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THE COSTSOF FOOT AND MOUTH DISEASE IN THE UK
SUMMARY AND CONCLUSIONS

1. This pagper has been produced jointly by economids fromDEFRA and DCMS. It
ams to provide some edimate of the main economic effects of foot and mouth disease on
the economy during 2001, asess the different impacts in each of the countries of the UK
and give an indication of how the outbregk affected both rurd and urben aress. These
as=3ments are limited by the nature of the avalladle information. The difficulty of obtaining
rdiable and detailed data became obvious during the outbresk and was commented on by
the Rurd Task Force. The nature of touriam in rurd aress — diverse and fragmented —
mekes it vary difficult to be precise & any time, and gatigtics which track change are only
avallable some four months in arears  Given the very locd nature of some of the damege
and some of the recovery, the condusion of this report has to be treeted with great care, as
“best avallable esimates’ rather than as hard fact.

2. The2001 Pre Budget Report' explained that the effect on GDPin 2001 is esimated
to have been modest rdative to normd fluctuations — less than 0.2 per cent of GDP - but
the impact on savardy affected areass has been much more pronounced. This paper
examines the economic impact of foot and mouth on the agriculture and food sectors and on
those sectors of the economy affected by touriam. 1t dso contains some esimates of the
effects on rurd and urban aess. And in the case of the agriculture and food indudtries it
provides estimetes of the cogtsin the four countries of the UK.

3. There are many uncatanties surounding the esimates, but we bdieve thet our
cdculations give some indication of the orders of megnitude.  The results reflect our best
esimate of the difference between the pogition with and without Foot and Mouth rather than
acomparison of the Stuation before and after the disease.

4, Table 1 summarises the main results. The losses to agriculture and the food chan,
induding the cods compensated by the Exchequer, amount to about £ 3.1 hillion.
Businesses directly affected by tourigt expenditure are esimated to lose a Smilar amount
(between £2.7 and £3.2 billion). 1t should be noted thet these latter impacts have been
vaiable, with bath winners and losers. Busnesses only a few miles gpart may have been
dfected in vary dfferent ways some may have hardly been dfected or may even have
increased business, while others may have been forced to dose. Some businesses auffered
sious loses in the garing but gained a recovery in the summer and aboom in the autumn
and early winter — while others saw little improvement or were seasond in nature. 1t is of
course difficult to ascertain the extent to which changes have been as a reault of foot and
mouth diseese as this cannot be meesured directly. This paper ams to measure the
aggregate impect on dl the busnesses covered and impliatly assumes that any recovery in

1 See HM Treasury ‘ Pre-Budget Report 2001 (Cm 5318), Box A.3: ‘ Measuring the macroeconomic
impact of Foot and Mouth Disease’.



tourigt activity in the summer and autumn over the previous year is not as aresult of foot and
mouth diseese

5. The mgority of the codts to agriculture have been met by the government through
compensdtion for daughter and disposd as wel as the dean up cods. Nonethdess
agriculturd producers will have suffered a subgtantia loss, estimated a £355 miillion, which
represents about 20% of the estimated Totd Income From Farming in 2001.  The food
indudtry will dso have suffered losses edimated a £170 million. The vagt mgority of the
loses from tourism are accounted for by domedic tourism rather then vigtors from
oversess.

6. The indudries which supply agriculture, the food indudries and tourist rdated
busnesses will dso have suffered.  The aggregate effect on these upsream sectors are
edimated at £1.9 to £2.3 hillion. The overdl impact upon suppliers to the agriculture and
food indudtries has been rdatively modest because FMD has led to increases in the demand
for some types of input (eg. feed) as wdl as reductions in demand for other inputs While
mogt of the effects will oocur in 2001 some of the agriculturd effectswill be fdt for anumber
of years after.

7. The edimates of the direct effects for agriculture and touriam can dso be
disaggregated to derive edimates of the differentid effect on rurd and urban aress. It hes
not been possible to derive rurd and urban estimates for the indirect effects It is edimated
thet the direct loss in rurd areas will be in the range £2.2 to £2.5 hillion, while the loss in
urban aressis esimated to bein the range £0.8 to £1 hillion.

8. Regiond esimates have only been possible for the cods to agriculture and the food
indudry. These show that goproximady two thirds of the cogts occur in England, with
around one Sxth each in Scotland and Wdes  Northern Irdand incurs less then one per
cent of the cod.

9. A mgor reason why the cogts to the economy as awhole are less than suggested by
the edimates presented here is that expenditure on trips to the countrysde (by UK vigtors)
which have been foregone because of FMD appear to have largdy been replaced by
goending dsawhere in the economy, ether in dternative tourigt locations or on goods and
savices unrdaed to tourigm (see Technicd note). However, the edimates in this paper
show that even though the overal impact upon the level of GDP in 2001 has been rdaivey
modest, there is condderable cogst to particular sectors or within particular sectors
Furthermore it should be borne in mind thet these esimates do not cover cods which are
not captured through the market. For example the stress auffered by livestock producers
whose sock was daughtered, or by the public foregoing the opportunity for country walks
or the environmenta impact of carcassdigposd. All of these factors will need to be bornein

mind when gppraisng palicy options.

TABLE 1



SECTORAL ECONOMIC EFFECT OF FMD (£M), 2001 - 2005

National Rural Urban
Agriculture/ Food Chain - 3120
of which:
Compensated by government 2580
direct effect - 525 - 525
indirect effect -85
Tourism (range) -4495 to 5340
of which:
direct effect (range) -2700 to -3205 -1700 to -2015 -825t0 -1040
indirect effect (range) -1835 t0 -2180

"Indirect effects” represent the knock-on impacts on input supply industries; the indirect impacts are

not allocated between rural and urban areas.

Impacts compensated by the Exchequer excluded. These are reported in Table 2.




Technical Note

MEASUREMENT OF THE ECONOMIC EFFECTS OF FMD
i. The paper does not attempt to measure the total economic impact on the UK.

i. There will be arange of economic and non-economic consequences from the foot and
mouth outbreak, not al of which are entirely captured by the conventional measure of GDP:

a) There will be digtributional impacts from the outbreak as farm prices change
producing losses to farmers and also to consumers. These relative price effects are
not detected by an output lost measure of GDP.

b) Some of the costs of FMD to the producer will arise from restrictions reducing the
quality of the product with a corresponding lower price received, rather than the
quantity of output.

c) Following practice regarding nationa income accounts, the loss in value from
daughtered animals is treated as a catastrophic loss rather than a temporary reduction
in output and the effects of movement restrictions are off-set by higher work-in-
progress within agriculture's gross value added. The loss of output accrues over time
from the foregone growth in stock and the effects of a smaller breeding herd. The
computation of losses to GDP in future years is extremely problematic and is not
reported in this paper.

d) The capital accounts of the agricultural sector have been affected by the outbreak.
Livestock destroyed represent the loss of a capital asset but there are offsetting
changes in so far as Exchequer compensation is used to either reduce liabilities or
accumulate assets in one form or another. These balance sheet impacts will be
published separately by DEFRA.

€) Some impacts are not taken into account as they are particularly difficult to
measure because markets for them do not exist. These include such things as the
stress and emotiona difficulties caused to farmers and other users of the countryside,
adverse impacts on anima welfare and possible environmental impacts of disease
control measures. Although these are legitimate components of an economic
assessment of the effect of the disease on economic welfare, they do not feature in
thisanaysis.



INTRODUCTION

10.  This note describes the assumptions and caculaions underlying our best estimates
of the cogts of the foot and mouth outbreek to those sectors of the UK economy directly
afected and their input suppliers.  The effects of the outbresk on the public sector and
consumer's are d0 edimated.  Although the eventud macroeconomic impect of the FMD
outbresk dill cannat be determined with certainty the broad magnitudes are becoming
dearer. It ssamsthat the effect on UK GDP in 2001 has been modest reldive to the normal
fluctuations and was estimated in Pre Budget Report 2001 to be less than 0.2 per cent of
GDP. However the impact on severdy afected regions is likdy to be more pronounced.
This paper focuses on the cods to the agriculture and food indudtries and to those firms thet
Oepend on touris expenditure. The andlyss was carried out in the autumn of 2001 and
where possble some of the assumptions have been updated.

11.  The esimaes of the economic impact of AMD on agriculture and downgtream
sectors are basad on the numbers of animds daughtered, aswel as the length of retrictions
for bath livestock movements and the export ban. There are Hill areas of uncertainty
surrounding some of these issues and the esimates in this paper are based on the mogt
plausble assumptions. Where gppropriate some dternative assumptions are tested in order
to examine the sengtivity of the results

12. Casss of foot and mouth diseese (FMD) continued to the end of September, but
there have been no subsequent cases and the UK was dedared disease free on 14 January.
There was a progressive relaxation of redrictions on countryside access throughout the
course of the diseese. However it is difficult to predict whether, or how quickly, vidtsto the
countryside for touriam, recredion and lesure pursuits will recover to the leves in the
absence of the disesese. There is anecdotd evidence of tourist income in Some aress being
much higher than usud in the autumn — perhgps fudled not just by recovery but by some
people choosing to forego visits abroad after September 11 — bt it is difficult to know
whether any of thisisasaresult of foot and mouth disease and no account has been taken in

this pgper of any such resurgence.

13.  BEven having eradicated the disease there will be a period during which regtrictions
on the movement of livesock will remain and we have dso assumed that the export of
livestock and livestock products will not recover for some months beyond the eradication of
the dissase A patid rdaxaion of the ban on exports of pigmeat was announced in the
autumn and on 22 Jenuary 2002 the UK regained its satus as afoot and mouth diseese free
country, which dears the way for the reopening of exports  The full bendfits of these
relaxations remain to be fdt asit will take sometime for exportsto recover.

14.  Thedructure of the paper isasfollows.

Ovaview of agriculture and touriam in the rurd economy
Direct effects on agriculture and the food supply chain;
Direct efect on UK rurd tourigm;

Direct effect on tourism from oversees,



AGRICULTURE AND TOURISM IN THE RURAL ECONOMY

15.  In order to put the economic effects into pergoective this section gives some
datidicsto illudrate the Sze of agriculture and other affected indudries

16.  Agriculture employs about 2% of the totd UK workforce and accounts for lessthen
1% of GDP, dthough other agriculture rdated busnesses have dso been dfected by the
outbresk. By contragt tourism employs over 7% and its contribution to GDP is subgtantialy
gregter & 4.7%.

Figure1: Agricultureand Tourism in the UK Economy
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17.  Livestock and livestock products are a very important part of UK agriculture. The
vaue of output from the gpedies susceptible to FMD accounts for aout 40% of the tota
output of the UK agriculturd indudry. It is dear therefore thet anything thet affects this
sector will have adgnificant impact on theindudry asawhole

Figure 2: Composition of UK Agricultural Output
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18.  Equdly asagriculturd land accounts for over three quarters of the total areaof the
UK, anything thet reduces access to that land will have a seriousimpect on the indudtries
that depend onit.

19.  Foot and Mouth has directly affected awide area of the country. For thefirst few
months of the outbregk, many footpaths throughout the UK were dosed in order to prevent
the soread of infection, so the effects on tourism initidly soread to much of the countryside.



Link to Figure 3: Map of Greatest Extent of Infected Areas



20.  Thetotd number of animds daughtered under disease control messures has been 4
million, of which the ves mgority have been degp. A lage number have dso bean
daughtered in order to prevent wefare problems for farmers who have been prevented by
movement redrictions from moving their ock from farms. In the andys's we assumed that
about 2.9 million animals would be daughtered under these schemes, however asiit turned
out the find figures were lower then this assumption.  The laiest figures are shown in the
table.

Table2: Number of Animals Slaughtered and Total Animalsat June 2000

Animd Numbers daughtered | Numbersdaughtered | Totd numbersasa
for disease control for wdfarereasons | June 2000

Catle 594,000 169,000 11,135,000

Sheep 3,334,000 1,586,000 (a) 42,264,000

Figs 145,000 287,000 6,482,000

Other 4,000 5,000

(8 in addition 526,000 lambs were daughtered under the Light Lambs Scheme

DIRECT EFFECTS ON AGRICULTURE AND THE FOOD SUPPLY
CHAIN

Assumptions

21. Theandyssis bassd on daughterings for disease contral of 4 million animas Our bext
edimate in Autumn 2001 was that some 2.9 million livestock would enter the wefare digposd
gheme  Curretly some 2.6 million animas have been daughtered under the Livestock
Wdfare and Light Lamb Digposd Schemes and our assumption reflected the likdihood thet
that some of the light lambs produced may nat find a market in the UK and would need to be
moved off farms for welfare reasons. 1t now gppears that these animals were not entered into
the scheme <0 the actud codts will be lower then origindly thought. We have revisd our
edimates of the exchequer codts associated with this reduction, but we have not been dble to
revise our estimates of the supplies of meet avallable to the domestic market and the impact on
prices might therefore be dightly overdated.

22. Inrdaion to livestock movement resrictions in infected areas, we assumed that controls
progressvely wind down and by the end of January 2002 dl counties atan Disease Free
Classfication dlowing movement regtrictions to be completdy removed.  As noted above dll
counties were declared disease free on 14 January.

23.  Some trade in pigmeat was dlowed to resume a the end of October. Our bet
guess was that full trade in animd products can be resumed by Soring 2002, Even though
the UK has disease free daus the extent to which full trade will resume is dill difficult to
determine. To test for the sengtivity of the results due to adday in the complete resumption
of exports, especidly for sheepmedt, acouple of dterndtives are examined:



a) that trade fully resumesin October 2002;
b) full trade resumesin Autumn 2003.

Thetwo mog pertinent sats of assumptions are tabulated in Annex Table C.

Summary of effectson Agriculture and thefood chain

24. Theresults ummarisad in Table 3 show that the economic effect of AIMID on agriculture
and thefood chain islikdy to be aloss of around £3.1 hillion, aggregated over the full duration
of the contrals assodiaed with the outbreek.  The vast mgarity of this impact will be fdt in
2001.



Table 3: Economic Effects of FMD on Agriculture, Food Chain and the

Public Sector - £ million
Agricultural producers - 355
of which: Market prices - 50
Export loss - 130
Withholding costs - 175
Consequentid loss - 35
SAP - 120
Agrimoney ad + 155
Food Industry - 170
of which: Auction Markets - 95
Abattoirs - 40
Processors/ hauliers - 35

Public Sector

- 2580

of which: Compensation - 1120

Wefare Scheme payments - 210

Disposa costs -710

Miscellaneous costs - 450

Agrimoney ad - 155

SAP/IOTMS +185

Business support mesasures - 125

UK Consumers -15
Total

- 3120

(1) "Market prices" represents a loss of revenue associated with price changes consequent upon the changed pattern of
marketings (2) "Export loss" is an additional effect associated with lower quality domestic uses (eg pet food) for supplies
diverted from export (3) "Withholding costs" are the extra costs and deterioration in quality associated with holding
animals on farm beyond optimum marketing dates (4) SAP/OTM S/Agrimoney are associated subsidy changes, some of
which are co-funded by the EU budget (5) Compensation for slaughter is assumed to exactly offset producer losses from
the destruction of stock. (6) Public sector spend on disease control does not include funding from EU budget: slaughter
compensation and some other costs are expected to be effectively 17% EU funded. (7) Disposal costs are costs of
destruction and clean up. (8) Business support measures largely comprises assistance to rural businesses other than
farming. (9) Overall public sector costs above are comparable to those reported in the HM Treasury Pre-Budget Report
excluding an adjustment for estimated budgetary savings on Sheep Annua Premium and OTMS and also allowing for
differences in the assumed number of animals destroyed under the welfare scheme.



25. The principa cods aise from the daughter and disposal of livestock, the assodiated
deaning and disnfecting of premises and adminigration cods  However, there were some
exchequer savings aidng from the dosure of the “Over Thity Month Scheme’ and the
reductionsin the levd of Shegp Annud Premium as aresult of higher EU prices At the dart of
the outbregk the Government decided to pay agrimonetary ad. In totd the vdue of these
payments from the UK exchequer is esimated to be broadly £2.6 hillion. The actud cod to
the UK Taxpayer will however be afected by the extent to which these costs can be redamed
from the EU budget. If we assume that the digible cogts (control measures, compensation and
digposd and deaning) are part funded by the EU budget the cogt to the UK taxpayer would be
reduced by some £325 million. There will dso be some resdud cogts (E355 million) to
agriculturd producers (after daughter and wdfare compensation and agri-money payments)
and there will be some cods (E170million) to other parts of the food chain.  Consumers will
receive some windfdl benefit from the lower pricesin 2001 resulting from supplies overhanging
the market whilg the export ban remains in place. However this gain proves trandtory and
over the period to 2005 thereisasmdl lossto consumers.

I ncome effects on Agricultural producers

26. Theresults showing the impact upon agriculturd producers (Table 3) reved that there are

likely to be arange of cods to producers thet lie beyond the loss of livestock which have been

daughtered and for which compensation has been provided. These cods arise from a number

of factors
- dfect of price changes resulting from changesin supply to the UK marke,

reductionsin price aisng from digposd of product on UK Market

cods of withholding animds on fams

losses due to dday in returning to production

Changesin subddy payments

Agri-mongary ad

27. Sevad factors have afected the supply of agriculturd products onto the UK market.
The daughter and digposd of livestock has reduced production, the movement redtrictions have
prevented normd supplies reaching markets and the redrictions on exports have meant that
products that would normally have been digposed of overseas will increase the supplies on the
domedtic market. To some extent these variations in supply will be accommodated by changes
in the leve of imports, but inevitably there will be some adjustment to the domedtic supply /
demand balance,

28. The efect on prices of agriculturd commodities has been esimated by determining the
supply pogition due to the reductions in domegtic production and the dosure of export markets
It is assumed that imported supplies are avalable from the rest of the EU, but no account hes
been taken of any impact of Foot and Mouth on the demand for product in the UK or the rest
of the EU. In fact disruption to supplies on the domestic market was rddivdy short-lived and
the obsarved price changes have been reaively modest. Thelossto producers associated with
price changes are therefore estimated to be about £50 million.



29. A further effect of the export ban will mean that some products from UK agriculture
which are gengrdly sold into the EU will have to be digoosed of on the domestic market. In
catan cases for example light lambos and sow medt, these products have no reedy market in
the UK and could only be sold a subgtantid discount. The disposd of these products is a
subdantid cogt and it is edimated that the loss of vaue on these products to livestock
producersis £130 million.

30. Because of regrictions on the movemeant of animds from farms, it has been necessary to
hold animdls for longer than would have been the case under normd conditions. Thisimposes
cogts of extra feed (as wel as other varigble costs) and if stock is kept beyond its optimum
marketing dete, therewill o bealossof vaue These cods are esdimated a £175 million.

31. The losses assodaed with the loss of production whilst fams are prevented from
resocking are manly off-sat by the arangements that dlow producers to dam headage
subddies for animdls that were daughtered. 1t is only in the dairy and shegp sectors where
additiond losses may be incurred by not beng aile to gat back into milk production
immediady or for loss of premium payments. These losses are edimated & £35 million. Itis
worth noting thet milk producers who have not been directly affected by the dissese have
boogted production to largdy offset the effect of the foot and mouth cull in the dairy herd.

32. The Shegp Annud Premium is cdculated on the beds of the difference between an
average EU market price and the Badc Price. It is edimated that the market price in the UK
will fal as aresult of the increased supplies which cannat be exported, but the ban on exports
will have the effect of raising the EU price. On average the EU price will rise and the vadue of
SAPisedimaed to fdl by some £120 million.

33.  When foot and mouth dissese druck in February the Government quickly took the
decison to take up the option of paying agri-monetary aid.  This reduced the codts faced by
producers by £155 million.

34. Theandydsshowsthat the greatest part of these codsfdl on the sheep sector wherethe
risks of a market overhang are greatest and where there is a subgtantid reduction in subsdy
payment. The pig sector has dso suffered from the export ban. The codsin the dairy and beef
sctors — mainly resulting from the withholding of produce due to movement contrals and
consequentid losses before re-stocking can teke place — are likely to be offset by incressed
prices and the benefits of the additiond agri-money ad.

Sensitivity analysis

35. Under our centrd assumption uncompensated losses to producers tota £355
million. If export markets for shegp and beef do not recover for afurther 7 months (i.e. to
October 2002) these losses are edimated to rise to £450 million. A further dday of 6
months would increase the codts by a further £170 million. The additiond losses arise
amog entirdy from adday in recovering shegpmesat exports. Thishastwo principd effects
firg producers continue to suffer a quality rdated price discount as output is old into low



vaue domedtic usage (eg. pet food); second, dday in recovering export markets adds to
the generd deflationary pressures in the domestic market.  These two diginct sources of
price pressure each contribute about one hdf to the increased losses.

I ncome effectsin the food supply chain

36. We have credited to agricultura producers the full revenue effect of price changes,
some of which in practice may stick & other pointsin the supply chan. In addition there will
be some specific effects on the supply chain before and beyond the farm gate. These effects
beyond the farm gate will be mogt marked for auction markets, daughterhouses and food
processors, whose activities were disrupted by the combined effects of the movement ban
and export ban. We edimate that the totd loss of vaue added for these sectorsis likdy to
be of the order of £170 million. We have not atempted to identify the impact on individud
supply indudries, however these are induded as pat of the indirect effects which are
edimated in paragrgph 40 and Annex A.

Other sectors

37. FMD s likdy to have diveted subdantid resources from other employment
activitiesto destroy diseased livestock, bury, burn or otherwise dispose of the carcassesand
dignfect and dean up infected premises. Mog of this expenditure will fdl to the public
sctor. Additiond goending to tackle the disease and its implications is edimated at some
£2.8 hillion. However there will be some offsetting savings to the Exchequer as a result of
lower payments for Shegp Annua Premium and Over-Thirty Months Scheme: The cogt, net
of these savings, is esimated to be about £ 2.6 billion. This figure will be reduced further
when account is taken of recapts from the EU budget and the UK share of finanaing this
This additiona spending represents a loss to the economy in the sense that these resources
could have been productivdy employed dsewhere had FMD nat occurred. In practice,
some of this adtivity may involve resources lad idle in the food supply chain as a result of
FMD and dreedy identified asawdfarelossin the andyss

Country breakdown of UK results

38.  Economic losses to agriculturd producers not compensated by the Exchequer and
the downgtream food chain sectors have been disaggregated by country — this has been a
“top down” dlocation of UK esimates. Thefull results, for our best guess assumptions, are
reported in Annex table D. These show that losses of about £230 million have fdlen on
agriculturd producers in England, about 60% of the UK totd. Both Scotland and Waes
have incurred losses in the £60-65 million range. By comparison the impact on Northern
Irdand producers has been negligible, in part due to the lifting of the export ben in early
summer 2001

39.  Inthefood chain sectors downgtream from the farm-gate dmost two thirds of the
UK losses, about £115 million, have fdlen in England.  Scotland and Waes have both
incurred losses of aout £25 million, 15% for each of the UK loss. Northern Irdand has



incurred a modest loss auction makets re-opened during the late summer and
daughterhouses and mesat processors were only dightly affected by the outbresk.

I ndirect impacts
40.  Theindudries supplying inputs to agriculture and food chain will dso be adversdy

afected by FMD. These impacts are discussed in Annex A.  Intotd the losses are about
£85 million.



TOURISM

41. Ovedl the UK tourig sector, both rurd and urban, is edimaed to have log
between £2.7 and £3.2 hillion of vdue added in 2001 as a result of the FMD outbresk
under our “centrd” assumptions for posponement and canceldion of trips  The
methodology used to estimate the overall impact on domestic tourism is
necessarily subject to serious data limitations in terms of “hard” data on
actual behaviour. Consequently it draws heavily on atitudind survey data and a sries
of assumptions. It should be borne in mind that the effects measured in this peper rdate to
al busnesses which are afected by afdl in tourig expenditure. The range of busnesses
afected will go wider then those which might reedily be assodiated with the provison of
tourigt activities

DIRECT EFFECTSON UK RURAL TOURISM

42.  In Mach — Augugt 2000 UK resdents spent goproximately £33.54 hillion on
touriam day vists and trips within the UK of one night or more. These are the months in
2001 when access to the countrysde was subject to redrictions and are taken as a
consarvative proxy for spoending in the aosence of FMD.  Some redtrictions dso continued
into September and October.  However, given the events of September 11, it is not
possble to messure the effect of FMD theredfter. By thissageit is possble that the overdl
impact could have turned postive, through the take-up of digplaced trips and halidays, and
achieved ggnificant growth in some cases as some people Sayed within the UK rather then
going aoroad. Therefore no atempt has been made to isolate FMD effects after the end of
Augud.

43.  The United Kingdom Touriam Survey (UKTS) collects deta & monthly intervas on
the domedic touriam indusry and during March to May 2001 incorporated specific
questions rdating to the AIMD outhresk (see Annex B).  The survey results indicate thet
30% of vidtors changed their plans as a direct result of FMD and of these vigtors 70%
were planning tripsto the countryside and 30% to urban aress.

44,  These rexults have been used as the bads of esimates of the loss to domegtic
tourism due to FMD. In the absence of data beyond May, we have looked a two
oenarios Inthefirg, it is assumed thet the survey results from March to May will remain
condant in the fallowing 3 months Juneto August. Thisistaken as an upper estimate asthis
period is conddered to be the peek of the dissese. However, results from the English
Tourism Coundl (ETC) attitudind survey caried out in Augudt indicate that consumer’s
perception towards the domestic industry changed very little from the earlier months and this
provides support for the assumption thet behaviour will not have changed much ether.

45.  Inthe second scenario, welook & a dedine in the impact in subsequent months has
been made. This is the lower edimate and is based upon the assumption that for each
month after May the number of vigtors changing their plans as aresuit of FMID fdl by the

following peroentage



June 10% lessthan March to May
iy 30% lessthan March to May
August 50% lessthan Marchto May

46.  Both the lower and upper estimates rly on the UKTS March to May data which
indicate that of the 30% of vigtors daming to have changed ther plans

- 30% have postponed their trip

- 13% have changed their plansin some other way
- 43% have cancelled their trip altogether

- 13% have switched destinations within the UK

- 2% have substituted an overseastrip.

47.  We have assumed that 25% of postponed vigts are equivdent to cancdlaions, but
this may overdate the likdy impact on touriam of the foot and mouth outbresk as they will
be recouped in the fallowing period. Thus sengtivity analyss has been gpplied to the 25%
assumption. The loss of tourism revenues from this broad interpretation of cancdlations is
edtimated to be between £3.9 and £4.7 billion, split between aloss of £2.4 to £2.9 hillionin
revenues to the rurd economy and aloss of £1.5 to £1.8 hillion in urban arees. However
the impacts on rurd and urban revenues are respectivdy under-dated and overdated,
tourigs who have changed their plans or switched dedingtions within the UK add net
revenues of between £245 and £295 million to urban tourism and reduce rurd touriam

recaipts by a corresponding amount.

48. Between Mach and May UKTS indicates that 2% of those who changed plans
opted to go oversees indead.  This represents a direct 1oss to the economy as awhole and
the loss of receipts to the UK tourigt sector is estimated to be between £155 and £185
million, split between £95 to £115 million in rurd areas and £60 to £70 million in urben
aress.

49.  Thetotd recapts of tourist busnesses from UK tourigts are esimated to fal by
between £2.8 and £34 hillion in rurd areass as arexult of foot and mouth and urban touriam
receipts from UK resdents to contract by between £1.3 and £1.6 billion. These are
edimates of the impact on recapts and of course some of the cods assodiaed with the
provison of touriam goods and sarvices will dso have been reduced.  The impect on the
economy is represanted by thelossin vaue added and thiswill be amdller.

50. Gross vaue added is esimaed to represent 60% of tourism spending.  This
edimate was derived from the weighted average of gross vaue added/gross output for eech
of the tourism sectors shown beow. The only sector where vaue added islessthan 54% is
rail, which issmall - about 13% of travel vaue added.

Table4



Sector Grossvalue added/Gross output (%)

Accommodaion 62.8
Retall 61
Caeing 62.8
Attractions 53.8
Travd - of which:

Road 4
Rail 29

51.  With vaue added equd to 60% of output, income derived from tourism in rurd
aress (exduding rdaed indudries dso affected) contracted by between £1.8 and £2.3
billion (60% of the logt recaipts) as aresult of the reduced gpending on domestic tourism by
UK reddents. The corresponding effect on value added derived from urben touriam is a
reduction of about £0.8 and £0.9hbillion.

DIRECT EFFECT ON TOURISM FROM OVERSEAS

52.  Expenditure by oversess vistors in the UK in 2000 was £12.78 hillion of which
56% was et in the March to Augugt period. Spending in the countrysde by oversess
resdents is only 6% of the totd gpend; in consegquence any reduction in oversess viStors
mainly resultsin losses of urban touriam recapts

53.  Information from the Internationdl Passenger Survey (“IPS’) for March — August
2001 shows a dedine in bath vidtor numbers and expenditure compared to 2000. There
are a number of reasons for the dedine, of which FMD is only one. The dowing of the
globa economy, in particular the US economy (as North America accounts for 28% of
oversess vigts to the UK) as wdl as the weskness of the Euro, will be contributory factors
to the dedine

54.  The centrd assumptions are that these “other” factors will account for 50% of the
dedine in inbound tourism expenditure reported by IPS over the period March-August.
Therefore FMD will account for the other 50% of dedine reported by IPS from March to
Augud. These assumptions have been gpplied to the actud dedine reported in IPS from
2000 to 2001 for each month from March to August. Therefore the loss of tourism recaipts
due to FMD are edimated a £425 million (equivdent to vaue added of £255 million) of
which £400 million is codt to urban aress.

Overall impact of tourism: direct effectsof FMD

55. Tadle 5 bdow summarises the impects from FMD on receipts and vaue added
derived from tourism.

Table5 FMD’sexpected impact on UK tourism receipts and value added




Dedinein goending
£million

Rurd

Urban

Tota

Low

High

Low

High

Low

High

Domedtic Touriam

-  caxdlaions

+1475

+1780

-3915

4725

- Qupdituionwithin

-295

+245

+295

the UK touriam
sector

Switch from domedtic to
oversess deginaions

-115 -70 -155

-185

Loss from reduced
oversss vigtors

-25

-425

Totdl loss of recaipts -2805 -3385| -1690| -1955| -4495

Loss of vaue added
derived from touriam

-1685 -2030| -1015| -11/5| -2/00

-3205

Note: based on central scenario for: a) postponement of trips & b) proportion
of decline in spending by overseas visitors attributable to FMD
Figures may not add up exactly as they are rounded to nearest £5 million

Sensitivity analysis

56.  For the 30% of tourig trips by UK resdents that are postponed because of Foot
and mouth dissese a range of assumptions have been examined to reflect posshle
behaviourd patterns The resuits for the centrd assumptions, 25% of postponed vidtsfdling
outsde the March to Augus period, suggest losses in vaue added of between £2.7 and
£3.2 hillion (as shown in Table 5). Under more “optimidic’ assumptions al postponed
vigts are re-scheduled within the 6 month period and vadue added losses in touriam are
reduced to £2.3 and £2.8 hillion. Under “pessmidic’ assumptions one hdf of postponed
vigtsfdl outsde the 6 month period and touriam vaue added losses totd between £3.2 and
£38 hillion.

57.  Asacheck on the broad magnitude of our estimates we have compared these with
information collected from surveys of sdected aress caried out by Prism Research Ltd,
who undertook a dudy of the impact of FMD on rurd busnesses. Almogt 2,500
busnesses, located in 9x largdy rurd loca authority didricts, were surveyed by tdephone.
The budnesses sdected cover the entire range of attivities outdde core agriculture
agriculture rdated, manufacturing, condruction and services The 9x didricts chosen for the
survey reflect a mix of aess badly hit by outbregks in Cumbria and Devon and aress
unaffected by cases of FMD in Eas Anglia  Though Priam were careful to note thet ther




results should not be generdised to the wider economy, they nonetheless enable some broad
edimates to be made of the megnitude of the impact of FMD on tourism in the rurd

economy.

58.  Prigm does not provide any precise quantitetive data from ther survey on the
mongary impact of FMD on economic activity.  However it is possble to deduce a
meesure of log output vaue from the resuilts reported.  The survey suggests thet during the
March to August 2001 period businesses as a group logt turnover to the vdue of 17.5% in
the Eden digrict of Cumbria and 10.5% in Carlide (the latter of course contains the urben
aeaof Calide); in West Devon the loss of turnover was 12.5% and in Eagt Devon 5.7%.
In contrast businesses logt 4.2% of turnover in North Norfolk and 2.9% in Mid Suffolk.
This digribution of results is in line with expectations that losses from AMID would be
corrdated with the frequency of FMD outbregks by didtrict.

59.  The mixture of digricts sdected by Prism is dealy not a complete range, bt it
provides a reasonable cross-section of rurd Britain for the purpose of assessng the impact
of the FIMD outbresk on businesses afected by tourism expenditure. The loss of busness
turnover for dl Sx didricts combined, covering a rather wider set of indudries then those
likely to have been affected directly by loss of tourism spending, is 7.6%. This reduction has
been goplied to basdine expenditure by tourigs in UK of £34 hillion during
MarchVAugugt 2000.  The loss of recapts by rurd busnesses,

based on the Priam survey, is edimated by DEFRA to be aout £2.6 billion. Thisisat the
lower end of the range esimated by the DCMS. £2.8 — 34 hillion. The evidence from the
Prism results corroborates, in broad terms, the estimates of the DCM S though subject to the
caution thet there is no drict rdationship between reduced vistor spending and loss of
turnover by loca busnesses

I ndirect impacts

60.  Indudries supplying UK touriam will aso be hit by the AMD outbresk. Under the
centrd assumptions these indirect impacts are estimated to be vaued between £1.8 and
£2.2 billion (see Annex A for detalls underpinning the calculaions).

DEFRA /DCMS
February 2002



ANNEX A

INDIRECT IMPACTS: MULTIPLIERS FOR AGRICULTURE, TOURISM
AND RETAIL

1. In addition to the direct effects on agriculture, the food chain indudtries downsream
from the farm-gate and touriam, there are indirect effects on the indudtries supplying goods
and sarvices to the directly affected sectors  Quantifying the totd impact on upstream
indudries supplying agriculture is egpeddly problemetic. The lower levd of livestock
production reduced demand for certain inputs but incressed work in progress, as livestock
movement redrictions kept animas on farm longer, had the oppodte effect. In addition
cartain savice suppliers, notably vets would have been redeployed to tackle the FMD
outbregk. The sudy has not attempted to quantify the impacts on eech upstream busness,
but we have cdculaed thesein tatd using multipliers derived from the ONS's “input-output
tables’.

2. The vadues of the multipliers are given bdow. A multiplier of 0.68 for tourism means
that a shock which increases touriam vaue-added by £1 million aso increases the vaue-
added in other sectors by £680,000. There are no estimates of how these multipliers solit
between rurd and urban areas. In agriculture and the daughtering/meet processing sectors a
ggnificant proportion of output from the sector is an input within the sector itsdf. To avoid
double counting the multipliers have been adjugted to ensure thet only suppliers outsde the
sector are captured.

I mpact on input suppliersof a Adjusted

unit change in the final Multiplier

demand for:

Agriculture 0.807

AbattoirdMesat Processors 0.812

Tourigm 0.68

3. These adjused multipliers have been gpplied to output rdated losses in the

indudtries directly affected. In agricultureffood chain sectors the gpplication of multipliers has
been redricted to output rdated impacts. In agriculture some important adverse impacts
from foot & mouth have taken the form of lower prices recaived by producers and no
multipliers have been gpplied to thesa This is because these are revenue losses which are
unlikdy to have sgnificantly affected input requirements

4, The direct impacts of AMID have been dlocated between rurd and urban aress
However no atempt has been made to dlocate the indirect impects on the same spatia
bass. The esimated economic vaue of these indirect impacts are reported in the Teble
below.



Sector £ million
Agriculture/Food Chain 85
Tourism (range) 1835102180




ANNEX B
UKTS 2001 FMD related questions

Q9 Has the current outhresk of Foot and Mouth disease affected any plans you may have
hed to take trips within the UK in April? For example, you may have cancdled or
postponed a trip that you hed planned to take in April or gone to a different place or for a
shorter time because of the outbreek.

If yesask Q11

Q11 Which of the following describe how you have changed your plans for taking trips
within the UK in April? Have you....

-cancdled one or more planned trips because of the outbresk

-postponed one or more planned trips until later in the year because of the outbresk

-gone to a different place within the UK from the one you origindly intended to go to,
because of the outbresk

-gone abroad indead of taking atrip within the UK because of the outbresk

-reduced the length of atrip because of the outbresk

-changed your plansin some other way

ETC Attitudinal Survey Key Findings
Wave 11 (August 24-August 26th)

24% of consumers agree that ‘mog places in the countryside are dosed a the
moment’ compared to 27% in June

54% of people agree that ‘people should say out of the countrysde to avoid
Soreading foot and mouth’ compared to 55% in June

72% of consumers agree that you hear different messages about the countrysde,
ome sy its open and others sy it's dosad to tourids -exactly the same
percentage as June

32% agreed that ‘I wouldn't vigt the countrysde because of the hedth risks
assodiaed with burning carcasses: Thisis up 3% snce June,

35% agree that ‘you can't go to the countrysde because mogt footpaths are
closed

For full results s/e ETC webhste www.englishtourismn.org.uk




ANNEX C

: Agriculture/ Food Welfare I mpacts: Assumptions

Livestock Slaughtered for disease control purposes (‘000 head)

Feb March April May

13 954 1,973 353

June July

245 171

Aug Sept

114 92

Oct-Dec  Totd

85 4,000

Livestock Destroyed through the Livestock Welfare Disposal Scheme (‘000 head)

Feb March  April May June July Aug Sept Oct- Totd
Dec
8 600 430 153 142 191 177
1221 2,922
Assumptions
Last case Numbers of All counties Numbers of Export Ban Lifted
Livestock attain “Freg” Livestock entered
Destroyed for classfication  into Welfare Disposa
disease control (million heed)
(million heed)
Centra End Oct 4.0 end Jan 2002 2.9 beef End Mar 2002
edimate 2001 Sheepmeat end Mar 2002
Pigmest end Oct 2001 for provisona
counties; end Mar. 02 for rest of
GB
Pessmidiic End Oct 4.0 end Jan 2002 2.9 beef end Oct 2002
2001 Sheepmeat  end Oct 2002
Pigmest As centrd estimate

Note: Sheepmeat dso includes live sheep.




ANNEX D

Economic Effectsof FMD on Agriculture & Food Chain Industries, £

million
Country England Wades Scotland Northern Totd UK
Irdland

Agriculturd 230 65 60 0 355
Producers

Downgream | 115 25 25 5 170
Industries

Total 345 90 85 5 525

Uncompensated producer effects only
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