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Preface

Richard Reynnells
National Program Leader
Animal Production Systems
USDA/CSREES/PAS

The Future Trends in Animal Agriculture (FTAA) organizing committee is Co-Coordinated by
David Brubaker, Agri-Business Consultant, Michael Appleby, World Society for the Protection of
Animals (formerly with the Humane Society of the United States), Kay Johnson, Animal
Agriculture Alliance, and Richard Reynnells, United States Department of Agriculture (USDA),
Cooperative State Research, Education and Extension Service (CSREES), Plant and Animal
Systems (PAS). The FTAA organizing committee is comprised of representatives from several
animal welfare and industry organizations, universities, USDA, and others. These individuals
represent various views on animal production and work together to bring about positive benefits
for animal agriculture and society.

The FTAA has provided a series of educational meetings dealing with current and emerging
animal well-being issues and concerns. Animal well-being and production may be associated
with: questions of ethics; environmental and food safety issues; consumer demands;
regulatory needs; rural infrastructure considerations; public health; and other concerns. These
examples are thought by some to be simply directly and negatively related to today’s intensive
confinement commercial agriculture, while others recognize a greater complexity of these
issues. The latter demands more than a simplistic regulatory approach to dealing effectively
with these interconnected issues.

The purpose of this symposium is to present the perspectives of persons in advocacy and
industry organizations, academia, and government, on animal welfare auditing and certification
programs and educational efforts in food animal production. Presentations include discussions
on: the costs and benefits of certification programs on food animal production and product
distribution; implications of policies discussed at international and national meetings; ethical
issues related to animal production; relationship of laboratory animal care relative to food animal
production; educational programs by a coalition of government, university and animal
advocates, an advocacy group project, and selected university programs; and, an evaluation of
animal welfare auditing programs for poultry. Presentations will stimulate audience discussion
and help agency policy makers and personnel, activists, industry, and the public have a clearer
understanding of animal welfare issues.

The proceedings include speaker contact information, which is provided as Appendix A. The
primary audience members are: agency decision makers and other government personnel,
representatives from animal advocacy organizations, universities, the agricultural industries, and
congressional staffers. The public is welcome to attend all FTAA events.

Regulations and de facto regulations (i.e., follow the “guidelines” or not market your product)
impose standards that society can not otherwise ensure everyone follows, or standards they are
not willing to encourage be followed by producers through their market demands. Conversely,



society’s market preferences currently overwhelmingly demand that cheap food and any
additional animal welfare or other added expenses generally should be borne by the entity that
in the end must do so (the farmer, given their position as price taker). The crux of most auditing
and certification programs is that they ensure the animal welfare demands of purchasers of food
animal products (e.g., corporate retail food distribution outlets and restaurants, stimulated by
animal activists) which were codified by a panel of animal scientists, animal advocates, and
others, are followed by the production and processing components of the animal industries. Not
mentioned in the public relations scenarios is the impact of these programs on small and
medium size farmers, which will be touched on in this symposium.

Niche markets differ from these purchaser mandated “guidelines” in that the consumer has
indeed “put their money where their mouth is”, and these true market demands create and
maintain observed and measurable market choices. This market demand is met by producers,
including some in association with animal welfare organizations, using different types of
certification or assurance programs.

Solutions to welfare and rights issues in large part revolve around whether or not to regulate the
production of animals used for food or food products...and if so, to what extent. Some in the
animal rights community tell the world they are primarily interested in animal welfare and
downplay their ultimate goal of the elimination of all animal use (exploitation). Therefore, they
would be expected to favor regulations that can be modified over time to suit their goals.
Protectionists have the goal of animal welfare and many see regulations as a means to ensure
that their visions of welfare are enforced. Many animal producers, who practice good
stewardship within the economic and other confines of societal demands, would undoubtedly
see regulations as excessive, unnecessary, and perhaps the result of incomplete information
being presented to the public and government decision makers.

We should all recognize a personal potential for bias. We also should attempt to set aside
egos, closely held philosophies, what peers, television stars or other influence peddlers tell us to
think, or is trendy, in favor of the truth. A search for truth may well last a lifetime, but often leads
to a balanced and holistic approach to issues because the many factors that influence a
situation or system are considered. Such a search also should lead to a respect for other’s
opinions, with the recognition that one may not have all the answers and that there may be
several acceptable or good answers. The latter may be especially true given the constraints
imposed by society.

It should be understood there is a low probability that society can have it both ways. That is, it
does not seem feasible to expect an extensive confinement system (dispersed, smaller scale
animal production) to provide the same advantages to society as intensive confinement animal
production. While advantages to some people exist, it is important to recognize there are also
many distinct disadvantages of highly competitive intensive confinement facilities (e.g., loss of
rural infrastructure, farmer to neighbor conflicts, and the potential for concentrated
environmental contamination). Our current system demands for food products include that they
be: cheap; consistently safe; convenient; high quality; of uniform appearance; provided in
sufficient quantity for single shipments to corporate fast food restaurants or bulk food outlets;
and available in sufficient quantity to allow us to continue to use food as an important export.
Extensive systems demanded by some may be unrealistically expected to: minimize the
severity and health concerns associated with manual labor (labor is also often an availability
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issue); have a high level of protection, health and nutrition of the animals; have a capacity for
national or international distribution; and ensure a consistently high level of food safety. To one
having grown up on, and been a partner in, a diversified extensive farm that evolved into
inclusion of intensive confinement of table egg layers, it appears that meeting these multiple and
conflicting demands for our entire food supply and for export is unlikely. Niche markets exist to
meet these demands for extensive confinement production facilities to the extent there are
consistent consumer demands in the marketplace.

Our search for truth also may lead to a recognition that we all contribute to (and have a
responsibility for) our current agricultural system through our individual consumer, and auditing
or regulatory, demands. The search may also result in the recognition that respect for life, good
stewardship and dominion (as defined in the Bible, not the animal rights led interpretation of
equating dominion with abuse), will require a balanced and responsible approach to animal
husbandry.

This search for an objective approach for making personal and policy decisions, and a greater
understanding of the issues are reasons we are here today. We have several experts who have
provided exceptional papers. You may wish to use ideas in these presentations to consider the
validity of your current beliefs as to how we should interact with animals, and each other, and
how best to accept personal responsibility for creating changes in our agricultural system if, in
your opinion, change is warranted. These papers provide an opportunity to honestly evaluate
current situations of animal management or use, and interactions to improve our understanding
of the complexity of our food production system and related supporting infrastructure. With that
understanding, we may move toward collaboration (a higher form of cooperation) to improve the
well-being of animals, farmers, and the rural infrastructure.

We hope that you find the proceedings enjoyable and educational. Feel free to contact any
committee member (Appendix B) for details of future programs. Contact me at 202.401.5352
for additional copies of the proceedings from this or previous years.



FTAA Mission, Vision, Goals

The Mission of the FTAA is to foster and enhance balanced and enlightened public dialogue on
topics related to the nature and future of animal agriculture.

The Vision is: to develop programs that are inclusive and national in scope, with the committee
consisting of individuals from organizations representing academia, agribusiness, animal
welfare, environment, university, government and others. The FTAA seeks to present timely
issues in a balanced, innovative and thoughtful manner. The Committee also seeks to enhance
public dialogue and understanding about the nature and future direction of animal agriculture,
and the impact of their personal decisions on this process.

FTAA Goals are: 1. To facilitate genuine collaboration and the ability of farmers to produce
food for society, while improving animal well-being. 2. To provide opportunities for dialogue and
understanding of animal well-being, environmental and other issues in an atmosphere of mutual
respect of consumers, farmers, advocates, commodity organizations, and others. 3. To provide
information to identify critical animal production issues and enhance greater understanding of
societal desires and trends that impact production agriculture.

Vi



Introductory Comments

Richard Reynnells
National Program Leader
Animal Production Systems
USDA/CSREES/PAS

On behalf of the organizing committee for the Future Trends in Animal Agriculture, | welcome
you to the 2005 symposium, “Certification and Education Programs: Current Status of Animal
Welfare”. We will look at some overall concepts related to animal welfare auditing programs,
certification and accreditation programs, ethical issues, and educational efforts by industry,
activists and academia. These topics include the current status of these programs, and their
impact on the ability of small and medium size farms to compete and on society.

The need for everyone to understand animal welfare issues is clear, but this has been
complicated by the numerous animal welfare and rights philosophies. The Future Trends in
Animal Agriculture continues in our tradition of attempting to define issues of concern and then
develop programs to allow persons to cooperate in discussions of the issues and to define
potential alternative solutions to problems. The Mission, Vision and Goals of the Future Trends
committee are outlined in the proceedings.

Please remember to fill out your evaluation form. We require your ideas to improve programs in
the future. If you want additional copies of the proceedings from this year or from previous
years, please call me at 202.401.5352.

Please note we have to adhere to a strict schedule to ensure all speakers have their allotted
time. Therefore, please limit your questions to 30 seconds or less. Speakers will likewise stay
within their time limitations and provide complete yet concise answers to questions. We
appreciate your cooperation.

The organizing committee gratefully acknowledges support from several entities that allowed
the symposium to take place. Several activist groups, coordinated by the Food Animal
Concerns Trust, provided financial support that allowed us to pay some speaker expenses. The
groups are: Animal Welfare Institute, Food Animal Concerns Trust, Humane Farm Animal Care,
Humane Society of the United States, and the Leopold Center for Sustainable Agriculture. The
Humane Society of the United States also provided the coffee break and room set up fees. We
also gratefully acknowledge the contributions of speakers for their significant time and effort.
Financial support was provided by the US Department of Agriculture, Animal and Plant Health
Inspection Service, with other support coming from the Cooperative State Research, Education
and Extension Service, Plant and Animal Systems. All of these inputs facilitated our ability to
provide this important opportunity for improved networking and understanding.

Deputy Secretary of Agriculture, Charles Conner, will provide the welcoming comments. Before
his current assignment, Mr. Conner held numerous positions of importance, including several
key leadership staff positions on the Senate Agriculture, Nutrition and Forestry committee. He
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was also a Special Assistant to the President for Agricultural Trade and Food Assistance.
Perhaps of greatest significance is his farm background, where he gained first-hand knowledge
of the proper treatment of animals and the complex symbiotic interrelationship between animal
and crop production, and societal demands. His brother still operates the family farm in Benton
County, Indiana. His strong agriculture background resulted in his deep respect for the land, the
people who work it, and the animals. He has generously agreed to spend a few moments to
welcome you and to share his thoughts on today’s topic. Please welcome Deputy Secretary
Conner.



Panel: Weighing the Costs and Benefits of Certification
Programs

Economic Analyses of Certification Programs

Jim MacDonald, Chief
Agriculture Structure Branch
USDA Economic Research Service

Introduction and Background

In the last decade, we've seen widening interest in the use of government certification and
labeling policies applied to food products and agricultural commodities. Examples include
mandatory country-of-origin labeling for food products, certification and labeling programs for
organic products, nutrition labeling on processed food products, and labeling for non-biotech
products. Economic analyses of certification and labeling proposals focus on two elements.
First, economic theory is used to identify the conditions under which government intervention in
labeling and certification can be justified. The term “justified” implies several ideas, including
“will it work?” as well as “will it work better than alternatives?”. Second, economic analyses are
used to evaluate the likely effects of specific proposals on market outcomes, such as prices,
output, and profits, often with a view to assessing the effects of intervention on specific
stakeholder groups.

In this paper, | describe those two elements of the application of economics, drawing especially
on two recent ERS publications (Golan, et al., 2001; Krissoff et al., 2004). Since those
publications and their references give a comprehensive overview of the issues, I'll frame my
analysis in terms of a series of key questions drawn from that work.

This symposium is focused on Certification and Education Programs, as they relate to farm
animal welfare, and the panel has been assigned the broad task of “weighing the costs and
benefits of certification programs”. For purposes of discussion, | will presume that there are a
set of practices that improve animal welfare, that those practices will increase production costs,
and that a farm’s use of those practices can be assessed and certified. | will refer to those
practices as “humane production practices”. The policy questions to be addressed are:

1. Should the government mandate the use of humane production practices, with
certification then serving as the regulatory audit?

2. Should the government mandate labeling of animals and animal products, with labels
stating whether or not the animals have been produced under certified humane
practices?

3. Should the government provide certification services to producers who seek
certification?



4, How will the introduction, certification, and labeling of humane practices affect market
prices, market output, grower returns, and industry structure?

The sequencing of the above questions illustrates an important principal that informs all of
applied microeconomics: that there are usually a lot of different ways to organize an activity, and
arguments for government intervention must isolate the reasons why private markets fail to
provide the good or service in question. The issue in question (1) implies a relatively heavy-
handed and inflexible regulation, requiring the use of certain production practices, that would
also require the government to invest in evaluating practices and ensuring compliance. In
contrast, the issue in question (2) suggests that the market may fail to provide adequate
information for consumers to make informed choices, and the regulation would require firms to
provide specified information. Finally, question (3) suggests a more precise and limited type of
information failure—that consumers may not trust private providers of information. My purpose
in this paper is not to provide specific answers to any of the questions, but to illustrate how
economists would go about developing answers.

Where's the Market Failure?

The first step in economic analysis is to identify the nature of the market failure, both as a way
to determine if there should be government intervention, and what type of intervention ought to
be undertaken. In economics, proposals for certification and labeling start from the three
common presumptions: 1) buyers are interested in the product attributes that are to be certified,;
2) buyers would respond (alter their purchasing behavior) to accurate information on product
attributes; and 3) there is a market failure that prevents buyers from receiving accurate attribute
information. By “attributes”, | mean physical and sensory characteristics of the product, such as
size, elements of taste, texture, and shelf-life, as well as aspects of how the product was
produced. In what follows, | discuss the issues associated with certification and labeling aimed
at improving the information that consumers receive.

Buyer Behavior and Product Attributes

What factors limit buyers’ ability to obtain useful and accurate attribute information? After all,
firms already provide considerable amounts of information about many attributes of their
products through advertising and their own labeling. We start with elements of the attributes
themselves. Economists typically distinguish among search attributes, experience attributes,
and credence. Search attributes are things that one can determine prior to purchase—things
like size, color, and price. Because buyers can obtain accurate information prior to purchase,
sellers have little reason to lie about search attributes, and buyer preferences should be quickly
transmitted to sellers through marketplace decisions. With regard to experience attributes,
buyers cannot determine these attributes prior to purchase, but can determine them accurately
through experience with the product. Experience attributes include factors like flavor, mouth
texture (for food products), consistency, and durability. For low-priced consumer products, like
most food products, consumers can obtain accurate information about experience attributes at
low cost through consumption. Again, buyer preferences among experience attributes should be
transmitted quickly to sellers, through repeat purchase behavior, and buyers should be able to
identify misleading advertising.



Credence attributes cannot be ascertained through prior inspection of the product, or through
experience with the product. The classic example of a credence service is automobile repair—
most buyers cannot evaluate the quality of work provided, and they often cannot evaluate
whether service was even needed. In the food sector, many types of product ingredients are
credence attributes—that is, buyers cannot determine the presence or absence of specific
ingredients through experience or pre-purchase evaluation. Similarly, production practices are
credence attributes; the buyer cannot determine, through inspection or experience, whether the
seller took the steps necessary to ensure limit pathogen contamination, and in the case of
interest here, buyers can't determine, through inspection or experience, whether producers
used production or processing methods designed to enhance animal welfare.

Since buyers can’t evaluate seller claims concerning credence attributes, sellers have strong
incentives to provide misleading information to buyers. Moreover, since buyers can’t evaluate
the truth of seller claims, they have no reason to believe them. With no reason to believe any
particular seller’s claims, buyer will not react to accurate claims. Consequently, if a seller does
provide a credence attribute (such as improved animal welfare), and if provision of the attribute
is costly, sellers will not be able to induce buyers to pay a higher price for products with the
attribute, since buyers won't have any reason to believe that the product carries the attribute. In
this way, markets for products with desired attributes will fail to exist.

Why Does Anybody Produce Credence Attributes?

The story outlined above is a widely used parable in economics, known as the “lemons story”. If
higher quality costs more, and if buyers can’t easily evaluate quality, then they won't pay more
for products that are in fact of higher quality, and sellers will have no incentive to produce high
guality products; in short, the lowest quality “lemons” will come to dominate the market. But in
fact we often observe products of different qualities being sold in markets, and receiving prices
that are tied to quality.

In some cases, sellers are able to obtain third party certification for their production practices—
that is, a respected outside organization provides information that is believable to buyers. Third-
parties (independent of buyer or seller) may provide a series of services, such as standard
setting (defining practices that improve animal welfare), testing services (objective tests of
product attributes, where possible), certification (often through inspection), and enforcement.

Third-party services can be provided by many different entities, including consumer groups,
producer associations, specialized third-party testing and certification organizations, national
governments, and international organizations. For example, Underwriters Laboratories (UL) a
private non-profit entity, provides standards and certification, primarily for electrical appliances;
the Good Housekeeping Institute sets product standards and provides consumer guarantees for
a wide range of products; the United States Department of Agriculture’s (USDA’s) Agricultural
Marketing Service (AMS) works with producer groups to establish standards and provide
certification services for many different agricultural commaodities.



When Is Government Certification Effective?

Many different types of organizations provide certification services for credence attributes, and
public provision is not the rule. Two factors seem to drive public provision. First, for any sort of
certification service to affect consumer demand, it must be credible to consumers. In some
cases, government provision may be the only source that is credible to buyers (although one
can’t simply assume that any government provision will be credible—surveys indicate, for
example, that many European consumers do not find government certification of food safety
attributes to be credible).

Second, some credence attributes are quite complex, and can be very difficult to test for. In the
case of food products that are to be certified as non-biotech, for example, complex standards for
non-biotech must be established, and suitable scientific tests must be designed. Competing
standards, offered by different organizations, might serve only to confuse consumers and defeat
the goal of offering useful market information. In this case, USDA'’s Federal Grain Inspection
Service offers standards for nonbiotech labeling, designs tests for identifying ingredients in food
products, and certifies third party laboratories who can perform the tests.

Government standard-setting and certification is not without risks, even if consumers view the
information as credible. If product designs and relevant attributes are changing rapidly,
standards may need to be redesigned over time, and alternative certifications may be desirable.
Government-set standards tend to be inflexible, and government standard-setting may not
respond quickly to changing industry conditions.

Certification, Information, and Labeling

A certified product will have no impact on consumer behavior unless consumers know about it.
Under voluntary certification, firms can advertise the certification, and they can design
certification labels for their products. Another challenge arises here: should sellers of the
certified product rely on a uniform certification label, or should each seller design their own
label? A uniform label reinforces the message of certification through many repetitions, but
creates a “public good” problem, in that one sellers labeling and advertising benefits not just that
seller, but all sellers of certified products. So, if individual sellers can’t reap all the benefits of
their ads, information may be underprovided.

Even if effective standards are in place, and even if effective systems for certifying compliance
are in place, labels must still provide that information to consumers, and they may fail in that
function. Consumers see a lot of product information. They may notice advertisements, they
may read about products in newspapers and magazines, they may receive advice from
acquaintances, and they see brands and labels on the products themselves. Labels and brands
convey a lot of information, some of it fairly technical. Some labels are effective in conveying
information that is sought and understood by buyers, while some labels are poorly designed to
convey information, or convey information that is not well-understood by buyers. Certification
and labeling strategies can fail because the information presented on labels simply isn't used by
consumers. There has been some serious analyses of those label design and information
issues, summarized in Golan et al (2000).



Should Certification and Labeling Be Mandatory?

Under voluntary certification, firms could choose to obtain certification for animal welfare
practices, and then would advertise that certification to potential consumers. Government
agencies could design standards, and could either provide certification services or could
develop standards for third party certifiers. Voluntary certification services could also proceed
without government involvement. Certified providers could charge higher prices for their
products, and might also realize expanded volumes. Program costs would be borne by those
who benefit—consumers of products produced according to humane standards.

Mandatory certification is quite different. All providers would have to obtain certification of the
types of production practices that they followed, and standard-setting would have to differentiate
among various practices, instead of simply certifying the use of humane practices. Government
agencies would have to ensure enforcement. The costs would be considerably higher, and they
would be spread among all buyers, not just those who prefer products produced according to
humane standards. Moreover, mandatory labeling would spread information about animal
welfare, by applying the message to all products sold to all consumers; in that sense the “ public
good” nature of advertising would allow humane providers to benefit from the advertising
provided by the mandatory label attached to non-humane sellers. However, mandatory labeling
and certification would also involve non-humane sellers in the process of designing certification
and labeling standards.

Is the Problem One of Certification for Information?

Standards to effectively identify credence attributes like production standards may be in place,
testing and certification systems may effectively identify products that meet the standards, and
labels may effectively inform consumers about certified products. Yet market outcomes may not
change. We have so far assumed that the economic problem stems from one type of market
failure, one of “asymmetric information”. That is, we presumed that buyers care about animal
welfare, and were willing to pay higher prices for products of animals that were treated
humanely, but that they were unable to obtain credible information on humane production
standards. They were unable to obtain such information because they couldn’t personally check
sellers claims (the attribute is a credence attribute) and because sellers could easily lie,
rendering all seller-provided information suspect. In that case, bad sellers (low costs, low prices,
bad treatment of animals) would drive out good sellers (high costs, high prices, good treatment).

We've presumed, so far, that there are a significant number of buyers who would value humane
treatment of animals if they were properly informed about it, and who would therefore respond
to effective information. Their market response (increased demand for higher-priced meat
produced using humane methods) would then increase the number of animals who were treated
with humane methods, if increased demand were passed through in the form of higher prices for
products from humanely treated animals.

But suppose the problem isn’t one of bad information, but rather stems from an externality. In

economics, an externality is said to occur when one’s actions impose uncompensated costs or
benefits on an outside party. Air and water pollution are classic externalities. My (unregulated)
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activities in disposing of waste into a river imposes costs on downstream users of the water
resource, and if | am one of many polluters in a complex river basin, | likely will not have to
compensate those that I've harmed. In this case, | will likely choose waste intensive methods of
production, and my products, selling at prices that do not reflect all the costs of my choices, will
be consumed in greater quantities.

Animal welfare may be an externality problem, rather than an asymmetric information problem,
if inhumane production methods impose costs on people other than consumers. Vegetarians
are an obvious class. But our example so far, if it works, would only establish a market for meat
from animals that were humanely treated; there might still be a very large market for animals
treated in nonhumane ways, by those meat consumers who were indifferent to animal welfare.
In this c