different points of time with or without the regulation.  In addition, account must be taken of the influence of such regulations on resource use.  For example, regulations which increase the speed of change within markets are likely to result in greater sunk costs that cannot be used or recovered in the shorter time frame.

	In the literature on compliance costs a distinction is made between unavoidable (mandatory) and avoidable (voluntary or discretionary) compliance costs.�  Unavoidable costs are those necessarily incurred if the business is to meet the legal requirements specified by the regulation, whilst avoidable costs are those costs which businesses choose to incur in complying with a regulation.  There is some debate about how to handle avoidable costs.  Some writers suggest that since avoidable costs are voluntary, they should be excluded from compliance costs, whilst others suggest even discretionary costs should be included since they remain a product of the regulation.

	Disentangling the “unavoidable” or “necessary” costs of compliance with a regulation  from “avoidable” costs can be problematic.  In many instances, firms utilise the changes required to comply with a regulation to implement other changes which may not be required for compliance.  For example, firms may utilise a regulatory requirement to introduce nutrition labelling as an opportunity to redesign entire product labels.  In this case should the cost of compliance be the total cost of the label redesign since the firm would not have otherwise made any such changes, or simply the additional cost of the label redesign due to the requirement to include nutrition labelling?

	The concept of ‘necessary’ costs occurs because firms can react to regulation in a variety of ways, some of which may not have been forecast when the regulation was initially proposed.  For example, firms could respond to a regulatory requirement to label all products containing nuts by:  1) doing nothing; 2) labelling their products as required; 3) reformulating their products so they do not contain nuts; or 4)c easing production of all products containing nuts.

	This is particularly an issue given the shift towards performance rather than product or process standards which intentionally give food businesses greater discretion in how they comply.  However, this raises the related issue of “efficiency” in compliance.  Compliance costs will depend on the extent to which firms comply with regulatory requirements in the most efficient cost-effective manner.  This raises the question of whether compliance costs should be measured on the basis of what firms actually do, given prevailing market forces and imperfect information, or should they be measured on the basis of the most efficient method of complying, whatever this might be?

	The issue of efficiency in compliance is not trivial.  Firstly, compliance costs will reflect the previous investment decisions of firms in the market.  Relatively inefficient firms, perhaps due to lower levels of investment in new technology, will tend to have higher compliance costs than firms which have invested in new technology.  Secondly, one rather idiosyncratic firm may choose a highly inefficient way in which to comply with a particular regulatory requirement which can have a significant impact on estimates of compliance costs for the industry as a whole.  Of course this raises questions as to whether it is actually possible to define some “acceptable” cost of complying by a standard firm in the marketplace which can be regarded as “efficient”?

	Although the range of costs associated with compliance will depend on the specific characteristics of the regulation, it is possible to devise a list which covers the major activities involved (Figure 5).  Each of these cost centres can be further sub-divided into non-recurring and recurring costs of compliance.

Figure 5.  Costs of compliance with food regulation



Cost Centres��Administration����Analytical services����Capital investment:�Buildings���Equipment��Distribution����Input prices����Inspection����Labelling����Maintenance����Packaging����Quality control/assurance����Staff:�Additional���Employee time���Management time��Training���	A number of factors influence the total cost of compliance and the significance of individual cost centres, relating both to the characteristics of the firm and to the characteristics of the regulation:

Firm size.

Production processes employed.

Scope of the regulation.

Stringency of the regulation.

Existing level of compliance.

Uncertainty over how to comply.

Length of the compliance period.

Prevailing business environment.

Age and functionality of capital employed.

Managerial attitudes to change and choice of compliance strategy.

	Although it is generally found that for the majority of firms the costs of compliance fall within a relatively narrow band, a significant minority of firms may have significantly higher costs of compliance.�

4.4.	Costs to SMEs of food safety regulations

	It is widely acknowledged that regulation can have a differential impact on small and large firms.  This can arise from a number of sources.�

Asymmetry in compliance, whereby one firm suffers a greater cost burden per unit of output even when regulations are evenly enforced across all firms.

Asymmetry in enforcement, whereby regulation are more rigorously enforced against certain firms.

Regulatory tiering, whereby different regulatory requirements are imposed on different sized firms.

	Economies of scale in compliance with a wide variety of Government regulations is well documented.�  To the extent that there are economies of scale in compliance with a particular regulation, smaller firms will suffer a higher unit-cost than larger firms.  This can occur through reductions in diseconomies of scale and/or increases in the positive economies of scale associated with large firms.  Economies of scale are linked to the significant fixed costs associated with the compliance process which influence the ability to handle new requirements� and access to compliance resources.�  It is suggested such economies of scale can have a significant effect on the size distribution of firms in a market.�

	Enforcement asymmetries occur where regulation is more rigorously enforced amongst certain types of firm than amongst others.  For example, there is some suggestion that there is a significant difference in the level of enforcement amongst small and large firms, although it is not clear in which the level of enforcement is greater.  The evidence from the literature� suggests that food regulations are more rigorously enforced amongst large firms.

	There has been a debate in the literature over the relative importance of compliance asymmetries and enforcement asymmetries. It is suggested that in cases where enforcement is greater in the case of large firms, enforcement asymmetries dominate compliance asymmetries and small firms are net gainers.�  However, there are cases quoted where the reverse is true� and therefore the evidence is inconclusive.

	In certain cases it is the deliberate intention of regulation to apply different regulatory standards to distinct types of firm.  This is termed regulatory tiering and can take two forms.�

Lighter regulatory requirements applied to certain categories of firm.

Exemption of certain categories from regulatory requirements altogether.

	The tiering of requirements can cover substantive elements of the regulation, for example hygiene standards, or relaxation of the need to demonstrate compliance, for example through reporting and record-keeping.  In general, where tiering is applied, it is in favour of small firms in an attempt to offset economies of scale in compliance.  The tiering of regulation according to firm size might provide an disincentive for firms to expand beyond the threshold (because of the costs of compliance) or could even provide an incentive for firms to reduce their scale of operation (especially if they are operating just beyond the threshold) to take advantage of the cost savings.

4.5.	Benefits to business of compliance with food safety regulations

	It is now becoming more widely acknowledged that regulation not only imposes costs on business, but also yields benefits.  However, in many ways the distinction between benefits and costs is somewhat arbitrary, since a positive benefit may be considered a negative cost, and vice versa, without affecting the net benefit.

	The main categories of benefit associated with regulatory compliance are detailed in Figure 6 which is based on responses to the postal questionnaire and the in-depth interviews.  The majority of these benefits derive from the indirect impact of regulation on the firm, for example competitive advantage and improved company image.  As a consequence, quantification of these effects may be difficult.

Figure 6.  Specific benefits to individual businesses from compliance with food regulations



Benefits of Regulation to Individual Businesses��Increased control/efficiency����Increased consumer confidence����Increased product quality/reduced consumer complaints����Reduced prosecution/legal defence����Improved company/industry image����Ability to export����Competitive advantage:�'“Level playing field“���Barrier to entry of new firms��	One issue relating to the indirect impact of compliance on the firm which has received much attention is the concept of “technology-forcing” regulation.  It is claimed that Government regulation can trigger innovative activities and that these can at least partially offset the cost of compliance.  This effect is termed innovation offset.�  It is claimed that there are three major benefits of regulation in terms of its influence on innovation:

Compliance-induced innovation can allow the firm to produce products at lower cost or with improved characteristics, thus yielding a competitive advantage vis-à-vis foreign competition.

Regulation offset can create significant early-mover advantage if the firm adopts an opportunistic strategy and implements the regulation at the earliest opportunity and before its major competitors.

Regulation can create demand pressures for firms to produce products which impose lower costs on the consumer.  Firms which respond to such demand pressures will gain competitive advantage.

	However, the existence of regulatory offset is disputed by some economists.�  This obviously begs the question why firms do not innovate in the absence of the regulation if the benefits are so significant.  That is why did these innovations have to be induced by regulation?  It is claimed that there are various scenarios where this might be the case.�  For example, where the initial costs associated with the innovation are considered prohibitive; where firms have imperfect information or information relevant to the innovation is costly; and where the innovation only achieves partial offset of costs and therefore the advantage to be gained is insufficient in the absence of the regulation.

	The implicit assumption in most attempts to measure compliance costs is that the full burden of compliance is borne by business.  Seldom is there an attempt to determine the extent to which firms are able to pass these costs onto their customers.

	The ability to pass on the cost of compliance with regulatory requirements in the form of higher prices is influenced by a number of factors, including:

Level of capacity relative to demand in the market.

Level and form of market competition.

Firm size.

Industry demand and supply elasticities.

	It is generally assumed that small firms are less able to pass on compliance costs because the level of competition between smaller firms tends to be greater, small firms tend to be less diversified and so more prone to the business cycle and are generally dominated by the market conditions dictated by larger companies.�

4.6.	Indirect effects of food safety regulations

	The measurement of compliance costs is generally conducted in a rather simplistic fashion, on the assumption that these costs are additive to the costs of production.  Usually ignored are the impact on market structure, technology, productivity etc. and, more importantly, the extent to which such changes offset compliance costs.  For example, changes in technology can result in substantial decreases in the cost of compliance to particular firms.�  Indeed, it is not uncommon for new technology and managerial methods introduced as a result of regulatory requirements to be more cost effective and profitable than prevailing methods.

	A distinction is made above between micro and macro indirect costs.  “Micro” referring to the impact on the firm itself and “macro” to the impact on the industry as a whole.  These wider effects of Government have been widely studied by economists, particularly in the context of controls on the environment, and there is mounting evidence that the impact on businesses far outweighs any direct costs of compliance.�

	The micro indirect costs associated with regulatory compliance generally relate to changes in managerial decisions regarding new product development, location of production facilities, investment in new capital and the marketing of products, where these are not directly related to the regulation and are not required for compliance.  In many cases the indirect costs of compliance are determined by the compliance strategy adopted by the firm�:

Domain offence: Enlarge the scope of the firm’s operations by taking advantage of regulation-induced strategic advantages and/or diversifying away from products affected.

Domain defence: Protecting the current scope of businesses operations by repelling/limiting the impact of new regulatory requirements.

	If a domain offensive strategy is adopted, a new regulatory requirement may induce changes in the firm’s marketing strategy (to the extent permitted under the regulation), for example introduction of new products, product reformulation, shifts in the emphasis of product promotions etc.  This has been observed in many markets which are subject to Government regulation, for example tobacco.�

	Macro indirect costs of compliance generally relate to the impact of regulation on market structure and performance.  They arise from asymmetries in both compliance and enforcement which distort the relative competitiveness of individual firms in the market.  Compliance asymmetries can result from both economies of scale in compliance, which impose greater unit-costs of compliance on smaller firms, and the higher compliance costs associated with firms which employ older capital.�  Enforcement asymmetries result from systematic bias in the application of regulatory requirements against particular groups of firms.

	Firms can utilise the indirect costs associated with regulatory compliance in a predatory manner to gain competitive advantage by increasing their rivals’ costs or erecting barriers to entry.�  For example, large firms may utilise Government regulation to impose costs on smaller participants in the market which, given significant economies of scale in compliance, can force them from the market.

	In cases where economies of scale in compliance are significant, existing firms can erect effective barriers to entry.  For example, compliance costs can have a significant impact on the minimum efficient scale in a particular market both at the plant and the firm level.�  In the long term this can have a detrimental effect on the size profile of firms in the market and both the level and form of competition which prevails between those firms which remain.�

	As well as influencing the size distribution of firms in the market, regulation can also encourage vertical integration down the food chain.  For example, studies suggest that the “due diligence” defence introduced under the Food Safety Act 1990 has encouraged vertical integration back down the food chain by manufacturers.�

5.	Costs and forms of food safety standard

	Food safety standards can take a number of forms which differ in the degree to which they restrict freedom of activity on the part of suppliers of food products.  As a general principle, it is desirable to maximise the freedom of suppliers to choose the manner in which they meet the specified regulatory objectives.  This will enable suppliers to minimise compliance costs by implementing the most efficient method of complying with the specified regulatory standards and promoting innovation in compliance technology.

	However, this general principle may be offset by greater costs for other economic groups which are party to the regulation.  For example, standards which permit considerable freedom in the method of compliance are generally more difficult to monitor and enforce and consequently impose greater costs on enforcement authorities.  In addition, there is a tendency for suppliers to over comply when given discretion regarding the method of compliance in a bid to offset uncertainties over what is deemed sufficient to satisfy the regulatory standard.�

	From a cost-effectiveness perspective, target standards which render it illegal to supply food which is deemed to be unsafe appear a desirable approach to food safety regulation.  The specified goal of the regulation can be translated directly into prohibited outcomes and it is then left to suppliers to implement appropriate mechanisms to ensure these prohibited outcomes do not occur.  This permits firms to implement the method of compliance which is most efficient given their own particular cost structure.

	However, target standards can also impose significant information costs on both enforcement agencies and suppliers which, in certain cases, may outweigh such efficiency gains.  For many food-borne risks the relationship between human ill-health and exposure to a particular hazard is separated by space and/or time.  Consequently, the costs to enforcement agencies in determining a causal link between the actions of a particular supplier and the exposure of consumers to a hazard are often very high.  In this situation all but the most obvious violations of the standard may remain unchallenged since enforcement agencies constrained by budgetary considerations will be reluctant to purse any action unless there is a high probability of success in the courts.

	In the case of target standards it is the responsibility of individual suppliers to determine the quality of their own performance which will ensure compliance with the standard.  This can impose high information costs on suppliers associated with uncertainty over which practices are or are not acceptable under the standard.  Consequently, there may be an inherent tendency for firms to implement procedures in excess of those required to comply as security against violation of the standard.  An example of such an approach is the UK Food Safety Act 1990 which makes it an offence to sell for consumption food products which are unfit for human consumption.

	The costs of implementing performance standards are greater than for target standards since the regulator has to predetermine the quality of performance by suppliers which is acceptable given the goals of the regulation.  However in many cases, for example where firms in the market or the products they produce are relatively homogeneous,  there will be economies of scale associated with this task being undertaken by one central agency rather than individual suppliers.  Furthermore, determining when a violation of the standard has occurred is generally easier and less costly since performance standards are more closely defined and compliance can be directly monitored at the place of production.  Thus enforcement costs are generally lower.

	Since performance standards define the actions of firms which are permissible more precisely than target standards, there is less flexibility for firms to determine the most efficient method of compliance and consequently compliance costs tend to be higher.  However, since the actions required of firms are more precisely defined, there is less uncertainty associated with performance standards.  Therefore, information costs tend to be lower and there is less tendency for firms to over-comply.

	Specification standards are more precisely defined than either target or performance standards, laying down a comprehensive series of rule about the nature of food products and/or the processes by which they are produced which, it is assumed, will ensure the desired level of food safety.  Consequently, at any point in time there is less uncertainty associated with specification standards, both for enforcement agencies in terms of determining which products or processes comply with the standard, and for suppliers in terms of what has to be done to achieve compliance.  However, as a result of their precise nature, specification standards tend to become obsolete as technology develops and may need to be regularly updated.�

	The precise nature of specification standards implies high implementation costs for regulatory agencies since even relatively straightforward food safety targets need to be translated into detailed input and/or production parameters.  However, once implemented, specification standards are relatively easy to enforce since the enforcement agency has simply to verify in the case of a positive standard that the prescribed input or process has been used or, in the case of a negative standard, that the prohibited input or process has not been used.

	Whilst the detailed nature of specification standards minimises the information costs to firms of determining how to comply, there is little flexibility for firms to adapt the method of compliance to their particular cost structure.  Further, unlike target or performance standards, there is little incentive for firms to develop compliance technologies which reduce compliance costs.  However, since there is little discretion over how to comply with the standard there is less uncertainty regarding the costs of compliance.  Further, there is likely to be less variation in compliance costs between individual firms in the market.

	Standards, whatever their form, can be written with different degrees of generality.�  At one extreme, standards might be specified in precise quantitative terms, for example determining that a particular ingredient must not be present in amounts above a certain level; at the other extreme standards can be specified in very general terms, setting down broad principles by which suppliers must operate, for example that a particular ingredient must not be present at levels which are unsafe.

	Precise standards minimise the scope for interpretation and uncertainty and therefore minimise costs of enforcement to government agencies and information costs to suppliers.  However, highly specific rules are inflexible and do not afford the opportunity for suppliers to adapt the standard according to their own circumstances and therefore minimise compliance costs.  Consequently, such an approach has a tendency to be over-inclusive (over-constraining practices given particular circumstances) in certain cases and under-inclusive (under-constraining practices given particular circumstances) in others.  More general standards, which permit suppliers to adapt requirements according to their own circumstances, allow compliance costs to be minimised but are more expensive to enforce and impose information costs on firms associated with higher levels of uncertainty over what actions are appropriate.

	In conclusion, food safety regulations can potentially impose high costs of compliance on food businesses which in certain cases feed through as higher prices to consumers and inhibit innovation.  Consequently, it is important for policy makers to adopt regulatory forms which achieve the desired level of food safety at the minimum cost to food suppliers.  In most cases this implies maximising the flexibility afforded suppliers to achieve the desired level of food safety in a manner which is most appropriate to their own particular circumstances, even if this in turn imposes greater costs of enforcement on government.

6.	Fresh meat hygiene standards in the United Kingdom

6.1.	Public hygiene standards

	The EU Commission has long regarded the harmonisation of food hygiene standards as an important issue for the completion of the Single European Market in food products.  The Commission has consequently made individual proposals for vertical hygiene directives on a number of broadly-defined meat products: Fresh Meat, Farmed Game, Wild Game, Poultrymeat, Meat Products and Minced Meat.  The first to be negotiated and approved were the directives on Fresh Meat and Farmed Game, the former of which is discussed below.

	Alongside vertical directives on specific meat products, the EU implemented a horizontal directive on general food hygiene in 1993 (Directive 93/43).�  To a large extent the provisions of the Directive do not apply to products for which a vertical hygiene directive is already in place.  However, it is worth noting the core elements of these standards since it reflects a fundamental change in thinking on the part of the Commission which is likely to permeate existing vertical directives in the future.

	Directive 93/43 lays down minimum hygiene standards for all stages of the preparation, processing, manufacturing, packaging, transportation, storage, distribution, handling and offering for sale or supply to the consumer of food.  In this context, hygiene is defined as “all measures necessary to ensure the safety and wholesomeness of foodstuffs”.  The Directive underlines the responsibility of operators to identify and prevent any health or hygiene risks in their activities.  Further, the Directive requires a structured approach to the identification and control of hazards loosely based on the principles of HACCP; operators are required to identify any steps in their activities which are critical to ensuring food safety and to ensure that adequate safety procedures are identified, implemented, maintained and reviewed regularly.

	The emphasis of the Directive is on flexibility and it therefore does not set down detailed specification standards.  Further, the Directive provides for voluntary industry guides to good hygiene practice which will aid compliance with the Directive and for the Commission to develop European guides for good hygiene practice in cooperation with representatives of the food industry and consumer groups.  However, Member States are permitted to maintain or introduce national hygiene standards that are more specific than those laid down under the Directive providing that these are not less stringent and “do not constitute a restriction, hindrance or barrier to trade in foodstuffs produced under this Directive.”

	EU hygiene standards for fresh meat date back to 1964 when measures were introduced regarding health requirements affecting intra-community trade in fresh meat.  Directive 64/433 specified minimum health conditions and requirements for slaughterhouses, processing plants and refrigerated storage facilities handling fresh meat.  It set down rules on slaughtering, cutting and preparation of meat, and established the conditions under which health inspections should be conducted.  In addition, common health markings were introduced, permitting the easier identification of carcasses that had passed the statutory health checks.  Facilities handling meat which was only traded within the Member State in which it was produced were not covered by this Directive and therefore only had to comply with prevailing national standards.

	In 1989, the Commission issued recommendations (89/214) on the rules to be followed for inspections carried out in fresh meat establishments.  The document, commonly called the Vade Medcum, was primarily intended for the use of EC inspectors when visiting plants, but has been widely adopted by all involved in inspection of fresh meat premises since it is the only published interpretation of Directive 64/433.

	In Great Britain, national rules governing hygiene in fresh meat plants were laid down under the Slaughterhouse (Hygiene) Regulations 1977.  Simultaneously, Directive 64/433 was implemented through the Fresh Meat Export (Hygiene and Inspection) Regulations 1981.  Thus a two-tier system operated whereby abattoirs could choose to trade within the UK and only comply with national standards or trade within the UK and export to the rest of the Community and comply with EC standards.  These arrangements produced a rather anomalous situation in which fresh meat produced in plants with differing hygiene standards, according to whether they complied with national or EC standards, was available for sale at the same price since consumers were unable to distinguish between them.  A similar situation prevailed in other Member States.

	In 1991, the numerous modifications that had been made to the original rules laid down in 1964 were consolidated under one Directive (91/497) and extended to cover fresh meat premises which traded solely on national markets.  Subject to very limited exceptions, all slaughterhouses, cutting premises and cold stores trading within the EU must now satisfy EU hygiene standards for fresh meat.

	Directive 91/497 is essentially a specification standard which lays down minimum standards of structure, hygiene and inspection for the slaughtering, processing, storage and transport of fresh meat in all plants within the EU.  As an example of the specific nature in which the rules laid down under the Directive are written, it is specified that a fresh meat establishment shall have “smooth,  durable, impermeable walls, with a light-coloured, washable coating up to a height of at least two metres, and of at least three metres in slaughter-rooms; in chilling or refrigeration rooms and in stores the walls must be coated at least to storage height.”  Further, it is required that red meats are stored and distributed at a maximum temperature of 7oC.

	Fresh meat suppliers were required to comply with Directive 92/497 by 1 January 1993, however a parallel Directive (91/498/EEC) provided for temporary derogations by permitting Member States to allow operators until the end of 1995 to upgrade their plant structure.  Furthermore, it permitted Member States to grant permanent derogations from some of the structural standards to low throughput plants.  All plants were required to meet the hygiene standards laid down by Directive 91/497 by 1 January 1993.  Plants granted a derogation were not permitted to export to other EU Member States.

	Suppliers within Third Countries which export into the EU are subject to the same hygiene and inspection standards as those which produce within the EU.  The Commission maintains a register of EU-registered plants in Third Countries which are permitted to trade.

	It is important to note that, to date, EU standards for hygiene and inspection of fresh meat premises do not require HACCP-based control systems.  Directive 91/497 specifies a general requirement to conduct regular checks on hygiene and to record the findings and detailed standards for the structure of premises, hygiene practice, storage temperatures, health inspection, packaging of meat etc. There are no requirements regarding the systems employed to identify hygiene hazards and how these are controlled.

	Recently, the Commission has raised the possibility of consolidating the series of 13 vertical Directives which specify minimum hygiene standards for individual foods of animal origin into one Directive.�  As part of this process it has been suggested that the requirement for control systems based on HACCP principles, which is central to the Directive on general food hygiene but is only specified in two of the thirteen vertical Directives, could become a key component of the standards for all product areas.

	The implementation of Directive 91/497 took place within the context of a sector which had become highly politicised due largely to high rates of overcapacity across most of the EU.  Thus the negotiation of the Directive, which was ostensibly about fresh meat hygiene, was in practice driven by wider issues.  Firstly, the Directive was seen by some Member States as a mechanism for restricting trade volumes from other Member States in which existing hygiene standards were lower.  Secondly, it was seen by others as a tool for promoting the rationalisation of the fresh meat sector, in particular of slaughtering capacity.  Further, the adoption of the Directive had potential GATT implications, since the ability of the EU to impose standards on imports from Third Countries depended on its ability to demonstrate that comparable standards were being applied within the EU.

	The EU fresh meat sector is characterised by a wide variety of plants differing in size, range of activities conducted and structure.  Consequently, views of what constitutes good hygiene practice depend to a large extent on the particular circumstances of individual plants and encompass a wide range of parameters from building structure to the technology of production.  Theoretically, the most efficient approach to regulation of food hygiene in such circumstances is through target standards which permit operators to meet the standard in the manner most appropriate to their own particular circumstances.  Indeed significant elements of Directive (93/43) covering general food hygiene are in the form of target standards.  The problem with this approach is the significant information costs imposed on firms, in particular small firms, attempting to comply with the standard since it relies on the ability of firms to correctly interpret the requirements and to implement appropriate procedures.  Specification standards of the type laid down by Directive 91/497 overcome the information costs associated with target standards.  However, such an approach, in particular where standards are of a highly specific nature, will tend to be either under-inclusive (for example, they fail to deal with important hazards) or over-inclusive (for example, they are unnecessary in certain situations to which they apply).

6.1.1.	Benefits of Directive 91/497

	There main benefits from the harmonisation of hygiene and inspection standards for all plants across the EU can be identified:

Raises overall minimum hygiene levels in fresh meat premises.

Facilitates trade in fresh meat within the EU.

Facilitates rationalisation of the fresh meat sector.

	Given that the majority of fresh meat premises did not already comply with EU standards on hygiene and inspection under Directive 64/433, the impact of the new standards is to increase the minimum level of hygiene in fresh meat production across the EU.  To the extent that this increases food safety there will be benefits in terms of reduced human ill-health, with implications for expenditure on medical care and levels of economic productivity.

	However, the impact of the Directive on levels of hygiene in the fresh meat sector as a whole will be marginal.  In most Member States, plants which were already EC-registered in 1990 account for around 90 per cent of total throughput (Table 4).  Consequently, the impact of the Directive will be to increase hygiene standards in relatively small plants which individually account for an insignificant proportion of total throughput.  The smallest of these plants will be eligible for a permanent derogation.  The exceptions are Spain, Great Britain and, in particular, Greece in which EC-registered plants accounted for 50 per cent or less of total throughput.  In these Member States the Directive will have a significant impact on overall hygiene standards, although smaller plants which collectively account for a significant proportion of total throughput in Greece and Spain may be eligible for permanent derogations.

�Table 4.  Throughput of EC-registered plants as a proportion of total throughput, 1990



Member State�Throughput as % of total��Belgium�-��Denmark�97��France�90��West Germany�90��Great Britain�48��Greece�12��Ireland�84��Italy�-��Luxembourg�100��Netherlands�92��Portugal�-��Spain�50��Source: MLS (1992)���	The dual-tier system which operated prior to Directive 91/497 acted to the competitive advantage of domestically-produced meat in each Member State.  Firstly, fresh meat could be produced domestically with lower hygiene standards and therefore lower production costs than imports.  Secondly, since it was not possible to differentiate between meat produced under national and EC hygiene standards, it was not possible to directly recoup the higher production costs of imports through a higher price.  The harmonisation of national standards for fresh meat production sold on the domestic market removes this anomaly.

	The abattoir sector in most EU Member States is characterised by over capacity and is in need of widespread rationalisation.  In most cases this has proceeded at a relatively slow pace which has disadvantaged the sector as a whole, and in particular the long term viability of relatively efficient operators.  The additional requirements imposed on abattoirs by Directive 91/497 have acted to accelerate the process of rationalisation by forcing the least efficient operators out of business.  In the long term this process should result in a more sustainable and efficient abattoir sector in all Member States.

6.1.2.	Impact of Directive 91/497 on the fresh meat sector

	The impact of EU hygiene standards for fresh meat in individual EU Member States depends on a number of factors:

Manner in which the Directive was transposed into national law in each Member State.

Time taken to transpose the Directive into national legislation.

Manner in which the resultant national law is enforced in each Member State.

Existing position of the sector in each Member State relative to existing EU and national hygiene standards.

Since they take the form of a Directive, the EU fresh meat hygiene standards only take effect once they have been transposed into national law in each Member State.  In the case of the fresh meat hygiene standards, there are claims that certain countries, for example the UK and France, “elaborated” the Directive whilst transposing it into national law thus imposing greater restrictions on the fresh meat sector in these countries.  There are a variety of ways in which “elaboration” can occur:

Differences between the wording of national legislation and the Directive.

Inclusion of basic hygiene provisions carried over from existing domestic legislation.

National legislation is structured differently to the Directive.

	The impact in all cases is to impose additional requirements to those laid down under the Directive in the resultant national law; such requirements are only imposed on national fresh meat establishments and not those in other EU member states.

	In Great Britain, Directive 91/497/EEC was implemented through the Fresh Meat (Hygiene and Inspection) Regulations 1992.�  There has been considerable criticism that the UK government elaborated the Directive when implementing it into national law and that this has imposed a burden on UK suppliers of fresh meat, reducing their competitiveness within the EU.�  However, an examination of the manner in which the UK implemented Directive 91/497 as part of a wider scrutiny of the application of EC law in the UK by the Department of Trade and Industry failed to substantiate these claims.�

	What is clear is that the manner in which EU law is adopted by Member States is a significant factor influencing the impact of the regulation on business.  For example, even subtle changes to the wording of EU Directives when transposed into national law can have a significant impact on compliance costs.  Thus, when Directive 91/497 was originally implemented as the Fresh Meat (Hygiene and Inspection) Regulations, 1992 a requirement for taps which cannot be operated “by hand or arm” was specified, although the Directive itself only required “non-hand” operated taps.  It is estimated that whilst foot-operated taps cost £200-500 each, arm-operated taps cost £20-30 each.�

	In the case of Directive 91/497, the deadline for compliance was clearly laid down as 1 January 1993.  However, the effective compliance period with the Directive is not as clearly specified as it may first appear:

Member States were able to extend the compliance period by granting temporary derogations until 31 December 1995.  Although there were differences in the willingness of individual Member States to grant derogations, in most cases the number granted was significant (Table 5).

In most, if not all, Member States, there are numerous plants which have not fully complied with the Directive but which are still trading.  What action will be taken against these plants and when (or if) they will eventual comply is uncertain.

	To a certain extent, the rate at which EU Directives are transposed into national law reflects the nature of the legislative process in each Member State, for example the degree of consultation with interested parties.  However, Member States also have a degree of discretion to increase/decrease the effective compliance period, for example through their enforcement procedures.

Table 5.  Number of plants granted a temporary derogation by Member State, December 1993



Member State�Number of Plants��Belgium�30��Denmark�27��France�529��Germany�372��Greece�124��Ireland�145��Italy�885��Netherlands�234��Portugal�200��Spain�1 313��UK�379��Source: Official Journal of the European Communities, 94/L14/EC.��	There are differing views on the impact on business of changes in the compliance period.  Whilst compliance costs tend to increase as the period permitted for compliance declines, there are also advantages to be gained from rapid compliance, for example in the current case, earlier access to export markets.  Where the optimal compliance period in terms of the balance of costs and benefits lies is uncertain.  Further, whilst a longer compliance period gives businesses the opportunity to decide when to comply given their own particular circumstances, in the case of a sector characterised by overcapacity and the need for widespread rationalisation, business will tend to delay compliance even though this may not be in the long term interest of the sector as a whole.

	Once an EU Directive has been implemented in a Member State the level of compliance by firms will reflect the enforcement effort by public authorities.  Different systems of enforcement operate in individual Member States.  For example in the UK, enforcement of hygiene and inspection standards for fresh meat is the responsibility of a dedicated National Meat Hygiene Service.  However, in Spain this responsibility is devolved to Regional Authorities.  Whilst decentralised enforcement may permit greater flexibility to take account of local circumstances, it can produce inconsistencies in enforcement standards within individual countries.

	Specification standards of the kind laid down under Directive 91/497 are generally easier to enforce than target standards.  Whilst there is always room for interpretation, for example as to what constitutes “slaughter premises large enough for work to be carried out satisfactory” as specified by Directive 91/497, in general interpretation by both businesses and enforcement agencies is easier than with target standards.  This can be aided by enforcement codes of practice as are issued by the British government, for example in the case of hygiene standards for meat products.

	The most important factor influencing the impact of Directive 91/497 on the EU fresh meat sector is the existing position of businesses prior to the implementation of the new standards.  In turn this is partly related to the characteristics of the fresh meat sector as a whole in different member States and partly to the circumstances of individual businesses:

The number of businesses which complied with existing EC standards under Directive 64/433.

Standards laid down by existing national legislation compared with those laid down by Directive 91/497 in the case of plants which did not comply with existing EC standards.

Level of overcapacity in the fresh meat sector in individual Member States.

Turnover and profitability of individual operators.

	For firms which were already registered for export trade within the EC the costs of compliance with Directive 91/497 are limited since the majority of the structural, hygiene and inspection standards laid down are identical to those in the existing Directive (64/433).  However, the costs imposed on plants which did not comply with the existing Directive are potentially very high.  In cases where existing buildings cannot be adapted to meet the structural Standards, operators will have to build new premises or leave the sector.  In other cases, where existing premises can be adapted to meet the structural standards, significant modifications may nonetheless by required.  The burden on small operators is likely to be particularly great since there are generally significant economies of scale associated with capital expenditure of this kind.

	There is clearly a potential for distributional effects both between Member States and between operators within any one Member State.  There are significant differences in the structure of the abattoir sector and the total number of plants which were EC-registered in 1991 when Directive 91/497 was implemented (Table 6).  The Directive will tend to advantage those Member Sates in which a greater proportion of plants was EC-registered when the Directive was implemented, in which the sector as a whole is more highly concentrated and where the total number of plants, in particular medium-sized plants which are not eligible for a permanent derogation, is relatively low.  According to these criteria, the Member Sates which will be most disadvantaged by the Directive will be Spain, Greece Portugal and Italy.

Table 6.  Status of abattoirs in the EU by member State, 1990



Member State�All abattoirs�EC approved���Number�Average throughput�(‘000 cattle units)�Number / share�Average throughput�(‘000 cattle units)��Belgium�463�8�110�23.8%�–��Denmark�229�27�45�19.6%�134��France�491�31�284�57.8%�49��West Germany�3 000�6�279�9.3%�60��East Germany�76�69�3�4.0%�–��Great Britain�779�13�80�10.3%�63��Greece�355�8�7�2.0%�50��Ireland�730�4�43�5.6%�58��Italy�1 180�9�325�27.5%�–��Luxembourg�6�12�6�100.0%�6��Netherlands�159�57�79�49.7%�95��Portugal�325�6�1�0.3%�–��Spain�1 420�9�70�4.9%�92��Source: MLC (1992)��	Presumably, plants which were not EC-registered prior to Directive 91/497 did not consider the cost of upgrading to be economically viable given their own particular circumstances, even though this would have permitted them to export to other Member States.  Consequently, the Directive will tend to disadvantage (typically smaller) plants which were not previously EC-registered relative to (typically larger) plants which were EC-registered:

It is difficult for small plants to generate sufficient turnover to absorb the costs of upgrading to meet the standards laid down by the Directive.

It is difficult for smaller plants to generate sales through exports to offset the costs of upgrading.

Previously EC-registered plants bore the costs of upgrading at some time in the past, presumably offsetting these costs against increased sales through exports to other Member States.  Plants which were unregistered will have to bear the costs of upgrading within the limited compliance period defined by the Directive.

There are significant  economies of scale associated with the cost of upgrading plants to the standards laid down under the Directive.

	In the longer term, the Directive is likely to extend the process of rationalisation which is established in most Member States, further reducing the number of operators in the sector and concentrating total throughput within a relatively small number of plants.  Although this will undoubtedly increase the efficiency of fresh meat slaughtering and processing within the EU, it has potentially detrimental implications for the competitive structure of the sector.

	One final impact of the Directive which should be noted is the statutory competitive advantage to plants granted a derogation over plants which have or are currently investing to upgrade their facilities.  Those plants which have not yet invested do not require higher returns on capital to cover the costs of this expenditure.  Consequently, those abattoirs that have subsequently achieved EC-approval have been forced to compete with a group that has been granted a reprieve of up to three years from the costs of upgrading their facilities.

	Although it is likely that the fresh meat hygiene and inspection Directive has forced some operators out of the sector, it is difficult to clearly identify the impact of the new standards.  Prior to the implementation of the Directive, the fresh meat sector in most EU member states was characterised by overcapacity and there was a prevailing need for rationalisation.  Consequently, margins in the sector tended to be low, making it difficult to absorb the cost of compliance with the Directive where major structural work, for example, was required.  The response by most national governments was to grant temporary derogations from the structural standards to such operators under Directive 91/487 (Table 5).

	In recognition of the disproportionate burden the Directive would impose on low throughput producers, Member States were permitted to grant permanent and limited derogations from certain of the structural standards; all plants had to meet the hygiene standards.  These were initially defined as slaughterhouses with a throughput of no more than 600 livestock units per annum and a maximum weekly throughput of 12 livestock units and cutting plants cutting no more than 3 tonnes per week which were operating on 1 January 1992.  However, in view of the evident detrimental impact the Directive was having on small plants, permanent derogations were subsequently extended in 1994 to cover slaughterhouses with a throughput of no more than 1,000 livestock units per annum and a maximum weekly throughput of 20 livestock units and cutting plants cutting no more than 5 tonnes per week.  In addition, Member States were permitted to grant derogations to plants with a greater throughput on a seasonal basis or which suffered supply difficulties or specific geographical constraints.

	The Directive in its original form imposed hygiene standards and inspection requirements on all premises handling fresh meat.  This included low throughput coldstores and transit depots which only handled packed and wrapped meat and other food but which were still subject to veterinary inspection.  This anomaly was removed in 1994 when Member States were given the power to grant a permanent derogation to such plants.

	Given the detailed nature of the hygiene and inspection standards laid down under the Directive, the full impact on the fresh meat sector was not apparent until firms had started to comply.  The revisions of the original Directive detailed above illustrate a willingness on the part of the Commission to act to remove or offset any undesirable consequence when these became apparent.  However, the consequent revisions of the original Directive inadvertently disadvantaged certain firms operating in the sector.  For example, a significant proportion of the firms whose throughput was too great to be granted a derogation under the original Directive but which were subsequently granted a derogation when the maximum eligible throughput was increased, had already upgraded their plant to meet the hygiene standards.  As a result such firms were placed at a competitive advantage relative to others which had not started to upgrade.

	In the case of Great Britain, the Directive involved potential changes for a significant proportion of the slaughtering, cutting and handling industry.  For example, prior to the adoption of the Directive, only 99 of the 678 abattoirs which were operating at the time had been approved for exports within the EU, accounting for approximately 50 per cent of total industry output.  Consequently, a total of 44 per cent of slaughterhouses, 62 per cent of cutting plants and 60 per cent of cold stores were granted temporary derogations (Table 7).

	Prior to the Directive, hygiene standards in Great Britain were laid down under the Slaughterhouse (Hygiene) Regulations 1977.  Consequently, the cost of complying with the Fresh Meat (Hygiene and Inspection) Regulations 1992 which implemented Directive 91/497 should have been related to differences in the hygiene standards laid down by each.  However, it is evident that the existing regulation had not been fully enforced and therefore that the changes required to comply with the EC standards were more significant than was originally anticipated.�

Table 7.  Establishments affected by the fresh meat (hygiene and inspection) Regulations, 1992 in the United Kingdom



Type of �establishment�Total number of �establishments affected�Number of establishments with temporary derogation���Low �throughput�High throughput�Total�Low throughput�High throughput�Total��Slaughterhouse�219�296�515�147�80�227��Cutting Plants�127�313�440�80�192�272��Cold Stores�0�626�626�0�377�377��Farmed Game�0�65�65�0�10�10��

	Like other EU member states the fresh meat sector was characterised by significant overcapacity.  Although the number of abattoirs had declined from 1 135 in 1980 to 779 in 1990 (Figure 7), it was still predicted by the Meat and Livestock Commission in 1992 that capacity would still need to fall by a further 50 per cent.  Thus the additional requirements imposed on the abattoir sector by the Directive were in the context of an industry which was in need of significant rationalisation.  Consequently, it is very difficult to isolate out those changes which have subsequently taken place within the sector which are a direct result of the Directive.  It is clear from Figure 7 that the rate at which abattoirs have closed in the UK has accelerated since the Directive was implemented in 1991.  However, it has been suggested that the derogations granted by the British Government have simply acted to prolong the life of plants which are in need of major structural change in order to comply with EU hygiene standards.

Figure 7.  Number of abattoirs in Great Britain, 1980�96



�

	Directive 91/497 has caused a significant increase in the level of investment by operators in the abattoir sector in Great Britain, even though the industry is characterised by low rates of profitability (Table 8).  Plants which carried out investments to meet the structural standards did so under the assumption that those which did not met these requirements would be forced to close.  However, the extension of temporary derogations, both officially and unofficially, have allowed many firms which were expected to close to actually remain in business.  Since no competitive advantage is associated with gaining EU approval as it does not guarantee access to a domestic or EU market, it has been claimed that plants with EU status currently suffer from a competitive disadvantage relative to those companies which have not made the investment required to achieve EU status.�

�Table 8.  Net capital investment as a percentage of gross value added



Year�Slaughterhouses�Bacon curing and meat processing�All food manufacturing��1988�5.8�10.8�14.3��1989�10.3�16.6�14.4��1990�11.2�15.7�14.4��1991�13.0�16.7�14.3��1992�10.5�20.0�13.5��Source: MLC (1994).�����	Great Britain had granted a total of 415 temporary derogations from the structural requirements of the Directive by the end of 1993, reflecting the relatively small number of plants which were already EC-registered in 1991 and the detrimental economic situation facing many operators in the sector (Table 9).  Consequently, the growth in the number of EU�registered plants has been slow; by March 1996 only 211 (45 per cent) of the 472 remaining abattoirs were EU�approved.

Table 9.  Status of abattoirs in Great Britain, 1993�





Status�Number of plants�Proportion of total throughput �(livestock units)��Closed during 1992/93 financial year�95�5%��EC approved�83�56%��Temporary derogations (likely to close)�158�10%��Temporary derogations (likely to gain EC approval)�141�27%��Temporary derogations (future unknown)�116�2%��Permanent derogations�54�negligible��TOTAL�647�100%��	A total of 54 plants in Great Britain have been granted permanent derogations from the structural requirements of the Directive.  The majority of these plants only slaughter on a seasonal basis and collectively account for less than 1 per cent of total throughput.

	The situation in Great Britain contrasts markedly to that in Northern Ireland where the fresh meat sector had been more export oriented.  The vast majority of plants in Northern Ireland already complied with Directive 64/433 and consequently the impact of Directive 91/497 was minimal.

	In the case of France, a greater proportion of plants was already EC-approved in 1991; these plants collectively accounted for 90 per cent of total throughput (Table 10).  Far fewer derogations were granted to plants which needed to upgrade than in Great Britain, both because there were fewer applications and because the French Government applied stricter standards.  It is suggested that this reflects a greater willingness to rationalise on the part of the fresh meat sector in France.  Consequently, a significantly greater number of plants had closed by the end of 1993 than was the case in Great Britain.  In addition, funds have been available to plants wishing to upgrade from the Fond de l’abattage, a central fund formed by a slaughter tax on all plants.

Table 10.  Status of abattoirs in France, January 1995



Status�Number�Percentage of total throughput�Average throughput (tonnes)��EC approved�262�97.1�13 455��Temporary derogation�61�2.4�1 334��Permanent derogation�38�0.3�214��Status not determined�11�0.1�N/A��TOTAL�372�100.0�9 316��Source: Les Abattoirs Magazin and Ministry of Agriculture, France��	Under Directive 93/118, Member States are required to recover the cost of meat inspection, residue testing and welfare inspections carried out at premises subject to the controls laid down by Directive 91/497.  There have been suggestions that the costs associated with inspections by veterinary surgeons as required under Directive 91/497 have imposed a significant burden on slaughterers and processors of fresh meat, in particular small and medium-sized enterprises.  This is particularly an issue in the UK since, unlike other EU Member States, prior to the Directive supervision of meat production was the responsibility of Environmental Health Officers rather than Official Veterinary Surgeons.  Consequently, in the context of the UK this was an additional requirement not imposed on other Member States which already utilised this system of inspection.  In the UK, the requirement for inspection to be conducted by an approved veterinary surgeon, at greater cost, rather than a qualified meat inspector has been challenged in the courts.�  Although outside the remit of the domestic courts, judgements have suggested that there are arguable grounds for challenging the directive on the grounds of “proportionality”.�

	Further, there are suggestions that there are significant differences in the level of inspection charges to operators in different EU member states.  For example, it has been observed that on average veterinary inspection charges are greater in Great Britain than France.  To a certain extent this reflects the greater supply of veterinary surgeons in France which, unlike the UK, had employed veterinary inspection in fresh meat production prior to the regulation.  In addition, veterinarians are technically employees of the state in France rather than private contractors as is the case in the UK.  Consequently, veterinary charges tend to be more variable in the UK, although there may be little difference in the average charge between the two countries.

6.1.3.	Impact of EU hygiene standards on multi-product firms

	EU food safety standards are currently implemented in the form of a series of vertical Directives each of which lays down standards for particular food products of animal origin.  Whilst appropriate for firms only handling products covered by a single Directive, for example fresh meat, meat products or milk and dairy products, problems arise for firms which handle products covered by different Directives where each lays down separate requirements.  In the most extreme cases, requirements may actually conflict with one another, making it impossible to simultaneously comply with both.  In other cases, requirements may not conflict with one another, but additional burdens are imposed on firms which have to comply with a multitude of differing standards.

	A good example is provided in Figure 8 which details the holding and storage temperature requirements laid down for different types of meat.  Clearly firms which handle a variety of products, and in particular formulated products incorporating foods covered by different directives, face an array of temperature requirements.  In such circumstances firms will typically standardise their temperature regime at the level laid down by the strictest Directive, imposing additional costs in the case of products for which less strict standards are specified.

	Although the Commission is currently considering consolidating all vertical Directives into a single Directive, there are no plans to harmonise the requirements laid down for individual products and thus the problem will remain.

Figure 8.  Temperature standards for different types of meat



Temperature�Product��2oC�Minced meat�Preparations obtained from minced meat��3oC�Offal�Meat preparations obtained from offal��4oC�Poultry meat�Rabbit meat�Meat preparations from poultry or rabbit meat��7oC�Red meats�Meat preparations from red meat��6.2.	Private regulation of fresh meat hygiene

	The major forms of private regulation operating in the EU fresh sector are ISO 9000 certification, industry-level voluntary quality assurance schemes and market standards imposed, in particular, by the major multiple food retailers.

	There is great variation in the adoption of ISO 9000 certification as a form of private regulation within the EU.  In the UK, the fresh meat sector is sceptical about the benefits of ISO 9000-based quality systems.  Whilst the general principles of the standard are recognised, the view is that ISO  9000 lacks the flexibility to deal with products with a high degree of inherent variability.  However, in the Danish pork sector ISO 9000 certification is seen as an important tool for maintaining product quality.  Given the great reliance of the sector on exports, the slaughterhouses have pursued ISO 9000 certification.  Further, certification is seen as a way of establishing vertical co-ordination throughout the sector, from input sectors, though farm production and transportation to slaughterhouses and cutting plants.

	The best example of private regulation of fresh meat hygiene is Great Britain where systems of customer specifications and accreditation have developed more fully than in other Member States.  There are two reasons for this:

The higher level of concentration of the food retailing sector:  A large and increasing proportion of meat sales is through supermarkets (Table 11).  The supermarket sector itself is dominated by a small number of large companies which effectively lay down standards for the industry as a whole.

The nature of primary food safety legislation: the “due diligence” defence laid down by the Food Safety Act 1990 has encouraged greater co-ordination along the food supply chain and the introduction of mechanisms which allow purchasers to ensure their suppliers have employed certain minimum hygiene standards.

Table 11.  Retail sales volumes of meat by type of outlet, 1994�95



Outlet�Proportion of total sales���1994�1995��Butchers�22.0�18.9��Cooperatives�3.0�2.5��Supermarkets�60.1�65.1��Independent grocers�1.7�1.4��Freezer centres�6.3�5.7��Other�6.9�6.4��Source:  MLC (1996)����	A number of private industry-level quality schemes which lay down detailed hygiene standards exist for fresh meat in the UK.  In effect these schemes have overtaken ISO 9000 as a form of third party accreditation, although they do incorporate similar quality management procedures.  For example, the Farm Assured British Pig Scheme (FABPIGS) lays down quality standards for farm production of pigs (Farm Assured British Pigs) and pork production (British Quality Assured Pork).

	The British Quality Assured Pork scheme lays down industry-wide standards and monitoring procedures for the unloading, lairage, slaughtering and processing of pigs.  Detailed specifications are enforced which cover all aspects of meat quality.

	The standards laid down by the Scheme satisfy current regulatory requirements and can be used as a “due diligence  defence under the Food Safety Act 1990, but also lay down more stringent requirements.  For example, abattoirs and cutting plants must conform to the Fresh Meat (Hygiene and Inspection) Regulations 1995, but also operate a HACCP-based quality control system which is not a regulatory requirement.  Further, pork produced under the Scheme must be stored at between 0oC and 3oC, whilst the current regulatory requirement is for storage under 7oC.

	The legitimacy of this scheme ultimately depends on its acceptance by pork producers and the major retailers which are responsible for 65 per cent of pork sales in the UK.

	To date, the majority of the retailers have accepted or are considering the standards laid down by the British Quality Assured Pork scheme and the expectation is that the majority will adopt it as their own standard.  This reflects the generally held view that the only reliable mechanism for ensuring the safety and quality of pork is through industry-wide standards which incorporate and are generally accepted by all operators in the production system.

	However, it is also expected that the very largest retailers will maintain their own hygiene standards.  Presumably, given the high costs associated with maintaining the necessary staff of food technologists to audit prospective suppliers, these companies perceive a competitive advantage in imposing their own standards over and above those that are accepted by the industry as a whole.  On the one hand, superior hygiene standards can be used to market high levels of food safety to consumers.  On the other, stringent hygiene standards, with high initial entry costs for suppliers, may be a source of competitive advantage for the retailers over their suppliers.  The cost for the sector as a whole is that a number of hygiene standards persists within the market place, all of which is well above the minimum laid down by public regulations.

	In addition to industry-specific standards laid down by schemes such as British Quality Assured Pork, the general hygiene standards required for third-party accreditation are important in the fresh meat sector.  Third party accreditation is regarded as an effective mechanism for providing a “due diligence” defence under the Food Safety Act 1990.  In addition, third party accreditation is now required by many of the major food retailers as a substitute for their own hygiene standards.

	In the UK, five organisations are generally accepted by the major food retailers as third party accreditation agencies.  Currently, the dominant accreditation agency, particularly in the meat sector, is the European Food Safety Inspection Service (EFCIS), a joint venture between the Meat and Livestock Commission and Campden & Chorleywood Food Research Association (C&CFRA).  The EFCIS standard lays down detailed standards for different production situations covering structure and procedure in all areas of production and distribution.

	These standards are more detailed and wide-ranging than those laid down by current public regulation but are more flexible in a number of respects:

Plants which are audited under the EFCIS standard can achieve one of three results:  1) failure; 2) acceptable; or 3) accredited.  The majority of plants do not achieve accreditation with their first audit, but are given a detailed list of improvements which are required to achieve accreditation.  Thus, the results is not simply compliance or non-compliance as is the case with standards laid down under public regulations.

Although the standards are highly detailed, there is significant scope for interpretation and flexibility according to the particular plant being audited, for example allowing for differences in the level of risk associated with particular types of product and the history of the plant.

The individual conducting the audit tends to be more highly qualified and experienced than public enforcement officials and better able to take account of the particular circumstances of the plant and to advise on which improvements are required to achieve accreditation..

Third party accreditation is a positive feature which can be used in marketing to the company’s advantage.  This contrasts with compliance with public regulations which is regarded as a minimum requirement to which all operators must comply.

The standards laid down by third party accreditation agencies are fast becoming de facto standards within the UK food sector.  Indeed compliance with such standards is now widely regarded as an entry requirement to many markets, in particular the major multiple food retailers.  Thus the fresh meat sector has effectively become sub-divided into two quite separate markets:

Slaughterhouses and processors which comply with third part or retailer standards and supply the major markets for fresh meat, for example the major multiple retailers and caterers.  Operators in this segment of the market automatically comply with public regulatory requirements.

Slaughterhouses and processors which do not conform with third part accreditation or retailer standards and supply minor markets, for example small retail outlets and caterers.  Some operators in this segment of the market may not even comply with public regulatory requirements.

	Because of the high entry costs associated with the first group, these two market segments effectively operate quite separately from one another.  The structure of each segment differs markedly from one another.  The first segment is composed of large and some medium sized enterprises (as well as some small specialised companies producing high value products) which have the resources to invest in compliance with stringent defacto industry hygiene standards.  The second segment is composed of small and some medium sized enterprises with limited turnover, which lack the resources to comply with any standards exceeding current public regulatory requirements.

	There is currently a debate over the further development of third party accreditation in the UK.  There are suggestions that, if accreditation agencies become accepted by public enforcement officials, third party accreditation could become part of the mechanism through which public regulation is enforced in the UK.  The problem with this system is that no standards currently exist for the control of the accreditation agencies themselves.  The system is therefore entirely market driven with the legitimacy of a particular standard entirely dependent on its acceptance by the dominant operators in the sector.

7.	Conclusions

	The foregoing discussion provides a case study of the impact of EU standards for hygiene in fresh meat production and how this is implemented within Member States.  A key element of the case study is the interaction between public standards of this type and private standards in the regulation of food safety.  This raises a number of important issue regarding the future regulation of food safety.

	Food safety standards can impose highly significant costs on the food system which can have wide-ranging implications for the welfare of food producers and processors and the structure of food markets.  However, in many cases isolating out and quantifying the effects of a particular standard is problematic.

	To the extent that the costs associated with food safety standards are passed onto consumers as higher prices or reduced product choice, there will be implications for the welfare of food consumers which may partially offset the benefits of improved food safety.  Although there are costs of compliance with standards for all firms, a disproportionate burden tends to be imposed on both smaller firms and multi-product firms.  This can have long term consequences for the structure of food markets and the nature of competition between firms.

	As a general principle, the greater the level of discretion permitted to achieve the aims of the standard, the lower the costs of compliance for business but the higher the costs of enforcement for public agencies.  Given the costs of compliance associated with food safety standards generally exceed the costs of enforcement by many orders of magnitude, the flexibility of standards should be maximised wherever possible given the objectives of the standards.

	There is a role for both public food safety standards and private food safety standards, particularly in the form of industry-level self-regulation.  However, increasingly private food safety regulations are establishing de facto market standards at levels which far exceed the requirements laid down by public regulations.  Further, there is evidence that public regulation is being led by private standards, the adoption of HACCP-based control systems being a good example.

	Although detailed product and process standards remain the dominant approach to food safety regulation, there is evidence of a shift to more flexible and performance-based standards.  The UK is a particularly good example of this.  This move is to be welcomed, although the use of more general target standards, for example requiring suppliers to demonstrate that they have done everything possible to ensure their products are safe, could be an even more efficient approach.

	Clearly there is a potential role for private food safety standards, particularly when employed in a manner which is complementary to public standards, although there are certain problems with this approach as it operates at present which are of concern:

The process by which private food safety standards are set is less transparent than the public policy process.  In many cases the exact specifications laid down by private agents, for example food retailers, are regarded as commercially sensitive and therefore treated as trade secrets.

Private agents responsible for setting food safety standards lack the accountability of public regulatory and enforcement agencies.

Private food safety standards are based on private rather than public interest considerations and consequently there is no attempt to balance the full social costs and benefits associated with different safety standards.  To the extent that private interests reflect consumer demands for food safety, private standards may act as a more responsive mechanism for regulating food safety than public regulation.  However, private standards will also reflect the interests of private agencies themselves and may conflict with the public interest.

Since private standards are not explicitly based on public interest considerations, there is no mechanism by which a balance between the social costs and benefits associated with different food safety standards is achieved.  Consequently, it is unlikely that the resultant level of food safety will be at the social optimum.

Private food safety standards can be employed by firms as a predatory tool to gain competitive advantage and erect barriers to entry against new entrants to the market. When applied at the industry level, for example by a trade organisation, there is the potential for such standards to act as a restrictive practice.

	As private standards become an integral part of the regulatory framework there is a need to address these issues, in particular the lack of transparency and accountability associated with private standards.  This suggests private standards agencies, for example third party accreditors, may themselves need regulating, for example through national/international standards along the lines of ISO.�
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