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EXAMINING THE PERFORMANCE
OF U.S. TRADE AND FOOD AID
PROGRAMS FOR THE 2007 FARM BILL

Wednesday, March 21, 2007

U.S. SENATE,
COMMITTEE ON AGRICULTURE,
NUTRITION, AND FORESTRY,
Washington, DC

The committee met, pursuant to notice, at 9:35 a.m., in room SR—
328A, Russell Senate Office Building, Hon. Saxby Chambliss, pre-
siding.

Present or submitting a statement: Senators Lincoln, Nelson,
Salazar, Brown, Klobuchar, Chambliss, Roberts, Coleman, Crapo,
and Thune.

STATEMENT OF SENATOR CHAMBLISS, A U.S. SENATOR FROM
GEORGIA

Senator CHAMBLISS. The Committee on Agriculture, Nutrition,
and Forestry will come to order. We have a hearing this morning
on “The Performance of U.S. Trade and Food Aid Programs for the
2007 Farm Bill.”

I welcome you to this hearing to examine the performance of
trade and food aid programs and I appreciate our witnesses and
members of the public being here to review this very important
topic as well as those who are listening through our website.

Unfortunately, I am sitting here today because Chairman Harkin
has a family emergency and certainly our deepest sympathies go
out to Chairman Harkin and his family. We are certainly going to
keep him and all of his family in our thoughts and prayers over
the next several days here.

Trade has always been an essential part of agriculture policy and
the future profitability of farmers and ranchers will continue to
rely upon strong export markets. Amidst ongoing free trade nego-
tiations with South Korea and other countries and the negotiations
in the World Trade Organization, the importance of trade will only
grow in the future.

Likewise, the food aid programs are a cornerstone of U.S. agri-
culture policy, and along with the domestic feeding programs, they
are among the most inspirational programs in the farm bill. The
hearing today will help the committee understand what is nec-
essary to better target resources, expand agricultural exports, and
more efficiently utilize precious resources in our food aid programs.
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Export promotion and food aid programs are essential parts of
the farm bill. As U.S. agriculture remains one of the few sectors
of the U.S. economy with a net trade surplus, albeit getting smaller
every year. As we will no doubt hear from our witnesses, U.S. agri-
culture exports continue to set records year after year, valued at
over $70 billion in 2006. I am hopeful the recent reorganization of
the agency will allow the Department to continue targeting export
markets and assist U.S. exports abroad.

In addition, farmers and ranchers are experiencing stiff inter-
national competition while at the same time key export markets
are raising import barriers designed specifically to keep our prod-
ucts off their domestic markets. Export promotion programs at the
Department of Agriculture are vital to deal with these challenges.
As we begin drafting the farm bill, and given the tight budget situ-
ation that we are in, we are going to have to be very creative in
order to provide the resources needed to fight these trade disputes
effectively.

Regarding food aid, the United States donates over half the
world’s assistance and responds to emergencies on almost every
continent. As we explore ways to improve the efficiency and effec-
tiveness of our programs, we need to continue to provide a strong
level of support amid growing demands worldwide. I believe we can
integrate high levels of flexibility while retaining the existing
structure of the programs. More importantly, we should think cre-
atively in order to respond to changing circumstances and to attack
the fundamental roots of poverty around the world while at the
same time maintaining political support for these programs at
home. I am convinced food security today leads to greater security
for the world tomorrow.

Extensive experience teaches us that hungry children cannot
learn. Food aid programs, like the McGovern-Dole International
Food for Education and Child Nutrition Program, are an essential
part of improving the daily lives of poor populations in regions such
as Africa and Latin America. Today, the program helps promote
education and increases school attendance, especially for young
girls. By tackling food security, U.S. food aid programs are helping
to increase access to education and specialized programs for poor
populations, thereby leading to greater self-sufficiency, lower infec-
tion rates for HIV-AIDS, and improved resource management.

Without a doubt, the foreign and domestic feeding programs are
among the most profound and altruistic parts of the farm bill. The
commitment of the Congress to these essential programs is
quintessentially American and an inherent part of the longstanding
generosity of our country. The farm bill provides this committee
with a unique opportunity to make a positive contribution not only
to our less fortunate brethren at home, but also those less fortu-
nate around the world. Through the contribution of agriculture
commodities, American farmers and ranchers participate and have
a profound effect on the foreign policy of the United States.

Thank you in advance to our witnesses and we certainly look for-
ward to your testimony today.

Our first panel today consists of Mr. Michael Yost, Adminis-
trator, Foreign Agricultural Service, U.S. Department of Agri-
culture here in Washington, and Mr. Yost has been with us any
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number of times before. We are certainly glad to have you back. We
also have Mr. William Hammink, Director, Office of Food for Peace,
United States Agency for International Development, Washington,
DC, and Mr. Thomas Melito, Director, International Affairs and
Trade Team, from the U.S. Government Accountability Office, also
obviously here in Washington.

Gentlemen, thank you very much for being here. We look forward
to your testimony. Mr. Yost, we are going to start with you for
opelning statements, then we will go to Mr. Hammink and to Mr.
Melito.

STATEMENT OF MICHAEL W. YOST, ADMINISTRATOR, FOR-
EIGN AGRICULTURAL SERVICE, U.S. DEPARTMENT OF AGRI-
CULTURE, WASHINGTON, DC

Mr. YosT. Senator Chambliss, I am pleased to appear before you
today with my colleague from the U.S. Agency for International De-
velopment, William Hammink. I welcome the opportunity to dis-
cuss trade and food aid programs administered by USDA.

Since the farm bill was enacted in 2002, the trade programs ad-
ministered by the Foreign Agricultural Service combined with ac-
cess gained through free trade agreements have served to expand
new markets and maintain existing markets for U.S. agricultural
products. Demand for U.S. food and agricultural products is higher
than ever. Earlier this month, USDA raised its export forecast to
a record $78 billion for this fiscal year.

Free trade agreements have proven to be good for U.S. agri-
culture. Under NAFTA, our exports to Canada and Mexico have
risen from $9.5 billion to $22 billion annually. Agriculture exports
to the CAFTA-DR countries totaled $2.6 billion in 2006. That is an
18 percent increase from the previous year. Implementation of free
trade agreements with Colombia, Panama, and Peru would further
benefit U.S. agriculture.

Today, I would like to highlight two trade programs administered
by FAS, the Market Access Program and the Technical Assistance
for Specialty Crops Program.

The Market Access Program forms a partnership between USDA
and nonprofit agriculture trade associations, agriculture coopera-
tives, nonprofit State and regional trade groups, and small busi-
nesses. In 2006, MAP was used to find new markets for poultry
products in Mexican supermarkets, to expand wheat markets in Ni-
geria, and to relaunch U.S. beef sales in Japan. Our farm bill pro-

osal recommends increasing MAP funding from $200 million to
5225 million annually. USDA will allocate this additional funding
to help address the imbalance between farm bill program crops and
non-program commodities.

The Technical Assistance for Specialty Crops, or TASC, Program
has helped U.S. exporters regain market access for millions of dol-
lars of products by addressing sanitary and phytosanitary and
technical barriers. The administration’s 2007 farm bill proposals
would increase mandatory funding for the TASC program at the
rate of $2 million per year up to a total of $10 million for fiscal
year 2011 and beyond. In recent years, TASC funding has been
used to gain market access for California nectarines in Japan, har-
monize organic standards with Canada and the European Union,
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and create a data base for pesticide tolerance levels and standards
for more than 300 specialty crops in more than 70 countries.

To complement the TASC program, the administration’s 2007
farm bill proposals include a new grant program focused on SPS
issues and supported by $2 million in annual mandatory funding.
This additional funding would allow us to better address SPS
issues for all agricultural commodities.

I would like to turn to two of our development food aid programs
that provide nutrition and promote economic development, the
Food for Progress Program and the McGovern-Dole Program.

During fiscal year 2006, the Food for Progress Program provided
more than 215,000 metric tons of agricultural commodities valued
at $175 million to 19 developing countries and emerging democ-
racies committed to introducing and expanding free enterprise in
their agriculture sectors. Again this year, more than 215,000 tons
of commodities will be provided. More than two million people will
be fed by this program this fiscal year. But this program is more
than about just feeding. For example, in Madagascar, proceeds
from wheat sales are providing micro finance loans to farmers.

The McGovern-Dole Program supports education, child develop-
ment, and food security in low-income food-deficit countries that
are committed to universal education. In the past 5 years, the
McGovern-Dole Program has helped feed more than ten million
children in more than 40 countries. An example is a grant USDA
awarded to Counterpart International to provide more than 9,000
tons of commodities for use in Senegal. This McGovern-Dole project
is using vegetable oil, textured soy protein, and barley to feed near-
ly 18,000 primary school children and 1,800 preschool children over
a 3—year period. The proceeds from the monetization of soybean oil
are being used to improve school sanitation, repair schools, and im-
prove skills of teachers. The project includes a maternal and a child
health component, which provides take-home rations to needy
mothers with young children. We certainly appreciate the strong
support this program has received from Members of Congress.

This year, several food assistance issues will come to the fore-
front. USDA and USAID share the concerns of stakeholders inter-
ested in improving the quality of food aid commodities. The quality
and formulation of food aid products are crucial to delivering safe,
wholesome products to the undernourished populations, particu-
larly vulnerable groups, including infants and young children,
women of childbearing age, and people living with HIV-AIDS.

Currently, we are examining options to review the nutritional
quality and cost effectiveness of commodities being provided as food
assistance. Our goal will be to have consultations with nutrition-
ists, scientists, commodity associations, the World Food Program,
the PVO community, and SUSTAIN to make sure all viewpoints
are heard. We want to ensure that food aid that we provide is of
the highest caliber. We will also continue our efforts of reviewing
existing contract specifications used to obtain food aid commodities
and in improving our post-production commodity sampling and
testing regime based upon sound scientific standards.

The administration’s farm bill proposal recommends a policy
change in food aid programs, providing the option to use up to 25
percent of PL—480 Title II annual funds to purchase commodities
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grown in regions experiencing an emergency situation. The prin-
cipal reason for the proposal is to save lives. This ability would
only be used in cases where the speed of our response was dictated
by unforeseen natural or manmade disasters that could not be ad-
dressed by delivery of U.S. commodities.

A few days ago, the Government Accountability Office shared
with us the results of a study on efficiency and effectiveness of the
U.S. Government’s efforts to deliver food aid. The GAO has asked
that we respond by March 29, and we will.

As Administrator of USDA’s Foreign Agricultural Service, I am
proud of our efforts to improve foreign market access for U.S. prod-
ucts, build new markets, and improve the competitive position of
U.S. agriculture in the global marketplace, and provide food aid
and technical assistance to foreign countries.

This concludes my statement. I look forward to answering any
questions. Thank you.

[The prepared statement of Mr. Yost can be found on page 151
in the appendix.]

Senator CHAMBLISS. Thank you very much.

Mr. Hammink?

STATEMENT OF WILLIAM HAMMINK, DIRECTOR, OFFICE OF
FOOD FOR PEACE, U.S. AGENCY FOR INTERNATIONAL DE-
VELOPMENT, WASHINGTON, DC

Mr. HAMMINK. Mr. Chairman, I am very pleased to be here today
with you to examine the performance of the U.S. Title II food aid
program.

The Title IT Food for Peace Program, as you know, is a 53—year-
old institution that has saved the lives of millions of people around
the world. It is an institution that Americans across the country
recognize and can be extremely proud of. However, like any 53—
year-old institution or program, we need to continue to look for
ways to improve what we do, how we do it, and the impact that
it makes.

I would like to focus my short remarks on two main areas: First,
the changing world situation affecting Title II food aid; and second,
how we can continue to improve the overall efficiency and effective-
ness.

The frequency, magnitude, and unpredictability of major food cri-
ses are increasing due to growing chronic vulnerability. Over the
last decade, we have seen large population groups, for example,
pastoralists in East Africa, poor farmers in the Sahel, HIV-AIDS
affected populations in Southern Africa, whose lives and livelihoods
are at severe risk. Continuous and overlapping crises are leaving
more and more people defenseless, chronically vulnerable to major
food crises.

Second, there is evidence and understanding that food aid alone
will not stop hunger. Today, despite the investments and progress
made over the past 50 years, globally, an estimated 850 million
people are still food insecure. Giving food to people, while it does
save lives and address short-term hunger needs, will not by itself
save livelihoods or end hunger. In cases of widespread vulner-
ability, food aid must be used strategically, such as in a national
safety net program, and planned along with other U.S., other
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donor, and recipient country resources to attack underlying causes
of food insecurity.

How can we improve? Food aid programs need to be able to re-
spond quickly and flexibly to support increasingly more vulnerable
and desperate populations, and also food aid programs must be in-
tegrated with other resources to more effectively halt the loss of
livelihoods and address the multiple causes of this vulnerability.

Let me quickly discuss seven areas that are more discussed in
my written testimony that we are focusing on to improve food aid
programs.

First is local procurement. As mentioned by Mr. Yost, the most
important change from our point of view that the administration
has been seeking is the authority to use up to 25 percent of Title
II funds for the local or regional purchase of food to assist people
threatened by a food crisis. Let me assure you that our U.S.-grown
food will continue to play the primary role and will be the first
choice in meeting global needs. If provided this authority by the
Congress, we would plan to use local and regional purchases judi-
ciously in those situations where fast delivery of food assistance is
clearly critical to saving lives.

Second is strengthening assessments. Accurate assessments and
well-targeted use of food aid are critical for responsible food aid
planning. USAID has expanded its support to partner PVO’s and
to WFP to assist them in strengthening assessments. We are also
expanding the role of the famine early warning system network to
allow us to do better early warning and, therefore, to understand
when the next food hunger situation is coming up.

Third, we are pre-positioning emergency food aid. That helps re-
duce the response time needed and it has been successful through
pre-positioning sites in U.S. ports and also overseas. Pre-posi-
tioning is an important tool and could be expanded, although there
are logistical and other limits to pre-positioning. Pre-positioning is
not a substitute for local procurement authority.

Fourth, the Bill Emerson Humanitarian Trust. The Emerson
Trust is the mechanism we all use to respond to major food aid
emergencies and clearly complements Title II. One concern is that
the releases from the trust have exceeded the statutory limit on its
annual replenishment.

Fifth is prioritization. USAID is strategically focusing non-emer-
gency food aid resources in the most food insecure countries. Re-
sources that were historically spread across 30 countries will be
concentrated in about half that many in order to achieve maximum
impact on chronic food insecurity issues.

Sixth is integration. Under the U.S. Foreign Assistance Frame-
work, USAID and the State Department are working to integrate
all foreign assistance resources toward a number of objectives de-
signed to set a given country on a sustainable path toward develop-
ment. For the first time, starting in fiscal year 2007, Title II non-
emergency programs will be integrated in country programs with
other funds to achieve maximum impact on food insecurity.

Seven, monitoring. The GAO has recommended that USAID in-
crease the monitoring of Title II programs. We fully support this
recommendation. USAID currently uses multiple sources of funding
to cover monitoring costs for Title II programs. Statutory restric-
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tions on the use of Title II resources limit the current level of moni-
toring.

Food aid programs are complex and the problems and issues that
U.S. food aid must address are increasingly complex. USAID is
committed to ensuring that Title II food aid is managed in the most
efficient and effective manner possible to decrease costs, increase
impact, and continue the 53 years of proud experience in using
U.S. food aid to save lives and protect and improve livelihoods of
vulnerable populations.

We look forward to continued discussions with Congress on how
the farm bill can best allow the United States to respond to new
food aid challenges to reduce global hunger and poverty. Thank you
very much.

[The prepared statement of Mr. Hammink can be found on page
71 in the appendix.]

Senator CHAMBLISS. Thank you.

Mr. Melito?

STATEMENT OF THOMAS MELITO, DIRECTOR, INTER-
NATIONAL AFFAIRS AND TRADE TEAM, U.S. GOVERNMENT
ACCOUNTABILITY OFFICE, WASHINGTON, DC

Mr. MELITO. Mr. Chairman and members of the committee, the
United States is the largest provider of food aid in the world, ac-
counting for over half of all global food aid supplies intended to al-
leviate hunger and support development in low-income countries.
However, the number of food and humanitarian emergencies has
more than doubled in recent years due in large part to conflicts,
natural disasters, and worsening poverty around the world. Despite
the increasing demand for food aid, rising transportation and busi-
ness costs have contributed to a 43 percent decline in average ton-
nages delivered over the last 5 years. For the largest U.S. food aid
program, these costs now account for approximately 65 percent of
expenditures, highlighting the need to improve the efficiency and
effectiveness of food aid.

My testimony is based on a report that was requested by the ma-
jority and minority of this committee that we expect to issue in
April of 2007. My statement today will focus on the need to in-
crease the efficiency of U.S. food aid by improving the amount,
timeliness, and quality of food provided. In addition, I will high-
light the importance of efforts to monitor U.S. food aid programs
in order to enhance their effectiveness.

In the first finding, we identified several factors that hindered
the efficiency of U.S. food aid programs. First, existing funding and
planning processes increased delivery costs and lengthened time-
frames. These processes make it difficult to schedule food procure-
ment and transportation to avoid commercial peaks in demand.
This often results in higher prices than if these purchases were
more evenly distributed throughout the year.

Second, current transportation and contracting practices often
differ from commercial practices, increasing food aid costs. For ex-
ample, food aid contracts commonly hold ocean carriers financially
responsible for delays when food aid is not ready for loading or
when the destination port is not ready to receive the cargo. Ocean
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carriers factor these costs into their freight rates, driving up the
cost of food aid.

Third, legal requirements within the food aid program result in
the awarding of food aid contracts to more expensive providers. For
example, cargo preference laws require 75 percent of food aid to be
shipped on U.S. flag carriers, which are generally more costly than
foreign flag carriers. DOT reimburses certain transportation costs,
but the sufficiency of these reimbursements varies.

Fourth, coordination between U.S. agencies and stakeholders to
track and respond to food delivery problems has been inadequate.
For example, while food spoilage has been a longstanding concern,
USAID and USDA lack a shared, coordinated system to track and
respond to food quality complaints systematically.

However, U.S. agencies have taken measures to improve their
ability to provide food aid on a more timely basis. Specifically,
USAID has been pre-positioning commodities for the past several
years and is in the process of expanding this practice. Additionally,
in February 2007, USAID and USDA implemented a new transpor-
tation bid process in an attempt to increase competition and reduce
procurement timeframes. Although both efforts may result in food
aid reaching vulnerable populations more quickly in emergencies,
their long-term cost effectiveness has not yet been measured.

I will now turn to the second main finding. Despite the impor-
tance of ensuring the effectiveness of food aid to alleviate hunger,
U.S. agencies’ efforts to monitor food aid programs in recipient
countries are insufficient. Ensuring that food aid reaches the most
vulnerable populations, such as poor women who are pregnant or
children who are malnourished, is critical to enhancing its effec-
tiveness and avoiding negative market impact. However, USAID
and USDA do not sufficiently monitor food aid programs, particu-
larly in recipient countries. This is due to limited staff availability,
competing priorities, and restrictions in the use of the food aid re-
sources. As a result, U.S. agencies may not be sufficiently accom-
plishing their goals of getting the right food to the right people at
the right time.

In our draft report, which is under review by U.S. agencies, we
recommend that USAID, UDSA, and the Department of Transpor-
tation work together to improve the efficiency and effectiveness of
U.S. food aid by, one, improving food aid logistical planning; two,
modernizing transportation contracting practices; three, mini-
mizing the cost impact of cargo preference regulations; four, sys-
tematically tracking and resolving food quality complaints; and
five, improving the monitoring of food aid programs.

Mr. Chairman, this concludes my prepared statement. I will be
happy to address any questions you or the members of the com-
mittee may have. Thank you.

[The prepared statement of Mr. Melito can be found on page 90
in the appendix.]

Senator CHAMBLISS. Thank you very much, Dr. Melito.

Mr. Yost, let me start with you. There has been a news report
that the Office of Inspector General at USDA will issue a report
on the Foreign Agricultural Service’s trade promotion operations.
In that report, the IG found that FAS has not developed a mar-
keting strategy to address the decline in the U.S. share of global
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agricultural exports. Can you briefly comment on the findings of
that report?

Mr. YosT. We tend to disagree with the OIG report. We have a
strategy. It is called the Unified Export Strategies. We are also
with our new reorganization working on country and regional strat-
egies to address an overall goal, expanding the marketplace for
U.S. agriculture products and food. We also—I think our record
speaks for itself. As I stated earlier, we will have $78 billion in food
and agriculture exports this year. I also believe that breaking down
our new organization into our new organization that we will be
able to better monitor what is going on overseas and overall have
a more effective implementation of our MAP programs.

Senator CHAMBLISS. Going a little further there, FAS recently
underwent one of the most comprehensive reorganizations in its
history. By aligning the agency by policy, program, and support
functions, we hope FAS can improve market access for U.S. agri-
culture products and address technical barriers to trade. Compared
to the previous organizational structure, describe the most signifi-
cant change and how USDA hopes the realignment will better ad-
dress the problems of today and challenges of tomorrow, and does
FAS have the necessary resources to fully implement the reorga-
nization, and are you fully staffed in all critical positions?

Mr. YosT. We underwent and implemented our reorganization
this past year. We migrated to the new organization in November
of 2006. We went from five deputy administrative areas to eight
deputy administrative areas. Some of the more significant changes
were the development of the Office of Science and Technical Af-
fairs, which will now handle all SPS issues that were piecemealed
across the agency in the previous structure.

We also have an Office of Country and Regional Affairs, as I
mentioned previously. We will develop country and regional strate-
gies to implement all of our programs and handle our issues.

We have the Office of Negotiations and Agreements that is bro-
ken down by multilateral, bilateral, and regional trade issues. Also,
we have monitoring of existing trade agreements, an entire branch
devoted to that.

The Office of Global Analysis will now analyze everything that
comes into our agency, from the impact of a trade agreement to the
impact of a fruit fly infestation in California and how that would
affect exports for the respective commodities.

The Office of Trade Programs will handle the supplier guarantee
programs and all the MAP and FMD and other related trade pro-
grams.

The Office of Capacity Building will focus on developing capacity,
trade capacity building in lesser-developed countries, something
that needs to be done. We need to focus on getting those countries
to establish their import and export requirements based on inter-
national standards, not by politics. They also will handle food aid.

We also have a new Administrative Directorate Area that will
handle all the overarching administrative issues that go with our
agency.

I think our new structure better reflects 21st century agriculture.
It is the most significant reorganization we have done in our 53
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years. If we get the President’s budget in a timely fashion, we will
be able to carry out our mission.

We are currently staffed at 80 percent of what we would like to
see here in Washington.

Senator CHAMBLISS. Mr. Hammink, in recent years, food aid has
been funded at around $2 billion per year. However, the adminis-
tration’s budget proposal does not ask for this amount and instead
has relied upon supplemental spending bills to make up the dif-
ference. As you stated in your testimony, the need for food aid has
been constant and is, in fact, growing. The GAO report suggests
that a more predictable funding stream would allow the food dollar
to stretch further by preventing the bunching effect of purchases.
How does the administration intend to address this recommenda-
tion?

Mr. HAMMINK. Mr. Senator, the President’s budget for at least
Title II food aid reflects a careful prioritization among competing
demands for international humanitarian assistance and supports
the U.S. commitment to address the most severe and critical emer-
gency food aid needs. Our mantra at Food for Peace on Title II is
“prevent famine.”

Emergency food aid needs are difficult to predict far in advance,
especially the evolution of these increasingly complex ongoing con-
flicts and complex emergencies. We do use the Bill Emerson Hu-
manitarian Trust as an additional resource to meet unanticipated
needs when appropriate.

If T could add, what we are doing also is putting a lot more en-
ergy and resources into early warning and assessments of emer-
gency food aid needs that we may see coming up so that we are
looking not only next month, but 6 months, 9 months down the line
to see where these needs might be so that we can get a better han-
dle on what the emergency needs are, even though others are un-
predictable.

Senator CHAMBLISS. Does USAID currently have the ability to
make cash purchases of foreign commodities during a food crisis,
and if so, how much has been obligated out of that fund?

Mr. HAMMINK. USAID Title II does not have any authority to
purchase food other than in the United States, and so we have not
purchased any food overseas. Other resources for emergency pur-
poses have purchased especially therapeutic food, again, to save
lives in emergency situations. I am sorry, I don’t know the amount.

Senator CHAMBLISS. What is that fund? Where does that come
from?

Mr. HAMMINK. I am pretty sure it comes through the Office of
Foreign Disaster Assistance.

Senator CHAMBLISS. Senator Salazar?

Senator SALAZAR. Thank you very much, Senator Chambliss. I
want to thank you and Senator Harkin for continuing the work on
the reauthorization of the farm bill.

These programs we are talking about today, of course, help mil-
lions of people worldwide and they are vital humanitarian and pub-
lic diplomacy tools for the United States of America. I want to
thank the witnesses for your work and for the work of the agencies
and organizations you represent.



11

I also want to underscore the importance of U.S. foreign aid food
programs. Our country remains the largest provider of food aid in
the entire world. We know that we have provided a benefit to over
70 million people worldwide in fiscal year 2006 alone. That is a
large number and one that we should be very proud of. As the
world’s most powerful economic nation today, we also always need
to remember that there is still another 850 million people around
the world that are currently malnourished, and many of them are
children. It is a crisis of conscience when we think about these
numbers and one in which the United States has the ability and
resources to help address.

I am concerned today about the findings of the testimony sub-
mitted by the GAO. According to that draft report, despite the
growing international demand for food aid, rising transportation
and business-related costs have increased the average tonnage of
food aid by 43 percent over the last 5 years. The government of the
U.S. should ensure the resources dedicated for foreign food aid pro-
grams should go to hungry mouths and not to overhead and I hope
that we can figure out a way of addressing those issues in the
weeks ahead.

I am encouraged by the opportunities that the 2007 farm bill
gives us on this committee to craft legislation that promotes U.S.
agriculture abroad while still keeping to our commitments under
the WTO. I am pleased the administration has also shown atten-
tion to the trade title in its farm bill proposal. Many of my con-
stituents have expressed their support for the Market Access Pro-
gram proposal, especially as it seeks to increase parity between
program crops and specialty crops. Indeed, we must ensure that all
commodities have the opportunities and resources to compete in
global markets.

I am also pleased that the administration addresses non-tariff
barriers to trade in its proposal. Colorado is home to a robust cattle
industry as well as numerous specialty crops. These products
should be able to compete on an equal playing field in the market-
place, unburdened by the dubious scientific and technical barriers
to trade. The 2007 farm bill presents a rare opportunity to enhance
the competitiveness of our producers.

I have a question to both Michael Yost and to Mr. Hammink.
One of the recommendations that came out of the GAO report is
that the Administrator of USAID work more closely with both the
Secretaries of Agriculture and Transportation to develop a more co-
herent approach to how we deliver the food so that we don’t end
up creating the inefficiencies that apparently the GAO has found
here. My question to all of you is do we currently have that coordi-
nation underway between Transportation, Agriculture, and USAID,
and assuming we do, how can we enhance the coordination be-
tween those three agencies? Mr. Yost?

Mr. YosT. Senator Salazar, we meet regularly with USAID to
work on issues of mutual concern. We have the Food Aid Policy Co-
ordinating Committee. That is one of our formalized venues that
we work through. We are working currently on developing pro-
posals to review quality of food aid. We have this overarching issue
of how we are going to address high transportation costs. We are
going to review the GAO report. We—at this point in time, I have
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nillore questions than answers on how we are going to respond to
that.

Senator SALAZAR. Is it a formal coordination that you have going
on among the three agencies, or do you just meet to discuss issues
ad hoc as they come up? How do you ensure that there is coordina-
tion between Agriculture, Transportation, and USAID?

Mr. YosT. We meet with USAID formally with the FAPC, F-A-
P-C, and informally, we talk nearly every day, every week, people
on our staffs, as we address issues and problems that are coming
up.

Senator SALAZAR. And Mr. Hammink?

Mr. HAMMINK. Yes, Senator Salazar. We very much share your
concern. In fact, in 2006, the percentage of our overall Title II
going for purchase of commodities has continued to decrease, to
about 36, 37 percent. We work, as Mr. Yost mentioned, almost on
a daily basis with colleagues from USDA in Kansas City and here
in Washington, looking at how we can improve and commercialize,
if you will, our practices.

We appreciate the GAO comments and we will work very closely
with them to continue to look for ways to decrease costs, but it is
important to note that we are not in the normal commercial com-
petitive environment, so within those rules, we definitely need to
continue to work with USDA, also with our partners, PVO’s and
WFP, who do a lot of the contracting for transportation.

Senator SALAZAR. My time is up. Thank you very much.

Senator CHAMBLISS. Senator Brown?

Senator BROWN. Thank you, Senator Chambliss.

I am sorry, Mr. Hammink, I did not hear your testimony. I read
your written testimony, especially the part about your interest and
comments you made about local procurement and what you do with
local economies.

Obviously, you all pointed out the difficulty with transportation
and gathering the food and the response time to disasters, getting
food aid into a country, into a region, into a community. Talk, if
you will, just generally, Mr. Hammink, about how we use food aid,
particularly local farm purchases, to strengthen economies, because
I think sort of my understanding, and not being an expert on this,
over the years, we have thought of food aid, particularly the Food
for Peace of a half-a-century ago, getting the food to starving peo-
ple. We know sometimes how that disrupts, as we learn more and
more, disrupts local economies, especially farm economies.

Just talk through, if you would, what we can do in our delivery
of food aid and what we can do with our delivery of ability to pur-
chase food locally and how we build stronger communities that can
then respond to their own situations better in the future.

Mr. HAMMINK. I guess there are two parts to the question. First,
our food aid is mainly used for, right now, emergency reasons, and
so when it goes into a country, for example, Sudan, where we are
feeding three million people, it doesn’t have a major impact on the
market there, especially since we are bringing in commodities,
most of which are not grown there.

If we get the authority to purchase up to 25 percent for local pro-
curement in emergency situations, we would work with organiza-
tions that already have quite a bit of experience doing local pro-
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curement, including U.S. PVO’s and WFP, to put together require-
ments to make sure there is not going to be a negative impact on
the market.

In terms of looking for ways to have a positive impact and sup-
port farmers locally, that would not be the primary reason for this
request. The primary reason for this request for local procurement
is speed and getting food in quickly in order to save lives.

Senator BROWN. Well, should it become, if not a primary reason,
should it become a major consideration in the way we deliver food,
in the way we make those decisions on local procurement?

Mr. HAMMINK. The impact on local markets is already an impor-
tant factor in terms of how we deliver food from the United States
and we are required to do, for all non-emergency programs, a very
detailed Bellmon assessment, looking at local markets.

In terms of the request for emergency up to 25 percent local pro-
curement, again, impact on local farmers and markets would not
be our major consideration. Our major consideration would be in
ichose cases where we need to get food quickly to people to save
ives.

Senator BROWN. Dr. Melito, are we doing that well, taking into
account the local procurement situation?

Mr. MELITO. We find that in emergency situations, local market
impact is minimal, because generally speaking, these are markets
with very—they are very short of grain, so potentially the price is
going to rise. So we may be helping, actually, stabilize it.

We have some concerns with non-emergency assistance mone-
tization, where potentially we are adding grain to a market that
might already be mature. That issue is not a part of my testimony,
but it is part of our upcoming report.

Senator BROWN. And I think someone on the second panel is
going to talk more about the monetization. Good. Thank you very
much. Thank you, Mr. Chairman.

Senator CHAMBLISS. Senator Thune?

Senator THUNE. Thank you, Mr. Chairman, and thank you very
much, gentlemen, for joining us today to discuss with us this very
important subject as it pertains to the farm bill and the work that
we are currently undertaking in drafting a new bill.

Since their inception in 1954, international food aid programs
have had a very direct impact on humanitarian efforts and the
fight against world hunger. Programs have also had a very strong
influence, I think, on how other countries around the world per-
ceive the United States as a nation of abundance, prosperity, and
generosity. And also, of course, international food aid programs
provide a significant market for our agricultural products, and I
use the 2002 farm bill as an example. Since the enactment of that
bill, the U.S. delivered an average of four million metric tons of ag-
ricultural commodities per year overseas. Any changes to food aid
programs in the 2007 farm bill, in my view, should not undermine
the productive relationship between our producers and the need for
international aid.

The United States, of course, has for a long time been the world
leader in humanitarian food aid, and in the period between 1995
and 2005 has contributed almost 60 percent of total global food aid.
Over the life of the 2002 farm bill, the United States has spent an
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average of $2 billion per year in international food aid programs,
and in 2006, these programs benefited over 70 million people
through emergency and development-focused programs.

The, I guess, challenge we face in the current budgetary environ-
ment with regard to the next farm bill, it is going to be, I think,
critical that we try and find savings and improve the efficiency of
the programs in every part of the farm bill, and international food
aid programs are no exception, especially since program such as
MAP and the Food for Progress Program rely on CCC funding,
which is the same pot of money that funds many of our domestic
programs.

According to testimony provided by Mr. Melito of the Govern-
ment Accountability Office, there are several areas where our for-
eign food aid programs can be more efficient and effective, and so
I have a couple of just questions in that vein. One has to do with,
Mr. Melito, your testimony, in which you stated that certain for-
eign humanitarian organizations are far more efficient in food de-
livery than the U.S. Government, and specifically the issue of
transportation costs, which account for 65 percent of U.S. food aid
expenditures, and our freight costs average about $170 per metric
ton whereas other international food aid organizations average
about $100 per metric ton and transportation costs account for
about 20 percent of their total costs.

I guess my question is, how can we lower the transportation
costs that are associated with our food aid programs, and if the
GAO recommendations are enacted, how much would we save in
our international food aid budget?

Mr. MELITO. Thank you. There are several things we can do to
lower transportation costs. The bunching issue, which we referred
to earlier, is an important one, and there are two components to
that. One would be more certain funding. That would allow for bet-
ter planning. But even with the uncertain planning environment
that we currently have, the agencies can do a much better job of
planning. They are in a situation where there are a lot of emer-
gencies, but these emergencies in many ways are not so unfore-
seen, since they are generally coming in similar regions and these
countries have had problems year after year, Sudan being one no-
table one. So I think the agencies can do a better job of planning,
which will help with the transportation issue.

We also highlight the non-commercial aspects of the current
transportation system. The transportation terms of the contract put
much more risk on the ocean liners than a commercial situation.
This raises the cost. The freight operators have to pass the costs
on somehow. They are passing them on to the program.

The third way we outline is actually the system we have in place
to partially compensate USAID and USDA for transportation costs
through the Department of Transportation. The Memorandum of
Understanding dates back to 1987. The situation has changed quite
a bit since then. Pre-positioning wasn’t envisioned at that time.
The age of the fleet has gotten—the fleet has gotten much older.
And there are situations now where there are no foreign bids on
certain contracts. So the Memorandum of Understanding should be
renegotiated and that potentially will increase the amount of re-
sources for food aid.
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Senator THUNE. Are there any legislative barriers to any of the
things you are talking about, or are those all accomplished by
MOUs with USDA or AID, and maybe Mr. Hammink and Mr. Yost
could comment on that, as well. Are these recommendations that
we can implement?

Mr. MELITO. There are—mostly, yes. There is some uncertainty
on pre-positioning. There is a disagreement between USAID,
USDA, and the Department of Transportation about whether
prepositioning requires a change in the legislation. GAO is outside
of that because clearly the two agencies are going to have to work
this out, and maybe they need legislative help. I think everything
else can be done within existing authorities.

Senator THUNE. Any comment on that from either of our other
panelists?

Mr. HAMMINK. We received the GAO report, and we are happy
to get it, just last Friday, so our experts now are looking at this
and we will be responding, as Mr. Yost said, to the GAO by March
29. We will be looking to work very closely with them, with USDA,
and with Transportation at how we can implement these, but we
share that same concern.

Senator THUNE. I see my time has expired. Thank you, Mr.
Chairman.

Senator CHAMBLISS. Senator Klobuchar?

Senator KLOBUCHAR. Thank you, Mr. Chairman, and thank you,
Mr. Chairman, for these peanuts. You have put Senator Harkin to
shame now. I assume he is going to be bringing some corn.

[Laughter.]

4 Senator CHAMBLISS. We will match peanuts against corn any
ay.

Senator KLOBUCHAR. I asked Senator Brown, since he has so
much experience in Congress, if I should eat them, and he said, no,
this isn’t a baseball game

[Laughter.]

Senator KLOBUCHAR [continuing]. But then I noticed that Sen-
ator Nelson was eating them, and so now I plan to do the same.

Eenator CHAMBLISS. Georgia’s most recent contribution to food
aid.

[Laughter.]

Senator KLOBUCHAR. Thank you to all three of you, and just to
give you a little background on our State, Minnesota, we rank fifth
in the Nation with agricultural exports after California, Iowa,
Texas, and Illinois, and we exported nearly $3 billion worth of farm
products just in 2005. At the same time, we also have trade con-
cerns with our sugar industry with CAFTA and NAFTA and what
has happened there. Our dairy producers want to see Congress ad-
dress a trade loophole that allows virtually unlimited imports of
milk protein concentrates, and then our cattle producers are also
eager to see all of our former export markets fully restored.

We also are big supporters of the Food for Peace Program. The
program sent Minnesota commodities to Iraq, Afghanistan, Sudan,
and Haiti to fight food shortages in those countries, and so my first
question was just along those lines.

Mr. Hammink, the GAO report says that on the food aid pro-
grams, it says that USAID had only 23 Title II workers monitoring
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food aid to 55 countries. I am just wondering how USAID can make
sure that this food is truly getting to the most vulnerable in these
countries with that number of people monitoring it.

Mr. HAMMINK. Thank you for the question. The GAO statistic
only covers those food aid monitors who are funded by Title II pro-
gram funds. We have a restriction whereby we can only use Title
II program funds for monitors in emergency programs, and so we
use other sources of funds for funding monitors, including develop-
ment assistance and operating expense, to fund monitors and food
aid specialists in other countries. We actually have somebody cov-
ering food aid in all 55 countries where we have—I am not exactly
sure of the number, but we have over ten U.S. direct hire Foreign
Service officers who are food aid officers in these countries, as well.

Senator KLOBUCHAR. Do you feel satisfied that the food is getting
to where it needs to go, or are there some issues with the pro-
grams?

Mr. HAMMINK. As I said in my statement, we agree that we need
increased monitoring, and that is something we will continue to
work toward. For the most part, we are satisfied. We do rely on
PVO reports and reports from WFP, but we do have people in these
countries who get out into the field and we send people from Wash-
ington on a regular basis to go to these countries. Two weeks ago,
I was in Darfur also taking a look at our food distribution.

Senator KLOBUCHAR. It would be nice to get, adding those people
in, what the numbers truly are——

Mr. HAMMINK. Right.

Senator KLOBUCHAR [continuing]. And I wouldn’t expect you to
have it now, but if we could maybe send you a letter and get the
information

1}/{1‘. HamMmMINK. That will be part of our response to the GAO, as
well.

Senator KLOBUCHAR. OK. Very good. Second, I had just a ques-
tion relating to the implementation of the Dairy Export Incentive
Program. USDA did not implement this program for the last 2
years. This is for Mr. Yost. We have heard from our own dairy com-
munity in our State that aggressive use of dairy export incentives
keeps pressure on other nations to negotiate a reduction of dairy
export subsidies. So my question is whether or not USDA plans to
resume implementation of this program.

Mr. YosT. Senator Klobuchar, at this time, we have no plans to
implement this program. I believe last year, if my memory serves
me correctly, we exported $1.7 billion worth of dairy products. We
are doing quite well in the international marketplace.

Senator KLOBUCHAR. Thank you.

Senator CHAMBLISS. Senator Nelson?

Senator NELSON. Thank you, Mr. Chairman, and thank you as
well for the peanuts, a nice little mid-morning snack.

Administrator Yost, I want to go to another area. With regard to
sanitary and phytosanitary matters, I notice that USDA is request-
ing funding to better address SPS problems for U.S. exporters. The
recent actions involving U.S. beef serve as a strong reminder about
the way some of our trading partners misuse SPS and other alleged
safety concerns and health concerns as cover for unfair trade prac-
tices. If an ounce of prevention is worth a pound of cure, are the
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SPS issues being properly addressed in advance of problems arising
from the agreements?

In other words, based on your experience and that of FAS, are
we getting good trade agreements that contain sufficient and effec-
tive enforcement mechanisms that are worked out and understood
before we sign the agreement so that we are not expending re-
sources unnecessarily to fight unfair usage of SPS and food safety
issues by our so-called trading partners after the agreements are
in place?

The Korean beef situation specifically comes to mind, since they
are violating the agreement. We have a case over their interpreta-
tion of deboned beef and we have been unable to do very much
about it except work with the Ambassador on a weekly basis get-
ting promises that it will be fixed at some point. Maybe you can
help me understand this.

Mr. YosT. Well, we literally have an SPS issue of the week at
our agency. We call them the new trade barrier. I think we are all
in agreement on that, Senator.

We are working very hard on the beef issue. The entire Depart-
ment is. It is extremely frustrating, as I am sure you are frustrated
and your producers are, also.

Senator NELSON. Yes, the

Mr. Yosrt. That is a bit of an understatement.

Senator NELSON. Yes, it is an understatement.

Mr. YOST. At this moment, Ambassador Crowder is working for
you, negotiating both the clean FTA and getting beef back into the
marketplace. We are pushing hard for these countries, whether it
is Japan, China, Korea, or any other major importer, to base their
importing standards on the OIE designation. We look to get to a
favorable designation on BSE from the OIE.

We continue to try to put more teeth into agreements as they are
negotiated. Our agency is spending more and more time monitoring
existing trade agreements to make sure that they are enforced. We
also are requesting funds to expand those efforts in the next farm
bill proposal. It is a difficult task when you mix science and politics
in these other countries. I don’t see a silver bullet to solve these
issues, but we have to continue to work on them and continue to
force countries to build their import and export standards on inter-
national standards that are science-based and governed by inter-
national bodies.

Senator NELSON. I would hope we would be able to do that. It
makes one wonder, and I have supported every Free Trade Agree-
ment. I have insisted that we include another word, “fair,” and now
I am moving toward free, fair, and balanced trade agreements so
that we are not at the mercy of a trading partner violating the
agreement and leaving us with very little—few options, if any, to
move forward. And by the time you do move it forward, in many
cases, the damage is already done to our market. Cattle producers
reduce the size of their herds because they don’t want to have an
oversupply without a demand. So I am very, very concerned about
that.

There is another area with Director Hammink that I would like
to raise and that is the growing concern, for example, from wheat
growers about the cash only aid as opposed to commodities and
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food. I don’t understand the administration’s move toward giving
cash only as opposed to giving our commodities in lieu of cash as
a matter of trade. Maybe you can explain to me why this makes
sense.

Mr. HAMMINK. What we are looking at, Senator, is basically the
authority to use up to 25 percent of Title II in truly emergency sit-
uations where by buying food locally we can save lives and get food
in quicker for emergency situations. The——

Ser;ator NELSON. Excuse me. Is it limited to emergency situa-
tions?

Mr. HAMMINK. That is what is in the administration’s request.

Senator NELSON. We will have to look at the definition of an
emergency, I guess.

Mr. HAMMINK. That is something we will be glad to work with
Congress, on putting that together.

Senator NELSON. OK. My time is up. Thank you, Mr. Chairman.

Senator CHAMBLISS. Before we leave that issue, has there been
any situation that has come about that truly would be character-
ized as an emergency situation where the lack of the ability to pur-
chase food at the local level versus shipping U.S. products has
come into play?

Mr. HAMMINK. We can point to a few instances where if we had
had this authority, we might have used it. For example, Iraq in
2003, the tsunami response in 2004, Niger and Southern Africa in
2005, and again, Lebanon and East Africa in 2006.

Senator CHAMBLISS. Well, I understand you might have used it,
but have there been any lives lost as a result of not having U.S.
prod;lcts shipped over there versus having money to buy local prod-
ucts?

Mr. HAMMINK. That, I wouldn’t be able to know.

Senator CHAMBLISS. Senator Lincoln?

Senator LINCOLN. Thank you, Mr. Chairman.

I guess just following up on that, Mr. Hammink, if the farm bill
were to contain provisions that would authorize that local cash pur-
chase, either as a pilot program or, as you said, the 25 percent,
that 25 percent would be of Title IT funding, is that correct? That
has been proposed by the administration.

Mr. HAMMINK. Up to 25 percent.

Senator LINCOLN. But it comes out of Title II, right?

Mr. HAMMINK. That is correct.

Senator LINCOLN. I guess our concern would be, you know, how
would it be possible to make sure that those commodities would be
purchased in the recipient or the neighboring—I am assuming, and
maybe you have already discussed this, but how it would be pro-
duced in neighboring countries rather than our U.S. export com-
petitors, in the E.U., Australia, and why is it necessary to divert
funds from Title II for the local cash purchase rather than estab-
lishing a new funding source, if that is what you want to do?

Mr. HAMMINK. Well, what we would look at in using this author-
ity is some clear procedures and rules. We would most likely rely
on partners, PVO’s and WFP, who already have significant experi-
ence in local procurement. For example, last year, WFP purchased
$200 million in Africa alone. There is a lot of experience there to
make sure we are not impacting on markets.
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In terms of your second question:

Senator LINCOLN. What about the first one? I mean, I under-
stand you are going to use the local folks that have experience in
terms of doing that——

Mr. HAMMINK. Right.

Senator LINCOLN [continuing]. But how does that ensure to us
that what you are purchasing is not coming from competitors but
coming from local countries or the neighboring country?

Mr. HAMMINK. Good question. We fully expect that we will only
purchase food from less-developed countries. We would not pur-
chase food from any of our major—any of our European competi-
tors. So that is something that is a commitment from the adminis-
tration.

Senator LINCOLN. OK. And the reason you are taking it from
Title II as opposed to new funding?

Mr. HAMMINK. The Title II, right now, the mandate is to prevent
famine, to save lives, and that is where this would fall under.

Senator LINCOLN. Which is, I am assuming, similar to your an-
swer to Senator Brown earlier, which is not to encourage the devel-
opment of industry or the economics of the local community.

Mr. HAMMINK. In highly food insecure countries, USAID, USDA,
and others have programs to support agriculture development.

Senator LINCOLN. Right.

Mr. HAMMINK. The purpose of this would be truly mainly to save
lives and to get food in quickly.

Senator LINCOLN. Well, the concern I think many of us have is
that, unfortunately, we can get very little attention to agriculture,
both in terms of needs as well as resources when it comes to budg-
et times, and so unfortunately, all we get offered is robbing from
Peter to pay Paul in the different programs that we have, which
we all think are very necessary, whether it is feeding the hungry
across the globe or whether it is making sure that our farmers
have the kind of safety net programs that allow them to be com-
petitive. But we don’t usually get—so it is hard when folks make
suggestions but it comes out of an existing program which we have
already fought hard to get the few dollars we have in there.

Dr. Melito, your testimony describes both Afghanistan in 2002
and Iraq in 2003 as situations requiring emergency responses. But
in both instances, the Department of Defense probably knew some
time in advance, I suppose, that war was likely and that these
emergency food aid needs might be met. Mr. Hammink talks about
Iraq being one of those places where this program of being able to
take up to 25 percent locally would happen or would have been
helpful. Were food procurement procedures initiated in advance
under some of those circumstances?

Mr. MELITO. I will leave that to Mr. Hammink, but I will say
that Afghanistan and Iraq, especially Afghanistan, were very dif-
ficult environments to move food aid.

Senator LINCOLN. Right.

Mr. MELITO. So that is a large contributor to the logistical bur-
den and the high cost of food aid in those countries. I am not
sure——
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Senator LINCOLN. All the more reason why procurement proce-
dures would have been wanted to be initiated earlier rather than
later, right?

Mr. MELITO. Agreed.

Senator LINCOLN. Did that come about?

Mr. HAMMINK. Senator, if I can just add, in the situation in Iraq,
procurement procedures were initiated and we had quite a few
boats of food on the way to Iraq when it was needed. So that was
started early because we knew the food aid would be needed.

Senator LINCOLN. So it was started, the procurement and the——

Mr. HAMMINK. Correct.

. Se}?nator LINCOLN [continuing]. Processes were started way be-
ore?

Mr. HAMMINK. Correct.

Senator LINCOLN. OK, thanks. Mr. Yost, the President’s fiscal
year 2007 budget recommended zeroing out the fund for funding
for P.L. 480 and Title I and Congress went along with it, and then
no funding was requested by the administration for Title I in 2008.
Yet the proposal that USDA sent us in their farm bill did not rec-
ommend repealing Title I program authority. Can you shed some
light on that? And I apologize. I came late. I hope you haven’t al-
ready discussed this, but maybe just shed some light on why the
administration has presented it in P.L. 480 this way and why they
have not requested funding for Title I.

Mr. YosT. Senator Lincoln, the major reason we did not request
funding for P.L. 480 Title I is we have only had three agreements
last year on government-to-government food aid and we are seeing
less and less interest in it all the time. It is mainly done to sub-
sidize interest rates and the interest rates are coming lower and
lower and commercial transactions are taking its place.

Senator LINCOLN. Because they are more competitive?

Mr. YosT. They are equally competitive and you don’t have to go
through government red tape.

Senator LINCOLN. What is the criteria that your agency does to
determine if a particular market for a given commodity has kind
of graduated from the eligibility for funds under either Market Ac-
cess Programs or the Foreign Market Development Program? Is
there a criteria?

Mr. Yosr. If a market has graduated? I don’t know what——

Senator LINCOLN. Graduated from those programs. When you
graduate from those programs, is there a criteria that you use?

Mr. YostT. I don’t know if there is a—perhaps I am not under-
standing your question correctly, Senator, and I apologize for that.

Senator LINCOLN. Access to those funds, eligibility.

Mr. YosT. We review the cooperators programs that come in with
us, the various groups, and we look for the effectiveness, what they
can do to enhance not only market access, but also expand the
market period and commercial terms. It is competitive and we re-
view it and we send back our comments on it and it basically is
a give and take between the cooperator on who has the best pro-
posals, how they should change their proposals, et cetera, et cetera.
So it is kind of an ongoing process.

Senator LINCOLN. So you would describe it more as a competi-
tive-type loan program, grant program, as opposed to a——
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Mr. YosT. For market access—for MAP funds, it is a grant pro-
gram and it is a competitive process. Who has the best proposals?
Who has the best track record?

Senator LINCOLN. Just a last one for Mr. Yost. In your testimony,
you do point to the fact that our total U.S. agricultural exports are
up, and yet we also know that our total share of global agricultural
exports has declined from 22 percent to 9.7 percent during the time
period from 1984 to 2005. I just kind of wanted to get your perspec-
tive on how we ensure that our agricultural products are competi-
tive globally and that we are maximizing these new market oppor-
tunities. Are there any steps that the FAS hopes to take to address
the decline in our global share, and obviously our global share has
a great deal to do with our competitive ability there, and to what
extent does FAS conduct outreach to the U.S. agricultural groups
to identify trade constraints? Is there something that you all do in
your outreach?

Mr. YosT. First of all, I would contest that it went down from
22 to 9.7 percent. That was an OIG report. It didn’t take into ac-
count—I think they had an apples and oranges report there. They
talked about—didn’t talk about, rather, the expansion of the Euro-
pean Union. They counted interstate trading within the European
Union. They didn’t take into account the value of the dollar versus
the euro. They didn’t take into account BSEs, other SPS issues,
which are very significant in trade.

I think we are doing very well in the marketplace. The $78 bil-
lion is a record. I think we do a good job working with our MAP
cooperators in reaching out, particularly through State and re-
gional trading groups. They work exclusively with small busi-
nesses, mainly within their States. We have some very good suc-
cess stories, very innovative success stories, and we, I think, had
$36 million of MAP funding that went to those groups last year.
I think we are doing a credible job. We are getting good feedback.

Senator LINCOLN. I would love to hear some of your stories, so
I hope that you will share some of those with us in terms of your
outreach and, as you said, your outreach particularly with——

Mr. YosT. We can supply some of those to you.

Senator LINCOLN. Please do. That is helpful.

Mr. Yost. We certainly will, Senator.

Senator LINCOLN. Thank you. Thank you, Mr. Chairman.

Senator CHAMBLISS. Senator Roberts?

Senator ROBERTS. I am going to yield to Senator Crapo in that
I have arrived late and I am still trying to assimilate what the
heck it is I am going to say.

[Laughter.]

Senator CHAMBLISS. Everything is normal, so Senator Crapo?

[Laughter.]

Senator ROBERTS. Mr. Chairman, did something happen that I
am not aware of?

[Laughter.]

Senator CHAMBLISS. Obviously, you slept in this morning,
but

[Laughter.]

Senator ROBERTS. Do I have to go back to the Intelligence Com-
mittee? That is what I really want to know.
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[Laughter.]

Senator CHAMBLISS. Senator Harkin unfortunately had a death
in the family and couldn’t be here.

Senator ROBERTS. I am very sorry to hear that. I am very sorry
to hear that. Senator Crapo, you are recognized.

[Laughter.]

Senator CRAPO. Well, thank you very much, Mr. Chairman and
Mr. Chairman.

I also arrived late, so I apologize if these questions have already
been covered, but Mr. Yost, as has been indicated by Senator Lin-
coln’s comments, the fiscal year 2008 budget seeks no funding for
Title I and yet a certain amount of the funding for the Food for
Progress Program comes from Title I. Is the failure to seek funding
for Title I going to have a significant negative impact on our ability
to fund the FFP program?

Mr. YosT. It will have, Senator Crapo, it will have some effect
on it. We have some MarAd reimbursements that will go back into
the Title I fund. We also will be doing some reconciling. It will be
a certain amount of money that will be available to go into the
Food for Progress Program from Title I for this coming year.

Senator CRAPO. So overall, can we get any kind of a feel for you,
even on a percentage basis, as to what kind of an impact we could
see in terms of the funding for the FFP program as a result of
the——

Mr. YosT. As a result of the——

Senator CRAPO. Yes.

Mr. YOST [continuing]. Not final funding? It will take us a while
until we get to the exact reimbursement amounts. We certainly can
get those to you, but I would——

Senator CRAPO. Do you think it would be significant differences,
or are we talking small

Mr. Yosr. I don’t believe it will be great.

Senator CRAPO. All right. If you could get some details to us——

Mr. Yosr. I certainly will, Senator.

Senator CRAPO.—I would appreciate it.

Mr. Hammink, I want to talk for a minute with you about the
question of basically pre-positioning. I noted that in your testi-
mony, you indicated that you didn’t really think pre-positioning is
a substitute for local procurement. I am very concerned about our
efforts to go to cash rather than in-kind utilization of products. It
seems to me that efforts like the pre-positioning at Lake Charles
and at Dubai are going to give us an ability to continue to rely
more heavily on our in-kind food aid programs rather than going
to commodity purchases. Do you disagree with that, and if so, why?

Mr. HAMMINK. We think that the pre-positioning has been very
successful. In fact, we just signed a new contract, I think it says
in the GAO report, in Djibouti, for warehouse space there. What we
are saying is that pre-positioning is not the answer for what we
might need the local procurement for, to save lives in emergency
situations. It may be—it is yet another tool that we have and that
we are using successfully to get food quickly to where it is needed.
Local procurement would allow us to have that additional flexi-
bility when pre-positioning is not available or when it is not appro-
priate, because pre-positioning right now is only processed food.
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Senator CRAPO. All right. Well, thank you. I appreciate that ex-
planation and I would just encourage you to focus as aggressively
as you can on pre-positioning because if we are aggressive in utili-
zation of that tool, then we have fewer circumstances where there
may be an unavailability of in-kind food aid.

Mr. Melito, in your testimony, you indicate that USAID and
USDA don’t sufficiently monitor effectiveness of food aid programs.
What, in your opinion, is needed for sufficient monitoring? The
question I am kind of getting at, or the aspect of this question I
am kind of getting at again is the issue as to whether cash dona-
tions or cash for purchases wouldn’t exacerbate this problem.

Mr. MELITO. To answer the last part first, we did not look at the
cash purchase issue. Our study was limited to ways to improve
U.S. food aid within existing authorities. That was in the actual re-
quest letter and we abided by that.

The monitoring issue is a longstanding concern. In the last farm
bill, 2002, AID was asked to make an assessment of its resource
needs in this area and has yet to actually report out. The IG has
reported several times, USAID and USDA, on their need to im-
prove monitoring. The agencies themselves are recognizing this
issue.

Right now, a lot of the information coming from the implementa-
tion of the program is coming from the implementors, the PVO’s,
World Food Program. This is just an issue of independence. You
like to have someone not involved in actually implementing the
program giving you an independent view of how it is working and
there is not a sufficient resource on that at the moment.

Senator CRAPO. Thank you. I appreciate your explanation that
you haven’t evaluated the cash donation issue since you are going
under current law, and if you don’t have an opinion on this, that
is fine. I would like to know, though, if just intuitively whether you
would expect that moving to cash donations or cash for purchases
would exacerbate the issue of monitoring.

Mr. MELITO. That is not something I have thought about, so I
wouldn’t want to speculate.

Senator CRAPO. All right. Thank you very much. That is all my
questions, Mr. Chairman.

Senator CHAMBLISS. Senator Roberts?

Senator ROBERTS. Dr. Melito, you just said something about the
World Food Program. Would you repeat that again, please?

Mr. MELITO. What I said was the USDA and USAID have relied
heavily on reports coming from the implementors in the field, and
the two implementing bodies are either World Food Program or the
PVO’s. The World Food Program does implement programs in the
field and they do report back to our agencies on how well it is
going.

Senator ROBERTS. You are satisfied with that?

Mr. MELITO. No. We would like additional resources for the agen-
cies to independently monitor. So we think there is too much reli-
ance on reports from the implementors and not enough inde-
pendent view on how the programs are working.

Senator ROBERTS. Do you have any concern that the World Food
Program is not being implemented properly?
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Mr. MELITO. No. The World Food Program is very experienced in
this issue. They have been doing it for years. There is no reason
to doubt their abilities, but it just a truism of monitoring that there
should be independence in this.

Senator ROBERTS. AID at one time, or the administration at one
time, wanted to take the World Food Program in terms of funding
away from the Department of Agriculture and put it in AID. I
guess Mr. Hammink would be a better person to ask about that.
One hundred Senators signed a letter and said no and indicated
that it should still come from the Department of Agriculture. I
know there is discussion to take the money from CCC and make
it mandatory. I don’t think that is possible and I don’t think that
is desirable under the circumstances, but I am worried about the
funding for the World Food Program.

Let me just say that WFP is feeding close to 100 million people
a year and their NGO and other international partners feed an-
other 100 million. There has been significant progress made in
fighting poverty, especially in China and India, but we are losing
ground in the battle against hunger.

It became obvious to me that with the World Food Program,
when you had the World Food Program, i.e. the McGovern-Dole, or
if you are in Kansas the Dole-McGovern World Food Program, you
set up and even have schools underneath trees and on a hilltop.
The families in these developing nations are an emergency situa-
tion country or a country wracked by all sorts of troubles, including
terrorist activity. This particular event occurred about 2 weeks
after I was in Colombia, followed up by the mercenaries. During
that period, they held school and the families involved in that par-
ticular area sent a young woman to that school because they were
being fed. If you don’t feed them, they don’t go.

And you can replicate that. I have somewhere here a list of five
countries with the worst rate of hunger, all either caught up in war
or emerging from long years of conflict—Burundi, Eritrea, the
Democratic Republic of Congo—I should just say the Congo, there
is nothing democratic there—Ethiopia, Sierra Leone, and then I
could just multiply that around the world.

So in terms of fighting terrorism to allow young women to go to
school, when they do go to school and they have one, two, three,
possibly 3 years—in Africa, that would be about the best that you
could do—I think that is the best long-term answer to win this war
against terrorism. You educate young women around the world and
they are not going to put up with seventh century servitude and
they are also going to insist on reforms in their country that I
think would make a big difference.

So I am a very strong support of the WFP program. I apologize
again for being late.

Senator LINCOLN. [Presiding.] That is OK, but that last comment
came as the father of some very strong and smart women. I can
tell he has got good daughters out there.

Senator ROBERTS. At least two.

[Laughter.]

Senator ROBERTS. We had $100 million in the school feeding pro-
gram, the Dole-McGovern Program. It went up to $300 million in
2001 under President Clinton. It went down to $50 million. It was
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supposed to be $100 million and then we had the rescission down
to $98 million. I just don’t think this is enough to even start to get
the job done.

In Africa, one person in three is malnourished. Well, let us just
try the Southern Command, where we have 31 countries, 360 mil-
lion people, average age of 14, and a lot of malnourishment, and
Mr. Hugo Chavez doing his best imitation of Castro, which I think
is a big problem. I think the World Food Program can play an inte-
gral part in regards to offsetting that danger for millions of people
in the crisis in the Sudan, which everybody has heard about, the
Horn of Africa, the Democrat Republic of Congo again, Niger, and
other countries.

HIV-AIDS is worsening, drought, declining government, civil
strive. Eight million farmers have died of AIDS in the past two
decades. Twenty-five million AIDS orphans are expected by 2010.
Now, these orphans are going to be sitting on the top of some
madrassa with an AK—47 unless we are able to help provide the
proper education, infrastructure and everything combined. But the
key to it, I think, again, is if you feed people, you provide an impor-
tant incentive for families to send their young women to school.

Basically, I guess my question is, I think we need more money
in the World Food Program and I think we need to get at it. I
would ask Mr. Hammink, who is our resident officer of the Food
for Peace. Now, you have heard my rant. Would you care to com-
ment, sir?

Mr. HAMMINK. Just two quick comments. One——

Senator ROBERTS. I think the answer is yes and we can move
right on, but go ahead.

[Laughter.]

Mr. HAMMINK. Yes, we think WFP is doing an excellent job.

Senator ROBERTS. I appreciate that, but would you want to add
anything in regards to the funding?

Mr. HAMMINK. The Dole-McGovern or McGovern-Dole school
feeding program is, as you know, implemented by USDA, some-
thing that we support where we have programs in the same coun-
tries and trying to have synergy there. But we continue to work
closely with WFP in terms of especially targeting and assessment,
because we do give them a lot of money, a lot of food every year,
and we want to continue to make sure that food gets to those who
are the most in need in the countries where they work.

Senator ROBERTS. We will follow up, and I am already two-and-
a-half minutes over time. I need to talk with you, Senator Lincoln,
about this whole area. I think a lot more can be done and I thank
you, and I thank the witnesses for coming and the job that you are
doing. And again, I apologize for being late and somewhat disorga-
nized.

Senator LINCOLN. You have been a valuable addition to this com-
mittee and we appreciate you being here this morning. Thank you,
Senator Roberts. I am prepared to get busy and work with you on
it because I do think it is a critical issue.

Senator Coleman, are you ready?

Senator COLEMAN. Absolutely. Thank you, Madam Chair. I agree
with the ramblings that I heard of my colleague.

Senator ROBERTS. You don’t have to call it ramblings.
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[Laughter.]

Senator COLEMAN. I also serve on Foreign Relations and have
been to South Africa, Mozambique, and Botswana and worked very
closely to look at the AIDS issue, worked very, very closely with
the African Development Corporation, which i1s trying to do sus-
tainability projects in Africa.

One of the concerns I have is the emergency portfolio, emergency
needs squeezing out some of the developmental needs. I look at this
as a long-term sustainability. You know, you teach the food inse-
cure how to fend for themselves. You teach somebody to fish rather
than feeding them, you have got a better opportunity down the
road. Perhaps a little provincial self-interest, we have Land
O’Lakes in Minnesota that has been doing, I think, some very, very
good things. One of their projects in Zambia is providing technical
assistance, so I am aware of that. Again, reduce food insecurity by
increasing rural incomes. It all fits together.

My question, then, is the concern about emergency needs taking
over the Title II portfolio and squeezing out developmental needs,
and I don’t know if this was addressed. The Title II program has
a minimal level for non-emergency programs of 1,875,000 metric
tons. This year, the USAID waived the minimum requirement and
provided, I think, only 760,000 metric tons. My concern, then, is
these programs build self-reliance in vulnerable communities. They
are buffeted by economic downturns, weather, et cetera, et cetera.

Are there changes that have to be made in Title II to ensure that
developmental programs are properly funded? How can we be as-
sured that USAID will make the increases unless we require it by
law? How do we kind of ensure the commitment to developmental
even as we deal with clearly some of these emergency issues out
there? I would go to anybody, Mr. Hammink, probably to you. I
guess it would be your area.

Mr. HAMMINK. Thank you very much for the question. We have
those same concerns. I spent 23 years overseas with USAID and
see the absolute importance of these long-term programs focused on
chronic issues. As [ said in my testimony, giving food away only
helps the immediate hunger issues.

We prioritize funding on a regular basis and looking at what the
emergency needs are. It is a tough call because there are urgent
needs, pipeline needs, needs for getting food out under the develop-
ment programs quickly as well as the emergency programs. But
when faced with the dilemma of saving lives today or improving
long-term food security, we save lives today.

What we are trying to do, though, is become much more predict-
able in terms of the funding, especially the food aid for our PVO
partners under the development food aid program. We can share
with you several areas that we have started, that we are carrying
out to improve that predictability.

Senator COLEMAN. Mr. Yost, let me ask you a Food for Progress
question, and I apologize if this may have been addressed before.
Again, what you have, it is a minimum level of 400,000 metric tons
per fiscal year is required. I understand there is a cap on adminis-
trative and transportation funding and USDA is not providing the
full 400,000 tons. So you have Title I funding phased out, not being
able to afford Food for Progress for over 2 years. Are the caps on
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transportation and administrative costs the main restraint in
reaching that 400,000 metric ton minimum or are there some other
issues that we need to be aware of?

Mr. YosT. Senator Coleman, the $40 million cap on transpor-
tation is the limiting factor.

Senator COLEMAN. And if the cap wasn’t there, what would be
the level that would be needed to meet the 400,000 tons?

Mr. YosT. Well, we did about 175,000 tons last year—I have to
look it up—so you can start to extrapolate from there. It depends
on where it is going and, you know, some places are more difficult
to get to in terms of costs, and what overall freight rates are going
to be.

Senator COLEMAN. If it is possible, if you could take a look at
that and provide

Mr. Yosr. I certainly will, Senator.

Senator COLEMAN [continuing]. A better sense of what it is that
we need to do what we said that we were going to do.

Mr. Yost. We will do so.

Senator COLEMAN. Thank you, Madam Chair.

Senator LINCOLN. Thank you, Senator Coleman.

Just one last question, I guess really for all of you. I was going
to ask Mr. Yost, but I think any comments you may have, and I
do want to complement my colleague, Senator Roberts, for having
so much confidence in what women can do if we can keep them
educated and fed.

There are 121 million hungry children that are not attending
school. The potentially really to feed and educate more children
through the McGovern-Dole Program, which has been very success-
ful, is clear. We know we have budget constraints that we face. Do
any of you all have ideas about the ways that we could, with exist-
ing resources, leverage further either that program or the—that is
really our business up here, I suppose, is to think outside the box
and figure out how we can leverage the resources we have. You are
more on the ground. You are certainly more aware. I hope that if
there are any ideas in your minds, or if it is just going to always
be that we simply need more resources. If that is the answer, cer-
tainly shoot it my way, but my hope is that those of you that are
on the ground and you realize this enormous need and you under-
stand our constraints, what ideas you would have for leveraging
the resources we have in a greater way. Any suggestions, Mr. Yost?

Mr. YosT. Senator Lincoln, that is a very good question. I don’t
have any ready answers for that. Clearly, I have seen the program
in action. It is the most compelling thing I have ever seen in my
life. I think anyone that has seen it would agree. It is so difficult
when you are working in some of these areas where there are so
few resources. I mean, typically, you reach out to the local govern-
ments, parents’ groups, things like this, but in that case, there
is—

Senator LINCOLN. They don’t have them.

Mr. YOST [continuing]. There is nothing there, so it is real dif-
ficult to reach out. I guess you would have to reach out to contribu-
tions from the private sector unless it is government funding.

Senator LINCOLN. Mr. Hammink?
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Mr. HAMMINK. Three quick thoughts. One is that WFP and
UNICEF are spearheading what they call an “Ending Child Hun-
ger and Undernutrition Initiative,” and that is something that we
support. They are looking at increasing advocacy, increasing the
use of resources already in countries to focus it much more at child
hunger, the kinds of things you mentioned, Senator. That is first.

Second is that we are looking under the new foreign assistance
framework whereby the Title II funds for development programs
are coming to a country where the Ambassador, the USAID Mis-
sion Director, and other development people are getting together to
look at how best to use it together to achieve these objectives, and
in highly food insecure countries, they are looking at objectives that
are focused on the chronic food insecurity issues and they are link-
ing up resources like child survival resources with our food aid
whereby we are using food in clinics in some countries for the chil-
dren and they are providing training for mothers and for the
nurses through other funding sources.

Senator LINCOLN. So they are doubling up.

Mr. HAMMINK. And we are doing the same with HIV-AIDS, as
well, whereby food is our resource and we can provide food, and
OGAC and others are providing some funding in specific situations
to alleviate the food needs for people who are on HIV-AIDS

Senator LINCOLN. Maximize the exposure?

Mr. HAMMINK. Correct.

Mr. MEeLITO. The upcoming GAO report contains nine rec-
ommendations on ways to improve both effectiveness and efficiency
of the existing program. This is not thinking about new programs,
but the existing programs, so I think that is a real starting point.

Senator LINCOLN. That is great. That will be very helpful. Thank
you.

Mr. YosT. Senator Lincoln, if I may add, we are looking at, even
though we have small quantities, using some forfeited CCC stocks
to supplement the McGovern-Dole Program.

Senator LINCOLN. Oh, that is good. OK. Thank you so much. You
have been wonderfully patient with all of us coming and going. We
appreciate that. More importantly, we appreciate your hard work
and look forward to continuing to work with you to meet that ulti-
mate objective of making sure that just the most basic needs of our
fellow man are met. Thank you very much.

We will call up the second panel now. If I can ask our witnesses
to take their seats, we will welcome to the panel Mr. Charles
Sandefur, Chairman of the Alliance for Food Aid and President of
ADRA International; Mr. Timothy Hamilton, the Executive Direc-
tor for Food Export Association of the Midwest USA and Food Ex-
port USA-Northeast; Mr. David Kauck, Senior Technical Advisor
for CARE USA; and Mr. Joel Nelsen, who is President of California
Citrus Mutual.

Thank you all, gentlemen, for joining us today. We appreciate
your willingness to be here and certainly being a further resource
to us as we move through not only the budget, but the farm bill
and multiple other areas that we deal with here.

Mr. Sandefur, we will begin with you. I believe you have 5 min-
utes for your testimony.




29

STATEMENT OF CHARLES SANDEFUR, CHAIRMAN, ALLIANCE
FOR FOOD AID, AND PRESIDENT, ADVENTIST DEVELOP-
MENT AND RELIEF AGENCY INTERNATIONAL

Mr. SANDEFUR. Thank you, Madam Chairman. My name is
Charles Sandefur. I am the President of Adventist Development
and Relief Agency, ADRA, and the Chairman of the Alliance for
Food Aid. The Alliance is comprised of 14 private voluntary organi-
zations and cooperatives that conduct international assistance pro-
grams. ADRA has participated in U.S. food programs for nearly 50
years. We thank you, Madam Chairman, for your unrelenting com-
mitment and support for food aid over the years.

The first millennium development goal calls for cutting hunger
in half by the year 2015. But since 2000, the number of hungry
people has actually increased by 5 percent, from 800 to 842 million
people. Food aid is our nation’s principal program to combat hun-
ger and its causes. In the 2007 farm bill, we ask the committee to
make a renewed commitment to these programs with improve-
ments.

Most important is assuring predictable levels for both chronic
and emergency needs and reversing the downward trend in funding
for multi-year development programs. Making adequate funds and
commodities available at the start of the fiscal year will support
good program planning and allow timely procurement, delivery,
and implementation. We also believe that some improvements are
needed in program procedures, commodity quality, and targeting.
Detailed recommendations are provided in my written statement,
but I would like to call your attention to four key recommenda-
tions.

First, we urge you regularly replenish the Bill Emerson Humani-
tarian Trust so that it is readily available for emergency needs.
Currently, the commodities and funds held in the trust are used as
a last resort, causing a drain on other funds. For emergencies,
early and timely response is critical for saving lives. The commod-
ities and funds in the trust should be immediately available when
Title IT emergency funds are insufficient.

Second recommendation, establish a safe box for at least 1.2 mil-
lion metric tons of commodities for non-emergency Title II pro-
grams each fiscal year. This amount would not be subject to waiv-
er. Title IT allows PVO’s to develop multi-year programs to address
the underlying causes of hunger. These are called non-emergency
programs and they give us the greatest chance to make a lasting
impact and change in lives. But these programs are now endan-
gered because of the loss of Section 416 surplus commodities and
other budget pressures.

In recent years, most Title II resources have been shifted from
non-emergency to emergency programs. As a result, non-emergency
programs are being phased out in 17 countries and cut back in oth-
ers. The amount available for non-emergency programs has effec-
tively been frozen at 750,000 metric tons, which is 60 percent less
than the minimum required by law. We believe this is counter-
productive, because development food aid improves people’s resil-
ience, gives them the means to improve their lives, and helps sta-
bilize vulnerable areas.
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Let me give you an example. ADRA Food for the Hungry and
several other PVO’s are conducting Title IT programs in Bolivia to
enhance household food security. The commodities we distribute as
payment for work, as conservation projects, as take-home ratios for
families with young children, the commodities we distribute include
corn, soy blend, lentils, green peas, soy-fortified bulgur, wheat-soy
blend, and flour. Funds for this program mainly come from the
monetization of wheat flour. We also receive a small cash grant
from Section 202(e) of Title II.

ADRA’s program has 35,000 direct beneficiaries. Over 70 percent
of the population is extremely poor. Infant mortality rates are high,
116 per 1,000 births. Communities must rely on their own agricul-
tural production. The roads are terrible. I have traveled on them.
And most people lack means of transportation.

After 3 years, midway through the project, chronic malnutrition
amongst children between the ages of two and five had decreased
by 25 percent. Exclusive breast feeding of infants under 6 months
nearly doubled to 90 percent. And the farmers who participated in
the agricultural development programs doubled their household in-
comes.

We could give additional examples, and we give those in our tes-
timony, of Guinea and Kenya and my own favorite country, Rwan-
da. Non-emergency programs in those countries have this in com-
mon. They and 14 other countries are being eliminated and phased
out in terms of their non-emergency program funding. That is why
the safe box to protect Title II non-emergency programs is nec-
essary. Without it, the capacity of PVO’s to serve these vulnerable
areas will deteriorate, which will make it even more difficult to
provide aid when crises occur.

Third recommendation, continue recognizing that monetization is
an important component of food aid programs. We support its con-
tinued use, where appropriate, based on clear market analysis.
Choosing a commodity that has limited or no production in the re-
cipient country helps ensure that programs will not create dis-
incentives to local production. There are sound methods for avoid-
ing disruption of commercial sales, such as bringing in small
amounts compared to total imports and spreading out the sales.

Indeed, well-planned monetization prevents the bunching that
was referred to earlier, creates multiple benefits in poor food deficit
countries. A commodity that is in short supply in the country is
provided for sale in the market where there is unmet demand. The
proceeds are kept in the country and are used for development pro-
grams. In addition, some programs use monetization to help im-
prove local marketing through small lot tenders and using food aid
commodities to stimulate local processing.

My fourth and last recommendation, lift the transportation cap
on funds for USDA Food for Progress programs so that we can in-
crease commodity levels up to 400,000 or 500,000 metric tons. This
is a good program. Last year, we and our partners made 116 pro-
posals, but only 14 of those proposals were able to be approved
within the existing budget.

Those are my four recommendations. Thank you, Madam Chair-
man. We look forward to your questions.
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[The prepared statement of Mr. Sandefur can be found on page
137 in the appendix.]

Senator LINCOLN. Thank you.

Mr. Hamilton?

STATEMENT OF TIMOTHY HAMILTON, EXECUTIVE DIRECTOR,
FOOD EXPORT ASSOCIATION OF THE MIDWEST USA AND
FOOD EXPORT USA-NORTHEAST, CHICAGO, ILLINOIS, ON BE-
HALF OF THE COALITION TO PROMOTE U.S. AGRICULTURAL
EXPORTS

Mr. HAMILTON. Thank you, Madam Chairman. Good morning.
My name is Tim Hamilton and I am with the Food Export Associa-
tion of the Midwest USA and Food Export USA-Northeast, which
are regional trade organizations that offer services to help U.S.
food and agricultural companies to promote their products in for-
eign markets. Today, I am testifying on behalf of the Coalition to
Promote U.S. Agricultural Exports, of which we are a member. We
commend you, Madam Chairman and members of the committee,
for holding this hearing to review our agricultural trade programs
and wish to express our appreciation for the opportunity to present
our views.

The Coalition to Promote U.S. Agricultural Exports is an ad hoc
coalition of over 100 organizations representing farmers and ranch-
ers, fishermen and forest product producers, agriculture coopera-
tive, small businesses, regional trade organizations, and the 50
State Departments of Agriculture. We believe that the U.S. must
continue to have in place policies and programs that help maintain
the ability of American agriculture to compete effectively in a glob-
al marketplace that is still characterized by highly subsidized for-
eign competition.

Farm income and agriculture’s economic well-being depend heav-
ily on exports, which account for 25 percent of U.S. producers’ cash
receipts. It provides jobs for nearly one million Americans and
makes a positive contribution to our nation’s overall trade balance.
In fiscal year 2007, U.S. agricultural exports are projected to be
$78 billion, up $9.3 billion over last year. However, exports could
be significantly higher if it were not for a combination of factors,
including high levels of subsidized foreign competition and crip-
pling trade barriers.

U.S. agriculture’s trade surplus is also expected to be $8 billion
this year, which is up $4.7 billion over last year, but unfortunately
is a huge decline from the roughly $27 billion agricultural surplus
that we ran in fiscal year 1996.

Members of our coalition strongly support and utilize the Market
Access Program, or MAP, and the Foreign Market Development
Program, or FMD, which are administered by the USDA’s Foreign
Agricultural Service. Both programs are administered on a cost-
share basis with farmers and other participants required to con-
tribute up to 50 percent of their own resources. These programs are
among the few tools which are specifically allowed in unlimited
amounts under WTO rules to help American agriculture and Amer-
ican workers remain competitive in a global marketplace still char-
acterized by highly subsidized foreign competition. By any meas-
ure, they have been tremendously successful and extremely cost ef-
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fective in helping maintain and expand U.S. agricultural exports,
protect American jobs, and strengthen farm income.

A recent independent cost-benefit analysis of the MAP and FMD
programs was prepared for USDA by Global Insight, Incorporated,
which is the world’s largest economic analysis and forecasting firm.
That report illustrates the benefits of these vital market develop-
ment programs. According to the study, total public-private spend-
ing on market development has grown 150 percent in the past dec-
ade, to over $500 million projected for fiscal year 2007. Three-hun-
dred-million dollars of this comes from industry and $200 million
from government. Over this period, industry contributions have
grown twice as fast as those from the government side under MAP
and FMD. Industry funds are now estimated to represent almost
60 percent of the total annual spending, more than double that
level in place in 1991, which strongly represents industry commit-
ment to this effort.

The Global Insight study clearly indicates the following benefits
of increased funding for market development and promotion
through MAP and FMD authorized in the 2002 farm bill, combined
with the increased contributions from industry.

No. 1, the U.S. share of world agricultural trade since 2001 grew
by over one market share point, to 19 percent, which translates
into $3.8 billion in agricultural exports. That level was at 18 per-
cent, but has grown to 19 percent in the past year.

No. 2, for every additional dollar spent on market development,
$25 in additional exports results within three to 7 years.

No. 3, farm cash receipts have increased by $2.2 billion during
the 2002 farm bill period due to the additional exports from market
development. Higher cash receipts increased annual farm net cash
income by $460 million, representing a $4 increase in farm income
for every additional $1 increase in government spending on market
development.

In recent years, the EU, the Cairns Group, and other foreign
competitors devoted approximately $1.2 billion on various market
development activities to promote their exports of agriculture, for-
estry, and fishery products. A significant portion of this is carried
out here in the United States. As the EU and our other foreign
competitors made very clear, they intend to continue to be aggres-
sive in their export promotion efforts.

For this reason, we believe that the administration and Congress
should strengthen funding for MAP and other export programs as
part of a strong trade component in the new farm bill and also en-
sure that such programs are fully and aggressively utilized. It
should be noted that MAP was originally authorized in the 1985
farm bill at a level of $325 million, and the coalition strongly sup-
ports returning the program to that authorized level of funding
from its currently level of $200 million per year. We also urge that
no less than $50 million annually be provided for the Foreign Mar-
ket Development Program for cost-share assistance to help boost
U.S. agriculture exports. For the FMD program, this proposed in-
crease reflects approximately the 1986 level of funding, adjusted for
inflation.

In addition to the success stories attached and further to your
earlier question, Senator, there are approximately 20 success sto-
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ries attached to my written submitted testimony, and if it meets
your approval, I would like to include one additional story from the
Northwest Cherry Growers Council.

I would like to describe one way that my organization uses the
MAP program to help U.S. food producers to get started exporting
and to promote our country’s value-added exports. The 50 State De-
partments of Agriculture participate in MAP through four State re-
gional trade groups. These groups coordinate the export promotion
efforts of the States and focus on assisting particularly smaller food
and agricultural products producers and farmer cooperatives.

We identify three levels of assistance for smaller exporters. No.
1, educating them on exporting. No. 2, helping them get established
in the new market. And No. 3, growing their export sales in those
markets once they are established.

We have our program called our Branded Program, which offers
cost-share assistance through which we support 50 percent of the
costs of a variety of marketing and promotional activities for small
companies. This helps companies to expand their marketing efforts
and stretch their marketing dollars twice as far as they otherwise
could. We routinely hear from small companies that they would
simply not be exporting were it not for this program.

One example of that is the American Popcorn Company, which
is located in the Midwest. It has used these Branded Program
funds to expand their marketing efforts in Eastern Russia and
Saudi Arabia. Since starting those promotions, the company has
achieved a market leading share in Saudi Arabia and experienced
a 20 percent increase in sales during its first year. The minimal
cost of promotion in these markets has brought long-term gains to
this company and to the producers that supply it.

Last year, about 200 small companies in our programs made
their first export sale of U.S. agricultural products, and nearly 250
companies generated sales increases over 20 percent above their
prior year. None of this would have been possible without the MAP
program.

American products are seen worldwide as high-quality products,
safe products. Selling higher-quality products requires promotion
and the MAP is an investment in promotion that pays off.

As world trade increases, so does competition. It is essential that
we increase funding for MAP and for FMD in order to continue to
build our export programs for U.S. agriculture.

I appreciate the opportunity to testify in support of these pro-
grams and look forward to any questions.

[The prepared statement of Mr. Hamilton can be found on page
48 in the appendix.]

Senator LINCOLN. Thank you, Mr. Hamilton.

Mr. Kauck?

STATEMENT OF DAVID KAUCK, SENIOR TECHNICAL ADVISOR,
CARE USA, RICHMOND, VERMONT

Mr. KAuck. Madam Chairman, thank you for this opportunity to
present CARE’s views on U.S. international food aid programs. I
am a specialist in food security. I have worked for CARE for 16
years, most of that time in sub-Saharan Africa.
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There are approximately 820 million undernourished people in
the developing world. The situation is particularly acute in sub-Sa-
haran Africa, where for at least the last three decades, hunger has
steadily worsened, becoming more widespread and persistent over
time. Across the African continent, growing numbers of people have
fallen into such extreme and intractable poverty that they lack the
means to rebuild their lives following disasters. This helps to ex-
plain the increased frequency and severity of humanitarian emer-
gencies and also the exploding demand for emergency food aid. In
many parts of Africa, events that would not have triggered major
emergencies 25 years ago do so today.

While humanitarian crises have increased, the funding needed to
adequately provide food assistance has not kept pace. Controlling
for inflation, food aid budgets have declined by nearly half since
1980. We recognize that these resource constraints will not be easy
to resolve in the current budget environment. Therefore, our main
interest here today is to urge improvements in the efficiency and
effectiveness of the Title II program so that we can achieve the
greatest possible benefit with the resources that we have.

With these concerns, CARE recommends several specific changes
in current Title II policies.

First, CARE endorses increasing procurement flexibility so that
food may be routinely purchased locally or regionally in developing
countries. Having a local purchase option can reduce delays and
therefore save lives. This approach must be undertaken carefully.
If it is not managed properly, local purchase can trigger price
spikes that are harmful to poor people who must purchase food in
order to meet their basic needs. CARE believes that a pilot pro-
gram would be a useful and prudent way to introduce this innova-
tion.

Second, CARE recommends that Congress consider alternative
methods to make cash available. Experience has shown that cash-
supported activities are critical to the success of food assistance
programs. But the practice of purchasing commodities here in the
U.S., shipping those resources overseas, and then selling them to
generate funds for food security programs is far less efficient than
the logical alternative, simply providing cash for these programs.

To improve efficiency, we recommend increasing Section 202(e)
funding levels to at least 25 percent of the overall Title II budget
and expanding 202(e) flexibility to permit the use of these funds for
program-related costs. This would substantially improve cost effec-
tiveness and it would eliminate a source of unnecessary con-
troversy that hangs over U.S. food assistance. Economic research
supports the view that open market sales of imported food can
sometimes be harmful to local farmers and traders. It also shows
that monetized food tends to replace commercial imports. As a re-
sult, monetization has become an especially contentious issue dur-
ing WTO negotiations.

Madam Chairman, for the reasons just mentioned, CARE has
made an internal decision to phaseout of monetization. This transi-
tion should be completed by the end of fiscal year 2009. In the fu-
ture, we will confine our use of food commodities to acute emer-
gencies as well as targeted distribution to the chronically hungry
under non-emergency programs.
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Third, CARE recommends changes in the Bill Emerson Humani-
tarian Trust. The trust was intended to function as a reserve of
food and funding that can be drawn upon quickly to address rapid
onset emergencies. Unfortunately, at present, the trust is difficult
to access and is usually deployed as a last resort rather than a first
response.

Two changes would help the trust function as it was originally
intended. First, to make it more accessible, the conditions for re-
leasing food and funds should be clarified in law. Second, we rec-
ommend modifying current law to ensure replenishment of com-
modities as part of the normal annual appropriation process.

Finally, chronic hunger is often the result of multiple deeply
rooted causes. Combating the causes of hunger will require com-
mon goals and coordinated action across programs and agencies.
Within the U.S. Government, there are several such initiatives un-
derway. One example that we have direct experience with is the
government of Ethiopia’s Productive Safety Net Program. Under
this program, multiple donors, including the United States, engage
in coordinated planning action. They use a combination of food and
cash resources, all working toward a common goal, to reduce hun-
ger. We ask the committee members to consider this example as an
encouraging model for coordinated action.

Madam Chairman, members of the committee, thank you again
for this opportunity. I look forward to answering your questions.

[The prepared statement of Mr. Kauck can be found on page 79
in the appendix.]

Senator LINCOLN. Thank you.

Mr. Nelsen?

STATEMENT OF JOEL NELSEN, PRESIDENT, CALIFORNIA
CITRUS MUTUAL, EXETER, CALIFORNIA

Mr. NELSEN. Thank you, Senator, and other members of the com-
mittee, for allowing us the opportunity to testify with respect to
phytosanitary trade issues. These are vitally important to specialty
crop growers around our nation. I wish to commend the committee
for holding this hearing on a very important topic.

First, I would like to note that specialty crop growers produce
nearly 50 percent of the farmgate value of total agricultural crop
production in the United States. We look forward to working with
Congress in the development of a farm bill that fully addresses the
many issues confronting specialty crop growers in today’s rapidly
changing global markets.

U.S. trade policy is critically important to our industry. Unlike
many of the other agricultural crops, specialty crops face a signifi-
cant trade imbalance with our trading partners. Between 1995 and
2005, imports of specialty crops more than doubled, to $10.1 billion,
while U.S. specialty crop exports have increased only modestly. As
a result, the fruit and vegetable trade surplus in 1995 of over $600
million is now a trade deficit of $2.3 billion. This trade deficit is
a manifestation of the many difficulties that specialty crop growers
now confront in order to remain competitive in global markets.

One of the primary reasons for the trade deficit in specialty crops
is that access to foreign markets for our commodities has often
been blocked due to phytosanitary trade barriers. In May of 2005,
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a report by the Department of Agriculture’s Foreign Agricultural
Service identified 36 phytosanitary barriers that serve as obstacles
to our exports in various markets. While some of these issues may
have been legitimate or justified, many are not and some should be
overcome with a sound scientific approach.

When the Uruguay Round Agreement was implemented more
than a decade ago, it was our hope and expectation based upon
promises made by government officials that specialty crop growers
would gain access to foreign markets as a result of that agreement.
Unfortunately, while the U.S. market welcomes imports from our
trading partners, U.S. growers have not received access to many
foreign markets. This is largely due to the continued existence of
phytosanitary barriers.

It is imperative that Congress take action in the 2007 farm bill
to address the problem of phytosanitary trade barriers. California
Citrus Mutual has been an active member of the Specialty Crop
Farm Bill Alliance, and this coalition has developed many rec-
ommendations for how the farm bill can address this situation.
Some of these provisions will be included in legislation that is ex-
pected to be introduced in the Senate by Senators Stabenow and
Craig, and believe me, we greatly appreciate their strong leader-
ship and the other cosponsors that will come forward for this piece
of legislation.

These recommendations, which are discussed in detail in my
written statement, include the following. Increased funding for the
Technical Assistance for Specialty Crops Program. This has been
extremely successful in helping to remove phytosanitary barriers.
Unfortunately, it is over-subscribed. Increased coordination of
phytosanitary trade policy between Federal agencies, such as
USDA and USTR. Ensure that APHIS has the resources needed to
process phytosanitary export petitions in a timely manner. We be-
lieve the implementation of these recommendations would help re-
move phytosanitary barriers and thus provide our growers with the
opportunity to maximize their export opportunities.

Another critical issue for our industry is the need for the Federal
Government to protect U.S. agriculture against invasive pests and
diseases. Once we are quarantined, we cannot ship. We cannot ex-
port. With the large increase in international trade over the past
decade, the threat of invasive pests and diseases to U.S. agriculture
has grown significantly.

We recommend several initiatives for inclusion in the farm bill
to minimize and manage this risk so we can maximize our export
opportunities. First, we recommend that the farm bill direct APHIS
to develop a program that clearly identifies and prioritizes foreign
invasive species threats to specialty crops.

Second, we believe the farm bill should contain language that di-
rects the Secretary to provide access to funding for emergency re-
sponse and eradication programs needed to combat the invasive
species in a timely and effective manner.

Finally, we are very concerned with the effectiveness of the De-
partment of Homeland Security in protecting our nation’s borders
from the introduction of these invasive species. Citrus Mutual is
recommending that the farm bill require the transfer of our border
inspection responsibilities back to APHIS. We believe this would
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more effectively protect the specialty crop industry and other U.S.
interests against the increasing threat of foreign invasive species.

Senator we wish to thank you for this opportunity to testify on
trade issues of importance to our industry and I would be pleased
to answer any questions that you may have.

[The prepared statement of Mr. Nelsen can be found on page 130
in the appendix.]

Senator LINCOLN. Thank you, Mr. Nelsen.

Thanks to all of you gentlemen for taking time to be with us.

I will just offer up a few questions here to begin with, and to any
of you all on the panel, last year, both the Foreign Agricultural
Service and the U.S. Agency for International Development under-
went major reorganizations in an effort to improve their efficiency.
We all know that Rome wasn’t built in a day, but how would you
rate those agencies’ success in achieving their goals thus far?

Mr. NELSEN. Well, Senator, I am a member of the Fruit and Veg-
etable ATAC Committee at USDA and Administrator Yost has
come in and briefed us on a couple of occasions. I would be less
than honest if I didn’t tell you that we had reservations about that
reorganization. Having said that and running our own organiza-
tions, we are mindful of the fact that a manager should have the
ability to change and reorganize if he thinks more efficiencies can
be developed. We are willing to give him that opportunity, but be
mindful that the specialty crop industry is going to monitor it very
closely.

Senator LINCOLN. Great. Any other recommendations?

Mr. HAMILTON. Senator, I would like to concur with Mr. Nelsen’s
comments, but I also would like to recognize Administrator Yost for
his degree of collaboration and communication with the industry in
terms of undergoing that reorganization and kind of the long-term
need for change within the agency.

We are also concerned about the lack of resources in terms of
staff. As he testified earlier, they are only staffed at 80 percent,
and we would certainly like to see those numbers increase as the
resources allow in order to fill a lot of these new positions and new
kind of functions that they have created.

Senator LINCOLN. Do you other gentlemen have any comments or
oversight?

Mr. KAuck. I would only comment that we would like to ac-
knowledge the collaboration and the consultations that we have
had with the Office of Food for Peace throughout all of this. That
is a very constructive relationship.

Senator LINCOLN. Great.

Mr. SANDEFUR. We also have benefited from that relationship. I
do want to register, though, some concerns about the F process and
acknowledge that in the F process, which is a restructuring of aid,
to make sure that food for development does not lose in that proc-
ess. We note that while the F process is going on

Senator LINCOLN. Non-emergency?

Mr. SANDEFUR. Or non-emergency, especially. We note again that
there has been this reduction from 32 to 15, then bumped back up
possibly to 18 countries that are focused, and that reduction in food
aid is of extreme concern to us.
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Senator LINCOLN. So collectively, you seem to have been engaged,
at least, or included in the conversations of how reorganization
happens and you want to continue that, obviously.

Mr. SANDEFUR. Yes.

Senator LINCOLN. Great. Thank you. Mr. Sandefur, if this com-
mittee went along with the Alliance’s recommendation to increase
the cash payments to cover the logistical costs to the 10 percent of
program level, can you give us any kind of a ballpark guess or esti-
mate as to what share of the PVO monetization activity that would
replace?

Mr. SANDEFUR. Our desire is to keep monetization intact and not
to see it reduced, which is why we are calling for a 1.2 million safe
house so that we don’t have that reduction. Our concern would be
if 202(e) is increased to the level that it is seen as a substitute for
monetization. There are times when we believe there needs to be
cash, just the situation demands it, and we think that in bumping
it up from the current 5 percent usage up to 10 percent will more
than take that into account.

Senator LINCOLN. How many years should any individual pilot
project that you might—because I think you recommended earlier
that you would see it as a pilot project first, is that correct?

Mr. SANDEFUR. Yes.

Senator LINCOLN. Or maybe that was somebody else’s testimony,
but anyway, how many years should any individual pilot project,
usually local or regional cash purchase, be conducted in order to
get an accurate picture of how a broader program might perform?
What is going to give us a best estimate in terms of how the long
term would work, or what diminishing problems we might have for
long term?

Mr. SANDEFUR. I am just the President of ADRA. I am not the
technical expert. But it is going to take several years. You know,
we have got all the ups and downs and the fragility of local econo-
mies have to be taken into account. We have got to go through
some of the seasonal disruptions. And so the more longitudinal that
is, the better it will be and we will get better economic analysis,
which is sorely needed. That is one of the reasons we are sug-
gesting pilots. While some PVO’s have had experience, the World
Food Program obviously has had experience, sometimes it has pro-
duced spikes, we need to do careful economic analysis and that will
take time. It will take multiple years.

Senator LINCOLN. Dr. Kauck, I know you had expressed some
concerns about the monetization and certainly from CARE’s stand-
point. Maybe both of you all would like to answer if there is an
independent organization that you would recommend to perform
any kind of overall evaluation of the effectiveness of local and re-
gional cash purchase pilot programs. I mean, who do we go to to
give us that evaluation? I know you mentioned Food for Peace, but
if one were going to be adopted in the farm bill, who would that
be? Who do we look to for giving us that guidance?

Mr. Kauck. For the technical work?

Senator LINCOLN. Yes.

Mr. KAuck. I think that there are probably a number of different
candidates. One would be the International Food Policy Research
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Institute. There are a number of university-based agriculture eco-
nomics programs that also have the capacity to do that work.

Senator LINCOLN. Dr. Kauck, much of the real decline in food aid
funding worldwide since 1980, and I think it was you that men-
tioned that, has been due to less being provided by the United
States. I guess how much, if you were to compare, how much is due
really to less being provided by us and how much of that decline
is attributable to other donor countries? Are our neighbors in the
global community keeping up with us?

Mr. KAuck. For a specific answer, I would have to get back to
you with written testimony. But to be sure, food aid from other
countries has declined over the years, certainly European.

[The following information can be found on page 212 in the ap-
pendix.]

Senator LINCOLN. Well, we know that certainly everybody does
what they can and that proportionately it has to do with how large
your country is and how well off your country is. But just, I guess,
in terms of the percentages that they have been giving from the
1980’s on, I would be interested if you have any information on
that. We definitely want to make sure, whether it is climate change
or world hunger, that we are really encouraging our global neigh-
bors to do all that they can, as well, because it diminishes what
we do if they don’t keep up, obviously. Any light you can shed on
that for me is good.

Senator Coleman? I have got a lot more questions, but I am
going to move to you.

Senator COLEMAN. I just have a few, Madam Chair.

I do want to follow up on the question of monetization. I am fa-
miliar with the Land O’Lakes program. I was reviewing their anal-
ysis and I listened to Dr. Kauck’s concerns, and your testimony in-
dicates economic research supports the view that open market
sales of imported food may in some cases create market distortions
and harm for the local farmers and traders and economies. It also
shows that monetized food tends to displace commercial imports,
both from the U.S. and other countries. So clearly, that is a conten-
tious issue, the monetization issue.

In Land O’Lakes, in their kind of analysis of their program, they
talk about the Zambia team and they are talking about monetiza-
tion of up to 11,000 metric tons of wheat result in a substantial dis-
incentive, interference with domestic production due to the struc-
ture of Zambia’s commercial wheat market, the structure of wheat
and wheat products, et cetera, et cetera. It ends by saying, in order
not to compete with locally produced wheat, it should have a rel-
atively high protein content which is normally mixed in with lo-
cally produced low-protein wheat to make baked goods. In other
words, they are kind of looking at this issue and trying to analyze
is there a distortion.

So I want to second the Chair’s sense that we need to take a look
at this and figure out whether it is going to have some sort of dis-
incentive, whether it is going to create interference that is harmful,
and whether, in fact, it is something that if you look at local condi-
tions you can avoid that. In the end, we all want to do good.

The nice thing about the Emerson Humanitarian Trust, and I
just hear good things about it and good things about what is being
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done, and I just want to make sure if we make any change that
we are not going to be doing more harm than good. So I would sec-
ond the Chair. If we could follow up and get some objective anal-
ysis of this, I think it would be very, very helpful.

Mr. Sandefur, in your testimony about that, you talk about the
trust and talk about safe box. I think I understand the concept. Are
what we looking at here is going to be the issue that I raised be-
fore, to make sure that the emergency programs don’t take away
from the long-term non-emergency? I am looking for sustainability
here. So is a safe box, would that provide the kind of sustainability
that I am looking for in these programs?

Mr. SANDEFUR. Yes, we think it would. The current law calls for
1.875 million metric tons for non-emergency programs with the al-
lowance for their being a waiver, and the result has been that more
than a million tons, then, has walked out of the development door
and moved through the emergency door and we need to protect
that. So the safe box is to ask for a 1.2 million guarantee and cre-
ate that safe box, enlarge and increase, which we all agree with the
Bill Emerson Humanitarian Trust, and to be able to trigger that
sooner to help with emergency programs.

The lack of consistency, depending upon supplementals, creates
a lot of chaos in our community and that instability and needing
then at times to hibernate and cut back programs just ricochets
through the countries that we are trying to serve. And so creating
a safe box would bring lots of stability to us and allow us to smooth
over our programs, and it would also help with monetization. We
wouldn’t be caught potentially with spikes in monetization. We
would be able to market that more consistently seasonally with the
commodities, the right quantity at the right time.

Senator COLEMAN. Mr. Hamilton, the President’s farm bill, I
think, recommends an increase of funding for MAP to $225 million,
and MAP is a program which I don’t think I have ever heard any-
thing bad about. People are enthusiastic, very, very positive. You
talk about the economic benefits, additional exports, the impact on
market development, et cetera.

The question I have is are we making this increase in funding
adequate? Is there a number that we should be looking at that is
different from the President’s number?

Mr. HAMILTON. The Coalition supports going back to the number
that was originally authorized in the 1980 farm bill, which was
$325 million, which is obviously in excess of the administration’s
proposal. One of the advantages of the program is that there is no
limit to it under the WTO because this is considered a marketing
program, so it is entirely green box. So there is no limitation on
that side from it.

Senator COLEMAN. Let me just go back to Mr. Sandefur for one
last question. You talk about lifting the transportation cap. Again,
is this a dollar issue?

Mr. SANDEFUR. Yes.

Senator COLEMAN. A funding issue?

Mr. SANDEFUR. Yes. If we increase that funding, we are going to
be able to have more tonnage in Food for Progress.

Senator COLEMAN. Again, the issue that I raised in the first
panel, if we could get some sense of the dollar amount that we are
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}:‘a%king about so we have a target to shoot at, that would be help-
ul.

Mr. SANDEFUR. We are asking—I can’t remember exactly how
many millions of dollars, but we are asking for a set—it needs to
be consistently replenished and capped so that—what is it, 16 to
20? Sixty million, there we go. Erase 16 and go to 60.

Senator COLEMAN. I think that is all I have, Madam Chair.
Thank you.

Senator LINCOLN. Thanks, Senator Coleman. Well, this is the
week that we debate the budget, so there is a lot of erasing and
changing and robbing Peter to pay Paul, quite frankly, in this theo-
retical document that we put together.

Dr. Kauck, back on CARE’s, I think, very thoughtful decision to
phaseout the monetization by the end of 2009, I guess my question
is, because we are dealing with the budget and it is a very fluid
process and a very fluid discussion, will CARE continue to try to
reach that objective if—will it continue to be carried out even if the
recommendation that you have made on increasing the share of
cash available to undertake the programming through Section
202(e) is not adopted? I mean, is it contingent?

Mr. Kauck. CARE’s decision is not contingent. We will phase out
of monetization, regardless of whether additional funding under
section 202(e) becomes available.

Senator LINCOLN. You will?

Mr. KAUCK. Yes.

Senator LINCOLN. OK. Mr. Hamilton, you have talked about—I
was telling the staff, I don’t think we have ever been told that
there is enough money in MAP, ever. I have seen the evidence of
it being a very effective program and the taxpayers invest $235
million annually in the trade promotion efforts. Can you give us
any idea cumulatively how much the trade associations, the co-
operatives, and those small companies that you work with that par-
ticipate in that program typically provide in their cost share? I
know you mentioned that 50 percent of the resources, but is that
kind of the cost share there, or

Mr. HAMILTON. The legislation requires that there be a 50 per-
cent match by the trade associations, and in the numbers in the
recent Global Insight study that was completed, their assessment
is that currently it is 60 percent. So based on the MAP program,
which is at $200 million, they estimate that there is a, if my num-
bers are right, $300 million is contributed by industry and $200
million by government, so that as the funding for the MAP pro-
gram has increased, the contribution from the private sector has
actually increased at double the rate that the public investment
has had.

Senator LINCOLN. OK, great. We like leveraging those dollars,
that is for sure.

You also, when you mentioned the Global Insight study, you said
};‘hat it relies significantly in its results on the so-called “halo” ef-
ect.

Mr. HAMILTON. As I understand it, and again, I am not an au-
thor of the study, but when they refer to the halo effect, they are
referring to kind of what might be described as the downstream ef-
fect, not just the farmgate income but the benefits that accrue to
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processors, to labor, to transportation, to packaging, and to other
kind of supporting and related industries.

There is also a kind of a downstream effect over a period of time
that in market development and export promotion, what happens
is there is a very immediate effect in terms of building relation-
ships and building sales, but even more so, there is a long-term ef-
fect that can take anywhere from three to 7 years to really accrue
and it becomes very difficult to measure those results on kind of
a short-term basis. But their estimation is that over three to 7
years is the true effect of the program.

Senator LINCOLN. So definitely sustainability, as well, is impor-
tant, is inherent in what you are trying to do, because it is the lon-
gevity of that that really in the end is productive, is that right?

Mr. HAMILTON. Exactly. They are just capturing data in a very
short term, but in fact, the effect is really much longer term.

Senator LINCOLN. Mr. Nelsen, are you aware of the specific for-
eign SPS barriers affecting specialty crop exports which were put
forward by the industry as potential dispute settlement cases
under the WTO but that were not carried forward by the Office of
U.S. Trade Representative?

Mr. NELSEN. Not for the whole industry, Senator. No, I can’t
speak to that. I can speak to those that are more applicable to Cali-
fornia citrus quite candidly because that is my area of expertise.

Senator LINCOLN. Right.

Mr. NELSEN. I can tell you that better than a decade ago, we had
reached an FTA with India, as an example, in which we were going
to gain access to that country with our lemons. Last year, we prob-
ably moved a whole pallet of lemons. That is not much growth in
10 years.

We are about ready to reach the aggravation point with one of
our largest trading partners in South Korea. We have approached
them about changing some protocols based upon some scientific evi-
dence that has been developed by the University of California and
our industry to modify what we have to do to satisfy their concerns.
That has not been met with much satisfaction to date. There are
stories in other commodities that we can relate to, the lettuce in-
dustry.

The question becomes, Senator, is how much can a commodity
like ours spend in an effort such as you are describing. We felt that
we had ample evidence, as an example, for an EU situation, a com-
petitor that was unfair as it related to us and our inability to ac-
cess their market while we were allowing their product here. It be-
came an expenditure of somewhere around budgeted of $1.5 million
after an initial study that we conducted. You run out of resources
eventually, and as a consequence, commodities like ours can’t take
full advantage of that program under its present structure.

Senator LINCOLN. Well, the specialty crop industry has experi-
enced a lot of that for years. I have some specialty crops in Arkan-
sas and they are growing, but we are mostly the larger commod-
ities on the world market. I have got to say, it is starting to follow
suit even in those areas, too, and we are recognizing, as you said,
the cost of dealing with those types of issues. I think it is as if even
when we negotiate these agreements, it seems like they know our
trade laws better than we do and all of a sudden they wear us
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down to where the costs of trying to push forward, our rights or
certainly what we feel like is due to our growers are gone.

Mr. NELSEN. Senator, I couldn’t agree with you more. We are an
industry of about 3,500 family farmers and it is a question of re-
sources.

Senator LINCOLN. That is right.

Mr. NELSEN. We are in business to help them generate revenue,
and if people such as myself or colleagues beat our heads against
the wall for too long a period of time, we can’t access other markets
and open those up so that we can make revenue. It gets very ag-
gravating at times.

We have no choice as an industry, specialty crop industry, during
this debate on trade and farm bill activity to be more aggressive
because what we do in the next 365 days, or probably maybe a lit-
tle bit longer, is going to dictate our ability to compete in the next
decade. So we have no choice to participate, and we will.

Senator LINCOLN. You are right. It is going to be an interesting
at least next 6 months.

Just one last one for Mr. Nelsen. Would you say that the prob-
lems with the transfer of plant protection and quarantine respon-
sibilities to the Department of Homeland Security stem largely
from the lack of appropriate training and timely knowledge on the
part of inspectors or coordination of activities within DHS? I know
your final statement was a very affirmative, please go back to
APHIS. But what is the root of the problem, the coordination of ac-
tivities between DHS and USDA, or is it just that there is a silo
over there at Homeland Security that doesn’t connect with the
groups over at USDA that it is really serving?

Mr. NELSEN. Well, Senator, we are going to have a long discus-
sion on that when two agencies get kind of upset with my summa-
tion here. But the problem is a mindset. When the transfer was
made to the Department of Homeland Security, their focus was on
some very important activities. The agricultural inspection pro-
gram was an afterthought. A prime example of that is it took them
almost a year to put an administrator in charge of that program
and then several months after that to give him any support staff
to assist in managing the agricultural inspection program.

I kind of get this. I understand what is going on. I have been a
student of the GAO and Congressional Research reports on this
particular subject. And as a result, you had more vacancies created
as a result of the transfer, fewer trained people, the tools that they
have at their disposal, less accurate in their implementation of the
program, and greater infestation of invasive species.

I think there is a willingness to try. The people on the line work
hard.

Senator LINCOLN. They do.

Mr. NELSEN. But unfortunately, we have lost our expertise and
institutional knowledge and those charged with understanding, ap-
preciating, and protecting agriculture lie over at the Department of
Agriculture. That is where the program administration should take
place. That is where the program should be.

Senator LINCOLN. I had great reservations about moving it to
Homeland Security and I think you are right. Obviously, it has not
only done a disservice to the agricultural industry, but it has done
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a disservice, I think, ultimately to the objective of what Homeland
Security really wanted to and should be doing in terms of produc-
tion safety and the commodities coming in safe and going out——

Mr. NELSEN. With all due respect, it is not just an agricultural
issue. We have got urban blight taking effect because of bark bee-
tles affecting parks, golf courses. These invasive species are not to-
tally specific to agricultural commodities. They come in on plant
products in urbanization efforts across this country. There are ex-
amples across the board. If we as a nation are going to better pro-
tect our borders as it relates to some of these invasive species and
diseases, we have to move that program back to the Department.

Senator LINCOLN. Particularly folks that understand it. Thank
you very much.

Thanks to the panel for your very thoughtful insight and your
hard work in the field. I think, ultimately, we all want very, very
much to end hunger, poverty globally, and I think there are some
very tough questions for all of us to answer, but more importantly,
the fact that you are still at the table and you want to talk about
it and work to make it happen, I think is the most evident of suc-
cess.

So thank you very much for joining us and we will be continuing
to l(:fk to you for thoughtful answers and concerns as we move for-
ward.

The committee is adjourned.

[Whereupon, at 12:00 p.m., the committee was adjourned.]
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STATEMENT OF SENATOR TOM HARKIN, CHAIRMAN
SENATE COMMITTEE ON AGRICULTURE, NUTRITION AND FORESTRY
EXAMINING THE PERFORMANCE OF U.S. TRADE AND FOOD AID PROGRAMS
March 21, 2007

Today’s hearing examines our nation’s agricultural export and international food
assistance programs within our Committee’s jurisdiction, which together make up the core of the
farm bill’s trade title.

Trade in food and agricultural products is vitally important to the U.S. agriculture sector.
Since the 2002 farm bill was enacted, U.S. agricultural exports have increased by 30 percent,
with the past three years each setting a new record. Agricuitural imports are increasing even
more quickly, with the annual net trade balance shrinking to less than $5 billion in the past two
years. And from 1984 to 2003, the U.S. share of global agricultural exports has fallen. Ina
nutshell, those figures illustrate both the potential and the stiff challenges in trade for U.S.
agriculture.

The United States has historically been the world’s most dependable food donor nation,
accounting for more than half of total food donations globally in the last several years. Our basic
standing food assistance program, long known as Food for Peace, or P.1.480, was enacted over
50 years ago. Over the years, the nature of the problems faced in developing countries has
changed, and so we need to consider how we should change our food aid programs better to
address today’s circumstances. For that reason, Senator Chambliss and I asked the Government
Accountability Office to examine our existing food aid programs to see how their efficiency and
effectiveness can be improved. The full GAO report will be released next month, but the key
recommendations will be presented in testimony today.

USDA'’s farm bill proposal recommends additional funds for the largest trade promotion
program, the Market Access Program. It also calls for new initiatives mostly targeted at
enhancing export opportunities for specialty crops. The proposal also includes modest changes
to various export credit programs and elimination of the Export Enhancement Program, which
has not been used in more than a decade. Our Committee will take a serious look at these ideas,
and a number of them may eventually be incorporated into the new farm bill.

There are longstanding discussions and disagreements over the ramifications of U.S. food
aid in developing countries and international markets. Some have argued for eliminating in-kind
shipments of food aid and converting this form of assistance to grants of money. The
administration has proposed allowing up to 25 percent of our P.L.480, Title II, funding to be used
for cash purchases instead of for buying and shipping U.S. commodities for donation. Congress
has not embraced this idea previously, in large part because not much is known about how it
would work in practice. Our Committee will carefully consider this proposal and examine the
likely consequences should it be adopted.

1 thank our witnesses for appearing today and look forward to their comments concerning
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trade and food aid and their recommendations for the new farm bill,
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Coalition to Promote U.S. Agricultural Exports

STATEMENT BY
COALITION TO PROMOTE U.S. AGRICULTURAL EXPORTS
TO THE
COMMITTEE ON AGRICULTURE, NUTRITION,
AND FORESTRY
UNITED STATES SENATE

MARCH 21, 2007

Good morning, Mr. Chairman. My name is Tim Hamilton, and | am Executive Director of Food
Export Association of the Midwest USA and Food Export USA—Northeast, which are regional
trade organizations that offer services to help U.S. food and agricuitural companies promote
their products in foreign markets. Today, | am testifying on behalf of the Coalition to Promote
U.S. Agricultural Exports of which we are a member. We commend you, Mr. Chairman, and
members of the committee, for holding this hearing to review our agricultural trade programs
and wish to express our appreciation for this opportunity to share our views.

The Coalition to Promote U.S. Agricultural Exports is an ad hoc coalition of over 100
organizations, representing farmers and ranchers, fishermen and forest product producers,
cooperatives, small businesses, regional trade organizations, and the State Departments of
Agriculture (see attached). We believe the U.S. must continue to have in place policies and
programs that help maintain the ability of American agriculture to compete effectively in a global
marketplace still characterized by highly subsidized foreign competition.

With the 2002 Farm Bill, Congress sought to boister U.S. trade expansion efforts by approving
an increase in funding for the Market Access Program (MAP) and the Foreign Market
Development (FMD) Program. This commitment began to reverse the decline in funding for
these important export programs that occurred over the previous decade. For MAP, funding
was increased over the course of the 2002 Farm Bill from $90 million annually to $200 million
annually, and FMD was increased from approximately $28 million to $34.5 million annually.

Farm income and agriculture’s economic well-being depend heavily on exports, which account
for over 25 percent of U.S. producers’ cash receipts, provide jobs for nearly one million
Americans, and make a positive contribution to our nation's overall trade balance. In FY 07,
U.S. agriculture exports are projected to be $78 billion, up $9.3 billion over last year and up $25
billion since 2002. However, exports could be significantly higher if it were not for a combination
of factors, including continued high levels of subsidized foreign competition and competition
crushing trade barriers. Agricultural imports are also forecast to be a record $70 billion,
continuing a 35-year upward trend that has increased at a faster pace recently. If these
projections hold, agriculture’s trade surpius is expected to be $8 billion, up $4.7 billion over last
year but still a huge decline from the roughly $27 billion surplus of FY 96. In FY 99, the U.S.
recorded its first agricultural trade deficit with the EU of $1 billion. In FY 07, USDA forecasts
that the trade deficit with the EU will grow to $7.6 billion, the largest agriculture deficit the U.S.
runs with any market.

P.O. BOX 731 » MCLEAN, VA22101 » 703-356-4230
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America’s agricultural industry is willing to continue doing its best to offset the alarming trade
deficit confronting our country. However, the support provided by MAP and FMD (both green
box programs) is essential to this effort.

Both MAP and FMD are administered on a cost-share basis with farmers and other participants
required to contribute up to 50 percent of their own resources. These programs are among the
few tools specifically allowed in unlimited amounts under World Trade Organization (WTO) rules
to help American agriculture and American workers remain competitive in a global marketplace
still characterized by highly subsidized foreign competition. The over 70 U.S. agricultural
groups that share in the costs of the MAP and FMD programs fully recognize the export benefits
of market development activities. By any measure, such programs have been tremendously
successful and extremely cost-effective in helping maintain and expand U.S. agricultural
exports, protect American jobs, and strengthen farm income.

A recent independent cost-benefit analysis of the MAP and FMD programs prepared for the
Department of Agricuiture by Global Insight, Inc.—the world’s largest economic analysis and
forecasting firm—illustrates the benefit of these vital market development programs. MAP and
FMD are public-private partnerships that use government funds to attract, not replace, industry
funds. According to Global Insight, total partnership spending on market development has
grown 150% in the past decade to over $500 million projected for FY 07 ($300 million from
industry and $200 million from government). Over this period, industry contributions (up 222%)
have grown twice as fast as government funding (up 95%) under MAP and FMD. Industry funds
are now estimated to represent 59% of total annual spending, up from 46% in 1996 and less
than 30% in 1991, which strongly represents industry commitment to the effort.

Another key finding by Global Insight is that two-thirds of market development funding through
MAP and FMD is directed at technical assistance and trade servicing, not consumer promotions
such as advertising. This category includes trade policy support, which has grown rapidly in
recent years, as industry groups use program funds to help address rising levels of SPS barriers
that U.S. products face in global markets. Only 20% of program funds are used in consumer
promotions, largely for high value products supported under MAP.

The Global Insight study clearly illustrates the following favorabie benefits of increased funding
for market development and promotion through MAP and FMD that has occurred under the
2002 Farm Bill:

Market development increases U.S. competitiveness by boosting the U.S. share of world

agricultural trade.

» The study found that the increase in funding for MAP and FMD authorized in the 2002 Farm
Bill--combined with the increased contributions from industry— increased the U.S. share of
world trade since 2001 by over one market share point to 19%, which translates into $3.8
billion in agricultural exports.

Market development increases U.S. agricuitural exports.

s As mentioned above, Global Insight found that U.S. agricultural exports are forecast to be
$3.8 billion higher in 2008 than they would have been had market development not been
increased in the 2002 Farm Bill. Furthermore, export gains will accrue well beyond 2008,
reaching $5 billion once the full lagged impacts of market development are taken into
account. For every additional doliar spent on market development, $25 in additional
exports result within 3-7 years, The study also found that 39% of the export benefits of
market development accrued to U.S. agricultural products other than those that were being
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promoted. Known as the “halo” effect, this provides empirical evidence that the program
generates substantial export benefits not only for industry partners carrying out the activity
(they receive 61% of the total export benefit) but for other non-recipient agricultural sectors
as well {that receive 39% of the total export benefit).

Market development improves producers’ income statement and balance sheets.

« The income statement is improved by the price and output effect that higher exports
have on cash receipts and farm net cash income. Additional cash receipts have
increased $2.2 billion during the 2002 Farm Bill due to the additional exports from
market development. Higher cash receipts increased annual farm net cash income by
$460 million, representing a $4 increase in farm income for every additional $1 increase
in government spending on market development.

In recent years, the EU, the Cairns group, and other foreign competitors devoted approximately
$1.2 billion on various market development activities to promote their exports of agricultural,
forestry, and fishery products. A significant portion of this is carried out in the United States.
Market promotion is permitted under WTO rules, with no limit on public or producer funding, and
is not expected to be subject to any disciplines in the Doha Round negotiations. As a result, itis
increasingly seen as a centerpiece of a winning strategy in the future trade battleground. Many
competitor countries have announced ambitious trade goals and are shaping export strategies
to target promising growth markets and bring new companies into the export arena. European
countries are expanding their promotional activities in Asia, Latin America, and Eastern Europe.
Canada, Australia, New Zealand, and Brazil have also budgeted significant investments in
export promotion expenditures worldwide in recent years.

As the EU and our other foreign competitors have made clear, they intend to continue to be
aggressive in their export efforts. For this reason, we believe the Administration and Congress
should strengthen funding for MAP and FMD as part of a strong trade component in the new
Farm Bill, and also ensure that such programs are fully and aggressively utilized. It should be
noted that MAP was originally authorized in the 1985 Farm Bill at a level of $325 million,
and the Coalition strongly supports returning the program to that authorized level of
funding from its current level of $200 million per year. We also urge that no less than $50
million annually be provided for the Foreign Market Development (FMD) Cooperator
Program for cost-share assistance to help boost U.S. agriculture exports. For FMD, this
proposed increase reflects approximately the 1986 level of funding, adjusted for inflation.

We appreciate the Administration's recognition of the merit and value of MAP in their 2007 Farm
Bill proposals by increasing funding for the program to $225 million annually, although we
strongly believe a higher funding level of $325 million annually is needed. Furthermore, we
believe that USDA’s Foreign Agricultural Service's (FAS) current system of funding based upon
the competitive merit of applicants’ proposals works well and should not be changed. We do
not believe that targeting funds to specific sectors is necessary.

Now, I'll describe how Food Export — Midwest and Food Export — Northeast utilize MAP to help
U.S. food producers get started exporting, and to promote our country’s value-added agricultural
exports. The 50 state departments of agriculture participate in MAP through four state regional
trade groups. These groups coordinate the export promotion efforts of the states, and focus on
assisting smaller food and agricultural processors and farmer cooperatives.
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We identify three different levels of assistance for smaller exporters: Exporter Education and
Training, Market Access and Opportunity, and Market Promotion. MAP funds are used in a
variety of ways to support these efforts:

Exporter Education and Training

o Export Essentials is our on-line education center that helps companies learn about the
complex steps of exporting and how to integrate all the elements of the export transaction,
Export Essentials consists of ten modules that can help companies determine their export
readiness, research and target their top markets and even create an export marketing
strategy. We also publish a regular newsletter, which informs thousands of companies
about opportunities and events in the export market.

Market Access and Opportunity

e We offer several programs and services to help companies find importers and distributors
overseas. For example, we arrange Buyers Missions where U.S. companies can meet one-
on-one with pre-qualified international buyers who are interested in learning more about
their products. During these meetings, companies gain valuable feedback about their
product’s potential in an export market, and often generate actual sales to a market for the
companies that participate.

Market Promotion

e Our Branded Program offers cost-share assistance, through which we support 50% of the
costs of a variety of marketing and promotional activities for small companies. This helps
companies expand their marketing efforts and stretch their marketing doilars twice as far.
We routinely hear from small companies that they simply would never have been successful
in an export market, if not for this program.

The MAP focuses on value-added products, including branded foods. Overseas consumers,
like those here in the U.S., tend to buy products based on brand names. By promoting brand
names that contain American agricultural ingredients, we build long-term demand for our
products. These value-added products support jobs and encourage investment in our own
processing industries.

Here are a couple of brief examples of how companies are benefiting from MAP funds and from
participating in the programs { just described:

Each year, we hold a variety of Buyers Missions in various states around the country. Last
year, our Northeast Buyers Mission drew key buyers from 20 countries. 88 U.S. companies
participated and reported $1.3 million in actual sales as a result of the event. These companies
also projected over $17 million in sales. One company, Aladdin Bakers, a Northeast-based
company that produces baked goods, started doing a substantial amount of business in Canada
because of the connections made at the Buyers Mission. Originally, the company was only
sending 1 truckload of bread to Canada every 2 to 3 weeks. After the mission, the company
projected it would be sending 100 trucks a year. Agricultural trade not only impacts producers
and processors. It also impacts other industries, including packaging and distribution.

Companies, and ultimately the U.S. economy, also benefit from export sales to emerging
markets. American Pop Corn Co., located in the Midwest, used Branded Program funds to
expand its marketing efforts in eastern Russia and Saudi Arabia. Since starting its promotions,
the company achieved a market-leading position in Saudi Arabia and experienced a 20%
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increase in sales during the first year. The minimal cost of promotion brought fong-term gains to
the company.

Last year, about 200 small companies in our programs made their first export sale of U.S.
agricultural products, and, nearly 250 companies generated sales increases over 20%. Each of
the other cooperator participants has generated additional results. None of this would have
been possible without support from the MAP program.

American products are seen world wide as high quality products--safe products. Selling higher
quality products requires promotion. The MAP is an investment in promotion that pays off.

As world trade increases, so does competition. It is essential that we retain, and in fact,
increase funding for the Market Access Program, in order to continue to build our export
markets for U.S. agriculture.

| appreciate very much this opportunity to testify in support of these important agricultural export
programs, and would be pleased to respond to any questions you may have.
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Alaska Seafood Marketing Institute
American Feed Industry Association
American Forest and Paper Association
American Hardwood Export Council
American Meat Institute

American Peanut Council

American Seed Trade Association
American Sheep Industry Association
American Soybean Association

Blue Diamond Growers

California Agricultural Export Council
California Association of Winegrape Growers
California Dried Plum Board

California Kiwifruit Commission
California Pear Growers

California Table Grape Commission
Cherry Marketing Institute

CoBank

Florida Citrus Commission

Florida Citrus Mutual

Florida Citrus Packers Association
Florida Citrus Processors Association
Florida Department of Citrus

Florida Peanut Producers Association
Food Export Association of the Midwest USA
Food Export USA - Northeast

Georgia Poultry Federation

Ginseng Board of Wisconsin

Gulf Citrus Growers Association

Hop Growers of America, Inc.

indian River Citrus League

Kansas Livestock Association

Kentucky Distillers® Association

Land O"Lakes, Inc.

Mohair Council of America

National Association of State Dep of
Agriculture

National Association of Wheat Growers
National Barley Growers Association
National Cattlemen’s Beef Association
National Chicken Council

National Confectioners Association
National Cotton Council

National Council of Farmer Cooperatives
National Grange

National Grape Cooperative Association, Inc.
National Milk Producers Federation

National Oilseed Processors Association
Nationat Pork Producers Council
National Potate Council

National Renderers Association
National Sorghum Producers

National Sunflower Association
National Turkey Federation

North American Millers’ Association
Northwest Cherry Growers

Northwest Horticuttural Council

Ocean Spray Cranberries, Inc.

Peace River Valley Citrus Growers Association
Pet Food Institute

Produce Marketing Association
Shelf-Stable Food Processors Association
Softwood Export Council

Southern Forest Products Association
Southem U.S. Trade Association
Sunkist Growers

Texas Cattle Feeders Association

The Catfish Institute

The Popcorn Institute

Tree Top, Inc.

United Egg Association

United Egg Producers

United Fresh Fruit and Vegetable Association
USA Dry Pea and Lentil Council

USA Poultry & Egg Export Council
USA Rice Federation

U.S. Apple Association

U.S. Apple Export Council

U.S. Dairy Export Council

U.S. Dry Bean Council

U.S. Hides, Skins & Leather Association
U.S. Livestock Genetics Export, Inc.
.S, Meat Export Federation

U.S. Wheat Associates, Inc.

Washington Apple Commission

Washi State Fruit C issi
Welch Foads Inc., A Cooperative
Western Growers Association

Western Pistachio Association

Western U.S. Agricultural Trade Association

WineAmerica (The National Association of American

Wineries)
Winegrape Growers of America
Wine Institute
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COTTON USA SOURCING PROGRAM HOSTS
SUCCESSFUL TRADE FAIR

Through the COTTON USA Sourcing Program, and working together with Cotton Incorporated, 16 U.S. manufacturers
and USDA’s Foreign Agricultural Service (FAS), Cotton Council International {CCI) has developed a robust program of
support for U.S. cotton yarn and fabric manufacturers targeted at Mexico, the Andean region and Central America. As
one cornerstone to the COTTON USA Sourcing Program, CCI created a new activity ~ COTTON USA Trade Fairs — to
help U.S, companies meet prospective customers for their produets.

As one example of such an activity, in June 2006 CCI drew on MAP, FMD and industry funds to hosta COTTON USA
Trade Fair in the Dominican Republic to increase U.S. cotion yarn and fabric exports to the region. Forty textile and
apparel manufacturess from the CBI and Andean Regions met with 15 U.S. retailers and 15 U.S. textile mills at the fair.
During the 2 ¥ day event, buyers and sellers participated in 600 individual meetings that provided U.S. brands/retailers
with sourcing options in the Western Hemisphere that would maximize U.S. cotton yarm and fabric content.

Gathering representatives from the entire U.S.~Central America-Andean textile and apparel supply chain proved to be an
effective way of generating business. CBI and Andean participants said they planned to increase their sales of U.S. cotton
products by $4.6 million and 10.1 million units the next year as a direct result of the fair.

COTTON USA Trade Fairs are part of a cornprehensive export promotion program for U.S. manufactured cotton yams
and fabrics. This COTTON USA Sourcing Program began in 2000 in response to a combination of U.S. trade policy
initiatives, market conditions and funding from USDA’s Section~108 program. The timing of the COTTON USA
Sourcing Program was opportune as the U.S. government was negotiating the CBTPA, a new trade law to give
preferential treatment to garments manufactured in the CBI region using U.S. cotton yarns and fabrics. Subsequent trade
legislation -~ ATPDEA, DR-CAFTA and pending Free Trade Agreements with Peru and Colombia - continue to extend
benefits to U.S. cotton textile products. The Sourcing Program has been actively supported by the U.S. cotton textile
industry, and industry funding has increased from $50,000 in 2000 to 16 companies directly contributing $125,000 in
2006.

With the loss of a significant appare} industry in the U.S., exporting is seen as the key to survival for the U.S. textile
manufacturing industry. U.S. mills participating in the COTTON USA Sourcing Program have been able to maintain their
U.S. operations and cotton consumption through exporting their products to the Western Hemisphere. Currently, U.S.
mills export 75 percent of all of their production. Exports of U.S. manufactured products have increased significantly
since the beginning of the COTTON USA Sourcing Program. From 1999 to 2005, U.S. cotton yarn exports increased
from $43 million to $540 million, and U.S. knit fabric exports grew from $22 to $421 million.
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US. WHEAT
ASSOCIATES

Buiiding Soft White Wheat Demand in Latin America

March 2007 — A decisively positive trend is evident in export numbers for American soft white
wheat. By working closely with Pacific Northwest wheat commissions, as well as federai and
independent organizations, Foreign Agriculturai Service cooperator U.8. Wheat Associates is
opening new soft white wheat markets in Latin America.

In 2004/2005, Latin American couniries bought only 23,500 meiric tons of white wheat. Sales
zoomed to 364,000 tons in 2005/2006—an increase worth at least $50 milfion. U.S. Wheat
Associates is applying available funds to demonstrate the advantages of white wheat to meet
consumer demand. A good example is & successful effort to help Central and South American
processors meet a growing demand for Asian-style noodles, best made with soft white wheat.
1.8, Wheat Associates also helped Guatemala and El Salvador import high quality white wheat
by developing unconventional shipping configurations.

This marketing year, U.S. Wheat Associates has accelerated its technical assistance o help Latin
American millers improve their productivity to better utilize American white wheat and be more
competitive in their dynamic markets. Soft white wheat sales this year are running at three and
one half times the rapid pace set last year at this time.

Clearly, U.S. Wheat Associates colleagues in Mexico City and Santiago, Chile, use their
resources wisely to provide the support, training and information that help Latin American wheat
buyers and soft white wheat growers in the Pacific Northwest grow their business.

Working with Latin American millers fo deveiop creative ways to import soft white and hard red spring wheat through
the Portland, Oregon, port is one of the ways U.S. Wheat Associates is building markets for American producers.
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United States Potato Board

TRAINING FOR PVO’s RAISES PROFILE FOR DEHY
POTATOES IN FOOD AID

Having previously cleared the way for US dehydrated potatoes to be used in US food aid
programs, the USPB is now successfully building an understanding of US dehy benefits among
organizations that use these programs. In October 2005, eleven members from six private
voluntary organizations attended intensive training in US dehydrated potatoes. This MAP
supported activity reached Counterpart International, the World Food Programme, Africare,
MARCH, ASON and World Vision. After learning about US dehy from the high quality raw
product, through the manufacturing process to end uses and benefits, each PVO was able to take
key messages back to their organizations. In a highly significant development, Counterpart
International received their first Title II shipment this year, for about 230 MT, with more to come.
WFP with their partners in Haiti, MARCH and ASON, were able to start distributing dehy in a
demonstration/acceptability project for the first time. Africare requested 70 metric tons of dehy in
their Titde I AER. Wotld Vision Zambia implemented a demonstration project and is working
closely with their C-SAFE partners to have dehy implemented in their multi year activity plans.

KOREA CONTINUES TO PURCHASE US POTATOES
DESPITE PHYTOSANITARY ISSUES

Korea has been a strong growth market for U.S. fresh chipping potatoes. Yet after steadily rising in
recent years — up 2665% from 119 MT in MY01/02 to 3290 MT in MY04/05 — U.S. exports hit a
snag last year because of a Columbia Root Knot Nematode (CRKN) find. To address this, the
USPB worked closely with Korean manufactuters to help them continue using US chip-stock
potatoes and with the US industry to resolve problems. In the US, the USPB worked with growers
to implement a more vigorous inspection process to eliminate shipping potatoes with CRKN. In
Korea, snack manufacturers and the USPB worked to get processing protocol implemented that
would enable US chipping potatoes to enter the market despite CRKN issues, if they were
processed into potato chips and all waste was destroyed. In order for Korean snack manufacturers
to take advantage of the processing protocol they had to ensure their facility was set up with the
ptoper equipment. This safeguard system encouraged the major snack manufacturers to make
commercial contracts again for the next matketing year. Korean manufacturers that were not able
to make change to their production facilities began purchasing finished chips in bulk from the US
as a way to supplement their production. Thanks to this collaboration of efforts, US exports of
fresh chipping potatoes fell only 39% to 1,995 MT last year, and are poised to continue growth in
the coming year.
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Chinese Trade Team Visits US
Dr. Yu Yu, Regional Director, Asia

Since 1997, the National Renderess Association (NRA) has been funded by USDA (MAP) to invite
key players from the Chinese feed, broiler, hog and aquaculture industries, and protein and fat
traders to visit the US for first-hand understanding of the US rendering industry and its products.
This team visit, in June, included feed, and meat packing plants, leading animal production research
institutions, and an international livestock exhibition. This year’s trade team included decision
makers from China’s top livestock, pet food and protein trading companies. Thanks to the
hospitality of six NRA members; the team had a full appreciation of the quality, application and
value of US non-ruminant protein meals. With the domestic price (China) at US$1,000/ton of
imported fish meal, the team members were all eager to place orders and sign contracts for US
products, for obvious economic value and proven animal performance as fish meal substitutes.
Stops at the World Pork Expo, University of Arkansas, and United Feeds allowed the team to learn
the latest technologies for improvement in productivity and efficiency in hog and broiler production.
This will undoubtedly stimulate the desite to make changes at their organizations for
competitiveness guided by science and technology. The busy 10-day visit was also lightened by R&R.
at Washington DC, Los Angeles and Las Vegas. “Work hard and play hard” is good for people all
over the world. At the end of the journey, all team members realized that fot animal proteins, China
and the US are perfect complimentary partners, and this is what the Association has been striving
toward during the past decade!

Mountain View

Baker Commodities

University of Arkansas
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Success Story

Sports nutrition mission spurs WPC80 exports to Brazil

Background:

Goal:

Strategy:

Tactics:

Results:

A Brazilian bar manufacturer attended a USDEC-sponsored
sports nutrition mission and seminar that was conducted at
Cal Poly University. USDEC promoted the mission and
seminar to U.S. dairy suppliers as an opportunity to learn
how to incorporate whey proteins such as texturized whey
into protein and energy bars.

Increase U.S. market share for WPC-80

Introduce the Brazilian food supplement industry fo U.S.
suppliers and help manufacturers understand how best to
incorporate whey proteins in sports nutrition and energy
bars. Assist USDEC members with documentation issues
and other regulatory information.

- Act as a liaison between the Brazilian food supplement
industry and U.S. suppliers through trade servicing activities
-Support USDEC members in South America markets

With knowledge obtained through the mission, the Brazilian
company was able to re-launch a better tasting sports
nutrition bar that contained whey proteins. The Brazilian
manufacturer also will soon launch a new beverage using
WP from the United States. The company purchased 20
tons of instant WPC-80, with an approximate value of
$5.5/kg. It expects to import about 240 tons in 2006 from
the United States, at an approximate value of about
$1,320,000.
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U.5. Dairy Export Council Success Story

Arkansas, Colorado, Georgia, {daho, Indiana, lowa, Kansas, Kentucky,
Minnesota, Mississippi, Nebraska, Ohio, Pennsylvania, South Carolina and

South Dakota:

New Commodity Cheese Imports to Japan

Impacted States:

A company that benefited from this program has
members in the following states:

Arkansas, Colorado, Georgia, Idaho, Indiana,
lowa, Kansas, Kentucky, Minnesota,
Mississippi, Nebraska, Ohio, Pennsylvania, S.
Carolina and S. Dakota, among others

Background:

U.S. suppliers of cheddar have had difficulty
penetrating the Japanese market due to
competitive pricing from New Zealand and
Australia.

Goal:

Increase awareness and market share of U.S.
commodity cheese

Strategy:

Educate Japanese traders and importers about
the Cooperatives Working Together program
which offers price parity with international
competition and allows product trial.

Tactics:

Continuous trade visits

Results:

During the first half of 2006, a major Japanese
company imported 300 metric ton of cheddar from
a U.S. supplier through the CWT program. These
transactions amounted to approximately
$840,000. The company has committed to import
an additional 200 metric tons of cheddar from the
same U.S. supplier by the end of the year.




60

CALYIFORUHNIA

Asian Market Diversification

The California Walnut Industry has actively engaged in marketing programs in Asia since the mid-
1990%s. Utilizing MAP funds, the California Walnut Commission (CWC) entered the Japanese
and Korean markets through targeted activities in the trade sector to create demand for California
walnuts as a bakery/pastry/confectionary ingredient while also generating consumer awareness and
purchase of walnuts and walnut inclusive products. The concentrated efforts in the bakery sector
continue to yield favorable results as over 80% of the customer base in Japan remains concentrated
in this sector while in Korea it accounts for 35%.

Continued growth in these markets has been demonstrated through diversification within the
matketplace. In Korea, high trade awareness and success with walnut inclusive products lead the
CWC to develop relationships with manufacturers outside the baking sector. Keen interest from

ice cream manufacturers, confectioneries and beverage manufacturers lead the CWC to conduct
one-on-one meetings introducing possible applications customized for each company's needs,
provided technical assistance in developing new products using California walnuts, and invited key
product development managers to California to assure quality and food safety of California
walnuts. MAP funds were utilized to engage in these activities while fostering the reladonships.

As a result, an all-time best selling ice cream bar product was launched by a leading Korean ice
cream manufacturer, Haitai, which brought a 30 percent market growth by a single item in the
launching year of 2003/04. Thanks to the great success of this item, the same company launched
vatious products with the same concept and brand name, Le. ice cream in cup, cone, soft candy and
sweet bar in the marketing year 2004/05. This actually made a big boom of “walnut” in the
confectionery industry, and in the marketing year 2004/05, many other leading confectioneties and
bread manufacturers like Lotte, Orion, Samlip and Crown were developing new California walnut
items. Among them, two items- brownies and cookies using California walnuts — were launched by
Orion in the beginning of the marketing year 2005/06, and one steamed bun item with California
walnut stuffing was launched by Samlip. All these new items from the end of marketing year
2003/04 and marketing year 2004/05 almost doubled the California walnut market in Korea over
the last two years, growing from 3.2 million pounds in the 2002/03 crop year to 6.8 million pounds
in 2004/05. This accounts for a value increase of 130% from $6.7 million to $16.1million over the
over the past two years, making the dairy/ice cream sector now 20 percent of the total market in
Korea.

The success of the above items has lead manufacturers to export some of the products developed in
addition to spatking interest in other markets, such as Japan in developing walnut inclusive products,
to achieve the success seen in Korea. In the 2005 marketing year the first ice cteam bar including
walnuts launched in September followed by line extensions planned for later in the year. The CWC
looks forward to the growth that mimics that of Korea, should the launches achieve the success
intended.

The Asian market continues to evolve despite unjustified duties in both markets - 30% in Korea
and 10% in Japan. The potential for these markets to continue to evolve would be even greater if
the dutes were lifted. The CWC continues to work with USTR and in-country partners to remove
battiers to trade. Further, MAP funding continues to be of vital importance to support the
industry’s efforts to overcome barriers to trade, as well as develop and evolve markets. Many of the
tactics utilized would not be possible without MAP.
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Food
Export % USA
- F AR Northeast™, —&7'
309 W. Washington St., Ste.600 150 S. Independence Mall West
Chicago, IL 60606 Public Ledger Building 1036
312.334.9200 Philadelphia, PA 19106
Fax: 312.334.9230 215.829.9111

Fax: 215.829.9777

PENNSYLVANIA WOOD COMPANY GROWING STRONG
WITH BRANDED PROGRAM

Before Kuhns Bros. Log Homes applied for the Branded Program four years ago, they
had one international distributor and were doing about $150,000 in exporting sales to
Canada only. Today they’ve added distributors in Ireland, the UK, Germany, India, the
Netherlands, and Cypress, as well as expanded their business in Canada. “In the four
years that we’ve participated in the Branded Program, our export sales have grown 400%.
The Branded Program has been a very important part of our growth,” explained Scott
Seylar, Director of International Markets for Kuhns Bros.

The Pennsylvania company has used the cost share program to travel to and participate in
international tradeshows and to create international marketing materials that are now
offered in five languages. The company has also had success with advertising in
international magazines, the cost of which was partially reimbursed through the Branded
Program. “I highly recommend the Branded Program to small to mid-size companies
entering the exporting market to get the support they need to have initial success and
build a foundation for future export success. We’ve had a very positive experience
working with Food Export USA - Northeast.”

Kuhns Bros. learned about the Branded Program through a local government export
development agency. “Food Export USA - Northeast offered funding opportunities for
pre-fabricated wood buildings. We were just beginning to market internationally and it
seemed like a very helpful program,” added Mr. Seylar.

Kuhns Bros. Log Homes, Inc. is a leading manufacturer of log homes, annually
delivering more than 350 homes across the United States and abroad. Kuhns Bros.
encompasses more than 135 acres, employs more than 200, and produces greater than 14
million board feet of eastern white pine lumber each year.

Food Export Association of the Midwest USA and Food Export USA — Northeast are
private, non-profit associations of Midwestern and Northeastern state agricultural
promotion agencies that use federal, state, and industry resources to promote the export
of Midwestern and Northeastern food and agricultural products. Food Export — Midwest
and Food Export — Northeast administer many services through Market Access Program
(MAP) funding from the USDA, Foreign Agricultural Service.
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National Sunflower Association

Mexican Baker Creates New Bread

Using Foreign Market Development (FMD) funds, grower check-off and industry dollars the
National Sunflower Association (NSA) has aggressively pursued improved market
opportunities in Mexico. NSA has been aggressively promoting the use of confection
sunflower kernel in bakery products in Mexico for the last four years. As a result of this
promotion, the largest Mexican baker is using confection sunflower kernel in two of its
breads. The breads are being distributed nationwide in all major supermarkets. The baker has
imported 350 MT of confection sunflower kernel valued at $420,000 in the past six months
of this marketing year. Sales of the breads are expected to double in the next year. In the past
four years, as a result of these activities, the value of U.S. confection sunflower product
exports has averaged over $5,700,000 per year.

MAP Increases Spanish Imports of U.S. Sunflower Seeds

Spain is currently the largest export matket for U.S. confection sunflower seed. The primary
use of sunflower seeds in Spain is for snacks. Five years ago using Market Access Program
(MAP), grower check-off and industry dollars, and in partnership with key Spanish snack
roasters, the National Sunflower Association (NSA) kicked off a national point-of-sale
(POS) campaign to promote U.S. confection sunflower seeds. NSA developed and printed
POS materials and our Spanish partners distributed and maintained them. The POS
materials were placed at points of sale in supermarkets, kiosks, and nut shops throughout
Spain. The display materials highlighted the fact that participating Spanish roastets” products
use USA confection sunflower products that are high quality and fun-to-eat at a low cost.
Red, white, and blue colors and our ‘Pipas USA’ logo were used in all materials to show USA
origin. Since the inception of the campaign, exports of U.S. confection sunflower seeds have
grown from just over $13,000,000 to $25,350,000 and now account for 52 percent of the
total U.S. confection sunflower seed exports.

Exported sunflower seed and kernel are value-added products with processing
facilities located in rural locations of North Dakota, South Dakora, Minnesota and
Kansas accounting for approximately 3,100 jobs in these states. The economic
Impact of the confection sunflower seed industry was estimated at $693 million per
year in a NSA-sponsored study.
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Technical Support To Latin America Livestock Producers

American Soybean Association-International Marketing (ASA-IM) activities funded by
USDA Foreign Agricultural Service (FAS) developed a program to provide technical support
to Latin America livestock and poultry producers and feed mill operations. This program
divided the work into three sections: farm and feed mill visits, field days and seminars, and
feed formulation and the development of feeding programs. Poultry, swine, tilapia, dairy,
beef farms, as well as feed mills, were visited in different Latin American countries under
this program. The purpose of these visits was to teach animal producers different new
nutrition and management techniques, and as a result of this servicing, animal operations will
have implemented modern management practices and will have improved their technical
skills and use more soybean products. Participating farms were used as an example for other
producers, encouraging them to implement the new technology and thereby impact the
consumpton of soybean meal. This program was complemented with the presentation of
conferences, congtesses, seminars and field days showing the importance of using high
quality soybean meal in animal diets, as well as different techniques to improve animal
performance. Furthermore, 2 24 hour on-hne program was offered to animal producers for
the development of feeding programs and diet formulations to improve the use of U.S.
soybean meal in livestock and poultry diets, as well as animal performance.

The most important effect was the great amount of diets that were formulated. It was
interesting to observe how each day animal producers are more interested to use well
balanced diets, using cotn and soybean meal as the main ingredients. Every day the concept
of buying ingredients on the basis of the cost per unit of nutrient is adopted by mote animal
producers. In many places, the concept of buying by price has changed to buying by quality.
Feed mills are adopting laboratory techniques to evaluate feed ingredient quality and in the
case of soybean meal, analytical technique procedures for determining protein solubility
values, urease activity and total trypsine inhibitors were discussed with the quality control
staff of the more important feed mills in Latin America.

In relation to animal performance improvement, the recommendations presented during the
seminars and congresses, as well as the effect of the changes in the feeding programs, have
produced good results in the livestock operations. Higher weight gain and feed convetsions
were reported for pigs, broilers and beef cattle. Increments in milk production and
reproductive efficiency in dairy cattle and higher percent egg production and egg weight in
layers were also reported. Most of the monogastric producers attributed this improvement in
performance to the use of the “Ideal Protein Concept”, which uses as a base the digestible
amino acid content of the different feed ingredients. Big differences between the cost of diet
and the effect on performance were found when diets are formulated based on digestible
amino acid content.

March 2007
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U.S. Hide, Skin and Leather Association

The biggest export matket for U.S. bovine hides is China. Exports to China have grown from $640
million in 2005 to $875 million in 2006.

There are a number of reasons for this, but one that has been singled out by some of the US hide
exporters is the Foreign Market Development (FMD) program that U.S. Hide, Skin & Leather
Association (USHSLA) participates in.

Through funding provided by the U.S. Department of Agriculture’ Foreign Agricultural Service
(USDA/FAS) and matching dollars put up by about a dozen member companies of USHSLA, we
have participated in two shows in China over the last couple of years - one in Hong Kong and the
other in Shanghai. Both shows bring in hide buyers from all over the world but primarily from the
industrializing Asian nations, China is the main importer of hides and remains the most dominant
buying presence at both shows, In 2005 these two shows accounted for $46 million in on-site sales.
In 2006 the two shows accounted for an increased $74.7 million in on-site sales.

Would USHSLA’s member companies have accounted for this increase of $120.7 million if we had
not attended the shows? Probably some of this business may have gotten done, but in addition to
an increase in sales both shows facilitate networking within the global industry which results in new
contacts, new agents signed and additional business throughout the year.

In fact, according to survey’s filled out by participating USHSLA companies, over $110.9 million in
increased business in 2006 was done as a result of participation in those two shows. That is nearly
equal to the increase in hide trade in China over the last two years. In addition to on-site sales
USHSLA membet companies reported signing 87 new agents at both shows.

USHSLA and USHSLA members plan to attend these same two shows in 2007. The Hong Kong
show brings traders, transportation companies, tanners and others from around the world and is the
largest hide and leather show in the world. The Shanghai show is more focused on the growing hide
and leather industry in solely China. Both shows are a vital part of the growing demand for US
hides and leather in Asia. USHSLA’s members will continue to attend these shows in the future and
plan on similar successful results within China because of opportunities allotted to the U.S. hide and
leather industry by participating in the FMD program funded by the USDA/FAS.
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WINE INSTITUTE

US Wines Continue to Gain Market Share in the United Kingdom

The United Kingdom is the largest, most competitive market for imported wine in the
world. Itis also the number one destination for US wines and those from most producing
countries.

In 2006, US wines continued to increase market share in the UK according to retail sales
monitored by AC Nielsen. Because wines shipped to the UK trade may be bottled in Italy
or France or shipped in-bottle from Belgium or The Netherlands, export shipment statistics
to a particular country are a poor indication of sales growth in the UK.

During 2006, US wines achieved an off-premise market shate of 16.0% by volume (+8.3%)
and 16.2% (+8.0%) shate by value. This places US wines third in market shate behind
Australia (22.3% share) and France (16.4% share). Considering current growth rates, US
wines should overtake France for second place in the UK during 2007,

In the on-premise market, US wines grew 18% in value and 15% in volume, although market
share is considerably less as European wines still dominate this sector.
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Southern U.S. Trade Association

Arkansas Agriculture Department Representative Spearheads Successful
Market Access Program (MAP) Generic Promotion

From August 14-18, 2006, seven companies from the southern U.S. participated in a trade
mission to Costa Rica, Panama and El Salvador as part of a Market Access Program (MAP)
Generic promotion conducted by the Southern U.S. Trade Association (SUSTA). MAP
Generic promotions represent more than one product or commodity, and allow suppliers to
participate in trade shows, in-store promotions and other activities for a reduced cost. The
objective of this trade mission was to establish direct contact between SUSTA region
producers and Central American buyers of interest.

The Arkansas Agriculture Department was instrumental in co-managing the Central America
trade mission, according to SUSTA Generic Program Director Bernadette Wiltz. “Tim
Ellison of the Arkansas Department of Agriculture saw this activity as an exploratory
mission for him, since Arkansas has had little involvement in our Generic activities in the
past,” she said. Ellison, along with two other state marketing representatives co-managing
the promotion, assisted companies as they showcased products in a tabletop display and
participated in pre-arranged one-on-one meetings with buyers. Over the course of the trade
mission, a total of 141 buyer-seller meetings took place, and approximately $760,000 ia sales
are projected for this year.

Georgia Department of Agriculture Organizes Market Access Program
(MAP) Generic Promotion in Dubai with Projected Sales
of Over $8 Million

Eight companies from the southern U.S. traveled to Dubai, United Arab Emirates in
February 2007 to find success at the Gulfood trade show. The Georgia Department of
Agriculture organized the Southern U.S. Trade Association (SUSTA) booth, along with
booths for eight SUSTA region participants, as a Market Access Program (MAP) Generic
promotion. MAP Generic promotions represent more than one product or commodity and
allow suppliets to participate in trade shows, in-stote promotions and other activities for a
reduced cost. The U.S. companies promoted various food products at the show, including
fruit juices, rice, processed meat products, popcorn and other spack foods.

Importers and buyers visiting the booth were given the opportunity to meet with U.S,
companies, find out more about southern U.S. food products, and even taste products
prepared by a chef in the booth. Importers and buyers also expressed interest in making
additional contacts with suppliers of nuts, dairy products, honey, confectionety, spices, oils,
fresh vegetables, fresh fruits and sauces.

Five companies participating in the MAP Genetic promotion conducted by SUSTA at
Gulfood reported immediate sales totaling $964,000. Others indicated that they expected
orders within the yeat, projecting sales to reach approximately $8,370,000 as a result of the
show.
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U.S. Livestock Genetics Export, Inc.

Kentucky Thoroughbred Owners & Breeders, Inc. (KT'OB) is the trade association for the
Thoroughbred breeding industry in Kentucky. Kentucky bhas the largest industry in the
United States, supplying over 10,000 live foals a year, and is the largest exporter of live
horses from the US. Horsemen and women from forty-three countries attend several public
auctions each year. Since 2000, KTOB has worked with US Livestock Genetics Export,
Inc. first through USLGE member Kentucky Department of Agriculture, then in 2002, as a
full member, developing new markets for Kentucky-bred hotses.

Mexico has emerged as a strong trade partner. The Kentucky industry has worked since 2000
to promote the sale of US hotses to Mexico, where trainers and owners at the Hipddromo
de las Ameéricas racetrack have experienced local and international success with such horses.
The racetrack was closed in 1995, following the Peso Devaluation; in 2000 it reopened. Our
industry was able to share technical expertise in a series of MAP-funded seminars covering
vetetinary, nuttition, training, reproduction, and sales topics. To date, Mexican horsemen
have purchased over six hundred horses for $11,600,500.

MAP funds have also enabled Kentucky breeders to engage the growing Thoroughbred
racing industry in Korea. Korea has two Thoroughbred racetracks in Busan and Seoul, and a
growing breeding industry on the mainland and Cheju Island. US suppliers have faced very
stiff competition from suppliers in Australia and New Zealand, who are able to provide
travel subsidies to their Korean clients. Korea’s dirt racetracks, and their unique condition
book, an ascending class system which places improving horses in longer distance races,
regardless of age or sex, have proved successful for American horses. Whereas Korean
racehotrse owners were mainly driven by value to find a cheap, sound horse, some are
starting to take a more deliberate approach selecting US-pedigreed horses with strong dirt,
speed and distance traits. Recent exports from Kentucky have been very successful,
including two horses which captured track records for five and six futlongs, on their first
starts.

Exports of breeding stock have also increased. KTOB encouraged the Korea Racing
Association to remove restrictions for existing stallions to be imported to Korea. Although
the KRA has large investments in their stud farms, Korean breeders were unwilling to
purchase quality broodmares to improve their domestic Thoroughbreds. Prior to 2004,
Korea restricted import of horses inoculated against Equine Viral Arteritds, which meant
stallions had to be imported as horse-in-training. Such horses were expensive to acquire, and
proved inefficient. Consequently, Korean breeders did little to improve their broodmare
bands. Since this regulation has changed, six stallions from the United States, including five
from Kentucky, have been imported to stand in Korea. Korean breeders immediately
increased imports of KY-bred broodmares with excellent pedigtees to breed to the new
stallions. In 2005, Korean breeders purchased 62 horses for $981,300.
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USA Poultry & Egg Export Council - RUSSIA

Constraint: Russia uses veterinary requirements as techmical barriers for US poultry
Description: The Russian Veterinary Service (RVS) uses differences in U.S. and Russian standards and
risk assessment as technical barriers to limit imports of U.S. poultry

Activities:
s Technical Regulations for Poultry Meat e US-Russian Technical Consulting Center
s Comparative Testing of Poultry Products & Database of official RVS documents
¢ HACCP manuals reprinting and mailing (CANCELLED, FUNDS TRANSFERRED FOR Al)

Performance res Benchmark Goal Current

1. Number of HACCP manuals 1,600.0 2,500.0 1,600
distributed in Russia

2. Number of new Russian Chicken products: | Develop draft of | Analysis conducted, RPU
standards based on the U.S. terms and technical draft blocked
System definitions regulations

3. Number of translated official

documents on poultry meat 24 50 41 (1,700+ pages)
safety

1. USAPEEC started collecting information about development of new technical regulations for
poultry. A draft TR initiated by the Russian Poultry Union was translated into English and
presented for analysis to US poultry industry specialist, processors, traders and importers.

2. The U.S.-Russia Technical Consulting Center translated 41 official Russian and US technical
documents (total of 1,700 pages) regulating poultry production and safety control; sets of
docs were copied on CDs, printed as books and distributed in Russia and US. USAPEEC
helped organize the US-Russian Meat Safety Conference “A Safe Meat Supply — From Farm
to Table” in May. USAPEEC conducted comparative tests of official US and Russian
apalytical methods for salmonella detection in poultry.

3. Together with the National Association for Consumer's Rights, USAPEEC continued
comparative testing of poultry products from foreign and domestic producers. The testing
proved adequate quality of the U.S. poultry product compared to other producers, especially
Russian ones.

4. A veterinary information agency was contracted to obtain new official documents from the
VPSS.

5. 27 articles based on HACCP manuals and U.S. professional print and on-line publications
were placed in Russian professional veterinary periodical publications.
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California Agriculture Export Council

Working very closely with the US Agricultural Trade Office in Manila, the California
Agriculture Export Council (CAEC) conducted a demonstration project for the Philippine
vegetable trade, lllustrating the long shelf-life that could be achieved for US fresh vegetables
(i-e., lettuce, brocceoli, etc.). We shipped a container of fresh vegetables via ocean to Manila -
which were then held in cold storage - which demonstrated to the Philippine trade that it is
possible to source US vegetables at a reasonable shipping cost (vs. air freight), and that, with
proper handling, the quality holds for a reasonable period to allow the product to get to the
final consumer. We also provided technical training to the trade on proper handling. This
initial project, conducted in October of 2005, led to immediate sales of US vegetables. One
California shipper reports shipping ten containers of vegetables to the Philippines in 2006,
starting from zero sales prior to the activity - and attributes this new market to be entirely
the result of this activity.



70

Western U.S. Agriculture Association

Mexican Businesses say “Bienvenidos” to Yellow Onions

Before WUSATA and the Idaho Department of Agriculture got involved, Yellow Onions
had never been very attractive to Mexican buyers, who perceived the yellow onion as lesser
quality than the tradidonal white onion used in Mexican cuisine. However, due to MAP
funding provided by WUSATA and various other WUSATA Generic Program promotions,
significant quantities of yellow onions are now being exported to Mexico, dispelling the
illusion plaguing the yellow onion.

Idaho companies reported that WUSATA funding and information received through
seminars held by WUSATA enabled them to effectively promote and market yellow onions
through in-store product demonstrations in major retail stores, bringing select buyers to
Idaho and Governor Ditk Kempthorne’s trade mission to Mexico in October 2003. Since
the Mexican buyers and consumers have consistently favored a white onion, the challenge
involved educatng the wholesalers and retail produce buyers of the availability, quality,
variety and similarity of yellow onions to that of the popular white onions.

Since these efforts began in 2003, the growth in sales of yellow onions to Mexico has been
tremendous. According to figures from the Idaho Department of Agriculture for 2004, total
sales of onions into Mexico surpassed $675,000. Idaho companies participating in the
WUSATA promotions acknowledge that their ability to now export thousands of dollars
worth of onions to Mexico would not have been possible without MAP funding. “In fact,
companies have remarked that they would not be in the Mexican market without the
assistance of WUSATA and the Idaho Department of Agriculture,” says Idaho Department
of Agriculture Bureau Chief Laura Johnson.

C:\Documents and Settings\Annie\My Documents\Annie\Usaedc\Success
Stories\FY2007\WUSATA-Onions to Mexico.doc
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Testimony of William Hammink
Director, Office of Food for Peace, USAID
Senate Committee on Agriculture, Nutrition and Forestry
March 21, 2007

Chairman Harkin, Members of the Committee, I am very pleased to have the opportunity
to meet with you today to examine the performance of U.S. food aid programs with
particular reference to the 2007 Farm Bill discussions. As you know, USAID manages
the P.L. 480 Title II program, which includes emergency and non-emergency food aid.
The new Farm Bill, which will reauthorize the P.L. 480 Title II program, is extremely
important to ensure the increased efficiency and effectiveness of U.S. Title II food aid
overseas.

The outgoing Executive Director of the United Nations World Food Programme (WFP),
James Morris, told me not so long ago that Office of Food for Peace is much more than
an office in USAID. He said that after 52 years of providing U.S. food aid to hundreds of
millions of people around the world, savings millions of lives and affecting the
livelihoods of millions more, Food for Peace is not just an office but an institution, and
one that Americans across the country recognize and can be extremely proud of.

However, like any 52-year institution or program, we need to continue to look for ways
to improve the efficiency and effectiveness of how we provide Title I emergency and
non-emergency food aid. We appreciate this opportunity to share some thoughts with
you. We also appreciate this Committee’s request to the GAO to carry out a broad study
of U.S. food aid programs. The GAO analysis and recommendations underline much of
this testimony.

The U.S. plays a global leadership role in food security and as a humanitarian food aid
donor. The U.S. is the largest food aid donor in the world, and the largest single
contributor to the World Food Programme. However, procuring, shipping, storing,
distributing, monitoring and evaluating approximately 2.5 million metric tons of U.S.
food aid each year worth over $1 billion is highly complex, especially as we try to
minimize costs. Our primary focus is to get food aid quickly to sudden emergencies to
save lives, make better funding decisions, strengthen beneficiary impact of all of our food
aid programs, improve predictability of non-emergency food aid resources, expand
integration of food aid with other development programs, and concentrate emergency and
non-emergency food aid resources in the most food-insecure countries.

As a lead-up to your re-authorization of the Farm Bill, food aid reform is being analyzed
and discussed by academics and think tanks, at the World Trade Organization, with UN
organizations such as FAO and WFP and with a broad spectrum of Private Voluntary
Organizations (PVOs). We are participating in these discussions and listening closely to
all of these proposals and ideas. Because the Farm Bill is only taken up approximately
every five years, this is an important opportunity to take what we have learned from
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experience, analyses, and research; and to link lessons learned to better inform changes in
U.S. food aid programs.

USAID is also undergoing changes. Last year, Ambassador Randall Tobias was named
the Director of United States Foreign Assistance, and serves concurrently as the
Administrator of USAID. In this capacity, Ambassador Tobias has developed a new
Strategic Framework for U.S. Foreign Assistance, within which the Department of State
and USAID are developing a fully integrated process for foreign assistance policy,
planning, budgeting and implementation. Under the new U.S. Foreign Assistance
Framework, our goal is to ensure that Title II food aid will, in collaboration with all
foreign assistance funds in each couniry context, have an immediate impact - saving lives
and protecting livelihoods — while also contributing to longer term objectives, such as
enhancing community and household resilience to shocks and reducing future emergency
food aid needs.

In reviewing the performance of Title II food aid and considering the new Farm Bill, [
would like to focus this discussion on two main areas: 1) the changing world situation
and context for the Title II food aid program; 2) how we can improve overall efficiency
and effectiveness of Title II food aid programs within that new context, consistent with
the GAO recommendations.

The Changing World Situation and Context for Food Aid.

Food aid does not exist within a vacuum. Rather, it addresses needs within an
international and local economic and political context, and that context has substantially
shifted in recent years. The new Farm Bill will provide us with an opportunity to address
these changed conditions with a response that will not just prevent hunger and food crises
as they occurred years ago, but as they exist now. To do that, food aid must address two
major trends:

First, the frequency and magnitude and unpredictability of major food crises are
increasing due to growing chronic vulnerability. Devastating wars, civil strife and
natural disasters have often brought in their wake food problems. But over the last five to
ten years, we have seen a significant increase in the numbers of people who are affected
by these events, who face total destitution, a loss of household assets and livelihoods, and
a chronic exposure to even the most minor of these shocks.

Take drought, for example. There have been droughts periodically for thousands of
years. And while they have sometimes been deadly, the communities involved have
generally been able to absorb that shock, restructure their livelihoods, and then begin to
grow again.

But now, droughts in Africa appear to be more frequent. Where they used to come once
every ten or twenty years, they have recently begun appearing several times in a ten-year
period, and more recently still, to possibly as little as every two or three years. With that
level of frequency, a community’s full recovery from a drought is difficult at best. In
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many cases, herders’ animals die and the herder sells still more animals for food, further
shrinking the herd. A farmer who loses his crop and food supply may sell his hoes and
harrows for food, and then hope to find seed to begin again. Each successive drought may
find many communities increasingly characterized by a deeper and more widespread
poverty, deteriorating landscapes, drying lakes and rivers, an ever poorer agricultural
base, no market to sell to or buy from, hampered further by poor governance and
governmental policies.

Over the last decade, we have seen large population groups ~ pastoralists in East Africa,
poor farmers in the Sahel, HIV/AIDS-affected populations in southern Africa — whose
lives and livelihoods are either disappearing, or are at severe risk of destruction.
Continuous and overlapping crises can leave more and more people defenseless,
chronically vulnerable to major food crises that may be triggered by small changes in
rainfall, or food prices, or the rising cost of fuel.

Often, war or civil strife occurs within these same populations, or grows out of the
conditions they live in. Entire generations in some countries have grown up in an
atmosphere of extreme poverty overlaid by civil unrest, if not armed conflict. Portions of
these conflict-ridden societies, like in Sudan and Somalia, subsist by receiving significant
amounts of food aid and other humanitarian support to sustain their poor economies,
perpetually disrupted by poverty, insecurity and war. In Sudan alone, WFP is supporting
the food needs of almost two million internally displaced people (IDPs) in Darfur and
another million of people living near the IDP camps in Darfur who are affected by the
crisis. To date, the U.S. has borne a disproportionate share of this food aid burden,
providing about 475,000 metric tons per year for Sudan and Eastern Chad. Last year the
U.S. contributed half of the assessed food aid needs and over 65 percent of all the food
donated to Sudan.

Second, there is evidence and understanding that food aid alone will not stop
hunger. Today, despite the investments and the progress made over the past 50 years,
globally an estimated 850 million people are still food insecure. While providing food
will feed people today, it will not, by itself, lead to sustainable improvements in the
ability of people to feed themselves. Giving food to people will save lives and address
short term hunger needs, but it will not save livelihoods or end hunger. In cases of
widespread vulnerability, food aid must be used strategically, such as in a national safety
net program, and planned along with other U.S., other donor and other recipient-country
non-food development resources, to attack the underlying causes of food insecurity, such
as lack of rural credit, markets, infrastructure and off-farm job opportunities; or
environmental degradation, poor agricultural productivity, and poor governmental
policies. With respect to Title II non-emergency food aid programs, co-operating
sponsors can monetize some of the food aid commodities that they receive and use the
proceeds to implement activities that support the broader Title 1I food aid program.
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How Can We Improve our Food Aid Programs within that New Context?

Emergency food aid needs are increasing and becoming less predictable, as conflict and
natural disasters afflict and undermine the survival of a growing number of destitute and
chronically food insecure people, who are often subsistence farmers, or herders and
pastoralists. Because of this, food aid programs need to be adapted to these new
conditions. They need to be able to respond more quickly to increasingly more
vulnerable and desperate populations. They must be more effectively aimed at halting the
loss of livelihoods that is the consequence of even small shocks. And they must be
combined with other U.S., other donor, and other recipient-country non-food
development resources so that the multiple causes of vulnerability can be addressed
together. Here are some areas where we are considering improvements to food aid
implementation.

Local Procurement: First, the most important change that the Administration has been
seeking in recent appropriation requests and in the Administration’s Farm Bill proposals,
is the authority to use up to 25 percent of the Title II funds for the local or regional
purchase and distribution of food to assist people threatened by a food crisis.

The long lead-time required to order and deliver U.S. food aid ~ normally up to four
months — means that we often need to make decisions well before needs are known. In
some cases, the need is sudden, such as during a flood or an outbreak of fighting. In
other cases, there is an unanticipated break in the flow of rations to beneficiaries (pipeline
break), or even a short-lived cease fire allowing aid agencies to enter places previously
inaccessible because of security issues where, typically, we find people that have been
cut off from food for some time.

In the case of drought we are also challenged to get food to people on time. There have
been great advances in the ability to predict and track rainfall, undertake post-rain harvest
assessments, and follow changing prices, resulting in better early warning. While we can
often predict the impact of poor rains on crops, it is difficult to predict its impact on the
ability of people to purchase enough food to eat. In the Sahel in 2005, for example,
merely below-average rains and a marginally weak harvest, known well in advance,
resulted in an unexpected major crisis because these conditions were compounded by
unpredictable changes in trade flows among neighboring countries. This drew food away
from regions with very poor populations, causing price spikes and an urgent need for
food aid.

While it is impossible to predict the location and extent of emergencies that would
require local procurement each year, the Administration might have considered using this
authority for the immediate response to Iraq in 2003, to the Asian tsunami in 2004, in
southern Africa and Niger in 2003, in Lebanon in 2006 and in East Africa in 2006 and
2007. We anticipate that purchases would occur in developing countries (in accordance
with the OECD Development Assistance Committee List of Official Development
Assistance recipients).
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Let me assure you that our U.S-grown food will continue to play the primary role and
will be the first choice in meeting global needs. If provided this authority by the
Congress, we would plan to use local and regional purchases judiciously, in those
situations where fast delivery of food assistance is critical to saving lives.

We ask that you seriously consider our proposal and the critical role this authority could
play in saving lives of the most vulnerable populations. We are willing to work with you
to address your concerns in order to move forward to provide for urgent needs.

Strengthening Assessments: Accurate assessments and well-targeted use of food aid are
critical for responsible food aid. USAID is therefore giving considerable on-going
attention to working with the WFP and partner PVOs to assist them in strengthening
emergency food needs assessment and response systems and capabilities. Specifically,
USAID is actively involved with other donors in providing guidance to WFP at the
Executive Board on policy and program topics related to emergencies, providing
technical and advisory input to the UN “Strengthening Emergency Needs Assessment
Capacity” (SENAC) activity, and providing resources to strengthen the assessment
capacities of P.L. 480 Title Il partner non-governmental organizations. USAID fully
supports the GAO recommendation to enhance needs assessment methodologies and
donor and host government collaboration; and can use and is using WFP, SENAC, the
USAID Famine Early Warning System (FEWSNET) and other mechanisms to do so.

Pre-positioning Emergency Food Aid: To help reduce the response time needed, for
many years, USAID has pre-positioned processed food aid, both at U.S. ports and
overseas. These efforts have been very successful. Pre-positioning processed food in
warehouses not far from major emergency areas allows us to get this food to the
beneficiaries at risk of starvation faster. Over 60% of the processed food sent to the pre-
position sites overseas is redirected to meet unanticipated emergency needs and never
makes it to the pre-position warehouses. While pre-positioning could usefully be
expanded, the current Farm Bill has a ceiling on how much can be spent on pre-
positioning. There are also significant logistical and other limits to pre-positioning food
aid. For example, processed foods are the main commodities that can be successfully
stored near emergencies. In addition, there are severe limits to the availability, cost, and
quality of warehouse space and services near major emergencies, and problems certifying
the condition of food withdrawn from these warehouses. Consistent with the GAO
recommendation, we will examine the long-term costs and benefits of pre-positioning.
But, while we want to expand pre-positioning, we do not expect to be able to do much
more than we are currently. To be clear, pre-positioning is not a substitute for local
procurement authority, particularly given the limits to pre-positioning with respect to the
amount and types of commodities that can be stored, as well as speed.

Bill Emerson Humanitarian Trust: The Administration needs to ensure that it responds
appropriately to major food aid emergencies. The primary means of funding large,
unanticipated emergency food aid needs is the Bill Emerson Humanitarian Trust (BEHT).
The BEHT is an important resource that assists the U.S. to meet major urgent
humanitarian food aid needs. The BEHT complements Title IT by providing resources to
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address unanticipated emergency food aid needs. However, one concern is that the
releases from the BEHT have exceeded the statutory limit on its annual replenishment.
As aresult, the BEHT as a resource is shrinking.

Prioritization: In 2005, USAID issued a new Food Aid Strategic Plan for 2006 - 2010.
This plan seeks to make the best use of Title I food aid resources by allocating resources
to the most vulnerable people in order to help build resiliency and enable them to
withstand the next drought or flood and, therefore, decrease dependency on food aid in
the future.

We are strategically focusing the food aid resources available for non-emergency
programs on the most food insecure countries. Resources that were historically spread
across over 30 countries will be concentrated in about half as many countries in order to
achieve maximum impact. Through addressing the most pressing food security needs
with focused resources (especially in the countries that continue to need emergency food
aid) we will work to reduce the need for emergency food aid over time.

To address the underlying causes of food insecurity in these priority countries, we need to
increase integration of Title II and other funding sources in programming. For example,
in Haiti USAID uses Child Survival and Health funds to train health care workers to
monitor the growth of young children who are receiving food aid under the Title 11
program. In Mozambique, Development Assistance funds are used, in conjunction with
Title II funds, to support road rehabilitation and help farmers get their products to market
more quickly and for fair prices.

Integration: Under the U.S. Foreign Assistance Framework, USAID and the State
Department are working to integrate all foreign assistance resources toward a number of
objectives designed to set a given country on a sustainable path towards development.
We have wrapped funding, goals, and performance indicators into one system that will be
able to tell you who is spending the money, what it is being spent on, and what we expect
to get from spending it. This information will come together in an annual Operational
Plan submitted to Washington for each country where foreign assistance funds are
provided. For the first time, starting with FY2007 funds, Title Il non-emergency
programs will be integrated in country programs to achieve maximum impact. By
bringing U.S. foreign assistance resources together in a strategic and integrated fashion,
the U.S. Foreign Assistance Framework allows the U.S. Government to implement more-
effective and multi-sectoral interventions that address the overlapping themes of poverty
and hunger and the underlying factors that cause them, country by country. Programs are
thus more comprehensive in scope and complementary in nature, with food aid serving as
only one tool of many working together to address the chronic causes of poverty and
hunger in the most food-insecure countries.

Rationalizing Program Expenses: As we focus on the most food-insecure countries and
integrate food aid programs with other programs focused on food insecurity objectives,
we need to review our own regulations on non-~food resources, such as 202(e) authority,
to ask whether it needs updating. There was a time when the distinction between two
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main non-freight authorities — internal transport, storage and handling (ITSH), on the one
hand, and 202(e) administrative expenses on the other — made sense. After all, that latter
category was viewed as overhead that should be limited to ensure that as much food aid
went to beneficiaries as possible. We are considering whether consolidating these
funding authorities would lead to a more streamlined, cost-effective operation by having
needs, and not funding categories, determine expenditures.

Another area of food aid resources that deserves a closer look is monetization. As the
Committee knows, in recent years, monetization has generated a significant amount of
debate both globally and in the U.S. food aid community based on differing views of the
impact that monetization has on local markets and commercial imports. At the same
time, we know that monetization can have development benefits and can be appropriate
for low-income countries that depend on imports to meet their food needs. While the
U.S. Government strongly supports monetization, many in the food aid community are
concerned that monetization may be lost as a tool in the Doha World Trade Organization
negotiations and continue to press for its use. Others are prepared to look for alternative
means to address the causes of hunger and poverty. FFP agrees with the GAO
recommendation to establish a database on monetization to record costs and proceeds, in
order to inform this debate and seek improvements.

Monitoring: The GAO has recommended that USAID increase the monitoring of Title II
programs in the countries where the food is monetized and distributed. We support the
recommendation to conduct more monitoring. USAID currently uses multiple sources of
funding to cover current monitoring costs for Title I programs. Statutory restrictions in
the use of Title Il resources limit the current leve! of monitoring.

Food Aid Quality: USDA and USAID share the concerns of stakeholders interested in
improving the quality of food aid commodities. Some shared concerns include delays in
updating existing contract specifications, whether current contract specifications resuit in
the acquisition of desired products, and adequate testing procedures.

The quality and formulation of food aid products are crucial to delivering safe,
wholesome products to undernourished populations, particularly vulnerable groups
including infants and young children, women of child-bearing age and people living with
HIV/AIDS. Currently, we are reviewing options to review the nutritional quality and
cost-effectiveness of commodities being provided as food assistance. Our goal will be to
have consultations with nutritionists, scientists, commodity associations, the World Food
Program, the PVO community, and SUSTAIN to make sure all viewpoints are heard. We
want to ensure that the food aid we provide is of the highest caliber to meet the
nutritional requirements necessary to address chronic hunger

Partnership: Finally, I would like to comment on our commitment to increase and
improve our consultative partnership with our partners and to increase public-private
partnerships related to food aid and reducing food insecurity. For example, the Food
Assistance Consultative Group (FACG), mandated in the Farm Bill, has not been as
participative as USAID and our partners would like to see. We plan to propose changes
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to the structure of the FACG in order to improve the consultative nature of discussions
and to focus again on specific issues that should be solved through a broader consultative
process. These changes do not require any legislation.

Food aid programs are complex, and the problems and issues that U.S. food aid must
address are increasingly complex. The Administration is committed to ensuring that Title
I1 food aid is managed in the most efficient and effective manner possible, to decrease
costs, increase impact and continue the 52 years of proud experience in using U.S. food
aid to save lives and protect and improve the livelihoods of vulnerable populations. We
look forward to continued discussions and debates with Congress on how the Farm Bill
can best allow the United States to respond to new food aid challenges to reduce global
hunger and poverty. Thank you.
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Examining the Performance of U.S. Trade and Food Aid Programs

Mr. Chairman and members of the committee, thank you for this opportunity to present CARE's
perspectives on the performance of United States international food assistance programs.
Ensuring that our nation’s food assistance programs achieve success at reducing hunger around
the world is a critical challenge for all of us. CARE shares your commitment to combat hunger by
providing effective and accountable programming wherever it is needed. CARE would like to
express its great appreciation for all the support that Chairman Harkin, Senator Chambliss, the
ranking member from Georgia, CARE's home state, and this Committee have given to programs
using food aid.

CARE has been a cooperating pariner of the Food for Peace program since it was established in
1954. Over the past 53 years, CARE has programmed more than 18,5 million tons of food from
Food for Peace (valued at over $7.4 billion) to reach more than 200 million people. CARE
operates food assistance programs today in twenty-two countries in Africa, Latin America, and
Asia’. In the half-century or so that U.S. food aid programs have existed in their current form, our
work together has helped to save countless lives, and protect and improve the health and well-
being of millions of people living on the edge of disaster. CARE is proud to be a part of this great
effort.

CARE’s approach to food assistance has evolved over the years. We began by focusing on the
provision of food and other assistance to people facing the threat of famine. We still use food in
this way, but we have learned that food resources alone, although valuable, are not enough to
address hunger. To improve people’s lives, we developed multi-year programs that combine food
assistance with other resources. These programs target the neediest people, often before a
humanitarian emergency is apparent. They are designed to address the underlying causes of
hunger and to strengthen poor peoples’ capacity to cope with misfortune.

When it uses food aid, CARE's central focus is on helping poor people overcome hunger. Our
objectives are always to save lives and protect livefihoods - while minimizing any unintended
harmful consequences that might result from the use of food resources.

'In FY 08, CARE will program Title Il non-emergency resources in about 12 countries. This reduction is
primarily due to the Office of Food for Peace’s decision to focus its non-emergency resources in 15
countries. CARE was consulted by the Office of Food for Peace before this decision was made. CARE
supports FFP’s efforts to concentrate its non-emergency programs in those countries that are the most food
insecure.
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CARE strives to use food only when and where it is appropriate?. Well-managed food aid
continues to be an important component of a global strategy to reduce hunger.

While acknowledging the important contribution of U.S. food assistance programs, we also accept
the challenges that we still face, and they are daunting. There are currently approximately 820
miltion undemourished people in the developing world.3 Many of these people are now so poor
that they lack the means to rebuild their lives following natural disasters or other humanitarian
emergencies. These problems are particularly acute in sub-Saharan Africa, where, for at least the
last three decades, hunger has steadily worsened, becoming more widespread and persistent over
time. The growing numbers of highly vulnerable people who have fallen into extreme and
intractable poverty helps to explain the increased frequency and severity of humanitarian
emergencies, and the exploding demand for emergency food aid. In parts of the Horn of Africa, the
Sahel, and southern Africa, events that would not have triggered major humanitarian emergencies
twenty-five years ago do so now.

While humanitarian crises have increased, the funding needed to adequately support food
assistance demands worldwide has declined by nearly half in real terms since 19804. We
recognize that these resource constraints will not be easy to resolve in the current budget
environment. This is why everything possible must be done to improve the efficiency and
effectiveness of food aid practices so that we can achieve the greatest impact possible with the
resources that we have. One important way fo achieve this is to improve the timeliness and
targeting of food aid. Food aid is especially valuable when it arrives on time and reaches the
people who need it most. If it is late or poorly targeted, essential food aid can be wasted. Worse
yet, untimely deliveries and poorly targeted food aid can have unintended, and sometimes harmful,
economic consequences.

With these concerns in mind, CARE recommends several specific changes to current policies
affecting U.S. food assistance programming.

Local Purchase

CARE endorses increasing procurement flexibility in the Title Il program so that food may be
routinely purchased locally or regionally in developing countries. Under the right circumstances,
having a local purchase option can reduce delays and improve program efficiency and
effectiveness, and therefore save lives.

Although local purchase can be a useful fool under the right conditions, this approach must be
undertaken carefully. If not managed properly, local purchase can trigger price spikes that are
harmful to poor people who must purchase food in order to meet their basic needs. This is why we
feel that a carefully monitored pilot program would be a useful way o introduce this innovation.

? CARE-USA, “White Paper on Food Aid Policy”, 2006.

* Food and Agricultural Organization of the United Nations, “The State of Food Insecurity in the World:
Eradicating World Hunger ~ Taking Stock Ten Years After the World Food Summit”, (Rome: FAO
Information Division, 2006)

* Christopher B. Barrett, “The United States Imternational Food Assistance Programs: Issues and Options
for the 2007 Farm Bill", February, 2007,
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Better Strategies are Needed to Provide Cash Resources for Food Security Programs

In addition to direct distribution of food, there is a need for a reasonable level of cash assistance for
complementary activities intended to reduce hunger. Experience has shown that cash-supported
activities are often critical to the success of food programs. Although current law provides authority
for limited cash assistance, CARE recommends that Congress increase the total amount of cash
assistance provided within the Title Il program and consider new strategies on how best to make
those resources available.

Currently, the Title Il program provides three conduits for distributing in-country cash support: (1)
Section 202(e) funds, provided primarily for administrative and operational costs; (2) funding for
Internal Transport, Storage and Handling for logistics-related support; and (3) proceeds from the
sale of monetized commodities made available for costs associated with enhancing the
effectiveness of Title Il programs. The practice of purchasing commodities here in the United
States, shipping those resources overseas, and then selfling them to generate funds for food
security programs is far less efficient than the logical alternative - simply providing cash to fund
food security programs.

As a step towards improving the efficiency and effectiveness of non-emergency food aid programs,
we recommend: {a) increasing Section 202(e) funding levels to at least 25% of the overall Title Il
appropriation; and (b) expanding Section 202(e) flexibility to permit the use of funds to enhance the
effectiveness of program efforts._ Not only would this substantially improve the cost-effectiveness
of non-emergency programs, it would also eliminate a source of unnecessary controversy that
hangs over U.S. food assistance. Economic research supports the view that open market sales of
imported food aid may in some cases create market distortions that are harmful to local farmers,
traders and economies. [t also shows that monetized food tends to displace commercial imports,
both from the U.S. and from other countries. For this reason, monetization became an especially
contentious issue during recent WTO negotiations.

Mr. Chairman, for the reasons just described CARE has made an internal decision to phase out of
monetization. This transition should be completed by the end of fiscal year 2009. In the future,
CARE will confine its use of food aid to emergency and safety net programs that involve targeted
distribution to the chronically hungry.

The Bill Emerson Humanitarian Trust

The Bill Emerson Humanitarian Trust was intended to function as a reserve of food and food-
associated assistance funding that can be drawn upon quickly to address unanticipated, rapid
onset humanitarian crises. Unfortunately, at present the trust is difficult to access and is usually
deployed a last resort, rather than a first response. Two changes would help the trust function as it
was originally intended. First, to make the Trust more accessible, the conditions for releasing food
and funds should be clarified in law. Second, we recommend modifying current law to ensure
replenishment of commodities as part of the normal, annual appropriations process. CARE is
eager to work with the committee to strengthen the statutory provisions affecting the Bill Emerson
Humanitarian Trust in order to make this vital assistance tool as effective as possible.
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Addressing the Underlying Causes of Food Insecurity and Hunger

Chronic hunger is often the result of multiple, deeply rooted causes. In the long term, achieving a
lasting reduction in the incidence of chronic hunger will require: improvements in agricultural
productivity; greater access to information, capital, basic education, health services, and technical
training for the poor; and changes in the status of women and girls. This ambitious list obviously
goes well beyond the mandates set forth in the Farm Bill. Indeed, it is beyond the means of any
single donor government. But this crucial, broader objective is not impossible, and it is fully
consistent with the values of the American people fo help others help themselves.

Addressing the underlying causes of hunger will require setting common goals and promoting
coordinated action across programs and agencies, as well as with national governments,
implementing partners and other donors. Within the U.S. government, there are several such
initiatives underway. One example that CARE has direct experience with is Ethiopia’s Productive
Safety Net Program. Under this program, multiple donors, including the United States, engage in
coordinated planning and action. All are working toward a common goal to reduce levels of food
insecurity in a country where conditions for its poor have not improved, in spite of extraordinary
levels of food aid since the 1980s. While food aid plays an important role, the program does not
rely on food aid alone. Program objectives include building infrastructure, expanding markets,
diversifying and expanding the assets of poor households, and increasing the Government of
Ethiopia’s capacity to provide sustainable safety nets for chronically vulnerable citizens. We ask
the Chairman and Committee members to consider this example as an encouraging model for
coordinated action.

In closing, we must push ourselves to make food aid a more effective tool for reducing poverty and
hunger.

CARE welcomes this opportunity to communicate our perspectives on U.S. food assistance policy
at this important moment in the Committee’s work. The intolerable crisis of 820 million hungry
people worldwide represents a moral and ethical challenge to us all. But with your help, Mr.
Chairman, | am convinced that we have both the will and the means to make a difference. CARE
looks forward to working with the Committee in the months ahead to further strengthen the U.S.
response to the problem of international hunger.

Mr. Chairman and members of the committee, thank you again for the opportunity to present our
views. | look forward to answering your questions
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White Paper on Food Aid Policy
CARE-USA

CARE International Vision:

We seek a world of hope, tolerance and social justice, where poverty has been overcome
and people live in dignity and security. CARE International will be a global force and a
partner of choice within a worldwide movement dedicated to ending poverty. We will
be know everywhere for our unshakeable commitment to the dignity of people.

June 6, 2006
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Food aid has indisputably assisted and, in many cases, saved the lives of millions of people in
the half-century or so that it has existed in its current form. CARE has long been associated
with food distribution programs and can be justifiably proud of some of the accomplishments
achieved through food aid programming in assisting poor, vulnerable, and crisis-affected
people throughout the world. CARE believes that, if it is well managed, food aid continues
to be an important component of a global strategy to reduce vulnerability and food insecurity.
At the same time however, it is clear that many of the practices of procurement, distribution
and management of food aid—as well as the politics of allocating resources for food aid—are
not always compatible with the CARE International Vision and Mission Statement, adopted
by the organization in 2001.

This paper is part of an ongoing effort to ensure that CARE-USA’s policies for use of food
resources are aligned with the organization’s vision, mission and programming principles. In
reviewing our policies, the CARE has sought to develop an understanding of the challenges and
trends associated with food aid; to identify key policy options and their potential risks and
implications; and to outline strategic directions that will position CARE to use food resources
even more effectively. This paper briefly summarizes our analyses, options and directions.

Rationale for CARE’s Food Policy Review

Recent analysis has shown that under some circumstances food aid can harm local production
and markets, undermining long-term food security. Studies have also shown that food aid is
often not the most efficient use of resources for alleviating poverty. These findings oblige
CARE to review our food aid policies and management practices in order to ensure that our
strategies and practices are consistent with our goals and values.

Food aid has recently become the focus of important policy debates in the US and abroad:

. Many features of the current system of food aid management have been
challenged in the current round of trade negotiations at the World Trade
Organization (WTO).

. In Washington, budget constraints in a time of increased demand for emergency
food aid have resulted in inadequate funding, particularly for non-emergency food
aid.

. The authorizing legislation for US food aid—the Farm Bill—is soon to be
renegotiated in Washington. The legislative process will provide another arena
for debate about food aid.

These factors have important implications for how CARE approaches humanitarian response
and other programs using food resources. They may also have important operational and
budgetary consequences for some of our country offices.

In short, the rules of the game are changing with regard to food aid. CARE’s Food Policy
Review is part of its effort to actively engage in the food policy debate in order to encourage
the evolution of food aid management towards being a more flexible and appropriate
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resource, while also being aware of the possible consequences of changes in food aid on our
policies, programming, and budgets.

Principles for Food Aid Management

CARE adheres to its own six Programming Principles in all of its operations’, but specifically
two principles guide our use of food resources:

1. When it uses food aid, CARE’s central focus is on helping poor and vulnerable people
overcome food insecurity and vulnerability. Our objectives are to save lives, protect
livelihoods, reduce vulnerability, and address underlying causes of poverty—while
monitoring for and minimizing any potential harm from using the resource.

2. CARE is committed to maximizing efficiency and impact, and minimizing unintended
harmful consequences. CARE will use food aid only when and where it is appropriate. In
CARE’s view, appropriate roles for food aid include emergency response programs,
safety pet (asset protecting) programs, and a more limited role in asset building
programs. CARE takes responsibility for managing food aid appropriately and will:
¢ Improve its understanding of local markets and patterns of vulnerability, so that it can
make appropriate food aid management decisions.

o Target the right kind of assistance to the right people at the right time and in the right
place.

e Ensure that when food is used, appropriate non-food complimentary requirements are
also met.

* Ensure the flexibility to choose between food and other resources depending on local
conditions. CARE will actively advocate for this flexibility with donors.

» Follow appropriate, internationally-accepted guidelines and codes of conduct,
including the SPHERE Guidelines and the NGO Code of Conduct on Food Aid and
Food Security.

Specific Policy Decisions

In its food aid review, CARE USA has focused on four major policy areas that affect the
overall effectiveness of the food aid system and have potential implications for CARE
programs. These are: local and regional purchases of food; monetization; US Department of
Agriculture (USDA) programs; and international trade, agricultural subsidies and food aid.
After careful analysis, the following decisions have been made:

1. Local/Regional Purchase

CARE supports making funding available to purchase food locally or regionally in
developing countries. The two main justifications for local and regional purchases of food
supplies are (i) to reduce costs, delays and market distortions brought about by “tying” food
aid to domestic procurement programs in the donor country and (ii) to increase procurement
flexibility while providing economic opportunities for small farmers in countries where
purchases are made.

! CARE’s Programming Principles are: Promote empowerment; Work with partners; Ensure accountability and
promote responsibility; Address discrimination; Promote non-violent resolution of conflicts; and Seek
sustainable results.
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CARE recognizes that local purchase is a complex undertaking. A greater understanding of
local markets and potential risks and unintended consequences is necessary before engaging
in local purchase on a significant scale. CARE will support efforts to increase the provisions
for local purchase in donors’ budgets. Some donors (especially the European Commission
(EC) and Canada) have already moved towards more local/regional procurement.

Our reasoning:

1. Currently, most food aid (including virtually all US food aid) must be sourced from the

donor country (i.e. in WTO language, it is “tied aid”). This means that:

e Food aid deliveries can be slow and expensive. The average time for delivery of Title
II emergency food aid from call forward to arrival in-country is five months.

¢ Food aid is nominally tied to the export and surplus disposal objectives of the
exporting country.

e Imported food aid can cause commercial displacement, causing harm to traders and
local farmers.

» The cost of tied food aid has been shown to be significantly higher—in many cases
30-50% higher—than alternative, non-tied sources of food aid.”

2. The local purchase option will increase procurement flexibility. In countries {or regions)
where food supplies are adequate and where markets function properly, shifting from
imported food aid to local purchase has the potential to significantly reduce delays and
delivery costs. It can also provide important economic opportunities for small farmers in
countries where food purchases are made. However, certain caveats need to betaken into
consideration:

s Most humanitarian organizations have only recently begun to experiment with local
purchase. Experiences to date are still being assessed, and no broad consensus has yet
emerged about when to resort to local/regional purchase and how to best manage it.

o It is clear that local purchase is a complex undertaking. It brings significant
operational challenges and risks, as does the use of imported food aid.

¢ The appropriateness of local purchase will depend on various factors, including highly
variable local market conditions.

s If not managed properly, local purchase can cause harm. Of particular concern is the
possibility that local purchase, in places where markets do not function effectively,
will trigger price spikes for basic food stuffs. Surging prices can be very harmful to
poor people who must purchase food in order to meet their basic needs. New
analytical procedures are required to predict and monitor the impact of local and
regional purchases

2. Monetization.

By September 30, 2009, CARE will transition out of monetization -- that is, the sale of food
aid to generate cash for humanitarian programs. The only exceptions will be where it can be
clearly demonstrated that monetization can be used to address the underlying causes of
chronic food insecurity and vulnerabilities with reasonable management costs and without
causing harm to markets or local production. CARE will use monetization only when it is
sure that the food which is monetized reaches vulnerable populations and has effective

2 OECD (2005) “The Development Effectiveness of Food Aid: Does Tying Matter?” Paris: OECD.
4
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targeting of poor people with limited purchasing power. This will result in minimum or no
displacement of domestic production.

CARE’s transition away from monetization will take into consideration the project cycle in
our couniry offices, replacement of lost revenue by alternative sources, and any other
adjustments needed in our country offices and headquarters. It also means that all country
offices submitting Multi-Year Activity Plans (MYAPs) for USAID/Food for Peace in the
current fiscal year will need to ensure that their programs do not have a monetization
component after September 30, 2009.

CARE recognizes that the elimination of monetization will probably lead to a reduced stream
of cash resources for some country offices. CARE will seek ways to replace some
monetization proceeds, in part, by advocating for the conversion of monetization funds to
cash accounts and for the allocation of additional resources to address underlying causes of
food insecurity.

CARE will advocate the adoption of a principled approach by the US Government and
Private Voluntary Organizations (PVOs) that addresses the potential harm to markets and
local production as well as the high management costs associated with monetization.

Our reasoning:

For many years, monetization has been a useful source of funding for programming to
protect and enhance the livelihoods of poor people. However, there are three major
problems with monetization:

1. Experience has shown that monetization requires intensive management and is fraught
with risks. Procurement, shipping, commodity management, and commercial
transactions are management intensive and costly. Experience has shown that these
transactions are also fraught with legal and financial risks.

2. Monetization is economically inefficient. Purchasing food in the US, shipping it
overseas, and then selling it to generate funds for food security programs is far less
cost-effective than the logical alternative — simply providing cash to fund food
security programs.

3. When monetization involves open-market sale of commodities to generate cash,
which is almost always the case, it inevitably causes commercial displacement. It can
therefore be harmful to traders and local farmers, and can undermine the development
of local markets, which is detrimental to longer-term food security objectives.

3. US Department of Agriculture (USDA Programs)

Most of the food resources programmed by CARE come from the PL 480 Title II (USAID/
Office of Food for Peace). Occasionally, CARE has utilized other resources, managed by the
USDA, including food resources from Title 1 and Section 416b, whose stated objective is to
support US farmers, and Food for Progress, whose stated purpose is to promote free
enterprise and competition in agricultural economies.
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CARE takes the position that food aid should not be used to enable a donor to establish an
unfair commercial advantage and must not create disincentives to local production and
markets. CARE believes two USDA programs, Title I (concessional sales) and Section 416
(b) (surplus disposal) are inconsistent with its position and therefore will phase out of
participation in these programs. Regarding a third program, Food for Progress, CARE’s
stance is more complex. In many contexts, the goal of Food for Progress Programs is
compatible with CARE’s focus on addressing the underlying causes of poverty. However, in
recent years past, some of the food aid provided under Food for Progress has come from Title
I or Section 416(b), and much of it has been monetized. CARE will not accept Food for
Progress Resources that originate from those resources; nor will CARE monetize from this
{or any other) program.

In practice, these policies are likely to mean that CARE will receive little support from Food
for Progress.

Qur reasoning:

1. The USDA food programs under Title 1 and Section 416b: Title | programs involve
concessional (subsidized) sales of food for the stated purpose of promoting export
market development for US goods. Section 416b programs involve disposal of
surplus production.

» Evidence shows that these programs actually have no measurable effect either as
strategies to promote the development of export markets or as price support
mechanisms.

e However, tying food aid to domestic agricultural priorities makes it difficult to
maximize the cost-effectiveness and minimize the unintended harmful
consequences of food aid.

2. Food for Progress: While the goal of this is broadly compatible with CARE’s focus on
the underlying causes of poverty:
* Some of the resources programmed under Food for Progress come from Title 1
and Section 416b.
» Much of the food aid programmed under Food for Progress is monetized.

4. International Trade, Agricultural Subsidies and Food Aid

Generally, CARE supports free and fair trade as far as it does not increase food insecurity and
vulnerability of poor and marginalized populations. By focusing on the impact of that trade
liberalization, CARE believes that it can make an important contribution in this area to the
trade debate. Of particular interest is the possibility that the proposed reduction of agricultural
subsidies and trade barriers may be linked to reform of the food aid system, a development
that could lead to the elimination of safety nets at a time of rising commodity prices, thus
causing the erosion of poor people’s purchasing power and access to food.

CARE will enhance its capacity to understand how the poor are likely to be affected by trade
liberalization. In order to do this, it will build on and improve CO capacity to document and
analyze patterns of vulnerability and to assess the impact of changes in trade policy. It will also
work in partnership with research organizations that have expertise in economic analysis and
vulnerability assessment. Finally, it will carry out a series of case studies in a small number of
countries to document the effects of trade liberalization on poor people.



89

Our reasoning:

Current debates about food aid are, to some degree, linked to a much larger discussion about
international trade and agricultural subsidies. In the Doha Round negotiations of the WTO,
European negotiators have demanded stringent restrictions against tied food aid, in-kind food
aid, and non-emergency food aid (including monetization) in exchange for substantial
reductions in European agricultural subsidies. In short, achieving dramatic reductions in
agricultural subsidies may in the end be offset by dramatic changes in the way food aid is
currently organized and managed.

The potential impacts of these policy changes are complex. A significant reduction of
agricultural subsidies in developed nations is expected to cause international agricultural
commodity prices to rise. Broadly speaking, this trend will lead to uneven development,
producing economic opportunities for some and harmful consequences for others. The rise of
commodity prices is expected to create economic opportunities for households, firms and
countries that produce and sell agricultural commodities. At the same time, households and
countries that must purchase food in order to meet basic needs will have to cope with rising
commodity prices. This can be expected to erode purchasing power and deepen patterns of
poverty amongst the urban poor. In rural areas, the impact will be mixed. Rising commodity
prices can be expected to provide benefits for small farmers and traders. However, many
poor households whose food production is insufficient to meet basic needs may find that a
higher percentage their income must go for food purchases.

Some have argued that reforming the food aid system in exchange for the reduction of
agricultural subsidies is a good deal for poor farmers. Others have pointed out that
eliminating subsidies will cause hardship for poor people who purchase food, and that linking
the reform of the food aid system to economic liberalization would have the effect of
eliminating safety nets precisely at the moment when they are most needed.
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U.S. Agencies Face Challenges to
Improving the Efficiency and
Eftectiveness of Food Aid

What GAO Found

Multiple challenges combine to hinder the efficiency of delivery of U.S. food
aid by reducing the amount, quality, and timeliness of food provided. These
challenges include (1) funding and planning processes that increase delivery
costs and lengthen time frames; (2) transportation contracting practices that
create high levels of risk for ocean carriers, resulting in increased rates; (3)
legal requirements that can result in the awarding of food aid contracts to
more expensive service providers; and {4) inadequate coordination between
U.S. agencies and food aid stakeholders in systematically addressing food
delivery problems, such as spoilage. U.S. agencies have taken some steps to
address timeliness concerns. USAID has been stocking or prepositioning
food commodities domestically and abroad and USDA has implemented a
new transportation bid process, but the long-term cost effectiveness of these
initiatives has not yet been measured.

Selected Trends in U.S. Food Aid, Fiscal Years 2002 to 2006
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Given limited food aid resources and increasing emergencies, ensuring that
food reaches the most vulnerable populations—such as poor women who
are pregnant or children who are malnourished—is critical to enhancing its
effectiveness. However, USAID and USDA do not sufficiently monitor the
effectiveness of food aid programs, particularly in recipient countries, due to
limited staff, competing priorities, and restrictions in the use of food aid
resources. For example, although USAID has some non-Title I staff assigned
to monitoring, it had only 23 Title ll-funded staff assigned to missions and
regional offices in just 10 countries to monitor programs costing about $1.7
billion in 55 countries in fiscal year 2006, As a result of such limitations, U.S.
agencies may not be sufficiently accomplishing their goals of getting the
right food to the right people at the right time.

United States Government Accountability Office
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Chairman Harkin, Ranking Member Chambliss, and Members of the
Commmittee:

1 am pleased to be here today to discuss ways to improve the efficiency
and effectiveness of U.S. food aid. The United States is the largest provider
of food aid in the world, accounting for over half of all global food aid
supplies intended to alleviate hunger and support development in low-
income countries. Since its last reauthorization of the Farm Bill in 2002,
Congress has appropriated an average of $2 billion per year in annual and
supplemental funding for U.S. international food aid programs, which
delivered an average of 4 million metric tons of agricultural commodities
per year. In 2006, U.S. food aid benefited over 70 million people through
emergency and development-focused programs, However, about 850
million people in the world are undernourished in 2007—a number that
has remained relatively unchanged since the early 1990s, according to
United Nations (UN) Food and Agriculture Organization (FAO) estimates.!
Furthermore, the number of food and humanitarian emergencies has
doubled from an average of about 15 per year in the 1980s to more than 30
per year since 2000, due in large part to increasing conflicts and natural
disasters around the world. Despite growing demand for food aid, rising
transportation and business costs have contributed to a 43 percent decline
in average tonnages delivered over the last 5 years. For the largest U.S.
food aid program, Title II of the Food for Peace program, these costs now
account for approximately 65 percent of expenditures, highlighting the
need to maximize the efficiency and effectiveness of U.S. food aid.

My testimony is based on a report that we expect to issue in April 2007.
Today, 1 will primarily focus on the need to improve the efficiency of
delivery of U.S. food aid. I will also focus on the importance of efforts to
monitor U.S. food aid programs in order to enhance their effectiveness. In
addition to these issues, our April report will address monetization,
assessments, targeting, and commodity quality and nutritional standards.

’Accordjng to FAQ's 2006 The State of Food and Agriculture report, conditions m Asia have
improved while those in Africa have worsened.

“While we acknowledge that commodity prices also affect tonnages, there has been no

clear trend in total average commodity prices for food aid programs from fiscal year 2002
to fiscal year 2006,

GAO-07-616T
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We conducted the work for the forthcoming report and this testimony
between April 2006 and March 2007 in accordance with generally accepted
U.S. government auditing standards.

Summary

Multiple challenges combine to hinder the efficiency of delivery of U.S.
food aid by reducing the amount, timeliness, and quality of food provided.
These challenges include

funding and planning processes that increase delivery costs and lengthen
time frames. These processes make it difficult to time food procurement
and transportation to avoid commercial peaks in demand, often resulting
in higher prices than if such purchases were more evenly distributed
throughout the year.

fransportation and contracting practices that differ from commercial
practices and create high levels of risk for ocean carriers, increasing food
aid costs. For example, food aid transportation contracts often hold ocean
carriers responsible for costly delays that may result when food aid cargo
is not ready for loading onto an ocean vessel, or when a destination port is
not ready to receive cargo. Ocean carriers factor these costs into their
freight rates, driving up the cost of food aid.

legal requirements that result in the awarding of food aid contracts to
more expensive providers and contribute to delivery delays. For example,
cargo preference laws require 75 percent of food aid to be shipped on U.S.-
flag carriers, which are generally more costly than foreign-flag carriers.
The Department of Transportation (DOT) reimburses certain
transportation costs, but the sufficiency of these reimbursements varies.

inadequate coordination between U.S. agencies and stakeholders in
tracking and responding to food delivery problems. For example, while
food spoilage has been a long-standing concern, the U.S. Agency for
International Development (USAID) and the U.8. Department of
Agriculture (USDA) lack a shared, coordinated system to systematically
track and respond to food quality complaints.

However, to enhance the efficiency of delivery of food aid, U.S. agencies
have taken measures to improve their ability to provide food aid on a more
timely basis. Specifically, USAID has been stocking food commaodities, or
prepositioning them, in Lake Charles (Louisiana) and Dubai (United Arab
Emirates) for the past several years and is in the process of expanding this
practice. Additionally, in February 2007, USAID and USDA implemented a
new transportation bid process in an attempt to increase competition and

GAO-07-616T
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reduce procurement time frames. Although both efforts may result in food
aid reaching vulnerable populations more quickly in an emergency, their
long-term cost effectiveness has not yet been measured.

Despite the importance of ensuring the effective use of food aid to
alleviate hunger, U.S. agencies’ efforts to monitor food aid programs in
recipient countries are insufficient. Given limited food aid resources and
increasing emergencies, ensuring that food reaches the most vulnerable
populations, such as poor women who are pregnant or children who are
malnourished, is critical to enhancing its effectiveness and avoiding
negative market impact. However, USAID and USDA do not sufficiently
monitor food aid programs, particularly in recipient countries, due to
limited staff, competing priorities, and restrictions in the use of food aid
resources. For example, although USAID has some non-Title Il staff assigned
to monitoring, it had only 23 Title II-funded staff assigned to missions and
regional offices in just 10 countries to monitor programs costing about $1.7
billion in 55 countries in fiscal year 2006. USDA has even less of a field
presence for monitoring than USAID. As a result, U.S. agencies may not be
sufficiently accomplishing their goals of getting the right food to the right
people at the right time.

In our draft report, which is under review by U.S. agencies, we
recomumend that the Administrator of USAID, the Secretary of Agriculture,
and the Secretary of Transportation take actions to improve the efficiency
and effectiveness of U.S. food aid. These actions include (1) improving
food aid logistical planning; (2) modernizing transportation contracting
practices; (3) minimizing the cost impact of cargo preference regulations
on food aid transportation expenditures; (4) tracking and resolving food
quality complaints systematically; and (5) improving the monitoring of
food aid programs.

USAID, USDA, and DOT reviewed a draft of this testimony statement and
provided us with oral comments, including technical comments that we
have incorporated as appropriate. We also provided DOD, State, FAQ, and
WFP an opportunity to provide technical comments, which we have
incorporated as appropriate.

Background

Food aid comprises all food-supported interventions by foreign donors to
individuals or institutions within a country. It has helped to save millions

GAOQ-07-816T
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of lives and improve the nutritional status of the most vulnerable groups,
including women and children, in developing countries. Food aid is one
element of a broader global strategy to enhance food security’ by reducing
poverty and improving availability, access to, and use of food in low-
income, less-developed countries. Donors provide food aid as both a
humanitarian response to address acute hunger in emergencies and as a
development-focused response to address chronic hunger. Large-scale
conflicts, poverty, weather calamities, and severe health-related problems
are among the underlying causes of both acute and chronic hunger.

Countries Provide Food
Aid through In-Kind or
Cash Donations, with the
United States as the
Largest Donor

Countries provide food aid through either in-kind donations or cash
donations for local procurement. In-kind food aid is food procured and
delivered to vulnerable populations,’ while cash donations are given to
implementing organizations for the purchase of food in local markets. U.S.
food aid programs are all in-kind, and no cash donations are allowed under
current legislation. However, the Administration has proposed legislation
to allow up to 25 percent of appropriated food aid funds for purchase of
commodities in locations closer to where they are needed. Other {food aid
donors have also recently moved from providing less in-kind to more or all
cash donations for local, regional, or donor-market procurement. While
there are ongoing debates as to which form of assistance is more effective
and efficient, the largest international food aid organization, the World
Food Program (WFP), continues to accept both.” The United States is both
the largest overall and in-kind provider of food aid, supplying over one-half
of all global food aid.

Most U.S. Food Aid Goes
to Africa

In fiscal year 2006, the United States delivered food aid to over 50
countries, with about 78 percent of its funding allocations for in-kind food
donations going to Africa, 12 percent to Asia and the Near East, 9 percent

*Food security exists when all people at all times have both physical and economic access
to sufficient food to meet their dietary needs for a productive and healthy life.

*In-kind food aid usually comes in two forms: non-processed foods and value-added foods.
Non-processed foods cansist of whole grains such as wheat, corn, peas, beans, and lentils.
Value-added foods consist of processed foods that are manufactured and fortified to
particular specifications, and include milled grains such as cornmeal and bulgur, and
fortified milled products such as Comn Soy Blend (CSB) and Wheat Soy Blend (WSB).

SWFP relies entirely on voluntary contributions to finance its humanitarian and
development projects, and rational governments are its principal source of funding. More
than 60 gov fund the h itarian and development projects of WFP.
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to Latin America, and 1 percent to Eurasia. Of the 78 percent of the food
aid funding going to Africa, 30 percent went to Sudan, 27 percent to the
Horn of Africa, 17 percent to Southern Africa, 14 percent to West Africa,
and 12 percent to Central Africa.

Emergencies Represent an
Increasing Share of U.S.
Food Aid

Food aid is used for both emergency’ and non-emergency purposes. Over
the last several years, the majority of U.S. food aid has shifted from a non-
emergency to an emergency focus. In fiscal year 2005, the United States
directed approximately 80 percent or $1.6 billion of its $2.1 billion
expenditure for international food aid programs to emergencies. In
contrast, in fiscal year 2002, the United States directed approximately 40
percent or $678 million of its $1.7 billion food aid expenditure to
emergency programs (see fig. 1).

“WFP defines emergencies as “urgent situations in which there 1s clear evidence that an
event or series of events has occurred which causes human suffering or imminently
threatens human lives or livelihoods and which the government concerned has not the
means to remedy; and it is 2 demonstrably abnormal event or series of events whick
produces dislocation in the life of a community on an exceptional seale.”

GAO-07-616T
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Figure 1: Emergencies Represent an increasing Share of U.8. Food Ald Funding
from Fiscal Year 2002 to Fiscal Year 2008
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U.8. Food Aid Is Delivered
Through Multiple
Programs with Multiple
Mandates

U.S. food aid is funded under four program authorities and delivered
through six programs administered by USAID and USDA,” which serve a
range of objectives including humanitarian goals, economic assistance,
foreign policy, market development and international trade (see app. 1).*
The largest program, Public Law (P.L.) 480 Title I, is managed by USAID

"The authority for these U.S. international food aid programs is provided through P.L. 480
(the Agricultural Trade Development and Assistance Act of 1954, as amended, 7 USC § 1701
et seq.); the Food for Progress Act of 1985, as amended, 7 USC § 17360; section 416(b) of
the Agriculinral Act of 1949, as amended, 7 USC § 1431; and the Farm Security and Rural
Investment Act of 2002 (P.L. 107-171). Punding sources for 1.8, internationa? food
assistance other than these six USAID- and USDA-adnuristered food aid programs include
(1) the Famine Fund and (2) State’s Bureau of Population, Refugees, and Migration, {See
app. 1 for a description of these sources of funding.)

See GAO, Food Ald- Experience of U5, Py S ities for

o4
Improvement, GAO-02-801T (Washington, D.C.0 June 4, 2602).
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and averaged approximately 74 percent of total in-kind food aid
allocations over the past 4 years, most of which funded emergency
programs (see fig. 2). In addition, P.L. 480, as amended, authorizes USAID
to preposition food aid both domestically and abroad with a cap on
storage expenses of $2 million per fiscal year.

Figure 2: Average Shares of Total Funding for U.8. Internationat Food Aid by
Program Authority from Fiscal Year 2002 to Fiscal Year 2006 (Dollars in Millions)
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Sovrce GAQ analysis of USAID and USDA data
*This includes the Bill Emerson Humanitarian Trust.

U.S. food aid programs also have multiple legislative and regulatory
mandates that affect their operations. One mandate that governs U.S. food
aid transportation is cargo preference, which is designed to support a U.S.-
flag commercial fleet for national defense purposes. Cargo preference
requires that 75 percent of the gross tonnage of all government-generated
cargo be transported on U.S.-flag vessels. A second transportation
mandate, known as the “Great Lakes Set Aside,” requires that up to 25
percent of total food aid tonnage be allocated to Great Lakes ports each
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month.f Other mandates require that a minimum of 2.5 million metric tons
of food aid be provided through Title II programs, and that of this amount,
a “sub-minimum” of 1.825 million metric tons be provided for non-
emergency programs.” (For a summary of congressional mandates for P.L.
480, see app. 1)

Multiple U.S. Government
Agencies and Stakeholders
Participate in U.S. Food
Aid Programs

U.S. food aid programs involve multiple U.S. government agencies and
stakeholders. For example, USAID and USDA administer the programs,
USDA’s Kansas City Commodity Office (KCCO) manages the purchase of
all commodities, and the U.S. Maritime Administration (MARAD) of DOT
is involved in supporting their ocean transport on U.S. vessels, These and
other government agencies coordinate food aid programs through the
Food Assistance Policy Council, which oversees the Bill Emerson
Humanitarian Trust, an emergency food reserve." Other stakeholders
include donors, implementing organizations such as WFP and NGOs,
agricultural commodity groups, and the maritime indusiry. Some of these
stakeholders are members of the Food Aid Consultative Group, which is
led by USAID's Office of Food for Peace and addresses issues concerning
the effectiveness of the regulations and procedures that govern food
assistance progrars.

Multiple Challenges
Hinder the Efficiency
of Delivery of U.S.
Food Aid

Muitiple challenges reduce the efficiency of U.S. food aid, including
iogistical constraints that impede food aid delivery and reduce the amount,
timeliness, and quality of food provided. While agencies have tried to
expedite food aid delivery in some cases, the majority of food aid program
expenditures is on logistics, and the delivery of food from vendor to village
is generally too time-consuming to be responsive in emergencies, Factors

°P.L. 104-239, 110 Stat. 3138. See GAQ, Maritime Securily Fleet: Many Factors Determine
Impact of Potential Limits on Food Aid Shipments, GAO-04-1065 (Washington, D.C.: Sept.
13,2004).

“Due Lo increasing emergency food aid needs, USAID has not met this sub-minimura
requirement since 1995 and has regularly requested and received a waiver from Congress,

"The Bill Emerson Humanitarian Trust, a reserve of up 1o 4 million metric tons of grain,
can be used to help fulfill P.L. 480 food aid commitments to meet unanticipated emergency
needs in developing countries or when U.S. domestic supplies are short. The Secretary of
Agriculture authorizes the use of the Trust in consultation with the Food Assistance Policy
Council, which includes senior USAID representatives. The Trust, as presently constituted,
was enacted in the 1998 Africa Seeds of Hope Act (P.L. 105-385) and repiaced the Food
Security Wheat Reserve of 1980.
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that increase logistical inefficiencies include uncertain funding and
inadequate planning; transportation contracting practices that
disproportionately increase risks for ocean carriers (who then factor those
risks into freight rates); legal requirements; and inadequate coordination
to systematically track and respond to logistical problems, such as food
spoilage or contamination, While U.S. agencies are pursuing initiatives to
improve food aid logistics, such as prepositioning food commodities, their
long-term cost effectiveness has not yet been measured.

Food Aid Procurement and
Transportation are Costly
and Time-Consuming

Transportation costs represent a significant share of food aid
expenditures. For the largest U.S. food aid program (Title IT),
approximately 65 percent of expenditures are on inland transportation (to
the U.S. port for export), ocean transportation, in-country delivery,
associated cargo handling costs, and administration. According to USAID,
these non-commodity expenditures have been rising in part due to the
increasing number of emergencies and the expensive nature of logistics in
such situations. To examine procurement costs (expenditures on
commodities and ocean transportation)® for all U.S. food aid programs, we
obtained KCCO procurement data for fiscal years 2002 through 2006.
KCCO data also suggest that ocean transportation has been accounting for
a larger share of procurement, costs with average freight rates rising from
$123 per metric ton in fiscal year 2002 to $171 per metric ton in fiscal year
2006 (see fig. 3).” Further, U.S. food aid ocean transportation costs are
relatively expensive compared with those of some other donors. WFP
transports both U.S. and non-U.8. food aid worldwide at reported ocean
freight costs averaging around $100 per metric ton— representing less
than 20 percent of its total procurement costs.” At current U.S. food aid

Pniand transportation costs are included in commodity and ocean transportation
contracts.

1 addition to rising fuel prices and greater global demand for shipping, one factor
contributing to the rise in freight rates is the rising share of U.S. tonnage sent to Africa,
which had a slightly higher average cost of $180 per metric ton in 2606.

“World Food Program, WFP in Statistics, July, 2008 and Review of Indirect Support Costs
Rate, Report WFP/DB/A.2006/6-C1 (Rome, Jtaly: May 2006).
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budget levels, every $10 per metric ton reduction in freight rates could
feed about 1.2 million more people during a typical hungry season.”

-
Figure 3: U.S. Food Aid Ocean Transportation Costs

Percontags of tols procurement costs Cost partan (115, doltsrs)
“ "

* Cost per i 150
|

o
FY2002  FY2003 Y2004  FY2008  FY2008

Fiacsl year

‘Green teansgoriaton costs 55 & percent of
total procurement costs

ground transport cantainers 06080 transport  E—er warehouse

Saurzes GAQ ansiyus of Kaneds Oty Commadey Office data shotos (GAO)

Note: Total procurement costs include commeodity and ocean fransporiation costs. Costs incurred o
transpon the cargo to the U.S. port for export are included in the commodity and ocean transportation
costs, dependent on contract terms.

Delivering U.S. food aid from vendor to village is also a relatively time-
consuming task, requiring on average 4 to 6 months, Food aid purchasing

“In this testimony, we use USAID's estimate that 1 metric ton can feed approximately 1,740
people per day. Given that the current average U.S. program cost for 1 metric ton of food
aid is $585, if that average cost had been reduced by $10 per metric ton through a reduction
in ocean transportation freight rates, the fiscal year 2006 food-aid budget could have
funded an additional 62,500 metric t ough to feed approximately 1.2 million people
for a typical peak hungry season lasting 3 months.
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processes and example time frames are illustrated in figure 4. While KCCO
purchases food aid on a monthly basis, it allows implementing partners’
orders to accumulate for 1 month prior to purchase in order to buy in
scale. KCCO then purchases the commodities, receives fransportation
offers, and awards transportation contracts over the following month.
Commodity vendors bag the food and ship it to a U.S. port for export
during the next 1 to 2 months." After an additional 40 to 50 days for ocean
transportation to Africa,” for example, the food arrives at an overseas
port, where it is trucked or railroaded to the final distribution location
over the next few weeks. While agencies have tried to expedite food aid
delivery in some cases, the entire logistics process often lacks the
timeliness required to meet humanitarian needs in emergencies and may at
times result in food spoilage. Additionally, the largest tonnages of U.S.
food aid are purchased during the months of August and September.
Average tonnages purchased during the fourth quarter of the last 5 fiscal
years have exceeded those purchased during the second and third quarters
by more than 40 percent. Given a 6-month delivery window, these
tonnages do not arrive in country until the end of the peak hungry season
(from October through January in southern Africa, for example) in most
cases.”

BKCCO data suggest that there is some variation in the time required from the contract
award date until the commodity reaches a U.S, port for export. For example, for fiscal
years 2002 through 2006, this time period varied from less than 30 days for several
shipments to more than 90 days for several others.

YQcean transportation time frames may include loading and unloading of vessels.
*GAO has previously reported on the poor timing of food aid delivery. See Famine in

Africa: Improving U.S. Besponse Tume for £mergency Relief, GAO/NSIAD-86-56
{Washwington, D.C.: Apr. 3, 1986},
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Figure 4: An

of a UL.S. Food Aid Purchase and Its Delivery from Vendor to Village
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Various Factors Cause
Inefficiencies in Food Aid
Logistics

Funding and Planning
Processes Increase Costs and
Lengthen Time Frames

Food aid logistics are costly and time-consuming for a variety of reasons.
First, uncertain funding processes for emergencies can result in bunching
of food aid purchases, which increases food and transportation costs and
lengthens delivery time frames. Many experts, officials, and stakeholders
emphasized the need for improved logistical planning. Second,
transportation contracting practices—such as freight and payment terms,
claims processes and time penalties—further increase ocean freight rates
and contribute to delivery delays. A large percentage of the carriers we
interviewed strongly recommended taking actions to address these
contracting issues. Third, legal requirements such as cargo preference can
increase delivery costs. Although food aid agencies are reimbursed by
DOT for certain transportation expenditures, the sufficiency of
reimbursement levels varies. Fourth, when food delivery problems arise,
such as food spoilage or contamination, U.S. agencies and stakeholders
lack adequately coordinated mechanisras to systematically track and
respond to complaints.

Uncertain funding processes, combined with reactive and insufficiently
planned procurement, increase food aid delivery costs and time frames.
Food emergencies are increasingly common and now account for 80
percent of USAID program expenditures. To respond to sudden
emergencies—such as Afghanistan in 2002, Iraq in 2003, Sudan, Eritrea,
and Ethiopia in 2005, and Sudan and the Horn of Africa in 2006—U.S.
agencies largely rely on supplemental appropriations and the Bill Emerson
Humanitarian Trust (BEHT) to augment annual appropriations by up to a
quarter of their budget. Figure 5, for example, illustrates that USAID
supplemental appropriations have ranged from $270 million in fiscal year
2002 and $350 million in fiscal year 2006 to over $600 million in fiscal years
2003 and 2005. Agency officials and implementing partners told us that the
uncertainty of whether, when, and at what levels supplemental
appropriations would be forthcoming hampers their ability to plan both
emergency and non-emergency food aid programs on a consistent, long-
term basis and to purchase food at the best price. Although USAID and
USDA instituted multi-year planning approaches in recent years, according
to agency officials, uncertain supplemental funding has caused theru to
adjust or redirect funds from prior commitments.
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Figure 5: Funding for U.S. Food Aid Programs, Annual and Supplemental
Appropriations, Fiscal Year 2002 to Fiscal Year 2006 (Dollars in millions)
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Agencies and implementing organizations also face uncertainty about the
availability of Bill Emerson Humanitarian Trust funds. As of January 2007,
the Emerson Trust held about $107.2 million in cash and about 815,350
metric tons of wheat vatued at $133.9 million——a grain balance that could
support about two major emergencies based on an existing authority to
release up to 500,000 metric tons per fiscal year and another 500,000 of
comimodities that could have been, but were not, released from previous
fiscal years, Although the Secretary of Agriculture and the USAID
Administrator have agreed that the $341 million combined value of
commodity and cash currently held in the trust is more than adequate to
cover expected usage over the period of the current authorization, the
authorization is scheduled to expire on September 30, 2007. Resources
have been drawn from the Emerson Trust on 12 occasions since 1984. For
example, in {iscal year 2005, $377 million from the trust was used to
procure 700,000 metric tons of commodities for Ethiopia, Eritrea, and
Sudan. However, experts and stakeholders with whom we met noted that
the trust lacks an effective replenishment mechanism~withdrawals from
the trust must be reimbursed by the procuring agency or by direct
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appropriations for reimbursement, and legislation establishing the
Emerson Trust capped the annual replenishment at $20 million.”

Inadequately planned food and transportation procurement reflects the
uncertainty of food aid funding. As previously discussed, KCCO purchases
the largest share of food aid tonnage during the last quarter of each fiscal
year. This “bunching” of procurement occurs in part because USDA
requires 6 months to approve programs and/or because funds for both
USDA and USAID programs may not be received until mid-fiscal year
(after OMB has approved budget apportionments for the agencies) or
through a supplemental appropriation. USAID officials stated that they
have reduced procurement bunching through improved cash flow
management.” Although USAID has had more stable monthly purchases in
fiscal years 2004 and 2005, food aid procurement in total has not been
consistent enough to avoid the higher prices associated with bunching.
Higher food and transportation prices result from procurement bunching
as suppliers try to smooth earnings by charging higher prices during their
peak seasons and as food aid contracts must compete with comumercial
demand that is seasonally high. According to KCCO data for fiscal years
2002 through 2006, average commodity and transportation prices were
each $12 to $14 per metric ton higher in the fourth quarter than in the first
quarter of each year.” Procurement bunching also stresses KCCO
operations and can result in costly and time-consuming congestion for
ports, railways, and trucking companies.

While agencies face challenges to improving procurement planning given
the uncertain nature of supplemental funding in particular, stakeholders
and experts emphasized the importance of such efforts. For example, 11 of
the 14 ocean carriers we interviewed cited that reduced procurement
bunching could greatly reduce transportation costs. When asked about

®Additionaily, Congress can appropriate funds to augment the Trust. The Emergency
Wartime Supplemental Appropriations Act, 2008 (Pub. L. 108-11) appropriated $69 million
for that purpose.

®1JSAID has taken steps to improve its management of (1) committed and anticipated cash
outflows for development and emergency programs, prepositioning, and ather accounts;
and (2) anticipated cash inflows from annual and supplemental budgets, DOT
reimbursements, and other carryover accounts. However, according to a KCCO study,
though both USDA and USAID experience an upsurge in purchasing at the end of the year
(particularly in September), USDA’s is more pronounced.

*These figures exclude prices for non-fat dry milk and vegetable oil.
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bunching, agency officials, stakeholders and experts suggested the
following potential improvements:

Improved communication and coordination. KCCO and WFP
representatives suggested that USAID and USDA improve coordination of
purchases to reduce bunching. KCCO has also established a web-based
system for agencies and implementing organizations to enter up to several
years' worth of commodity requests. However, implementing
organizations are currently only entering purchases for the next month.
Additionally, since the Food Aid Consultative Group (FACG) does not
include transportation stakeholders, DOT officials and ocean carriers
strongly recommended establishing a formal mechanism for improving
coordination and transportation planning.

Increased flexibility in procurement schedules. USAID expressed
interest in an additional time slot each month for food aid purchases.
Several ocean carriers expressed interest in shipping food according to
cargo availability rather than through pre-set shipping windows that begin
4 weeks and 6 weeks after each monthly purchase. Although KCCO has
established shipping windows to avoid port congestion, DOT
representatives believe that carriers should be able to manage their own
schedules within required delivery time frames.

Increased use of historical analysis. DOT representatives, experts, and
stakeholders emphasized that USAID and USDA should increase their use
of historical analysis and forecasting to improve procurement. USAID has
examined historical trends to devise budget proposals prepared 2 years in
advance, and it is now beginning to use this analysis to improve timing of
procurement. However, neither USAID nor USDA has used historical
analysis to establish more efficient transportation practices, such as long-
term agreements commonly used by DOD.* Furthermore, WFP is now
using forecasting to improve purchasing patterns through advanced
financing but is unable to use this financing for U.S, food aid programs due
to legal and administrative constraints.

*Several years ago, USAID asked DOD to calculate the cost for a sample set of food aid
shipments using Jong-term transportation agreements managed by DOD. This analysis
indicated a lack of potential savings. However, DOD and DOT officials subseguently found
that the analysis contained flaws and they recommend that a new analysis be conducted.
DOD officials suggested that USAID conduct a pilot program using DOD's Universal
Service Contract. DOT officials indicated that cost savings could be realized if USAID were
t0 manage its own contracts, and that they had offered to assist USAID in doing so. DOT
also provided examples of contracts that would not discourage cargo consolidation or
redyce competition.
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Transportation Contracting
Practices Increase Delivery
Costs and Contribute to Delays

Transporiation contracting practices are a second factor contributing to
higher food aid costs. DOT officials, experts, and ocean carriers
emphasized that commercial transportation contracts include shared risk
between buyers, sellers, and ocean carriers. In food aid transportation
contracts, risks are disproportionately placed on ocean carriers,
discouraging participation and resulting in expensive freight rates.®
Examples of costly contracting practices include:

Non-commercial and non-standardized freight terms. Food aid
contracts define freight terms differently than commercial contracts and
place increased liability on ocean carriers.” For example, food aid
contracts hold ocean carriers responsible for logistical problems such as
improperly filled containers that may occur at the load port before they
arrive. Food aid contracts also hold ocean carriers responsible for
logistical problerms such as truck delays or improper port documentation
that may occur at the discharge port after they arrive. Further, several
carriers reported that food aid contracts are not sufficiently standardized.
Although USAID and USDA created a standard contract for non-bulk
shipments, contracts for bulk shipments (which currently account for 63
percent of food aid tonnage delivered) have not yet been standardized. To
account for risks that are unknown or outside their control, carriers told
us that they charge higher freight rates.

Impractical time requirements. Food aid contracts may include
impractical time requirements, although agencies disagree on how
frequently this occurs. Although USAID officials review contract time
requirements and described them as reasonable, they also indicated that
transportation delays are a common result of poor carrier performance
and the diminishing number of ocean carriers participating in food aid

*Various factors distinguish food aid shi from c¢ ial shi making
freight rates between these activities not directly comparable. Nonetheless, KCCO data
suggest that average food aid freight rates from the Gulf of Mexico to Djibouti, East Africa
were over $150 per ton in 2006, Average commercial freight rates for grain shipments from
these ports were about one-third the price at $55 per ton.

HInternational commercial terms (InCo terms) are internationally accepted terms defining
responsibilities of exporters and importers in shipments. InCo terms define free alongside
ship (“FAS™), for example, as a contract where cargo is placed at the load port under the
seller’s responsibility and any vessel loading charges, freight, and other costs incurred
including “detention and demurrage” (costs for detaining vessel or equipment at a
discharge port longer than specified in the contract) are the buyer's responsibility. For food
aid programs, FAS contracts specify that cargo is loaded and discharged at the carrier's
time, risk, and expense.
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programs.” Several implementing organizations also complained about
inadequate carrier performance. WFP representatives, for example,
provided several examples of ocean shipments in 2005 and 2006 that were
more than 20 days late. While acknowledging that transportation delays
occur, DOT officials indicated that some contracts include time
requirements that are imapossible for carriers to meet. For example, one
carrier complained about a contract that required the same delivery date
for four different ports. When carriers do not meet time requirements, they
must pay costly penalties. Carriers reported that they review contracts in
advance and, where time requirements are deemed implausible, factor the
anticipated penalty into the freight rate.” While agencies do not
systematically collect data on time requirements and penalties associated
with food aid contracts, DOT officials examined a subset of contracts from
December 2005 to September 2006 and estimated that 13 percent of them
included impractical time requirements. Assuming that the anticipated
penalties specified in the contracts analyzed were included in freight rates,
food aid costs may have increased by almost $2 miilion (monies that could
have been used to provide food to an additional 66,000 beneficiaries).

Lengthy claims processes. Lengthy processes for resolving
transportation disputes discourage both carriers and implementing
organizations from filing claims. According to KCCO officials, obtaining
needed documentation for a claim can require several years and disputed
claims must be resolved by the Department of Justice. USAID's Inspector
General reported that inadequate and irregular review of claims by USAID
and USDA has also contributed to delayed resolution.”” Currently, KCCO
has over $6 million in open claims, some of which were filed prior to fiscal
year 2001. For ocean carriers, the process is burdensome and encourages
them to factor potential losses into freight rates rather than pursue claims.
Incentives for most implementing organizations are even weaker given
that monies recovered from claims reimburse the overall food aid budget

#We reported in 2004 that, between fiscal years 1999 and 2003, there was an annual average
of 108 U.S.-flag vessels participating in U.S. food aid programs (see GAO-04-1065).
According to DOT estimates, fewer than 80 U.S.-flag vessels participated in food aid
programs in fiscal year 2006. Due to fleet changes, USAID officials estimate that there are
now even fewer U.8.-flag vessels available to carry U.S. food aid.

*Yarious stakeholders questioned whether penalties are effective, USAID officials
emphasized that penalties are their most practical tool to corapel ocean carrer
performance because FAR regulations make it very difficult to suspend carriers from
participating in food aid programs due to poor performance.

FSee USAID, Office of Inspector General Report No. 4-663-04-002-P (Washington, D.C.:
Nov. 21, 2003).
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rather than the organization that experienced the loss.® According to
KCCO and WFP officials, transportation claims are filed for less than 2
percent of cargo. However, several experts and implementing
organizations suggested that actual losses are likely higher. In 2003, KCCO
proposed a new adminisirative appeals process for ocean freight claims
that would establish a hearing officer within USDA and a 285-day
timeframe. While DOT and some carriers agreed that a faster process was
needed, DOT officials suggested that the process for claims review should
include hearing officers outside of USDA to ensure independent findings.
To date, KCCO's proposed process has not been implemented.

Lengthy payment time frames and burdensome administration.
Payment of food aid contracts is slow and paperwork is insufficiently
streamlined. When carriers are not paid for several months, they incur
large interest costs that are factored into freight rates. While USDA now
provides freight payments within a few weeks, several ocean carriers
complained that USAID often requires 2 to 4 months to provide payment.
USDA freight payments are timelier due to a new electronic payment
system, ® but USAID officials said this system is too expensive, so they are
considering other payment options. In addition, a few carriers suggested
that paperwork in general needs streamlining and modernization. The 2002
Farm Bill required both USDA and USAID to pursue streamlining
initiatives that the agencies are in the process of implementing. KCCO
officials indicated that they are updating food aid information technology
systems (to be in place in fiscal year 2009).

Through structured interviews, ocean carriers confirmed the cost impact
of food aid transportation contracting practices. For example, 9 (60
percent) and 14 (100 percent) of the carriers reported that “inefficient
claims processes” and “liabilities outside the carriers’ control” increase
costs, respectively. To quantify the impact, two carriers estimated that
non-standardized freight terms increase costs by 5 percent (about $8 per
metric ton) while another carrier suggested that slow payment increases

WFP handles foad aid claims independently through an insurance program.

*This system is entitled “PowerTrack” and is also currently used by DOD. According to
DOD, PowerTrack has provided the government with visibility of payment history, reduced
administrative and handling costs and expedited vendor paymenis. However, ocean
carriers are responsible for paying transaction fees and USAID officials believe these fees ~
which are a percentage of the contract value -may be too expensive for large contracts.
They are researching whether they can find a sinular service with a fixed transaction fee.
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Legal Requirements Can
Increase Delivery Costs and
Time Frames

costs by 10 percent (about $15 per metric ton). Over 70 percent of the
carriers strongly recommended actions to address contracting practices.

Legal requirements governing food aid procurement are a third factor that
can increase delivery costs and time frames, with program impacts
dependent on the sufficiency of associated reimbursements. In awarding
contracts, KCCO must meet various procurement requirements such as
cargo preference and the Great Lakes Set Aside. Each requirement may
result in higher commodity and freight costs. Cargo preference laws, for
example, require 75 percent of food aid to be shipped on U.S.-flag carriers,
which are generally more expensive than foreign-flag carriers by an
amount that is known as the ocean freight differential (OFD). The total
annual value of this cost differential between U.S.- and foreign-flag
carriers averaged $134 million from fiscal years 2001 to 2005. Additionally,
since only a relatively small percentage of cargo can be shipped on
foreign-flag vessels, agency and port officials believe that cargo preference
regulations discourage foreign-flag participation in the program and resuit
in delays when a U.S-flag carrier is not available. DOT officials emphasize
that USAID and USDA receive reimbursements for most if not all of the
total OFD cost—DOT reimbursements varied from $126 million in fiscal
year 2002 to $153 million in fiscal year 2005. ® However, USAID officials
expressed concern that the OFD calculations do not fully account for the
costs of cargo preference or the uncertainties regarding its application.
For example, OFD reimbursements do not account for the additional costs
of shipping on U.S.-flag vessels that are older than 24 years (approximately
half of these vessels) or shipments for which a foreign-flag vessel has not
submitted a bid.* USAID officials estimate that the actual cost of cargo
preference in fiscal year 2003 exceeded the total OFD cost by about $50

®Fhe Food Security Act of 1985 requires DOT to reimburse food aid agencies for the
portion of the OFD cost and for ocean transportation costs that exceed 20 percent of total
program costs. Reimbursement methodalogies are governed by a 1987 interagency
memorandum of understanding. According to DOT officials, the OFD cost was relatively
low in fiscal year 2005 due to high global demand for freight services and relatively high
foreign-flag freight rates. These factors raised ocean transport costs as a percentage of
program costs, however, such that DOT's total reimbursement was higher as well.

MUSAID and USDA are required to apply cargo preference regulations for vessels of any
age. However, total OFD costs are based on an average OFD for vessels that are 24 years or
younger. USAID officials argue that the cost difference between U.S.-flag and foreign-flag
rates 1s larger for older vessels. Further, since opportunities for foreign-flag participation
are limited, USAID argues that they are not reimbursed for the higher cost of shipping on a
U.S.-flag vessel when foreign-flag bids are not received. Using KCCO data, we found that 14
percent of food aid commaodity requests in fiscal year 2005 received no foreign-flag bid.
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Inadequate Coordination Limits
Agencies’ and Stakeholders’
Response to Food Delivery
Problems

million due to these factors. Finally, USAID and DOT officials have not yet
agreed on whether cargo preference applies to shipments from
prepositioning sites.

U.S. agencies and stakeholders do not coordinate adequately to respond fo
food and delivery problems when they arise. USAID and USDA lack a
shared, coordinated system to systematically track and respond to food
quality complaints, and food aid working groups and forums are not
inclusive of all stakeholders.” Food quality concerns have been long-
standing issues provoking the concern of both food aid agencies and the
U.S. Congress.” In 2003, for example, USAID's Inspector General reported
some Ethiopian warehouses in poor condition, with rodent droppings near
torn bags of corn soy blend (CSB), rainwater seepage, pigeons flying into
one warehouse, and holes in the roof of another. Implementing
organizations we spoke with also frequently complained about receiving
heavily infested and contaminated cargoe. For example, in Durban, South
Africa we saw 1,925 metric tons of heavily infested cornmeal that arrived
iate in port because it had been erroneously shipped to the wrong
countries first. This food could have fed over 37,000 people. When food
arrives heavily infested, NGOs hire a surveyor to determine how much is
salvageable for human consumption or for use as animal feed, and destroy
what is deemed unfit.

When such food delivery problems arise, U.S. agencies and food aid
stakeholders face a variety of coordination challenges in addressing them.
For example:

KCCO, USDA and USAID have disparate quality complaint tracking
mechanisms that monitor different levels of information. As a result, they
are unable to determine the total quantity of and trends in food quality
problems. In addition, because implementing organizations track food
quality concerns differently, if at all, they cannot coordinate to share

*Pood quality pertains to the degree of food spoilage, infestation, contamination and/or
damage that can result from factors such as inadequate fumigation, poor warehouse
conditions, and transportation delays.

*1n a report accompanying H.R. 5522, the 2007 Department of State, Foreign Operations,
and Related Programs Appropriations Act, the Senate Foreign Relations Committee stated
its concern for reports that food aid distribution overseas had been disrupted, suspended
and in some instances rejected due to quality concemns, and supported efforts by USAID
and other agencies to investigate these concerns. S. Rept. 109-277, p. 61. GAO has also
reported on food qualily issues. See Foreign Assistance: U.S. Food Aid Program to Russia
Had Weak Internal Controls, GAO/NSIAD/AIMD-00-329. (Washington, D.C.: Sept. 28, 2000).
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concerns with each other and with U.S. government agencies. For
example, since WFP—which accounts for 60 percent of U.S. food aid
shipments-—independently handles its own claims, KCCO officials are
unable to track the quality of food aid delivery program-wide. Agencies
and stakeholders have suggested that food quality tracking and
coordination could be improved if USAID and USDA shared the same
database and created an integrated food quality complaint reporting
systen.

Agency country offices are often unclear about their roles in tracking food
quality, creating gaps in monitoring and reporting. For example, USAID
has found that some missions lack clarity on their responsibilities in
independently verifying claims stemming from food spoilage, often relying
on the implementing organization to research the circumstances
surrounding losses. One USAID country office also noted that rather than
tracking all food quality problems reported, it only recorded and tracked
commodity losses for which an official claim had been filed. Further, in
2004, the Inspector General for USAID found that USAID country offices
were not always adequately following up on commodity loss claims to
ensure that they were reviewed and resolved in a timely manner. To
improve food quality monitoring, agencies and stakeholders have
suggested updating regulations to include separate guidance for
complaints, as well as developing a secure website for all agencies and
their country offices to use to track both complaints and claims.

When food quality issues arise, there is no clear and coordinated process
for seeking assistance, creating costly delays in response. For example,
when WFP received 4,200 metric tons of maize in Angola in 2003 and
found a large quantity to be wet and moldy, it did not receive a timely
response from USAID officials on how to handle the problem. WFP
incurred $176,000 in costs in determining the safety of the remaining
cargo, but was later instructed by USAID to destroy the whole shipment.
WEFP claims it lost over $640,000 in this case, including destruction costs
and the value of the commodity. Although XCCO established a hotline to
provide assistance on food quality complaints, KCCO officials stated that it
was discontinued because USDA and USAID officials wanted to receive
complaints directly, rather than from KCCO. Nevertheless, agencies and
stakeholders have suggested that providing a standard questionnaire to
tmplementing organizations would ensure more consistent reporting on
food quality issues.
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While Agencies Have
Taken Steps to Improve
Efficiency, Their Costs and
Benefits Have Not Yet
Been Measured

Prepositioning and
Transportation Procurement
Could Improve Timeliness

To improve timeliness in food aid delivery, USAID has been prepositioning
commodities in two locations and KCCO is implementing a new
transportation bid process. Prepositioning enabled USAID to respond
more rapidly to the 2005 Asian tsunami emergency than would have been
otherwise possible. KCCO's bid process is also expected to reduce
delivery time frames and ocean freight rates. However, the long-term cost
effectiveness of both initiatives has not yet been measured.

USAID has prepositioned food aid on a limited basis to improve timeliness
in delivery.®

USAID has used warchouses in Lake Charles (Louisiana) since 2002 and
Dubai (United Arab Emirates) since 2004 to stock commodities in
preparation for food aid emergencies and it is now adding a third site in
Djibouti, East Africa. USAID has used prepositioned food to respond to
recent emergencies in Lebanon, Somalia, and Southeast Asia, among other
areas. Prepositioning is beneficial because it allows USAID to bypass
lengthy procurement processes and to reduce transportation timeframes.
USAID officials told us that diverting food aid cargo to the site of an
emergency before it reaches a prepositioning warehouse further reduces
response time and eliminates storage costs.® When the 2005 Asian tsunari
struck, for example, USAID quickly provided 7,000 metric tons of food to
victims by diverting the carrier at sea, before it reached the Dubai
warehouse. According to USAID officials, prepositioning warehouses also
offer the opportunity to improve logistics when USAID is able to begin the
procurement process before an emergency occurs, or if it is able to
implement long-term agreements with ocean carriers for tonnage levels
that are more certain®

Despite its potential for improved timeliness, prepositioning has not yet
been studied in terms of its long-term cost effectiveness. Table 1 shows
that over fiscal years 2005 and 2006, USAID purchased about 200,000
metric tons of processed food for prepositioning (about 3 percent of total

*Pp.L. 480 authorizes USAID to preposition food aid both domestically and abroad with a
cap an storage expenses of $2 million per fiscal year.

*Purchases for the Lake Charles preposttioning site must reach the warehouse and may
not be diverted in advance.

*UISAID representatives suggested they might consider pursuing a long-term transportation
agreement for prepositioned tonnage to Diiboutt. KCCO officials suggested that, as part of
such a program, earlier purchases of food could also reduce commodity prices.
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food aid tonnage), diverted about 36,000 metric tons en route, and
incurred contract costs of about $1.5 million for food that reached the
warehouse (averaging around $10 per metric ton). In addition to contract
costs, ocean carriers generally charge higher freight rates for
prepositioned cargo to account for additional cargo loading or unloading,
additional days at port, and additional risk of damage associated with
cargo that has undergone extra handling. USAID officials have suggested
that average freight rates for prepositioned cargo could be $20 per metric
ton higher.

-
Table 1: USAID Tonnage and Costs for Prepositioning, Fiscal Year 2005 to Fiscal
Year 2006

Lake Charles Dubai
Tonnage purchased for prepositioning sites 99,630 MT 100,520 MT
« Tonnage shipped to prepositioning site 99,630 MT 64,608 MT
« Tonnage diverted before reaching prepositioning site O MT 35,644 MT
Contract costs for storage and cargo handiing services $839,380 $715,668

Source, USAID

In addition to costs of prepositioning, agencies face several challenges to
their effective management of this program, including the following:

Food aid experts and stakeholders expressed mixed views on the
appropriateness of current prepositioning locations.” Only 5 of the 14
ocean carriers we interviewed rated existing sites positively and most
indicated interest in alternative sites. KCCO officials and experts also
expressed concern with the quality of the Lake Charles warehouse and the
lack of ocean carriers providing service to that location. For example,
many carriers must move cargo by truck from Lake Charles to Houston
before shipping it, which adds up to an extra 21 days for delivery.

Inadequate inventory management increases risk of cargo infestation.
KCCO and port officials suggested that USAID had not consistently
shipped older cargo out of the warehouses first. USAID officials
emphasized that inventory management has been improving but that
limited monitoring and evaluation funds constrain their oversight

SUSAID chooses prepositioning locations based on three factors: (1) storage and
warchouse costs; (2) technical critena such as the port’s plan of operations and personnel
capacity, and the frequency of service provided by ocean carriers; and (3) past
performance.
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New Transportation Bid
Process Could Reduce
Procurement Time Frames

capacity.” For example, the current USAID official responsible for
overseeing the Lake Charles prepositioning stock was able to visit the site
only once in fiscal year 2006—at his own expense.

Agencies have had difficulties ensuring phytosanitary certification for
prepositioned food because they do not know the country of final
destination when they request phytosanitary certification from APHIS”
According to USDA, since prepositioned food is not imported directly
from a U.S, port, it requires either a U.S.-reissued phytosanitary certificate
or a foreign-issued phytosanitary certificate for re-export. USDA officials
told us they do not think that it is appropriate to reissue these certificates,
as once a food aid shipment leaves the United States, they cannot make
any statements about the phytosanitary status of the commodities, which
may not meet the entry requirements of the country of destination. USDA
officials are concerned that USAID will store commodities for a
considerable period of time during which their status may change, thus
making the certificate invalid. Although USDA and USAID officials are
willing to let foreign government officials issue these certificates, U.S.
inspection officials remain concerned that the foreign officials might not
have the resources or be willing to recertify these commodities. Without
phytosanitary certificates, food aid shipments could be rejected, turned
away, or destroyed by recipient country governments.

Certain regulations applicable to food aid create challenges for improving
supply logistics. For example, food aid bags must include various
markings reflecting contract information, when the commodity shouid be
consumed, and whether the commodity is for sale or direct distribution.
Marking requirements vary by country (some require markings in local
language), making it difficult for USAID to divert cargo. Also, due to the
small quantity of total food aid tonnage (about 3 percent) allocated for the
prepositioning program, USAID is unable to use the program to
consistently purchase large quantities of food aid earlier in the fiscal year.

In addition to prepositioning, KCCO is implementing a new transportation
bid process to reduce procurement time frames and increase corpetition
between ocean carriers. In the prior two-step system, during a first

*®USAID is considering building inventory into warehouse contracts and
establishing standard operating procedures.

A phytosanitary certificate is a document required by many states and foreign countries
far the import of non-processed, plant products. As specified by the importing country or
state, exported products must meet various plant health requirements pertaining to pests,
plant diseases, chemical treatments and weeds,
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procurement round, commodity vendors bid on contracts and ocean
carriers indicated potential freight rates, Carriers provided actual rate bids
during a second procurement round, once the location of the commodity
vendor had been determined. In the new 1-step system, ocean carriers will
bid at, the same time as commodity vendors. KCCO expects the new
system to cut 2 weeks from the procurement process and potentially
provide average annual savings of $25 million in reduced transportation
costs. KCCO also expects this new bid process will reduce cargo handling
costs as cargo loading becomes more consolidated. When asked about the
new system, many carriers reported uncertainty as to what its future
impact would be, while several expressed concermn that USDA's testing of
the system had not been sufficiently transparent.

Various Challenges
Prevent Effective
Monitoring of Food
Aid

Despite the importance of ensuring the effective use of food aid to
alleviate hunger, U.S. agencies’ efforts to monitor food aid programs are
insufficient. Limited food aid resources make it important for donors and
implementers to ensure that food aid reaches the most vulnerable
populations, thereby enhancing its effectiveness. However, USAID and
USDA do not sufficiently monitor food aid programs, particularly in
recipient countries, due to limited staff, competing priorities, and legal
restrictions in use of food aid resources.

U.S. Agencies Do Not
Sufficiently Monitor Food
Aid Programs

Although USAID and USDA require implernenting organizations to
regularly monitor and report on the use of food aid, these agencies have
undertaken limited field-level monitoring of food aid programs. Agency
inspectors general have reported that monitoring has not been regular and
systematic, and that in some cases intended recipients have not received
food aid or the number of recipients could not be verified. Our audit work
also indicates that monitoring has been insufficient due to various factors
including limited staff, competing priorities, and restrictions in use of food
aid resources.

UBAID and USDA require NGOs and WFP to conduct regular monitoring
of food aid programs. USAID Title II guidance for multi-year programs
requires implementing organizations to provide a monitoring plan, which
includes information such as the percentage of the target population
reached, as well as mid-term and final evaluations of program impact.
USDA requires implementing organizations to report semi-annually on
commodity logistics and the use of food. According to WFP’s agreement
with the U.S. government, WFP field staff should undertake periodic
monitoring at food distribution sites to ensure that commodities are
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distributed according to an agreed-upon plan. Additionally, WFP is to
provide annual reports for each of its U.S.-funded programs.

In addition to monitoring by implementing organizations, agency
monitoring is important to ensure targeting of food aid is adjusted to
changes in conditions as they occur, and to modify programs to improve
their effectiveness, according to USAID officials. However, various USAID
and USDA Inspectors General reports have cited problems with agencies’
monitoring of programs. For example, according to various USAID
Inspector General reports on non-emergency programs in 2003, while food
aid was generally delivered to intended recipients, USAID officials did not
conduct regular and systematic monitoring. One such assessment of
direct distribution programs in Madagascar, for example, noted that as a
result of insufficient and ad hoc site visits, USAID officials were unable to
detect an NGO reallocation of significant quantities of food aidto a
different district that, combined with late arrival of U.S. food aid, resulted
in severe shortages of food aid for recipients in a USAID-approved district.
The Inspector General’s assessment of food aid programs in Ghana stated
that the USAID mission’s annual report included data, such as number of
recipients, that were directly reported by implementing organizations
without any procedures to review the completeness and accuracy of this
information over a 3-year period. As a result, the Inspector General
concluded, the mission had no assurance as to the quality and accuracy of
this data.

‘“"USAID Inspector General, Audit of USAID/Madagascar’s Distribution of PL 480 Title Il
Non-Emergency Assistance in Support of its Direct Food Aid Distribution Program, 2003,
See also Audit of USAID/Ghana'’s Distribution of P.L. 480 Title Il Non-Emergency
Assistance in Support of Its Direct Food Aid Distribution Program, 2003; and Audit of
USAID/Ethiopia’s Distribution of P.L. 480 Title Il Non-Emergency Assistance in Support of
Its Direct Food Aid Distribution Program, 2003,
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Limited Staff Constrain
Monitoring of Food Aid
Programs in Recipient
Countries

Limited staff and other demands in USAID missions and regional offices
have constrained their field-level monitoring of food aid programs.” In
fiscal year 2006, although USAID has some non-Title Il staff assigned to
monitoring, it had only 23 Title II-funded staff assigned to missions and
regional offices in just 10 countries to monitor programs costing about $1.7
billion in 55 countries.” For example, USAID's Zambia mission had only one
Title-II funded foreign-national and one U.S.-national staff to oversee $4.6
million in U.S. food aid funding in fiscal year 2006. Moreover, the U.S.-
national staff only spent about one-third of his time on food aid activities
and two-thirds on the President’s Emergency Plan for AIDS Relief
program.

USAID regional offices’ monitoring of food aid programs has also been
limited. These offices oversee programs in multiple countries, especially
where USAID missions lack human-resource capacity. For example,
USAID’s East Africa regional office, which is located in Kenya, is
responsible for oversight in 13 countries in East and Central Africa, of
which 6 had limited or no capacity to monitor food aid activities,
according to USAID officials.” This regional office, rather than USAID's
Kenya mission, provided monitoring staff to oversee about $100 million in
U.S. food aid to Kenya in fiscal year 2006.“ While officials from the
regional office reported that their program officers monitor food aid

¥ As part of the 2002 Farm Bill, the Congress directed USAID to streamline program
management as well as procedures and guidelines, including “information collection and
reporting systems by identifying critical information that needs to be monitored and
reported on by eligible organizations.” In its report to the Congress in 2003, USAID
identified actions to help achieve legislative directives, which included a re-examination of
its staffing and human resources requirements to ensure timeliness and efficiency,
especially due to the workload imposed by a $1.4 billion Title I program. However, USAID
did not conduct a systematic assessment of its workload and staffing requirements for the
Office of Food for Peace to determine appropriate levels to monitor its operations in over
50 countries.

“In addition to Title I-funded positions, USAID missions and regional offices have
positions that are funded through other sources such as development assistance or
operating budgets for these offices. Although these staff may monitor food aid programs,
they would also be responsible for monitoring other programs.

“*In 2005, USAID's East Africa regional office had oversight responsibilities for $1.3 billion
in food aid distributed in the region, inchiding about $377 million from the Bill Emerson
Hurnanitarian Trust to meet emergency needs in Ethiopia, Eritrea, and Sudan.

“In contrast, while USAID's mission in Ethiopia also comes under the purview of USAID’s
East Africa regional office, it has its own staff to monitor its food aid programs.
Specifically, 2 U.S.-national and 4 foreign-national staff manage and monitor U.8. food aid
programs in Ethiopia, funded at $143 million in 2008.
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Limited Resources and
Restrictions in Their Use
Further Constrain Monitoring
Efforts

programs, according to an implementing organization official we
interviewed, USAID officials visited the project site only 3 times in 1 year.
USAID officials told us that they may have multiple project sites in a
country and may monitor selected sites based on factors such as severity
of need and level of funding. In another case, monitoring food aid
programs in the Democratic Republic of Congo (DRC) from the USAID
regional office had been difficult due to poor transportation and
communication infrastructure, according to USAID officials. Therefore,
USAID decided to station one full-time employee in the capital of the DRC
to monitor U.S. food aid programs that cost about $51 million in fiscal year
2006.

Field-level monitoring is also constrained by limited resources and
restrictions in their use. Titie I resources provide only part of the funding
for USAID's food aid monitoring activities and there are legal restrictions
on the use of these funds for non-emergency prograras. Other funds, such
as from the agency’s overall operations expense and development
assistance accounts, are also to be used for food aid activities such as
monitoring. However, these additional resources arc limited due to
competing priorities and their use is based on agency-wide allocation
decisions, according to USAID officials. As a result, resources available to
hire food aid monitors are limited. For example, about 5 U.S.-national and
5 foreign-national staff are responsible for monitoring all food aid
programs in 7 countries in the Southern Africa region, accordingto a
USAID food aid regional coordinator. Moreover, because its operations
expense budget is limited and Title I funding only allows food monitors
for emergency programs, USAID relies significantly on Personal Services
Contractors (PSCs) —both U.S.-national and foreign-national hires—to
monitor and manage food aid programs in the field.” For example, while
PSCs can use food aid project funds for travel, USAID's General Schedule
staff cannot. Restrictions in the use of Title Il resources for monitoring
non-emergency programs further reduce USAID’s monitoring of these
programs.

USDA administers a smaller proportion of food aid programs than USAID,
and its field-level monitoring of food aid programs is more limited than for
USAID-funded programs. In March 2006, USDA’s Inspector General

“PSAID hires U.S. and foreign nationals under personal service contracts 1o complement
its workforce of U.S. foreign service and civil service personnel. These personal service
contractors, or PSCs, serve in USAID's overseas offices or missions and are generally
considered to be more cost-effective by the agency.
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reported that USDA's Foreign Agricultural Service (FAS) had not
implemented a number of recommendations made in a March 1999 report
on NGO monitoring, Furthermore, several NGOs informed GAO that the
quality of USDA oversight from Washington, D.C. is generally limited in
compatrison to oversight by USAID. USDA has fewer overseas staff who
are usually focused on monitoring agricultural trade issues and foreign
market development. For example, the agency assigns a field attaché—
with multiple responsibilities in addition to food aid monitoring—to U.S.
missions in some countries. However, FAS officials informed us that in
response to past USDA Inspector General and GAO recommendations, a
new monitoring and evaluation unit has been established recently with an
increased staffing level to monitor the semiannual reports, conduct site
visits, and evaluate programs.

Without adequate monitoring from U.S. agencies, food aid programs are
vulnerable to not effectively directing limited food aid resources to those
populations most in need. As a result, agencies may not be sufficiently
accomplishing their goals of getting the right food to the right people at
the right time.

Objectives, Scope,
and Methodology

To address these objectives, we analyzed food aid procurement and
transportation data provided by USDA's KCCO and food aid budget data
provided by USDA, USAID and WFP. We determined that the food aid data
obtained was sufficiently reliable for our purposes. We reviewed economic
literature on the implications of food aid on local markets and recent
reports, studies, and papers issued on U.S. and international food aid
programs. We conducted a structured interview of the 14 U.S.- and foreign-
flag ocean carriers that transport over 80 percent of U.S. food aid
tonnages. We supplemented our structured interview evidence with
information from other ocean carriers and shipping experts. In
Washington, D.C., we interviewed officials from USAID, USDA, the
Departments of State (State), DOD, DOT, and the Office of Management
and Budget (OMB). We also met with a number of officials representing
NGOs that serve as implementing partners to USAID and USDA in carrying
out U.S. food aid programs overseas; freight forwarding companies; and
agricultural commodity groups. In Rome, we met with officials from the
U.S. Mission to the UN Food and Agriculture Agencies, the UN World Food
Program headquarters, and FAQ. We also conducted field work in three

- countries that are recipients of food aid—Ethiopia, Kenya, and Zarbia—

and met with officials from U.S8. missions, implementing organizations, and
relevant host government agencies in these countries and South Africa. We
visited a port in Texas from which food is shipped; two food destination
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ports in South Africa and Kenya; and two sites in Louisiana and Dubai
where U.S. food may be stocked prior to shipment to destination ports.
For the countries we visited, we also reviewed numerous documents on
U.8. food aid, including all the proposals that USDA approved from 2002 to
2006 for the food aid programs it administers, and approximately half of
the proposals that USAID approved from 2002 to 2006 for the food aid
programs it administers.” Finally, in January 2007, we convened a
roundtable of 15 experts and practitioners including representatives from
academia, think tanks, implementing organizations, the maritime industry,
and agricultural commodity groups to further delineate, based on GAO's
initial work, some key challenges to the efficient delivery and effective use
of U.S. food aid and to explore options for improvement. We took the
roundtable participants’ views into account as we finalized our analysis of
these challenges and options. We conducted our work between April 2006
and March 2007 in accordance with generally accepted U.S. government
auditing standards.

Conclusions

U.S. international food aid programs have helped hundreds of millions of
people around the world survive and recover from crises since the
Agricultural Trade Development and Assistance Act (P.L. 480) was signed
into law in 1954. Nevertheless, in an environment of increasing
emergencies, tight budget constraints, and rising transportation and
business costs, U.S. agencies must explore ways to optimize the delivery
and use of food aid. U.S. agencies have taken some measures to enhance
their ability to respond to emergencies and streamline the myriad
processes involved in delivering food aid. However, opportunities for
further improvement in such areas as logistical planning and
transportation contracting remain. Moreover, inadequate coordination
among food aid stakeholders has hampered ongoing efforts to address
some of these logistical challenges. Finally, U.S. agencies' lack of
monitoring leaves U.S. food aid programs vulnerable to wasting
increasingly limited resources, not putting them to their most effective
use, or not reaching the most vulnerable populations on a timely basis.

In a draft report that is under review by U.S. agencies, we recommend that
to improve the efficiency of U.S. food aid—in terras of amount, timeliness,

*1ISDA admunusters Public Law (P.L.) 480 Title 1, Food for Progress, Section 416(b), and
the McGovem-Dole International Food for Education and Child Nutrition programs. USAID
adminsters P.L. 480 Title 1,
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and quality—USDA, USAID, and DOT work together and with
stakeholders to

improve food aid logistical planning through cost-benefit analysis of
supply-management options, such as long-term transportation agreements
and prepositioning—including consideration of alternative methods, such
as those used by WFP;

modernize transportation contracting procedures to include, to the extent
possible, commercial principles of shared risks, streamlined
administration, and expedited payment and claims resolution;

seek to minimize the cost impact of cargo preference regulations on food
aid transportation expenditures by updating implementation and
reimbursernent methodologies to account for new supply practices, such
as prepositioning, and potential costs associated with older vessels or
limited foreign-flag participation; and

establish a coordinated system for tracking and resolving food quality
complaints.

To optimize the effectiveness of food aid, we recommend that USAID and
USDA improve monitoring of food aid programs to ensure proper
management and implementation.

Agency Comments
and Our Evaluation

USAID, USDA, and DOT provided oral comments on a draft of this
statement and we incorporated them as appropriate. We also provided
DOD, State, FAO, and WFP an opportunity to offer technical comments
that we have incorporated as appropriate.

Mr. Chairman and Members of the Committee, this concludes my prepared
statement. I would be pleased to answer any questions that you may have.

GAO Contact and
Staff
Acknowledgments

Should you have any questions about this testimony, please contact
Thomas Melito, Director, at (202) 512-9601 or melitot@gao.gov. Other
major contributors to this testimony were Phillip Thomas (Assistant
Director), Carol Bray, Ming Chen, Debbie Chung, Martin De Alteriis, Leah
DeWolf, Mark Dowling, Etana Finkler, Kristy Kennedy, Joy Labez, Kendall
Schaefer, and Mona Sehgal.

GAO-07-616T



124

Appendix I: Program Authorities and
Congressional Mandates

The United States has principally employed six programs to deliver food
aid: P.L. 480 Titles 1, II, and 1I}; Food for Progress; McGovern-Dole Food
for Education and Child Nutrition; and Section 416(b). Table 2 provides a
summary of these food aid programs by program authority.

Table 2: U.S. Food Aid by Program Authority

P.L. 480
McGovern-Dole
Food for
Food for Education and
Program Thie | Titte Title Progress Child Nutrition Section 416({b)
Total funding $20 miltion $1,668 milion 0 $195.1 million  $89.5 million $76.3 million®
aliocation®
Managing agency USDA USAID USAID USDA USDA* UBDA
Year established 1954 1954 1954 1985 2003 1949
Description of Concessional Donation of Donation of Donation or Donation of Donations of
assistance sales of commodities to  commodities credit sale of commodities and  surpius
agricultural meet to commodities to  provision of commodities to
commodities emergency governments developing financial and carry out
and non- of least countries technical purposes of
emergency developed and/or assistance in P.L. 480 (Title U
needs; countries emerging foreign countries  and Title Hil) and
commedities democracies Foad for
may be sold in- Progress
country for programs
development
purposes
Type of assistance Non-emergency Emergency Non- Emergency and Non-emergency  Emergency and
and non- emergency non-emergency non-emergency
emergency
implementing Governments World Food Governments Govermnments, Governments, See
partners and private Program and agricultural private entities, implementing
entities NGOs trade and partners for
organizations,  intergovernmental Title )|, Title 1,
intergovernmen organizations and Food for
tal Progress
organizations, programs
NGOs, and
cooperatives

Source GAQ analysts based on USAID and USDA data

*Funding data are for fiscal year 2005. USDA data represenis programmed funding, while USAID
data represents appropriated funds.

"This program has not been funded in recent years.

“This program Is currently inactive due fo the unavailability of government-owned commadities.
Because it is permanently authorized, it does not require reauthorization under the Farm Bill.

“USDA administers this programs as stipulated by law, which states that the President shall designate
one or more federal agencies.
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In addition to these programs, resources for U.S. food aid can be provided
through other sources, which include the following:

the Famine Fund, which provides funding for famine prevention and
relief, as well as mitigation of the effects of famine by addressing its root
causes. Over the past 3 years, USAID has programmed $73.2 million in
famine prevention funds. Most of the funds have been programmed in the
Horn of Africa, where USAID officials told us that famine is now
persistent. According to USAID officials, experience thus far demonstrates
that one of the advantages of these funds is that they enable USAID to
combine emergency responses with development approaches to address
the threat of famine. Approaches should be innovative and catalytic, while
providing flexibility in assisting famine-prone countries or regions. Famine
prevention assistance funds should generally be programmed for no more
than 1 year and seek to achieve significant and measurable results during
that time period. Funding decisions are made jointly by USAID's regional
bureaus and the Bureau for Democracy, Conflict and Humanitarian
assistance, and are subject to OMB concurrence and congressional
consultations. In fiscal year 2006, USAID programmed $19.8 million to
address the chronic failure of the pastoralist livelihood system in the
Mandera Triangle—a large, arid region encompassing parts of Ethiopia,
Somalia, and Kenya that was the epicenter of that year's hunger crisis in
the Hommn of Africa. In fiscal year 2005, USAID received $34.2 million in
famine prevention funds for activities in Ethiopia and six Great Lakes
countries. The activities in Ethiopia enabled USAID to intervene early
enough in the 2005 drought cycle to protect the livelihoods—as well as the
lives—of pastoralist populations in the Somali Region, which were not yet
protected by Ethiopia's Productive Safety Net program. In fiscal year 2004,
the USAID mission in Ethiopia received $19.2 million in famine prevention
funds to enhance and diversify the livelihoods of the chronically food
insecure.

State’s Bureau of Population, Refugees, and Migration (PRM),
which provides limited amounts of cash to WFP to purchase food locally
and globally in order to remedy shortages in refugee feeding pipeline
breaks. In these situations, PRM generally provides about 1 month's worth
of refugee feeding needs—PRM will not usually provide funds unless
USAID'’s resources have been exhausted. Funding from year to year varies.
In fiscal year 2006, PRM's cash assistance to WFP to fund operations in 14
countries totaled about $15 million, including $1.45 million for
humanitarian air service. In addition, PRM also funds food aid and food
security programs for Burmese refugees in Thailand. In fiscal year 2006,
PRM provided $7 million in emergency supplemental funding to the
Thailand-Burma Border Consortium, most of which supported food-
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related programs. PRM officials told us that they coordinate efforts with
USAID as needed.

Table 3 lists congressional mandates for the P.L. 480 food aid programs
and the target for fiscal year 20086,

Tabie 3: Congressional Mandates for P.L, 480

Mandate Description FY 2006 target

Minimum Total approved metric tons programmed 2.5 million MT
under Title 1|

Subminimum Metric tons for approved non-emergency 1.875 million MT
programs

Monetization Percentage of approved non-emergency Title 15%
H programs that are monetization programs

Vaiue-added Percentage of approved non-emergency 75%

program commodities that are processed,
fortified, or bagged

Bagged in the United  Percentage of approved non-emergency 50%
States whole grain commodities that are bagged in
the United States

Source: GAQ analysis, hased on USAID data.
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Thank you, Mr, Chairman, for the opportunity to testify with respect to phytosanitary
trade issues in the specialty crop industry and how the 2007 Farm Bill can help address
these issues. I want to commend you and Ranking Minority Member Chambliss for
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holding this hearing to review agricultural trade issues, which are extremely important LeGHToN Craussen

to citrus growers in California and other specialty crop growers all across the United Joun DevsHKL

States. DAN GALBRAITH
Joun Guess

First, I would like to note that specialty crop growers produce approximately 50% of
the farm gate value of total agricultural crop production in the United States. However,
in the past, this segment of our agricultural industry has received only a very small
percentage of federal resources aimed at promoting and sustaining efficient specialty
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crop production. Thope that will change in the 2007 Farm Bill. 1 believe strongly that JM MARDEROSIAN
the allocation of resources aimed at addressing issues of concern to specialty crop MICHELE MARSHALL
growers in the 2007 Farm Bill must reflect the value of their production to our Rossrt McKetiar

economy, as well as the dietary needs of all Americans. We look forward to working
with you in the development of a Farm Bill that fully addresses issues confronting
specialty crop growers in today’s rapidly changing global markets.
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U.S. international trade policy is critically important to the U.S. specialty crop industry. Bos WAGNER

Unlike many of the other agricultural crops, fruits and vegetables face a significant Ton WOLLENMAN

trade imbalance with our trading partners. Between 1995 and 2005, imports of fruits
and vegetables into the U.S. more than doubled, to $10.1 billion in 2005, while U.S.
exports have increased much more modestly. As a result, the fruit and vegetable trade
surplus in 1995 of over $600 million is now a trade deficir of nearly $2.3 billion (see
Attachment 1). This trade deficit of $2.3 billion is a manifestation of the many
difficuldes that specialty crop growers now confront in their efforts to remain
competitive in global markets.
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Phytosanitary Trade Barriers

One of the primary reasons for the $2.3 billion trade deficit in specialty crops, which of
course contributes significantly to the total U.S. trade deficit, is that access to foreign
markets for U.S. specialty crops has often been blocked due to phytosanitary trade
barriers. In May of 2005, a report by USDA’s Foreign Agricultural Service, which was
mandated by the enactment of the Specialty Crop Competitiveness Act of 2004,
identified 36 different phytosanitary barriers that serve as obstacles to specialty crop
exports in various international markets. While some of these phytosanitary issues are of
legitimate concern, many are not justified with sound science. It is imperative that the
2007 Farm Bill address the problem of phytosanitary trade barriers, which is a major
problem of specialty crop growers.

In order to further illustrate this problem, below are several examples of problems with
phytosanitary barriers in international markets experienced by the citrus industry:

= In 2006, the discovery of a peach fruit fly in Fresno County created a quarantine
that prevented the export of oranges from that county and parts of Tulare. The
eradication was conducted successfully and the quarantine lifted. All nations
except China concurred in the lifting of the quarantine and it took substantial
time, resources and frustration to overcome their scientifically unjustified
concerns;

* Recently, industry representatives and APHIS officials traveled to South Korea,
our largest export market, to seek modifications to an existing phytosanitary
protocol. All of our suggestions were based upon sound scientific data developed
by the University of California. However, we were rebuffed by the Korean
officials, and we now have limited access to this important market;

s Inthe late 199Q’s, a trade agreement was signed allowing lemons to be exported
to India. However, a combination of phytosanitary and tariff issues have to date
prevented us from accessing this potentially major market.

These are just a few examples from our industry that illustrate this problem, which is
widespread in the specialty crop sector,

When the World Trade Organization Uruguay Round Agreement was implemented more
than a decade ago, it was our hope and expectation, based on the promises made by
government officials, that specialty crop growers would gain access to foreign markets as
a result of that agreement. Unfortunately, while the U.S. market welcomes imports from
our trading partners, some of whom heavily subsidize their industries, U.S. growers have
not received significant market access to these foreign markets. The reduction of tariff
rates through multilateral or bilateral trade agreements is completely useless if a
phytosanitary trade barrier prevents access to a given market.
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The Uruguay Round agreement contained the WTO Agreement on the Application of
Sanitary and Phytosanitary Measures (SPS Agreement) for the purpose of preventing
phytosanitary restrictions from being used as non-tariff barriers to restrict trade in
agricultural products. Under the WTO SPS Agreement, all phytosanitary restrictions
must be based on sound science. Unfortunately, it appears from the experience of
specialty crop growers over the past decade that the success of the WTO SPS Agreement
is a one-way street. While the U.S. has abided by the WTO SPS Agreement and opened
our market to imports of many types of specialty crop products, unfortunately a number
of countries have maintained phytosanitary barriers because they interpret the SPS
Agreement differently than does the U.S. government.

Obtaining greater access to foreign markets in order to expand exports is critical to U.S.
specialty crop growers in order to remain competitive in global markets. Since the
negotiation of multilateral and bilateral trade agreements has not resulted in substantial
market access for specialty crop growers in large part due to the continued existence of
phytosanitary barriers, our government must commit more resources to addressing this
problem in order to help specialty crop growers compete in world trade, In orderto
remove phytosanitary trade barriers, APHIS must conduct the scientific research needed
to prove that such a barrier is not warranted. They only way that APHIS can effectively
commit to do this is with additional resources.

Recommendations for the 2007 Farm Bill

It is imperative that Congress take action in the 2007 Farm Bill to address the problem of
phytosanitary trade barriers that block access to international markets for U.S. specialty
crop growers. We have worked with the APHIS and FAS teams on this objective, and to
a person they work hard and are knowledgeable, but they are stretched thin. Congress
needs to provide more resources and reforms through the Farm Bill to properly address
this issue.

California Citrus Mutual has been an active member of the Specialty Crop Farm Bill
Alliance (SCFBA), which has developed a number of recommendations for how the 2007
Farm Bill can help increase exports of U.S. specialty crops by implementing measures
which facilitate the removal of phytosanitary trade barriers. Some of these provisions
will be included in legislation that is expected to be introduced in the Senate by Senators
Stabenow, Craig and others. We greatly appreciate the strong leadership of Senators
Stabenow, Craig and other cosponsors on behalf of specialty crop growers.

I would now like to discuss these recommendations for the 2007 Farm Bill.

Technical Assistance for Specialty Crops Program

The Technical Assistance for Specialty Crops (TASC) program was established in the
2002 Farm Bill to provide assistance to U.S. growers to engage in research and other
activities needed to remove phytosanitary trade barriers. The 2002 Farm Bill provided $2
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in mandatory funding annually for TASC. This program has proven to be very successful
in removing such barriers, but funding is not sufficient to keep up with demand.

CCM and the Specialty Crop Farm Bill Alliance believe that we should immediately
accelerate efforts to increase exports through the removal of phytosanitary barriers by
increasing TASC funding in the 2007 Farm Bill to meet demand. We recommend that
the existing level of $2 million per year in mandatory funding be increased to $10 million
per year (a phased increase of $2 million increments per year). USDA should also ensure
that the Foreign Agriculture Service has the personnel available to implement an
expanded TASC program. Also, TASC funds not obligated as part of the yearly TASC
allocations should be allowed to be carried over for utilization in the next fiscal year.

We believe greater funding for TASC would be an extremely prudent investment that
would allow specialty crop growers to significantly expand exports, thus benefiting the
U.S. balance of trade.

Coordination of Trade Objectives between Federal Agencies

It is clear that phytosanitary trade issues must be more effectively addressed as part of
future trade agreements if significant market access is to be obtained for specialty crop
growers in many international markets. CCM and the SCFBA believe that increased
coordination between all federal agencies that are responsible for agricultural trade
matters would help increase the likelihood for success in removing phytosanitary trade
barriers. We therefore recommend that language be included in the 2007 Farm Bill that
will require or encourage key agencies, such as USDA and USTR, to work toward
increased coordination of export trade objectives and greater transparency on
phytosanitary issues.

APHIS Phytosanitary Export Petitions

Another impediment to increasing exports of U.S. specialty crops is that it often takes
many years for USDA’s Animal and Plant Health Inspection Service (APHIS) to process
and approve phytosanitary export petitions that must be granted to growers before they
can export to a certain country. This problem greatly limits the ability of U.S. specialty
crop producers to expand exports and contributes to the expanding U.S. trade deficit.

To address this problem, Congress directed APHIS, through the Specialty Crop
Competitiveness Act of 2004, to reduce the backlog of phytosanitary export petitions that
are now pending at the agency. CCM understands that APHIS is moving forward with
the implementation of an expedited review process for phytosanitary export petitions, in
accord with the mandate provided by Congress in the SCCA of 2004. We want to
commend APHIS for moving forward with this effort, and look forward to continue to
work with the agency and with Congress to ensure it accomplishes the goal of increasing
U.S. specialty crop exports.
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Protecting U.S. Agriculture from Invasive Pests and Disease

Equally critical to the objective of increasing foreign market access for agricultural
exports is the need for the federal government to protect U.S. agriculture against invasive
pests and disease. With the large increase in international trade of agricultural products
over the past decade, the threat of invasive pests and diseases to U.S, agriculture has
grown exponentially.

Invasive species can and do have devastating economic and environmental impacts on
agricultural producers, as well as other industries, such as recreation, fisheries and
forestry. A 2004 study by Cornell University researchers estimated the costs of invasive
species at $120 billion annually. Given these enormous potential adverse impacts,
ensuring that the federal government has programs in place to effectively protect U.S.
agriculture from invasive species is one of the highest priorities of our industry.

Given the increased level of risk of introducing invasive species here in the U.S. brought
about by increased international trade, CCM and the Specialty Crop Farm Bill Alliance
recommend several initiatives that the federal government should implement as part of
the 2007 Farm Bill to minimize and manage this risk.

Pest and Disease Threat Identification/Mitigation

First, we recommend that the Farm Bill direct APHIS to develop a Threat Identification
and Mitigation Program that clearly identifies and prioritizes foreign invasive species
threats to the domestic production of specialty crops. This program would be modeled
after the Cooperative Agricultural Pest Survey approach. As a component of this task,
APHIS should work with the Agricultural Research Service in developing appropriate
domestic mitigation and eradication measures. The goal of this program is to protect the
interest of the U.S. specialty crop industry by preventing pest and disease threats from
entering the U.S.

Emergency Eradication

Second, CCM and the SCFBA believe that the 2007 Farm Bill should contain language
that directs the Secretary of Agriculture to access Commodity Credit Corporation funding
for emergency response and eradication programs needed to combat invasive speciesina
timely and effective manner. The legislation should also grant the Secretary the authority
to provide compensation to growers if the Secretary believes this is warranted, and if so,
such a program should be administered with existing Farm Services Agency services so it
will not dilute APHIS resources needed to accomplish eradication goals.

Transfer of Border Inspectors

Finally, our industry is very concerned with the effectiveness of the Department of
Homeland Security in protecting our nation’s borders from the introduction of foreign
invasive species into the United States. As members of this Committee know very well,
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some 1,800 agricultural specialists within APHIS were transferred to the DHS as
Customs and Border Protection (CBP) employees in 2003. At the request of Congress,
the U.S. Government Accountability Office issued a report in May, 2006, which assessed
whether this transfer has been carried out effectively. The report contains a number of
disturbing findings and identifies several areas where improvements are needed. For
example:

= CBP has not developed sufficient performance measures that take into account the
agency’s expanded mission or consider all pathways by which prohibited
agricultural items or foreign pests may enter the country....

» [Algriculture specialists are not consistently receiving notifications of changes to
inspection policies and urgent inspection alerts...we estimate that only 21 percent
of agriculture specialists always receive urgent alerts in a timely
manner...Finally, CBP has allowed the agriculture canine program - a key tool for
targeting passengers and cargo for detailed inspections - to deteriorate.

CCM and others in the specialty crop industry have always questioned the re-assignment
of agricultural specialists from APHIS to CBP. These agents are on the “front lines” of
working to keep plant pests and diseases from entering the country through any of
numerous border entry points. The GAO report provides evidence that the original
misgivings about the transfer were well founded.

As such, CCM recommends that the 2007 Farm Bill direct the Administration to transfer
our nation’s border inspection responsibilities back to APHIS. We believe this would
more effectively protect specialty crop growers and other U.S. interests against the
increasing threat of foreign invasive species being introduced into our nation.

Conclusion

Mr. Chairman and Senator Chambliss, it should be abundantly clear by now that
phytosanitary issues are of critical importance to specialty crop growers throughout the
nation. Specialty crop growers greatly appreciate your efforts to review this matter
through this hearing, and we look forward to working with you on the development of a
2007 Farm Bill that addresses these issues.
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Mr. Chairman, thank you for this opportunity to testify before the Committee, today, on U.S. food
aid programs. My name is Charles Sandefur and I am the President of Adventist Development and
Relief Agency International (*“ADRA™) and Chairman of the Alliance for Food Aid (AFA or
“Alliance™). The Alliance is comprised of private voluntary organizations and cooperatives (jointly
called “PVOs™) that conduct international food assistance programs.” ADRA currently operates in
120 countries and we have provided food aid for nearly 50 years.

PVOs focus on identifying needs of poor communities and working in concert with local
organizations and institutions to make improvements in people’s lives that will last for the long run.
We use technical assistance, training and behavioral change communications and focus on building
local capacity, institutions and leaders.

! Adventist Development & Retief Agency International, ACDYVOCA, Africare, American Red Cross, Counterpart
International, Food for the Hungry International, Joint Aid Management, International Relief & Development, Land
O'Lakes, OIC International, Partners for Development, Project Concern, United Methodist Committee on Relief &
Development, and World Vision.

Adventist Development & Relief Agency International ® ACDUVOCA & Africare # American Red Cross ®Counterpart International
Food for the Hungry # Joint Aid Management @ International Relief & Development 4 Land O’Lakes ¢ OIC International
Partners for Development @ Project Concern @ United Methodist Commiittee on Relicf ¢ World Vision
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Mr. Chairman, we are grateful for the tremendous support that you and this Committee have
provided over many years. Food aid is our nation’s principal program supporting food security in
the developing world. It contributes to meeting the Millennium Development Goal of cutting hunger
in half by 2015, and is critical for saving lives in the face of disaster. Some improvements and
upgrades are needed in program and commuodity quality and targeting, and greater efficiencies can
be built into procurement and transportation procedures. However, most important for the 2007
Farm Bill is assuring predictable levels for both chronic and emergency needs in order to support
good program planning and implementation and to reverse the downward trend in multi-year
developmental programs.

The Alliance has four core recommendations for the 2007 Farm Bill -

e Assure adequate and timely provisions of emergency food aid by replenishing the Bill
Emerson Humanitarian Trust and assuring its early availability to alleviate hunger in the face
of food shortages, civil unrest, economic crisis and natural disasters.

s Reinforce efforts to promote food security and to prevent the erosion of health and incomes
in communities that suffer from chronic hunger by requiring no less than 1,200,000 metric
tons along with sufficient support funds for PL 480 Title II non-emergency programs each
year.

e Expand the use of the USDA Food for Progress program to 500,000 metric tons for rural and
agricultural development in countries that are instituting economic reforms by lifting the
transportation cap.

o Improve efficiency and effectiveness by directing the administrative agencies to approve
programs by the beginning of the fiscal year, which will allow the spreading out of orders
throughout the year and timely delivery, and to institute upgraded quality control systems and
greater transparency in program planning.

Why Change is Needed

Food security is negatively affected by a wide range of issues, including poor agricultural
productivity; high unemployment; low and unpredictable incomes; remoteness of farm communities;
susceptibility to natural disasters, civil unrest and instability; wide discrepancies between the well-
off and the poor; chronic disease; and lack of basic health, education, water and sanitation services.
Thus, rather than just distributing food to needy people, US food aid has evolved into a multi-faceted
program that addresses the underlying causes of hunger and poverty. This mixture of food and
support for local development is the program’s strength and was embraced in the 2002 Farm Bill.
However, the Administration was given wide berth to set priorities and waive requirements, which
has taken food aid down a different road than anticipated in 2002.

Policy changes over the past five years have essentially reduced overall food aid levels (particularly
by eliminating Section 416 surplus commodities and Title 1 appropriations), shrunk development-
oriented programs to half their 2002 levels, and exposed the lack of contingency planning for food
emergencies. While the 2002 Farm Bill called for increased levels of PL 480 Title IT development
programs to 1,875,000 metric tons, instead these programs were reduced and are now about 750,000
metric tons. The 2002 Bill also called for upgrades and improvements in governmental management

Allance for Food Aid F T
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and information systems, but instead the level of programming has become less predictable; program
priorities and proposal review processes have become more opaque; the “consultative”™ nature Food
Aid Consultative Group process has deteriorated; Title I procedures are making it more difficult for
PVOs to access funding; and commodity quality control systems have not been renovated to modern
standards.

Meanwhile, the world’s efforts to meet the Millennium Development Goal of cutting hunger in half
by 2015 is far from reach - the number of people suffering from chronic hunger increased from 1996
to 2004 from under 800 million to 842 million -- and international appeals for emergency food aid
are under-funded. While US food aid alone cannot resolve this sad and complex problem, it is a
critical component of an international food security strategy and is particularly effective in countries
with chronic food deficits and for vulnerable, low-income populations.

Several food aid statutes set tonnage minimums — to assure that food is provided in times of high
prices. These requirements are important, but they need to be updated and supported by sufficient
appropriations.

With these factors and trends in mind, we offer recommendations to improve the quality and
predictability of food aid, and to assure the United States has a plan and effective methods to address
both chronic and emergency needs.

PL 480 Title 11 — the Core US Food Aid Program
1. Importance of Assuring Adequate Funding and Predictable Tonnage Levels:

We recommend maintaining the Title II minimum tonnage, and urge you to consider
increasing the level.

Administered by the US Agency for International Development (USAID), Title H provides food aid
donations for development programs and emergency needs through PVOs and the UN World Food
Program. Just to maintain minimal levels of food intake in 70 needy countries monitored by the
USDA Economic Research Service, annual worldwide food aid needs are 15,200,000 MT. The law
sets a minimum tonnage level of 2,500,000 metric tons for Title 11, which meets only 16% of annual
chronic needs identified by ERS.

From FY 1999 through FY 2002, most emergency food aid was provided through the Section 416
surplus commodity program. However, as the attached funding chart shows, availability of Section
416 surplus commodities diminished since FY 2001. While Title II funding has increased since FY
2001, this increase is insufficient to make up for the loss of Section 416 and cannot maintain
adequate levels for both emergency and non-emergency requirements. This has resulted in cutbacks
in developmental food aid programs and increased reliance on supplemental appropriations to fill
gaps in emergencies.

Increasing the minimum tonnage could help leverage adequate appropriations at the beginning of the
fiscal year, rather than waiting for supplemental appropriations. On-time appropriations would
allow orderly program planning and more timely and efficient delivery of commodities throughout
the year, without program disruptions. When adequate sums are available, more commeodities can be
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pre-positioned off-shore for more timely deliveries if an emergency arises. The procurement can be
spread out throughout the year, which will allow USDA to plan its procurement to get the best prices
possible for commodity and inland transport.

While some emergencies, such as sudden natural disasters and outbreak of civil war, cannot be
predicted in advance and can occur any time during a fiscal year, other emergency needs are ongoing
and can be factored into the regular appropriations process. For example, areas such as the Homn of
Africa that are prone to drought, flooding, locusts or other natural disasters are monitored through a
variety of early warning systems. Other emergencies, such as ongoing conflict in Sudan, are
expected to continue untif the source of the problem is resolved. Because the Administration does
not ask for adequate funding to meet these anticipated emergency needs, funds have been withheld
from the nonemergency programs for several months as USAID adjusts its budget and waits to see if
there will be supplemental funding. As a result, there are gaps in food aid deliveries for both
emergency and nonemergency programs, PVOs must cover local costs while programs are on hold,
and some programs are, de facto, cut back.

Based on recent needs, an increase in the minimum level for Title 11 is reasonable. In several recent
years, after supplemental appropriations were provided, actual Title II program levels reached
3,000,000 metric tons.

2. A Safebox for Developmentai Food Aid Programs:

We recommend establishing a safebox for at least 1,200,000 metric tons or $600 million for
non-emergency Title Il programs each fiscal year. This amount would not be subject to
waiver.

A consequence of trying to provide all emergency food aid out of the Title Il budget is a reduction in
non-emergency food aid programs. Section 204(a)(2) of the Agricultural Trade Development and
Assistance Act sets a minimum tonnage of 1,875,000 metric tons for Title Il non-emergency
programs. The law permits USAID to waive this minimum after the beginning of the fiscal year if
there are insufficient requests for programs or the commodities are needed for emergencies.
However, no attempts are being made by the Administration to seek proposals for 1,875,000 metric
tons and preemptively, it is known that it will be waived. The program is effectively being capped at
$350,000,000 for the cost of commodities, ocean freight, delivery (called internal transportation,
storage and handling, or “ITSH”) and related support costs (called “section 202(e) funds™), or about
750,000 metric tons.

As a result, programs that address the underlying causes of chronic hunger, such as mother-child
health care, agricultural and rural development, food as payment for work on community
infrastructure projects, school meals, take home rations for poor and hungry families, and programs
targeting HIV/AIDS-affected communities are being curtailed. Chronic hunger leads to high infant
and child mortality and morbidity, poor physical and cognitive development, low productivity, high
susceptibility to disease, and premature death.

We believe this is counterproductive, as developmental food aid helps improve people”s resilience to
droughts and economic downturns. Giving people the means to improve their lives also provides
hope for a better future and helps stabilize vulnerable areas.

Allance for Food Aid Y “ e s
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Reports accompanying appropriations bills for the past 5 years admonish the Administration to meet
the Title Il non-emergency minimum tonnage and to rely on the Bill Emerson Humanitarian Trust
for urgent needs. However, this language has had no perceivable effect.

Therefore, we ask the Committee to create a dedicated amount for these developmental food aid
programs by creating a safebox for within Title II.  We recommend that the safebox include
1,200,000 metric tons and sufficient funds to support these programs, for a total value of
commodities, freight, delivery and support costs of $600 million. The waiver would only be
available for non-emergency programs above this level.

We also note with alarm that due to budget constraints, in 2006 USAID established a policy to limit
non-emergency food aid to fewer countries in order to “focus” the remaining resources. Under this
policy, non-emergency programs are being phased out in 17 countries and cutback in others and
programs will be allowed in only 15-18 selected countries. Concentrating food aid resources in
areas where there is high prevalence of food insecurity and vulnerability is appropriate and is also
anticipated in the USAID Food for Peace Strategic Plan, 2006-2010. However, the current policy
eliminates too many areas where chronic hunger is prevalent and was driven by the decision to
reduce the budget for non-emergency programs. Many poor, vulnerable populations will be
excluded from receiving food aid, even though their needs are as compelling as those populations
that will be served.

The capacity of PVOs to serve populations in non-eligible countries will be fost, making it more
difficult to respond effectively at the early signs of an emerging food crisis, which runs counter to
the intent of the Strategic Plan. As more programs are pushed into fewer countries, areas within
priority countries may be targeted that are less food insecure than areas in non-selected countries.

3. Maximize uses of the Section 202(e) Support Funds:

We recommend that 10% of the Title Il program level be made available for Section 202(e)
support funds and that these funds may also be ased for program innovations.

Section 202(e) funds are provided to support program logistics, management and complementary
activities. The law permits 5-10% of appropriated levels for this purpose, but in 2005, it was 5% of
the program level. These funds are critical for improving program targeting and impact, assuring
accountability for resources, covering costs related to implementation and improving program
quality through complementary activities. Thus, we recommend 10% of the actual Title IT program
level be made available for these uses. As innovations are sought in targeting and needs
assessments, 202(e) should be available for these purposes as well.

Section 202(e) is not sufficient or intended to replace monetization, but monetization is not
appropriate in all target countries and in some countries the ability to monetize varies year-to-year
based on the market situation. Thus, in these cases, Section 202(e) funds are important for funding
complementary activities that monetization funding often supports, such as materials, technical
assistance and training for agricultural, mother-child health, and food-for-work infrastructure
programs.

Alliance for Food Aid S e
Telephone: 202-879-0835 Facsimile  202-626-8899



142

4. Update Food Quality Systems and Product Formulations:

Title 1I funds should be provided to bring the food aid quality enhancement project to
completion over the next 3-4 years.

Both the quality and formulation of food aid products are crucial to delivering safe, wholesome
products to undernourished populations, particularly vulnerable groups such as infants and young
children, women of child-bearing age and people living with HIV/AIDS. Formulations for the
value-added products used in Title 1I have been static for decades and food aid distribution overseas
has sometimes been disrupted due to quality concerns. Through private funding, SUSTAIN (a non-
profit that provides technical assistance for food systems and was referenced in the 2002 Farm Bill),
has made progress to address these issues in a scientific, systematic and impartial manner. As
neither USDA nor USAID has provided funding to support these reforms, we support the use of
Title 1 funds for this purpose.

5. Two Examples of Title Il Non-emergency Programs, Kenya and Bolivia:

As the two examples below show, non-emergency food aid programs are often conducted in areas
where poverty, unpredictable or unfavorable climate, and remoteness have made it very difficult for
people to improve their lives without help from the outside. They also show that these programs
leverage resources and create benefits beyond the targeted recipients, increasing the impact per
dollar spent. Note that Title II non-emergency programs are being eliminated in both Kenya and
Bolivia because they are not on the “Title I Priority Country List” initiated by USAID in the face of
limited non-emergency food aid resources.

Kenya: A World Vision Title IT program in Kenya targeted 1528 pastoralist families in the Turkana
region, an arid environment that is plagued by recurring droughts. Before this program, these
families were dependent on emergency food aid nearly every year.

Some of the commodities provided were distributed as payment for participation in training and for
working on projects that improved irrigation infrastructure, cultivation techniques and land
management. Other commodities were sold through open tenders and the funds generated supported
the food for work projects. Within 6 years, even though there had been droughts in between, income
increased from a baseline of $235 per year to $800 per year, families could afford to send their
children to school, and the communities no longer depended on relief. In fact, the program was
turned over to the participants and they have spread their knowledge to 475 other farmer families.

PVOs were hoping to replicate this successful model in other areas of Kenya where pastoralists are
still dependent on emergency rations nearly every year. However, USAID is phasing out non-
emergency projects in Kenya as part of a larger effort to limit the scope of developmental food aid
programs. Meanwhile, Kenya remains a recipient of emergency food aid and pastoralists are
particularly at risk.

Bolivia: Adventist Development and Relief Agency International (ADRA), Food for the Hungry
(FH) and several other PVOs are conducting multi-faceted, 6-year programs in Bolivia using food
distribution (corn-soy blend, lentils, green peas, soy-fortified bulgur, wheat-soy blend and flour) and
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proceeds generated from the monetization of flour to support individual, community and municipal
efforts to overcome development constraints and to enhance household food security.

In the targeted rural areas over 70% of the population live in poverty and infant mortality rates are
116 per 1000 births. These communities must rely on their own agricultural production as they are
remotely located, have poor roads and lack transportation.

The current PVO programs focus on addressing their lack of access to markets, health care, schools
and social services by increasing production and incomes and improving nutrition among vulnerable
groups. Food aid is distributed (1) for Maternal and Child Health and Nutrition (pregnant and
lactating mothers, infants and children under five, the most critical stages for cognitive and physical
growth) and (2) in conjunction with training and technical assistance for improved agricultural
production, diversified crops to improve the diet, and marketing of agricultural products. Concurrent
activities included increasing access to clean water, improving health and sanitation practices,
natural resource management, building greenhouses. and improving marketing roads and irrigation
systems.

in FH’s midterm evaluation (2006, three years after the program began, compared to 2002 baseline
data), they found a 35% decrease in chronic malnutrition in children (height/weight or “stunting™)
and household incomes had increased by 270% or more. The direct beneficiaries of the FH program,
alone, were 212,292 people and indirectly, 410,000 people benefited. Because of program
efficiencies and FH's ability to raise more matching funds after the program began, the number of
beneficiaries was 283% greater than originally planned.

Assure Timely Use of the Bill Emerson Humanitarian Trust

To maintain the Trust as a contingency reserve for emergencies replenish the Trust with $60
million per year and assure it is available to respond to emergencies in a timely manner and
without interfering with the provision of Title II non-emergency programs each year.

Administered by USDA, the funds and commodities in the Bill Emerson Humanitarian Trust (BEHT
or “Trust”) are needed to supplement P.L. 480 Title II when there are urgent humanitarian food aid
needs. The commodities are provided by the Trust and CCC covers the ocean freight and delivery
costs. The Trust can hold up to 4 million metric tons or cash equivalent, but currently only holds
about 915,000 metric tons of wheat and $107,000,000 (which is available to buy commodities when
needed). Because a diversity of commodities is needed for emergencies, it is best for the Trust to be
replenished with funds that can be used to procure the appropriate commodities when needed.

Two mechanisms need to be improved to make the Trust more readily available for emergencies: the
“trigger” for releasing commodities and the level of reimbursement. We urge you to make the
needed changes in the 2007 Farm Bill.

Trigger: Section 302(c)(1)(c) of the Bill Emerson Humanitarian Trust Act states that a waiver of the
Title Il non-emergency minimum tonnage is not a prerequisite for the release of commodities from
the Trust. Nonetheless, the Administration has taken the stance that it will only use the Trust
commodities as a last resort after ail other avenues, including the Title 11 waiver, are considered.
This may partially be driven by the 500,000 metric ton limitation on BEHT tonnage that can be
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provided in any fiscal year, although if the Trust is not used one year the 500,000 metric tons for that
year can be added to future year releases. Another reason may be the term “unanticipated”
emergencies, which is how the BEHT Act refers to releases for international humanitarian crises
versus “emergencies,” which is how the BEHT Act refers to releases in case of short supply of a
commodity. Thus, we have several recommendations for fixing the language.

First, create safebox for 1,200,000 metric tons (or $600 million) for Title II non-emergency
programs that cannot be waived. This takes away the confusion about whether the waiver is used
before the Trust can be accessed. Second, eliminate the part of the Trust that refers to “short
supply,” as it is a vestige of a time when food aid was considered “surplus” and is outdated now that
the Trust can hold funds. Third, change the terminology and allow commodities or funds to be
released when there are emergency food aid needs. And, forth, allow up to 1,000,000 metric tons to
be released in any fiscal year.

Replenishment: Currently, the Trust may be replenished either through a direct appropriation or by
capturing $20 million of funds reimbursed to CCC from PL 480 as repayment for previous use of the
Trust. The Administration has never requested a direct appropriation, but Congress provided $67
million for replenishment as part of the FY 2003 Irag supplemental appropriations act. In addition,
USDA has twice captured $20 million from PL 480 reimbursements. Thus, the Trust now holds
$107,000,000. This amount plus the 915,000 MT of wheat held in storage makes up the total value
of the Trust, which is about 1,500,000 metric tons in wheat equivalent prices. To bring the Trust to
its full 4 MMT wheat-equivalent level, we urge that the $20 million be raised to $60 million per
year.

Expand Food for Progress

Increase the Food for Progress to 500,000 metric tons for programs that improve private
sector agricultural, food and marketing systems in developing countries that are implementing
market reforms.

The Food for Progress Act directs USDA through the Commodity Credit Corporation (CCC) to
provide a minimum of 400,000 metric tons of commodities each year to developing countries that
are introducing market reforms and supporting private sector development. These programs may be
implemented by PVOs, the World Food Program and recipient country governments. The amount
actually provided through CCC falls short of 400,000 metric tons because there is a cap on amount
of funds that CCC can provide for delivering the commodities and administering the programs
overseas.

USDA has authority to use PL 480 Title I funds in addition to the CCC funds to implement Food for
Progress programs. In FY 2006, about 75 percent of Title I funds were used for this purpose.  As
no funds were appropriated for Title I in FY 2007, and the Administration seeks no funding in FY
2008, this means a cut in funding in Food for Progress.

Many poor, developing countries are undergoing economic reform and, therefore, the demand for
Food for Progress programs is great. Forty-six different PVOs apply for Food for Progress
programs. For FY 2007, 100 proposals were submitted by PVOs and 16 by governments, but only
11 new proposals were approved and 3 other programs were provided second year funding.
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We therefore recommend increasing the minimum to 500,000 metric tons and assuring that this
amount is available for proposals submitted by PVOs. To accommodate the additional tonnage the
amount available for transporting the commodities and for administrative and management costs
would need to be increased proportionately.

Example: International Relief & Development (IRD), Azerbaijan
Commodities: 10,000 MT soybean meal; Total value: 2,125,467 (one year)
Beneficiaries: 26,899

IRD targeted Ganja, Goranboy, and Khanlar in western Azerbaijan, because in these regions there
is a high concentration of internally-displaced persons (IDPs), the level of unemployment is close
to 70%, and the local farmers and IDPs are poor and are not able to support their basic needs.
Soybean meal monctization was chosen because of shortages of feed grains in the country. IRD
trained farmers in crop and livestock production and market development and distributed small
grants to start-up local businesses. HIV/AIDS awareness was also conducted in the targeted
communities.

Results:

+ Business development classes were provided for 1,532 farmers, in the town of Ganja and
four local regions (Kahnlar, Geranboy, Samukh and Zakatala). As a result, farmers
submitted business proposals to IRD, and IRD funded 106 of them.

¢ [RD published two leaflets, “Raising chickens in your backyard” and “Chicks” diseases and
their prevention”; five handbooks on various agricultural topics: “Recommendations for
sheep keepers”, “Recommendations for cattle keepers”, “Recommendations for beekeepers”,
and “Recommendations for chicken keepers”.

e The total number of people who benefited from the small grants was 26,899. The farmers
and small entrepreneurs formed several groups that were eligible for receiving grants.
Recipients included 16 cattle breeding groups, 22 women poultry groups, 38 sheep breeding
groups, two women geese groups, 19 agro-service groups, two harvesting groups, and seven
beckeeping groups. Within a year, monthly income of beneficiaries at least doubled. Each of
the 19 agro-service groups received approximately $5,090 and in the first year members
provided services in their communities valued at $46,421.

Monctization's Continued Contribution

Monetization is an important component of food aid programs and we support its continued
use where appropriate, based on market analysis.

Monetization is the sale of commodities in net food-importing, developing countries and the use of
proceeds in projects that improve local food security. It can have multiple benefits and is
appropriate for low-income countries that must depend on imports to meet their nutritional needs.
Limited liquidity or limited access to credit for international purchases can make it difficalt for
traders in these countries to import adequate amounts of foodstuffs and monetization is particularly
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helpful in such cases. In all cases, the proceeds are used to support food security efforts or the
delivery of food in the recipient country.

Monetization can also be an effective vehicle to increase small-scale trader participation in the local
market and financial systems, can be used to address structural market inefficiencies, and can help
control urban market price spikes. The commodity can also be integrated into agricultural processing
operations, helping to establish and expand feed mills, fortified foods, and other locally-important
products. For example, International Relief & Development used bulk wheat and soy flour provided
through Food for Progress to establish small noodle production plants in Cambodia and the soy-
fortified products were incorporated into school feeding programs. ACDI/'VOCA used soybean
meal donated by USDA to help reestablish the feed industry in Indonesia after the economic crisis.
Both of these activities expanded local enterprise, increased jobs, and had a long-lasting food
security benefit.

Market analysis is an important element of all food aid programs, but is more extensive for
monetization programs. A “Bellmon Determination” is required for both monetization and
distribution to make sure the commodities chosen will not interfere with local production and
marketing and that there is adequate storage for the commodities provided. Commodities chosen for
monetization are not locally produced, are produced in small amounts or are available only during
certain times of the year. Therefore, the likelihood of creating local disincentives to production is
small. However, some countries in a region have linked markets, so the analysis must also consider
inter-country trade. For example, there is a Bellmon analysis that covers all the countries in West
Africa.

As the potential disincentive effect of food aid is oft cited, but little researched, one study worth
noting is by Abdulai, Barrett and Hoddinott [October 2005}, which looks at disincentive effects of
food aid provided in Ethiopia, the largest food aid recipient country in Africa over the 10-year
review period. It received food for distribution and monetization. The study found no disincentive
effect and note on page 1701 of the article: “In rural Ethiopia, simple test statistics...suggest that the
disincentive effects of food aid on household behaviors are many, large in magnitude and
statistically significant. However, when we take into account household characteristics. ..--that can
affect behaviors and on which food aid is commonly targeted—many of these adverse effects
vanish. In fact, there is some suggestion in these data that food aid leads to increases in labor supply
to agriculture, wage work, and own business activities.”

Save the Children and World Vision prepared a review of the PVO monetization programs under
Title If, covering 6 commodities in 30 countries and 48 programs from 2001-2005. They found that
the commodity choice and quantities avoided competing with local production and marketing and
therefore diminished potential disincentive effects. As the commodity levels provided were small in
comparison to needs and required imports, the potential for commercial import disruption was also
small.

Example: Africare’s PL 480 Title I Development Program in Guinea

Africare began implementation of a five-year Guineg Food Security Initiative (GnFSI) in the
Prefecture of Dinguiraye in the Upper Region of Guinea in September 2000. This program
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represents an expansion of a very successful first phase program (1995 — 2000). This multi-sector
program is currently operating in 50 of 84 districts of the Prefecture providing support to a
population of 107,750 people.

Africare’s program focuses on decreasing post-harvest storage losses, improving the nutritional
status of children under the age of five, and increasing the capacity of District Development
Committees to understand and address the challenges to food availability, access and utilization.
Dinguiraye is an area that prior to Africare’s intervention, received no outside assistance and limited
support from its own governmental ministries. Chronic malnutrition of under-5 children was in
excess of 50% and the amount of food available to households was adequate for less than four
months per year.

The program’s positive impacts due to the introduction of improved storage techniques include
adding a month to post-harvest storage without damage to commodities, and doubling the
months when adequate food is available in the households.

Working with the Ministry of Health, Africare’s nutritional program reduced chronic malnutrition
rates from 50% to 21% and the number of caretakers of under-5 children that participate in growth
monitoring, food demonstrations and guided health discussions increased to more than 90% of the
population. The prospective for these activities to continue under the auspices of the Ministry of
Health is strong, because they are low cost and very popular with the beneficiaries themselves. More
importantly, the target population has had an active role in improving the methodology by which
more nutritious foods are identified and made available.

Monetization: The financial resources for the program are generated by monetization of Title II
food commodities (approximately 4,600 MT’s of vegetable oil during FY 05 for Africare and two
other PVOs). This innovative program promotes private sector development and broadening of local
markets, both for producers and consumers, independently of the food security activities funded with
the sales proceeds.

Vegetable oil was chosen for monetization because little is produced in country. The amount
imported for monetization was small in comparison to import needs, which minimizes the likelihood
of interfering with commercial imports. Further, vegetable oil availability is concentrated in the
main city, not the outlying areas. Africare therefore arranged for the sales to reach the outlying areas
through the sale of small lots to multiple buyers.

Africare worked with the Guinean government and private sector to increase the involvement of
small-scale distributors to have access to vegetable oil, which is usually sold at the high end of the
local market. A consequence has been the increased distribution of vegetable oil throughout the
country, outside of the capital and principal urban markets to key rural areas that had never been
served. This methodology included private sector sales techniques (e.g. closed tender bids, bank
guarantees reflecting local interest rates and payment of required taxes by the buyer), and generated
the following benefits:

1. Higher prices received from the buyers compared to if it was just sold to regular importers,
which translates into a larger amount of sales proceeds to support the development activity.
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2. Increased sophistication and understanding of commercial business practices by the private
sector. especially the small-scale operator who was often unable to participate in these types
of transactions {or even the formal financial system).

3. Increased availability of high quality commodities throughout the national market.

Pilot Program for Local/Regional Purchase

We recommend a field-based, pilot program for local purchases for famine prevention and
relief.

In-kind food aid continues to be the most dependable and important source of food aid.
Commodities committed by and sourced directly from donor countries, which have more than
adequate production to meet their domestic needs, is required to assure that sufficient levels food aid
are available each year. However, there are situations where purchases closer to the area of need
could provide more timely response, diversity of the food basket, and benefits to local agricultural
development.

The Administration has proposed to provide up to 25% of Title Il funds for local or regional
purchase for emergencics. Many of the areas where food aid is delivered need additional
commodities from imports to meet their needs and there may little room to expand on the
local/regional purchase, considering the large amounts that the UN World Food Program is already
procuring. Therefore, we recommend assuring adequate US commodities are assured to meet the
minimum tonnages under Title Il and to add a field-based pilot program for local purchase.

While PVOs have experience using privately-raised funds and, to a limited degree, USAID
International Disaster and Famine Assistance account funds for local purchases, information from
these programs has not been systematically collected and therefore is inadequate to use for
developing appropriate methodologies and best practices for future programs. Thus, as part of the
2007 Farm Bill we recommend a pilot program for local purchases for famine prevention and relief -

(1) Within recipient countries or nearby low-income countries,

(2) In cases where the procurement is likely to expedite the provision of food aid,

(3) Where the procurement will support or advance local agricultural production and marketing, and
(4) Conducted by PVO implementing partners that have experience with food aid programming in
the recipient countries.

To assure that accepted practices for food aid programs are followed and to identify appropriate
methodologies and best practices for future programs, each PVO implementing a pilot program shall

(1) Prior to implementing a local purchase program, conduct an analysis of the potential impact
of the purchase on the agricultural production, pricing and marketing of the same and similar
commodities in the country and localities where the purchase will take place and where the
food will be delivered;

(2) Incorporate food quality and safety assurance measures and analyze and report on the ability
to provide such assurances;
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(3) Collect sufficient data to analyze the ability to procure, package and deliver the food aid in a
timely manner;

(4) Collect sufficient data to determine the full cost of procurement, delivery and administration;
and

(5) Monitor, analyze and report on the agricultural production, marketing and price impact of the
local/regional purchases.

McGovern-Dole Food for Education

The McGovern-Dole Program provides incentives for poor families to send their children to school.
Requiring an appropriation of no less than $100,000,000 each year will give certainty that funds are
available for multi-year programs. These types of programs used to be included in Title II, but with
the establishment of McGovern-Dole in 2002, such programs under Title II are being phased out.
Increased funding would allow more multi-year programs, improve program impact, and allow
broader use of the authority in the law to support both educational programs and programs for
children under the age of five, which is when malnutrition can have its most devastating impact on
child development.

Conclusion:

In conclusion, Mr. Chairman, we can see the many benefits US food aid programs are now creating
for poor communities, improving incomes, living conditions and nutrition and sowing the seeds for a
promising future. Along with my colleagues at ADRA and other PVOs, 1 deeply wish to see the
continuation and expansion of food aid programs so the opportunity for a healthy, productive life can
be offered to others.

Mr. Chairman, thank you for supporting these life-giving programs. I would be pleased to answer
any questions you may have.

Attachments.

PL 480 Title I Funding Chart, 2001-2008
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Statement by Michael W. Yost
Administrater of the Foreign Agricultural Service
U.S. Department of Agriculture
Before the U.S. Senate Committee on Agriculture, Nutrition and Forestry
Washington, DC
Wednesday, March 21, 2007

Mr. Chairman, members of the committee, I am pleased to appear before you
today with my colleague from the U.S. Agency for International Development (USAID)
William Hammink. I welcome the opportunity to discuss the trade and food aid
programs administered by the U.S. Department of Agriculture (USDA).
INTRODUCTION

Since the last Farm Bill was enacted in 2002, the trade programs administered by
the Foreign Agricultural Service (FAS) have served to expand new markets and maintain
existing markets for U.S. agricultural products. These programs complement our efforts
to open markets through trade negotiations and maintain market access through
diplomacy and enforcement of trade agreements. To ensure that agricultural interests are
well represented at the negotiating table, FAS works closely with the Office of the U.S.
Trade Representative (USTR). Last year, we helped successfully conclude trade
agreements with Colombia, Panama, and Peru that can provide greater market access for
all U.S. agricultural products.

Together, our trade programs and negotiations have contributed to a strong farm
economy and high demand for U.S. food and agricultural products. In fact, earlier this
month, USDA raised its export forecast to a record $78 billion for fiscal year 2007, due in

part to strong commodity prices. This would be an increase of $9.3 billion over last year,

the second largest increase on record, and the fourth year of back-to-back records.
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Nonetheless, in order to continue these impressive gains, we cannot rest on our
accomplishments. We must expand access to overseas markets, where 95 percent of the
world’s consumers live. We must continue to refine and improve our longstanding
programs to ensure that they operate efficiently and effectively.

To do this, the Administration crafted Farm Bill proposals that will strengthen
U.S. agriculture’s competitive position, while meeting our international obligations.
These Farm Bill proposals are not only good farm policy, but good trade policy. They
are more predictable, more equitable, and better able to withstand challenges from other
countries.

TRADE PROGRAMS
Market Access Program

The cornerstone of the Department’s market development efforts is the Market
Access Program (MAP) which expires at the end of 2007, as mandated in the 2002 Farm
Bill. This program uses funds from the Commodity Credit Corporation (CCC) to create,
expand, and maintain long-term export markets for U.S. agricultural products.

Our Farm Bill proposals recommend increasing MAP funding from $200 million
to $225 million annually. USDA will apportion this additional funding to help address
the imbalance between program crops and non-program commodities. The MAP also
uses funds from the CCC to help create, expand, and maintain foreign markets, but it
encompasses the full range of U.S. food and agricultural products, including value-added
products. MAP forms a partnership between USDA and non-profit U.S. agricultural
trade associations, U.S. agricuitural cooperatives, non-profit state-regional trade groups,

and small U.S. businesses to share the costs of overseas marketing and promotional
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activities such as consumer promotions, market research, trade shows, and trade
servicing.
hnical Assistance fi eci

As our exports have grown, some of our trade partners have increasingly turned to
unscientific sanitary, phytosanitary, and technical barriers to protect their domestic
industries and deny market access to U.S. agricultural products. USDA has successfully
helped U.S. exporters regain market access for millions of dollars of products from
almonds to spinach. To continue these efforts, the Administration’s 2007 Farm Bill
proposals would increase mandatory funding for the Technical Assistance for Specialty
Crops (TASC) grant program by $68 million over 10 years and increase the maximum
allowable project award to $500,000.

TASC funds projects to assist U.S. food and agricultural organizations address
sanitary, phytosanitary, and technical barriers that prohibit or threaten the export of U.S.
specialty crops.

TASC has proven to be very effective in providing support for specialty crop
exports. In recent years, TASC funding has been used to gain market access for
California nectarines in Japan, harmonize organic standards with Canada and the EU, and
create a database of pesticide tolerance levels and standards for more than
300 specialty crops in more than 70 countries. In 2006, USDA funded 26 TASC projects
valued at $2.6 million.

nt Pro dr e
To complement the TASC program, the Administration’s 2007 Farm Bill

proposals include a new grant program focused on sanitary and phytosanitary issues and



154

supported by $2 million in annual mandatory funding. This additional funding would
allow us to better address sanitary and phytosanitary issues for all agriculture
commodities. The funding could pave the way for international organizations and other
governments’ regulatory agencies to set new standards, provide U.S. exporters with
information on compounds restricted by other countries, and improve other countries’
understanding of U.S. safety standards and testing methodologies. It would enable us to
tap targeted technical expertise on an ad-hoc basis rather than hire permanent staff.
hni i ve T isput

For small agricultural producers and industries, defending their products against
unscientific and unfair trade barriers is a complex, lengthy, and time-consuming process.
While U.S. industries can pursue unfair trade practices through U.S. trade laws or initiate
a case in the World Trade Organization (WTO), industries must pay high legal and
analytical costs for extended periods of time—sometimes years. This is particularly
challenging for limited resource agriculture industries. Conversely, some U.S.
agricultural sectors have themselves been challenged in either the WTO or by other
countries’ trade laws. USDA, working closely with USTR, helps industries that have
been challenged. The Administration is requesting that the Secretary of Agriculture be
granted broad discretionary authority to provide limited resource groups with enhanced
monitoring, analytical support, and technical assistance if he deems it would be beneficial

to U.S. agriculture.

USDA works closely with international standard-setting bodies, such as the

Codex Alimentarius, the International Plant Protection Convention, and the World
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Animal Health Organization, to establish and harmonize multilateral food, plant, and
animal health and safety standards. By assigning staff to work with these organizations,
we impact their decision-making process and ensure that they design and implement
standards for trade in agricultural products that are science-based. When countries ignore
these internationally recognized scientific guidelines, we work through the international
standard-setting body or through direct bilateral negotiations to resolve the unfair
restriction. When these efforts fail, we use the dispute settlement process of the WTO,

The United Nations Food and Agriculture Organization (FAO) works with
member governments to place their nationals in FAO staff positions. However, we lack
sufficient funding to place adequate numbers of Americans in these positions. For
example, out of a total of about 100 positions in the FAO’s associate professional officer
program, European countries fund about 83 percent of these positions for their nationals,
while we only fund one percent for Americans—a major imbalance.

As aresult, the EU is in a better position to influence international organizations’
policies and programs than we are. USDA needs dedicated funding to strengthen U.S.
representation in these organizations. In addition, we are having difficulty hiring
seasoned, director-level staff to represent the United States in these organizations because
we do not have the funds or the authority to pay salaries and allowances commensurate
with those received by international organization employees. For these reasons, the
Administration’s 2007 Farm Bill proposals request long-term mandatory funding of $15
million over 10 years to enhance our ability to assign USDA staff support for

international trade standard-setting bodies.
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TRADE CAPACITY BUILDING

Before developing countries can become customers for U.S. agricultural products,
they must first become politically, economically, and socially stable. President Bush’s
National Security Strategy recognizes that a lack of economic development, particularly
in fragile and strategic countries and regions, results in economic and political instability
which can pose a national security threat to the United States. A productive and
sustainable agricultural sector is a critical factor in creating this stability. Only then can
these countries and regions more easily integrate into the global economy and reduce
hunger and poverty.

USDA works to develop the capacity of local governments in both politically
stable and fragile economies to support market-based agriculture. We have provided
technical assistance and trade capacity building in markets such as Georgia and Armenia,
Kenya and Uganda, and Pakistan and India so they can harness the power of trade and
create open, predictable policies and procedures to boost economic growth and reduce
poverty.

In recent years, USDA has worked with the Department of State, the Department
of Defense, USAID, and the National Security Council to assist in the reconstruction and
stabilization of Afghanistan and Iraq. Revitalization of these two countries” agricultural
sectors is essential to their development. USDA is conducting trade capacity building
and technical assistance activities in Iraqg, including a $7.8 million agricultural extension
project and marketing education efforts in partnership with U.S. commodity groups.

The Administration’s 2007 Farm Bill proposals provide $2 million annually in

direct mandatory funding for agriculture reconstruction and extension efforts. This
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funding would build the capacity of fragile and unstable countries and regions to trade by
improving food safety, supporting agricultural extension projects or agricultural
knowledge initiatives, and building bilateral partnerships with strategically important
countries.
FOOD AID PROGRAMS

In addition to this trade capacity building assistance, USDA administers three
food aid programs that jumpstart economic development in countries needing assistance
to get on their feet or needing help in a crisis or emergency—the Food for Progress
Program, the McGovern-Dole International Food for Education and Child Nutrition
Program, and the Public Law 480, Title I (P.L. 480, Title I) Program. These programs
support international assistance and development activities that alleviate hunger and
improve nutrition, education, and agriculture in some of the world’s poorest countries.
By using direct donations and concessional sales of U.S. agricultural commodities, we
are able to accomplish much. With our budget request for 2008, we will continue these
efforts.

Food for Progress Program

During the past two decades, the Food for Progress program has supplied over12 million
metric tons of commodities to developing countries and emerging democracies
committed to introducing and expanding free enterprise in the agricultural sector.
Commodity purchases totaling nearly $3 billion over this period for Food for Progress
programming have been handled through the Commodity Credit Corporation (CCC).

During fiscal year 2006, the United States provided more than 215,000 metric

tons of CCC-funded commodities valued at about $125 million under this program. This
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effort supported 19 developing countries that were making commitments to introduce or
expand free enterprise elements in their agricultural sectors. Again this year, more than
215,000 tons of commodities will be provided. More than 2 million people in
11 countries, including Afghanistan, throughout Africa, and Central America, will be fed
by this program this fiscal year. In fiscal year 2008, the President’s budget provides an
estimated program level of $163 million for Food for Progress grant agreements carried
out with CCC funds.

McGovern - Dole Program

Another highly successful program is the McGovern-Dole International Food for
Education and Child Nutrition Program. It helps support education, child development,
and food security in low-income, food-deficit countries that are committed to universal
education.

This year, we will feed nearly 2.5 million people in 15 developing countries,
including Cambodia, Guatemala, and Malawi, with the $99 million appropriated funding
level. We appreciate the strong support this program has received from members of
Congress. In fiscal year 2008, we are requesting $100 million for the McGovern-Dole
program. This amount will be supplemented by an estimated $8 million to be received
from the Maritime Administration for cargo preference reimbursements.

In the last five years, the McGovern-Dole program has helped feed more than
10 million children in more than 40 countries. For example, last year, USDA awarded
Counterpart International (CPI) a grant to provide more than 9,000 tons of commodities
for use in Senegal. This McGovern-Dole project is using vegetable oil, textured soy-

protein, and barley to feed nearly 18,000 primary school children and 1,800 pre-school
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children over a three-year period. The proceeds from the sale of soybean oil are being
used to improve school sanitation, repair schools, and improve the skills of teachers. The
project includes a maternal and child health component, which provides take-home
rations to needy mothers with young children. It also provides a growth monitoring and
promotion program, along with a health education and assistance campaign. The leader
of one of the villages in which the school feeding project is being conducted told the
visiting U.S. Ambassador to Senegal that, “We have already seen immediate results from
this program as students are able to stay in school longer and learn more each day.” This
McGovem-Dole school feeding program provides hot daily meals to students, permitting
them to remain in the classroom and learn for longer periods.

The multi-year dimension of this program is vital to address comprehensively the
issue of chronic hunger. Moreover, providing meals both at school and through take-
home rations provides a powerful incentive for children to remain in school.
Government-to-government partnerships coupled with the important resources provided
by the private voluntary organizations (PVOQs) are vital to sustain these programs and
ensure success.

P.L. 480. Title ] Program

Historically, the P.L. 480, Title I program has been geared primarily toward
countries with a shortage of foreign exchange and difficulty in meeting their food needs
through commercial channels. Assistance has been provided on a government-to-
government basis by selling U.S. agricultural commodities on credit terms. Inrecent
years, the demand for food assistance using credit financing has fallen, mostly becanse

worldwide commercial interest rates have been relatively low. For example in 2006, we
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signed only three government-to-government credit agreements compared to seven in
2002. As recently as 1993, 22 Title I agreements were signed, followed by a continuing
decline over the past 14 years. We are not requesting any additional funding for P.L.
480, Title I for 2008. The budget recommends that all P.L. 480 assistance be provided
through Title II donations.
€ anitari S,
USDA also manages the Bill Emerson Humanitarian Trust, which serves as a backstop
commeodity reserve for the P.L. 480 program. This reserve is available to meet
emergency humanitarian food needs in developing countries, allowing the United States
to respond to unanticipated food crises with U.S. commodities. We currently have
915,000 metric tons of wheat in the Trust and $107 million in cash. Cash provides the
flexibility we need to purchase appropriate commodities based on availability and the
specific need. With commodities, we must pay storage costs. Holding the 915,000
metric tons of wheat is costing more than $9 million each year or about $10 per ton.
Finally, cash allows us to respond much more quickly to a food crisis because we can
easily purchase commodities, whereas swapping what we have in the Trust for what we
need to provide consumes precious time and risks the loss of lives to hunger and
starvation.
Upcoming Issues
This year several food assistance issues will come to the forefront in the domestic
and international arenas. USDA chairs the Food Assistance Policy Council, which also
includes senior representatives from USAID, the Department of State, and the Office of

Management and Budget. Over the years, this group has made significant progress in
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ensuring policy coordination of food assistance programs under the Agricultural Trade
Development and Assistance Act and the Food for Progress Act. At a meeting earlier this
month, several issues including food aid quality, the Administration’s 2007 Farm Bill
proposals, and the challenges facing food aid policy in the WTO were discussed.

One of the topics addressed was whether current food aid formulations and
product manufacturing practices address the needs of at-risk recipients and reflect the
best available science. For more than forty years, USDA and USAID have provided
micronutrient fortified food commodities to vulnerable, food-insecure populations. We
share the concerns of the large number of stakeholders interested in improving the
performance of these food aid programs, most notably the quality of commodities
provided under the programs. Some of the shared issues of concern include delays in
updating existing contract specifications, whether the use of current contract
specifications result in the acquisition of desired products, and adequate testing
procedures designed to ensure purchased products meet contract specifications.

In oxrder to address the concerns, we are taking the initiative to do an in-depth
review of the types and quality of food products used in the administration of U.S. food
aid programs. We would also continue our efforts of reviewing the existing contract
specifications used to obtain food aid commodities, and improving our post-production
commodity sampling and testing regime based upon sound scientific standards.

‘We share the belief of the PVO community that both the quality and formulation
of food aid products are crucial to delivering safe, wholesome products to undernourished
populations, particularly vulnerable groups including infants and young children, women

of child-bearing age, and people living with HIV/AIDS. Currently, we are examining
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options to review the nutritional quality and cost-effectiveness of commodities being
provided as food assistance. Our goal will be to have consultations with nutritionists,
scientists, commodity associations, the World Food Program, the PVO community, and
SUSTAIN to make sure all viewpoints are heard. We want to ensure that the food aid we
provide is of the highest caliber to meet the nutritional requirements necessary to address
chromnic hunger.

On January 31, USDA Secretary Johanns unveiled the Administration’s 2007
Farm Bill proposals. These Farm Bill proposals recommend a significant policy change
in food aid programs—providing the ability to use up to 25 percent of P.L. 480, Title II,
annual funds to purchase commodities grown in the region experiencing an emergency
situation. The change would provide the flexibility needed to improve the effectiveness
and efficiency of U.S. food aid assistance efforts.

As you are aware, food aid is a subject of discussion in the WTO negotiations. In
the negotiations, the United States continues to strongly defend our ability to use food aid
in emergency and non-emergency situations. Emergency food aid should not be
disciplined because flexibility must be maintained to respond to people in crisis. Non-
emergency food aid should only be disciplined to ensure that it does not displace
commercial sales. Cash and in-kind food aid should be treated equally in operational
disciplines and transparency provisions.

A variety of programming options must remain available to ensure that food aid
programs can be tailored to local needs and that sales do not disrupt local markets or
displace commercial imports. The monetization of food aid to create funds for

supporting projects that result in increased economic activity and thereby directly
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confront poverty should continue. As the United States has repeatedly stated in these
negotiations, we seek to help lift poor families out of poverty by helping governments
design projects that are self-sustaining.

A few days ago the Government Accountability Office shared with us the results
of its study on the efficiency and effectiveness of the U.S. Government’s efforts to
deliver food aid. We will give the report careful study in the coming months as we are
continually seeking to improve the effectiveness and efficiency of our food aid programs.
CONCLUSION

As Administrator of USDA’s Foreign Agricultural Service, I am proud of our
efforts to improve foreign market access for U.S. products, build new markets, improve
the competitive position of U.S. agriculture in the global marketplace, and provide food
aid and technical assistance to foreign countries.

1 believe the 2007 Farm Bill Trade Title proposals will make U.S. farm policy
more equitable, predictable, and better able to withstand challenge, while ensuring
fairness and providing greater export opportunities to farmers, ranchers, and other
stakeholders.

This concludes my statement. I look forward to answering any questions you may

have. Thank you.
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it is appropriate for the Senate Agriculture, Nutrition and Forestry Committee to hold this hearing
on Food Aid Programs. Hunger is intolerable in a world of plenty. Still, more than 1 billion people
worldwide currently live in poverty, earning less than $1 per day.! As a result of poverty and the
related problems in obtaining adequate, nutritious food, about 820 million people in the
developing world are undernourished.? Hunger and malnutrition have negative effects on
cognitive development, growth, and health which then lead to negative effects on labor
productivity and a nation’s development.

For decades, the United States has played an important role in addressing hunger around the
world and our efforts have made it possible for millions of people to have survived famine (more
often fanned by civil strife than crop failures). In addition, our food assistance contributions help
save lives, lead to the education of children, create pluralism, build societies and forge
friendships in our complicated world. International food assistance is far more than providing
food — it is the connection of life and opportunity - from those in a position to give to those in a
position of need. The benefits to everyone are incalculable — well beyond monetary
measurements, although the monetary benefits are significant.

The American Dietetic Association (ADA) commends the committee for considering what our
role can and should be in advancing nutrition and heatlth, as well as addressing hunger. ADA is
the largest organization of its kind and it is guided by a philosophy based on sound science and
evidence-based practice. ADA members are sought-out participants in domestic and
international discussions as they work on nearly every aspect of food, nutrition and health.

ltis the position of the American Dietetic Association (ADA) that it is a human right to have
access to adequate amounts of safe, nutritious, and culturally appropriate food at all times. The
Association supports programs and encourages practices that combat hunger and malnutrition,
produce food security, promote self-sufficiency, and are environmentally and economically
sustainable.’

In this farm bill, ADA recommends food should not be used as a sanction against other nations.
The American agricultural community has led the fight against “food being used as a weapon.”
ADA joins them in that stance.

ADA supports the continuation of emergency humanitarian food assistance. Donations should
not undermine local food production or marketing systems or distort trade. Similarly, the
structure of U.S. domestic programs should not undermine food production or marketing
systems outside the United States or distort trade.

! World Bank. 2006 World Development Indicators. Washington, DC: World Bank; 2006.
* State of Food Insecurity in the World 2006, Food and Agriculture Organization of the United Nations, 2006.
* Addressing World Hunger, Malnutrition and Food Insecurity. J Am Diet Assoc. 2003:103:1046-1057
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ADA supports the Dole-McGovern International Food for Education Program for its role in
feeding children and encouraging education, and encourages its full funding.

We also bring to the committee’s attention that currently, there is no international initiative to
deal with the maost costly form of malnutrition — that is from ages 0 o 2. In all other stages of
life, people can recover from malnutrition, but the impacts of nutrient deficiencies on children in
the womb and up to age 2 can never be overcome. They include low birth weight, impaired
cognitive development, impaired immunity and reduced earning potential and compromised life
expectancy.

ADA encourages this committee to support a global campaign to encourage breast feeding, to
educate parents about nutrition and to make certain that every child ~ from womb to age 2 — has
the necessary nutrients to live and grow to full potential. The World Bank and others are
proposing such a campaign, drawing together NGOs and companies, foundations and
governments in support of action to either supplement or fortify foods with Vitamin A, Vitamin B,
Folate, iron and Zinc. According to the World Bank, the cost for the addition of these vitamins
and minerals to food or diet is about $5 billion* annually. The payoff is immediate and in the
next 10 years, the global economic benefit is between $180 to $250 billion.

As a point of reference, the socio-economic effect of addressing malnutrition in the very young
(and in their mothers) is greater than the whole impact of global trade liberalization.

Clearly, there is significant potential benefit in addressing international hunger, nutrition and
health issues now, before circumstances deteriorate, and to ameliorate human as well as
economic costs. We also encourage the Senate o support U.S. international food assistance
programs as part of the 2007 Farm Bill.

For more information, or if you have questions, please contact:
Jennifer A, Weber, MPH, RD
(202) 775-8277
jweber@eatright.org

* Fortification is more cost effective than supplements, but both would vield substantial payoffs.
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1 appreciate the opportunity to submit written testimony on a subject very close to my
own heart and a prime policy interest of Bread for the World.

Founded in 1974, Bread for the World is a Christian, nonpartisan organization supported
by 45 denominations and more than 2500 churches that works to bring about public
policy changes that address the root causes of hunger and poverty in the United States
and overseas. Bread for the World's 58,000 members lobby Congress and the
administration to this end, and mobilize a quarter of a million constituent contacts with
members of the U.S. Congress every year. Bread for the World helps concerned people
learn about policy issues that are important to poor and hungry people, and then helps
them turn this knowledge into positive political action.

The dimensions of global hunger are well known: More than 850 million people — half of
them children — live in a state of chronic hunger and food insecurity; 25,000 die daily due
to hunger and related ailments. We are seeing the Millennium Development Goal of
halving global hunger and poverty by 2015 slipping from our grasp. For such demeaning
hunger and poverty to persist when we have the technological and economic means of
ending it is a moral affront to American values.

Food aid has been an important tool in combating global hunger, and has saved many
lives, and the U.S. can rightly feel proud of its role as the world’s most generous donor of
food aid. Its efforts have saved millions of lives. However, the food aid program has also
been burdened with ancillary objectives that undermine its effectiveness and efficiency in
meeting the needs of hungry people around the world.

Bread for the World has as its fundamental mission seeking justice for hungry people.
And while we appreciate the political argument for maintaining a broad coalition of U.S.
support for food aid, we are convinced by our own polling results that ending global
hunger is a topic that resonates with the U.S. public. Americans understand that this is
fundamentally an issue of social justice, and that meeting the real needs of hungry and
malnourished people should be the overriding objective of a U.S. food aid program.

The food aid environment has changed significantly from when Food for Peace was
initiated over 50 years ago, and changes in the food aid program are overdue. One need is
to simplify and clarify the multiple and sometimes conflicting objectives and statutory
requirements, which cannot all be met. Specific legislative objectives set for U.S. food
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aid include, in addition to combating world hunger and malnutrition, “promoting broad-
based, equitable and sustainable development,” “developing and expanding export
markets for U.S. agricultural commodities,” “fostering and encouraging the development
of private enterprise and democratic participation,” and “preventing conflict.” On top of
these are added operational requirements, including minimum tonnage (generally met),
sub-minimum tonnage for non-emergency programs (not met since 1995), and value
added (generally not met). It is time to clarify the mandate of food aid, giving
unambiguous priority to combating hunger and malnutrition.

Bread for the World favors a transition to demand-driven food aid, based more on the
needs and opportunities and less on supply and availability. Food aid is no longer a
surplus disposal program, and the volumes involved are too small to affect commodity
prices in any but exceptional cases. In fact, food aid tends be pro-cyclical, so that food
aid volume tends to decrease in times of high prices — such as the present -- when the
food needs tend to be the greatest. This is exactly counter to the stated objective of
meeting the nutritional needs of the world’s hungriest people.

Bread for the World believes that the farm bill should ensure ongoing and consistent U.S.
assistance to people in need of emergency food and nutrition support around the world.
This means increasing the authorized funding levels for emergency food aid — especially
in light of recent agricultural commodity price increases.

We also need to recognize that commodity food aid is not always the most appropriate
response to food insecurity, whether chronic or emergency. One life-affecting
consideration is that of timeliness, ensuring the quickest response to emergencies or
windows of opportunity. Other considerations include market impact — whether the
commodity food aid serves as an incentive or disincentive to local or regional production
and commerce -- and commodity composition — i.e., whether the needs are best served by
commodities or products available from the U.S. In order to facilitate the most effective
and efficient responses to food insecurity, Bread for the World strongly supports
providing the Office of Food for Peace with the flexibility to procure food locally or in
the region. We think the Administration’s request in the farm bill principles for authority
to use up to 25 percent of Title I appropriations for local or regional purchase is a step in
the right direction, and urge the committee’s support. Local and regional procurement is
not going to be appropriate in every case and needs to be carefully applied, but there is
already sufficient information and experience on the part of the World Food Program, the
NGO community and other donors to clearly demonstrate the circumstances under which
this instrument can be effectively applied.

Along the same lines, we support loosening the restrictions that mandate the processing
(“value added™) of food aid and U.S. flag shipping. While these reflect legitimate
interests, our main focus should be on meeting needs and saving lives, and employing the
most appropriate and efficient means to that end. Surely, other means can be found for
ensuring the viability of the U.S. merchant marine than by imposing onerous and costly
restrictions on the shipment of food to meet the urgent nutritional needs of hungry people
around the world.
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The Bill Emerson Humanitarian Trust (BEHT) is another useful weapon in combating
global hunger. We support changes that would render the BEHT more efficient and
reliable in addressing food crises. These include making use of the BEHT easier and
more transparent by clarifying the “trigger” for its utilization relative to Title IT;
increasing efficiency by directing it to hold reserves in the form of cash or options instead
of commodities, thus reducing costs and increasing flexibility and responsiveness; and
instituting provisions for regular replenishment.

The new Farm Bill could also open opportunities for poor countries to become more food
self-reliant by reducing protectionist forms of assistance to U.S. farmers. Funding within
the Farm Bill could be shifted from trade-distorting commodity payments to programs
that would be much more helpful for rural America, especially for farm and rural families
of modest means, and to nutrition assistance for hungry people in rural and urban
America. These reforms, together with reduced protectionism in Europe and Japan,
would remove significant obstacles to agriculture and food security for many of the
world’s poorest people.

Finally, we would like to encourage members of this committee to consider the problem
of world hunger from the broadest perspective, recognizing that getting beyond chronic
food insecurity requires developing recipient country capacity to produce and trade.
Emergency commodity food aid is at one end of a spectrum of responses, and needs to be
recognized as a temporary fix at best. The U.S. government, along with other donors,
needs to put more resources into effectively addressing long-term food security.
International aid for agricultural development has plummeted over the past 20 years,
from 11 percent to just 3 percent of ODA. Increased crop yields in developing countries —
something achievable with current technologies -- would have a profound and lasting
impact on global hunger.

Growth in the developing world would also be good for U.S. agriculture. A 2006 study,
commissioned by Bread for the World Institute and conducted by the International Food
Policy Research Institute, showed that a seven percent GDP growth rate in the developing
world would generate nearly $26 billion in additional U.S. agricultural exports between
2006 and 2020.

We have the obligation and the opportunity to end hunger. We need to take advantage of
every means for doing so. The changes to the food aid portion of the farm bill noted
above will, I am confident, move the U.S. closer, in concert with the NGO community,
the WFP and other donors, toward meeting this urgent objective.

In closing, I would like to call attention to our policy paper on food aid, “Feeding a
Hungry World,” issued in April 2006, a copy of which is submitted with this testimony.
We would be happy to provide further information on any of the above points.

Thank you.
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This work was funded in part by a generous grant from
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We, the Heads of State and Government, or our representatives, gathered at the World
Food Summit at the invitation of the Food and Agriculture Organization of the United
Nuations, reaffirm the right of evervone to have uccess to safe and nutritious food,
consistent with the right 1o adequate food and the fundamental right of evervone to be
free from hunger.

(Rome Declaration on World Foed Security, November 13, 1996)

At the World Food Summit (WFS) in 1996, 186 nations came together and pledged to
provide the moral and political leadership needed to alleviate extreme hunger and
malnutrition. WFS participant countries pledged to reduce by half the number of
undernourished people in the world. Nearly 10 years on, there has been minimal progress
toward this historic goal. Globally, undernourishment has declined by 3 percent.'

That means that there are presently more than 850 million people who do not have
enough food to eat” and 2.7 billion people living on less than $2 a day.3 And in sub-
Saharan Africa the situation has actually worsened since the WFS.' There, the
combination of political unrest, conflict, drought and disease — principally AIDS — and
continued high population growth adds up to a grim scenario for the coming years.
Despite several renewed commitments to significantly reduce world hunger and poverty
since the WFS -- most notably as part of the Millennium Development Goals ~ it's clear
that an enormous amount of work remains to be done.

As countries rich and poor take stock of these tasks, debate continues about the kinds of
resources and efforts that will best achieve these goals and the levels required. Part of this
debate has focused on food aid. Over the past 50 years, food aid has been one of the
principal resources deployed in the effort to end hunger, and a number of donor countries,
the United States prominent among them, have channeled billions of dollars’ worth of
food to developing countries.

There is no question that food aid has been instrumental in saving lives. improving
nutrition, and easing the debilitating effects of poverty on human health and
development. In places wracked by war or natural disaster, emergency food aid is often
necessary to respond to acute human suffering. Food aid has also proven a valuable tool
in a variety of development projects, such as school feeding programs and maternal/child
health initiatives. These relief and development activities are important initiatives that
continue to merit strong international support.

However, concerns have been expressed about the structure and implementation of food
aid programs, about whether food aid is really an efficient means of meeting critical food
needs, and about the impact of food aid on agricultural prices and production levels in
recipient countries ~ in sum, how efficiently and effectively is food aid meeting human

! United Nations Millennium Project (2005) 13,

? Food and Agricultural Organization of the United Nations (2004) 6.
* World Bank (2005) 67.

¢ United Nations Millennium Development Goals Report (2005) p. 2.
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and development needs? These concerns suggest a need to reconsider this special form of
aid.

The United States is the world’s most generous donor of food aid, and its efforts have
saved millions of lives. Yet U.S. food aid is also intended to support domestic
agricultural and export trade objectives. U.S. food aid programs seek 1o “expand
international trade”™ and “develop and expand export markets for United States
agricultural commodities,” objectives that may blur the fundamental goal of feeding
hungry people.

Concerns have also been voiced about the impact of food aid on other development
objectives -- specifically, that the distribution of food aid may undercut development
activities aimed at encouraging increased agricultural production in food aid recipient
countries. Eighty percent of the world’s hungry people live in rural areas, and fully 50
percent rely on farming for their livelihoods.” Smallhold and tenant farmers, along with
farm laborers, represent the largest group of undernourished people in the world. If the
availability of food aid diminishes demand for locally produced food, then providing
food aid may depress market prices, decrease agricuitural production and reduce income
for the neediest segments of the population.

With our mission of seeking justice for hungry people, Bread for the World advocates
development assistance that improves food security, reduces hunger and poverty and
supports human and economic development. We recognize that a variety of strategies and
financial supports are needed to achieve these objectives. From technical assistance to
cash aid to in-kind contributions, the task of alleviating poverty and hunger requires a
robust, adaptable resource pool. Food aid is one useful tool among many: 1t must be
complemented by efforts to create an environment where individuals are empowered to
meet development goals for themselves.

The remainder of this report will focus on the benefits and costs of food aid and set forth
recommendations for making food aid more efficient and effective. It is an opportune
momeiit o reflect on how food aid programs, those of the United States in particular,
may be strengthened to achieve hunger and poverty reduction more effectively. U.S. food
aid programs, authorized through the federal farm bill, are on track to be renegotiated in
2007. The United States is also actively engaged in World Trade Organization (WTO)
trade negotiations, which will very likely affect food aid practices. Through the dual
avenues of the U.S. farm bill and WTO negotiations, it should be possible to improve
developing countries’ prospects for food security and sustainable development while
strengthening donor support for effective food aid programs.

“A gricultural Trade Development and Assistance, §1691.
 United Nations Millennium Project (2005).
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1. Feod Aid Definitions and Descriptions

Food aid can be simply defined as the “infernational sourcing of concessional resources
in the form of or for the provision of food.””’" While succinct, this definition requires
further uupacking, because food aid takes several different forms and is used for a
aumber of different purposes. Six elements of food aid are differentiated and described
below.

1) Food aid is an international transfer of resources. Although domestic food and
nutrition programs are sometimes referred to as food aid, for our purposes “food
-aid” involves flows of food (cr resources to purchase food) across international
borders.

2) Food aid is provided on concessional terms. Most food aid is provided in the
form of grants. Concessional sales (low interest loans with extended repayment
periods) account for a small and declining share of total food aid.

3) Resources for food aid are provided either as cash earmarked for the purchase of
food or as in-kind ransfers. This is a major distinction between food aid
programs of the European Union (EU) and those of the United States: Almost all
U.S. food aid is in-kind, produced in the United States and shipped to countries
around the world. In contrast, the EU mainly provides cash to relief and
development agencies, which is then used to purchase food in developing
countries. (Individual EU countries also provide food aid, and significant
differences often exist between Ell-wide policies and the food aid policies of
individual EU courtries). Canada and Australia, which are also major food aid
donors, provide a mixture of in-kind resources and cash for food purchases.

4) There is no fixed list of commodities used as food aid. Cereal grains, pulses,
blended foods, dried milk, and prepackaged meals-ready-to-eat (MREs) have
been donated as food aid. In practice, the vast majority of food aid, more than 80
percent in most vears, is comprised of basic cereal grains such as rice and wheat,
or soybc‘:ans.8

Food aid is provided through both bilateral and multilateral channels. Bilateral
food aid can be provided through government-to-government agreements or
through agreements hetween the U.S. government or other sponsoring countries
and private voluntary organizations (PVOs). Multilateral food aid means that
grants from donor countries are given to international public institutions, mainly
the U.N. World Food Program (WFP), which then enters into agreements with
PVOs to administer programs within recipient countries.

LA
~—

7 Barrett and Maxweli (2003) 5.
® World Food Programme (2005a).
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6) Food aid is used for « variery of purposes. Some food aid is used for direct
feeding programs in emergency situations. Relief and development agencies also
use food aid as a resource in their development activities. Finally, a declining
volume of food aid is used to assist countries experiencing unfavorable terms of
trade. These different types are known as emergency, project, and program food
aid.

Emergency Food Aid responds primarily to the immediate humanitarian needs of
people affected by man-made or natural disasters, generally distributed among
displaced populations or in areas experiencing acute food shortages. But
emergency food aid is also provided to communities affected by chronic food
crises. The WFP administers the 'lion’s share of emergency food aid, normally
channeling it through PVOs who manage its final distribution. In recent. years,
more than half of total food aid flows have been emergency food aid.

Project Food Aid, provided in the form of grants, is a resource used in a variety
of development projects, ranging from rural road construction using food as
payment for workers, to school meals or health and nutrition services designed for
vulnerable groups. In many instances where food aid is provided in-kind, some or
all of it is sold in local markets to generate funds to cover project costs and
finance related development activities. This is called monetization.

Most project food aid is provided, directly or indirectly, to PVOs operating in
developing countries and countries in transition. CARE, Catholic Relief Services,
the Adventist Development and Relief Agency, World Vision and Save the
Children are organizations that routinely include food aid as a component of their
relief and development activities.

Program Food Aid is given or sold from one government to another. Recipient
governments monetize this food aid to generate funds which can then be used to
finance domestic initiatives. For many years, the United States has been the major
provider of program food aid, on a concessional sale basis. As noted above, this
category of food aid is declining in importance. In fact, the president's FY 2007
budget request does not include any funding for program food aid.

These three categories of food aid respond to different needs. Emergency and
development food aid have a direct humanitarian or microeconomic focus, while program
food aid is generally designed to meet macroeconomic objectives. Using food aid for
these various purposes has significant implications, some of which will be explored in the
following sections
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A major difference among the different types of food aid is how much emphasis they
place on targeting -- providing specific focd aid to a specific population over a set period
of time. For example, feeding programs may be designed to reach the entire population of
a refugee camp for the duration of their stay, or may be targeted to expectant and new
. . - - « B - 4
mothers. infants, and young children in a certain region during a particular season.’

Emergency food aid is generally the most targeted type of food aid and program food aid
the least. Preject food aid falls somewhere in between. depending on how individual
projects are desigred. Targeting helps assure that the food reaches those most in need,
and can also mitigate potential market distortions resulting from competition between
food aid and commercially available food. Ir shert, targeting helps make the most of this
important aid resource. Its disadvantage is that administrative costs increase because
agencies must monitor distribution more closely to ensure that targeted food aid actually
reaches the intended beneficiaries.

° Barrett and Maxwell (2005) 139.
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. Current Food Aid Flows and Histeric Trends

The principal international agreement covering food aid is the Food Aid Convention, first
negotiated and signed in 1967. Its initial objective was “to carry out a feod aid program
with the help of contributions for the benefit of developing countries.”" It set a minimum
tonnage level for international food aid (currently 4.95 million metric tons of wheat or the
equivalent in other grains), and signatories each agreed to provide a fixed proportion of
this. All major food aid donors are signatories to the Food Aid Convention.

The international community has generally met or exceeded the minimum Food Aid
Convention commnitment, typically providing 10-13 million metsic tons annually. In
2004, 90 donors provided 7.5 miltion metiic tons (MT) of food aid to 92 countries. Just
22 countries accounted for the vast majority of donations,'" and more than half — 4.2
million MT -- was donated by the United States. Since 1970, the U.S. Government has
provided an average of 6 million MT of food per year, or 50 to 60 percent of the total
annual food aid flows."? In recent years the second-largest donor behind the United States
has been the European Union, although Canada, Japan and Australia also provide
substantial amounts of food aid.

U.S. Food Aid Programs: Legal Framework and Recent Expenditures

Administered by two different agencies and authorized through several different laws, the
United States provides emergency, project and program food aid. The main legal
mechanism for food aid 18 the Agricultural Trade, Dévelopment, and Assistance Act of
1954. More commonly referred to as Public Law 480 {PL 480) or Food for Peace, the act
contains three titles.

Under Title I, the U.S. Department of Agriculture is authorized to provide program food
aid directly to governments through sales on concessional terms. Title T was not funded in
2006, and is not slated for funding in 2007,

Title II of PL 480 is administered by the U.S. Ageuncy for International Development
(USAID), Title I authorizes USAID to provide food aid to agencies administering
humanitarian aid or development programs. While Congress intended that the bulk of
Title 11 food aid resowrces be directed to development projects, emergencies have
received a larger share of available Title If resources in the past several years.i’; In 2004,
in fuct, emergency response accounted for 70 percent of Title I funding. In the preceding
eight vears, the ratio of emergency to non-emergency Title I programming was close to
30/50.

¥ Food Aid Convention, 1967

""World Food Programme (2005a).

21 owder and Raney (2005) 4.

B Agricuttural Trade Development and Assistance, §1724(a). The law mandates a 23/75 split in funding for
emergency/non-emergency programming, but it also provides for an override at the discretion of USAID.
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Title 11}, administered by USAID, provides for govermnment-to-government granis of food
aid. In recent years. this title has not beew funded.

Other food aid programs include Food for Progress, the MeGovern-Dole Food for
Education Program, the 416(h) program, and the Bill Emerson Homanitavian Trust. The
A16(h) program 18 w;mﬁnd through surplus U8, government food stocks. More
information about the various U.S. food aid programs can be found in Appendix A.

Distribution of Funding, U.S. Food Ald Programs,
2005

(OMB FY 2007 Budget, Appund:x p. 167)

Shifting priorities in food aid programs are reflected in U.S. food aid budget allocations,
which currenily favor project and emergency food aid. Title 11 1\ the United States’
largest food aid program, with a budget in 2604 of $1.2 billion." A small amount of
money under section 202{e) is available to facihiate the delivery of Tide If in-kind food
aid, e.g., for paymenf of local distribution and admzmsﬂ ation costs. In 2004, these funds
totaled $83 miltion."

A sizeable percentuge of U.S. food aid is monetized. In 2004, approximately 70 percent
of Title I and 40 percent of Food for Progress and 416(b) food aid allocations o were
monetized. Monetization has a refatively brief history as a practice specifically authorized
under U.S. law. In 1990, Congress revised food aid program law to require that a
minimum of 10 percent of non-emergency food aid be monetized, anticipating that
monetized food aid Tunds would be used to cover the costs of internal transport, shipping,
and handling of food aid. In 1996, this minimum was raised to 15 percent.

' U.8. Agency for International Development (2006).

Pys. Agency for International Development (2006).
' Bonnard. P., Haggerty. P.. Swindale, A., Bergson, G.. and Dempsey, J. (2002) vii; Barrett and Maxwell
(2005) 133.
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Actual levels of monetization have consistently been well above the minimum. In 2002,
64 percent of all non-emergency Title 11 food aid was monetized,'” generating $383
million to support a range of development and food security activities. The monetization
of non-emergency food aid, when carefully designed and implemented, can help enhance
competition and develop the knowledge and capacity of small-scale traders to participaie
in commercial transactions.'® There is a growing body of knowledge that describes best
practices for monetization, demonstrating that it can be done well with minimal negative
impact on markets. "’

However, when local market development is not an explicit goal. monetizing food aid is
simply a necessary intermediate step to generate operating and administrative funds.
While cash grants would be more efficient, monetization is often the only source of
funding available to development agencies for such priority activities as rural
infrastructure construction.

From year to year food aid flows vary, sometimes substantially. Between 1998 and 1999,
for example, food aid almost doubled, jumping from 8.4 million MT to 15 million MT.
Seventy-six percent of this change was due to large program food aid coniributions. By
2003, food aid flows were less than half the level of 1999,

Volume of Global Food Aid Flows (1990-2003) ‘
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There are several reasons for these shifting food aid flows. First, food aid responds
directly to global demand. Emergency food aid increases with the number of major
humanitarian crises — such as the Asian tsunami of late 2004. Second, the price of
commodities determines the amount of aid that can be purchased with a set budget. When
prices are high, the volume of global food aid shrinks: when prices are low, the volume

" Bonnard. P., Haggerty, P.. Swindale. A., Bergson, G., and Dempsey, J. (2002) 27.
' Tschirly and Howard (2003).
' ACDI/VOCA (2003) and U.S. Agency for International Development (1998).
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increases. Commitments under the Food Aid Convention are based on volume rather than
mionetary value, so the Convention should, in principle, contribute modestly to making
food aid counter-cyclical with respect to world grains supplies. In practice, this does not
occur. Food aid is closely linked wirh the size of U.S. harvests and global grain prices. In
consequence, food aid tends to be pro-cyclical — supplies go down in times of scarcity
and vicew versa -- since all donors budget for food aid in monetary terms, rather than

tonnage.™

Third, for countries that provide in-kind food aid, the level of aid is partly determined by
the availability of surplus domestic stocks. Greater carry-over stocks from one year to the
next can result i increased food aid levels.”' In fact, the food aid programs of several
maior donors, the United States included, were originally designed to help redistribute
surplus food stocks accumulated as a result of domestic agricultural price-support
programs. Currently. though, only one U.S. food aid program, Section 416(b), is directly
tied to government-held surplus food stocks. In recent years, this program has been
relatively small, though it's possible that it will continue to serve as a means of surplus
disposal. 2

A closer look at food aid donations during 1999 demonstrates how the presence of large
surpluses can drive food aid allocations. That year, Russia experienced a financial crisis
that threatened to seriously erode the country’s economic and political stability. At the
same time, U.S. wheat stocks chimbed 0 an il-year high. and world wheat stocks
remained large as well.” In a demonstration of support for the Russian government, the
United States donated 1.7 million MT of wheat to Russia under Section 416(b) and
provided another 1.8 million MT of food aid under Title 1. As one government official
concluded, “With the Asian financial crisis, U.S. commerrial agricultural exports did not
increase as expected, resulting in large surpluses that the government purchased and
made available as food aid. These surpluses became a principal inducement for the
United States to provide large quantities of food aid to Russia in 1999 and 2000.** The
vast majority of all food aid received by Russia in 1999 was sold on local markets to
generate cash for government expenditures. Only a small porfion was directed to feeding
programs for vulnerable people.

The fact that the bulk of food aid to Rnssia in 1999 was program aid illustrates the
conjunction between this kind of food aid, the prevalence of surplus food stocks and U.S.
foreign policy interests. Indeed, for mauy years program food aid dominated food aid
flows, though as noted above, over the past 15 years it has declined significantly. In
1990, nearly half of all contributions were for program food aid, but by 2004 program

*® Hoddinott & Cohen, p. 5

2! Barrett and Maxwell (2005) 32.

= Other objectives for U.S. food aid include enhancing U.S. geopolitical objectives. and developing long-
term overseas markets. Per Barrett and Maxwell (p. 49) there is no evidence that food aid has been
effective in advancing either,

2 1.8, Department of Agriculiure (1998).

* 1.8, Government Accountability Office (2002).
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food aid constituted only 13 percent of total contributions. This decline occurred at the
same time as the United States was seeking to decrease government surpius food stocks.

The recent trend away from program food aid and toward project and emergency food aid
suggests a basic -- and appropriate -- shift in orientation on the part of food aid donors.
Further rethinking, leading to changes in food aid program administration, could help
food aid realize its potential as an important resource to improve nutrition and food
security.
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1. Food Aid for Nutrition & Food Security

In considering the appropriate role of food aid, it is helpful to reflect on how food and
otuer resources are used to alleviate hunger and improve food security. When, in 1996,
countries pledged to cut hunger and food insecurity in half by 2015, they also agreed to a
definition of what this means in real terms: “Food security exists when all people, at all
times, have physical and economic access to sufficient, safe and nutritious food to meet
their dietary needs and food preferences for an active and healthy life,”

In this view, food security is a multidimensional measure of health and well-being, with
the causes of hunger defined in terms of three parameters: availability, access, and
utilization. Availability is a simple measure of the quantity of available food and its
geographic distribution; access refers to the degree of social and economic constraints
that limit the production, purchase, or consumption of healthy food; and utilization
reflects not only the practical issues of how food is prepared or stored, but also whether
the bod‘}g is capable of digesting and retaining the food’s caloric and micronutrient
content.”

Some problems related to access, availability, and utilization are national or regional in
scope, some must be addressed at the local or community level, and some are household-
specific. Improving food security requires strategies that operate at all of these levels.

When availability and access are limited, food aid may be the most efficient means of
fighting food insecurity and hunger. During humanitarian emergencies, when local food
markets have been disrupted, the direct provision of food aid may be necessary to prevent
hunger or starvation. Specially fortified foods donated as food aid and not available on
local markets can meet critical health and nutrition needs, especially for women, infants
and young children, Direct feeding activities ensure adequate nutrition for vulnerable
populations, especially people who are elderly or ill, mothers, infants, and young and
school-age children. A growing body of knowledge attests to the nutritional benefits of
using food aid in this way.”” Further, such food aid can be used to develop markets for
fortified and specialized foods by demonstrating demand and linking that with sources of

supply.

For other food insecurity situations, however, providing food may not be the most
effective response. When hunger is chronic, localized food shortages might be better
addressed through a combination of increased agricultural productivity, improved
transportation and market infrastructure, and increased commercial trade. Access issues
may be solved by providing poor people with the means to purchase locally-produced
food, which has the dual benefits of shortening the time required to provide the food and
providing incentives, through higher prices, for increased local production, Improvements
in the quantity and quality of food grown in the developing world will not only alleviate
problems of food availability, but can also assist in poverty reduction among smallhold

f’i Food and Agricultural Organization of the United Nations (Nov. 1996) Para. 1.
*U.8. Agency for International Development (May 2005) 11.
¥ Bonnard. P., Haggerty, P., Swindale, A., Bergson, G.. and Dempsey. J. (2002) 63.
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and tenant farmers, groups that represent a major proportion of the world’s hungry and
poor people.

Effective nutrient uptake depends as much or more on basic sanitation and health
conditions as it does on the quantity of food consumed. To improve utilization, then,
complementary investments are needed to ensure that the desired nutritional impact of
food aid is realized.

There are other situations where cash would clearly be a preferred alternative to in-kind
food aid. Balance-of-payment support provided through program food aid could always
be more effectively achieved through the provision of cash. And where PVOs monetize
project food aid to generate funds for relief and development activities, the potential
benefits of food aid as a source of nutrition may be lost unless the development initiatives
are carefully targeted.

Quite simply, although the provision of food aid can be effective in meeting specific
needs, in and of itself it is not sufficient to address all the different facets of food
insecurity. Food insecurity is largely a result of poverty, and food aid alone is an
inadequate mechanism to address this underlying issue. '

The bottom line is that food aid should be one input among an array of interventions used
to improve nutrition and food security. Except in the most extreme emergency situations,
the goat should not be simply to feed people, but to empower them with the resources and
knowledge that will help them achieve food security for themselves.

Private Voluntary Organizations and Food Alid: A Special Relationship

A number of U.S, private voluntary organizations (PVOs) use food aid in their
development programming, either in direct feeding programs for vulnerable populations -
- especially people whe are elderly or ill, mothers, infants, and preschool and school-age

children -- or through monetization.

As shown in the tollowing table, food aid has been a vital resource for PVOs who operaie
relief and development activities. Tn some years it accounts for more fhan a third of the
total operating budgets of some PVOs. However, a dependence on food ald to fund their
work makes the organizations vulnerable to the shifting budget priorities that affect Title
1L, A recent example from the 2005 budget debate is illustrative.
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In 2005, USAID proposed a $300 million reallocation, taking money out of Title 11 for a
new account designated for local and regional food aid purchases during emergencies.” ¢
Despite the potential bepefits in terms of costs and timeliness from such a change (see
sec. IV for more on local and wriangular transactions). the proposal was opposed by a
number of PVOs who feared that the new account would be funded from the existing
Title 1T budget, leading to a funding shortfall for food aid-finded activities that they had
already scheduled. American shipping and agricultural interest groups who benefit from
the current structure of U S, food aid programs. also obiected to the proposed changes.
The PVOs instead proposed a smaller account funded outside the existing Tite 11
budget® Ultimately, neither the USAID pwpma] nor. the PVOs' alternative was
approved by Congress.

Since then, one major PVO has altered its position considerably. CARE USA now
supports efforts to shift Tide II fonding into local and regional purchases, Additionally,
CARE has decided to phase out food aid 1110.19*12&“0;1 enfirely by 2009.%° Although the
organization recognizes that this could, result in reduced overall revenues for its
development activities, CARE has concluded that the new policy is more compatible with
and supportive of long-term food secuzity shiectives. ‘

* Local purchases originate in the country of final destination. Triangular transactions uiilize funds from
one country to purchase food in a second country for use in a third location.

¥ Coalition for Food Aid to The Honorable Robert F. Bennett (2003) 3.

% CARE-USA (2005).
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IV. Food Aid and Food Markets

A look at how food aid affects local food markets in recipient countries reveals two
separate but interrelated problems. First, assuming that local markets are in place and
functioning, non-emergency food aid may affect the types and quantity of foods that are
produced locally. Second, food aid distributions may also affect consumption patterns
and consumer purchases.

Food aid should be designed to make the most effective use of an important resource
without simultaneously undermining efforts on the part of recipient countries to achieve
food security (the ability to produce, or trade for, the food needed to meet requirements
on an ongoing basis). Poorly targeted food aid, especially where the total food supply
from local production plus the imports matches or exceeds demand, can create downward
price pressures and discourage local production. But this is not a clear-cut issue, because
consumers benefit from low prices and studies have shown that small farmers are often
net buyers of food grains. In such situations the timing of food deliveries becomes
critical: food deliveries should be timed to arrive when prices are highest. normally in the
months prior to the main harvest, thus maximizing consumer benefit.

Food aid-supported activities aimed at improving nutrition among vulnerable groups —
e.g., pregnant and nursing mothers, small children -- will make effective use of the
resources while reducing the likelihood that food aid will compete with commercially
available food. "Food for education” is another productive use of food aid. Studies attest
to the value of school feeding as an inducement for parents to send children -- especially
girls -- to school.™

In situations where food aid improves health and nutrition or frees up resources that
would otherwise be spent purchasing food, the assistance may actually encourage
increased production. A healthy labor force with access to capital is vital to increasing
fabor productivity and output. One study in sub-Saharan Africa foond that the effect of
food aid on iocal production was positive. In that study, the distribution of food aid
actually corresponded with a slight increase in agricultural production.™

The research on the impact of food aid on production and consumption patterns is
scattered and frequently contradictory. Conclusive evidence demonstrating the effect of
food aid on food markets regardiess of time spans, geography, and type of program does
not exist and may be impossible to obtain. Rather, while food aid undoubtedly affects
production, supply, prices, and consumption, the outcomes depend on features specific to
the individual situation.™

*UIFPR), Do Crowded Classrooms Crowd Out Learning. and Guatemala Communiry Daveare Program
* Abdulai (2004).
* Barrett (2002).
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Food Aid and Feod Markets: The Southern Africa Drought of 2002

There are clear-cut cases where food aid has caused market distortions in recipient
countries. One such situation oceurred in southern Africs in 2002, That year, a large-scale
food crisis emerged invelving Malawi, Zarobis, Zimbabwe, Lesotho, Swaziland and
Mozambique, The crisis was precipitated by poor rainfall, which resulied in lower than
normal maize production. Chronic poverty and poor decision-making by government
authorites exacerbated the shortfall,

Responding to the acute food shortage, WFP launched an awpeel to previde 1.2 million
MT of food aid o 15 million pecple whose healih and livelihoods were threatened.™
MNine months after the launch of the appeal. relief agencies had delivered approximately
720,000 MT of the requestad food aid.

Paricularly in Malawi, these large-scale fond ald donations combined with food impoerted
through commesc sl channels and Informsl trade vesulted in o surplus of grain on local
markers.™ In 2002, government-held stocks of grain sold for $250 per MT. In 2003, the
price had fallen to $100 per MT. The loss to the Malawian government totaled $15
million. and the low prices were disastrous for farmers.

The evidence suggests that the emergency response contributed to downward price
pressures, Though there was no systematic study of the net effect on individual growers,
the low price for government grain would also have heen reflected in the prices that
individual growers received in commercial transactions. In the year following the
drought, production of staple grains dropped markedly. *

Nonetheless, even given the negative effects on local markets, I};e decision to provide in-
kind foeod aid may have been the most appropriate response to the drought and ensuing
crop failure. With well-founded fears of widespread hunger and starvation, there was
2ood reason for relief and development agencies. to react to the expected shortfall in
cereal availability by p;e}’v’ldmsu targe amounts of food aid. Without the influx_of food,
there would undoubtedly have been higher levels of malnutrition, starvation and death.

It is possible to minimize the potentially negative-effects of food aid on food markets,
even if it is not possible to eliminate them. For example, the United States requires that
market studies (known as Bellmon Analyses) be conducted before non-emergency food
aid can be shipped. These studies are meant toensure that food aid imports WIH not
significantly depress prices or displace commercial imports in recipient countries.” 7 Such

" U.S. Government Accountability Office (2003a) §

* Ibid.16.

* Mousseau (March 2004) 23.

* In emergency situations Bellmon Analysis are waived, since this aid is generally delivered to areas where
markets are not effectively functioning. Moreover, most emergency food aid is delivered in kind and very
litle is monetized. This helps mitigate the potential impact food aid might have on local food markets.
Where Bellmon Analyses are commonly used, there is some concern that they may not adequately capture
all potential market effects. especially at the regional or local Jevel,
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market analyses can help ensure that food aid imports do not significantly alter the
balance of food availability within a country, a region, or even a village.

A second powerful method of ensuring that food aid does not result in commercial
displacement is targeting the aid to vulnerable groups. In theory, perfectly targeted food
aid is wholly additional, meaning it does not displace the purchase and consumption of
commercially available food. In practice, targeting is never perfect. Some error is
inevitable — either providing food to people who should be excluded or not getting food
to those who should receive it. )

Another important consideration is that for individuals, every dollar of free food received
is a dollar that could theoretically be spent on other needs. Since rising income typically
outpaces increasing food consumption, a dollar saved through food aid results in less than
an additional dollar spent on other food.”® Thus, some commercial displacement is
inevitable. However, since very poor populations tend to spend any additional income
primarily on food, these impacts should be negligible. In many sub-Saharan African
countries, for example, any costs associated with market displacement caused by well-
targeted food aid could well be outweighed by the benefits of improved nutrition and
health.

The emphasis on targeting should affect the way food aid donor countries structure their
programs. Although monetization allows food aid to be used for a variety of purposes, the
potential negative impacts of poorly-targeted food aid on markets and farmer welfare
suggest that its use should be carefully planned and monitored. And while targeting is
costly and time-consuming, it is necessary given the effects food aid can have on food
purchasing patterns and agricultural prices. The shortcomings. of targeting are practical
ones that can be lessened. .

Overall, the evidence on the interrelationship of food aid with markets and the further
effect on production is not conclusive either way. The potential for negative impact does
make food aid a tool to be used with caution and care. Targeting food aid is one way of
" mitigating the possible damage and ensuring that food aid is truly "additional” rather than
simply taking the place of food from other sources. Additional measures which can
increase the efficiency and timeliness of food aid, such as “un-tying” procarement and
relying more heavily on local and triangular purchases, are discussed in Section VI,

* Referred to as Engel's law. See Barrett and Maxwell (2005) 71.
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V. Food Aid and World Trade

While our emphasis thus far has been on how commercial displacements caused by food
aid might harm farmers in food aid recipient countries, there is also concern that it can
affect larger agricultural trade interests. In the past, food aid was not considered in trade
negotiations or included in multilateral trade agreements. However, the ground on this
issue is shifting. While the U.S. government has argued that the World Trade
Organization is an inappropriate forum in which to debate or negotiate food aid policies,
the EU was successful in putting the issue on the agenda of the December 2005 WTO
ministerial meeting in Hong Kong and incorporating language on food aid into its final
declaration. Most food aid recipient countries also seem amenable to including food aid
in the current Doha Round of multilateral trade negotiations.

In the context of negotiating an end date for its export subsidies, the EU charged that in-
kind food aid amounts to a type of export subsidy and should thus be subject to the same
trade disciplines as other, more traditional export subsidies. While agreeing to end export
subsidies by 2013, the EU insisted on promises that other forms of export subsidization,
in-kind food aid included, would be similarly curbed. The United States, as the main
contributor of in-kind food aid, resisted the EU proposals but ultimately accepted the
principle of trade disciplines for non-emergency food aid. The final ministerial
declaration states:

On food aid, we reconfirm our commitment to maintain an adequate level and to
take into account the interests of food aid recipient countries. To this end, a "safe
box" for bona fide food aid will be provided to ensure that there is no unintended
impediment to dealing with emergency situations. Beyond that, we will ensure
elimination of commercial displacement. To this end, we will agree to effective
disciplines on in-kind food aid, monetization and re-exports so that there can be
no loophole for continuing export subsidization. The disciplines on export credits,
export credit guarantees or insurance programmes, exporting state trading
enterprises and foed aid will be completed by 30 April 2006 as part of the
modalities, including appropriate provision in favour of least-developed and net
food-importing developing countries as provided for in paragraph 4 of the
Marrakesh Decision.™

An appendix to the declaration points out, “There is not yet a common vnderstanding of
where emergency food aid ends and other food aid begins.... A fundamental sticking
point is whether, except in exceptional, genuine emergency situations, Members should
(albeit gradually) move towards untied, in-cash food aid only, as some Members propose
but other Members strongly oppose.”™ In short, Members are currently “clinging to
fundamentally disparate conceptual premises.” Thus, the operational details of this
agreement are yet to be worked out and its overall effect on food aid has not been
determined, but food aid will likely remain a contentious issue through the remainder of
the Doha trade negotiations.

* World Trade Organization (2005) para. 6.
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It is likely that creating a “safe box” for emergency food aid will require agreement on
what constitutes an emergency and when emergency food aid is an appropriate response.
Poorly defined terms of reference could lead to an unenforceable agreement and, worse,
even slower responses to emergencies. .

Secondly, the non-emergency categories of food aid — project and program — will need to
be designed so as to avoid commercial displacement. Since some commercial
displacement is likely whenever in-kind food aid is iniroduced into commercial markets,
WTO disciplines on program and project food aid could lead to a substantial reduction m
these forms of aid, especially that provided by the United States, and to pressures 0
phase out the monetization of food aid. The danger here, though, is that in-kind aid will
not be replaced with equivalent cash assistance for local and regional food aid purchases.

Finally, the Hong Kong final declaration’s reference to the Marrakesh decision recalls
food aid debates during the previous round of trade negotiations. Under the agreement
reached during this Uruguay Round, member countries acknowledged that some
countries would face rising food import costs as a result of economic liberalization.
Donor countries and organizations were encouraged to provide financial assistance,
including additional food aid, to offset the cost of liberalization for the poorest countries
and those most vulnerable to sharp fluctuations in world commeodity prices -~ low-income
countries (LDCs) and net food-importing developing countries (NFIDCs). However,
despite this agrcement, no action was ever taken to increase financial assistance or food

aid to countrics experiencing increased food insecurity as a result of economic reforms.*

Invoking the Marrakesh decision to assure LDCs and NFIDCs that they will continue to
receive adéquate levels of development assistance for food security thus rings hollow.
Full impiementation should include operaticnal measures and binding commitments to
ensure that vulnerable countries receive assistance to help mitigate potential threats to
food security.

* Murphy, S. {2005) 74.
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VI. Food Aid Program Efficiency

Local purchases and triangular transactions can help improve the effectiveness and
efficiency of food aid and, when done well, can both encourage local agricultural
production and promote the development of markets. Local purchases originate in the
country of final destination, while triangular transactions use funds from one country to
purchase food in a second country for distribution in a third. In some instances, triangular
transactions occur among a donor country and two neighboring states; for example, the
EU may purchase food from Nigeria to redistribute in Niger. In other instances, where
food shortages are regional, donors or aid agencies undertaking triangular transactions
must procure food outside the region. The emphasis is still on purchasing food in
developing countries for use in other developing countries wherever possible, taking into
consideration cost, quality and likely market impacts.

For several reasons, local or triangular transactions may be preferable to the delivery of
in-kind food aid. These transactions serve as a commercial outlet and incentive for local
food production. And by redistributing rather than adding to overall food supplies, local
and regional transactions avoid some of the market distortions associated with the
delivery of in-kind food aid from donor countries. These transactions can also speed up
the delivery and disbursement of feod aid.

Purchases made regionally or in the country of final destination are often demonstrably
more efficient than aid tied to procurement in the donor country. One recent study of the
cost differentials between various food aid deliveries from donor countries versus the
hypothetical cost of importing the same food to the same final destination through an
internationally competitive commercial transaction found that local purchases were more
efficient on average.” Triangular transactions were also demonstrated to be more
efficient, with costs very close to those of hypothetical commercial transactions.*” These
results apply to open international tenders — not to delivery of food from the United
States, with its associated higher transport costs.

However, during periods of acute food shortages — especially region-wide food shortages
-- the local or regional purchase of food is not always an appropriate response, as
illustrated by the case of Niger in 2005. There, WFP noted that a timely response to the
crisis was hampered by “extreme difficulties in procuring food in the region.”™

Problems with local and triangular transactions may go beyond the issue of availability of
food stocks in local or regional markets. Foods produced in the developing world may
not be of the same quality or nutritional value, the result of a lack of capacity or market
imperfections. Nevertheless, a growing number of donors have demonstrated that these
purchases are viable on a fairly large scale. In 2004, local and triangular purchases
accounted for approximately one-quarter of all food aid flows. The EU, Germany,

“1 Clay, E.. Riley, B, and Urey, 1. (2004).
* Clay, E., Riley, B. and Urey, L, (2004) 43,
* World Food Program (2005b) para. 7.
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Norway and the United Kingdom sponsor the majority of such purchases,* many of them
managed by WFP. Over the past several years, WFP has steadily increased the volume of
food purchased through local and triangular transactions. In 2004, 69 percent of WFP
food purchases, totaling $725 million, originated in low and middle income countries or
countries in transition.” o o

This trend among the EU and a number of other food aid donor countries to procure
locally or regionally is strongly counterbalanced by the United States. In 2004, less than |
percent of U.S. food aid was procured through local or triangular transactions.”® In fact,
purchase of food not of U.S. origin is prohibited by U.S. food aid law (although there is
waiver authority for emergencies), and a number of regulations regarding how and in
what form food aid is delivered further constrain the flexibility of U.S. food aid
programs. For example, regulations require that 75 percent of non-emergency food aid be
processed (refined, milled, fortified or packaged) prior to shipment.”’

The practical outcome of this regulation is that large companies which specialize in the
processing and marketing of value-added agricultural products win most bids to supply
food aid to the U.S. government. Moreover, this small group of processors is paid a
premium price for their products. A study of the cost of government food aid transactions
with similar commercial transactions (same amount of the same commodity from the
same place at the same time) found that food aid purchases by the U.S. government cost
11 percent more than prevailing market pric:es.48

In addition, cargo preference requirements -- essentially a subsidy for the U.S. shipping
industry -- require that 75 percent of all food aid be shipped on American-flagged ships,
whose cost is usually 25-30 percent higher than shipping on foreign-flag vessels.* In
2000-2001, nearly 40 percent of the total U.S. food aid budget was spent on shipping
costs.™ Thus, although supporting U.S. farmers is one of the frequently-cited rationales
for maintaining the requirement of U.S. origin for food aid, the major beneficiaries of the
current system are not farmers. Food aid procurements are much less than one percent of
the total U.S: farm sector production, too small a percentage to have any effect on prices
or incomes in any but exceptional circumstances,”

In short, tying the purchase, processing and shipping of food aid to U.S. companies drives
up the cost of U.S. food aid substantially. As a resuit, Jess than 30 cents of every dollar
spent on food aid actually pays for the cost of the food.” ? In other words, the same dollar

* World Food Program (2005aa).

 World Food Program (2004a).

** World Food Program (2005a).

7 Agricultural Trade Development and Assistance, §1724(b)(1).

* Barrett and Maxwell (2003), 92.

* Over 90 percent of the ocean freight differential is subsequently rebated to the Food for Peace program
by the Maritime Administration. However. the net cost to the U.S. taxpayer remains,

‘i” Barrett and Maxwell {2005}, 95.

! Barrett and Maxwell (2005), 36

* Barrett and Maxwell (2005), 166.
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amount could fund roughly twice the current guantity of assistance if policies were
improved.

Percentage Costs of U.S. Food Aid

21%

" 27%

5%

1 Shipping Fremium

Open Market Shipping

o1 Source Gounity Procurement Premium

m Value of Delivered Commodity in the Dastination Market

53

(Barreit & Maxwell, p. 167)

For example, between 1999 and 2002, the United States provided more than 300,000 MT
of food to Afghanistan, channeled through the WFP. A government review of the
program noted that “as a result of the statutory requirement that U.S. agencies providing
food assistance purchase U.S.-origin commodities and ship them on U.S.-flag vessels,
assistance costs and delivery times were higher by $35 million and 120 days,
respectively, than if the United States had provided WFP with cash or regionally
produced commodities. Had the U.S. assistance been purchased regionally, an additional
685,000 people could have been fed for cne year.”s‘4

Thus, in addition 1o the increased costs, these regulations can slow the response times for
food aid shipments. This is an especially serious problem during emergencies, when
delayed food aid shipments can literally be a matter of life and death. In the case of the
Southern Africa drought, WFP noted that, “in-kind contributions take three to five
months from the time donors confirm the contribution to the arrival of food aid at its final
distribution sites... [Wihen contributions are made in cash and procurement is done
within the region, the process can be reduced to one to three months.” The
consequences of these delays would have been even worse if pre-positioned U.S. food
stocks had not been available for quick deployment. Fortunately, pre-positioned stocks
were available to meet some of the short-term needs while a comprehensive response was
launched. '

> Barrett and Maxwell (2005), 167
* U.S. General Accounting Office (2003b), 1.
U8, General Accounting Office (2003a) 23.
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People who are dependent on food aid may be forced to adopt highly risky behaviors to
cope with food emergencies. For example, sudden dramatic declines in the availability of
food in a refugee camp in Uganda meant that people had to use a series of negative
coping strategies, including “movement in unsafe areas in search of food (risking
beatings, rape and ‘even death); the sale of valuable assets and incursion of debt; the
depletion of seed ‘stocks-and consumption of seeds for cultivation; as well as activities
with more socio-political implications, such-as theft, prostitution and desertion.™

Emergency Food Ald: Improving the Capacity for Rapid Response

In 2004, 4.4 million MT of food aid were delivered for emergency-use in the Middle
East, Latin America, Eastern Europe and post-tsunami South Asia combined. Sub-
Saharan Africa composed the single largest recipient pool foremergency food aid,
receiving 2.8 mitlion MT.” The largest group of recipients includes mere than 9 nillion
people trapped as refugees outside the borders of their country; another 5.4 million
remnain displaced in their homelands.™

Generally, food aid during emergencies depends on a tripartite relationship: donor
countiies receive requests for food aid through organizations such as the World Food
“Program (WFPY; after procurement and shipping, WFP mostly relies on private voluntary
organizations (PVOs} to distribute food to vulnerable populations.

While WFP begins each budget-¢ycle with a request for funding based on expected
programmatic needs, it also requests additional funding to meet unanticipated emergency
needs. The response to WFP emergency appeals can sometimes be slow, leading to
delayed delivery of food aid and serious consequences for nutrition and health,

After reviewing a number of programs where food aid pipelines had broken down, WFP
found that the majority of prg}blezzis resulted from “under-funding, delayed funding or
constraints 1 prm‘ummem.”’g One aid agency worker, in a conversation with Bread for
the World Institute, lamented bow often general rations are only partially filled when

' various items in the food basket arg not supplied. Sometimes the missing item is
vegetable oil; at othér times 't may be a staple grain or source of protein.

Several initiatives gxist to help speed the delivery of food aid. The United States, for
exarple, has established a food aid pre-positioning center in the United Arab Emirates,
which can be used for rapid responses to hamanitarian emergencies. In addition, the UN.
Oftice for the Coordination of Humanitarian Arfairs manages the Central Emergency
Revolving Pund (CERFE), an sccount available to UN. agencies charged with responding

* payne L., {August 1997).

T World Foed Programme (2005a).

¥ U.8. Commitiee for Refugees and Immigrants (2005) 1.
* World Food Programme (2004b) 14,
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to humanitarian emergencies. Food aid is cne of a number of critical inputs that can be
funded through the CERF.

Another too] is the WFP Immediate Response Account, a cash fund that can be used 1o
address food needs in crisis siruations.™ In 2004, the account was funded at $25
mithion.? The size of this fund is dependent on earmarked donor contributions, and it is
clear that at this modest funding level, the account could be exhausted within the first
days or weeks of a wide-scale emergency.

A more innovative approach would be to create an international famine fund under the
control of WFP. Such a fund could be used to augment the Inumediate Responss Account
and meet other shortfalls in WEP appeals. The benefits of this arrangement would be that
WEFP could use the fund where and when it was needed without having to rely as heavily
on flash appeals, especially in the short term, while governments consider their ability to
contribute food and cash. Like the Emerson Trust in the United States, the fund could be
a combination of cash and commodities, with the commeodities pre-positioned for rapid
response.

Development efforts also suffer when food aid arrives at the wrong time. Proper timing is
critical to ensuring that food aid meets nutritional needs without compromising markets.
If food targeted to arrive during & country’s pre-harvest “hungry season” arvives jnstead
during or immediately following the harvest, it can end up in competition with other
locally produced commodities. This has very real consequences for farmers, who may see
the prices for their goods suffer in a flooded food market.

It is worth noting that the delayed arrival of focd aid in emergency situations is not
strictly a function of shipping times. Late appeals for assistance, or slow responses to
appeals, are often responsible for delays. But regardless of the cause, timeliness in the
delivery of food aid is of paramount concern and underscores the need for a greater
global reserve, both in cash and commodities, and for increased flexibility in sourcing
food to meet emergency needs.

Efficiency and effectiveness are clearly interrelated. Tying food aid to domestic
procurement in donor countries drives up costs and can delay delivery. The net result is
that too often, the supply of food aid does not appropriately match the needs. The health
or even the life of people who rely on food aid to meet their nutritional needs may be
threatened. Relief agencies need flexibility to ensure that food aid expenditures result in
the maximum possible benefit in terms of lives and resources saved. Ultimately, food aid
initiatives must be designed to serve the nutritional needs of vulnerable populations.
Hungry and poor people forced to rely on food aid deserve am efficient, effective
program.

% Unjted Nations Millennium Taskforce (2003) 149.
S World Food Programme (2004¢) 139,
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VIL Improving Food Aid to Effectively Fight Hunger

Food aid is a critical form of foreign assistance, particufarly in times of emergency. For
those living in situations of extreme distress due to natural or man-made disasters, food
aid is essential to survival. For others suffering from chronic poverty. poor nutrition and
health problems, effective food aid programs can be a development resource thai enables
them to build a better life. . i

U.S. food aid is currently used for a variety of purposes in addition to feeding hungry
people -- including for balance of payment suppost and as a second-best alternative to
cash assistance. The various objectives may conflict, undercutting the effective delivery
of food or development resources to people in need. To maximize its impact, food aid
should be focused specifically on meeting critical hunger, nutrition and food security
objectives. :

The problems with food aid that we've discussed are not insurmountable. The challenge
is to make food aid more effective and more capable of meeting the pressing problems of
global hunger. malnutrition and food insecurity. According to a recent poll, 81 percent of
voters want Congress to increase funding for programs that would help people in Africa
and other poor regions reduce hunger, poverty and disease.”” Respondents also want
assistance programs to be more effective and to promote self-reliance, notably by helping
farmers in developing countries become more productive. Partly in response to voter
attitudes, President Bush and Congress have doubled U.S. poverty-focused development
assistance since 2001. They have also demonstrated political commitment to reforming
aid delivery -~ for example, by establishing and funding the Millennium Challenge
Account. .

The time seems right for changes that ~would increase food aid efficiency (more
assistance per taxpayer dollar) and effectiveness (sustained, long-term improvements in
food security in developing countries, especially those in sub-Saharan Africa). Such
changes may well garner administration and .congressionai support if persuasively
presented. Bread for the World's recommendations for improving U.S. food aid policies
are:

Increase funding for food id as part of u larger expansion of nutrition
assistance in developing countries. Nutrition programs not only meet the most
basic needs, but are alsc a high-return complement to other investments,
particularly in health and education. High priority should be given to nutrition
assistance for pregnant women and small children and for people living with
HIV/AIDS. School feeding programs should also be expanded. The McGovern-
Dole vision of a school meal for every schoelchild in the world makes sense.
Much, if not most, of the food for such programs can be locally procured,
providing additional customers for farmers in the community.

® Aliance to End Hunger poll results, p. 2
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Address acute food shortages by ensuring that adequate response mechanisms
exist, including an international famine relief fund. Repeatedly, the world ends
up waiting for gruesome famine pictures to be broadcast on TV before an
effective response is mobilized. The time needed for appeals, pledges,
procurement and shipping slow the international response to crises. The U.N.
Secretary General and the World Food Program, in collaboration with national
governments, should have more pre-authorized food and funding available to
enable timely response to situations of extreme need. Bread for the World
supports an international famine relief fund to facilitate response to crises which
unfold more slowly.

Within the U.S. government, the Bill Emerson Humanitarian Trust could be
expanded and/or granted additional authority to enable it to respond quickly to
emergencies. There is certainly a need for the Emerson Trust, but it often does not
have sufficient funds available because there is no requirement that its resources
be replenished.

Provide additional cash resources to complement the use of food aid in relief
and development activities. Selling in-kind food aid to finance development
projects or administrative costs (“monetization”) sometimes makes sense, and
food aid agencies are careful and sophisticated in selling their food in ways that
minimize adverse effects on local farmers. But selling food aid to finance
development projects or program administration is a second-best strategy that
PVOs use in the absence of sufficient grant funds to carry out important work. In
almost all cases, cash grants would be more efficient and effective. At a
minimum, Congress should provide funding for a pilot program that will give
policymakers more information about the market impact, effectiveness and
efficiency of cash assistance versus in-kind food aid.

When food aid is used in development activities, careful targeting and timing are
needed to ensure that commercial markets are not disrupted and local production
discouraged.

Untie U.S. food aid programs so that they are not strictly dependent on the
provision of commodities from the United States. U.S. agriculture is
marvelously productive and U.S. food has helped many hungry people. But it
would often be more helpful and efficient to enable hungry people to buy food in
local and regional markets, rather than shipping food from the United States to
faraway places. About half of every food aid dollar now goes to pay for shipping
— an unacceptably high figure since all available funding is needed to reduce
hunger. Although U.S. shipping and agribusiness interests bolster political support
for the current program, the first priority should always be to deliver the
maximum possible food to the world’s hungry people.
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The political commitment to ending world hunger and poverty is stronger than it was five
or ten years ago. The stage is set for both the expansion and the reform of U.S. food aid.
Voters support increased assistance, but they also expect that increased political
commitment and funding to reduce global hunger and poverty will be matched by
increased efficiency and effectiveness. ’

Written and compiled by Bread for the Werld Institute analysts
Eric Munoz and Charies Uphaus
Send comments 1o: institute @bread.org
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APPENDIX A
United States Food Aid Programs

U.S. Department of Agriculture U.S. Agency for
International Development

P.L. 480, Title 1 — Trade and X
* > Public Law 480, Title I, Emergency
Development Assistance 4 Private Assistance
Provides for government-to- _ ana lrhate ASSance
e of 11 . . Provides funds for USAID to respond
government sales of U.S. agricultural
s . e to emergency and non-emergency food
commodities to developing countries - . ?
. o needs in developing countries. Non-
on credit terms or for local currencies. ;
emergency assistance may only be

provided through private voluntary
organizations, cooperatives and
intergovernmental organizations.

Section 416(b)

Provides for overseas donations of
surplus commodities acquired by the

Commodity Credit Corporation. _
Donations under this program can be P.L. 480, Title I11 - Food for
provided to governments, multilateral ) Dﬂwjﬂl

institations, or private voluntary Provides for government-to-
organizations for monetization or use government grants to support long-

in development activities. term growth in the least developed

countries.

Food for Progress

Provides for the donation or credit sale
of U.S. commodities to developing
countries and emerging democracies to
support democracy and expansion of
private enterprise.

[

The McGovern-Dole International
Food for Education and Child
Nutrition Program (FFE)
Commodities produced in the United
States are used in programs designed 10
improve the nutritional status and
learning potential of children.

I

Bill Emerson Humanitarian Trust
A reserve fund of commodities used to
meet the emergency food needs of
developing countries.
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Goldthwait Consulting and Monagement
3522 Porter St NW
Washington, DC 20016

March 27, 2067

The Honorable Tom Harkin

Chairman

Committee on Agricalture, Nutrition and Foresiry
SR-328A Russel] Senate Office Building
Washington, DC 20510-6000

Dear Mr. Chairman:

It has come to my attention that your committee may have received somewhat one-sided
testimony during its March 21, 2007, hearing, critical of the practice of food aid
monetjzation {practiced under PL 480 Title 11, and Food for Progress). I understand that
the record remains open for submissions through today, and respecifully request that this
letter offering my views be included.

Momnetization is perhaps the most controversial of food aid practices. Critics believe it
should be eliminated and replaced with additional cash appropriations for developmental
assistance, and that emergency needs should be covered with local purchase for cash. 1
submit that the verdict remains out on whether monetization has the harmful effects some
claim. More important, 1 am highly skeptical that, were food aid for monetization and
development to be eliminated, the appropriators would in fact make up for it with dollars.

The arguments pro and con regarding monetization are familiar, Critics claim that local
purchase is less expensive; proponents of monetization reply that this is not always the
case since commaodity prices in the United States are often lower. Tor emergencies, it is
argued that focal purchase promotes markets for local farmers. But there are real
questions about how much additional demand local markets can bear before rising prices
begin to work hardship on consumers. Monetization is also accused of being trade-
distorting. But where done with care, the quantities monetized ave usually a very smail
percentage of commercial imports and cause no decline in commercial imports. The fact
is that we just do not have enough apalysis to make reasoned judgments about these
guestions. Ending monetization for development, which I have observed to work well
and support excellent agricultural development projects, would be premature based on
imperfect information.

An equally serious question is whether, absent the additional benefits to U.S. agriculture,
the appropriators would in fact replace appropriations for food aid with offsetting

appropriations for development assistance abroad. There are many reasons to doubt this.
First, when the European Union moved from commodity based food aid to cash, funding
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fell by at leasf 40 percent. Further, while food aid has wide public support among voters,
foreign aid does not.

Certainly there is room for improvement in our food aid programs, including
monetization programs. A pilot program of cash for local purchase in emergencies, so
that we can gain experience and better evaluate the concept, would be an excellent idea.
Many of the inefficiencies ~ and risks to local markets posed by monetization ~ could be
avoided in USAID and USDA had sufficient staff to administer the programs without
occasional lengthy delays in programming. For PL 480 Title II, setting a minimum level
of food aid for development, and including an agricultural development component in all
approved activities, would make that program better able to address food insecurity in
developing countries.

In closing, I urge that in the upcoming Farm Bill discussion we look for ways to improve
our food aid programs including monetization. But not that we discard a tested
mechanism based on incomplete analysis and absent assurances that its resources will be
replaced with dollar appropriations.

Sincerely, ‘
)

Ry Pares
i v s 7 ) "

Christopher E. Goldthwait
USDA General Sales Manager, 1991-99
US Ambassador to the Republic of Chad, 1999-2004
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Statement of the National Corn Growers Association
Senate Committee on Agriculture, Nutrition and Forestry
Russell 328A
Washington, DC
Examining the Performance of U.S. Trade and
Food Aid Programs for the 2007 Farm Bill
March 21, 2007

The National Corn Growers Association (NCGA) is a national organization founded in
1957 and represents more than 32,000 members in 48 states, 47 affiliated state
organizations and more than 300,000 corn farmers who contribute to state checkoff
programs for the purpose of creating new opportunities and markets for corn growers.

The Market Access Program (MAP) and Foreign Market Development Cooperator
Program (FMD), both administered by the United States Department of Agriculture’s
(USDA) Foreign Agricultural Service (FAS), help promote U.S. agricultural products —
including corn and corn co-products — in key overseas markets. The U.S. Grains Council
represents corn, barley and grain sorghum producers in these markets using funds from
these two important market development programs and our growers. Both MAP and
FMD expire at the end of 2007, as mandated in the 2002 Farm Bill. These programs use
funds from the Commodity Credit Corporation (CCC) to create, expand, and maintain
long-term export markets for U.S. agricultural products.

NCGA estimates that U.S. corn distillers dried grains (DDGS) production will reach over
30 million tons by Marketing Year 2010/2011. The U.S. Grains Council is working to
ensure the U.S. grain industry can reap maximum benefits from these investments. More
markets are discovering DDGS as a result of the U.S. Grains Council’s efforts to promote
this ethanol co-product worldwide. The results of these efforts are illustrated by the first
DDGS shipment of 6,402 metric tons to Egypt, which arrived on April 12, 2006. On the
other side of the world, we have seen significant increases in DDGS exports to Southeast
Asia. Indonesia, Malaysia, Philippines, Thailand and Vietnam imported a total of 79,640
metric tons between October 2005 and March 2006, an increase of 222 percent compared
to the same period the year prior.

DDGS demand has also markedly increased in recent years in Mexico. Between 2002
and 20035, U.S. exports of DDGS to Mexico increased 269 percent to 104,294 tons. U.S.
Grains Council has encouraged the use of DDGS in Mexico by conducting feeding trials
and educating nutritionists and feed buyers on including it in feed formulations to
maximize economic and nutritional value. The results of the Council’s 2005 feeding
trials conducted in Veracruz, Mexico, are used to promote this ethanol co-product by
U.S. Grains Council Mexico staff when they attend national and regional trade shows.

U.S. Grains Council also participates in other important on-the-ground activities. For
instance, future sales of some 250,000 metric tons of U.S. corn and co-products were
contracted following the Third Southeast Asia — U.S. Agricultural Cooperators
Conference, sponsored in part by the U.S. Grains Council. Conference attendees
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represented a cross section of livestock producers, feed millers and importers. After the
seminar, participants noted that both the topics covered during the conference and the
opportunity to network with others in the industry — especially U.S. exporters — are what
keeps them coming back year after year. “This is the only conference of its kind that
bring industry together in a non-competitive environment, allowing them to interact,
negotiate, and hopefully go home with some new information or insight provided by the
international panel of speakers that we invite every year,” said Kimberly Rameker,
regional director for Southeast Asia. “That’s really the draw for the buyers in Southeast
Asia and what keeps them coming back, on their own dime, year after year.”

The U.S. Grains Council continues to work diligently to fulfill their mission of
developing markets for U.S. grains and co-products. NCGA supports reauthorization of
both the MAP and Foreign Market Development (FMD) programs in the upcoming farm
bill.

Finally, on a different note, USDA’s farm bill proposal includes a request to authorize the
provision of technical assistance meant to help agricultural industries resolve trade
disputes. While it is true that limited resource agriculture industries may face difficulty
when pursuing unfair trade barriers, as Foreign Agricultural Service Administrator
Michael Yost has acknowledged, “U.S. agricultural sectors have themselves been
challenged in either the WTO or by other countries’ trade laws.” Our government is
charged with defending its constituents and as such, USDA works closely with USTR
when agricultural industries have been challenged. However, these challenges have been
brought without regard to size and most assuredly are or will be an additional burden to
all affected industries.

NCGA supports an overarching concept of discretionary authority for the Secretary of
Agriculture that could provide enhanced support and assistance to any agricultural
industry facing a trade dispute. However, at present, the Administration seems to intend
that size of industry alone be the trigger that allows the question to be asked whether
there is benefit to U.S. agriculture in devoting any further assistance towards the
particular trade dispute at hand. The trigger instead should be whether or not there is
benefit to be gained for U.S. agriculture from the additional assistance.
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Questions for Director William Hammink submitted by Senator Tom Harkin, Chairman
March 21 Hearing on “Examining the Performance of U.S. Trade and Food Aid Programs
for the 2007 Farm Bill”

1. If the farm bill were to contain provisions authorizing use of local cash purchase, either as a
pilot program or up to 25 percent of Title II funding as has been proposed by the administration,
how would be possible to make sure that the commodities purchased would be actually produced
in the recipient or neighboring countries, rather than commodities originally produced by
competitors such as the EU or Australia or Thailand but resold in recipient country markets?

2. If the goal of utilizing prepositioned commodities is to reduce the turn-around time for
providing food aid in emergencies, why was the Lake Charles facility chosen for storage of these
commodities by your Agency if it is not easily accessible to ocean-going transport?

3. Tunderstand that the GAO analysts assigned to the food aid study that Senator Chambliss and I
requested visited a warehouse in Dubai where some of our prepositioned food aid commodities
are stored by the U.S. Agency for International Development. At that warehouse, they found
evidence of spoiled and wasted food. What steps will be taken to improve the management of
those commodities so that U.S. food bought for donations reaches its recipients in good
condition?
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Questions for Mr. Joel Nelsen submitted by Senator Tom Harkin, Chairman
March 21" Hearing on “Examining the Performance of U.S. Trade and Food Aid Programs
for the 20607 Farm Bill”

In your testimony, you propose the “re-transfer” of agriculture specialists who work at our
nation’s borders and ports-of-entry from the Department of Homeland Security back to the
Department of Agriculture. The problems cited in audits performed by the Government
Accountability Office (GAO) and the Inspectors General (IG) at USDA and DHS on the
adequacy of our nation’s agriculture inspections directly affect the plant and animal disease
prevention efforts of U.S. agriculture.

1. Are there specific instances you can cite — other than the issues highlighted by the
GAO and IG reports - where current agriculture inspections at ports of entry do
not meet the needs of the specialty crop industry, such as products not being
properly inspected, or delays occurring with shipments of agricultural products?

2. How would these situations have been handled differently before the transfer of
inspectors from USDA to DHS?

3. How does the specialty crops industry believe the transfer of agriculture
specialists from DHS to USDA will improve inspections of agricultural products
at ports of entry?

It has been about five years since the transfer of agriculture inspectors to DHS.
Since the first year, USDA and DHS note that improvements have been made, and both
agencies believe that coordination and performance will continue to improve with time.

4. Would you agree that there have been substantial improvements since the
transfer of agriculture inspectors to DHS?

5. If the current structure were kept in place, what steps need to taken to
achieve the standard of inspections that the specialty crops industry would
like to see?

6. A transfer of inspectors back to USDA’s oversight could mean another lengthy transition,

where inspections suffer for another few years. Do you have any suggestions on how to mitigate
such a possibility?
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Questions for Administrator Michael Yost submitted by Senator Tom Harkin, Chairman
March 21* Hearing on “Examining the Performance of U.S. Trade and Food Aid Programs

for the 2007 Farm Bill”

1. Commercial export programs

a.

With respect to the proposal to provide technical assistance to “limited resource’
agricultural industries to pursue cases to combat unfair trade practices, how would limited
resources be defined for the purposes of this program?

The Inspector General’s report released in February 2007 raised concerns about the lack
of systematic evaluation of the effectiveness of trade promotion funding in individual
markets. What steps will you take to remedy the lack of evaluations?

2. Food aid programs

a.

While the President’s fiscal 2007 and fiscal 2008 budgets recommended zeroing out
funding for the Title I concessional credit program, which Congress went along with, the
USDA farm bill proposal did not recommend repealing Title I program authority.
Specifically, what is the Administration’s proposal for the farm bill on Title I?

Although the Emerson Humanitarian Trust is authorized to hold up to 4 million tons of
commodities for use in food emergencies, its current level is about 900,000 tons, with
about $100 million held in cash. This amount is inadequate to address a large-scale,
unanticipated disaster, which is why in recent years development assistance programming
has been scaled back to free up Title II funds to address emergencies situations.

Will the Administration be submitting a proposal on how we can regularly replenish the
Emerson Trust, and if not, why not?

The bulk of commodities held by the Trust are located in storage facilities in the Pacific
Northwest. In responding to emergencies in Africa, how much does it add to response
time, if commodities are in the Pacific Northwest rather than storage facilities accessible
to East Coast or Gulf ports?

3. Trade/SPS issues

USDA’s Animal and Plant Health Inspection Service is responsible for setting the agenda and
policies for agriculture specialists who work at U.S. Customs and Border Protection (CBP),
the patrol system that protects U.S. borders and ports of entry.

a. Does the Foreign Agricultural Service provide policy input to the Animal and Plant

Health Inspection Service for CBP’s agriculture specialists?

As you may know, some sectors of agriculture would like to see a “re-transfer” of agriculture
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specialists who work at our nation’s borders and ports-of-entry from the Department of
Homeland Security back to the Department of Agriculture. The problems cited in audits
performed by the Government Accountability Office (GAQ) and the Inspectors General (IG)
at USDA and DHS on the adequacy of our nation’s agriculture inspections directly affect the
plant and animal disease prevention efforts of U.S, agriculture.

What are the Administration’s views on this proposal?
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Written Response to Questions

On page 99 of the testimony, Senator Lincoln asked: “Dr. Kauck, much of the real
decline in food aid funding worldwide since 1980, and I think it was you that mentioned
that, has been due to less being provided by the United States. I guess how much, if you
were to compare, how much is due really to less being provided by us and how much of
that decline is attributable to other donor countries? Are our neighbors in the global
community keeping up with us?

CARE’s response: During our oral testimony, I remarked that “controlling for inflation,
food aid budgets have declined by nearly half since 1980.” This remark refers only to US
food assistance programs. CARE has not compared levels of food assistance across
donor countries. If the committee is interested in conducting a comparative analysis, it
could get data from WFP on donor-specific volumes or values.
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