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U.S.-South Korea Beef Dispute:
Negotiations and Status

Summary

OnApril 18,2008, U.S. and South K orean negotiatorsreached agreement onthe
sanitary rules that Korea would apply to all beef imports from the United States.
Thiswould allow for imports of al cutsof U.S. boneless and bone-in beef and other
beef products from cattle, irrespective of age, as long as specified risk materials
known to transmit mad cow disease areremoved and other conditionsaremet. These
rules significantly expand upon a January 2006 U.S.-South Korean protocol, which
only permitted imports of U.S. boneless beef from cattle less than 30 months old.
The revised rules were expected to take effect in mid-May when Korea published
implementing regulations. However, continued strong Korean public opposition to
the agreement led to the government’ s decision to request that the United States put
on hold exportsof beef from cattle older than 30 months, and to indefinitely postpone
publication of the rules until there is a U.S. response. On June 19, negotiators
reportedly reached an accomodation, with details expected to be released shortly.

If the April 2008 agreement takes effect, U.S. beef exporters would be ready to
recapture akey overseas market. 1n 2003, South Koreawasthethird-largest market
for U.S. beef exports, prior to the ban imposed after thefirst U.S. cow infected with
mad cow disease, or BSE (bovine spongiform encephal opathy), was discovered.

Severa Members of Congress have stated that congressional consideration of,
and support for, the Korea-U.S. Free Trade Agreement (KORUS FTA), depends
upon South Koreafully opening its market to U.S. beef. Though not technically on
the agenda of the FTA talks, paralel bilateral negotiations in 2006-2007 did not
resolvedifferenceson the sanitary termsfor resuming sales of al U.S. beef products.

TheU.S. beef industry and U.S. policymakerswelcomed the deal. However, in
Korea, TV coverage of the issue and Internet-spread rumors that questioned the
safety of U.S. beef resulted in escalating protests. With opposition political parties
also advocating that the beef agreement be renegotiated or scrapped, the Korean
government sought and received assurances from the United States (confirmed in an
exchange of letters on May 19) that South Korea has the right under existing
international agreements to take steps to protect its citizens from health and safety
risks. The government hoped this letter exchange would quell public concerns by
showing it could suspend U.S. beef imports if another infected BSE cow is
discoveredinthe United States. However, protests have intensified and undermined
the standing of the Korean President and his political party, which holds a slim
majority in Korea s parliament.

U.S. trade officials maintain that the beef agreement will not be renegotiated.
Their position isthat U.S. beef is safe and is consumed by millions of Americans.
They maintain that the U.S. measuresin place to prevent the introduction of BSE in
U.S. cattle herds meet international scientific standards. With Korea requesting to
modify the agreement’ s terms without formally renegotiating it, both governments
have little choice but to again explore options to reach some accommodation. This
report will be updated to reflect developments.
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U.S.-South Korea Beef Dispute:
Negotiations and Status

Many U.S. policy makersview the resumption of all U.S. beef exportsto South
Korea — the third-largest market in 2003 — as essential, but not necessarily
sufficient, beforetheU.S. Congresswould consider implementing legislation for the
Korean-U.S. Free Trade Agreement (KORUSFTA).* Tofacilitatethis, theU.S. and
K orean governmentsreached an agreement inmid-April 2008 ontherulesthat Korea
would apply to U.S. beef imports that ensure shipments meet human health
standards. South Korea's rationale for concluding this deal was to improve the
prospects for the Bush Administration deciding to soon send the KORUS FTA to
Congress, because of the limited time remaining in this year's congressional
calendar. The White House had for sometime signaled that Korea had to reopen its
market to U.S. beef salesin order to secure the votes of Members of Congress who
represent cattle production and beef processing states and whose support for the
KORUS FTA isviewed as critical. However, in light of Korean public concerns
about the safety of U.S. beef and growing opposition to the agreement, both
governments have since engaged in intense discussionsto find ways to address these
concerns and resume U.S. beef salesto Korea. A formal bilateral announcement is
expected shortly on the results of the latest round of talks that ended on June 19.

Background

South Korea's concern about the potential human health impacts of U.S. beef
datesback to December 2003, when itsgovernment banned importsof U.S. beef after
a Canadian-born cow in Washington state tested positive for bovine spongiform
encephalopathy (BSE), or mad cow disease.? The loss of the third-largest export
market together with other major foreign marketsfor U.S. beef contributed to asharp
fall in U.S. cattle pricesin 2004. Subsequent talks over the sanitary rulesthat would
apply to U.S. beef sales took two yearsto complete. In January 2006, South Korea
agreed to aprotocol that allowed imports of U.S. boneless beef only from cattle less
than 30 months old. U.S. negotiators had signaled that some opening on the beef
issue was necessary before negotiations with South Korea on acomprehensive FTA

! For more information, see CRS Report RL 34330, The Proposed U.S.-South Korea Free
Trade Agreement (KORUSFTA): Provisionsand I mplications, by WilliamH. Cooper, Mark
E. Manyin, Vivian C. Jones, Stephen Cooney, Remy Jurenas, and Alison Siskin.

2There have been only two other discoveriesof BSE in cattlein the United States— in June
2005, in aU.S.-born cow on a Texas farm, and in March 2006, in another U.S-born cow in
Alabama. For more information on U.S. safeguards to protect cattle herds from BSE,
third-party assessments made of U.S. import safeguards against the introduction of BSE,
debate and developments on the livestock “feed ban” issue, U.S. surveillance and testing
programsfor BSE in cattle, and BSE prevention in cattle laughter and beef processing, see
CRS Report RL 32199, Bovine Spongiform Encephal opathy (BSE, or ‘ Mad Cow Disease’):
Current and Proposed Safeguards, by Sarah A. Lister and Geoffrey S. Becker.
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could begin. However, in late 2006 South K orean inspectors rejected the first three
shipments of U.S. beef, after discovering small bone fragments in a few boxes of
packaged frozen boneless beef. Though not on the agenda of its FTA negotiators,
U.S. efforts to resolve all issues of beef access to the Korean market subsequently
became contentious as those talks continued. For example, the U.S. Trade
Representative (USTR) decided not to participate for several weeksin the FTA’s
sanitary and phytosanitary working group. Also, separatebilateral discussionsonthis
sensitive issue moved from the technical level to high-level meetings as both sides
raced to conclude the KORUS FTA by the end of the March 2007 deadline set by the
then-in-effect trade promotion authority.

Although the beef issue was not resolved in the FTA talks, South K orea sthen-
President Roh, on April 1, 2007, stated he had personally promised President Bush
that hisgovernment would “ uphold the[yet to-be-rel eased] recommendations’ of the
World Organization for Animal Health (OIE) on the BSE risk status of the United
States and “open the Korean [beef] market at a reasonable level.” The OIE isthe
international scientific body recognized by the World Trade Organization as the
international reference for matters of animal disease and health. On May 22, 2007,
the OIE formally found that the United Statesis a “controlled risk” country for the
spread of mad cow disease. For a description of OIE’s role on this issue, see
Appendix A, “International Standards to Prevent Spread of BSE in Beef Trade.”
The U.S. Department of Agriculture's (USDA’S) top officia on this matter
commented that this* risk classification recogni zesthat Ol E-recommended, science-
based measures are in place to effectively manage any possible risk of BSE in the
[U.S] cattle population” and “provides strong support that U.S. regulatory controls
are effective and that U.S cattle and products from cattle of all ages can be safely
traded in accordance with international guidelines, due to our interlocking
safeguards.”®

USDA immediately requested that South Koreaamend itsimport requirements
for U.S. beef within a specified time frame to reflect this risk determination and to
reopen its market to all U.S. cattle and beef products. In response, South Korea's
animal health regulatory agency began an eight-step process to assess the BSE risks
of the U.S. beef sector in light of the OIE finding, with the intent to negotiate a
revised bilateral agreement that would lay out import rules applicable to U.S. beef.
Initial expectations were that this process would be completed by late September
2007. However, the process was delayed by the third discovery since shipments
resumed in April 2007 of banned backbones in some boxes of U.S. packaged beef.
OnOctober 5, 2007, South K orean authoritiesannounced they woul d not conduct any
moreinspections of U.S. beef until both sides concludeformal negotiationsto revise
the 2006 protocol. To move toward that goal, bilateral technical-level talks held
October 11-12, 2007, fail ed to bring both sides closer to an agreement. South Korean
officials sought rules that were reportedly more strict than OIE guidelines, intended
toreportedly correct four shortcomingsintheU.S. measurestakento limit BSE risks.
The U.S. stance was that current rules already met OIE standards.*

3 USDA, Animal and Plant Inspection Service, “ Statement by Dr. Ron DeHaven Regarding
OIE Risk Recommendation,” March 9, 2007.

4Inside U.S Trade, “U.S., Korea Beef Market Access Talks Fail Over Level of Access,”
(continued...)
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Because of the political controversy anticipated with the prospect of further
opening the Korean market to U.S. beef, President Roh’s government decided to
defer negotiations until after the December 2007 presidential election. Then, newly
inaugurated President Lee Myung-bak decided to wait until after the April 9, 2008,
parliamentary elections. Both decisions effectively delayed talks with the United
States on revising the beef import rules. Thesetalks finally began on April 11.

U.S. Beef Exports to South Korea

Sincethelate 1990s, South K orea has became agrowing market for major beef
exporters, particularly the United States. By 2003, beef importsaccounted for nearly
75% of South Korean beef consumption. U.S. shipments alone supplied half of all
of the beef consumed by K oreans.

In 2003, U.S. beef exports to South Korea totaled $815 million, or 246,595
metric tons (MT), and accounted for 21% of the $3.9 billion in U.S. beef products
shipped worldwide. Boneless beef products accounted for $449 million (55% of the
total), while bone-in (rib) beef totaled $292 million (36%). Sales of beef offals
(tongue, liver, heart, among other edible cattle parts) reached $65 million (8%).
Minimal U.S. beef offal exports occurred in 2004, 2005, and 2006, due to South
Korea sban onimportsafter thefirst U.S. BSE-infected cow wasdiscovered (Figure
1). Though some U.S. boneless beef sales occurred in the last few months of 2006
after South Korea agreed to implement the January 2006 agreement, Korean
inspectors rejected these shipments after discovering small bone fragmentsin afew
boxes. During the 2004-2006 period, beef shipmentsto South Koreafrom Australia
and New Zeaand increased substantially to cover demand that had previously been
met by U.S. beef exporters (Figure 2). In 2007, both countries accounted for 92%
of South Korea' s beef imports, compared to 29% in 2003.

U.S. bonelessbeef exportsto South Korearesumedinlate April 2007 soon after
negotiators concluded the KORUS FTA. Through early October 2007, Korea's
guarantineregul atory agency inspected and cleared for retail salemost U.S. boneless
beef shipments, applyingitsinterpretation of the January 2006 agreement. Evenwith
partial-year exports, South Korea ranked as the fourth-largest market for U.S. beef
in 2007, with sales of $119 million, or 25,165 MT (Figure 1).

U.S. and South Korean Negotiating Objectives

The longstanding U.S. negotiating position has been to pressfor full accessin
one step for all U.S. beef into South Korea's market. This meant expanding the
scope of the 2006 agreement to include exports of bone-in beef and coverage of all
U.S. beef from cattle, regardless of age, aslong as BSE-risk materials are removed
during processing.

* (...continued)
October 19, 2007, p. 6.
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Figure 1. U.S. Beef Exports to South Korea, by Type
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Figure 2. South Korean Beef Imports, by Leading Suppliers
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South Korea argued for a “two-phased” approach to afull opening. The first
step would allow importsof both bonelessand bone-in beef cutsfrom U.S. cattleless
than 30 months old, as long as those cattle partsidentified by the OIE as agents that
can transmit BSE to cattleand in turn to humansareremoved. Korea' strade minister
argued this first step would give the United States about 80% of its market share
before the ban on U.S. beef took effect in late 2003. The second step would permit
imports of beef from older cattle, aslong as risk materials are removed according to
OIE’sstandards.” In preparing to take office, South K orea sthen President-elect Lee
Myung-bak signaled an interest in moving quickly to resolve the beef issue. His
transition team reportedly instructed the Ministry of Agriculture to advocate
strengthening import rules, such as placing Korean inspectors at U.S. meat
processing plants to conduct “on-the-spot” inspections.®

April 2008 Beef Agreement

The second agreement, reached just hours before President Lee met President
Bushat Camp David on April 18, 2008, spellsout South Korea’ shealth requirements
that would apply to imports of U.S. beef and beef products. Koreawould allow entry
to al cutsof U.S. beef (bone-in or ribs, and boneless) and other beef products from
the edible parts of cattle, irrespective of age, that meet all other specified conditions.
The new rules significantly expand upon the products covered by the first (January
2006) protocol, which only permitted imports of boneless beef from cattle under 30
months old. The agreement would require the removal of specified risk materials
(SRMs) during meat processing, and prohibit the entry of (1) al mechanically
recovered and mechanically separated meat and (2) advanced meat recovery (AMR)
product from the skull and vertebral column of cattle 30 months of age and over at
the time of slaughter. These prohibitions reflect scientific conclusions that these
materials can harbor the BSE agent in cattle and in turn infect humans if product
from such cattle are consumed.” Other provisions detail which other beef products
may or may not enter South Korea.®

®Inside U.S Trade, “ Korean Minister Sees Open Beef Market In Two Steps, Delay INnFTA
Approval,” November 16, 2007, p. 5.

¢ Korea Times Online, “Election Politics Cloud KORUS FTA Ratification,” January 7,
2008.

" Specified SRMsare “tonsils and distal ileum from cattle of all ages; and [the] brain, eyes,
spinal cord, skull, dorsal root gangliaand vertebral column (excluding vertebrae of thetail,
transverse processes and spinous processes of the cervical, thoracic and lumbar vertebrae,
median crest and wings of the sacrum) from cattle 30 months of age and over at the time of
daughter.” For more information, see “BSE Prevention in Slaughter and Processing: the
‘Fourth Firewall’” in CRS Report RL 32199, Bovine Spongiform Encephal opathy (BSE, or
“Mad Cow Disease” ): Current and Proposed Safeguards, by Sarah A. Lister and Geoffrey
S. Becker.

8 AMR product that isfree of SRMsand central nervous systemtissuesisallowed. Ground
meat, processed products and beef extracts may contain AMR but must befree of SRMsand
all mechanically recovered or separated meat.
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U.S. Feed Ban Rule Broadens Scope of Agreement

One important provision would automatically broaden the age range of cattle
covered by the agreement when the U.S. Food and Drug Administration (FDA)
publishes its final animal feed ban rule. Its inclusion addresses some of South
Korea s concerns about what U.S. government regulations prohibit to be added to
animal feed. With the publication of this FDA rule on April 23, 2008, the bilateral
agreement upon taking effect would apply to imports of U.S. beef and beef products
from all cattle, even those older than 30 months. Prior to this development, the
agreement would have applied only to beef and beef products from cattle less than
30 months old at the time of slaughter.

The published FDA rule bars the use in animal feed and pet food of specified
risk materials from cattle that have “the highest risk for carrying the agent thought
to cause BSE.” FDA states that these measures will strengthen existing safeguards
that have been adopted against BSE.° Therulereportedly fallsshort of South K orean
negotiators' initial demands for (1) a broader ban on the materials that are allowed
to be used in animal feed, (2) a requirement that ranchers report cattle with BSE
symptomstothe USDA, and (3) U.S. implementation of amandatory national animal
identification system.°

Steps to Be Taken If Problems Are Found During Inspection

The April agreement prescribes steps that South Korea s quarantineinspection
agency can takeif banned cattle partsor other problemsarefound in ashipment from
aU.S. meat firm and specifies what its counterpart U.S. agency must do to address
thematter. One provision specifiesthat Koreawill continueto inspect other imports
of U.S. beef and related products, rather than as allowed by the first agreement to
suspend their entry and revoke the right of that firm to sell beef to Korea if the
problem is not resolved. For example, if Korean inspectors detect a “food-safety
hazard” — defined as* any biological, chemical, or physical property that may cause
food to be unsafefor human consumption” —ina“lot” fromaU.S. firm, the Korean
government “may reject thelot.” Koreamust then notify and consult with the U.S.
government on the matter and may request corrective action if appropriate. If an
SRM isfound, USDA’s Food Safety and Inspection Service (FSIS) will investigate
to determine what caused the problem. In the meantime, Korea will inspect more
closdaly other shipmentsfrom that U.S. firm (i.e., by increasing theinspection rate on
lots of the same product) until fivelots pass inspection without the discovery of any

° Prohibited materials include the brains and spinal cords from cattle 30 months of age and
older, the entire carcasses of BSE-infected cattle, the entire carcass of cattle that has not
been inspected and passed for human consumption that is 30 months of age or older from
which brains and spinal cords were not removed, tallow derived from BSE-infected cattle
and from other prohibited cattle materials, and mechanically separated beef derived from
the same prohibited materials. U.S. Department of Health and Human Services, Food and
Drug Administration, “ Substances Prohibited from Usein Animal Food or Feed,” published
in the Federal Register, April 25, 2008, p. 22720.

0 Inside US Trade, “Feed Ban Opens Beef Market Despite Failing to Meet Korean
Demands,” April 25, 2008, p. 4.
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food-safety hazard. Only then can Koreareturn toits standard inspection procedures
and rates on imports from that firm.

However, if the Korean government discovers two incidents of food-safety
hazardsinvolving separate lotsfrom that same U.S. firm, Koreamay suspend entries
fromthat firmuntil correctiveaction occurs. Oneexceptionisthat beef product from
that firm certified for export to Korea prior to the date of suspensioniseligibleto be
inspected. That U.S. meat firm is suspended from exporting to Korea until the U.S.
government informsthe K orean government of what corrective action hasbeen taken
and the date the firm’ ssuspension islifted. Unlikethefirst (2006) agreement, these
various steps provide a map for addressing problems that could arise in future beef
shipments.

Steps That Apply If Another U.S. BSE Case Occurs

If another case of BSE occursin the United States, the agreement narrows the
scope of how both countries would respond to such a discovery. The first step
requires the U.S. government to immediately conduct a thorough epidemiological
investigation (i.e., look at al of the factors that contributed to the presence of BSE
in this case) and inform the Korean government of the results. The second step
requires the U.S. government to consult with the Korean government about these
findings. The Korean government can only suspend imports of U.S. beef and
products if the additional case or cases results in the OIE recognizing an adverse
changeinthe classification of the U.S. BSE status (i.e., changing it from “controlled
risk” to “undetermined risk”).** However, in an effort to address Korean public
concernsthat these provisionswere not strong enough, both governmentson May 19
exchanged letters affirming that each country could take steps to protect its citizens
from health and safety risks under specified multilateral agreements (see “Bilateral
Letter Exchange to Clarify Agreement Terms,” below). Previously, under the
January 2006 agreement, South Korea reserved the right to unilaterally suspend
imports of U.S. bonel ess beef when (1) there was objective recognition that the U.S.
BSE risk status has significantly worsened “due to the malfunctioning of [five
specified] U.S. BSE control measures,” and (2) the presence of “additional BSE risk
has been confirmed through the development of new science.”

Other Rules

The agreement also includes provisions spelling out the requirementsthat U.S.
beef exporters and the U.S. government must meet to sell beef and beef productsto
South Korea. Among other things, these provisions:

e adlow al U.S. meat establishments operating under USDA
inspection to sell beef and beef productsto South K orea,™? except in

" For an explanation, see Appendix A, “International Standardsto Prevent Spread of BSE
in Beef Trade.”

2 However, during the first 90 days after the agreement takes effect, South K orea reserves
the right to audit and/or reject U.S. decisions on the listing of new plants eligible to export
(continued...)
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the case (as described abovein “ Stepsto Be Taken If Problems Are
Found During Inspection™) when Korea suspends a firm following
the discovery of two food safety hazard incidents. Currently, seven
U.S. processing plants are not eligible under the first agreement’s
terms as interpreted by South Koreato export boneless beef to that
market.*®

e expandtheorigin of foreign cattlefrom which beef and productscan
be exported to Korea to include cattle imported from Canada and
raised in the United States for at least 100 days before slaughter.
Previoudly, only boneless beef from cattle imported from Mexico
and present in the United States for a minimum 100 days was
eligible for export.

e detail the steps that USDA’s FSIS would take to handle cases of a
U.S. meat establishment’'s “serious non-compliance” — the
discovery of afood-safety hazard — during an audit or in a shipped
product (e.g., immediately control the non-compliant product; stop
the production process if the problem continues until the
determination is made that corrective and preventative measures
have been taken; and allow production to resume if the
determination is made that corrective steps are adequate).
Previoudly, the U.S. government was required to immediately
suspend theinspection of beef destined for K oreawhen seriousnon-
compliance with the agreement’s hedth requirements was
discovered.

e requireduring thefirst 180 days after the agreement takes effect that
U.S. exporters will indicate on boxes of T-bone and Porterhouse
steaks that such cuts come from cattle under 30 months of age.

¢ allow Korean government inspectors to conduct on-site audits of a
representative sampleof U.S. facilitiesthat export beef and products
to Korea, with any resulting discovery of serious non-compliance
with health requirements to require the U.S. government to take
appropriate measures. Previoudly, theK orean government could ask
the U.S. government to stop the U.S. meat establishment from
exporting beef to Korea.

e requiretheUnited Statesto implement measuresthat meet or exceed
OIE guidelines for controlled-risk status to detect and prevent the
introduction and spread of BSE.

12 (...continued)
beef to Koreaor on re-listing those plants that had lost their eligibility to export because of
problems with previous shipments.

B USDA, FSIS, “Export Requirements for the Republic of Korea,” KS-74, June 13, 2008,
a [http://www.fsis.usda.gov/regulations & policies’Republic_of Korea Reguirements/
index.asp].
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Korean Reaction to Agreement

Initial Reaction

In South Korea, announcement of the beef import agreement with the United
States was met with street protests sparked by TV coverage and Internet-spread
rumorsclaimingthat U.S. beef isnot safe, callsby opposition political partiesfor the
government to nullify or renegotiate the terms of the agreement, and callsby farmers
for the National Assembly (Korea' s parliament) to reject the KORUS FTA upon its
consideration during aspecial session later in May 2008. Opponents argued that the
South Korean government moved too quickly to strike a deal, and did not secure
enough saf eguards against the dangers of mad cow disease. Theintensity of theearly
May protests prompted Korean government officials to go on the defensive to
reassure the public that U.S. beef is safe. Lengthy nationally televised press
conferences were held and government officials appeared before a parliamentary
committee examining the agreement’ s details.

Government Efforts to Respond to Public Concerns

In light of mounting public concerns, President Lee on May 7 stated that his
government will immediately stop importsof U.S. beef if public healthisthreatened,
and then work out countermeasures. Korea sAgriculture Minister further stated that
guarantine inspections of U.S. beef imports would be suspended if another case of
mad cow diseaseisdetected in the United States, evenif that step riskstradefriction.
On May 8, Prime Minister Han Seung-soo went further by stating that the Korean
government “will put the peopl€e’ s health and safety before all else,” and if acase of
mad cow disease occurs in the United States that is believed to endanger public
health, will act to ban importsof U.S. beef, conduct asurvey of all U.S. beef imports,
immediately send an investigative team to the United States, and negotiate to revise
the signed beef agreement.’* These statements raised concerns among U.S. trade
officials that the agreement could be unraveling. They signaled to their Korean
counterparts that there will be no renegotiation but decided to work together to find
some accommodations. On May 12, U.S. Trade Representative (USTR) Susan
Schwab acknowledged that “the United States accepts and supports the Prime
Minister’s statement and would not ask for anything different” and that the United
States recognizes Korea' s right to take measures to protect public health that are
consistent with international agreements’ position on protecting public health. She
also reiterated that the bilateral beef agreement “should address any concerns of
Korean consumers by building several layers of procedures and safety measures to
ensure that imported U.S. beef is safe.”

14Y onhap English News, “PM pledges beef deal revision if BSE outbreak is confirmed,”
May 8, 2008; Seoul Y onhap, “ Statement to the People Regarding Importsof USBeef,” May
8, 2008.

1 USTR, “Statement by U.S. Trade Representative Susan C. Schwab on Recent
Developmentsin Korea,” May 12, 2008.
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Bilateral Letter Exchange to Clarify Agreement Terms

Astheinitial May 15 target for publishing the rulesto implement the agreement
passed, Korean trade officials, trying to find away to defuse public criticism but still
adhereto President Lee' sthen-position not to reopen the April agreement, continued
talks with their U.S. counterparts. Severa days of intense behind-the-scenes talks
culminated in an exchange of |etters to clarify the agreement.

On May 19, 2008, Korea's trade minister and the U.S. Trade Representative
signed lettersthat affirm Korea sright asamember of theWorld Trade Organization
(WTO) to protect its citizens from health and safety risks under Article XX of the
Genera Agreement on Tariffs and Trade and the WTO Agreement on the
Application of Sanitary and Phytosanitary M easures. Whilethisletter exchange does
not specifically state that South Koreacan prohibit U.S. beef should another case of
mad cow disease occur in the United States, the U.S. recognition that Korea can
exercise broad recourse permitted under multilateral agreements to protect its
citizens' health appears to give the Korean government some cover to take this step
if determined to be warranted.

Theletter exchange al so addressed K orea s concern that the SRM s specifiedin
the April agreement did not include two SRMs from cattle over 30 months old that
are listed in U.S. regulations as required to be removed from all beef and beef
products, whether destined for U.S. consumption or export. TheUnited Statesagreed
to recognize Korea sright to reject any beef shipment that contains these additional
SRMs, and to block all future shipments from a U.S. processor that violates the
expanded list of SRMstwice.

More Recent Developments

Inacknowl edging the continuing strong, vocal oppositionto the beef agreement,
President Lee in a nationwide address on May 22 apologized for his government’s
lack of efforts to sound out public opinion on resuming U.S. beef imports and
accepted criticism for hisnegligence“in carefully reading the public’smind” onthis
issue. He pointed to therecent bilateral document exchange that guaranteesKorea's
right to “take sovereign measures to halt beef imports immediately if any situation
endangering public health occurs,” noting that it guarantees that the safety of U.S.
beef to beimported will meet international standardsand that the quality of such beef
will bethe same as that consumed by Americans. Leefurther called on the political
opposition that holds the majority in the Nationa Assembly to set aside its
partisanship and approve the KORUS FTA in the remaining few days of its special
session, in order to secure acompetitive edgein the U.S. market and bolster Korea's
economy.'®

On May 26, Korea' s Agriculture Ministry announced another delay in issuing
updated rules to apply to U.S. beef imports until it reviews the report of inspectors
who had just toured U.S. beef processing plants and the government holds meetings

18Y onhap News Agency, “ Full text of Lee sstatement on beef dispute, KORUSFTA,” May
22, 2008.
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with cattle producersto discuss support measuresthat could be adopted to assist them
adjust to cheaper beef imported from the United States. On May 29, Korea's
Agriculture Ministry announced it would publish on June 3 these rules to apply to
imports of U.S. beef and products.

Public protests on the beef issue turned violent during the weekend of May 31 -
June 1. On June 2, the Agriculture Ministry announced it would indefinitely
postponetheofficial publication of therules. Thismeansthat quarantineinspections
of U.S. beef cannot resume. This step was reportedly taken at the request of the
President’ s ruling political party, which some speculate was prompted by its desire
to restore civil order and end the violence.™®

While the Korean government’s position for several weeks had been that it
would not seek to reopen the agreement for renegotiation, its stance appeared to
change on June 3. To address public concerns about the safety of U.S. beef, the
Agriculture Minister said that his government had requested the United Statesto put
on hold exports to South Korea of beef from cattle older than 30 months. He also
stated that the publication of the new import ruleswill be postponed until the United
States responds to this request, and added that quarantine inspection of U.S. beef at
various stages of entry will also stop. On the same day, President Lee in a cabinet
meeting acknowledged the significant drop in his approval rating because of the
controversy over the agreement, and stated that “It is only natural that we do not
import beef from cattle older than 30 months as long as the public is worried about
it, and the mgjority is opposed to it.”

The beef issue has served as the catalyst for the expression of public discontent
with President Lee's other policies. Protests continued to spread across Korea, as
reflected in aJune 10 march of areported 80,000 demonstratorsin Seoul opposed to
resuming U.S. beef imports and calling for Lee' sresignation. Also on June 10, the
President’ scabinet offered to resign, reportedly taking blamefor thepolitical turmoil
triggered by the beef agreement.

U.S. Reaction to Agreement
and to Korean Concerns

The U.S. beef sector and U.S. policy makers welcomed news of the agreement
when announced in mid-April 2008. The National Cattlemen’s Beef Association
noted that South Korea“ potentially representsa$1 billion market and could grow to
bethe United States’ top beef customer.” The American Meat Institute commended
U.S. negotiators for their efforts to communicate “the interlocking safeguards in
place in the United States that make the U.S. beef supply among the safest in the
world.” TheNational Meat Institute emphasi zed that the agreement’ smost important

¥ Yonhap News Agency, “Gov't to consult farmers ahead of U.S. beef pact
implementation,” May 27, 2008.

18 Inside U.S. Trade Online, “Korea Again Delays Opening to U.S. Beef Amid Protests,”
June 2, 2008.
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aspect is “the reduced risk of failure,” leaving “few opportunities for the types of
technical non-compliance” that caused problemswhen Korealast allowed U.S. beef
to enter.

President Bush thanked South Korea' s President Lee for the decision to reopen
that country’ s market to U.S. beef “consistent with international standards.” Some
Members of Congress wel comed the announcement, indicated they will monitor the
agreement’ simplementation to see commercially meaningful quantitiesof U.S. beef
appear on Korean store shelves, and stated that thisstep will improvethe atmosphere
for congressional consideration of the KORUS FTA.*°

As the Korean government struggled to respond to public protests against the
agreement and opposition political parties calls for its renegotiation, U.S.
government officialsinitially maintained there will be no renegotiating.?’ Repeated
U.S. statements have emphasized that U.S. beef is safe and is consumed by millions
of Americans, and that internationally recognized measures are in place to prevent
theintroduction of BSE into U.S. cattleherds. Atthesametime, U.S. officialsbegan
consultations with their Korean counterparts on approaches that could help defuse
the sengitivity of this issue among the Korean public. The May 19 letter exchange
was the first outcome of this process.

Responding to Korea' s request to exclude beef from cattle aged more than 30
months, U.S. government spokesmen expressed disappointment with the continued
delay inimplementing the agreement, signaled that work will continuewiththe U.S.
beef industry and Korean officials to address U.S. concerns about the delay, and
acknowledged respect for Korea's need to work within its system to address the
issuesthat have arisen. In arecognition of thisimportance of this matter, President
Bush in a June 7 phone call with President Lee reportedly promised to address the
Korean leader’ srequest to work out effectivewaystolimit U.S. beef exportsto cattle
aged 30 monthsor less. Inaseparateinitiative, fiveU.S. beef processing firmssaid
they would voluntarily add labels to indicate whether shipped beef is from cattle
more or less than 30 months of age, |eaving the choice on what to buy up to Korean
consumers.?

% For exampl e, see press releases and statementsissued on April 18, 2008 by Senator Max
Baucus, “Baucus Welcomes Deal On U.S. Beef, Says Korea Must Follow Through”;
Senator Saxby Chambliss, “ Sen. Chambliss Statement On South KoreaLiftingBanOnU.S.
Beef”; Senator Charles Grassley, “Memorandum: South Korea on U.S. Beef”;
Representative Roy Blunt, “Blunt Hails South Korean Decision to Reopen Beef Market,
UrgesActionon Sidelined Trade Pacts” ; Representative Bob Goodl atte, “ Agreement Should
Bolster Momentum for Future Free-Trade Agreement”.

2 Inside U.S. Trade, “Korea FTA Backers Float Auto Proposals To Clear Way For Vote,”
May 9, 2008; Dow JonesInternational News, “US Rejects Calls For Renegotiating SKorea
Beef Export Deal,” May 16, 2008.

2L AgWeb.com, “Bush, South Korean Leader Talk Saturday Re: Beef Trade Issues,” June
9, 2008; AgriPulse, “ South K orean concerns continueto delay U.S. beef imports,” June 11,
2008.

2 pressrel easeissued by Tyson Foods, Inc., JBS Swift & Co., Cargill Meat Solutions Corp.,
(continued...)
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Latest Bilateral Discussions

To find a “mutualy agreeable path forward” on Korea's request, USTR’s
Schwab and South K orea’ strade minister engaged in week-long intense negotiations
that ended on June 19. According to USTR, both sides were close to reaching an
agreement on the issue of the age of cattle saughtered for U.S. beef to be exported
to South Korea and were in the process of consulting with their governments and
stakeholders. Pressaccountsreport that negotiators had agreed in principlethat U.S.
beef from cattle older than 30 monthswould not be shipped to K orea, with detailson
how this would be handled to be announced late on June 20.# Evidence of thisis
reflected in a U.S. meat industry statement acknowledging the Korean Import Beef
Association’s position that, as a transitional measure, its members will only import
U.S. beef from cattle lessthan 30 monthsold, and itsrequest that U.S. beef exporters
ask the U.S. government to verify that U.S. beef exported to Korea meets the
importers’ request. The statement includes a letter to the Secretary of Agriculture
and to the USTR stating that the “U.S. beef industry is prepared to limit exportsto
Koreato only products from cattle less than thirty months of age under a program
verified by USDA as atransitional measure to full market opening consistent with
OIE guidelines.” To facilitate this, the letter requests that USDA establish this
program as soon as Korea publishes rules to put the April 2008 agreement into
effect.

Outlook

The April 2008 beef agreement isthe latest step in the U.S. government’ s 4%
year effort to regain accessto South Korea' slucrative beef market for the U.S. cattle
and beef processing sectors. Oncetherevised rulesare published, attention will turn
to how Korea squarantineinspection agency implementsthem and the pace at which
U.S. beef cuts begin to reach consumers”® The U.S. Meat Export Federation

2 (...continued)

National Beef Packing Co. and Smithfield Beef Group, Inc., “U.S. Beef Processorsto Offer
Temporary Beef Labeling Program for South K orea; Effort designed to increase consumer
confidence,” June 2, 2008, available at [http://www.tyson.com/Corporate/PressRoom/
ViewArticle.aspx?7d=2954]

BInsideU.S. Trade, “U.S., KoreaClose To Beef Deal, To Consult With Stakeholders,” June
20, 2008, p. 9; Dong-A I1bo Daily, “U.S. Agreesin Banning Exports of Old Beef,” June 20,
2008.

2 U.S. Meat Export Federation, “U.S. Beef Exporters Respond to the Statement from the
Korea Import Beef Association,” June 20, 2008, accessed at [http://www.usmef.org/
TradeLibrary/News08 0620a.asp].

% Some 5,300 MT of U.S. boneless beef held in cold storage in K orean warehouses since
last fall would be thefirst to be processed by Korea s quarantine inspection agency. Once
cleared, this product would reach retail store shelves within a few weeks. However,
uncertainty exists on how quickly consumers will step forward to buy U.S. beef in light of
the public controversy that has occurred, even though its price would be lower compared to
Korean-produced beef. Also, an additional 7,000 MT of boneless beef destined for Korea

(continued...)
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forecasts that U.S. beef exports should reach 50,000 M T in 2008, about twice the
level recorded in 2007. Thefederation, which promotesthe sale of beef oversess, is
optimistic that Korean consumerswill resume purchases of U.S. beef because of its
lower price and the quality of the cuts that will be shipped. Itsoutlook isfor U.S.
beef salesto South Koreato return to the 2003 level (247,000 MT) by 2010-2011.%

The beef agreement is intended to resolve an issue that some Members of
Congress said stood in the way of congressional consideration of legislation to
implement the KORUS FTA.. If and when South Korea publishesits regulations to
put the agreement into effect, these Members have indicated that they will be
carefully monitoring how Korea's quarantine inspection agency implements them.
However, while lifting the beef ban is widely regarded as a politicaly necessary
condition for the Bush Administration to send this trade agreement to Congress, it
has become a less and less sufficient condition, because of other opposition to the
KORUSFTA (e.g., over itsauto trade provisions) and increased oppositionto FTAs
generally. In other words, even if the beef issue were to be resolved quickly, the
Bush Administration still might not submit the agreement to Congress. One
constraint is that trade promotion authority only provides for a maximum of 90
legislative days of congressional consideration once the President submits a trade
agreement. With adjournment of the 110" Congress currently set for |ate September
2008, the Bush Administration faces a rapidly diminishing window to submit this
FTA for avote. If thisdoes not occur, the decision on if, and when, to submit this
FTA to Congress would be |eft to the next Administration. Under either scenario,
most observers agree that U.S. beef sales to South Korea must resume before
Congress would be willing to consider this trade agreement.

However, in South Korea, the April 2008 beef agreement emerged as an
obstacle to the KORUS FTA' s prospects. The highly visible controversy in Korea
over the beef agreement has weakened the new President’s public standing. This
could make it more difficult to secure approval of the KORUS FTA in the new
parliamentary session, eventhough the South Korean President’ spolitical party holds
amajority — albeit a slim one — of seats in the National Assembly. To regain
public confidence, President Lee hasin recent weeks staked afirm position in talks
with the United States while at the same time seeking not to “renegotiate” the April
2006 agreement. Looking forward, Korean public reaction to thelatest reported deal
will be akey indicator of whether the government can recover its standing and begin
to address other pressing national issues. If this deal does takes effect, U.S. beef
sales could resume soon. Then, Korean quarantine officials can be expected to
strictly implement the sanitary rulesthat apply to U.S. beef imports and be firm with
their U.S. counterparts should problems arise.

% (,..continued)
is stored at West Coast ports awaiting permission to be shipped.

% Cattle Buyers Weekly, “U.S. Should Sell 50,000 MT to Koreain 2008,” May 26, 2008.
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Appendix A. International Standards to
Prevent Spread of BSE in Beef Trade

The World Organization for Animal Health, frequently referred to by its French
acronym OIE, is the scientific body recognized by the World Trade Organization as the
international reference for matters of animal disease and health. One OIE responsihility is
to develop health standards that countries can use to protect themselves against the
introduction of animal diseases without setting up unjustified sanitary trade barriers.

Soon after countries (including the United States) introduced bans or restrictions on
the import of products from ruminant animals (e.g., cattle, sheep, goats, deer, elk, buffalo)
from countries where BSE had been discovered, the OIE developed guidelines and
recommendationsfor countriesto follow to manage BSE within their bordersor to maintain
their BSE-free status. These specify the conditions that should be applied to determine
whether ruminant animals(e.g., cattle), meat products(e.g., beef), and listed byproductscan
beimported or are prohibited from being imported, depending upon the exporting country’ s
BSE risk status. The OIE usesthree categoriesto designate BSE risk levels. A designation
is based upon its analysis of a country’s risk assessment that identifies the presence of or
potential for the presence of BSE risk factors, and the measures it has adopted to mitigate
therisk of BSE being transmitted to cattle and to humans. From low to high, countrieswith
a“negligiblerisk” designation are subject to the least restrictive conditions for exporting
ruminant animals and products. The “controlled risk” category means that OIE-
recommended mitigation measures are in place to manage al identified risks of BSE in the
country’ scattle population. The*“undetermined BSE risk” designation appliesto acountry
that cannot demonstrate it meets the requirements of another category.

Irrespective of the risk level assigned, the OIE recommends that the veterinary
agencies of importing countries allow for the import of a number of products without the
need to meet any BSE-related condition. Included among theseis* deboned skeletal muscle
meat” (i.e., boneless beef) from cattle 30 months of age or less that were not slaughtered
using a specified stunning process to the head, had passed pre- and post-daughter
inspections, and were processed in a way to avoid contamination with tonsils and distal
ileum — two tissues that are viewed as primary agents for transmitting BSE.

For a*“controlled BSE risk” country, the OIE recommends that importing countries
requireaveterinary certificate attesting that fresh meat (e.g., bonel essand bone-in beef) and
meat products (e.g., offals) from cattle of any age were not slaughtered using the same
stunning process, did pass pre- and post-slaughter inspections, and were processed in away
that ensures no presence of, or contamination with, agents that can pass BSE on to animals
or humans. These agents are identified to be seven tissues (tonsils, distal ileum, brains,
eyes, spinal cord, skull, and vertebral column), and mechanically separated meat from the
skull and vertebral column (from cattle over 30 months of age). Further, the OIE
recommends that there be no international trade in these seven specified cattle tissues, or a
commodity contaminated by them, to prepare food, feed, fertilizers, cosmetics,
pharmaceuticals, or medical devices, nor trade in any of these end products that contains
these prohibited tissues. Depending upon the age of cattle, the Ol E specifieswhich of these
tissues, and products derived from them, should not be traded. Prohibited are tonsils and
distal ileum from cattle of any age, and the five other tissues from cattle over 30 months of
age when slaughtered.

Thisdescriptionisbased onthe“International BSE Standards’ sectionin CRS Report
RL 32199, Bovine SpongiformEncephal opathy (BSE, or “ Mad Cow Disease” ): Current and
Proposed Safeguards, and OIE’s Terrestrial Animal Health Code (2007), Chapter 2.3.13,
‘Bovine Spongiform Encephal opathy,’ availableat [ http://www.oie.int/eng/normes/mcode/
en_chapitre 2.3.13.htm].



