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AGRICULTURE: GROWING AMERICA’S
ECONOMY

Thursday, February 17, 2011

UNITED STATES SENATE,
COMMITTEE ON AGRICULTURE, NUTRITION AND FORESTRY,
Washington, DC

The Committee met, pursuant to notice, at 2:36 p.m., Room SR—
328A, Russell Senate Office Building, Hon. Debbie Stabenow,
Chairwoman of the Committee, presiding.

Present or submitting a statement: Senators Stabenow, Leahy,
Harkin, Conrad, Baucus, Nelson, Brown, Casey, Klobuchar, Ben-
net, Gillibrand, Roberts, Johanns, Boozman, Grassley, Thune, and
Hoeven.

STATEMENT OF HON. DEBBIE STABENOW, U.S. SENATOR
FROM THE STATE OF MICHIGAN, CHAIRWOMAN, COM-
MITTEE ON AGRICULTURE, NUTRITION AND FORESTRY

Chairwoman STABENOW. Well, good afternoon. I am going to call
the meeting to order for the Senate Agricultural, Nutrition and
Forestry Committee. We do need to conduct some business. At the
point at which we have a quorum, we will stop and do that.

But I do want to indicate that it is a great honor and privilege
for me to be here today as the new chair of this Committee and
beginning this first hearing in the 112th Congress; and I am very
proud to welcome our colleagues, new colleagues as well, to the
Committee.

We are, I think, starting in a very important place which is talk-
ing about jobs and the economy. Sixteen million jobs, that is the
estimate of the total number of Americans who have a jobs because
of American agriculture and that is why we are here today. That
is a big deal for American families.

I am very proud, as you know, to represent the State of Michigan
where we know how to grow things and we know how to build
things. We do that and we are very proud of it.

Agriculture presents more than 70 billion dollars for our economy
each year and represents one out of four jobs in Michigan.

That is why I am very pleased and both Senator Roberts and I
agreed that our first hearing should look at the impact of American
agriculture on our economy, how important it is in terms of jobs
because it is really a story that is not told enough and it is a story
that we are going to repeat throughout this Congress.

And as I mentioned, Senator Roberts and I agreed to this be-
cause certainly he understands the importance of agriculture in
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creating jobs and I am very pleased to be working with our new
ranking member, my friend, Senator Roberts.

I want to thank him for being here today and representing the
great State of Kansas where I know there are at least 300,000 jobs
that come from agriculture.

Senator Roberts and I both served in the House. He was a great
champion and chairman in the House and now serving with him
in the Senate is a real honor for me as well as serving with all of
you.

The Senate Agriculture Committee has always been a bipartisan
Committee. That is one of the things, I think, that we all enjoy
about it. We put the interests of producers and rural America in
our Nation above politics that occurs around here and I look for-
ward to continuing that tradition as we move forward in this Con-
gress.

As I mentioned, today’s hearing focuses on jobs in agriculture
and rural communities. I would like to extend a warm welcome to
Secretary Tom Vilsack, who will be our first witness.

I also welcome our second panel and I want to indicate I am very
pleased that Keith Creagh, who is our new director of the Michigan
Department of Agriculture and Rural Development, will be testi-
fying on the second panel.

I suspect that many of you have read the same reports that I
have been reading. Rarely have we seen a more positive outlook for
the agricultural economy as a whole. This should come as no sur-
prise to any of us. American farmers and ranchers produce the
safest, most nutritious, and most sustainable agricultural products
in the world.

We know this and the rest of the world does as well. In fact, one
of the biggest success stories in our Nation’s economy is the
strength of our farm exports. For the second year in a row, agricul-
tural exports have been projected to be over $100 billion.

This year we expect to see a record high of $126 billion in ex-
ports and, in fact, agriculture is among very few industries where
we enjoy a trade surplus. This is really welcome news for our econ-
omy.

Here is some more good news. Our agricultural exports will sup-
port over one million jobs this year alone and these jobs are not
just on the farm but towns and cities all across the country.

I know that each of our members of the Committee here today
have a similar story to tell about the importance of agriculture in
each of your States in terms of the economy and jobs.

As we listen to our witnesses today, let us keep those 16 million
Americans in mind who are counting on us to continue to give
them the opportunity to be successful.

It is now my great pleasure to yield to the distinguished ranking
member, Senator Roberts, for his opening remarks.

STATEMENT OF HON. PAT ROBERTS, U.S. SENATOR FROM THE
STATE OF KANSAS

Senator ROBERTS. It is a true privilege and an honor to serve as
ranking member of this Committee. Basically Senator Chambliss
served as the top gun on our side for the last six years; and as I
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quickly note, I am on page 3 instead of page 1. I better pay homage
where homage is due.

Thank you, Madam Chairwoman.

[Laughter.]

Chairwoman STABENOW. All right. It is about time.

[Laughter.]

Senator ROBERTS. This knelling business I do not know about
that, but I will do my very best.

As I said before, the high road of humility is not often bothered
by heavy traffic in Washington but it is a very humbly experience
and an honor and a privilege. My congratulations on taking the
gavel of the Agriculture Committee. I am honored to be riding shot-
gun with you as this Committee conducts oversight of the 2008
Farm Bill and the Dodd-Frank Act and investigates over burden-
some regulations and the long-delayed trade agreements and pre-
pares for the next Farm Bill which will happen to be my seventh.
That is a lot of Farm Bills.

Kansas and Michigan have much in common in regards to the
crops we grow. We both have wheat, corn, and soybeans producers;
and you do have something called specialty crops, big time.

Additionally, I look forward to learning about the diversity you
all have in production, crops like asparagus and berries. I even like
asparagus. I understand you all have tasty wine in Michigan too.
So when the hour is late and we have any difficulty, why, maybe
you could break that out.

Michigan has over 19 million acres of forest land. That is a lot
of forest land. Kansas, I am talking about western Kansas, west of
Highway 81, we have 19 trees.

[Laughter.]

Senator ROBERTS. And we call them invasive species.

[Laughter.]

Senator ROBERTS. Now, back to my original page.

It is a true privilege and honor to serve as Ranking Member.
Senator Chambliss served as the top gun on our side for the last
six years. He is taking on yeoman work as the Ranking Member
of the Intelligence Committee. I want to thank Saxby for his tire-
less leadership, especially during the 2008 Farm Bill.

I could go down the line of former chairmen and ranking mem-
bers who continue to serve this committee, Senators Lugar, Coch-
ran, Leahy, and Harkin, and our former Secretary of Agriculture,
Senator Johanns.

I feel compelled also to pay homage to Mr. Conrad, who has
played a very key role in every Farm Bill that I have been involved
with.

The unprecedented depth of knowledge and experience on this
Committee this time around, I think it will serve all of agriculture
and rural America well.

I also welcome two new members to the committee, Senator
Hoeven from North Dakota and Senator Boozman from Arkansas.
The Agriculture Committee is not often the first choice for new
members but we are fortunate to have your enthusiasm and exper-
tise on board, and you made a wise choice.
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You will find that this Committee is a bit different than others
in that you will work just as much with members from the other
side of the table as this side. In my

experience with agriculture, I found that this Committee on more
occasions than not is a fine example of bipartisanship and comity.

Those are not just words. That is what we have to do. We must
work together because too often agriculture programs become the
target of criticism and attacks. We have already seen that.

Our farmers and ranchers do produce the safest, most abundant,
and affordable food and fiber supply in the world, all while facing
increased input costs and tightening regulations. That quote has
been said virtually by everybody on the Committee and by Tom
Harkin at least 17 times, 18 times.

As if these challenges were not enough, our producers face a
challenge of worldwide significance. Let me remind all members
that as the global population of the world tops nine billion, prob-
ably 9.3 billion in the next several decades, agriculture production
most then double to meet the expected demand for food and nutri-
tion.

That to me is the key issue that we must face and it is a moral
issue and it is an issue of national security and it is an issue of
world stability and all you have to do is look at the conflagration
going around the world today with many people suffering from
malnutrition and starvation and I think you can get the message.

So as Ranking Member, I am going to work to ensure that our
producers have the tools and the necessary protection to meet this
challenge. Why would we do anything given that imperative that
would be harmful to the men and women whose job it is to feed
this country in a troubled and hungry world.

So I really think we have to bear down and really do our over-
sight and do our homework to make sure that does not happen.

Today’s hearing focuses on agriculture’s contribution to our na-
tional economy. I appreciate our witnesses that are providing their
perspective.

Mr. Secretary, welcome back to the Committee. I understand this
is round two for you today. I think you were over on the House
side. I hope our friends on the other side of the Hill treated you
well. You do not look any worse for wear. You look fine, sir.

I also thank Mr. Hoenig from the Kansas City Federal Reserve
for testifying on our second panel. I will have more to say about
him later. If those of you can stay to hear Tom, I would encourage
you to do that. If there is a story written about somebody on the
Fed who has a profile in courage it would be Tom Hoenig.

This afternoon we will hear many positives about the current
state of agriculture. As everybody knows, our prices are up to his-
torical levels. The sun is shining, well, maybe not Kansas but the
sun is shining, usually a good thing.

But any farmer in Kansas or Michigan or Iowa or even Vermont
who has spent more than two weeks in the field can tell you that
prices can change just as quickly as the weather. We on the au-
thorizing committee must be mindful of that fact, especially as we
move into future debates on the safety net.

Madam Chairwoman, I thank you for calling this hearing. I look
forward not only to hearing what our panels have to say today but
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also to working with you to drive agriculture policy in the 112th
Congress.

I thank you, ma’am.

Chairwoman STABENOW. Thank you very much, Senator Roberts.

And just to follow up on one thing that you said, I think this
really is an extraordinary Committee when I look around at the ex-
pertise on this Committee. The chairman on other Committees,
former chairman, this really is an opportunity I think in this Con-
gress for us to really lead and provide expertise as it relates to de-
veloping a Farm Bill that really works for all of agriculture and for
the country.

Senator Leahy, you wanted 30 seconds for a moment here.

Senator LEAHY. Very briefly. Just to congratulate you, Madam
Chairwoman, in being here. This Committee was my first choice
when I came here 37 years ago. I have served on it during that
time. I have been chair. I had been ranking.

I am delighted you are here because I know how hard you
worked to put together bipartisan coalitions. It is what is needed.

Senator Roberts is absolutely correct when he said he is also I
think probably the only person who served both as House chairman
and now as Senate ranking member. He and I have worked very
close together.

You are absolutely right, Pat, in what you say that we work
across party lines for the good of agriculture. So I am just delighted
to see both of you in this leadership role. I think the Senate is for-
tunate.

Senator HARKIN. Would the Senator yield just for 30 seconds?

Chairwoman STABENOW. Senator Harkin.

Senator HARKIN. Thank you, Madam Chair.

I also want to congratulate you and commend you for taking his
position but I just wanted to add one other thing and, of course,
I always congratulate, Pat, my good friend——

Senator LEAHY. That Pat.

Senator HARKIN. That Pat over there and this one here too.

But I would not let this moment go by without pointing out that
our new chair is the only person who has served on both her State
House Agriculture Committee, her State Senate Agriculture Com-
mittee, the House Agriculture Committee, and

the United States Senate Agriculture Committee, the only one
who has ever done that.

Congratulations.

Chairwoman STABENOW. Thank you, Tom, very much.

We do have a quorum now. We do have some business to conduct
before proceeding with our witnesses. So thank you very much for
those kind comments.

[Whereupon, at 2:49 p.m., the Committee proceeded to Executive
Session, and resumed at 2:50 p.m.]

Chairwoman STABENOW. So let us move on to our two excellent
panels today. In the interest of time, I am going to ask that mem-
bers’ opening statements be submitted for the record as would be
normal practice for the Committee and, of course, we recognize
members in order of their appearance alternating sides.

So welcome, Mr. Secretary, to the Committee. We want to thank
you very much for your testimony and for your leadership.
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Your written testimony will be submitted for the record, and we
would ask that you provided us with, five minutes with your com-
ments before opening for questions.

STATEMENT OF THE HON. TOM VILSACK, SECRETARY, U.S.
DEPARTMENT OF AGRICULTURE, WASHINGTON, DC

Secretary VILSACK. Thank you, Madam Chair, and to the mem-
bers of the Committee, I want to thank you for the opportunity and
the invitation to discuss recent developments and prospects for the
farm economy.

As we enter 2011, the farm economy continues to remain strong
with U.S. agricultural exports, farm cash receipts and net farm in-
come projected at or above previous record levels. Farm household
debt levels appear to have stabilized despite increasing land val-
ues. While prospects generally look bright, recent sharp increases
in prices for major crops are generating a range of concerns. My
written statement describes the prospects and recent developments
in output and input markets and the challenges and opportunities
they present for U.S. agriculture.

So I am going to take the short time I have this afternoon to
touch on a few broad trends.

As you may know, recent data tells us that U.S. farm exports
reached an all-time high in calendar year 2010. We saw a rise both
in the value and volume of U.S. agricultural exports worldwide
supported by foreign economic growth. Particularly in developing
countries U.S. agricultural exports are again expected to be at a
record high this fiscal year, up to $18 billion from fiscal year 2010,
with an agricultural trade balance that is forecast to be a record
of $41 billion.

While we are pleased with these record numbers, we remain fo-
cused on continuing to open and to improve markets for our pro-
ducers. We know that every one billion dollars in agricultural ex-
ports helps to support 8000 jobs, and we want agriculture to con-
tinue to play a leading role in the President’s national export ini-
tiative in helping to reach the goal of doubling exports over the
next five years.

The other big trend in exports is the increased importance of
China and the Chinese market. The trade numbers just published
showed that for the calendar year 2010 China was our number one
export market, edging out Canada and accounting for 15.1 percent
of exports.

Cash receipts and cash production expenses for producers are
forecast to reach record levels in 2011, $341 billion in cash receipts,
$274 billion in production expenses.

Importantly, receipts are rising faster than expenses so net cash
farm income is forecast at a nominal record of $99 billion this year,
up $7 billion from last year and nearly $30 billion from 2009.

After adjusting for inflation, this year and last year should be
two of the highest income years producers have had since 1976.
These are good times for American agriculture. But while all of ag-
riculture experienced a robust recovery in 2010 and 2011, as fore-
cast, expenses are increasing especially prices of farm inputs like
livestock and feed, the price of energy, and operating costs.
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The livestock and dairy industries could face some financial pres-
sure in 2011 and bear watching. At the same time, many small and
mid-sized operations have continued to struggle to earn substantial
on-farm income. We need to be aware of this reality and ensure
that our work to expand domestic markets in particular helps them
succeed.

As we discuss the safety net, we should also make sure that
maintaining a strong safety net for producers who need it most. On
the whole, we are optimistic. The balance sheet of U.S. agriculture
should continue to strengthen again in 2011; and consistent with
recent trends, increases in debt are forecast to be offset by the larg-
er increases in farm asset values.

What is astonishing is that in two years the farm economy has
rebuilt the equity lost in 2009, and in 2011 the farm sector’s debt
to asset ratio should drop even further below last year’s 11.3 per-
cent.

Our Nation’s farmers and ranchers should be celebrated for this
achievement. Their careful management of debt has played an im-
portant role in helping make them a key component of a strong and
quick rebound from financial crisis.

Commercial banks across the country say loans are available al-
though standards are tight, and farmers are increasingly paying
them back on time. Exceptions include regions dominated by live-
stock, milk, and poultry production.

Last year, despite low interest rates, there was lower demand for
farm loans than in previous years. At the same time, capital spend-
ing was up, probably financed with cash or non-bank credit. We
hope to see this trend continue especially as result of the bipar-
tisan tax deal reached in December which provides for 100 percent
expensing of business investments like tractors and combines.

Farm real estate value rose by an estimated 3 percent in 2010
to a record $1.8 trillion. We expect this trend to continue. While
this benefits existing land owners, high farm real estate values
make it difficult for individuals who may wish to enter farming and
increases operating expenses for individuals who rent farmland.

I hope that moving forward we can work to confront this issue
and others as we look to grow the next generations of farmers,
ranchers, and producers. This may mean a solution based on sweat
equity or another way to provide credit to those who wish to farm
in this country.

But for the good of our environment, the quality of life we all
enjoy, the relatively low cost of food and for the American economy
as a whole, we must keep farmland as farmland and farmers on
the farms.

To conclude, as we enter 2011, the U.S. farm economy is coming
off unprecedented increases in U.S. ag exports, farm cash receipts,
farm income, and asset values the past few years.

We are helping to lead the recovery from the worst economic col-
lapse since the Great Depression. Prospects for the coming year
generally look bright. More normal weather and production in-
creases worldwide should lead to improved supply demand balance
in key markets such as wheat, corn, and soybean.

With biofuel demand expected to continue growing, although at
a slower pace in the future, a big challenge will be responding to
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that demand by developing new feed stocks, producing on more
acres, and producing more per acre while protecting the environ-
ment.

I have the utmost confidence, as I know this Committee does as
well, that our farmers and ranchers along with the assistance of
USDA will be able to meet those challenges.

With that, I will be happy to answer questions.

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

Chairwoman STABENOW. Well, thank you very much, Mr. Sec-
retary. I know we all have questions. I mentioned in my opening
statement that one out of four people in Michigan are working be-
cause of agriculture, and I am sure everybody on the Committee
has a similar story. Even though the number of farmers are in de-
cline, agriculture has had a tremendous impact on the overall econ-
omy. As we look down the road, can you tell the Committee where
you expect to see continued growth?

Secretary VILSACK. I would expect to continue to see growth, as
I indicated, in exports. There is a strong demand. The world econ-
omy is improving. Expanding middle classes in China and India
?nd other developing countries, I think suggest a good opportunity
or us.

I think we are also focusing on increasing our commitment to
trade missions, to displays, to exhibits of our products, and also to
reducing barriers. A major emphasis has got to be on reducing the
barriers that exist to many of our products, specifically beef in
China, Japan, Taiwan.

One of the problems and one of the challenges will be to make
sure that we understand and appreciate the differences between
small, medium-size, and large-scale farming operations.

While there was a decline in the medium- and large commercial-
sized operations over the last five years, there was a significant in-
crease in the small-sized operations.

And in order to repopulate rural America and create economic
opportunity, it is my judgment that our Department needs to be fo-
cused on all aspects of agriculture and as diverse an agriculture as
we possibly can have to provide as many options and opportunities
as we can if we are to stabilize the rural economy generally.

Chairwoman STABENOW. We have a lot of good news to talk
about in agriculture but I do not want to just look through rose-
colored glasses when we look at the future for agriculture.

And I know that, I hear a lot from my growers about input costs,
largely feed, fuel, fertilizer. When we are looking at their future,
do you expect trends to continue when we are looking at potential
implications of rising input costs for our growers and what does
that ;nean in your judgment in the near-term as well as the long-
term?

Secretary VILSACK. Well, obviously there are concerns on the en-
ergy side. When oil prices go up, there is obviously an impact in
farm country. So it is something we are concerned about, and we
are concerned about it in terms of sector specific.

Obviously it impacts and affects livestock operations. It can also
impact and affect dairy. We are concerned about the strength of
our industry. It has rebounded from a very difficult 2009, and we
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are cautiously optimistic for 2011. But we know that the next
downturn is right around the corner.

That is one of the reasons why we are focused on addressing per-
haps a more comprehensive approach to the dairy industry. They
discussed this at length in the House hearing. We have a report
due from our Dairy Council in the first part of March. Our hope
is that there is a consensus being developed within the dairy indus-
try that we can address this very quickly because otherwise I think
we are going to be confronted with the circumstances we saw in
2009 with peaks and valleys that occur far too often.

Chairwoman STABENOW. If you could speak a little bit more in
terms of the peaks and valleys or the boom and bust. I mean, some
would argue that the current success in the farm economy is due
slowly to strong markets and favorable exchange rates which cer-
tainly have played a role. But we do have a boom and bust. And
do you not think we need to invest in emerging technologies and
markets like bioenergy and bioproducts in order to make the farm
economy more resilient?

Could you speak about that?

Secretary VILSACK. There is no question in my view that you
need to diversify options and you need to maximize opportunities
on the farm. To the extent that you can convert waste product to
fuel and energy, that is something we should encourage.

We have roughly 50 anaerobic digester projects ongoing with the
Dairy Council and dairymen across the country in an effort to con-
vert manure into power, into energy.

We just recently announced 68 feasibility studies through the
REAP program to take a look at alternative ways in which we
could use new feed stocks to produce renewable energy and
biofuels. All of that adds value, creates new economic opportunity,
and also will help to create jobs.

If we could reach the 36 billion gallon threshold that Congress
has set for us in terms of renewable fuel, it would mean up to a
million jobs in rural America and $100 billion of capital invest-
ment.

You know, that is the type of opportunity that we need to look
at. We need to expand broadband. We need to look at regional local
food systems. We need to do a better job of linking economic oppor-
tunity from conservation in terms of outdoor recreation as the
President announced yesterday. All of that has to be part of an
overall strategy to try to rebuild the rural economy and to try to
provide opportunities for farmers and ranchers.

Chairwoman STABENOW. Thank you very much.

Senator ROBERTS.

Senator ROBERTS. Mr. Secretary, thank you again for coming and
I am going to go where wise men never go.

As I have said before, over the next several decades the world
population is going to go somewhere between 9 to 9.3 billion people.
Estimates are that we are going to need about twice as much food
as we are currently producing. All of us have been concerned on
this Committee regarding our ability to produce a stable feed and
fiber supply.

Now, here comes a curve ball. As you know, about 10 percent of
the farms with revenues above $250,000 a year are responsible for
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about 80 percent of the agriculture output. So as we reach the lim-
its in terms of planted acres, it seems certain to me we are going
to need these folks more than ever.

The relatively small number of farmers who produce the vast
majority of our crops, they are either going to have to grow more
with what they have or even less. Consequently, I have always
thought our farm policy should be agnostic in terms of size.

I can remember the great Tim Penny/Pat Roberts debates, and
I think you were present on the Committee at that time, Tom. Tim
always was the champion of the small family farmer.

I indicated one time that a small family farmer was somebody
five foot two in Minnesota, as opposed to the large family farmer
which I thought was somebody six foot two who played linebacker
previously for the University of Nebraska on the western plains.

An acre of wheat, soybeans, or corn does not produce more or less
depending on the size of the farm, and lots of folks today like to
pick on or at least think that would be a good target for budget
savings. It is a paradox of enormous irony it seems to me.

So when a natural disaster hits and impacts production either
through low prices or yields, my question is what should our ap-
proach be farm policy-wise to these 10 percent of producers who
are deemed too large for one reason or another? What kind of eco-
nomic conditions do we need to ensure for them to be successful in
meeting the future demand?

Secretary VILSACK. I think we have several responsibilities to the
large scale commercial operations, Senator. I think, first and fore-
most, we need to figure out ways in which we can help them be
as productive as possible.

That is one of reasons why our research component focuses on
livestock production as well as protection and why we are also en-
gaged in crop production and protection. I am not convinced that
we have maximized the capacity of our land to produce.

I think we need to take a look at whether or not there are places
in the United States that could potentially be more productive than
they have been. I do not know that necessarily there are many
places but there are some that can double-crop effectively. That
may not be. That is something we should look at. So research and
development is one aspect.

Secondly, I think we have got to be very aggressive in our efforts
to export our supply. That is one of the reasons why our commer-
cial operations are doing well financially. We need to continue to
do that, and there needs to be a concerted effort to reduce barriers,
to have free trade agreements approved, to look at multi-lateral
trade arrangements, and I think we are focused on that.

I think we do need a safety net. I think the question which was
posed to me or was posed by Bob Stallman to the Farm Bureau
convention in Atlanta was well put when he asked, do we need a
safety net system that provides a small amount of money every
year regardless of the quality of the year or do we need a safety
net that provides the assistance and help when it is needed the
most in an amount that actually will make a difference.

I think that is a really good question, and I think it is one that
we should be asking. I do not know that I have the answer today,
but I think it is an appropriate question, and I think our capacity
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to expand risk management options which we are doing I think is
one way of addressing that issue.

So I think there are a multitude of things that we have to do and
I think we have to recognize that science is going to play a signifi-
cant role in all of this, and we have to facilitate that science.

And that gets us into when you say where no wise man wants
to go, from a person who has tried to make the right set of deci-
sions, and I think former Secretary Johanns knows about this as
well. It is interesting that when you make one decision on one crop
you get sued by one group and you make a similar set of decisions
on another crop and you get sued by the other group.

So we must be doing something right if we are getting sued by
everybody. But this is a conversation I think we have to have as
well.

Senator ROBERTS. We have about 30 seconds left in my time. I
know you mentioned several challenges that we face. What keeps
you up at night? What is the biggest thing that you worry about?
You know, we talk about the safety net. We talk about exports. We
talk about trade agreements. We talk about price volatility, et
cetera, et cetera.

In your current role as Secretary of Agriculture, what keeps you
up at night?

Secretary VILSACK. Two things that concern me most are access
to credit and capital in rural America and whether or not we are
actually going to have a generation of farmers to replace those who
are now averaging 57 years of age. Thirty percent of our farmers
are over 65. The fastest growing segment of our farmers over 75.
That is a problem we also need to address.

Hopefully, the 2012 Farm Bill will build on the steps that you
have taken before.

Senator ROBERTS. Mr. Secretary, that is a very good answer.

Chairwoman STABENOW. Thank you.

Senator Nelson and then Senator Johanns.

Senator NELSON. Thank you, Madam Chairwoman.

Secretary Vilsack, it is good to see you again. We appreciate your
being here.

In both your written testimony and the economic research serv-
ices recent series of reports provide a very in-depth look at the cur-
rent state of U.S. and global agriculture along with what is obvi-
ously an interesting overview of the future potential and challenges
that farmers and ranchers will face in the coming years, and you
have been very forthright with us in your expectations.

As we are looking at agriculture today and looking at the world,
we are beginning to see some of the challenges as global food prices
continue to rise.

We have both spoken at length on the importance of research in
meeting these challenges to agriculture. The need to feed this
growing world population that my colleague from Kansas has so
eloquently pointed out with more limited inputs, the health aspects
of food production, environmental considerations, and the need to
produce biofuels.

Now, it seems unfortunate that the ARS and the NIFA budgets
are basically flat, if not decreasing slightly, while we are increasing
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research budgets in other agencies by as much as 16 percent for
NSF and 18 percent for DOE.

In view of these challenges and the steps that you have pointed
out, what can the Department do to ensure that we continue to get
the level of research necessary to answer the questions that are
there as well as the questions that will continue to develop along
the way.

Secretary VILSACK. Senator, I think we are challenged to make
sure that our research is focused on issues that matters. We have
identified, I think, four or five key areas where there needs to be
additional research. I mentioned two of them earlier.

You have mentioned the issue of energy. That is certainly one of
them. The issue of global food security is also another area that we
are focusing on.

So, number one, focusing the research dollars that we have, and
then secondly, doing a better job of leveraging those resources. Our
view is that if we are engaged in a competitive grant process which
we are under the National Institute of Food and Agriculture that
we can leverage our resources more effectively and get more bang
for the limited dollars.

We recognize, and I think you all do as well, we have got to get
our fiscal house in order and you have got to make tough choices.
While it may seem that we have made a choice that you may not
necessarily totally agree with, the fact that we are flatlined in this
environment does reflect, I think, to a certain extent that it is a
priority and we will continue to search for ways to stretch those
dollars.

Senator NELSON. What about water resources in particular? A
State like Nebraska is constantly challenged on having enough
water resources spread across the State.

Is there anything being done to try to figure out the most effec-
tive way of dealing with our limited water resources? And it is not
limited to Nebraska. This could be true of the southeast when they
encounter drought as well.

Secretary VILSACK. I would say there are a couple of things. I
mean, first of all, we are working on improved irrigation systems
and processes by which we use scarce water resources more effec-
tively.

That has implications not only domestically but also internation-
ally. We are actually doing some interesting work in Afghanistan
in that area as well.

Secondly, we continue to focus on how we can better manage our
forests in both private, state, and national forests because they act
as a natural reservoir. If we do a better job of maintaining our for-
ests, then we may have a better opportunity to use that natural
reservoir more effectively to control water flow.

Then obviously we are working with farmers to develop the
science that will actually result in us being able to grow crops in
more adverse weather conditions and circumstances. In other
words, using less water, less pesticides and chemicals. That is part
of the scientific opportunities that we are engaged in terms of crop
production and productivity.
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Senator NELSON. Do you think that the research dollars that are
in the budget are sufficient for that kind of research to continue
aggressively?

Secretary VILSACK. Senator, that is a difficult question to answer
because every person’s definition of reasonable and necessary is dif-
ferent. I would say that we have done a good job of trying to bal-
ance all of these important competing interests.

Senator NELSON. Finally, my time is about to run out. I want to
commend you and your staff for the hard work of dealing with the
Roundup ready sugar beets which you responded to that challenge.
It would certainly embrace western Nebraska as well as eastern
Wyoming and Colorado, and I believe North Dakota as well, and
the Minnesota as long as I am naming a few states.

So thank you very much for that work and please pass the mes-
sage along to your staff.

Secretary VILSACK. Thank you, sir.

Chairwoman STABENOW. Thank you.

Senator JOHANNS.

Senator JOHANNS. Mr. Secretary, good to see you again. One ob-
servation and then a couple of questions.

One of the frustrations for me, and I know for you and I think
for every person who has served as ag secretary in recent years has
been market conditions relative to U.S. beef. I just wanted to put
on the record again today that the situation specifically with Japan
is not yet solved.

These folks are impossible from my vantage point. This has been
going on now for years and years. We are still dealing with the
standard of 20 months, and I am not blaming you because I worked
on this too. We just do not seem to be making progress with them.
I hope you can convince me otherwise but it just seems like we are
just not getting anywhere.

Offer your thoughts on that.

Secretary VILSACK. Senator, I would certainly agree with you
that it is a very frustrating process. When you are dealing with
issues involving BSE and the host country Japan has a greater
number of BSE from their own domestic livestock than we have
ever had, it is an interesting conversation.

Having said that, part of the challenge for us recently has been
about the lack of consistency in people we are dealing with in
Japan. We have had three ag administers since I have been the
Secretary of Agriculture which has made it a little bit difficult.

But we have been engaged in serious conversations. Jim Miller
is here and I think he can attest to, when he was working at
USDA, he spent a good deal of time just recently in Japan.

You know, we are moving towards a place where I think we can
get to yes. It is slow. It is difficult. It is somewhat complicated by
the relationship that Japan and Korea and China and that area of
the world have relative to beef.

No one wants to create a situation where someone who has treat-
ed us well believe that they are getting worse of a deal or less of
a deal that we are giving someone else.

So it is a matter of trying to balance all of this, but I am con-
fident that we can get there. You know, I think it is important for
us to get the free trade agreement in Korea, get that through the
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process, put that behind us, if you will. And then I think perhaps
that offers a new momentum for beef.

But I share with you your frustration.

Senator JOHANNS. I mentioned it as much today to send a mes-
sage to the Japanese yet again that we have not forgotten, that it
really, really is time to step up to the plate and solve this problem.

I would have said exactly what you said six years ago and I am
guessing Ann Venneman would have said the same thing before
me. It just goes on and on, I mean it is just year after year after
year. But I appreciate your efforts, whatever we can do to support
that, and we will keep pressing.

Let me, if I might, focus now on another issue. I look at the
USDA numbers and one thing, of course, that has caught
everybody’s attention is the carryover numbers for corn which are
historically low, virtually no carryover, barely enough, probably not
even enough to keep the pipeline going.

I look at drought in China and that creates a further upward
pressure and I guess if you are on the selling end of this, this is
a remarkable time.

At the elevator, you are seeing corn prices around $7. But on the
other hand, as you know, there are people on the buying end of
that, whether it is the ethanol industry, whether it is the meat in-
dustry or whatever.

Then the other piece that is going on this time of year, actually
a little before this, is the competition between corn and soybeans.

I would like to hear your thoughts about this. Where do you
think we are headed here and, you know, what would happen if we
have a tough weather cycle here as we go into this crop season?

Secretary VILSACK. Well, that obviously would put, just to an-
swer the last question first, it would obviously put more stress on
a situation that we are keeping an eye on.

We are projecting increased plantings of 3 to 5 percent in corn
ngch may alleviate some of the concerns you have on the supply
side.

In the longer term, in talking with officials with seed companies,
they are convinced, and I believe that they are accurate about this,
that we have not yet maxed out in terms of the capacity to use
science to increase productivity.

I think in our lifetime, you know, a hundred bushels to the acre,
200 bushels to the acre, we are sort of at the goal posts and now
it is 300 bushels to the acre that is happening more routinely.

They honestly believe that they can get to 400 bushels an acre
in the not-too-distant future. So that is one issue.

On the international issue, I think what we in the United States
need to do is to continue to work with other countries to get them
to have a greater willingness to accept the science, to understand
there are advanced ways of producing agricultural products so that
we take some of the pressure off globally.

I mean, you and I together, when we were governors started the
biotech coalition, I think we recognized that there was not the ac-
ceptance of that overseas, and we are still faced with that today.
We need to continue to work in that area.

Senator JOHANNS. I will just wrap up by comments, Madam
Chair, by saying I agree with your thoughts about technology; but
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one of the points that needs to be recognized is it used to take
about 140 days, 120 days to get through the process. Now it is tak-
ing upwards of 1200 days to get through the process. So it is a so-
lution but.

Secretary VILSACK. If I might, Madam Chair.

Chairwoman STABENOW. Yes, you may take a moment.

Secretary VILSACK. A very good point, and I would say two
things. One, we have instructed APHIS to go through a process im-
provement program to try to see if there is a way in which we
could reduce the amount of time.

Two, there are greater numbers and greater complexity of appli-
cations and petitions that are being submitted so that makes it a
little bit more difficult.

Three, oftentimes there are lawsuits in-between, as you well
know, that slow the process down which is why I think it is impor-
tant for us to at least engage folks in a conversation in this country
about science to see if we can energize the middle, the rational
middle on these issues in the way of perhaps limiting or at least
giving courts multiple options so that they do not basically enjoin
activity for an extended periods of time.

Chairwoman STABENOW. Certainly, that is something that is a
challenge for us in the Committee, and we want to work with you
on as well as look at bringing people together.

Senator Klobuchar and then Senator Hoeven.

Senator KLOBUCHAR. Thank you very much, Madam Chair. Con-
gratulations on your chairmanship as well as Senator Roberts, and
welcome, Secretary Vilsack.

I was teasing my friend, Senator Nelson over here, that, in fact,
Minnesota is first in sugar beats as well as turkey production. And
as you know, being from Iowa, we are also in the top five for corn,
canola, soybeans, and in my personal favorite, honey.

Secretary VILSACK. You say corn?

Senator KLOBUCHAR. Yes, in the top five.

Secretary VILSACK. Top five, okay.

Senator KLOBUCHAR. I was not going to get into a fight with
Iowa over corn.

Secretary VILSACK. You are not going to win that one.

Senator KLOBUCHAR. No. I know.

So anyway, we care a lot about all the issues you have raised
and I would say that you have identified the challenges that I
heard around our State with the input cost, with what call the red
tape issues, and I want to thank you.

Senator Johanns and I co-chair by the Biotech Caucus in the
Senate, and thank you for the work you did, not just with what
Senator Nelson mentioned but also with the Roundup ready alfalfa
issue, and some of the other things in moving some of these things
along.

But we continue to hear concerns about the EPA treating it as
if it were considered an oil product or the discussions about regu-
lating dust from farm driveways, and I think that we need a little
common sense not only with the court process but with the EPA
rules.
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The third thing which you mentioned which I think is really im-
portant not just in the ag world but to our country is the export
issue, and two things.

One, could you talk a little bit about Cuba? I have worked with
Colin Peterson in trying to open up some of those pockets, and sec-
ondly, of the funding for the market access program at USDA and
why you think that is so important.

Secretary VILSACK. First of all, on the EPA, if I might, we are
working very hard with Administrator Jackson to develop an ongo-
ing conversation relationship so that we have a good idea of what
is being discussed and thought about and allow us to weigh in on
the impact it may have on agriculture.

Senator KLOBUCHAR. I think that would be helpful. Senator
Lugar and I have a bill trying to get people that look at those rules
to have an ag background. But that would be very helpful.

Secretary VILSACK. We have ongoing conversations with her ag
liaison, Larry Elsworth. So that is number one.

Number two, on Cuba, interestingly, we are seeing actually a
slight decline in ag trade with Cuba. Having said that, this obvi-
ously is an opportunity for us if we can do it consistently. With the
value system that is important in this country and given the com-
plexity of our relationship with Cuba, we look forward to that ac-
tivity.

On MAP, every dollar that we invest in export assistance has
generated about $35 in export activity. You know, I suspected that
if we got a 35 to 1 ratio return on investment for every dollar we
invested in this place, it would be much easier to do your jobs than
it is today.

MAP is an important component. It by no means is the only com-
ponent. The relationship we have with our cooperators is impor-
tant. The work of the foreign ag service in terms of their relation-
ships, all of this is important, and we have to focus on continually
reducing barriers.

Senator Johanns’ question is a prime example of the ongoing
challenges we have as countries create barriers and make it very
difficult to remove them.

Senator KLOBUCHAR. Two questions with regard to ethanol. I was
pleased with the EPA decision on E-15 but I wondering if there is
anything USDA can do to help encourage state governments to en-
sure that gets through the regulatory process.

Then, secondly, Senator Johnson and I are working on a bill that
would include a new more cost-effective producer credit for bio-
diesel and ethanol to replace existing tax credits and I do not know
if you are familiar with that. But I wondered if you thought that
would be more helpful to look at it as more cost-effective than have
the tax credits go more to the producers than just the blenders.

Secretary VILSACK. I think it is a good discussion to have about
how best to incent a maturing industry. We saw what happened
when the biodiesel credit was prematurely ended and allowed to
lapse. We lost 50 percent of our production capacity and 12,000
jobs.

I think that there needs to be some attention to the infrastruc-
ture on the supply side, making it easier and more convenient for
consumers to get ethanol, and I think we need to look at ways in
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which we might be able to incent our auto manufacturing compa-
nies to spend under 150 bucks to make every car a flexible fuel ve-
hicle or to work with them to figure out what we could help them
make that happen.

I understand they are under a lot of challenges but that is a dis-
cussion we ought to have. If we can produce greater demand and
we produce more convenient supply, then I think this industry will
take off.

At the same time, we also have to identify additional feed stocks,
and we need to do what we are doing at USDA to accelerate re-
search to try to figure out what works besides corn so that this is
an industry that has its presence in all parts of the country, be-
cause if we get to 36 billion gallons it is a million jobs in rural
America. It is a hundred billion dollars of capital investment and
both of those are sorely needed in rural areas.

Senator KLOBUCHAR. Thank you. I can ask a question in writing
about the milk program. I have appreciated your help with a really
difficult subject there. That is probably the number one concern
that we have heard in our State, and we look forward to working
with you on the next Farm Bill about what changes we can make
to make that a better program.

Secretary VILSACK. May I?

Chairwoman STABENOW. Yes.

Secretary VILSACK. You are talking milk?

Senator KLOBUCHAR. Yes.

Secretary VILSACK. We are actually going to suggest, the Daily
Council is going to come out with its report next month, and we
honestly think that is something you might want to consider taking
up even before you get into the 2012 Farm Bill because there is en-
ergy and passion and somewhat of a consensus being developed
around the entire dairy industry to sort of see if we can get better
price stability and less volatility.

Senator KLOBUCHAR. Thank you.

Chairwoman STABENOW. Thank you very much.

Senator Hoeven, before your questioning, let me just welcome
you again to the Committee along with Senator Boozman.

As you may have just heard with the exchange between Senator
Klobuchar and the Secretary our competition here is not between
Democrats and Republicans. It is what crops you produce. This is
a significant competition on the Committee. So we are very pleased
to have you and welcome.

Senator HOEVEN. Thank you, Madam Chairman. I look forward
to working with you, also to our ranking member, Senator Roberts.

It is good to be part of this Committee and, of course, have peo-
ple I have worked with for many years as a governor on two pre-
vious ag bills and certainly looked forward now to working on all
the things that come before the Agricultural Committee and cer-
tainly the next Farm Bill.

And you are right. It does come down to who produces what and
how much. Along those lines, I do need to mention that North Da-
kota is the number one producer of 14 different major commodities
among all 50 states, things like oats. I just jotted down a few. Oats,
barley, spring wheat, durum, sunflowers, pulse crops which is peas,
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beans, and lentils. You mentioned honey. So I will mention we are
number one in honey.

Senator KLOBUCHAR. But not turkey.

Senator HOEVEN. Not turkey.

[Laughter.]

Senator HOEVEN. And we share a wonderful border with Min-
nesota where we grow many sugar beets and share many common
interests, not to mention corn, soybeans, and many other crops.

It is good to see you, Mr. Secretary. Thank you for your many
visits to our State. We appreciate it. I also want to mention the last
time you were there I think it was either that day or the next day
that we loaded Angus and Hereford cattle on a 747 and exported
them to Kazakhstan which just goes to some of the exciting things
that happen in agriculture that people do not think about food,
fuel, and fiber technologies playing a tremendous role. Our pro-
ducers are obviously the best in the world.

And, you know, good farm policy is important for rural America.
It is important for farmers and ranchers but it benefits every single
American and people throughout the world because we have the
lowest cost, highest quality food supply in the history of the world
thanks to our producers.

So when we talk about good ag policy, it affects everyone, and
I just want to start by getting some of your thoughts on, you know,
as we enter writing a new Farm Bill your priority, and specifically
if you would talk a little bit about the safety net.

We have a counter cyclical safety net composed of three parts,
the counter cyclical payment, direct payment, and crop insurance.
I think it is very important for our producers. And if you would just
touch on that little bit and your priorities as you go forward.

Secretary VILSACK. Well, the Farm Bill is an extraordinarily
complex document that involves really all of rural America and,
you know, at the end of the day my goal is to try to revitalize the
rural economy, and obviously you start with a strong agricultural
economy, and that means continued investment in research as we
talked about before.

It involves the continued export assistance. It involves ways in
which we can promote American products. You point out that we
are blessed. A recent study shows that roughly 6 to 7 percent of
our paycheck goes for food. That is substantially less than it is in
other parts of the world which means that Americans have greater
flexibility with their paycheck than the rest of the world, and they
should thank a farmer and a rancher for the privilege.

As far as the safety net is concerned, there is no disagreement
that we need a safety net. I think what we have to understand is
how different farming is and different groups of farmers. We de-
scribed it in a recent ERS study of basically three groups.

We have got residential farming which are really small oper-
ations that frankly these folks are not really farmers, you know, in
the traditional sense. They are people who work off the farm and
live in rural areas that have a small acreage and sell a very small
amount, maybe less than $10,000. There are 1.3 million people in
that category. They are important to encourage because they help
populate rural communities. They help support rural communities.
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Then there are roughly 5- to 600,000 that are in what is referred
to as intermediate-sized operations, less than $250,000 in sales.
These folks make up a good hardy group of folks, hard working
folks. They do not make much, if anything, from their farming op-
eration.

In a state and in a time when we saw farm income go up 34 per-
cent last year, these folks will be lucky if they average $10,000.

So when we talk about safety nets and we talk about direct pay-
ments and we talk about programs like that, that group really
does, in fact, seriously need assistance and help, and they need off-
farm income.

So rural development becomes extremely important for them to
be able to keep the farm. That is really part of the safety net, an
off-farm job for them.

Then you have got commercial-sized operations, more than
$250,000 in sales. They are doing pretty well in this better econ-
omy. They are the ones that export. They are the ones who gen-
erate most of the food and they obviously are important.

I think the question is at what level do we, in fiscally constrained
times, at what level do we provide assistance and when do we pro-
vided it. Do we provide small amounts over a period of each and
every year regardless of how well the year is or do we help those
folks out at a time when they are desperately in need.

There is a fourth component to the safety net that we have put
in place in the 2008 Farm Bill that needs to be worked on, and
that is the disaster assistance.

You have got crop insurance. You have got the payments. You
know, you have got the counter cyclical stuff but you also have a
disaster assistance.

And in the past it has been ad hoc. We made an effort to try to
systematize it with the SURE program and some of the livestock
programs. They work well for some crops but they do not work so
well for other crops.

And I think one of the challenges is can we figure out how to do
those systematic disaster programs in a way that is beneficial to
all the crops otherwise you are going to continue to have ad hoc
disaster which I think we are trying to move away from.

The last thing I would say is I think that there really needs to
be a conversation about risk management. You know, as you know,
we have made a suggestion which is not necessarily agreed upon
by everybody on this Committee to take a look at those direct pay-
ments and figure out if there is a way in which someone who is
making a half a million dollars in farm income or $250,000 in non-
farm income, do they really need a payment. If so, what should
that payment be, and is there a way in which we can use risk man-
agement more effectively and in a more cost-efficient way to pro-
vide the kind of support folks need when they really need it.

I think these are all questions that we are going to have to work
on together.

Chairwoman STABENOW. Thank you very much.

Senator BENNET.

Senator BENNET. Madam Chair, congratulations to you and the
ranking member. I enjoy serving on this Committee so much be-
cause of the bipartisan work that gets done here. Every time I am
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here it feels like a refuge from a lot of the partisan work that goes
on in the Senate. So I look forward to supporting both you and the
work in front of us.

Mr. Secretary, I want to say thank you to you for coming by my
office earlier this week to meet with me and Senator Udall on the
continuing problem of the bark beatle in Colorado. I will not take
time here except to say thank you for your efforts, to remind you
again of how important it is for us to address this issue for the
health of our forests, the health of our watershed, not just ours in
Colorado but in the Rocky Mountain region.

I wanted to raise one other issue that is important to Colorado
before I get into some other line of questioning and that is the in-
ability of our potato producers to sell into Mexico. I wonder if you
might give us an update about where those discussions stand. I
know you have been trying.

Secretary VILSACK. I traveled down into Mexico in December of
last year and met with Secretary Mayorga to talk about a variety
of issues, and potatoes was one of them.

What we agreed to do was to have our teams essentially meet
to see if there was a way in which we could, in a sense, mediate
this 26 kilometer barrier that were trying to tear down. He ex-
pressed a willingness to do this and there have been meetings, two
meetings have taken place since our meeting, and our hope is that
this process results in a more favorable treatment of our potato
growers.

Senator BENNET. I hope you can keep us posted on that and let
us know here what we could do to help your efforts there. Some-
times we forget the discussion on Asia of how important Mexico is
to us.

Secretary VILSACK. Our number three trading partner.

Senator BENNET. Right, exactly.

The second area I wanted to ask you about, in many ways really
good things are happening. As you were saying, the prices are high,
the de-levering that is going on among our producers is really sub-
stantial and a great, I think, model for the rest of us.

And to some degree, things are better but the underlying issues
that our rural economy faces are still what they were when we
went into this recession in many ways. The agricultural prices do
not necessary translate into economic growth.

And I wonder if you could share with the Committee what you
think the four or five most important things that USDA, the fed-
eral government can do generally to support an economy that real-
ly will mean that there is a rural economy going forward for the
sons and daughters of people on eastern plains in Colorado, for ex-
ample, who wonder very much whether there is going to be the
same opportunity or a new opportunity for the next generation of
farmers, the next generation of people that want to live in the
small towns on the eastern plains.

Secretary VILSACK. Over the course of my lifetime, populations in
rural America as a percentage of our overall population have de-
clined. The populations have aged. The poverty rates are higher.
Unemployment rates historically have been higher now.

In this most recent recovery, actually rural America is recovering
a little more quickly than our urban and suburban friends. But
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nevertheless there are still trend lines that we need to try to re-
verse.

I would suggest that there are a couple of things. First of all,
within USDA I think the things that we can do to fundamentally
change that dynamic are to continue to expand access to broadband
so that farmers and ranchers have access to real-time information
and make real-time decisions.

Small business owners can expand their markets from local and
regional markets to global markets. Schools can do a better job of
offering a multitude of course selections that they might not other-
wise be able to afford to provide. And health care centers can link
up with specialist that would be impossible for them to afford on
a day-to-day basis.

I think, secondly, we absolutely need to embrace this new energy
future. Whether it is fuel or renewable energy, there are tremen-
dous opportunities for economic growth in rural communities.

Most of the renewable energy is going to be produced in rural
America and we need to figure out how to maximize the economic
return of that for rural residents.

Third, I do believe it is important for us to continue to look for
ways in which we can create domestic markets. Apart from renew-
able energy and fuel, I think the local regional food systems being
connected to producers and consumers is important because you
can develop local supply chains that are job creators.

Entrepreneurs who can create small warehousing or cold storage
facilities or mobile slaughter make it a little bit easier for schools,
universities, whatever that might be located in rural areas to actu-
ally create jobs and provide alternative opportunities for producers.

I think it is very, very important that we do a better job of maxi-
mizing outdoor recreation and using our conservation dollars in a
way that produces more habitat, more opportunities for hunting
and fishing and hiking.

It is a multi-hundred billion dollar operation we are talking
about. Those resources can go into rural America.

Then, finally, I think we need to look at ways in which we can
create verifiable and credible ecosystem markets in which we are
basically paying farmers, ranchers, and landowner for certain con-
servation practices that are of a societal benefit, whether it is
water issues. Senator Nelson’s comments earlier bring that to
mind, things of that nature. We are working at USDA to try to de-
velop those kinds of models that might work.

Then finally, I think you have got to be concerned about credit
and the ability to attract venture capital into rural communities so
that you have got a sense of entrepreneurship. That is a real chal-
lenge.

I know as a governor, we have got several former governors here.
I suspect they dealt with these issues when they were governors.
I certainly did, and I think we need to be very creative about how
we get venture capital into those rural areas.

Senator BENNET. Thank you. Thank you, Madam Chair.

Chairwoman STABENOW. Thank you very much.

Senator Boozman, welcome.

Senator BoozMAN. Thank you very much, Madam Chair, and it
really is an honor to be with you. I was just telling my colleague
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that we have an advantage in being junior members. We really get
to know the witnesses. We can just lean over and shake their
hands and visit with them.

It is an honor also to have you here and to listen to your testi-
mony. We appreciate your service.

As you know, the ag business is tremendously important in Ar-
kansas, and I had the opportunity to visit with many of my pro-
ducers. You mentioned the different layers of producers and things.

But I will tell you it seems to me like, regardless of who I am
visiting with, right at the top of the list is the EPA and the poten-
tial for the regulations that are coming down.

You mentioned the waste products, you know, trying to get rid
of those, that offers great potential. I think with the initial Boiler
MACT rules and things like that, much of that could not be done.

So I guess my question, as you mentioned, I am so pleased to
hear that you are working, you know, with your counterpart on the
EPA to try and figure out, you know, these things as they go for-
ward.

But I would really like, you know, besides that what we are
doing specifically. Are we outlining things like the farm dust rule,
the MPDS permitting, expanding the Clean Water Act, and then
again regulation of greenhouse gases through our boiler regula-
tions? I guess what I would like to know is what would be the eco-
nomic impact to our farmers and our producers if that kind of stuff
was to go forward.

I really do think that is the question of the day right now.

Secretary VILSACK. Well, Senator, that is one of the reasons why,
I think one of the reasons why the boiler rule was changed was be-
cause of the relationship and the input that USDA provided as that
rule was being put together. I think there was a recognition of the
impact.

We are doing several things. First of all, we are absolutely en-
couraging the EPA administrator to spend sometime in rural
America and she has actually gone on farms and actually seen
what is taking place on the farm so that she has a clear under-
standing and a clear picture of precisely what rules or regulations
might, in fact, how that might, in fact, involve an operation or why
it may not be necessary given what farmers and ranchers are
doing.

Secondly, we are beginning to quantify in very real terms the
conservation benefits and the environmental benefits of steward-
ship practices on ag land.

We did this in the upper Mississippi River recently. We just re-
cently completed a study in the Chesapeake Bay area in an effort
to try to re-assure people that farmers are, in fact, adopting con-
servation practices and, in fact, are going to do so.

We are also engaged in negotiations and discussions with the
EPA about how we might create regulatory certainty. We did this
with the sage grouse in the western part of the United States with
the Department of the Interior and the Endangered Species Act.

If producers are willing to do “A” “B” and “C” then in exchange
for that there would be some regulatory certainty that the rules of
the game would not be changed on them which would make their
investments inappropriate.
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There is a liaison between the Ag Department and EPA. So we
are constantly providing input, analysis, information on what is
being proposed or suggested in an effort to try to make sure that
there is a clear understanding on the part of the EPA in terms of
how this might impact farms, ranches and producers.

So, you know, and I think the last thing I would say is that we
have facilitated conversations between commodity groups and live-
stock groups and the EPA Administrator so that there is a clear
understanding of precisely what is being proposed.

A lot of times things kind of circulate through the process and
they get bigger and bigger and bigger as they circulate and they
get scarier and scarier as they circulate.

That kind of conversation, I think, can at least make people un-
derstand what the facts are. And, you know, I think EPA is listen-
ing at least from the vantage point of the things we have been fo-
cusing on. I get the impression that they are at least open to a dia-
logue and conversation with us which is important.

Senator BoOOzZMAN. I appreciate that and appreciate those efforts.
Again I think some really number values as far as economic impact
are helpful. Your opinions as being Secretary, your Department’s
opinion as to the cost benefit, what you are actually doing, and
then again I was the ranking member on water resources so I un-
derstand that there is a lot of stuff that is blown out of proportion
but there is a lot of stuff that is not and so that is really—and as
you mentioned also, the idea that you do the best management
practices, five years later somebody comes by and says, no, you are
doing it all wrong. Those things are not a good situation.

Thank you, Madam Chair.

Chairwoman STABENOW. You are welcome. Thank you very
much.

Senator Brown and then senator Thune.

Senator BROWN. Thank you, Madam Chair. You look good in that
chair. It is nice to see you.

Chairwoman STABENOW. Thank you very much.

Senator BROWN. Congratulations on your first hearing and I ap-
preciate having someone who represents a State that looks a lot
like mine in the chair, except for the corn and soybeans part but
thank you for all that.

Secretary Vilsack, thank you for your visionary leadership. We
have made such a difference in these two years.

No questions. I know that many people have asked questions
pretty wide-ranging. I just wanted to bring to your attention which
you know about but in a public way what happened in Wooster,
Ohio at the agricultural research station.

It is affiliated with Ohio State, involved doing all kinds of inno-
vative research on animals and plants and crops. The tornado that
hit the Wooster agricultural research and development center last
year caused a lot of devastation as you know.

And Deputy Secretary Merrigan was there. I appreciate her com-
ing out and visiting and we will work with you on repairing that
and getting it up to the standards that it was before. I have been
there numerous times. I know that Deputy Secretary Merrigan en-
joyed her visit there and contributed a lot just by her advice and
her presence so I thank you for that.
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Thank you, Madam Chairman.

Chairwoman STABENOW. Thank you very much.

Senator Grassley came into the room and left. He was technically
the next person on the list but, Senator Thune, we will turn to you
in his absence. Welcome.

Senator THUNE. I better get in here before he walks back in.

Chairwoman STABENOW. That is right.

Senator THUNE. Thank you, Madam Chair, and Secretary
Vilsack, thank you for your service and appreciate you being before
the Committee today. And there are lots of challenges as we look
at the next Farm Bill, and all of us are interested as we begin to
hear testimony and anticipate what that bill might look like.

I wanted to ask you a question about, you know in the Midwest
we have been somewhat insulated, not entirely, but somewhat in-
sulated from the housing boom that impacted the country but I am
a little concerned about the potential for a land boom, a farmland
boom, or I should say a bust in a place like our State.

We have a lot of land that is going for prices that we have not
seen before, probably driven somewhat by higher commodity prices,
who knows what all else. Agriculture has been pretty profitable of
late.

But my question has to do with if you had land values reset ei-
ther due to a drop in commodity prices or an increase in interest
rates, how survivable is that going to be this time around?

We saw that happen many, many years ago. My impression is at
that time there was a lot more debt on the balance sheets of a lot
of our producers than there is today. But what is your sense of the
potential for that kind of a problem, a bubble, so to speak, like
what we have seen in the housing market around the country?

Secretary VILSACK. Senator, I appreciate that question. I think it
is an important question because there is a lot of human toll that
can take if it does not get handled properly.

I think the difference between then and the eighties when we
were in a situation where land prices were inflated and all of a
sudden the bubble burst is, in fact, the debt load that was being
and is being carried by producers.

The one advantage I think we have in the circumstances is the
debt to asset ratio is very strong right now. I mentioned that it is
about 11.3 percent. So it is a relatively good strong solid ratio and
we anticipate that ratio may very well decline again this year.

So I think we are in a little better shape than we were to weath-
er the storm. You know, the other thing I would say it is that
USDA, I think, it is probably more engaged in terms of farm credit
than it has been in a while across the board.

We have seen rather significant increases in many of our lending
programs. We are proposing some adjustments to those programs
but again we are doing a pretty good job in terms of making sure
our loan decisions are good decisions.

And so I think we are in a slightly better position than we were;
but as you well know with agriculture, things can change very,
very rapidly which is why we have to constantly look at ways to
improve demand, improve productivity, try to ratchet down as best
we can about costs.
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Senator THUNE. With regard to improving demand, when do you
anticipate that the trade agreements with South Korea and Colom-
bia and Panama will be submitted to the Congress?

Secretary VILSACK. Well, my hope is that the Korean free trade
agreement is submitted as soon as possible. I would anticipate that
will be done shortly. You know, there are still a few details that
have to be worked out, as I understand it, on Colombia and Pan-
ama.

But my view is that once the Korean free trade agreement goes
through the process, and hopefully it goes through rather quickly,
that creates real momentum.

At the same time that is occurring, the focus cannot just be on
those trade agreements. It has to be on multi- lateral arrangements
as well which is why the transpacific partnership is important.

And it has to be, as Senator Johanns and I had a conversation
earlier, has to be about breaking down barriers that have existed
far too long in some countries in terms of beef trade and some of
the other challenges we have.

So it is a combination of all of those.

Senator THUNE. From Tunisia to Egypt, a lot of what is impact-
ing global unrest has been food prices. I am a believer that the an-
swer to feeding a growing global population sort of involves ex-
panding biotechnology and modern farming practices beyond our
borders.

And I guess my question would be what can the United States
and our trading partners do to help address that?

Secretary VILSACK. We have developed a different approach on
biotechnology from an international perspective. What we have
done is suggested that there needs to be a much more aggressive
public diplomacy effort in terms of matching farmer to farmer, sci-
entist to scientist, political leader to political leader, discussing this
because, as you know, there is a lot of objections and concerns that
are raised in some areas without a great deal of justification in my
view.

So that kind of dialogue has to take place. We also think that
it is important for United States to partner with countries in re-
gions, Africa and Asia, that have embraced biotechnology so that
they can act as sort of the spokesperson on that continent or in
that area, perhaps more effectively and persuasively with their
friends and neighbors.

We can provide support and assist, and so we are trying to iden-
tify who those might be, whether it is a Kenyan or a Phillippine
or someone along those lines.

And then finally we need to do a better job of focusing on the
benefits of this science, the ability to use less water or less chemi-
cals, less pesticide as well as the extraordinary increases in produc-
tivity.

When you combine that with just basic improvements in agri-
culture that can be incorporated by many of these developing coun-
tries, their productivity can certainly be improved.

Senator THUNE. A quick question, Madam Chair.

I am hearing from both sides as I am sure you are on these
GIPSA’s proposed livestock marketing rules. What is the latest
with regard to that? Is there going to be a comment period?
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I understand you are doing some additional economic analysis.
When do you anticipate that we might be looking at that analysis
and is that going to be forwarded on and available for inspection?

Secretary VILSACK. Senator, we did not do the analysis prior to
the comment period because they wanted the benefit of the com-
ments. We wanted the benefit of information from folks.

We received, I think, somewhere in the neighborhood of 60,000
comments, about 30,000 of them are unique, not necessarily form
comments. We are in the process of categorizing each of those com-
ments in areas of the rule.

That information will then be taken by Joe Glauber and his team
and put together an economic analysis. I have told Joe I am not
going to box him into a specific, arbitrary time frame.

I want him to do the job. I want him to do it right. I want him
to do it thoroughly, and I have the confidence he will be able to
do that. We obviously want to get it done but we want to get it
done without forcing it to be done in a way that is not correct.

Chairwoman STABENOW. Thank you. I think in the interest of
time, we will move on.

Senator Baucus and then Senator Grassley.

Senator BAUCUS. Thank you, Madam Chairman. Of course, my
congratulations to you and my congratulations to the good Senator
from Kansas in your esteemed positions. I look forward to working
with you.

And thank you, Mr. Secretary, for taking your time to visit with
us today. We know how busy you are. We thank you very much.

I would like to just say in a sidebar here which I personally ap-
preciate working with you in lots of different measures and lots of
different ways. You are a good public servant, good Iowan, good Ag
Secretary. You are a good man.

Secretary VILSACK. Thank you.

Senator BAucus. I deeply appreciate working with you.

As is the case for all members of this Committee, agriculture is
really important to my State, as you know. It is our number one
industry ever since I have been in public service, has been and will
continue to be for a long time. About 50 percent of the Montana
economy is tied to agriculture. It is very, very important.

We have done well in Montana as have other States with our
products and especially exporting overseas. A point I want to focus
in on is getting more markets, opening up more markets for U.S.
products. I am especially thinking of Asia right now. China. I think
Chir%)a is our number one export, I think. Is that true just this past
year?

Secretary VILSACK. Yes, that is correct, last calendar year.

Senator BAucus. China is growing so quickly which is all the
more important for us to expand even more in China. I would be
interested in your thoughts and how we might do that, especially
with respect to beef.

I am a bit put out that China does not take American beef. We
are trying to put together, trying to ratify a Korean trade agree-
ment on autos, and frankly I will not support that agreement un-
less we get some access on beef.

I talked to the President about that today. I think he under-
stands. But I just ask that we get something that passes the smell
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test that is credible so that we are also expanding American beef
access into Korea as well as agreeing to the auto provisions.

Otherwise, I support the Korean free trade agreement as I do so
long as we get a meaningful increase in beef exports to Korea as
well as supporting the Panama and Colombia free trade agreement.
I think we have to get this done very quickly.

Next with respect to the FTA, as I know you know, we are losing
our market share in Colombia because we failed to pass an FTA.
You know these figures better than we, but between 2008 and
2010, American market share in Colombia declined from 46 percent
to 21 percent.

For wheat in particular, American market share fell in Colombia
from 73 percent to 43 percent. As you well know, Canada is about
to enter in force a free-trade agreement with Colombia. We are
very concerned that Canada is, as a consequence, going to reap a
{:)erriﬁc advantage over Montana as well as the country in Colom-

ia.

We have got to get that Colombia free trade agreement to pass
so we can sell our products into Colombia.

I understand that USDA has released a report on the benefits a
Peru FTA has had in agriculture. My understanding is our exports
to Peru are up 258 percent since fiscal year 2006. Again these
trade agreements make a big difference.

I might add in Colombia it is not just the direct commercial
value but also the geopolitical. It is very important the United
States is strongly present in South America. If we are not there,
there will be big vacuums.

We have all noticed the degree to which China is trying to de-
velop market share and also its position in Colombia. They want
to build a competing canal, a railroad that competes with the Pan-
ama Canal. That is Chinese capital into Colombia. It is real. I have
talked with the Colombian ambassador about this just a few days
ago.

One, what can we do about China, how can we get more ag ex-
ports to China, what leverage do we have? Second, with respect to
the FTAs, I would like to hear from you the degree to which the
administration is going to push these FTAs and get more beef into
Korea at the same time.

Secretary VILSACK. Well, Senator, thank you for those questions
and obviously thank you for your continued advocacy on behalf of
beef producers in this country. You have been one of their strongest
advocates, and I know you will continue to be.

In terms of China, we are essentially five to ten offals apart from
being able to reach some kind of agreement that would result in
a broader access in the Chinese market.

We had conversations in the JCCT in December in which the
Chinese indicated a willingness to accept beef under 30 months,
bone in and bone out.

We had conversations about offals, that they would be willing to
agree to. We sent a technical team, Jim Miller, who was then
Under Secretary, spent two weeks in China with technical teams.

And essentially what happened was that we wanted 10 to 15 of-
fals included on the list and they were only willing to commit to
five. The challenge for us is making sure that, as we reach these
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agreements, that we do not jeopardize relationships or arrange-
ments with other countries where the market has, in fact, been
opened so that they perceive that they have received less of a deal
or are not as sweet a deal as the Chinese have.

So we are going to continue to press this, continue to work on
it, continue to pursue it. My belief is that if the Korean free trade
agreement, when the Korean free trade agreement gets approved,
that will create momentum in a variety of areas.

It will create momentum for us to go back and re-double our ef-
forts in China and Japan in particular as it relates to beef, and it
will allow us I think then to move to Colombia and Panama get
those trade agreements finalized and get them to you hopefully for
quick action.

So I think the lynchpin of this is the Korean free trade agree-
ment, and I think once that gets through the process, I honestly
believe that puts us in a much better position.

Senator BAucus. I did not hear much about beef.

Secretary VILSACK. The Koreans have indicated a willingness to
go to 30 months. They have indicated a willingness to pursue fur-
ther discussions about how they might get to OIE compliance based
on consumer demand and consumer acceptance; and that, at least
from our perspective, gives us the capacity to make a significant
step forward in opening the market; and then the process of full
and complete opening of the market OIE compliant sometime in
the future.

Honestly, when we take a restricted position, it is all or nothing,
it makes it extremely difficult for us to make progress. So our view
is if we can get to 30 months, bone in/bone out, appropriate offals
that are significant to their culture and our market and a process
by which we can have further discussions and negotiations that
they will result in significant increases in trade.

Chairwoman STABENOW. Thank you.

Senator BAUCUS. I am not asking for the question of all or noth-
ing. I have it as open to all of American beef irrespective of age,
irrespective of cut, bone in or boneless or whatnot.

It does not have to be all. I am not asking for that, although
Korea was at that point a few years ago. I am just asking for some-
thing more than currently exists, and which is not all, which is
more than currently exists, and I cannot support the Korean trade
agreement unless we get some progress. I am not asking for all. I
am asking just for some progress compared to the status quo.

Thank you, Madam Chairman.

Chairwoman STABENOW. You are welcome.

Senator GRASSLEY.

Senator GRASSLEY. Welcome, and I also want to echo what Sen-
ator Baucus said of the job you are doing.

Secretary VILSACK. Thank you. Senator, they just told me that
new members of this Committee get to sit closest to me. You can-
not be a new member of this Committee.

Senator GRASSLEY. You know what the deal is. This is my third
committee so I get appointed and I fill the last slot, not the first
one.

Senator ROBERTS. Would the Senator yield? Your glass of ethanol
is up here.
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[Laughter.]

Senator GRASSLEY. Would you start my clock over again please?

Chairwoman STABENOW. We will give you back 30 seconds, Sen-
ator Grassley.

Senator GRASSLEY. I was going to ask about trade and I think
that most of the trade issues have been touched on but part of my
question was the extent to which you may not be the lead on trade
issues for the Administration but you obviously play a very impor-
tant role as it relates to agriculture.

Could you tell me just a little bit about how you see your role
in trade issues like Korea and Colombia or any trade issue?

Secretary VILSACK. Sure. Well, first of all, it is to make sure that
everybody in this town and everybody in the country understands
how successful agricultural trade is relative to other aspects of the
economy.

When we talk about a $41 billion trade surplus projected for this
year, to put this in proper perspective, just five years ago that
trade surplus number in ag was $4 billion. So we have seen an
eight- to ninefold increase in the surplus.

And every billion dollars of ag trade, as I said earlier, is 8000
jobs. So it is extremely important. It represents 10 percent of our
total export.

We have a very close relationship with the U.S. Trade Represent-
ative’s office. We have people right now discussing over in Geneva
the Doha round.

Obviously on Doha, we are anxious to try to consummate a deal
but we have to have a deal that is fair. And in order for their deal
to be fair, it is important for the Indias and the Chinas and the
Brazils of the world to have far better market access to our prod-
ucts if they are expecting us to take a look at our support struc-
tures and systems so that we can quantify precisely what we are
getting.

So we have an ongoing relationship with the trade representa-
tive’s office. We are in all the meetings. We are engaged in all the
discussions relative to ag trade.

We have a very significant presence internationally. We have 99
offices, and most of what is done in those 99 offices is trade related.

They have developed relationships. We have seen a significant
increase in the number of foreign visitors to our trade shows here
in America. We have seen a significant increase in the number of
exhibits that we now are promoting American branded products.

We are proposing a continued support for market access pro-
grams and all of the other financial programs that provide assist-
ance. So we are very aggressive in this space. We see this is as one
of our principal responsibilities.

Senator GRASSLEY. Let me express a frustration I have about Co-
lombia, and you do not even have to respond to this but I would
at least like to respond.

And that would be going back to the 2007. Republicans are
thrown out of the majority. Democrats come into the majority. They
are not satisfied with the way it was negotiated so they said we
have to sit down and renegotiate.

And then on May 10, 2007, there is a bipartisan announcement
between Bush and the Democrat leaders of the Congress that we
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have got things worked out on Colombia and then things still are
not done.

That is a frustration I have. It seems like there is a little bit of
moving of the goal posts, and I just express my view. I do not ask
you to respond to it but at least you know how I feel about it.

If T could go to India and I know that you and Under Secretary
Miller and your FSA team has been working hard on resolving ag-
ricultural issues with India.

And I know you worked hard and I am as disappointed as you
probably are that we have not had reciprocity in return from India,
and it is such a large and expanding economy and they are build-
ing up a middle-class very fast.

Unfortunately, U.S. exports to India are limited both in value
and in range of products. In 2008, India receive less than one half
of 1 percent of the total U.S. agricultural exports and ranked 39th
among overseas markets for us.

And as you may know, Senator Baucus and I requested that the
International Trade Commission conduct a 332 investigation on In-
dia’s barriers to exports.

The findings suggest that India’s high tariffs are a significant im-
pediment to U.S. agricultural exports and that certain Indian non-
tariff measures including sanitary and phytosanitary measures
substantially limit or effectively prohibit it.

So my question is even considering everything you have done,
what is your Department doing in coordinating with other involved
agencies to bring about resolution of this frustrating challenge?

Secretary VILSACK. I traveled over there with the President and
had extensive conversations with the ag minister and frustration,
I do not know if that is a strong enough word, Senator. I am not
quite sure in this context I could use the kind of language I would
like to use about it. It is very frustrating.

And, you know, it is complicated by the fact that there are a mul-
titude of other areas and issues in which we are dealing with India
that are very, very important and significant.

I have sent a strongly worded letter to the ag minister in India
about dairy and access to the dairy market. Obviously, they have
certain religious concerns which we tried to address.

We are going to continue to focus on trying to open up those mar-
kets. Doha maybe creates an opportunity for us to do that. We are
trying to get our international partners and international friends
who want a Doha round to be concluded to press India with the
fact that they have got to open up their markets.

And the reality is if they open up their markets, their consumers
will have more choice, their consumers will have better price, their
producers will be encouraged to be more productive and to focus on
what they do best, and they will also will benefit.

But it is a hard sell right now. It is a very hard sell.

Senator GRASSLEY. The last thing I would say is kind of a, I hope
you get plenty of opportunity to present to the EPA a lot of things
that they are doing that is detrimental to agriculture, harmful to
agriculture.

And there are a lot of them I could bring up but there is enough
of them that you can almost come to the conclusion that EPA
stands for end of production agriculture.
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Anyway, one of them is fugitive dust. I am sure you know what
fugitive dust is, being from Mount Pleasant, Iowa, or anyplace in
the Midwest, and they have got this rule coming up that somehow
the farmer is supposed to keep dust within his property lines.

And I tried to tell them only God determines when the wind
blows and only God determines when soybeans are 13 percent
moist and you have to combine them; and when you combine, dust
happens.

We just got to get through to them the common sense that you
cannot combine beans just when the wind is not blowing, and it is
just frustrating to me. So you do not have to comment. I just hope
you can make it clear to them because you are from the same part
of the country I am, and they just do not seem to get it.

Secretary VILSACK. Can I share in the proceeds from the new
bumper sticker that you have just created? Dust happens.

[Laughter.]

Chairwoman STABENOW. And I think on that note, Mr. Secretary,
we want to thank you for coming. These are certainly issues that
we all want to continue to tackle with you and we thank you for
your leadership, and I would say as I began today, that 16 million
jobs come from American agriculture and we look forward to work-
ing with you to make sure that our farmers have every opportunity
to succeed.

So thank you very much.

We have a second panel. We would like to have them come up.
I know that Senator Brown has to leave in a moment and wants
to make an introduction first as we are bringing our second panel
forward, and then we will proceed in introducing the other panel-
ists.

So we will wait until folks are seated and then get started.

[Pause.]

Chairwoman STABENOW. We are going to go ahead and get start-
ed. We appreciate your patience and your joining us today. I know
coming from around the country, and I am going to let Senator
Brown proceed first with an introduction.

Senator BROWN. Thank you, Madam Chair, and again congratu-
lations to you and Senator Roberts for your leadership on this
Committee.

I would like to introduce Fred Yoder, who is a farmer, and dust
does not happen on Mr. Yoder’s farm when he is combining soy-
beans.

But Fred is a farmer and agricultural leader and a real visionary
thinker in my home State of Ohio on agriculture issues. He has
worked closely Joe Schultz on my staff that staffs this Committee
and staffs us on other issues.

During the 2008 Farm Bill debate I so appreciate the counsel
that you have given to Joe and to me and helped us understand
these issues from your perspective as a real trusted advisor.

Fred is fourth generation corn and soybean and wheat farmer in
Plain City, Ohio. Some of you may not know it is the home of the
famous Dear Dutchman restaurant and their homemade pies.

Mr. Hoenig, you should try them sometime. You would like them,
in Kansas or wherever. So I appreciate that.
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But Fred has been a leader not only in Ohio but across the Na-
tion. He served as president of the National Corn Growers and has
volunteered thousands of hours representing farmers’ interests
throughout the world.

He was, I believe, the only American farmer to attend the world
climate discussions in Copenhagen where he was a strong advocate
in protecting and advancing the interests of U.S. agriculture. He
reported to me personally and to Joe some of his observations from
that.

He continue to promote policies that support farmers that help
address our Nation’s need for energy independence, and he is also
a proud grandfather I would add.

And Fred, I am so glad he is here today. I very much apologize.
I was hoping the last one would not go this long but I have to
leave.

Joe will be here during his testimony and I am proud to call him
a fellow buckeye. So, Fred, thank you for joining us.

Chairwoman STABENOW. Thank you, Senator Brown. Those pies
you were talking about, I hope they have Michigan cherries and
blueberries and apples in them. Okay. Good. Good. Absolutely.

Let me take a moment now before trying to Senator Roberts who
I know also has an introduction but let me invite and welcome
Keith Creagh, who was appointed by Governor Rick Snyder on Jan-
uary 1lst to be the director of the Michigan Department of Agri-
culture and Rural Development, and prior to serving as director,
Mr. Creagh was the director of industry affairs for in Neogen Cor-
poration, a company that develops and provides food and animal
safety solutions to the agri-food industry. And prior to Neogen, Mr.
Creagh has held numerous positions I believe for 33 years with the
Michigan Department of Agriculture.

So he comes with a wealth of experience and expertise to his po-
sition, and we welcome you.

Mr. CREAGH. Thank you, Senator.

Chairwoman STABENOW. Senator Roberts, you have an introduc-
tion.

Senator ROBERTS. Thank you, Madam Chairwoman. I think we
have an excellent second panel with a lot of expertise.

I am pleased to introduce one of our witnesses for the second
panel, Mr. Tom Hoenig, who is the president and chief executive
officer of the Federal Reserve Bank of Kansas City and the senior
member of the Federal Reserve System’s Federal Open Market
Committee.

The Kansas City reserve bank covers the 10th Federal Reserve
District which is comprised or includes Colorado, Kansas, Ne-
braska, Oklahoma, Wyoming, the northern half of New Mexico, and
the western third of that state just to the east of Kansas.

So I think it is fair to say that his district does encompass a
whole lot of agriculture, including livestock, grow crops, specialty
crops, as well as biofuels, and processing.

Mr. Hoenig, it is an honor to have you here today. It is very good
to see you again, sir. I have had the privilege of meeting with Mr.
Hoenig about every six months or every year at least and just a
couple of weeks ago on his turf. He is a native of Fort Madison,
Iowa. He currently resides in the non-Kansas side of Kansas City.
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He received his doctorate in economics from Iowa State Univer-
sity and joined the Federal Reserve Bank in 1973 as an economist.
He assumed the role of president in October 1991 and also cur-
rently serves as Chairman of the Federal Reserve’s Presidents
Committee of regulation and bank supervision and legislation, in-
deed a tough job.

He is the longest-serving of the 12 current regional Federal Re-
serve Bank presidents and is the longest tenured member of the
system’s Federal Open Market Committee which has authority
over just U.S. monetary policy.

Now, if you all have not read it, I would encourage you to thumb
through this week’s Time magazine. It is an article entitled, The
Man Who Said No To Easy Money, described a bit further down,
it describes him as the heretic in the priesthood. A little strong but
I do not know if that is quite true or not.

Madam Chairwoman, I ask that a copy of that article be included
in the record. We might preclude it by saying that I consider Tom
as a profile in courage.

Chairwoman STABENOW. Without objection.

[The article can be found on page 98 in the appendix.]

Senator ROBERTS. Mr. Hoenig brings a valuable perspective to to-
day’s hearing, especially the questions posed by Senator Thune,
and I look forward to his testimony.

Thank you, Madam Chairwoman.

Chairwoman STABENOW. Thank you very much.

And last but certainly not least is Dr. Joe Outlaw. Thank you
very much for joining us. Dr. Outlawed is a professor and an exten-
sion economist in the Department of Agriculture Economics at
Texas A&M University. He also serves as the co-director of the ag-
ricultural and food policy center at Texas A&M.

His extension education and applied research activities are fo-
cused on assessing the impact of farm programs, renewable energy,
and climate change legislation on U.S. agricultural operations.

We very much appreciate all of your being here and your testi-
mony is a very important part of the record for our Committee. So
I am going to ask Mr. Creagh to begin.

Thank you very much for being here.

STATEMENT OF KEITH CREAGH, MICHIGAN DEPARTMENT OF
AGRICULTURE AND RURAL DEVELOPMENT, LANSING,
MICHIGAN

Mr. CREAGH. Thank you, Chairwoman Stabenow and Senator. 1
am certainly thankful to be here and to have the opportunity to
present today.

On behalf of the State of Michigan, Governor Rick Snyder, and
all of us at the Michigan Department of Agriculture and Rural De-
velopment, I want to express our appreciation for your commitment
and leadership on food and agriculture issues.

We also recognize the remarkable new opportunities for rural
America, and we look forward to a continued partnership with you
to assure Michigan’s food and agricultural industry is strategically
aligned to enhance our growth opportunities as we reinvent Michi-
gan. Mlchlgans agri-food industry contributes $71.3 billion annu-
ally to the state’s economy.
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Production agriculture, food processing, and related businesses
employ more than one million Michigan residents; approximately 1
in 4 jobs. This is a robust and high tech industry that will undoubt-
edly serve as one of Michigan’s, and the Nation’s, foundation to our
long term, sustainable economic recovery.

At a time when Michigan lost 850,000 jobs, our agricultural econ-
omy experienced a decade of growth. It expanded at a rate of more
than five times faster than the general economy, 11.9 percent
versus 2 percent, between 2006 and 2007.

Further, since 2007, we have seen a 27 percent increase, making
agriculture a cornerstone in diversifying Michigan’s economic fu-
ture. As a result of our diverse soils, crops, fresh water, and cli-
mate, we are well- positioned to continue this growth and expan-
sion at all levels of production. Currently, we produce over 200
c}c;mmodities on a commercial basis; and lead the Nation in 18 of
these.

Under Governor Snyder’s leadership, Michigan is developing a
comprehensive food and agriculture strategy that prioritizes food
safety, food security, nutrition and health, energy, trade, environ-
mental stewardship, and rural development It is fundamental and
part of our core mission, to provide a safe and wholesome food
product for the citizens of Mlchlgan

We will continue to work with our federal partners to seek appro-
priate funding and implementation of the Food Safety Moderniza-
tion Act which will allow for a more vigorous and collaborative ap-
proach between federal, state and local partners.

The risk of contaminated food products to our consumers rein-
forces the need for a rigorous inspection system to mitigate those
risks. Collaborating with our federal partners will assist in identi-
fying respective roles in the food safety continuum.

The Michigan Department of Agriculture and Rural Development
applauds your support and leadership of the Specialty Crop Block
Grants. Having these resources available for cost-sharing opportu-
nities provides much needed research, training and education that
otherwise may not be available for food and agriculture entre-
preneurs. The health and nutrition of Michigan citizens are directly
tied to an available and wholesome food supply.

Michigan has a dynamic food processing industry currently gen-
erating %24 9 billion annually and employing 134,000 people. How-
ever, merely sighting a food processing facility in a community does
not necessarily address the long term economic variables.

To ensure growth and sustainability are at the forefront of the
equation, we must conduct a thorough and extensive review of the
proposed facility. All of the following components are integral to
the process and must be addressed: infrastructure, trained work-
force, capability and capacity to deliver goods on a predictable
basis, food safety checks and balances, access to available markets
and appropriate inspections and certifications.

Adequate infrastructure including roads, rail, waste water treat-
ment and high speed communication must be part of any com-
prehensive strategy. We appreciate the opportunity to work with
USDA Rural Development to identify broadband interface opportu-
nities in our rural areas to ensure our citizens can compete in the
global marketplace.
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Just as rural electrification was crucial to the advancement of
food production in the 20th Century, access to high speed internet
is vital to the productive capacity of today’s rural communities.

Michigan is fortunate to export almost one-third of its agricul-
tural production, generating more than $1.55 billion annually, and
employing more than 12,000 workers. We have nearly doubled our
exports since 1997.

In 2009, we directed over $753 million in exports to Canada
alone. Michigan has worked strategically with the Food Export As-
sociation of the Midwest USA through the Market Access Program
to provide export assistance to our small and medium-sized compa-
nies. Because of this partnership, in 2009 we jointly assisted over
60 companies participating in nearly 150 programs or services,
which resulted in an increase of $13.6 million in export sales. We
look forward to continuing this partnership as we build upon our
international successes.

Agri-tourism is another area in Michigan where we are experi-
encing growth. Farm and farmers markets, coupled with our 5287
million wine industry, generate well over a million tourists each
year. Michigan ranks in the top four in the nation for the number
of farmers markets, as well as the rate of growth.

By spending $10 per household each week on locally grown foods,
$40 million would be kept circulating in Michigan’s economy. The
continued growth of the food and agriculture industry will require
the integration of new science and technology, as well as the imple-
mentation of appropriate risk management tools in order to mini-
mize the impact from food recalls, exotic and invasive species, and
natural disasters.

Assuring the food and agriculture industry has the necessary
tools available from the United States Department of Agriculture,
the Environmental Protection Agency, and the Food and Drug Ad-
ministration to provide relief from these occurrences is critical.
Continuation of programs that support these collaborative efforts
will enhance the future economic growth of Michigan agriculture.

Michigan farmers appreciate the technical assistance that has
been made available to them. An example of this collaboration is
the Conservation Technical Assistance Initiative whereby
leveraging a 100 percent match from USDA we were able to put
engineers and technicians on the ground to help farmers design
and install conservation practices. These individuals will leverage
$16 million in federal cost share dollars paid to the impacted pro-
ducers for the installation of practices. The expenditure of these
dollars not only resulted in a 40 to 1 return on investment, but also
provided substantial protection of the Great Lakes and our Michi-
gan environment.

As national policy is fashioned, we must provide flexibility at the
state and local level to support innovation and entrepreneurs who
strive to make a difference in the economic recovery process. As we
look to reinvent Michigan and compete on a global scale, the food
and ag industry stands ready to assist in our long term economic
recovery.

We look forward to working with you and the U.S. Senate

Committee on Agriculture, Nutrition and Forestry to make rural
America a great place to live, work and play.
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[The prepared statement of Mr. Creagh can be found on page 55
in the appendix.]

Chairwoman STABENOW. Thank you very much.

Next is Thomas M. Hoenig, President, Federal Reserve Bank of
Kansas City.

STATEMENT OF THOMAS M. HOENIG, PRESIDENT, FEDERAL
RESERVE BANK OF KANSAS CITY, KANSAS CITY, MISSOURI

Mr. HOENIG. Thank you, Madam Chair.

Agriculture remains a vital industry in the expansive region of
the Federal Reserve Bank of Kansas City and, accordingly, our
Bank has a long tradition of focusing significant attention on in-
dustry developments. Our observations on agriculture, in turn,
have given us useful insight into the U.S. and global economies
more broadly. In my remarks today, I will describe recent develop-
ments in the Nation’s farm economy and discuss some risks that
have my attention at least and I heard discussed here earlier.

First, agriculture, broadly defined as farm production and output
from related industries, accounts for almost one- sixth of U.S. jobs
and economic activity. While the farm share of economic output has
declined as other parts of our economy have grown, increased activ-
ity in broader agricultural industries manufacturing, transpor-
tation, distribution and food retailing, for example has opened new
job opportunities in both rural and metro communities.

A robust agricultural sector cushioned the rural economy in our
and other regions across the nation during the recent recession,
and the industry’s strength in supporting further improvement in
the rural economy remains today.

In 2010, strong demand and tight supplies for most farm com-
modities contributed to a sharp rebound in farm profits, which then
supported sales in farm equipment and other farm- based indus-
tries. Strong profits from agriculture also girded important ele-
ments of our rural financial system. Commercial banks with large
agricultural loan portfolios posted stronger returns than their peers
over the past three years. While more than 300 commercial banks
failed during this period, only 22 agricultural banks throughout the
country failed.

Agriculture is also benefiting directly from the rebounding eco-
nomic strength of China, referred to here, and other emerging mar-
ket ?iconomies, where rapid income growth is driving up food de-
mand.

The United States remains a net exporter of agricultural prod-
ucts, shipping more than 40 percent of its wheat, cotton, soybeans
and rice crops to foreign countries in 2010. United States crop and
meat exports are expected to rise to record highs in 2011. Looking
out a little further, economists expect global growth to exceed 4
percent well into 2012, with the developing and emerging market
economies remaining in the lead. Rapid income gains in the devel-
oping world promise then further increases in demand for higher-
protein diets.

Despite these prospects and the prospects of sustained farm in-
come growth, U.S. producers must remain alert as they face chal-
lenges related to their very success and tied to recent developments
in financial markets. Surging commodity prices and low interest
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rates have translated into increasing farmland values, which have
eclipsed their 1980s peaks. In our Bank’s fourth quarter 2010 Sur-
vey of Agricultural Credit Conditions, for example, cropland values
in Nebraska and Kansas were up nearly 20 percent above year- ago
levels and more than 75 percent higher than five years ago.

This run-up in farmland values has occurred, however, amid fi-
nancial markets characterized by high levels of liquidity and un-
usually low interest rates. History has taught us that it is nearly
impossible to determine how much of the farmland boom may be
an unsustainable bubble driven by financial markets and how
much results from fundamental changes in demand and supply
conditions. Therefore, it will surprise no one when I say we are
watching the market closely, just as we are watching for imbal-
ances emerging elsewhere in the economy.

Of particular interest to me is how agriculture might adjust
when financial markets return to more normal interest rate condi-
tions. Rising interest rates often coincide with falling farm reve-
nues and higher capitalization rates, a depressing combination for
farmland values. Moreover, even if crop prices remain high but
capitalization rates return to their historic average, farmland val-
ues could fall by as much as a third, which most certainly would
erode the financial health of the farm sector.

Fortunately, as others have mentioned, the industry entered this
period with relatively strong balance sheets. Farm leverage ratios
are at historic lows, and agricultural banks are well capitalized. In
addition, farm operators and banks have strengthened their risk-
management practices, using basic hedging strategies and deriva-
tive markets to manage price and balance sheet risk, which con-
tributed to smaller increases in problem assets at agricultural
banks than at their peers. Nevertheless, I follow the basic lesson
that bad loans are made in good times, and I remain watchful.

In closing, I will briefly highlight a symposium our Bank spon-
sored last summer, and I think the consensus was important, and
that is a marked view, and a very healthy consensus I should say,
that the industry’s success will lie not in its ability to follow a sin-
gle path but in its ability to adapt quickly to shifting economic
landscapes and conditions. Still, my nagging concern remains that
current distortions in financial markets are increasing the risk that
imbalances in asset markets will catch agriculture, and the U.S.
economy more generally, by surprise once again.

Thank you, Madam Chair.

[The prepared statement of Mr. Hoenig can be found on page 60
in the appendix.]

Chairwoman STABENOW. Thank you very much.

Mr. YODER.

STATEMENT OF FRED YODER, FARMER, FORMER PRESIDENT
NATIONAL CORN GROWERS ASSOCIATION, PLAIN CITY, OHIO

Mr. YODER. Thank you, Chairman Stabenow and Ranking Mem-
ber Roberts. It is a great pleasure for me to be here and an honor
to be here especially to testify at your first full Committee hearing.
I appreciate the kind introduction that Senator Brown gave me.

I have been farming a long time and I am a fourth- generation
farmer. I have had the privilege to testify before this Committee
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several times in previous years. But today, I would like to testify
before you just as Fred Yoder, a farmer from Ohio, rather than rep-
resent a national association and their policy positions.

As I reflect over the years as to what agriculture has meant to
me, I am reminded of that old commercial that used the phrase,
“you have come a long way, baby.” Today’s agriculture is not my
father’s agriculture. We have come through the years of excess pro-
duction, using programs to curtail carry overs by limiting acres
planted, all the way to Freedom to Farm in 1996, which gave us
full potential of our lands that they offered.

However, we did not develop the demand for all of that volume,
and soon we once again had to rely on government to help us dis-
pose and we had to dispose of that production through deficiency
payments and market clearing measures. But today, we have new
technologies, and new markets, especially for corn.

While traditionally we have always used corn for livestock feed,
today we use roughly a third of our production for biofuels, without
reducing the bushels for the feed and export markets. Biofuels,
which now represent roughly 10 percent of the Nation’s transpor-
tation fuel today, has literally transformed rural America.

In Ohio alone, it has generated over $1 billion towards Ohio’s
economy while adding jobs and keeping small towns alive. The de-
mand for corn, wheat, and soybeans has never been stronger and
farmers will continue to respond by producing for all markets. To-
day’s agriculture is one of the few bright spots in the American
economy.

Demand for commodities is at an all-time high throughout the
world. Instead of a supply-driven market, we are in a robust de-
mand-driven one, where farmers’ primary source of income is the
marketplace. The current Farm Bill offered a change from previous
ones with an option called ACRE, a new tool to help manage our
risk in conjunction with crop insurance.

Many of you worked hard to make this new tool a reality, and
I thank you for that, especially you, Chairwoman Stabenow and
your great staff, and also to my own Ohio Senator Brown and his
great staff too. All his kitchen cabinet meetings he had around the
State of Ohio, it really showed us how the system is supposed to
work.

Unfortunately, when the option of ACRE was offered initially by
the local Farm Service Agency offices, it became more complicated
than it probably needed to be. However, as we look at how we are
going to play out the future Farm Bill, I sure would hope and en-
courage us all to look to build this new roadmap including those
risk management tools that we started with the last one. As a cit-
izen and taxpayer, I think it is important for us to re- address
some of our core principles before we delve into specific policy deci-
sions for a future farm bill.

First and foremost, I would suspect the vast majority of people
in the United States, including those in agriculture, would agree
that the U.S. Government should balance the federal budget by re-
ducing federal spending, resulting in a reduction of the federal
debt, and eliminating inefficient spending in all sectors of the U.S.
economy.
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If one accepts this initial principle, there is a much different per-
spective that emerges as we think about how we need to shape and
form our discussion. I also think most would agree that the new
Farm Bill should include a policy that allows the market to provide
for a safe, reliable source of food, feed, fuel and fiber, but at the
same time provide a strong safety net for those times when unfore-
seen revenue losses happen from events beyond our control. This
can be done through improving such programs like ACRE in com-
bination with improved and equitable Federal Crop Insurance for
all regions of the country.

Again, it would be easy for farmers to have the attitude to cut
everyone’s budget but ours, and push for business as usual. But
what if we could enhance the tools available in managing our risk
in growing our crops, while continuing to grow new opportunities
in the marketplace, and do it with savings to the overall budget?

The opportunities I have today as a farmer are the best I have
seen in my lifetime. Yes, a lots more volatility but a lot of reward.
We have got to deal with these volatility issues. I hope that what-
ever we do we can continue to grow these opportunities for today’s
farmers, and for my son in the future as he takes my place on the
farm.

Thank you for your time, and I look forward to your questions.

[The prepared statement of Mr. Yoder can be found on page 94
in the appendix.]

Chairwoman STABENOW. I am sorry. We are discussing the fact
that they just called a vote and so we definitely want to hear from
Dr. Outlaw and ask questions. So it is a question of how we rotate
this. Senator Roberts, if you would like to go just vote and then
come back and then I will leave you and go do the same thing. We
will tag team it.

(\iNelcome, Dr. Outlaw. We very much appreciate you being here
today.

STATEMENT OF JOE OUTLAW, PH.D., ECONOMIST, TEXAS A&M,
COLLEGE STATION, TEXAS

Mr. OuTLAW. Chairwoman Stabenow and Ranking Member Rob-
erts, thank you for the opportunity to testify on behalf of the Agri-
cultural and Food Policy Center at Texas A&M University on the
outlook for U.S. agriculture based on our long history of represent-
ative farm research.

We specialize in working at the farm level with a one- of-a-kind
data set of information that we collect from real farmers and
ranchers. Our Center was formed by our Dean of Agriculture at the
request of Congressman Charlie Stenholm to provide Congress with
objective research regarding the financial health of agriculture op-
erations across the U.S. with a focus on unbiased analyses of the
impacts of proposed agricultural policy changes.

For more than 25 years we have been provided funding via Con-
gressionally directed spending to work with the

Agricultural Committees in the U.S. Senate and House of Rep-
resentatives providing members and Committee staff objective re-
search regarding the potential farm level affects of agricultural pol-
icy changes.
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In 1983, we began collecting information from panels of four to
six farmers or ranchers that make up what we call representative
farms located in the primary production regions of the United
States for most of the major agricultural commodities.

Currently we maintain the information to describe and simulate
98 representative crop and livestock operations in 28 states as seen
in Figure 1. We have several panels that continue to have the origi-
nal farmer members or their children that we started with back in
1983.

We update the data to describe each representative farm relying
on a face-to-face meeting with the panels every two to three years.
We partner with FAPRI at the University of Missouri who provides
projected prices, policy variables, and input inflation rates.

The results I am going to discuss today were developed with
FAPRI’s January 2011 ten-year baseline projections. Under the
baseline, 36 of the 64 representative crop farms are considered in
good overall financial condition by 2016 with 15 in moderate condi-
tion and 13 in poor condition. Eighteen of 34 livestock operations
are considered in good financial condition by 2016 with 11 in mar-
ginal condition and 5 in poor condition.

While there are a number of farms in moderate or poor condition,
this is the best overall representative farm outlook since 1995
when it appeared that higher commodity prices were in place for
the foreseeable future. We all know that those higher prices were
short-lived.

One of the most important and useful features of our work is the
knowledge and insights we gain from the interaction we have with
the panels of farmers and ranchers. In addition to our update vis-
its, we maintain communication throughout the year and periodi-
cally ask them direct questions of how they are likely to respond
to policy changes. Some of their most revealing responses were to
questions regarding climate change, biofuels, and farm debt levels.

In preparation for this testimony we asked them to let us know
how they were doing and what their concerns were for the future.
In general, most crop farmer respondents said their outlook was fa-
vorable due to the recent price improvements for most commodities.

While there is cautious optimism regarding higher commodity
prices the sudden downturn experienced in 1995/96 and more re-
cently in 2008 has most of the representative farm members nerv-
ous about the future. Most responded that input prices are sticky
meaning that they rise along with commodity prices but tend to fall
much slower as experienced recently after the 2008 price increases.

There is also a concern that Congress will use these current high
prices as justification for severely reducing the safety net provided
by the different commodity programs. Most respondents felt that
the current price volatility created a much more difficult business
environment than they experienced in the past.

The dairy operators reflected the dire circumstances many dairy
farmers find themselves in resulting from several years of accumu-
lated losses, particularly in 2009, which may have been the worst
year ever for milk producers.

This same sentiment was reflected by several rice farmers but to
a lesser degree. It is interesting to note that most cotton farmers
have not benefitted from the recent record cotton prices as their
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2010 crop was generally already priced, or sold, prior to the record
price run-up. All livestock sectors continue to transition to a higher
and more volatile feed cost environment.

While our cow calf operations cite higher market prices, they also
responded that they are having difficulties securing forage supplies
due to drought, difficulties outbidding stocker operators for grazing
land, and face lower expected prices due to the reality that feedlot
profitability is being strained by high corn prices and high calf
prices.

Their final two areas of concern were their feeling that govern-
ment regulation and specifically EPA regulation of their operations
was driving up their costs of doing business and that there needed
to be something done about the shortage of agricultural labor and
specifically a more workable guest worker program.

Madam Chairwoman, this completes my statement.

[The prepared statement of Mr. Outlaw can be found on page 75
in the appendix.]

Chairwoman STABENOW. Thank you very much and thank you to
all of you.

Let me take a moment to ask some questions and, first, to Mr.
Creagh, in your testimony you talk about the importance of infra-
structure to economic growth and sustainability. USDA rural devel-
opment administers and manages, as you know, a number of dif-
ferent programs, housing, business, community infrastructure, util-
ity programs.

From your perspective at the state level, can you share with us
which programs are particularly important for continued growth in
our rural communities?

Mr. CREAGH. Well, Madam Chairwoman, as you know, it is al-
ways tough to pick a favorite child. I would say from the get-go for
Michigan the increase in the support of the infrastructure is crit-
ical to our long-term success.

The President was in the up in the Upper Peninsula, as you are
well aware of, talking about broadband and some the advantages
of bringing that to rural Michigan. If are going to compete in a
global network and a global society, then we are going to have to
have access to those markets through the appropriate use of
broadband and Internet and high speed communication needs.

But I would also have to say roads, rails, water will get your
goods to market. That would be the first one.

The second one is USDA rural development has been integral to
keeping people in their houses in Michigan. We appreciate the sup-
port that USDA rural development did for Michigan.

Chairwoman STABENOW. Thank you. I think it is interesting as
I talk to people in Michigan about how much there is not an aware-
ness of how rural development really does touch all of our lives, the
quality of life in rural communities as you mentioned, I mean,
housing as well as what we would consider traditional infrastruc-
ture or the ability to have a fire engine or a police vehicle or the
other things that are so important to quality of life.

Mr. CREAGH. Right.

Chairwoman STABENOW. I am wondering also, you mentioned,
Mr. Creagh, several areas of growth and entrepreneurship among
our Michigan producers specifically agri-tourism, farmers markets,
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wine production. As you look down the road, are there other oppor-
tunities or areas where you would see for the potential growth of
new areas in terms of agriculture?

Mr. CREAGH. Absolutely. This again still is a processing state.
We harvest our crops within a short period window and winter
comes. So there will be a significant processing capability and ca-
pacities that Michigan can take advantage of overtime.

As I mentioned, we are number one in 18 different commodities.
We still send cucumbers out of State to pickle. There are opportuni-
ties for increasing our dairy sector which is our number one sector.

And of course, my favorite is cherries. As they move from cher-
ries, it is from a baking industry to a highly nutritional fruit. We
lead the Nation in the production of dried cherries. So there are a
number of opportunities to tie health and nutrition and ag produc-
tion together to help also alleviate some health concerns, put
healthy food on the table and solve some long-term problems.

Chairwoman STABENOW. Thank you.

I would like to ask all of our witnesses. When you look at the
importance of the rural economy to each of our States and to our
country, I wonder if each of you or whoever would like to respond
could talk a little bit more about the larger impact that we see in
rural communities from increased incomes. What are producers
using increased cash flows to invest in? How do we see that im-
pacting the health of rural communities and the economy as a
whole? Where do you see this adding impact for our communities?

Mr. HOENIG.

Mr. HOENIG. Madam Chair, in our area, of course, when we have
seen rising incomes, we have seen very significant increases also in
investment on equipment, for example.

And also, as you build momentum, you also get increases in some
of the production as was mentioned earlier and even small manu-
facturing moves forward.

It has multiple effects for rural America more generally, and I
think that is critical. Now, you see it become more regionally ori-
ented within States where you have major kind of hubs around
that, and that is part of the process. But you do have follow-on
from increasing incomes generally.

Chairwoman STABENOW. Yes. Mr. Yoder, did you wish to re-
spond?

Mr. YODER. Yes. I just want to add to what he said. Farmers
have a tendency, if they have money, they are going to reinvest in
their operation.

In our area, there has been a tremendous reinvestment in new
machinery as well as new technology. There are lots of GPS and
auto-steer and all that kind of stuff that whenever there is money,
there is going to be a time to reinvest in that.

The other thing, too, as far as talking about biofuels, while in
Ohio we have five ethanol plants running. That is around 300 real
jobs but that translates into—that is direct jobs. But it probably
translates into 30,000 indirect jobs because of the community that
produces more of those dollars that filter through the community.
So it is a big deal.

Chairwoman STABENOW. We are done with our testimony.



43

Dr. Outlaw, if you wanted to respond to the question that I have
asked, you are welcome to.

Mr. OutLAaw. Okay. I would echo the same responses that the
previous panelist said. Basically, when the farmers are doing bet-
ter, they tend to reinvest and purchase machinery.

Unfortunately, one of the secondary effects of that is that they
probably get a little bit more leverage than they would have liked
to have been, and because of some of the interesting things about
tax laws and being able to write off losses, there is not a real big
incentive to save which is unfortunate.

But much like they said, the ag economies in areas that are im-
portant to ag see that the spillover effects into the rest of the econ-
omy are quite large.

Senator ROBERTS. [Presiding.] The distinguished Senator from
Michigan has gone to vote, and you have noticed that there has
been a coup.

[Laughter.]

Senator ROBERTS. We will now proceed to write the wheat sec-
tion of the Farm Bill.

[Laughter.]

Senator ROBERTS. With a little more questions about the ACRE
program, Mr. Yoder, than perhaps we would like but it will be all
right.

Tom, let me ask you a question, if I might. In your testimony,
you said something you have probably said a lot in the past few
years, including last year, during April 7, 2010 speech in Santa Fe
which everybody ought to have a copy of, you say that one of the
effects of near zero short-term interest rates, coupled with surging
commodity prices, is that operators and investors in the Midwest
are buying up farmland, and they are, bidding up the price, and
they are.

And you appropriately note that we also saw this phenomenon
in the banking run up to the banking crisis of the eighties, and we
did, and we came through it, finally.

Although there are several differences between now and then,
your point about the basic lesson of bad loans being made in good
times should be repeated time and time and time again.

The old-timers at the coffee shop repeat it all the time. You are
not an old-timer but at least they could repeat it.

And then you also said something about farm debt when I visited
with you, something like going up in the past five years 7 percent
or have I got seven years and 5 percent. I cannot remember.

Mr. HOENIG. I think it is the latter.

Senator ROBERTS. Okay. But at any rate, that is a 35 percent in-
crease.

Mr. HOENIG. Right.

Senator ROBERTS. Then we got talking about cash grants and we
got talking about other things, and some of those figures really
startled me in terms of what would happen when the bubble
breaks, and you know the bubble will break.

I do not know if it is a bubble or what but we are going to go
back to semi-normalcy in regards to crop prices, it seems to me, or
maybe we will not. I do not know. Who can tell?
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What can or should we be doing policy-wise to help guard against
a significant drop in farmland values and farm debt?

Mr. HOENIG. Well, the farmland values are going to proceed be-
cause of the very easy borrowing conditions and the very high
prices that are encouraging people to invest in, as I think you men-
tioned earlier, you know, scale becomes important to operators.

And so your opportunity to buy additional land for scale has
never been better in that sense, and so you have that momentum
going forward.

And I think one of the things that we would try and do as we
talk to operators and also to bankers who are involved in making
more land loans than operating loans right now is that do not be
fooled by loan to value ratios that are moving up.

In other words, the land value is going up because the discount
rate is very low and, therefore, you could lend 70 percent against
it and you are safe.

But if those land values are going up very rapidly and the im-
plied discount rate is very low, 3 percent, and normally it is 7 per-
cerllt, that means you can have a 50 percent decline in that land
value.

So we are cautioning the lenders, the bankers who may be help-
ing to facilitate the expanded acquisition of land with debt to be
very careful about how they interpret the loan to value ratios and
how they interpret the cash flows. For a considerable period these
high prices will remain and then we find they do not.

So the only thing they can do is say be prudent. Make sure your
loan to value ratios are actually stronger than they normally would
be because you are going to need that margin. That is really what
you do right now.

When interest rates rise, you will get some adjustments down be-
cause interest rates will bring those land values down, and hope-
fully because we watch the leverage a little more carefully, we will
be in a better position to handle the adjustment this time through.

Senator ROBERTS. I know you are stepping down. I know you are
retiring. Thank you for your service. Thank you for your common
sense.

Gentlemen, thank you all for your testimony. We have yet an-
other vote right after this one which necessitates that I depart as
well and also necessitates the chairwoman from coming back for
which she apologizes.

So I think we have had a very good first session. I thank you
very much for coming, for taking time out of your valuable time to
come here and to testify. As always, everything that you say will
be recorded for posterity and will not collect dust on some shelf.

So with that, this meeting is adjourned.

[Whereupon, at 4:53 p.m., the Committee was adjourned.]
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Statement for the record of Senator Max Baucus
Agriculture Committee Hearing on growing America’s economy
February 17, 2011

I would like to take a moment to recognize our
new Committee leadership, Chairwoman Stabenowv
and Ranking Member Roberts. | congratulate both on
their new appointments and look forward to working
with them to craft a Farm Bill which benefits

Montana’s agricultural sector.

It is no surprise to most, that fifty percent of
Montana’s economy is tied to ranching and farming.
Montanans have a long history tied to the land and

agriculture in the United States.

One in five jobs in Montana is either tied directly
or indirectly to agriculture. Each year Montana
ranchers and farmers produce nearly $3 billion of the

finest and highest quality agricultural goods produced
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anywhere in the world. Some may say | am biased,
but | encourage everyone to come to Montana to see
the qUaIity of our farming and ranching industries and

the strong sense of heritage all Montanans feel.

Montana ranks first nationally in the production of
certified organic wheat, third in wheat and barley, and
in the top six in beef, lamb, and honey. This probably

doesn’t surprise many in this room.

What might be surprising is the diversity of that
industry in Montana. While wheat and beef still
makeup abput three-fourths of the state’s agricultural
sector, crops such as potatoes, sugar beets, and
peas and lentils are becoming more prevalént and
offering Montana a more diversified agriculture

portfolio.
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The dynamics of agriculture are changing rapidly
not just in Montana but also around the country. While
today we can look at most commodities and see
prices are high and producers are making money, all
of us can remember not too long ago when most
commodities were not at a breakeven point due to
skyrocketing input costs, rising land prices, and
record high crop insurance. Because of these new
challenges agriculture has never been riskier, and the
markets have never fluctuated so dramatically.

Even with these challenges Montana’s farming
and ranching community have continuallky stepped up
to the plate year after year to feed the world.

U.S. agricultural exports reached record levels in
2010, and are expected to rise even higher in 2011.

Our ranchers and farmers are doing well in the global
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marketplace. But more work remains. | would focus
on two priorities.

First, we need to expand the number of
commodities we export to China. Although China is
now our number one market, we have only scratched
the surface of its potential. Today, U.S. exports to
China are concentrated among only a few
commodities. We need to remove bafriérs and
expand exports to China of wheat, barley, and beef,
and other globally competitive products. | encourage
the Secretary and my colleague to review the report
that the International Trade Commission will release
on March 1 analyzing the factors that affect the
competitiveness of U.S. agricultural commodities in

China.
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Second, we need to approve all three of the
pending free trade agreements (FTAs). Before the
President submits the Korea FTA to Congress,
however, he should address concerns regarding
access to the Korean market for U.S. beef. With
respect to Panama and Colombia, | urge the
Administration to resolve quickly any outstanding
issues so that all three agreements can be approved
as soon as possible this year. |

In Montana, agriculture is the backbone of our
economy. | appreciate the Secretary being here today

to discuss its importance.
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Opening Statement
Senator Saxby Chambliss
Agriculture: Growing America’s Future
February 17, 2011
Senate Committee on Agriculture, Nutrition and Forestry

Senator Stabenow, I would Iiké to welcome you as Chairwoman of the
Agriculture Committee. As Chairwoman you have assembled today a panel of
witnesses that will provide valuable insight into the status of the agricultural
economy. I would also like to thank the Senator from Kansas for his leadership
as Ranking Minority Member. I congratulate you both on your appointments and
look forward to working with you on this Committee as we move towards the
reauthorization of the farm bill in 2012.

Thank you for providing this Committee the opportunity to highlight the
inﬂuence that farmers and rural communities have when it comes to our nation’s
economy.

The state of the agriculture economy is strong and farmers and ranchers
across the country are experiencing a period of high prices and robust demand
around the world. In Georgia, producers are making planting decisions amid
historic levels for cotton and other commodities, the likes of which some have
never seen while farming.

~ In fact, the agriculture sector cushioned the rural economy in many parts of

the country through the global economic crisis and farmers and ranchers are
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leading the U.S. economic recovery with a record-breaking export year. In 2010,
U.S. agriculture surpassed the previous high by nearly $1 billion, with export sales
totaling $115.8 billion. Imports totaled $81.9 billion, with a trade surplus slightly
below the 2008 level at $33.95 billion.

While farmers and ranchers represent less than one percent of the U.S.
workforge, they are the foundation of the food and fiber system that generates
almost one-sixth of our country’s gross domestic product. From the boots on the
ground to the suits in Washington, it is important that the folks in Washington hear
from our witnesses who have firsthand knowledge of the agriculture sector’s
condition. It is essential that we understand how all of you characterize the future
of agriculture and its contribution to the economy.

Again Chairwoman Stabenow, I thank you for holding this hearing and I

look forward to working with you and our Ranking Member.
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STATEMENT FOR THE RECORD
Senator Bob Casey
Agriculture Hearing on February 17, 2011

I would like to start by congratulating Senator Stabenow on her new position as the Chairwoman
of the Senate Committee on Agriculture, Nutrition and Forestry. Throughout her time in the
Senate, Chairwoman Stabenow has established herself as a strong and effective legislator on
these issues. I very much look forward to working with her and with all the other Committee
members.

During my time in the Senate, I have enjoyed working for this Committee, a Committee of
people willing to work together to create smart, effective national policy. The legislative issues
before this Committee are critically important to our Nation. For example, the Farm Bill is
essential to ensuring that Americans have food security, and that agricultural producers can
continue to feed us, clothe us, provide us with environmental benefits, and fuel our future. The
2008 Farm Bill incorporated some new ideas and important reforms, boosted investment in
nutrition, ensured greater regional equity and cultivated other programs that help those who
haven’t received benefits through the Farm Bill previously. In addition, the 2008 Farm Bill
made historic investments in nutrition, conservation, fruit and vegetable production and
renewable energy while maintaining a strong safety net for America's farmers.

Of great importance to Pennsylvania, the 2008 Farm Bill made an historic investment in our
Nation's specialty crop industry by providing approximately $3 billion in assistance for fruit and
vegetable growers. This increased funding level recognized this industry's proper role as a major
contributor to production agriculture in America. These funds are currently being used for
activities such as specialty crop research, pest and disease management planning and marketing
programs. The Farm Bill also helped increase local food purchasing through programs like
senior farmers markets. In the 2012 Farm Bill, additional improvements must be made to ensure
our Nation's specialty crop industry is provided proper credit for the tremendous role it plays in
the national and international agricultural economy.

Supporting Pennsylvania's dairy farmers is very important to me and I look forward to
addressing problems in our current dairy system during the upcoming Farm Bill discussions.
The dairy industry is central to Pennsylvania’s agricultural economy, contributing more than $4
billion each year. In addition to being the top agricultural sector, the dairy industry is critical to
the vitality of local economies. 85% of dairy income is spent in the local communities and 98%
of Pennsylvania dairy farms are family-owned. The 2008 Farm Bill included historic
improvements, such as a strengthened safety net in the Milk Income Loss Contract program and
the creation of the "MILC feed adjuster." However, these improvements do not do enough to
establish a stable and reliable market. Our dairy farmers deserve a such a market. Without one,
it is impossible for people to count on dairy farming as a family sustaining industry and a means
for achieving financial security.

During his time at the Department of Agriculture, Secretary Vilsack has worked very hard to
ensure that America’s agricultural economy is strong and robust. He has demonstrated his
dedication to revitalizing rural communities and protecting our natural resources. In addition,
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Secretary Vilsack has championed the issue of improving the health of America's children by
focusing on encouraging balanced meals, eating nutritious foods and increasing physical activity.
As we all know, the issues that USDA handles are diverse and complicated. 1am grateful to
Secretary Vilsack for his work and look forward to working with him in the 112® Congress.

We live in a Nation that is as diverse in agricultural production as it is in the people who
consume the products that farmers grow. As we move forward toward passing the next Farm
Bill, I hope we can again ensure that we have a safe, stable, secure supply of food, fiber, and fuel
from American farmers.
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Statement of
Keith Creagh, Director
Michigan Department of Agriculture & Rural Development
to the
United States Senate Committee
on Agriculture, Nutrition and Forestry
February 17, 2011

“Agriculture: Growing America’s Economy”

Thank you, Senator Stabeﬁow, for the opportunity to be here today. On behalf of
the State of Michigan, Governor Rick Snyder, and all of us at the Michigan Department
of Agriculture and Rural Development, | want to express our appreciation for your
commitment and leadership on food and agricuiture issues. We also recognize the
remarkable new opportunities for rural America, and we look forward to a continued
partnership with you to assure Michigan’s food and agricultural industry is strategically

aligned to enhance our growth opportunities as we reinvent Michigan.

Michigan's agri-food industry contributes $71.3 billion annually to the state’s
economy’. Production agriculture, food processing, and related businesses employ
more than one million Michigan residents; approximately 1 in 4 jobs. This is a robust
and high tech industry that will undoubtedly serve as one of Michigan’s (and the
nation’s) foundations to our long term, sustainable economic recovery. At a time when
850,000 jobs were lost in Michigan?, our agricultural economy experienced a decade of
growth. It expanded at a rate of more than five times faster than the rate of the general

economy (11.9 percent versus 2 percent) between 2006 and 2007. Further, since 2007,

' Michigan State University Product Center, “The Economic Impact of the Michigan Food Processing
Industries,” by William A. Knudson, Steven Miller and H. Christopher Peterson, September 2010

2 Bureau of Labor Statistics. “Michigan Economic & Budget Outlook,” by Mark Haas, Chief Deputy
Treasurer, October 25, 2010.
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we have seen a 27% increase, making agriculture a cornerstone in diversifying
Michigan’s economic future. As a result of our diverse soils, crops, fresh water, and
climate we are well-positioned to continue this growth and expansion at all levels bof
production. Currently, we produce over 200 commodities on a commercial basis; and

lead the nation in 18 of these.

Under Governor Snyder’s leadership, Michigan is developing a comprehensive
food and agriculture strategy that prioritizes food safety, food security, nutrition and
health, energy, trade, environmental stewardship, and rural development. itis
fundamental, and part of our core mission, o provide a safe and wholesome food
product for the citizens of Michigan. We will continue to work with our federal partners
to seek appropriate funding and implementation of the Food Safety Modernization Act
which will aliow for a more vigorous and collaborative approach between federal, state
and local partners. The risk of contaminated food products to our consumers reinforces
the need for a rigorous inspection system to mitigate those risks. Collaborating with our

federal partners will assist in identifying respective roles in the food safety continuum.

The Michigan Department of Agriculture and Rural Development applauds your
support and leadership of the Specialty Crop Block Grants. Having these resources
available for cost-sharing opportunities provides much needed research, training and
education that otherwise may not be available for food and agriculture entrepreneurs.
The health and nutrition of Michigan citizens are directly tied to an available and

wholesome food supply.
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Michigan has a dynamic food processing industry currently generating $24.9
billion annually and employing 134,000 people. However, merely siting a food
processing facility in a community does not necessarily address the long term economic
variables. To ensure growth and sustainability are at the forefront of the equation, we
must conduct a thorough and extensive review of the proposed facility. All of the

following components are integral to the process and must be addressed:
e Adequate infrastructure

e Trained workforce

Capability and capacity to deliver goods on a predictable basis
e Food safety checks and balances

e Access to available markets

e Appropriate inspections and certifications

Adegquate infrastructure including roads, rail, waste water treatment and high
speed communication must be part of any comprehensive strategy. We appreciate the
opportunity to work with USDA Rural Development to identify broadband interface
opportunities in our rural areas to ensure our citizens can compete in the global
marketplace. Just as rural electrification was crucia‘l to the advancement of food
production in the 20" Century, access to high speed internet is vital to the productive
capacity of today’s rural community. Michigan is fortunate to export almost one—third of

its agricultural production, generating more than $1.55 billion annually, and employing
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more than 12,000 workers. We have nearly doubled our exports since 1997. In 2009,
we directed over $753 million in exports to Canada alone. Michigan has worked
strategically with the Food Export Association of the Midwest USA through the Market
Access Program to provide export assistance to our small and medium-sized
companies. Because of this partnership, in 2009 we jointly assisted over 60 companies
participating in nearly 150 programs or services, which resulted in an increase of $13.6
million in export sales. We look forward to continuing this partnership as we build upon

our international successes.

Agri-tourism is another area where Michigan is experiencing growth. Farm and
farmers markets, coupled with our $287 million wine industry®, generate well over a
million tourists each year. Michigan ranks in the top four in the nation for the number of
farmers markets, as well as the rate of growth*. By spending $10 per household each
week on locally grown foods, $40 million would be kept circulating in Michigan's

economy”.

The continued growth of the food and agriculture industry will require the
integration of new science and technology, as well as the implementation of appropriate
risk management tools in order to minimize the impact from food recalls, exotic and
invasive species, and natural disasters. Assuring the food and agriculture industry has
the necessary tools available from the United States Department of Agriculture, the

Environmental Protection Agency, and the Food and Drug Administration to provide

3 MFK Research, LLC, “Economic Impact of Michigan Grape and Wine — 2005.” '

* USDA Press Release — August 4, 2010, *USDA Announces that National Farmers Market Directory
Totals 6,132 Farmers Markets in 2010.”

5 Compilation of USDA Census Data and Michigan State University Product Center
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relief from these occurrences is critical. Continuation of programs that support these

collaborative efforts will enhance the future economic growth of Michigan agricuiture.

Michigan farmers appreciate the technical assistance that has been made
available to them. An example of this collaboration is the Conservation Technical
Assistance Initiative (CTAl) whereby leveraging a 100% match from USDA puts
engineers and technjcians on the ground to help farmers design and install conservation
practices. These individuals will leverage $16 million in federal cost share dollars paid
to the impacted producers for the installation of practices. The expenditure of these
dollars not only resulted in a 40 to 1return on investment, but also provided substantial

protection of the Great Lakes and our Michigan environment.

As national policy is fashioned, we must provide flexibility at the state and local
level to support innovation and entrepreneurs who strive to make a difference in the
economic recovery process. As we look to reinvent Michigan and compete on a global
scale, the food and agriculture industry stands ready to assist in our long term economic

recovery.

We look forward to working with you and the U.S. Senate Committee on

Agriculture, Nutrition and Forestry to make rural America a great place to live, work and

play.
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Statement of
Thomas M. Hoenig
President
Federal Reserve Bank of Kansas City
before the
Senate Committee on Agriculture, Nutrition and Forestry

United States Senate

February 17, 2011
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Thank you, Madam Chair. I appreciate the opportunity to discuss recent developments in
U.S. agriculture and its role in the U.S. economy. Agriculture remains a vital industry in the
expansive region that the Federal Reserve Bank of Kansas City serves and, accordingly, our
Bank has a long tradition of focusing significant attention on industry developments, Our
observations on agriculture, in turn, have given us useful insight into the U.S. and global
economies more broadly. In my remarks this morning, I'll describe recent developments in the

nation’s farm economy and discuss some risks that have my attention.

Recent Developments in U.S. Agriculture

Agriculture — broadly defined as farm production and output from related industries —
accounts for almost one-sixth of U.S. jobs and economic activity. While the farm share of
economic output has declined as other parts of our economy have grown, increased activity in
broader agricultural indystries — manufacturing, transportation, distribution and food retailing —
has opened new job opportunities in both rural and metro communities.

A robust agricultural sector cushioned the rural economy in our and other regions across
the nation during the recent recession, and the industry’s stréngth is supporting further
improvement in the rural eéonomy today. In 2010, strong demand and tight supplies for most
farm commodities contributed to a sharp rebound in farm profits, which then supported sales in
farm equipment and other farm-based industries. Strong profits from agriculture also girded
important elements of our rural financial system. Commercial banks with large agricultural loan
portfolios posted stronger returns than their peers over the past three years. While more than 300

commercial banks failed during this time, only 22 were agricultural banks,
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Agriculture is also benefitting directly from the rebounding economic strength of China
and other emerging market economies, where rapid income growth is driving up food demand.
The United States remains a net exporter of agricultural products, shipping more than 40 percent
of its wheat, cotton, soybeans and rice crops to foreign countries in 2010. United States crop
and meat exports are expected to rise to record highsin 2011. Looking out a little further,
economists expect global growth to exceed 4 percent well into 2012, with the developing and
emerging market economies remaining in the lead. Rapid income gains in the developing world

promise further increases in demand for higher-protein diets.

Developing Risks in Agriculture

Despite prospects of sustained farm income growth, U.S. producers must remain alert as
they face challenges related to their very success and tied to recent developments in financial
markets. Surging commodity prices and low interest rates have translated into increasing
farmland values, which have eclipsed their 1980s peaks. In our Bank's fourth quarter 2010
Survey of Agricultural Credit Conditions, for example, cropland values in Nebraska and Kansas
were nearly 20 percent above year-ago levels and more than 75 percent higher than five years
ago.

This run-up in farmland values has occurred, however, amid financial markets
characterized by high levels of liquidity and unusually low interest rates. History has taught us
that it is nearly impossible to determinc; how much of the farmland boom may be an
unsustainable bubble driven by financial markets and how much results from fundamental

changes in demand and supply conditions. Therefore, it will surprise no one when I say we are



63

watching the market closely, just as we are watching for imbalances emerging elsewhere in the
economy.

Of particular interest to me is how agriculture might adjust when financial markets return
to more-normal interest rate conditions. Rising interest rates often coincide with falling farm
revenues and higher capitalization rétes, a depressing combination for farmland values.
Moreover, even if crop prices remain high but capitalization rates return to their historic average,
farmland values could fall by as much as a third, which most certainly would erode the financial
health of the farm sector.

Fortunately, the industry entered this period with a relatively strong balance sheet. Farm
leverage ratios are at historic lows, and agricultural banks are well capitalized. In addition, farm
operators and banks have strengthened their risk-management practices, using basic hedging
strategies and derivative markets to manage price and balance sheet risk, which contributed to
smaller increases in problem assets at agricultural banks than at their peers. Nevertheless, I
follow the basic lesson that bad loans are made @n good times, and I remain watchful.

In closing, "1l briefly highlight a symposium the Federal Reserve Bank of Kansas City
hosted last summer to consider agriculture's response to the extraordinary shifts occurring in
market conditions. There was a marked and, in my view, a very healthy consensus that the
industry’s success will lie not in its ability to follow a single path, but in its ability to adapt
quickly to shifting economic landscapes and conditions. Still, my nagging concern remains that
current distortions in financial markets are increasing the risk that imbalances in asset markets
will catch agriculture — and the U.S. economy more generally — by surprise once again.

Thank you Madam Chair.
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MEMORANDUM
January 14, 2011

To:  Thomas Hoenig, Esther George, Diane Raley, Alan Barkema, Kevin Moore
From: Jason Henderson and Brian Briggeman
Subject: Farmland Values and Interest Rate Risk

Higher crop prices and lower interest rates have fueled a surge in farmland values, raising
concerns about a bubble in the agricultural real estate market. Since June, grain prices have doubled,
and futures markets suggest that prices could remain elevated through 2014. Still, historically low
interest rates and capitalization rates are needed to justify current farmland values.

Over the past year, farmland values have posted double-digit gains, with additional gains
expected in 2011 (Map 1). By the beginning of 2010, U.S. farmland values had risen more than 15
percent above 2005 levels, lifting the total value of U.S. farmland to almost $2 trillion (Chart 1).
While farmers own the majority of U.S. farmland, non-farm investors are buying more land.
According to a 2010 Iowa State University report, investors accounted for a quarter of lowa farmland
sales.

Low interest rates, which have depressed capitalization rates, contributed to the recent spike
in farmland values. Capitalization rates on U.S. farmland have fluctuated over time, falling in periods
of negative real interest rates ~ 1970s and 2000s — and rising during periods of higher real interest
rates — 1980s. According to USDA data, Nebraska’s capitalization rate on cropland was 5.1 percent
at the beginning of 2010, well below its historical average of 7.5 percent (Chart 2). Despite regional
variation, capitalization rates on farmland values have fallen to record lows across the nation, with
rates below 5 percent in most states (Map 2). Oklahoma and Texas have lower capitalization rates
due to mineral rights inflating farmland values.

Given low capitalization rates, farmland values face significant interest rate risk. For
example, irrigated cropland in eastern Nebraska is valued at $5,000 per acre. A historically low
capitalization rate of 5 percent is needed to rationalize this land value at current corn prices and
yields (Table 1). If interest rates would rise and lift capitalization rates to their historical average of
7.5 percent, the capitalized value of irrigated farmland in eastern Nebraska could fall by a third to
$3,300 per acre (Chart 3). If capitalization rates would rise to 10 percent as they did during the 1980s
farm crisis, land values could drop by half. Additional analysis suggests that other regions face
similar interest rate risks.

Rising interest rates could also cut farmland values by reducing farm revenues. Higher
interest rates tend to raise exchange rates, which limits agricultural exports, in turn depressing
commodity prices and farm revenues. In 1981, the spike in real interest rates led to higher exchange
rates and contributed to lower agricultural exports. With falling exports, commodity prices and farm
revenues dropped, which pushed farmland values to their 1985 lows. If a similar event occurred
today, farmland values could fall. For example, if capitalization rates return to their historical average
and corn prices drop to $4 per bushel, their 2009 average, irrigated land values in eastern Nebraska
could fall almost 50 percent to $2,700 per acre (Chart 4). Other regions face similar risks. In sum,
rising interest rates could trigger a sharp decline in farmland values.
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Map 1:
Non-irrigated Cropland Values
(Percent change 2009:Q3 to 2010:Q3)
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Chart 2:
Capitalization Rate on Nebraska Farmland (Cash Rent/Land Value)
and Real Fed Funds Rate
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Table 1: Implied Capitalization Rate on Eastern Nebraska Irrigated Cropland

Land values should equal capitalized revenues
Land Values = Expected Revenues

Capitalization Rate

Assumptions:
Corn Price: $5.00 per bushel
25% of gross revenues go to land

Capitalization rate

Note: Nebraska irrigated corn yield 198 bushels per acre (2009 average)
U.S. average annual price $5.20 per bushel (2010 average)

Chart 3:
Capitalized Revenues (Land Values) on Nebraska Irrigated Cropland
Assuming Corn Prices at $5 per Bushel
Dollars per acre
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Chart 4:

Capitalized Revenues (Land Values) on Nebraska Irrigated Cropland

Assuming a Capitalization Rate of 7.5%
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Agricultural Loan Noncurrent Rates
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Total Loan Noncurrent Rates
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Nonperforming Assets
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Capital Ratios

{Tier 1 Capital/Average Assets)

S 11.0%
105% o i =
“, )
o, , ) o S Non-Agricultural
10.0% e \%g\xBahks B hehhe
", s
g
9.5%
9.0%
R,
: fy —
8.5% - N
Agricultural
Banks
8.0%
2001 2002 2003 2004 2005 2006 2007 2008 2009 Sep-10
s, R of Conditi nd Income. -

Note: Sample includes all banks with fess than §1 billion in assets. Agricultural banks are defined as banks with total
agricultural loans » 300% of Tier 1 Capital



74

Total Loan Noncurrent

Ag Loan Noncurrent Rates Rate Nonperforming Assets ROAA Capital Ratios
Non-Ag Ag Non-Ag Non-Ag Ag Non-Ag Ag Non-Ag Ag
Banks Banks Banks Ag Banks Banks Banks Banks Banks Banks Banks
2001 1.03% 0.76% 1.07% 1.04% 1.30% 1.20% 1.07% 1.09% 10.00% 9.32%
2002 1.09% 0.82% 1.06% 1.07% 1.31% 1.24% 1.18% 1.20% 10.00% 9.23%
2003 1.05% 0.76% 1.02% 1.02% 1.26% 1.16% 1.15% 1.20% 10.01% 8.21%
2004 0.80% 0.46% 0.79% 0.76% 0.99% 0.91% 1.18% 1.27% 10.17% 9.36%
2005 0.61% 0.48% 0.71% 0.74% 0.89% 0.85% 1.21% 1.31% 10.43% 9.41%
2006 0.54% 0.50% 0.76% 0.79% 0.94% 0.92% 1.14% 1.26% 10.54% 9.32%
2007 0.57% 0.46% 1L17% 0.97% 1.46% 1.17% 1.01% 1.21% 10.55% 9.19%
2008 0.69% 0.51% 2.14% 1.45% 2.78% 1.87% 0.42% 0.97% 10.08% 8.91%
2009 1.33% 0.80% 3.28% 1.97% 4.48% 2.69% 0.01% 0.54% 9.65% 8.69%
Sep-10 1.56% 1.05% 3.62% 2.24% 5.21% 3.05% 0.37% 0.80% 9.75% 8.69%

Note: Sample includes all banks with fess than $1 billion in assets. Ag banks are defined as banks with total ag loans > 300% of Tier 1
Capital N
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Statement of Dr. Joe L. Outlaw,

Before the Committee on Agriculture, Nutrition and Forestry
of the United States Senate, on
Agriculture: Growing America’s Economy

February 17, 2011

Chairwoman Stabenow and members of the Committee, thank you for the
opportunity to testify on behalf of the Agricultural and Food Policy Center at Texas
A&M University on the outlook for U.S. agriculture based on our long history of
representative farm research.  We specialize in working at the farm level with a one-of-a-
kind dataset of information that we collect from real farmers and ranchers.

Our Center was formed by our Dean of Agriculture at the request of Congressman
Charlie Stenholm to provide Congress with objective research regarding the financial
health of agriculture operations across the U.S. with a focus on unbiased analyses of the
impacts of proposed agricultural policy changes. For more than 25 vears we have been
provided funding via Congressionally directed spending to work with the Agricultural
Committees in the U.S. Senate and House of Representatives providing Members and
committee staff objective research regarding the potential farm level affects of
agricultural policy changes.

In 1983 we began collecting information from panels of 4 to 6 farmers or ranchers that
make up what we call representative farms located in the primary production regions of
the United States for most of the major agricultural commodities (feedgrain, oilseed,
wheat, cotton, rice, cow-calf and dairy). Often, two farms are developed in each region
using separate panels of producers: one is representative of moderate size full- time farm
operations, and the second panel usually represents farms two to three times larger.

Currently we maintain the information to describe and simulate 98 representative crop
and livestock operations in 28 states as seen in Figure 1. We have several panels that
continue to have the original farmer members we started with back in 1983. We update
the data o describe each representative farm relying on a face-to-face meeting with the
panels every two to three years, We partner with FAPRI at the University of Missouri
who provides projected prices, policy variables, and input inflation rates. The producer
panels are provided pro-forma financial statements for their representative farm and are
asked to verify the accuracy of our simulated results for the past year and the
reasonableness of a six- year projection. Each panel must approve the model’s ability to
reasonably reflect the economic activity on their representative farm prior to using the
farm for policy analyses. The results I am going to discuss today were developed with
FAPRI’s recently completed January 2011 ten-year baseline projections.

Our whole farm simulation model enables us to accurately account for the
historical price and production risk unique to each operation as we project out into the
future. This feature provides a great deal of realism to our results as we simulate each
year of our analyses 500 times drawing different price and yield combinations. Our
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model results are 500 projected pro forma balance sheets and income and cash flow
statements for each operation that tends to be too many numbers to easily grasp.

Over the years, we have moved to a color-coded representation of each farm’s
projected financial viability over our projection period (generally 5 to 6 years in the
future) in order to effectively communicate the complex representative farm research
results. Green refers to farms we would characterize as being in good financial condition
with less than a 25 percent chance of both a loss in real equity and having cash flow
shortfails at the end of 2016. Yellow denotes farms in moderate or marginal financial
condition with a 25% to 50% chance of a loss in real equity and cash flow shortfalls.
Farms given the color code red are characterized as being in poor condition and have
greater than a 50% chance of a loss in real equity and cash flow shortfalls.

Under the FAPRI January 2011 Baseline, 36 of the 64 crop farms are considered in good
overall financial condition by 2016 with 15 in moderate condition and 13 in poor
condition. Eighteen of 34 livestock operations are considered in good financial condition
by 2016 with 11 in marginal condition and 5 in poor condition. The breakdown across
farms is:

«  FEEDGRAIN FARMS: Nineteen of the 23 feedgrain farms are in good overall
~ financial condition. Three are classified in marginal condition, and one is in poor
condition.

*  WHEAT FARMS: Eight of the 11 wheat farms are classified in good financial
condition and three are in marginal condition; no farms are in poor condition.

. COTTON FARMS: Seven of the 16 cotton farms are classified in good condition,
five are in marginal condition, and four are in poor condition.

. RICE FARMS: Two of the 14 rice farms are projected to be in good financial
condition, four are in marginal condition, and eight are in poor condition.

*  DAIRY FARMS: Eleven of the 22 dairy farms are in good overall financial
condition. Seven are considered to be in marginal condition, and four are in poor
condition,

*  BEEF CATTLE RANCHES: Seven of the 12 cattle ranches are classified in good
financial condition, four are in marginal condition, and only one is projected to be
in poor condition.

A couple of caveats are worth mentioning. We started this analysis in 2009 with
actual prices and production for each farm. If 2009 was unprofitable, the farm has to
work its way out of the financial hole over the period. If 2009 was a good year, it is
much easier to end the period in good condition. We do not include any off-farm sources
of income by design. The inclusion of off-farm income can confuse the overall view of
how a policy change will impact a farm’s financial condition. Off-farm income is often a
function of location or the ability of a spouse to find off-farm employment.

While there are a number of farms in moderate or poor condition, this is the best
overall representative farm outlook since 1995 when it appeared that higher commodity
prices were in place for the foreseeable future. We all know that those higher prices were
short-lived.
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One of the most important and useful features of our work is the knowledge and
insights we gain from the interaction we have with the panels of farmers and ranchers. In
addition to our update visits, we maintain communication throughout the year with
queries via email and periodically ask them direct questions of how they are likely to
respond to policy changes. Some of their most revealing responses were to questions
regarding climate change, biofuels, and farm debt levels. In preparation for this
testimony we asked them to let us know how they were doing and what their concerns
were for the future. The responses we received were representative of each type of crop
farm and both cow calf and dairy operations.

In general, most crop farmer respondents said their outlook was favorable due to
the recent price improvements for most commodities. While there is cautious optimism
regarding higher commodity prices the sudden downturn experienced in 1995/96 and
more recently in 2008 has most of the representative farm members nervous about the
future. Most responded that input prices are sticky meaning they rise along with
commodity prices but tend to fall much slower as experienced recently after the 2008
price increases. There is also a concern that Congress will use these current high prices
as justification for severely reducing the safety net provided by the different commodity
programs. Most respondents felt that the current price volatility created a much more
difficult business environment than they experienced in the past.

The dairy operators reflected the dire circumstances many dairy farmers find
themselves in resulting from several years of accumulated losses, particularly in 2009,
which may have been the worst year ever for milk producers. This same sentiment was
reflected by several rice farmers but to a lesser degree. It is interesting to note that most
cotton farmers have not benefited from the recent record cotton prices as their 2010 crop
was generally already priced, or sold, prior to the record price run-up.

All livestock sectors continue to transition to a higher and more volatile feed cost
environment. While our cow calf operations cite higher market prices they also
responded that they are having difficulties securing forage supplies due to drought,
difficulties outbidding stocker operators for grazing land, and face lower expected prices
due to the reality that feedlot profitability is being strained by high corn prices and high
calf prices.

Their final two areas of concern were their feeling that government regulation and
specifically EPA regulation of their operations was driving up their costs of doing
business and that there needed to be something done about the shortage of agricultural
labor and specifically a more workable guest worker program.

Madam Chairwoman, that completes my statement.
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Figure 1 Representative Farms, Dairies, and
Ranches Maintained by AFPC
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STATEMENT OF SECRETARY THOMAS VILSACK
U.S. DEPARTMENT OF AGRICULTURE
BEFORE THE U.S. SENATE
COMMITTEE ON AGRICULTURE, NUTRITION & FORESTRY

FEBRUARY 17, 2011

Madame Chairwoman, members of the Committee, thank you for the invitation to discuss
recent developments in and prospects for the farm economy. As we enter 2011, the farm
economy continues to remain strong with U.S. agricultural exports, farm cash receipts and net
farm income projected at or above previous record levels. Farm household debt levels appear to
have stabilized despite increasing land values. While prospects generally look bright, recent
sharp increases in prices for major crops are generating a range of concerns. I will describe the
prospects and recent developments in output and input markets and the challenges and
opportunities they present for U.S. agriculture.

Agricultural Export Developments

Despite modest domestic economic growth, economic growth, especially in less
developed countries, and the reduced value of the dollar are likely to support global commodity
demand, keeping pressure on global supplies and prices for a wide range of agricultural products.

U.S. agricultural exports setting records. Supported by foreign economic growth
particularly in developing countries and crop production shortfalls around the world, U.S.
agricultural exports are expected to be record high this fiscal year. USDA’s forecast for U.S.
agricultural exports for FY 2011 is a record high $126.5 billion, up from $108.7 billion in FY
2010, and the previous record of $114.9 billion in FY 2008. Imports, too, continue to grow and
are expected to reach $85.5 billion this fiscal year compared with $79 billion last year. Nearly

half of imports are horticultural products and another fifth are sugar and tropical products such as
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cocoa, coffee and rubber. This year, the agricultural trade balance is forecast to be a record $41
billion, up from $29.7 billion last year.

Soybean and wheat exports are forecast to be up in volume and value because of less
foreign competition due to adverse weather conditions in other countries. Corn exports are
forecast up in value due to lower U.S. production and weather concerns in South America, while
higher cotton export volume and value reflects tightening global stocks and strong Chinese
demand. Livestock exports are forecast to rise as the volume and value of beef, pork and poultry
exports increase. Horticultural exports are being hélped by the decline in the value of the dollar.

Canada is our number 1 agricultural export market, accounting for 14 percent of expected
exports this year. China has moved up to number 2, also with a 14 percent share. Mexico is now
number 3 with an expected 13 percent share followed by Japan at number 4 with a 10 percent
share and the European Union at number 5 with a 7 percent share.

Farm Income and Retail Food Price Developments

U.S. farm income consistently strong. Cash receipts for producers are forecast at a
record $341 billion in 2011, up $28 billion from 2010 and $57 billion from 2009. Cash
production expenses are forecast to be a record $274 billion in 2011, up $20 billion from 2010
and $25 billion from 2009. With receipts rising faster than expenses, net cash farm income is
forecast at a nominal record of $99 billion this year, up $7 billion from last year and nearly $30
billion from 2009, After adjusting for inflation, five of the highest income years since 1976 have
occurred during 2004-11 (2004, 2005, 2008, 2010, and 2011).

Cash receipts for both crops and livestock are forecast to reach new record highs in 2011.
Crop cash receipts are forecast to reach $195 billion in 2011, exceeding the previous record set

in 2008 by $18 billion. Cash receipts for corn, soybeans, cotton, and fruits and nuts are all
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expected to rise to all-time highs. Cash receipts for wheat will likely be up in 2011 but remain
below the record level set in 2008.

Cash receipts from all Hvestock species are forecast to reach $146 billion in 2011,
exceeding the previous record by $4 billion. Receipts for cattle, hogs and poultry are all
expected to set record highs. Dairy receipts are forecast to increase in 2011, but remain below
2007 and 2008 levels. Government payments to producers in 2011 are expected to total $10.6
billion, down $1.6 billion from 2010. In 2011, producers are forecast to receive $4.7 billion in
direct payments, $3 billion in conservation payments, $1.9 billion in disaster payments, and $0.8
billion in tobacco transition program payments. With major crop prices forecast to be near or
above previous record high levels in 2011, counter-cyclical payments and marketing loan
benefits are projected to be only $20 million in the coming year.

The $20 billion increase in cash production expenses since 2010 is mainly due to a $4
billion increase in farm origin inputs (livestock, feed), $6 billion more in energy-based input
costs (fuel, fertilizer, electricity, and pesticides), and $6 billion more in other operating expenses.
The year-over-year increase in feed expenses is projected to slightly exceed the increase in
livestock cash receipts. If this occurs, livestock and dairy producers could be under added
financial pressure in 2011.

The balance sheet of U.S. agriculture is expected to strengthen again in 2011. Consistent
with recent trends, increases in debt are forecast to be offset by larger increases in farm asset
values. As aresult, the farm sector’s debt-to-asset ratio should drop further below last year’s
11.3 percent in 2011.

Retail food price inflation to remain modest. In 2010, the Consumer Price Index

(CPI) for all food increased by 0.8 percent, the lowest annual food inflation rate since 1962. The
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CPI for food-at-home (grocery store) prices increased 0.3 percent, while food-away-from-home
(restaurant) prices increased by 1.3 percent. Higher commodity and energy prices are expected
to lead to a stronger increase in retail food prices in 2011. For 2011, the CPI for food is currently
forecast to increase by 2 to 3 percent. During the previous spike in commodity and energy prices
in 2007 and 2008, the CPI for food rose by an average of 4.7 percent over the two years. The
Economic Research Service will update its forecast for the CPI for food for 2011 later this
month.

Developments in Farm Output Markets

Major crops: global supplies tight. For the 2010/11 marketing year, global demand is
forecast to exceed global production causing global stocks of grains and oilseeds as a percent of
use to fall and crop prices to rise. Global wheat production is forecast to decline by 5.5 percent
in 2010/11, due primarily to adverse weather and reduced output in Russia, Kazakhstan and
Ukraine. For corn, increasing global use and lower production in the United States is forecast to
lead to a 15.6 percent decline in global ending stocks. And, weather-reduced soybean production
in Argentina is projected to reduce global soybean stocks.

For the United States, strong export demand for crops has supported above average farm
income in recent years. Market fundamentals continue to look strong as growth in demand,
limited carryover and weather concerns have contributed to rising prices for most major crops.
U.S. carryover of corn, wheat, soybeans and cotton could all decline in 2010/11 as total use is
forecast to exceed production.

Higher crop prices will likely lead to increased area seeded to major crops in the U.S. this

spring and increased crop production this fall. Assuming normal rainfall over the spring and
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summer, production of major crops will likely be up in 2011, leading to some rebuilding of
carryover and reduced pressure on crop prices.

Corn carryover tight in 2010/11. Under nearly ideal planting conditions this past
spring, corn producers planted 88.2 million acres, up from 86.4 million in 2009 and the second
largest area planted to corn in more than 60 years. Despite the higher acreage, corn production
dropped by 5 percent from last year to 12.4 billion bushels. Total corn use is forecast to reach a
record 13.5 billion bushels in 2010/11, reflecting the expanding ethanol industry and continued
strong global demand for corn. Stocks of corn at the end of 2610/ 11 marketing year are forecast
to decline by 60 percent to 675 million bushels, resulting in the lowest stock-to-use ratio since
1995/96. The farm price of corn is forecast to average a record $5.05-85.75 per bushel during
2010/11, compared with $3.55 per bushel in 2009/10 and the previous record of $4.20 in
2007/08.

Corn acreage likely up in 2011, Corn planted area for 2011 is expected to increase as
prices and returns have improved considerably in recent months. December 2011 futures prices
for corn are currently more than $2 per bushel above the peak of December 2010 futures last
February. Current cash prices are more than $3 per bushel above February 2010 levels. Given
the current outlook for the 2010-crop corn and competing crop prices, corn planted area next
spring could increase 3 to S percent from 2010. Higher plantings combined with a return to trend
yields could lead to a record corn crop in 2011 and higher carryover stocks in 2011/12,

Ethanol growth expected to slow. U.S. ethanol production capacity is now estimated at
14 billion gallons. Production capacity is expected to increase modestly over the coming 18-24
months. New construction could add 560 million gallons of additional ethanol production

capacity, bringing total capacity to about 14.6 billion gallons.
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Most ethanol production in the United States currently uses corn as the feedstock. In
2010/11, 4.95 billion bushels of corn are expected to be used to produce ethanol, with ethanol
use accounting for 37 percent of total use and 40 percent of corn production. In comparison,
4.57 billion bushels of corn were converted into ethanol in 2009/10 accounting for 35 percent of
total use and 35 percent of corn production. In contrast to the increase in ethanol use of 382
million bushels between 2009/10 and 2010/11, corn ending stocks are projected to fall by over 1
billion bushels between the two crop years. These figures indicate that declining corn production
is the primary factor contributing to the drop in corn carryover this year and the primary factor
contributing to the recent increase in corn prices. Furthermore, each bushel of ethanol produced
from corn yields byproducts, such as distiller dried grains, which substitute for corn and other
feed ingredients in livestock rations.

The profitability of producing ethanol from corn depends on the price of corn, the price
of gasoline and the cost of converting corn into ethanol. The returns from producing ethanol
from comn increase as the price of gasoline increases providing an incentive to expand ethanol
production capacity and to use additional corn for ethanol production. If petroleum and gasoline
prices move higher over the next several months, this will increase the demand for ethanol
leading to additional corn being used for ethanol production.

Soybean production down slightly in 2010/11. Soybean planted area remained
essentially unchanged in 2010 but the average yield per acre fell slightly, causing soybean
production to fall to 3.33 billion bushels, down 1 percent from last year’s record production but
still the second largest crop on record. U.S. soybean exports are expected to increase about 6
percent from last year’s record to 1.6 billion bushels, reflecting lower production and reduced

competition from South America and increasing U.S. exports to China. Meanwhile, soybean
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crush is forecast to decline by 5.5 percent as increasing availability of distiller dried grains and
stable livestock production lower the demand for soybean meal. With lower production and little
change in total use, carryover levels are forecast to decline 7 percent from last year. The farm
price of soybeans is forecast to average a record $11.20-$12.20 per bushel for the 2010/11
marketing year, compared with $9.59 last year and the previous record high of $10.10 in
2007/08.

Soybean area forecast to increase slightly in 2011. U.S. soybean planted area is
forecast to increase slightly in 2011. Current futures imply a soybean to corn price ratio of 2.2,
slightly favoring corn over soybeans. However, rotational practices favor soybeans and strong
soybean prices could encourage farmers to plant soybeans on cropland previously planted to rice,
sorghum, barley and oats.

Returns to biodiesel improve. Fifteen percent of 2010/11 Soybean oil production is
expected to be used to produce about 380 million gallons of biodiesel. Soybean oil is the
feedstock for about 50 percent of domestically produced biodiesel. The amount of soybean oil
used in biodiesel production fell by 17 percent in 2009/10 to 1.7 billion pounds, but is expected
to increase to 2.9 billion pounds in 2010/11.

Wheat acreage down, prices up in 2010/11. For 2010/11, wheat acreage continued its
long term decline falling by nearly 6 million acres to 53.6 million, the lowest since 1970. U.S.
wheat production is estimated at 2.2 billion bushels, essentially unchanged from the previous
year as lower harvested acreage was offset by improved yields per acre. In 2010/11, favorable
weather pushed the average yiel(i per harvested acre to a new record high of 46.4 bushels per

acre, up 1.5 bushels from the previous record.



86

Total wheat supplies for 2010/11 are estimated at 3.3 billion bushels, up from 3.0 billion
bushels in 2009/10, with higher beginning stocks accounting for all of the increase. Higher
forecast exports, reflecting lower production in competitor countries, could increase total use
from 2.0 billion bushels in 2009/10 to 2.5 billion in 2010/11, causing U.S. ending stocks to
decline 16 percent to 0.8 billion bushels. The average farm price of wheat is forecast to average
$5.60-$5.80 per bushel in 2010/11, compared with $4.87 per bushel for the 2009/10 crop and the
record high of $6.78 in 2008/09.

Wheat area to expand in 2011/12. Winter wheat seeded area this past fall totaled 41.0
million acres, up from 37.3 million acres the previous year. Despite the recovery in area, wheat
production could be down in 2011 as yield per acre drops off from last year’s record high.
Current winter wheat conditions on the Central and Southern Plains are not as favorable
compared with this time a y-ear ago, because of the lack of soil moisture. A much higher
percentage of the winter wheat crops in Kansas, Oklahoma and Texas are currently rated poor to
very poor than one year ago.

Cotton area and production up as prices increase. In 2010/11, cotton producers
responded to improved returns by increasing planted area by 20 percent. The area planted to
cotton, 10.97 million acres, was the highest in four years. Cotton area increased across each
region of the Cotton Belt in 2010. Higher plantings, reduced abandonment and improved yields
are projected to increase cotton production to 18.3 million bales in 2010/ '] 1, up 50 percent from
the previous year and the highest in 3 years.

U.S. cotton use for the 2010/11 season is forecast at 19.35 million bales, 25 percent
above last season. U.S. mill use is forecast to increase slightly while U.S. exports are forecast to

increase by nearly one-third. With larger U.S. exportable supplies available this season and
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foreign import demand rising, U.S. cotton exports are forecast to increase to their second highest
level on record. U.S. ending stocks are forecast to drop to 1.9 million bales in 2010/11, the
lowest since 1924/25. Reflecting the low level of stocks, cotton prices have remained relatively
high through the early months of the current season. The 2010/11 farm price is forecast to
average 79-84 cents per pound, up from last season’s price of 62.9 cents and the previous record
high of 76.5 cents in 1995/96.

More cotton area in 2011/12. Rising cotton prices will likely attract additional acreage
back to cotton production in the United States, despite improved returns for comn and soybeans.
Cotton planted area in the United States could increase as much as 10-15 percent in 2011.
Improved returns could lead producers to plant cotton on cropland previously planted to
sorghum, rice and other crops as well as producing cotton on cropland previously left unplanted
due‘ to low returns.

Rice production up, prices moderate. For 2010/11, rice planted area increased to 3.64
million acres, up from 3.14 million acres the previous year, and the second highest on record.
Total rice production is up about 11 percent from last year to a record 243 million cwt. Total use
is forecast to increase by 5 percent in 2010/11, reflecting improvements in both domestic use and
export prospects. However, the strong increase in production is expected to lead to a sharp
increase in ending stocks, despite higher total use. U.S. ending stocks are projected at 52.8
million ewt. for 2010/11, up 44 percent from last year. The farm price of rice is forecast to
average $12.15-$12.65 per cwt. in 2010/11, down from $14.40 per cwt. last season.

Sugar market remains tight. World and U.S, sugar prices have remained high, as
potentially tight global supplies continue to weigh on the market. In mid-December, Florida’s

sugarcane producing region experienced a severe freeze. According to processor reports, this
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freeze resulted in widespread damage to existing sugarcane crops awaiting harvest and recently
planted sugarcane meant for harvest next year. Nearly all of Australia’s sugarcane production is
in the northeast. That region received very heavy rainfall in November and December damaging
that country’s sugarcane crop.

U.S. sugar production for 2010/11 is currently estimated at 8.01 million short tons, up
from last year’s crop of 7.97 million tons. With import quotas for sugar set at the minimum
amount to which the United States is committed under the WTO for 2010/11, U.S. sugar imports
are forecast to fall to 3.25 million tons, down from 3.32 million tons last season. U.S. sugar
ending stocks are projected to decline about 10 percent to 1.35 million tons resulting in a stock-
to-use ratio of 11.8 percent, down from 13.3 percent last year.

Specialty crop sales stabilize. In 2011, specialty crops will continue to provide a
significant source of cash revenues for U.S. producers. Cash receipts for fruits, muts, vegetables
and melons in 2011 are forecast at $41 billion, unchanged from 2010. Higher cash receipts for
fruits and nuts are expected to be more than offset by lower receipts for vegetables and melons.

Livestock & livestock products: U.S. production and prices stable. Total U.S.
production of meat and poultry is forecast to remain stable in calendar year 2011, with slight
growth forecast in supplies of pork and poultry but reduced supplies of beef. Stable production,
increased exports and some recovery in domestic demand should help maintain livestock prices
near last year’s historic highs.

For livestock and poultry producers, increasing feed costs will be an important
component of producer production decisions in the upcoming year. In January, the price-feed
cost ratios for cattle, broilers, hogs and milk, as reported by NASS, were all well below year ago

levels. While livestock prices are expected to remain strong and further improvement in milk
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prices is likely in the months ahead, higher feed costs could lead to below average margins for
livestock and dairy producers in 2011.

Cattle prices forecast record high. Commercial cow slaughter maintained a high pace
during all of 2010. Cow slaughter was the largest in well over a decade, even though the U.S.
cow herd on January 1, 2010 was the smallest since 1951, While cattle marketings for the last
half of 2011 are expected to be lower year-over-year, net placements in feedlots during 2010 will
likely maintain beef supplies during the first half of 2011 near previous year levels. For all of
2011, beef production is currently forecast to decrease 1.5 percent, following a 1.4 percent
increase in 2010. Steer prices are expected to average a record $102-$109 per cwt. this year,
compared with $95 per cwt. in 2010.

Total North American cattle inventories are at their lowest levels in decades. With
smaller Canadian and Mexican inventories expected in 2011, U.S. cattle imports are forecast at
2.1 million head for the year, down from 2.3 million in 2010.

Pork production te increase slightly. Pork production in 2011 is estimated to increase
by 0.4 percent after falling by 2.4 percent in 2010. While hog prices were up 34 percent in 2010
and are expected to average higher in 2011, increases in feed costs are expected to temper
expansion over the next several months. The Quarterly Hogs and Pigs report released by USDA
on December 27, 2010, showed lower swine inventories and lower farrowing intentions for the
first half of 2011. Dﬁﬁng the first-half of 2011, sow farrowings could be about 1.4 percent lower
than in the same period last year.

While smaller breeding animal inventories and lower farrowing intentions often translate
into lower pig crops, continued gains in sow productivity are expected to largely offset lower

farrowing numbers in 2011. Moreover, continually improving swine genetics and enhanced
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nutrition management practices are expected to continue to move average dressed weights
slightly ahead of last year’s average, helping to push pork production slightly ahead of last year’s
level. Hog prices are forecast to average $58-$61 per cwt. in 2011, up from $55 in 2010 and $41
in 2009.

Broiler production to post modest increase in 2011. The outlook for growth in broiler
meat production for the beginning of 2011 has changed considerably over the last several weeks,
due to sharp changes in both the weekly number of broiler eggs placed in incubators and the
number of chicks being placed for growout. At the end of November, the number of chicks
being placed for growout was averaging 5.5 percent higher than the previous year. By the ﬁrs‘t
week of January, the average number of chicks placed for growout was only 0.8 percent higher
than in the same period the previous year. This abrupt slowdown is likely the result of sharp
increases in feed prices, especially coming at a time when wholesale prices for many bfoiler
products have been declining. Reflecting this slowdown, broiler production is projected to
increase by about 1 percent in 2011 following a 4 percent increase in 2010. The price of broilers
is forecast to range from 80-85 cents per pound in 2011, compared with 83 cents in 2010 and 78
cents in 2009.

Milk prices to move higher. Milk productipn is estimated to increase by 1.8 percent in
2011 to 196.1 billion pounds. While feed costs are up considerably in recent months, a decline
in cow numbers may not occur until later this year because of the large number of replacement
heifers available. Milk per cow is forecast to increase again this year but at less than the pace for
2010. The gain in output per cow last year was due to good weather in addition to moderate feed

prices.
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In recent weeks, both the domestic and international markets for dairy products have
tightened considerably leading to a sharp increase in wholesale dairy product prices and futures
prices for milk. Milk output has been affected by cold weather in the U.S, and Europe and heavy
rains in New Zealand and Australia. Since early January, the wholesale prices of cheddar
cheese, butter and nonfat dry milk have increased by 25-50 percent.

The all-milk price is forecast to average $17.70-$18.40 per cwt. this year, compared with
$16.29 in 2010 and $12.93 in 2009. While milk prices are forecast to be higher in 2011,
increasing feed costs could continue to put financial pressure on dairy producers, especially those
producers that purchase feed at current price levels.

Developments in Farm Credit and Land Markets

~ Credit conditions appear to be improving, Third quarter 2010 Federal Reserve Bank

éurveys indicate moderately improving farm credit conditions nationwide. Commercial banks
across the country indicated ample availability of loan funds, increased loan repayment by farm
borrbwers, increased farm incomes, and fewer requests for reneWals and extensions than in 2009,
Exceptions include regions dominated by livestock, milk and poultry production which indicated
slightly worsening farm credit conditions.

Banks in all Federal Reserve Bank districts reported lower demand for farm loans in
2010, despite historical lows for farm interest rates. Capital spending was up, especially for
larger items (100-HP tractors and combines). The increased capital spending and reduced loan
demand suggests that these items were being financed with cash or nonbank credit.

While farm incomes and credit conditions showed improvement in 2010, Federal Reserve
Bank surveys indicate credit standards fof banks remain tight. Bankers in all regions except the

Kansas City Federal Reserve District reported increased collateral requirements on farm loans.
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Farmland costs move higher. The value of farm real estate rose by an estimated 3
percent in 2010, to a record $1.8 trillion. Strong prices for major crops and record farm income
will likely cause the value of farm real estate to move higher in 2011. Farm real estate accounts
for 84 percent of total U.S. farm assets and is the principal source of collateral for farm loans.
‘While a benefit for existing landowners, high farm real estate values make it difficult for
individuals who may wish to enter farming and increases operating expenses for individuals who
rent farmland.

Conclusion

As we enter 2011, the U.S. farm economy is coming off unprecedented increases in U.S.
agricultural exports, farm cash receipts, farm income, and asset values the past few years.
Prospects for coming year generally look bright. More normal weather and production increases
worldwide should lead to improved supply-demand balance in key markets, such as wheat, corn
and soybeans. With biofuel demand expected to continue growing, although at a slower pace in
the future, a big challenge will be responding to that demand by producing on more acres and
producing more per acre while protecting the environment. I have the utmost confidence that our
farmers and ranchers along with the assistance of USDA will be able to meet these challenges.

Madame Chairwoman, that completes my statement.
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Farm Economic Indicators

Total exports 36.0 624 62.5 68.6 822 1149 96.3 108.7

Asia 216 243 225 249 29.4 43.2 376 45.7 54.8
Canada 9.1 9.5 104 116 133 163 155 16.6 18.0
Mexico 1.7 84 8.3 164 123 152 133 139 16.0
Total imports 457 527 577 64.0 70.1 793 734 790 8s.

Cash receipts 216.0 237.9 2409 240.6 288.5 3183 283.4 312.3 340.7
Gov't payments 16.5 130 244 15.8 119 122 123 122 10.6
Gross cash income 2468 266.5 279.7 2732 3180 3520 317.6 345.6 3723
Cash expenses 174.7 1829 193.1 2048 240.3 2616 248.5 2542 2739
Net cash income 721 837 86.7 68.4 777 90.4 69.1 91.3 98.6

‘Wheat $/bn 3.40 3.40 342 4.26 6.48 6.78 4.87 5.60-5.80
Com $bu 242 2.06 2.00 3.04 4.20 4.06 3.55 5.035-5.75
Soybeans $/bu 7.34 5.74 5.66 6.43 10.10 9.97 9.59 11.20-12.20
Rice $lowt 8.08 7.33 7.65 9.96 12.80 16.80 14.40 12.15-12.65

79.0-84.0

| Hogs $lewt 52.51 50.05 47.26 47.09 47.84 41.24 55.06 58-61
Steers $/ewt 84.75 87.28 85.41 91.82 92,27 8325 95.38 102-109
Broilers cents/lb 74.1 70.8 64.4 76.4 79.7 776 82.9 §0-85
Milk $lewt 16.13 15.19 12.96 19.21 1845 12.93 16.30 17.70-18.40
Gasoline $/gallon 1.85 2.27 2.58 2.81 3.26 233 2.78 3.15
Diesel $/gallon 1.81 2.40 270 2.88 3.80 246 2.99 343
Nataral gas (wihd) $/K cu. 545 126 6.39 6.26 7.98 3.72 4.14 3.97

1/ Agricultural commodity price forecasts are from USDA, World Agricultural Supply and Demand Estimates
report, February 9, 2011, Energy prices are from Energy Information Administration, Short Term Energy Outlook,
February 8, 2011.

F=forecast.
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Chairwoman Stabenow, Ranking Member Roberts, and distinguished members of the Senate
Agriculture Committee of the 112 Congress, it is indeed an honor and privilege to be here today
to testify before you at your first full Committee Hearing.

My name is Fred Yoder. 1am a 4" geperation farmer from Plain City, Ohio. I raise corn, wheat,
and soybeans, and also operate a farm seed retail dealership with my family, and have been for
over 35 years. | have served in many agricultural leadership positions, including serving as
president of the National Corn Growers Association (NCGA), as president of the Ohio Corn
Growers Association, and I currently serve on the Board of Directors of the newly formed Ohio
Corn & Wheat Growers Association. I have had the privilege to testify before this Committee
several times on various issues and topics in previous years. But today, I would like to testify
before you as Fred Yoder, a farmer from Ohio, rather than represent a national association and
their specific policy positions.

As I reflect over the years as to what agriculture has meant to my state as well as my own family
operation, I am reminded of that old commercial that used the phrase, “you’ve come a long way,
baby.” Today’s agriculture is not my father’s agriculture. We have come through the years of
excess production, using programs to curtail carryovers by limiting acres planted, to Freedom to
Farm in 1996, which gave us full utilization of the potential our lands offered. However, we did
not develop the demand for all of that volume, and soon had to rely once again on our
government to help us dispose of that excess production through deficiency payments and
market clearing measures.

Today, we have new technologies, and new markets, especially for corn. While traditionally we
have always used com for livestock feed, today we use roughly a third of our production to
produce biofuels, without reducing the total bushels of corn and corn equivalent for the feed and
export markets. Biofuels, which now represent almost 10 percent of the transportation fuel our
nation uses today, has transformed rural America. In Ohio alone, biofuel production has
generated over $1 billion towards Ohio's economy while adding jobs and keeping small towns
alive. The demand for corn, wheat and soybeans has never been stronger and farmers will
continue to respond by producing for all markets.

We have learned to produce more corn, wheat and soybeans without increasing the use of
fertilizer through better genetics and better management. At the same time, we have reduced our
soil losses through conservation techniques, and significantly reduced the carbon footprint of
growing our crops.

Instead of worrying about getting rid of excess production, today’s agriculture is one of the few
bright spots in the American economy. Demand for commodities is at an all-time high
throughout the world as many of our trading nations are feeding their people much better than
they were in previous years. Instead of a supply-driven market, we are in a robust demand-
driven one, where farmers’ primary source of income is the marketplace.
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The current Farm Bill offered a change from previous ones with an option called ACRE, which
allowed us to utilize a new tool to help manage our risk in conjunction with crop insurance.
Many of you worked hard to make this new tool a reality, and I thank you for it. All new things’
are sometimes viewed with guarded skepticism until there is a chance to experience and
understand it. Unfortunately, when the option of ACRE was offered initially by the local Farm
Service Agency offices, it became more complicated and cumbersome than it probably needed to
be. However, as we look at how the future Farm Bill may develop, I would encourage us all to
build on this new roadmap of managing risk that we started with the last one.

With prices and demand for commodities much higher than in years past, as well as dollars being
short, it makes sense to look at ways to strengthen the safety net for when times are bad, keeping
farm families strong and able to withstand the tough times, while realizing some reduction in
overall costs, to help in doing our part to aid in solving some of our Nation’s budget shortfalls.

As a citizen and taxpayer, [ think it is important to re-address some of our core principles before
we delve into specific policy decisions for a future farm bill. First and foremost, I would suspect
the vast majority of people in the United States, including those in agriculture, would agree that
the U.S. Government should balance the federal budget by reducing federal spending, resulting
in a reduction of the federal debt, and eliminating inefficient federal spending in all sectors of the
U.S. economy. If one accepts this initial principle, there is a much different perspective that
emerges as we think about how we need to shape and form our discussion.

I also think most would agree that the new Farm Bill should include policy that allows the
market to provide for a safe, reliable source of food, feed, fuel and fiber, but at the same time
provide a strong safety net for those times when unforeseen revenue losses happen from events
beyond our control. This can be done through improving such programs like ACRE in
combination with improved and equitable Federal Crop Insurance for all regions of the country.

Again, it would be easy for farmers to have the attitude to cut everyone’s budget but ours, and
push for business as usual. But what if we could enhance the tools available in managing our
risk in growing our crops, while continuing to grow new opportunities in the marketplace, and do
it with savings to the overall budget?

These are just a few of my thoughts as we start this process of debate in this upcoming Farm Bill.
Agriculture is Ohio’s number one industry. The opportunities [ have today as a farmer are the
best I have seen in my lifetime. I hope that whatever we do we can continue to grow these
opportunities for today’s farmers, and for my son in the future as he takes my place on the farm.
American agriculture not only provides for those needs to feed and fuel the world, but also can
offer other ecosystem services that are only now being realized to the rest of society.

Thank you for your time, and I look forward to your questions.
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The Man
Who Said
No to Easy
Money

With the economy growing
fitfully and jobs still scarce,
the high priests of the Federal
Reserve want to keep the
country’s cash spigots wide
open—all except Thomas
Hoenig. If he’s right, he may
become the prophet for anew
age of American austerity

BY DAVID VON DREHLE

ATE IN JANUARY, THE WIGH

priesty and pricstesses of the

U econvmy gathered inside

their Washinglon sanctum for

the regularly schedoled ritual

Enown as the Pederal Open Markes Come

mittee (FOMC), This Is the group that

decides the value of money, measured by

interest rates, which it controls by easing

ortightening the money supply. Ofcourse,

there are other forces that influence the

value of money-a great global whirlwind

of forces—but raost dont hold srderly

i inagrand E IO On
Constitution Avente.

The FOMC s mission s to steeracournse
bertween the shoals of high unemploy-
raent and high inflation, putting enough
dough inte circulation W keep the scon-
omy well fed and growing—but not so
mysch that money beging o plummet in
valie. The priesthood meets eight times
peryear, reporting its decisions inoracular
statements of Olyniplan volce. This year,
when the committee spoke, Fed watch:
wrs noted something striking: for the first
time since 2000, the bers were unani-
snous, Al supperted the chasen policy of
adding $600 billion tothe bankingsystem
by purchasing that amount of Treasury
bills from big banks-—a strategy known
as quantitative easing.

And here'sthe réasonthey were finally
unanimous: Thomas Hoenig couldn’t
vote, Throughout somo, this tall lowan
with thin white hair and cufl inks ke
gold cuing was a voting member of the
privsthood. He sized up the data, then
cast his Jonely bailot againet the indefi-
nite reign of easy money, Eight meetings,
clghtno votes-——a rare anblemished record
of recaleitrance that made him 3 herato
inflation hawks and a pariah to the maoy
etoyomists who believe that, with un
ehployment above ¢%, the engine of the
[ ds farther primd

Hoeﬂig weotshd stitl be tssumg dissents

Aheretic in the priesthood Thormas
Hhienig, president o the Federal Resgroe
Bank of Kansas Citp, Mo

Photegraph by Marco Grols for TIME
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if his one-vear lerm as i voting memim

100

But hy keeping interest rates near 2010

this much Hquidity ioto the system, ithas

had not expmsd New York

Fed presidents share voteson a votating ba

sy, With his mandatory retirement 2t 65
a5 president of the Federal Reserve’s tath
Districtlooming in October, he will never
getanther chance, though he plansto con-
tinue hiseritiqueofgoverment policy ase
think tanker, consuitant or author. When
1 paid him avisita couple of days after the
FOMC's unanimeus vote, Hoenig {pro-
nownced Hauwnrdg) was happy to explain
his unyielding poing of view, one that has
becerne ever more relevant now that ris-
ng commodity prices have put inflation
worries back on theeconomic radarscreen,

Amber Waves of Grain

HOENIG'S VIEWS STARY, QUITE LEPERALLY,
with his view, His corner office sits atop
& buff-colored twer on a hill overdook-
ing downtown Kansas. City, Mo, with
the gently rolling hills of Missouri and

Kansas stretching into the distance. "'

not sure people in New York and DO are
thinking about agricultural land prices
amd mineral vights the way Lam,” Hoenlg
ventures safely. What he sees through
hig soaring windows are the signs of an
evonany that supposediy doesn't exist in
the U.S. anymore, a well balanced one that
reststs both booms and busts. Hoenig can
separesibientand promising manufactor-
ing sector—notice the big GM plantin the
siddie didtance, where the carmakerisin
vesting $236 million to prepare for produc-
tion of the redesigned 2otz Chevy Malibu,
The highwises of downtown ate hame to
some of the soundest reglonal banks in the
country. Slicing through the fareground
i 3 freight train hauling the heavy com:
mﬁdims mined and grown in the nation's

The hort oy ™ Qf
the most productive farmland on earth,
and beyond lierich reservesofoil and gas.
Since the start of the foancial erisiy, the
uneniployment rate in the soth District
has been about 2 percentage poings lower
than the national rate.

In other words, for all the headiines
over the past quarter-century sbout the
death of American manufacturing and
the twilight of cominunity banks and the
vanishing farmer, those bumble build
ing blocks of a sound economy still figure
significantly in Hoenig’s perspective. The
way o strengthen them, he believes, §s
notby pumping money into 2 financial
system thatencourages megabankstoen-
gage by highisk specolation. You build
ther up by encouraging savings, which
form capital for investment, which builds
stronger businesses, which hire workers
and pay dividends—which leads to more
savings and more investinent,

By, the Fedisasking con
tinue to subsidize homvwm. Heendg says,
“Whati i dinvest?”
ﬁm nmyu i jaftertheir

ik Alany FeATs
a& the Fed. The former chief issued 3 mea
culpa for piling too much meney onto the
economichonfive that led to the Great Reces.
ston. But the crash of 2008 was precisely the
wiong thme toshut off the fuelsupply, Hoe
nig supported massive infusions of money
10 save the world econoty from a replay of
the Depression. Now hesiviply believes the
tiine hias comae to start sobering up.
Certainly, Hoenlg's thrifty Mudwesteryy
sensibilities sound guaint to the central
bankers in Washington and New York Gity
wha dominate the FOMC's delib

fogo here” [twon't gointo savings
aslong a5 the Fed keeps interest rates neax
zere. So the money starts chasing assets
with higher ylelds-—like land; the once
again booming stock market and energy
{indesd, some savvy Wall Street investors
believe ghantitative casing s a major fac-
tor in the cutrent rug-up ivoll prives). A
e money joiss the chase, asset prices
riseand Im‘p visingumil..
Pop,

Repember pop?

“This Is how bubbles ave ionmd
Houndg says, He has seen itall before. A
career employes of the Fed in Kansas City,
Hoeniy is the longestserving district pres:
ident, with trore than 18 yearsin ks {x}sL
Before thetopjob hehelpedme

But he'isadamant that his perspective i
every bit as worthy as the view from Wall
Street or from K Streetor fromi the Princeton:
faculty club. “Provincialisem.” Hoenlg ob
serves, “Is not uniyue to the provinges™ He
believes that the bad effects of easy money
are already cropping up in the beartland.
Hoenip's dorsain stretches aoross Okdabes
ma, Kansas, Nebraska, Wyoming, Coforado
and partsof Missouri and New Mexico. Sur:
m;ng b Fihat

hise

up the damage from the aily pﬁce bubhie
of the midyglos. A Htle bank in the woth
District, Penn Square Bank of Okluhoma
Ty, went wild in that boow; packaging
wnsound loans and setling them to other
banks---sotnd fanilia? When the bubble
burst, Penin Square helped diag down the
oncr mighty Continental (inois National
Bank in Chicago,

During his years as a regional Fed
president, Hoeniy has watched uneom-

the price of farmiand Is ckcalating wildly.

“agriculraral fand i appreciating almost
weekdy” he savs. Energy prices are boom-
ingas well.

There is more going on here than 2
sieple rise In cconomic activity, Hoenlg
thinks. Rocketing land and energy prices
are telitale signs, he says, of too much
money sloshing around, “When you put

If Hoenig made
policy, he would
set a course
toward high
savings ratesand a
strong currency

" i

second fromEefhspert a year in Vietnain

forrtably as the central bank began to play
alargerand larger role fn thie public’s per:
ception of the econommy. Manetary policy
“came to be seen a5 the solotios to more
and maore sconontc issues. i has been
used to deal with oneorisis after anothen
astock-market crash fin rg87] arecession
{in rgg0-g1}, a bubble in high tech fwhich
burst in 2000, the /1t attacks; the lmag
war, 2 financlal meltdown, People came
tofeed that sl you had to do-was case in-
terestrates and everything would be fine;
But that's what gives us these bubbles™
Hoenigsays.

He knows that many people feél it tov
soontostart tightening up ol money when
unemployment remaing high and core in:
flation in the V.S, ds le. As the joke goes,
Hoenig has predicted eight of the past zere
Bouts of inflation. Maybe there's & readon
be wis ol alone in b diseents, But be feels
that his eritics--notably Nobel Taureate
Paul Kragman, who has written that tight-
X MODEY W xii“perpﬂuam s ummplﬂg
ment™ hortterm
31}1!1“ to drm} dm@ n unemgmymf:m,

L& N o
age af superlow interest rates.

“Inflation f50't 3 setrheretoday, here
mmormw phemmemn, ii@emg says ft

“T1

fedtorunaway inflation in m;f@ gotstaried
back in the mid-rg6os. That's what Fmean
by long teemy”

Hoenig supported the Fedy dramatic

P
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thy Ha k
rous, fifth Prowcthe el at a 3000 mecting
af the Foderad Open Market Commities

actions in wook and 2009 te pour tridiions
into the staggering financial system. But
now the econpry is growing fitfully, and
allthat money “islooking for placestoga™
Alotof it is potring inte places Tike Brawil
and China, wheny, Hpendgnotes, inflation
is rising sharply. Global food prices have
risen 35% In the past vear, according to
the UN, dad many nations are starting to
hoard commuodities, :

Wall Streetvs, Main Street
MEANWHILE, [N AMERICA, THE MOFY RAF
idly rising prices aven't factored into the
coreinflation rate, bevause food and ol are
considered too volatile to produce a reli-
able measure, But just because these costy
arent part of the inflation rate, it doesnt
mean that people dor’t hiave to pay them.
I fact, the poarest 8o% of American
households spend r2% of theirincome on
evergy alone, compared with the 1% spent

by the richest so%.

“Inflation isso unfain” Hoenig declares
fonately. "t is the maost fve tax
yoncan impose on the public” he adds. 1t
erodes the buying pewer of the poor and
people on fixed incomes, The people who
rave money and aresanyy o ahead,
T facy, they end up stronger than before”™
s not just the Teds loose-smoney poli-
ey that bothers Hoenig He feels that little
has been Tearned from the crisis and that
government policy continues to smile on

101

Wall Street bt nit on Main Stréet. Instpad
of breaking up the Snancis) glants whose
bles crashed the economy, the gov
ernment has let the higgest banks grow
even bigger, Now they're gorging on free
money. Where is the penalty for failore?
“We don't have a market economy now,”
Hoeniy savs: 1 hate to use this term, but
s almost crony capitalism-awhe you
know, how big your potitical donation is”
I Hoendg made policy, instead of dis-
sents, he would set his course towdrd
“high savings rates, Jow leverage and A
strofg ourrency.” He would bring back
the I % OF = ail rule

Warning W Cvaeadl
inflation lsn't vistig yeb, bal
food and oll are w shaply

ol U

e Y3 Sueaat libo Soaten

that barred commereial banks fromi tak
ing excessive risks. He would reduce
government debt and promote 3 mane-
facturing revival, “We can becoriie & low.
cost producer agaln,” he says. "R wen't be
casy—there is no painless approach. But
Germany hasdone it and we can tho.”

Hoenigacknowledges that e hasbeen
accused of grandstanding at theend of his
Fed carers. In hismind, there'snopoint in
giving regional Fed chiefs a voteif they're
not going to volg with theiy conscience.
His stand hay attracted admirers, like the
octogengrian from Connoctiont whe dug
up his unlisted phone number and calkd
himat home one Sunday last year to urge
i not to back down.

Hewen't,

One of the great novels of Kunvas City,
Fvan 8. Connell's My Bridge, tells the st
ry of a man whir would have applauded
Hoenig's di Alawyerwho i
“in companies that he considered essen:
tial” Mr. Bridge abhorred “speculations”
and lived by the principle that *it is bet-
1ot o trade foo little than too much.” That
spirit of thrift and cantion is sutof style in
aworld that'sstill awash incomplexderiva
tives and computerized trading, a world of
triflion-dollar deficits, But it lingersin Kan-
sas Clty and in the impulses smong poople
like Thomas Hoenlg, who may ometo be
seen as a prophet for a fisture that Tooks a
Httle mare ke & distant past, u
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January 10, 2011

The Honorable Darrell Issa
Chairman
House Committee on Oversight

and Government Reform
2157 Rayburn House Office Building
Washington, DC 20515

Dear Mr. Chairman:

Thank you for your letter requesting the assistance of the American Farm Bureau Federation
(AFBF) in “identifying existing and proposed regulations that have negatively impacted job
growth” in the agricultural sector. Your letter also solicited our suggestions for “reforming
identified regulations and the rulemaking process.” We are pleased to respond to your request.

Unfortunately, the list of recent Federal regulatory actions that have had or may have a negative
economic impact on the agriculture sector is long. The attached chart outlines some of the more
important regulatory actions that have recently occurred or are in the process of being
implemented. Where appropriate, we have identified specific remedies to the rule in question or
more general reform of the rulemaking process that might help prevent a recurrence of abuse in
the process.

The attached chart is not exhaustive. We have done our best to.identify these immediate issues
but also wish to draw your attention to additional policy matters that merit the committee’s
attention. I will elaborate on these in a supplemental submission to the committee but I would
like to draw your attention here to several matters that we believe also have significant economic
implications, as well as due process concerns of the regulated community.

1. Use of settlement agreements. In a number of instances, EPA has utilized unilateral
settlement agreements with environmental organizations to achieve policy ends outside
the normal APA process. This is a serious matter that deserves the committee’s scrutiny
and we would urge that you share your findings with the House Committee on the
Judiciary, which has jurisdiction over the Administrative Procedures Act.

2. Non-disclosure of disbursement of public funds. The United States government pays
" millions of dollars annually in court costs and attorney fees to environmental activists
and others who file actions against the United States. This money is paid from a
Judgment Fund, and in some cases is paid from agency budgets. Entities do not have to
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win their cases in order to be awarded fees and costs. In many cases, agencies settle with
these groups and pay their costs. Until 1995, the Administrative Conference of the
United States filed reports on some of these expenditures, and the Department of Justice
filed reports on money paid from the judgment fund. In 1995, the ACUS was
deactivated, and reporting requirements by DOJ were repealed as part of a paperwork
reduction effort. These funds are now paid to groups that sue the government, and there
is no accountability for these taxpayer funds being spent. ACUS was reauthorized in
2010 and public disclosure of these disbursed sums should be made.

3. Use of computer modeling. Use of computer models received much attention in the
context of the global warming/climate change debate and the committee should look into
the use of computer models in its review. Two recent instances of concern are the
computer model used by EPA in its Chesapeake Bay TMDL and EPA’s announced
intention to give particular weight to modeling scenarios in determining NAAQS
compliance even when actual data may conflict.

4. Data Quality Act. The committee may wish to evaluate whether the Data Quality could
be strengthened by amending the law to provide for judicial review of such
determinations.

We strongly support your committee’s effort to exercise its oversight authority in this area, and
we would encourage you as well to share your findings with the relevant committees of
jurisdiction so that they may evaluate possible changes to the underlying statutes when
appropriate. We will be pleased to work with you as the committee proceeds with its inquiry. If
you have any questions about this subject, please contact Paul Schlegel at (202) 406-3687.

Sincerely,

Bob Stallman
President
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Saxby Chambliss, U.S. Senator for Georgia

Press Relesses

CHAMBLISS, ROBERTS URGE :
ADMINISTRATION TO REVIEW PENDING
REGULATIONS TO EASE COSTLY BURDEN ON
AGRICULTURE

Jan 26 2011

‘Washington - U.S. Senator Saxby Chambliss {R-Ga.), Ranking Member of the Senate
Agriculture Committee, and U.S. Senator Pat Roberts (R-Kan.) today sent a letter to Cass
Sunstein, Administrator of the Office of Information and Regulatory Affairs {OIRA) ot the
Office of Management and Budget (OMB} urging him to reduce burdensome and ineffective
regulations impacting farmers, renchers and rural America. Consistent with President
Obama’s January 18th executive order, the Senators include a list of regulations and proposals
that OIRA should consider a priority for review given the substantial and unjustifiable cost on
stakeholders. In the tetter, the Senators said they want that the admini will
review the actions by the U.S, Department of Agriculture (USDA) and the Environmentat
Protection Agency (EPA) and swiftly implement corrective action.

Text of the letter to Administrator Sunstein is below:
January 26, 2011

The chorab}é Cass Sunstein

Administrator

Office of Information and Regulatory Affairs
The Office of Management and Budget

725 {7th Street, NW

Washington, DC 20503
Dear Administrator Sunstein:

We write as a follow-up to your recent conversation with Senator Chambliss regarding the
grave congems we have about a significant number of regulatory proposals by the Obama
Administration. These proposals will impact the 1.S. agricuiture industry as well as jobs and
wealth creation in rural America. We are most interested in the executive order refeased last
week by President Obama and, importantly, the impact of this measure as it is implemented
by leadership at the Department of Agriculture and Envi i P ion Agency.

As stated in the executive order, “some sectors and industries face a signiﬂcant number of

regulatory requirements, some of which may be redund: i or overlapping.”
Furthermore, the executive order mandates that ¥, .each agency shall attempt to promote such
coordination, simplification and h ization” across agencies. Agriculture is such an
industry under the jurisdiction of multiph ies where dination is y to ensure
the exccutive order’s goal of * ic growth, § ion, competiti , and job

creation.”

We ars fully supportive of any effort to reduce burdensome and ineffective regulation.
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Therefore, we wish to draw your attention to the following measures which we believe will
have a substantial and unjustifiable cost on production agriculture and rural communities
across our nation. In addition to expressing our continued concern about these provisions, we
hereby request a review and subsequent analysis by your office as fo whether each of these
proposals is consistent with the essence and requirements of the January 18th executive order.
Finally, once such analysis is complete, we ask that your staff be made available to present
your findings to our staff and the staff of other Senators concerned about these matters.

Thank you for your prompt attention to this request.
Sincerely,
U.8. Senator Saxby Chambliss

U.S. Senator Pat Roberts

REGULATORY ACTIVITY OF CONCERN FOR AGRICULTURE AND RURAL
AMERICA

(A) EPA

(1) PESTICIDES

a. NPDES permits— This is scheduled o go info effect on Aprit 9, 2011, 1t will require 5.6
miltion applications of pesticides by 365,000 appli to have NPDES permits to apply
pesticides. It will cost $50 million and require one million hours per year to implement.

httpeflefpub epa govinpdesthome. cfinprogram_id=410

b. Atrazine — In the falf of 2009, in response to 2 New York Times article, EPA announced an
unscheduled re-review of atrazine. Atrazine was favorably reviewed by EPA in 2006 and is
scheduted to begin registration review in 2013, EPA’s decision on atrazine could establish a
precedent for other pesticides. hitp:/www .epa.goviopn00001 /reregistration/atrazine/

¢. Endangered Species Act - Courts are imposing arbitrary limits on pesticide use, mostly by
requiring large buffers along streams, in order to protect end species, The inty
that these actions have created is then greatly bated by the Administrati failure to
establish a process through which the U.S. Fish and Wildlife Service and National Marine
Fisheries Service can consult with EPA on endangered species issues as they are required to
do by statute. Such failure to coordinate is creating serious jeopardy for agriculture as
environmental groups recently filed suit against EPA alleging that its pesticide regulatory
process does not take into account the effects of pesticides on endangered species,

hitp:/fwww.epa.goviespy/

hitpa/fwwew. bidlogicaldiversi releases/201 pesticides-01-20-201 L htm]
d. Risk A Process/F iotiary Principle ~ In D ber 2009, EPA p dto

revise its risk assessment methods related to agricultural workers, their children and pesticides
with no food uses. This is a significant change 1o the agency’s risk assessment methodology
and is not required by FIFRA. It would add an additional ten-fold safety factor for

1 risk. httpo//ww.epa. icid ith/iworker-rske- thiml
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{2} WATER

a. Clean Water Act Strategy ~ In 2009, EPA bepan to develop a series of aggressive Clean
Water Act initiatives, Agriculture is the chicf focus of the effort, The problem is not that
EPA is developing new strategies and plans for improving water quality, but it is how the
agency is going about doing it. Agriculture has not been impressed with the promises of
openness and transparency. Agriculture groups are routinely not included in meetings and
strategy sessions and the groups® concerns about hasty decision making without thorough
analysis are frequently dismissed. For example, only a few from the agricuiture community
were invited to attend EPA’s strategy workshop held in August 2010,

<//blog.epa.poviwaterforam/2010/08/drait-clean-water-strategy-is-released/

b. Numeric Nutrient Criteria - Under a settlement agreement with an activist group, EPA has

taken over the development of numeric nutrient criteria (NNC) for Florida's waters, NNC are

3 subset of EPA’s technical water quality dard Florida esti the total

capital cost of BPA’s criteria will range from $47 to $98 billion over 30 years. At this time,

44 states have criteria under development.

http/ivosemite.epa.goviopei/RuleGate nsti §g9?b9<a 7616140 1852576h70060eb5 1735521 544244064858 5257640007645 ch)

OpenDocument

¢ Water Quality Standards Rulemaking — On July 30, 2610, EPA announced it will propose
amendmems to the Water Quality Standards program, EPA plans to strengthen anti-

d: dards, adopt a pi ption that all U.S. waters should be fishable and
swimmable, and require state decisions to be approved by EPA. In effect, this proposal would
federalize decisions hlstoncally made by the states under the Clean Water Act.
htty/fwater.epa, it wqs_index.cfim

d. Chesapeake Bay Total Maximum Daily Load (TMDL) ~ EPA is seeking expanded
authority to implement pians to restore the Bay, Part of this effort is setting a stringent total
maximum daily load (TMDL), TMDLs are allocations by sector of allowed discharges to
certain water bodies. This will subject producers in the Bay states 10 more regulation than
producers in other states. The Bay TMIIL is expected to be used as a model for other water
bodies, such as the Mississippi River in the Midwest and the Puget Sound in the Pacific
Northwest. hitp://www.epa govichesapeakebayimdl/

e, CAFOs~ A pew regulation is planned for summer 2011, 1t is expected to require small
and medium Concentrated Animal Feeding Operations (CAFOs) to obtain permits and the use
of mare aggresswe nuirient management plans. lalso wﬂl include a presumption that ail
CAFO& h thus subjecti them to

3y AIR

a. PM 10/Dust - EPA is preparing to ider its large particulate matter (PM 10) standard. '
EPA’s Clear Air Advisory Committee has recommended lowering the standard. This is
problematic because the current standard is already- difficult for many rural counties,

especially in the West, to meet, hitp://svww epa govitin/naags/standards/pm/s_pm_index.btmi

b Gteenhouse Gas Regulations — EPA is swiftly moving ahéad with a suite of regulations

g greenk gas emisst In the short term, they will affect agriculture by
creating additional uncertainty and slowing the recovery of the economy In the long term,
they will raise prods costs for prod and

http/fwwew epa goviclimatechange/initiatives/index himi
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(4) OTHER

a. Dioxin Risk Assessment — EPA is considering a cancer risk factor that will cause nearly afl
agricultural products to exceed the agency’s level of concern. Since 2000, the incidence of
dioxin contamination has dropped 90 percent,

hitp:Acfpub.eps govingea/CFMmeeaQF ind e fmTkeyward=Dioxin

b, Arsenic Risk Assessment — EPA is considering a cancer risk factor that will cause virtually
ait soils to exceed the agency’s target risk range. This means rice, wheat, com mea), peanuts,
apples, lem:ce, carrots, omons, sugar, and tap water would be considered unsafe,

http: /el

¢ Urea Risk Assessment — Urea is widety used in fertilizers as a source of nitrogen. Italso is
an important raw material for the chemical industry, In September, EPA announced a 60-day
public comment period and a public listening session on November 16 for the external review
of the draft human health assessment on urea,

d. Fly Ash Regulation - EPA’s preferred approach for regulation of fly ash is to declare it
hazardous waste, This would end all beneficial uses of fly ash, including agricultural uses.
Currently, it is used as a soil amendment and research shows it can be used at field borders to
he(ter capmre phosphorus runoff.

(B) DEPARTMENT OF AGRICULTURE

(1) Biotech R ly, USDA d a forum of stakeholders to discuss
alfalfa co-existence and conflicts belween supporters and critics of agncuhure blotechnology
In proposing a “partial deregulation” with isolation di and
based entirely on perceived economic consequences resultmg from the commercxahzatmn of

i i d alfalfa, the Dx has introduced political iderations that
exceed their statutory Buthamy zo regulate the introduction and movement of plang pests. The
ion of the co-exi ion within the 'y process signals the

Department’s willingness to elevate the precautionary principle as a fundamental tenet of
decision making rather than established procedures as set forth by years of science based rigk
assessment. The Department plans to issue a record of decision on GE alfaifa the week of
January 24th, htip:/Awww.anhisusda, hnol Ifalfa_documents.shtml

{2) Trade- USDA intends to propose modifications to the Foreign Market
Development and Market Access Programs that have the potential fo reduce their
effectivencss in increasing U.S. exports. At present, these programs are operating optimaily
and Rilfitling all of the goals of the President’s National Export Initiative by including small
and medium-sized enterprises as required by law.

(3) Livestock markefing- In Junc of Jast year, the Grain Inspection, Packers and
Stockyards Administration {GIPSA) published a proposed rule that would make historic
changes in the rules g ing production and marketing of k. The draft rule has
come under significant criticism from industry as well as Congress as to substance and a lack
of economic analysis conducted before the proposal was published,

http:Hfarchive.gipsa.usda lomaking/fr10/06-22- 10.pdf

{4} Crop insurance- In early January, the Risk Management Agency (RMA) unveiled
a proposed rule that would reward farmers participating in the federal crop insurance program
for good performance. As proposed by RMA, the “Good Performance Refund” Program does
not appear to meet the spirit of the new executive order. First, instead of utilizing an electronic
delivery mechanism that is already in place, the proposal would require the Treasury or
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USDA to issue hard copy cheeks to eligible producers. Secondly, the proposal fails to comply
with the statutory requi that producer per be based on region, By failing to
take geographical differences under consideration, RMA's propasal disproportionately
benefits producers in regions with favorable weather conditions. Finaily, the agency has
aliowed only 15 days for public http/fwww, oma,usda, e0s/201 Vporprpdl

Current record

Chambliss Reaction to President Obama’s State of the Union Address
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Senate Committee on Agriculture, Nutrition & Forestry
Agriculture: Growing America’s Economy
Questions for the record
Mr. Keith Creagh
Thursday, February 17, 2011

Senator Pat Roberts
1 often say that Washington needs to be a partner - not an obstacle -- with U.S.
farmers and ranchers to meet the challenge of doubling food production to feed
the exploding world population. As Chairwoman Stabenow and | work together to
ensure that need is met, | am interested in your perspective on the ever
increasing regulation of agriculture. Specifically, | would like to know from your
position of leadership both in agriculture and economic development -- what
regulations or regulatory proposals do you believe pose the greatest threat to
continued growth in the agriculture sector of your state?

Thank you for the opportunity to address your question from Michigan’s perspective.

As you are aware, the challenges being faced by the food and agricultural industry are
numerous and complex in nature. The American Farm Bureau and the letter you sent
to Administrator Cass Sunstein of the Office of Management and Budget provide a
thorough list detailing a number of concerns pertaining to regulatory inconsistencies and
issues at the federal fevel. These issues arise because of the myriad of guidance
documents, rules, regulations and statutes that pertain to the food and agricultural
industry. Although some would argue that the statutes are science-based and
potentially well-intended, it is the approach, interpretation, implementation and overlap
of the various regulatory requirements that is cause or reason for concern.

Statutes enacted generally address specific areas of concern, e.g. the Federal
Insecticide, Fungicide, and Rodenticide Act (FIFRA), Clean Water Act (CWA),
Endangered Species Act, Food Safety Modernization Act, and Clean Air Act, but rarely
are their collective impact on any one sector considéred. The agricultural sector is
somewhat unique in that it primarily uses an open system (not a “facility”) that produces
a product (food) that has a universal benefit. The duplicity and conflict within and
between the various statutory requirements erodes the producer’s ability to make
decisions and maximize efficiency. If the regulatory framework and construct would
seek compliance rather than punitive damages, and assist producers in the
implementation of practices under the various statutes, then many of the concerns of
the farm and ranch community would be diminished. A couple of recent examples
include:

Biotechnology
As technology advances and the scientific review becomes more complex, there exists

the potential and reality that decisions will be made by forces outside the regulatory
Agency. The recent debate and subsequent court case pertaining to Roundup Ready®
sugar beets is an excellent example of this occurring. USDA’s review of the Roundup
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Ready® sugar beets permit and the process used provided the impetus for those
opposing the decision to seek a preliminary injunction in the District Court. On February
25, 2011, the 9" Circuit Court of Appeals overturned that decision and found that
APHIS’s permitting of “steckling plants” appears to follow the Supreme Court’s blueprint.
However, the uncertainty prior to the 9" Circuit Court decision caused concern and
negatively impacted Michigan sugar beet growers as they “scrambled” to find alternative
seed sources that are not as generally productive. It appears as though the recent
decision has resulted in a “workable” short-term solution that will still result in increased
costs on the farm.

Duplication of Efforts

In the spring of 2011, in response to a 8™ Circuit Court decision, EPA is planning to
propose a new permit program that duplicates a system that already adequately
regulates the application of pesticides. Currently, pesticides and their use are
appropriately regulated under FIFRA. This court decision and EPA’s response to
require a National Pollutant Discharge Elimination System (NPDES) general permit
under the CWA is duplicative, provides no additional environmental benefit, and ignores
the regulatory construct of FIFRA. Further, the redundancy in the system adds direct
costs and provides little, if any, benefit to the process (either for the farmer or the
environment). 1t is estimated that this duplication will cost an additional $50 million and
require one million hours per year to implement.

In 2009, EPA began developing Clean Water Act initiatives, with agricuiture being one
of the sectors of focus. The challenge is not that EPA is developing new strategies and
plans for improving water quality, but it is how they are going about it. Agriculture is
concerned about the lack of openness and transparency, and is routinely not included in
meetings. The traditional stakeholders involved in the Clean Water Act are typically
facility-related point sources, and are not necessarily the same stakeholders invoived in
production agriculture. A recent example is the Chesapeake Bay Total Maximum Daily
Load (TMDL) effort. It is laudable that EPA is seeking additional means to restore the
Bay; however, part of the effort is setting stringent TMDLs without adequate information
or consideration of the impact on production agriculture. Constructive dialogue with
those in agriculture would yield tangible results that could be implemented in a cost
effective manner. This could be accomplished by targeting existing Farm Bill programs
in priorities areas.

In Michigan, a stakeholder-driven approach was implemented as Governor Snyder
recently signed legislation that codified the Michigan Agriculture Environmental
Assurance Program (MAEAP). MAEAP is a proactive, voluntary program that
addresses environmental risks on all farm types and all farm sizes. The program uses
technical assistance and recognized standards (such as those developed by the Natural
Resources Conservation Service) to achieve economically viable, farm-specific
environmental solutions verified by the Michigan Department of Agriculture and Rural
Development. Our goal is to complete 5,000 verifications by the end of 2015;
representing 80% of production acres. This approach of working with the farm
community and a diverse stakeholder group to achieve desired outcomes, whether it be



122

environmental, food safety or animal welfare, can be a cornerstone for future efforts. A
“one size fits all” regulatory approach is not effective and will continue to have negative
consequences for production agriculture.

In conclusion, each of the above examples has an impact on a farmer’s ability fo
maximize efficiency and construct long range management policies predicated on
production cycles. We collectively need to continue to allow farmers to farm, while
meeting the intent of the statutes. It is incumbent that we align policies and strategies to
work with agencies to achieve resuits that will enable agriculture to be a profitable and a
robust economic provider for rural economies. Thank you again for the opportunity to
comment, and | look forward to working with Chairwoman Stabenow and yourself to
help grow the nation’s food and agriculture industry.
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Senate Committee on Agriculture, Nutrition & Forestry
Agriculture: Growing America’s Economy
Questions for the record
Dr. Joe Outlaw
Thursday, February 17, 2011

Senator Pat Roberts

I appreciate you sharing the financial condition of the model farms in your
database. It was interesting to see that, even with the positive outlook for
agriculture presented today, 20 percent of the crop farms are in the “poor”
category — meaning they have a greater than 50% chance of loss in real equity and
cash flow shortfalls.

From your analysis, why are those farms considered to be in poor condition?

Answer: Working with our representative farms, we have found the cost of
production for crops varies widely across the United States. Differences in land
productivity and weather, among other regional factors, generally leads to some
farms having much higher costs of production than others. Our farm results can
be impacted by regional droughts that lead to debt accumulations that also have to
be worked through. To moderate these regional differences we start a seven year
analyses with two years of actual prices and yields before we start using the
Baseline prices. When a weather event triggers low yields in a pre-Baseline year
the cash flow carries into the projection period, which shows the real cash flow
problems farmers are experiencing. =

As you know, the President’s Budget Request released this week proposes farm
program changes, including a reduction in the direct payment limitation cap from
$40,000 to $30,000 and tighter restrictions on adjusted gross income (AGI) limits.

In your opinion, what will be the impact of this policy change in farm country? If
we continue to lower payment limits to the point farm programs no longer cover
producers that derive most of their income from farming, what are the potential
impacts on production and profitability knowing that commodity markets are
cyclical?

Answer: In the past, tighter payment limitations have had a relatively small
impact on commercial farms (the 10-15% of farms that are responsible for 85% of
production) because of the three-entity rule and the $2.5 million limitation on
AGI. With direct attribution of payments that was included in the 2008 Farm Bill,
we would expect a much larger impact from lowering the direct payment limit
and AGI limits. Our nearly 30 year history of studying the costs of production on
farms in the United States has helped us understand that commercial producers
are not always the lowest cost producers. The constant drive to become more
efficient leads them to take on more debt by acquiring land and technologically
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advanced equipment. In a perfect world, spreading their costs over more acres
and equipment that either replaces labor or allows for more acres to be covered in
a shorter timeframe will lead to lower costs — but this does not happen instantly
nor automatically and not without significant capital costs.

We feel that tightening payment limitations on commercial farms effectively
reduces the safety net that our Nation has for our producers. It makes very little
economic sense to reduce the safety net for those responsible for the majority of
the production given the increased price volatility currently being experienced.

Given the current state of appropriations, and your traditional funding sources,
what do you see happening to the Agricultural and Food Policy Center should
funding not be included in the Continuing Resolution or future appropriations
bills? Do you see formula funding or other means as a possibility to help
continue the work you do on behalf of Congress until the issue can be more fully
addressed in the upcoming Farm Bill?"

Answer: Without a new source of funds to replace the recently eliminated
Congressionally directed funds we have relied on for more than 25 years, the
Agricultural and Food Policy Center would lose our ability to update our one-of-a
kind dataset of representative farms. We would have limited ability to assist
policymakers and staff evaluate agricultural policy changes in the pending farm
bill.

Formula funding that is currently being provided to our state is of limited help as
those funds are currently being directed elsewhere by agency administrators.
Congressional increase in formula funding would likely see the money go to these
same programs and not be received by the Agricultural and Food Policy Center.
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Senate Committee on Agriculture, Nutrition & Forestry
Agriculture: Growing America’s Economy
Questions for the record
Secretary Tom Vilsack
Thursday, February 17, 2011

Senator Pat Roberts

1) Mr. Secretary, the Administrator of the Environmental Protection Agency has the authority to
waive the requirements of the Renewable Fuel Standard (RFS) in whole or in part if there is
inadequate domestic supply to meet the mandate OR if the “implementation of the requirement
would severely harm the economy...of the United States.”

As you note in your testimony, corn stocks are at historically low levels and demand
remains very strong, possibly moving higher than their 2008 peaks. How low do com
stocks need to be in order for EPA to finally modify the RFS and relieve pressure on the
livestock industry and other stakeholders?

Response: While corn stocks are expected to be at historically low levels next year, I
do not see the need to advise the Administrator of the Environmental Protection
Agency to waive the requirements of the RFS at this time. While the market for
corn is expected to remain tight over the next year, we expect there will be ample
production to meet demand. We are currently expecting the area planted to corn
will increase by almost 4 million acres this year and yields to return to normal
levels. If that occurs, US corn production for the 2011/12 crop year will be 13.7
billion bushels; an increase of 10 percent ever 2010/11 production levels. We will
have better information on corn acres when our National Agricultural Statistics
Service publishes its Prospective Plantings report at the end of March. We will
continue to monitor the demand and supply situation over the year.

It is also not clear whether temporarily reducing or waiving the RFS would have a
significant impact on ethanel production. For example, in 2010 the U.S.
Department of Energy estimated that U.S. ethanol production was about 13.2 billion
gallons. That production level is greater than the amount of starch-based ethanol
that can be credited toward the RFS for 2011. This suggests that the current high
gasoline prices are creating an economic environment where it remains profitable to
blend starch-based ethanol into gasoline, in spite of the high commodity prices.

2) What affect does President Obama’s Executive Order issued January 18, 2011 regarding
improving regulations and regulatory review have on the Grain Inspection, Packers and
Stockyard’s Administration proposed rule issued nearly six months earlier on June 22, 20107
Since the rule has yet to be finalized, will it go through the additional scrutiny as outlined in the
Executive Order or will it go through the process in place before the Order was issued?

Response: Our goal is to have a workable, feasible, and commonsense rule. We
believe the final rule which will be published by the Grain, Inspection, Packers and
Stockyard’s Administration (GIPSA) will be consistent with President Obama’s
Executive Order. I have directed our Chief Economist to lead a team which
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includes economists from across the Department to analyze and address comments
on the cost-benefit analysis of the GIPSA Farm Bill rule.

Senator Patrick Leahy

1) Following the devastating record low prices that hit the dairy industry in 2008 and 2009, you

2

established the Dairy Industry Advisory Committee in August of 2009. The Committee was to
advise you on policy issues impacting the dairy industry including farm milk price volatility and
dairy farmer profitability. The Committee was to provide a report with recommendations on how
USDA can best address the issues facing the dairy industry and meet the industry’s needs in both
the near and long term.

Now over a year and a half since the committee was first established, we have yet to see the final
recommendations and report. I fear that as dairy prices begin to rebound we could loss the
momentum necessary to enact true dairy reform. We have lost many dairy farms in Vermont
since prices plummeted and I believe that we must make meaningful improvements to dairy
policy in this country that will address volatility and protect our nations small dairy farmers.
When can we expect to see the final report?

Response: T am extremely pleased with the hard work of the Committee. They have
dedicated a tremendous amount of time and effort in examining the issues facing the
dairy industry and making public policy recommendations. The committee
delivered their final report on March 16, 2011.

And do you feel that it represents a clear path forward to address price volatility and farmer
profitability?

Response: I feel the report offers some sound guidance on ways to improve the
profitability of dairy farmers as well as reduce the volatility in dairy markets. The
report accurately points out that there are no easy solutions, but it does present
some very well thought out ideas. :

Senator Ben Nelson
I am heartened by USDA’s forecast for a record high in U.S. agricultural exports for FY2011.

Looking at the Department’s forecast it appears our beef exports are getting close to their levels
before the BSE bans in 2003 and our pork producers could be looking at a 10.5 percent increase
in exports.

T also believe these positive trends are will only continue with the eventual passage of the Korean,
Columbian, and Panamanian Free Trade Agreements, which will allow us to meet the National
Export Initiative’s goal of doubling exports in five years.

My concern today, however, is the increasing use of protectionist sanitary and phyto-sanitary
measures by some of our trading partners to restrict pork, beef, chicken, and other U.S. farm
products. These are some of America’s biggest exports, and vital to U.S. farm incomes. Some
examples are:
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China and Taiwan restrict imports of U.S. pork because of ractopamine, even though a Joint
FAO/WHO Expert Committee on Food Additives risk assessment has found that ractopamine is
safe.

Japan still restricts imports of U.S. beef because of BSE, even though the OIE has found our beef
is safe. :

Russia and the EU restrict imports of U.S. poultry because of non-science based restrictions on
certain antimicrobials.

As you are aware, all of these issues fall within the purview of the Codex, which is the UN
organization charged with developing international food safety standards..

But the European Union and China have blocked a CODEX ractopamine standard for 3 years
despite the Joint risk assessment finding that ractopamine is safe.

Further, T understand that the Codex Committee on Residues of Veterinary Drugs in Food
{CCRVDF) just recommended adoption of the EU’s proposal for a “negative list.”

I'm concerned that the negative list concept could be expanded to other issues like hormones,
antimicrobials, and GMO foods, where the U.S. and EU have longstanding differences.

As such, will USDA in its role in the U.S. Codex delegation fight for a science-based
ractopamine standard?

Will it work to oppose the recommended “negative list that could put our exports further at risk?

What steps is the Department and the Administration taking to strengthen our standing in
CODEX and overcome these protectionist hurdles by our trading partners?

Mr. Secretary, I think you and I both agree that Free Trade is essential for our producers, but it
also must be Fair Trade. )

Response: The United States is strongly committed to ensuring that the Codex
Alimentarius Commission (Commission) continues to set international standards
based on sound science. To that end, USDA, USTR, and the other Federal agencies
involved in the work of the Commission have vigorously advocated the adoption of
a maximum residue level (MRL) for the veterinary drug ractopamine as a Codex
standard. An international panel of scientific experts evaluated ractopamine and
concluded that the MRL for this compound provides for the safe consumption of
beef and pork. The Codex Committee on Veterinary Drug Residue in Foods
(CCRVDF) forwarded the ractopamine standard to the Commission for adoption,
and the issue of ractopamine was the subject of prolonged debate at the
‘Commission’s session in July 2010. During this debate, the U.S. Delegation
emphasized the need to adhere to Codex’ science-based principles, and that
opposition to this standard undermined the scientific basis for decision-making in
Codex, thereby devaluing Codex as an international standard-setting organization.
Debate on this issue was suspended, to be resumed at the July 2011 session of the
Commission. We have used, and will continue to use, this interval to consolidate
international support behind the U.S. position regarding the veterinary drug
ractopamine.
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The U.S. Delegation to the CCRVDF has consistently objected to the creation of
negative lists. The United States recognizes the value of Codex providing countries
with risk management guidance based on independent scientific advice, and the U.S.
Delegation has strongly encouraged CCRVDF to provide Codex member countries
with comprehensive risk management information, featuring a broad range of
options, for all veterinary drugs that have been subject to independent international
scientific evaluation. The United States has taken a leadership role in the work of
-CCRVDF to promote the position that it is more appropriate for Codex to provide
risk management advice to natienal regulatory authorities than to simply establish
“negative lists” of veterinary drugs that should not be used in food-producing
animals.

It is important to nete that significant work continues to be accomplished in Codex
despite this handful of contentious issues. 'Codex has adopted several hundred
standards, guidelines, and codes of practices over the past 3 years. These science-
based standards help facilitate the smooth flow of a projected $135.5 billion in U.S.
agricultural exports.

2) Secretary Vilsack, I understand the Department has concerns regarding a worldwide shortage of
sugar, which too has been impacted by extreme weather conditions, much like wheat, corn and
other commodities around the globe.

This will certainly have a cost impact on both food processors and consumers,

As such, I want to thank you for the hard work you and the Department put into its decision
regarding Roundup Ready sugar beets.

My understanding is a USDA study indicated that halting the use of Roundup Ready beets would
have caused sugar beet production to plunge by 37 percent in the U.S., having a devastating
impact on jobs and rural communities; while placing additional strain on ever growing food
prices.

T applaud the fact that the USDA has made this decision based on sound science after a careful
review process and not politics.

This was extremely important to my producers back in Nebraska — particularly in the Panhandle,
which you had the opportunity to visit with Secretary Salazar — where we have over 300 sugar
beet growers that produce 55,000 acres and more than 1 million tons of beets annually.

Granted this isn’t as much as Michigan’s sugar beet crop, but we try and keep up.
Could you briefly touch on how you envision the framework laid out by APHIS will be

implemented to ensure that our producers wishing to plant Roundup Ready beets will not be
prevented from getting into the fields with unnecessary costs or paperwork?
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Also, I would like to hear what the timeline is for the Department completing the final
Environmental Impact Statement with Roundup Ready Beets — in particular if you believe it will
be done in time for producers making 2012 planting decisions?

Response: On February 4, 2011, USDA arnounced our decision that Roundup
Ready sugar beet (RRSB) root crop, when grown under APHIS-imposed conditions,
can be partially deregulated without posing a plant pest risk or having a significant
effect on the environment. Additionally, RRSB seed crop can be grown under
APHIS’ permitting process. We imposed the partial deregulation and the related
conditions in response to a supplemental petition for partial deregulation. The
court ordered that we complete an Environmental Impact Statement (EIS) before
we could begin to consider full deregulation. APHIS is continuing to work on that
EIS for RRSB, and we expect to complete it by the end of May 2012.

Based on the Environmental Assessment we produced, we reached a finding of no
significant impact for partial deregulation of root crop and permitting of seed crop.
Briefly, the restrictions on RRSB root crop, which are enforced through compliance
agreements between APHIS and the sugar beet cooperatives or processors, include
geographic restrictions on where the crop can be grown, surveillance and
monitoring requirements, equipment handling procedures, personnel fraining,
reporting, and movement and handling standards.

For RRSB seed producers, mandatory conditions would centinue to be imposed
through the permitting process. Those conditions include geographic restrictions,
isolation distances, recordkeeping and reporting, movement and handling
standards, training, and monitoring. :

‘We recognize that producers have concerns about costs to comply with the
conditions and recordkeeping requirements, as outlined in a lawsuit recently filed in
the U.S. District Court for the District of Columbia.

APHIS will provide technical guidance to producers, and is ready to answer any
questions and provide any assistance and guidance they may need.

3) Tappreciate the Department is conducting a cost-benefit analysis of the proposed GIPSA rule.

I'think this analysis will help give our producers confidence that the Department has thoroughly
reviewed their proposal and the ecopomic benefits and consequences that could come with it.

My question is given that the Cost-Benefit analysis is being conducted outside the comment
period on the overall GIPSA rule, will producers have the opportunity to provide comments on
the cost-benefit analysis the Department provides?

Response: GIPSA received over 61,000 comments on the proposed rule and the
agency is currently reviewing and analyzing these comments to ensure all issues are
properly considered and whether certain changes should be incorporated into a
final rule. ‘Before a rule may be issued, the Department will conduct a more robust
cost benefit analysis, address the comments received, and clear the rule through the
Office of Management and Budget.
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Upon publication of the proposed rule, GIPSA specifically requested comments on
the cost-benefit analysis on certain aspects in the proposed rule. Producers and
other members of the livestock industry submitted a wide array of comments and
economic analysis in response to this particular call for information. At my
request, USDA chief economist Dr. Joseph Glauber has assembled a team of
economists across USDA to begin work on the updated cost/benefit analysis as part
of the rulemaking process. The team will begin with an analysis of the comments,
paying particular attention to any economic analysis that was submitted as
comments and then model conclusions about the économic effects of any regulatory
changes.

Senator Kirsten E. Gillibrand

While dairy prices for 2011 are predicted to stabilize between $17 and $18 per hundredweight,
the volatility in dairy prices that we’ve experienced in recent years has been unprecedented, and
can be at least partly attributed to the existing use of end-product pricing. In 2009, New York’s
dairy producers saw their income cut by over $500 million in the year alone. One suggested
alternative to this method of dairy pricing is the use of Competitive Pay Pricing methodology. As
we begin work on the dairy title of the 2012 Farm Bill, it would be helpful to have the data
available to compare the prices created under a competitive pay pricing system with the current
end-product pricing, so that we can make informed and thoughtful decisions about the best way to
achieve stable, fair, and adequate prices for our dairy producers. Iwould like to ask for your help
in beginning this data collection effort.

Response: USDA has identified several varieties of alternative competitive pay
prices using different competition assumptions and methodologies. (See

http://www.ams.usda.gov/AMSv1.0/getfile?dDocName=STELPRDC5085528 )
These are concepts that can be applied to various geographic markets within the

US. USDA has not yet collected data for any of these concepts since no unregulated
or deregulated areas exist within current Federal milk marketing areas. However,
we have initiated steps toward constructing meaningful data by maintaining contact
with industry economists who can offer insight and suggestions on appropriate
assumptions.

As you mentioned, dairy prices are predicted to be stronger in 2011 than we’ve seen in 2010 and
2009. However, high energy and feed costs are predicted to result in below average marginal
returns for dairy producers. USDA has established a framework for protecting dairy producer
margins through the Livestock Gross Margin Dairy Insurance Program, I applaud the recent
improvements to the program’s payment calendar and premium rates. As a result of these
changes, we have seen a growing interest in this program among our dairy producers.
Unfortunately, we are now hearing that LGM dairy may soon run out of funds for the rest of the
year. As you know, Mr. Secretary, dairy farmers have not had very good tools to help manage
price risk in a global market. Can you assure us that dairy farmers who sign up in the next few
months will get into the LGM Dairy program? Are there other ways that we can partner together
to help protect profitability margins for dairy producers?
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Response: As you note, on August 12, 2010, the Federal Crop Insurance
Corporation Board of Directors approved several improvements to Livestock Gross
Margin for Dairy Cattle (LGM-Dairy) plan of insurance. These improvements were
incorporated into the policy available for purchase starting December 17, 2010.
The improvements, which were requested from the dairy industry, included,
making a premium subsidy available and revising the timing of the premium
payment until after the end of the coverage period.

These changes have resulted in a dramatic increase in sales in many parts of the
couniry. Before the change, RMA had insured about 1 million hundredweight of
milk (from July-November of 2010). Since the change, RMA has insured about 34
million hundredweight of milk (December 2010-February 2011).

Section 523(b)(10) of the Federal Crop Insurance Act (Act) limits funding (A&O
costs and premium subsidy) for this and 7 other livestock pilot programs to a
maximum of $20 million per fiscal year. Originally, the $20 million was prorated
among the livestock programs as they became available and for years, no program
reached its limit. With the completion of the February 25 sales period, RMA has
about $3.5 millien in funding remaining for the rest of the fiscal year. If sales
continue on their current pace, LGM-Dairy will exhaust the remaining funding
during the March 25 sales period and once reached, no new policies will be
accepted.

3) Historically, higher commodity and energy prices have led to sustained increases in retail food
prices. In the period between 2007 and 2008, which was also characterized by high commodity
and energy prices, the Consumer Price Index (CP) for food rose by an average of 4.7 percent. As
you mentioned, for 2011, the CPI for food is currently forecast to increase by 2 to 3 percent. This
means that American families will face higher prices for basic staples. Last year, 4.95 billion
bushels of corn were used as the feedstock for ethano! production. To what extent do you
attribute the diversion of corn as a source of energy to the rise in food prices? And how can we
better tailor or renewable energy policies to advance the production of biofuels without inflating
prices at the grocery store?

Response: A variety of factors have contributed to changes in the price of food. Of
note, it is important to realize that the farm value of overall consumer food basket is
relatively small. Based on recent analysis from the Economic Research Service, only
about $0.16 of every dollar spent by consumers in the United States on food goes
toward farmers for the sale of raw commodities. The additional $0.84 accrued to
industries in all post-farm activities. While added demand such as the added
demand for corn due to ethanol production will increase the price of corn, the price
of corn is only a small component of the cost of food to consumers.

With respect to the future of biofuels, USDA is committed to the development of
biofuels beyond corn-based ethanol. In early February, the Department announced
a series of policy changes to increase the production and use of renewable energy.
The changes increase the amount of financial assistance available for biorefinery
loan guarantees, expand the types of facilities at which bioenergy products can be
produced, and, in some cases, provide payments during the retrofitting of biofuels
facilities. We will also seek proposals to study the feasibility of providing crop
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insurance to producers of biofuel feedstocks, including corn stover, straw and
woody biomass. These feasibility studies, funded by the Risk Management Agency
(RMA) will join research efforts already underway for energy cane, switchgrass and
camelina.

Senator Saxby Chambliss

1) Mr. Secretary, as you know, the Market Access Program (MAP) and the Foreign Market

2)

Development Program (FMD) are authorized in the farm bill. Both programs are well established
with broad participation representing many different commodities and agricultural products. In
fact, most stakeholders are trade associations and farmer-owned cooperatives, representing small
and medium sized family farms.

Recently, Associated Administrator Nuzum presented several reform proposals to stakeholders
that would modify their operation under the Administration’s “National Export Initiative.” Tam
concerned regarding the impact of the proposals since your Department did not first consult with
Congress.

Can you explain the rationale for the proposed changes and assure the Committee that the
Department will not move forward without the support of the Senate and House Agriculture
Committees? '

Response: Foreign Agricultural Service (FAS) Associate Administrator Nuzum’s
remarks to the U.S. Agricultural Export Development Council (USAEDC) in
November regarding the Market Access Program and the Foreign Market
Development Cooperator Program were meant to generate thoughtful discussion on
the programs, and we welcome your input. These programs effectively increase U.S.
agricultural exports, but it is important to explore opportunities that exist to make
the programs better. FAS briefed both House and Senate agriculture committee
staff in early December regarding the proposals and solicited their input at that
time. FAS continues to engage USAEDC members on potential improvements.
When these discussions are complete, FAS intends to return to the Hill to discuss the
possible implementation of these improvement ideas.

As you know, negotiators continue to meet in the hopes of finalizing 2 WTO Doha Round
agreement this year. I am concerned that the current talks are focusing too much on domestic
support concessions within the agriculture pillar in exchange for benefits in the non-agriculture
and service sectors.

It will be very difficult to gain support in the Congress, let alone the Senate and House
Agriculture Committees if the farm safety net is offered up for market access concessions in other
areas.

What is the current state of play in the negotiations? How are you working with the U.S, Trade
Representative to ensure that the agriculture sector achieves appropriate market access
commitments in developing countries in return for existing commitments on domestic support
reductions?

Response: USDA is committed to concluding an ambitious and balanced Doha
Development Agenda (DDA) that will create additional trade flows and benefit
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America’s farmers and ranchers, as well as agricultural producers

worldwide. USDA’s negetiating team works closely with the Office of the U.S.
Trade Representative (USTR) to put pressure on key U.S. trading partners to
provide clarity on how they intend to apply their DDA agricultural market access
flexibilities.

On March 29, 2011, Ambassador Michael Punke, who serves as Deputy United States Trade
Representative and U.S. Ambassador and Permanent Representative to the World Trade
Organization (WTO) in Geneva, Switzerland, addressed the status of the negotiations in a
statement to the WTO Trade Negotiating Committee noting that:

» “Clearly the negotiations are not advancing at this point as we have all hoped -- and
the gaps among Members remain wide.”

¢ “In agriculture, we give credit to key partners for being transparent with us as to how
they plan to employ their flexibilities. Unfortunately, what we learned confirmed
our worst fears - that we would see no new market access on our major agricultural
export interests. This represents a major gap.”

e “The United States is committed to working hard in coming weeks to find productive
ways forward and we continue to be open to a full discussion with any and all
Members to explore this question.”

U.S. commitments on domestic support must be part of a package that contains
commitments to improved agriculinral market access from both developed and
developing countries, especially from more advanced developing economies like
China, India, Brazil, and South Africa. While there is excellent potential for lower
tariffs from the DDA’s Tariff Reduction Formula, certain developing country
flexibilities, such as the Special Safeguard Mechanism (SSM) and Special Products
treatment, could undermine our market access gains. To this end, we are actively
engaging these key U.S. trading partners to seek greater clarity in an effort to
maximize those gains.

3) Asyou are well aware, China has fast become the top market for U.S. agriculture exports. Asa
key destination for cotton and soybeans, among other products, China is an important trading
partner. :

What are the most pressing challenges we face in China and how do build upon past progress and
grow the export market in a mutually beneficial way?

Response: Since China’s 2001 accession to the World Trade Organization, it has
rapidly ascended to become the number one export market for U.S. agricultural
products. In calendar year 2010, China purchased over $17.5 billion of U.S.
agricultural exports. Qur FY 2010 soybean trade to China alone accounted for over
nine percent of all U.S, agricultural exports to the world for that year. Our cotton
exports to China were $2.2 billien in 2010.
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To build upon past progress and grow the market in a mutually beneficial way, we
must maintain our strong bilateral relationship. The strength of this relationship is
evident today in the number of scientific exchanges that take place annually, the
namber of joint research projects underway, the many joint-venture businesses and
other investments that improve productivity and add value to our respective
agricultural economies, and the considerable growth in our bilateral agricultural
trade.

Nevertheless, U.S. agriculture faces a number of challenges with China. Of
particular concern is China’s continued ban on U.S. beef, its anti-dumping duty on
U.S. poultry parts, and slow progress to develop phytosanitary protocols for a range
of U.S. horticultural products, including apples, pears, strawberries and potatoes.
In addition, last year, USDA dealt with issues as wide-ranging as resolving China’s
quality concerns with our soybeans and corn, prolonged time-consuming approvals
for biotech events, and registration requirements for pouliry that
disproportionately affect small- and medium-sized exporters. Our experience with
Chinese officials is that they seek balance on a commodity-by-commodity basis, and
this approach of reciprocity can force us to spend large amounts of time and
energy on specific technical issues rather than the larger trade agenda.

With the significant progress we have made in U.S.-China agricultural trade as a
positive backdrop to our relationship, we are focused on encouraging the adoption
of science-based standards and demonstrating the benefits of trade across the entire
portfolio, not on individual products. USDA remains fully engaged with China to
address the specific details of these and other trade issues, and full resolution will
require a sustained, strategic approach to our relationship across all sectors, not just
agriculture.

I personally am committed to tending to this important relationship and finding
solutions to our trade irritants. One of my first overseas trips as Secretary was to
China for the 2009 meeting of the U.S.-China Joint Commission on Commerce and
Trade (JCCT) with U.S. Trade Representative Ron Kirk and Commerce Secretary
Gary Locke. I recently invited China’s Minister of Agriculture to the United States
to strengthen our strategic partnership. As two of the world’s largest producers,
traders and consumers of agricultural products, the United States and China must
continue to work together to enhance productivity and facilitate trade to improve
food security; to improve production, processing and marketing practices to deliver
safe food to consumers; and, to introduce environmentally sound practices to ensure
sustainability.

USDA’s and my emphasis on China is apparent in the amount of resources we
dedicate to our bilateral relationship. USDA has one of its largest foreign presences
in China, with thirteen Foreign Agricultural Service (FAS) and Animal and Plant
Health Inspection Service (APHIS) officers stationed in five Chinese cities; this
personal attention allows us to communicate daily with Chinese officials and traders
and assist our exporters when problems arise. We participate fully in the Executive
Branch’s standing bilateral trade and economic forums, including the JCCT and
the U.S.-China Strategic and Economic Dialogue (S&ED), to advocate for the
concerns of American farmers and ranchers. Just recently, FAS signed a
Memorandum of Understanding with China that will protect our $10.8 billion
market there for U.S, soybeans. Moreover, FAS’ market development efforts
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helped increase tree nut exports to China to $146 million in 2010, a three-fold
increase from 2005. Also, APHIS’ office in China addresses both daily irritants and
protracted SPS issues. The Agricultural Research Service has ongoing collaborative
research exchanges and programs to address areas of mutual concern, such as pest
diseases and water conservation. We have seen the benefits of our comprehensive
approach in the past few years in our engagement on market access, biotechnology,
food safety, food security, and biofuels research, to name a few areas.

4) While Secretary, you have spoke very passionately regarding biofuels and the need to promote a
domestic ethanol industry. Recent statistics highlight record exports of ethanol totaling 397
miltion gallons, with key export markets in Canada, the Netherlands, the United Kingdom, India
and the United Arab Emirates.

What is the need for continued government incentives for corn ethanol if we are competitive in
the global export market?

Response: The primary government support program to the ethanol industry is the
Volumetric Ethanol Excise Tax Credit (VEETC), a $0.45 credit to registered
blenders for every gallon of ethanol blended with gasoline. The VEETC is paid to
businesses that blend ethanol with gasoline. However, the issue of support for a
more mature industry is a good one. The Administration is considering a glide path
away from the VEETC, while supporting the domestic biofuels industry with
infrastructure improvements, as well as building out advanced biofuels production.

We recognize that the continuation of the VEETC requires Congressional action.
In 2010, the U.S. produced 13.23 billion gallons of ethanol, 12 billion of which were
blended into U.S. liquid transportation fuel. Also in'2010, the U.S. exported 397
million gallens of ethanol. Given seasonal variations in crop production and the
high world price of sugar relative to corn, it is our belief that this strength in U.S.
ethanol exports is temporary. Itis also our belief that once the relative prices of
corn and sugar return to their longer run levels, U.S. ethanol’s export growth will
weaken. In 2010, Brazilian sugar producers eained a higher return in world
markets for sweeteners than they could earn in markets for ethanol. This reduced
the supply of Brazilian sugarcane ethanol, causing it to trade at higher prices than
U.S. corn ethanol in the world marketplace.

In addition to increasing energy security, ethanol’s demand for corn creates a stable
market for America’s farmers and is a major contributor to economic development
in rural America. A Renewable Fuels Association (RFA) funded study concluded
that in 2010 the ethanol sector generated $34 billion in economic activity, displacing
$36 billion in petroleum imports while serving as an important source of
employment in rural America.
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Senate Committee on Agriculture, Nutrition & Forestry
Agriculture: Growing America’s Economy
Questions for the record
Mr. Fred Yoder
Thursday, February 17, 2011

Senator Pat Roberts

1) You note in your testimony that agriculture is in a demand driven market. This is
in stark contrast to past years when we worried about excess production. In the
grain market, a key factor in changing this has been ethanol and the renewable .
fuel standard.

Dr. Outlaw notes in his testimony that the livestock sector continues to transition
to higher and more volatile feed cost environment and that feedlot profitability is
being strained by high corn prices.

Do you believe corn ethanol is a mature market and if so, should the government
continue to extend the blenders credit or any other tax incentive that pays for
distribution infrastructure?

Should the RFS be adjusted to relieve some of the pressure on the livestock
market since they have to compete against demand from ethanol producers that
are somewhat insulated from higher corn prices?

In response to the first point of whether the corn ethanol market is a mature market yet,
let me say I think we are getting to the place where we need to move to a more market-
oriented system to provide market certainty rather than continuing to support the blenders
(oil companies) with tax credits for doing something that is already required for them to
do. Do not get me wrong, the blenders credit, or VEETC has done its job by giving the
infrastructure time to get established, as well as giving the chance to let new technology
become an intricate part of enhancing the efficiencies of producing more ethanol gallons
from a bushel of corn while providing a higher value feed product from the distillers
grain. This support has also led ethanol producers to look at new and different feed
stocks to use as the next generation of biofuels. Without giving corn ethanol production
systems room to grow and refine their systems, advanced biofuels would not be able to be
developed.

I think you need to take a similar look at the ethanol market just as we need to do as we
look for a starting point for the new farm bill. Again, you must first agree on the
principles of what you want the farm bill and ethanol policy to provide. You mentioned
Dr. Outlaw’s testimony concerning the livestock sector that is continuing to transition to
higher and more volatile feed costs, which does indeed put more strain on profitability for
them. I think in principle all end users of corn and feedgrains should have equal access to
the marketplace. Rather than subsidize every gallon of ethanol blended, or every acre of
corn and feedgrains produced, it would make more sense to find ways to embrace these
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newer more volatile markets, which is the primary way farmers and ethanol producers are
earning their profit, and take steps to enhance the underlying safety net to protect against
revenue losses due to circumstances beyond their control. Just as I heard Secretary
Vilsack testify before your committee, we can give a little money to everyone whether
they need it or not, or figure out when some entity really needs it, and only provide for
them at that time. At the same time, we need to find ways to do all this much more
efficiently and save the tax payer money when we can.

2) Like my colleagues here on the Agriculture Committee, I take very seriously my
dual responsibilities of providing strong agricultural policy and being a good
steward of taxpayer resources. We will all be pounding the pavement to educate
our colleagues on the value of farm programs, so please tell me from your
perspective: why are farm programs a good investment?

Again, as I said in my testimony, if we start out supporting the principle that the US
Government should balance the budget by reducing spending which will resultin a
reduction of the federal debt, then it seems hypocritical for us farmers to tell you to cut
any and all spending except ours. By defining what the function of the farm bill and
ethanol policy really is, or should be, there is no doubt we can not only improve the
safety net for the farm bill through revenue tools like an improved ACRE program to be
triggered when there are revenue shortfalls beyond our control, and also take a fresh look
at the ethanol industry and consider transitioning the current VEETC into some sort of
counter-cyclical safety net trigger when the relationship between the price of crude oil
and corn are disproportionate. I truly believe we can also do this for less money than we
are currently spending for these two industries.

The productivity of the American farmer is second to none in the world. The landscape
has changed, though, with many more opportunities than ever before. Managing the
added risk from these new opportunities is the most important thing we need to do as we
look forward. While the marketplace will be the primary tool all food producers will rely
on for profitability, we will still need a strong safety net to ensure both agriculture and
the biofuels industries can remain strong. You your fellow committee members have a
formidable job. But everyone needs to have the assurance that food production remains
robust for not only today, but to continue to grow to feed the growing demand the world
will require in the future. The days of having the luxury of having too much excess are
gone for now. But the American farmer will usually always eventually over-respond to
market demand, or let increased input costs put them in a precarious position of risk. The
American consumer needs to be assured that as the food environment may change, our
government has put in place ways to ensure they will always have adequate food
resources at their disposal.
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