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FOCUS ON THE FARM ECONOMY
(GROWING FARM FINANCIAL PRESSURE)

THURSDAY, APRIL 14, 2016

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GENERAL FARM COMMODITIES AND RISK
MANAGEMENT,
COMMITTEE ON AGRICULTURE,
Washington, D.C.

The Subcommittee met, pursuant to call, at 10:00 a.m., in Room
1300 of the Longworth House Office Building, Hon. Eric A. “Rick”
Crawford [Chairman of the Subcommittee] presiding.

Members present: Representatives Crawford, Neugebauer, Aus-
tin Scott of Georgia, Denham, LaMalfa, Allen, Bost, Conaway (ex
officio), Walz, Bustos, Graham, Ashford, David Scott of Georgia,
Kirkpatrick, and Peterson (ex officio).

Staff present: Bart Fischer, Callie McAdams, Haley Graves, Matt
Schertz, Mollie Wilken, Skylar Sowder, Stephanie Addison, John
Konya, Anne Simmons, Liz Friedlander, Matthew MacKenzie, Mike
Stranz, Nicole Scott, and Carly Reedholm.

OPENING STATEMENT OF HON. ERIC A. “RICK” CRAWFORD, A
REPRESENTATIVE IN CONGRESS FROM ARKANSAS

The CHAIRMAN. This hearing of the Committee on Agriculture on
Focus on the Farm Economy: Growing Farm Financial Pressure,
will come to order.

As many of you know, this is the first hearing in a series focused
on the farm economy. Every Subcommittee will play a role in high-
lighting current conditions on our farms and ranches and in rural
America today. Today, the economic conditions in farm and ranch
country are fundamentally different than the conditions we faced
when we crafted the 2014 Farm Bill. In just 3 years, net farm in-
come has fallen by 56 percent. You have to go back to the start of
the Great Depression to find a comparable collapse in net farm in-
come.

During the farm bill debate, we committed to the principle that
farm policy should not be written to make the good times even bet-
ter. Instead, the goal was to provide producers with risk manage-
ment tools for the bad times that are always bound to happen in
this boom or bust industry of farming and ranching.

While some safety net features of the farm bill may meet the cur-
rent economic test, other features have yet to prove their mettle.
Two important questions we must keep asking are: first, can the
existing safety net meet the growing challenges of prolonged peri-

o))



2

ods of depressed prices; and second, will these policies be effective
when farmers and ranchers need them most. We know the answer
already in the case of STAX for cotton. Crop insurance is not de-
signed to withstand the pressures caused by the predatory trading
practices of China and India. I want to thank the leadership of this
Committee for pressing USDA for action to address the growing
crisis in cotton country. I am hopeful Secretary Vilsack will an-
nounce soon that immediate and meaningful help is on the way. I
am also hopeful that we will continue to work toward a more per-
manent solution to a serious problem for cotton farmers that is not
going away anytime soon.

Next year, we will head into a new Congress, and we will write
a new farm bill. As we head into that long and difficult process,
I hope our colleagues who are less directly involved in agriculture
or farm policy will reflect on just how critically important farm pol-
icy is in responding to a crisis that can happen overnight. While
we were able to deliver a farm bill in 2014 that saved taxpayers
some $23 billion, primarily through the elimination of the direct
payment program, our colleagues must now appreciate that we will
struggle mightily to write an effective farm bill in 2018 with the
very limited amount of money we have left.

I believe it is time to look beyond the farm safety net for budget
savings and deficit reduction, as our farmers have already been
asked to shoulder their fair share of the burden. For my colleagues
who will share the responsibility of writing a new farm bill, I hope
that the lessons from the 2014 Farm Bill will not be lost on us: the
best safety net is the kind that will be there not when times are
good but when the bottom is falling out.

[The prepared statement of Mr. Crawford follows:]

PREPARED STATEMENT OF HON. ERIC A. “RICK” CRAWFORD, A REPRESENTATIVE IN
CONGRESS FROM ARKANSAS

As many of you know, this is the first hearing in a series focused on the farm
economy. Every Subcommittee will play a role in highlighting current conditions on
our farms and ranches and in rural America today.

Today, the economic conditions in farm and ranch country are fundamentally dif-
ferent than the conditions we faced when we crafted the 2014 Farm Bill. In just
3 years, net farm income has fallen by 56 percent. You would need to go back to
the start of the Great Depression to find a comparable collapse in net farm income.

During the farm bill debate, we committed to the principle that farm policy should
not be written to make the good times even better. Instead, the goal was to provide
producers with risk management tools for the bad times that are always bound to
come around in the boom-or-bust business of farming and ranching. While some
safety net features of the farm bill may meet the current economic test, other fea-
tures have yet to prove their mettle. Two important questions we must keep asking
are: First, can the existing safety-net meet the growing challenges of a prolonged
period of depressed prices? And second, will these policies be effective when farmers
and ranchers need them most?

We know the answer already in the case of STAX for cotton. Crop insurance is
not designed to withstand the pressures caused by the predatory trading practices
of China and India. I want to thank the leadership of this Committee for pressing
USDA for action to address the growing crisis in cotton country. I am hopeful Sec-
retary Vilsack will announce soon that immediate and meaningful help is on the
way. I am also hopeful that we will continue to work toward a more permanent so-
lution to a serious problem for cotton farmers that is not going away anytime soon.

Next year, we will head into a new Congress, and we will write a new farm bill.
As we head into that long and difficult process, I hope our colleagues who are less
directly involved in agriculture or farm policy will reflect on just how critically im-
portant farm policy is in responding to a crisis that can happen overnight.
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While we were able to deliver a farm bill in 2014 that saved taxpayers some $23
billion, primarily through the elimination of the Direct Payment program, our col-
leagues must now appreciate that we will struggle mightily to write an effective
farm bill in 2018 with the very limited amount of money we have left. I believe it
is time to look beyond the farm safety net for budget savings and deficit reduction,
as our farmers have already been asked to shoulder their fair share of the burden.

For my colleagues who will share the responsibility of writing a new farm bill,
I hope that the lessons from the 2014 Farm Bill will not be lost on us: the best safe-
ty net is the kind that will be there not when times are good but when the bottom
is falling out.

With that, I recognize my Ranking Member and good friend for his opening state-
ment.

The CHAIRMAN. And with that, I would like to recognize the
Ranking Member and my good friend for his opening statement.

OPENING STATEMENT OF HON. TIMOTHY J. WALZ, A
REPRESENTATIVE IN CONGRESS FROM MINNESOTA

Mr. WALZ. Well thank you, Chairman Crawford, and thank you
for holding this, and Chairman of the full Committee, Chairman
Conaway, for your continued vigilance on this. Each of you, thank
you for bringing your expertise.

I associate myself with the remarks of Chairman Crawford. We
know our folks are resilient, but the statistics he gave you are cor-
rect. Real farm incomes are at a 20+ year low. It doesn’t look like
a lot of relief is on the horizon, and the Chairman is right. We
wrote that farm bill in a very good time for the bad times. I am
proud of what we did, but all of us know, we are writing the next
one and several months ago, we weathered a move to open up the
farm bill and change crop insurance. And I want to thank the
Chairman for his absolute stalwart defense of that to make sure
that did not happen, because at this time, more than anything, risk
management is critical.

So I am going to yield back my time. I look forward to listening
to you and give us an on-the-ground assessment of what you think
is happening now and what is coming.

And I yield back.

The CHAIRMAN. I thank the Ranking Member, and appreciate
your leadership and friendship.

I would also like to recognize the full Committee Chairman for
any statement he would like to make at this time.

OPENING STATEMENT OF HON. K. MICHAEL CONAWAY, A
REPRESENTATIVE IN CONGRESS FROM TEXAS

Mr. CoNawAY. I would like to briefly thank our witnesses for
being here today. I am looking forward to your testimony to get on
the record a better reflection of how things really are in rural
America and for agriculture. We had a good hearing yesterday on
the impact the oil and gas industry has on rural America and the
struggles that are going on there, so I am anxious to hear from our
witnesses and I appreciate the comments of the Ranking Member.
I yield back.

The CHAIRMAN. Thank you, Mr. Chairman, and the chair would
request that other Members submit their opening statements for
the record so the witnesses may begin their testimony, and to en-
sure that there is ample time for questions.
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I would like to welcome our witnesses to the table. We have four
today. Mr. Zippy Duvall, President of American Farm Bureau Fed-
eration in Washington, D.C.; Mr. Roger Johnson, President of the
National Farmers Union here in Washington, D.C.; Dr. Rob
Johansson, Chief Economist, U.S. Department of Agriculture here
in Washington, thanks for being here; and finally, Dr. Joe Outlaw,
Professor and Extension Economist, and Co-Director, Agricultural
and Food Policy Center, Department of Ag Economics, Texas A&M
University in College Station, Texas.

Thank you to each of you for being here, and you all are pretty
familiar with the process. I am going to recognize each of you for
5 minutes, and you will notice that series of lights in front of you.
Green means good to go. Yellow, it is just like when you are driv-
ing, step on the gas because the light is fixing to change. And when
you see that red light, we will ask you to slam on the brakes so
we can get to the questions as quickly as possible and hear more
expanded testimony from you through the questioning process.

With that, I would like to recognize our first witness, Mr. Zippy
Duvall. You are recognized for 5 minutes.

STATEMENT OF VINCENT “ZIPPY” DUVALL, PRESIDENT,
AMERICAN FARM BUREAU FEDERATION, WASHINGTON, D.C.

Mr. DuvALL. Good morning, Chairman Crawford and Ranking
Member Walz. 1 appreciate you and the Members of the Sub-
committee giving us the opportunity to be here today.

Thank you for the opportunity to tell American Farm Bureau’s
story about the state of the economy in farm country. My name is
Zippy Duvall, and I am a poultry, hay, beef producer in Georgia
and spent 30 years dairying there. It is my privilege to be the
President of the American Farm Bureau, the nation’s largest gen-
eral farm organization.

Talking to our economists at AFBF, we do not see a crisis today,
but we do see one on the horizon. Here are some of the latest
USDA projections that lead us to say that. USDA projects that net
cash farm income will fall by 33 percent in 2016, compared to 2013,
and net farm income has fallen more than 55 percent over the
same period of time. These declines are starting to have an impact
on the farmer debt-to-asset ratio, and a farmer’s operating debt has
grown from $124 billion in 2012 to more than $165 billion today.
Meanwhile, farmers are drawing down on their financial assets,
such as cash and equity.

So let me tell you some stories in my own community. Within a
10 mile radius of my house, there are two middle aged farmers.
One left the banking industry and went back home to fulfill his
love and life and to farm, and he farmed for 10 or 12 years. In the
last 2 years, he went in the hole $100,000 a year, and he has sold
all his equipment and his cows, said he will not put his family’s
farm real estate at risk, and he is calling it quits and looking for
a job. He called me looking for a job.

Another one, just a few miles from him, he came home from col-
lege, and joined his dad in the dairy business, trying to make that
generational transition, and at the end of that transition, he real-
ized there is not going to be enough money there for him to main-
tain his family, his dad is going to sell that dairy and he is going
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to move on to other jobs. Those are just two examples of what is
happening all over our country, and once we start hearing these ex-
amples daily, we know that it is going to be too late to stop it. It
will be upon us.

So let’s talk about what we can do. We can continue to finan-
cially support the risk management tools in the farm bill, and
thanks to these programs, we as the agriculture sector overall, will
hold on. If I do not deliver any other message today, I want to de-
liver one, and that is the Farm Bureau members and the Farm Bu-
reau appreciate your continued efforts to protect these important
farm programs, especially now when they are so badly needed.

So let’s talk about other costs and constraints that our farmers
have facing them today. The Waters of the U.S. rule, if it goes into
effect, will have a huge impact. So we can stop now and think
about what our farmers are facing, stop some of the overreach of
Federal Government through continued regulation, and let’s just
talk about some of them.

WOTUS, the increased restriction on Federal grazing land per-
mits, Food Safety Modernization Act and its implementation, the
expansion of the spill prevention and control requirements, the 6th
Circuit decision on pesticide permits, the EPA’s failure in fully im-
plementing the Renewable Fuel Standard, the Interior Department
proposing to rewrite the Federal plans to protect the sage-grouse,
and now, the possibility of a state-by-state GMO labeling mandate
that will threaten our farmers’ ability to use this important agricul-
tural technology.

Almost everywhere we look, there are new and expanding regula-
tions that are adding cost, more cost to our production. The last
thing our farmers and ranchers need today is to have to face more
regulatory burdens.

Finally, we can help the farm economy by passing TPP. The
Trans-Pacific Partnership is a great example of action that Con-
gress could take to raise farm income without the need of boosting
government spending. This agreement, when fully implemented,
will have the potential of raising farm income $4.4 billion.

Mr. Chairman and Members of this Committee, I thank you for
holding this important hearing. We thank you for standing up for
the farmers that grow the crops and livestock that put the food on
our table, that put the clothes on our back, and that makes our
country more energy independent. And we look forward to working
with you to find ways to help our farmers through this difficult
time. Thank you.

[The prepared statement of Mr. Duvall follows:]

PREPARED STATEMENT OF VINCENT “ZIPPY” DUVALL, PRESIDENT, AMERICAN FARM
BUREAU FEDERATION, WASHINGTON, D.C.

Chairman Crawford, Ranking Member Walz, and Members of the Subcommittee
on General Farm Commodities and Risk Management, thank you for the oppor-
tunity to share the views of the American Farm Bureau Federation (AFBF) on the
current state of the agricultural economy.

I am Zippy Duvall, a beef cattle and hay producer from Georgia, and I am privi-
leged to serve as President of AFBF, the nation’s largest farm organization with
nearly 5.9 million member families, and work on behalf of our members in every
state in the nation and Puerto Rico. Our farmer and rancher members grow vir-
tually every crop produced and all sectors of the livestock, dairy and poultry indus-
try on farms and ranches of every size, using the full range of production systems
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from organic methods to the latest in high-tech and biotechnology tools. And we
proudly include as members many of the men and women who are our neighbors
across rural America.

Let me start with our view of the big picture, Mr. Chairman: We all are well
aware of the downturn in commodity prices: row crop prices for almost everything—
corn, peanuts, soybeans, wheat—are down sharply from where we were just a couple
years ago. Livestock prices also have tumbled.

Just as you all are doing by holding this hearing, farmers and ranchers are asking
how the outlook for the agricultural economy got here after so many years of good
prices and higher than normal farm income figures.

In 2003 our nation consumed or exported just over 10 billion bushels of corn and
about 2.5 billion bushels of soybeans. By the 2009 marketing year corn use was over
13 billion bushels, and demand for soybeans exceeded 3.5 billion bushels—and soy-
bean demand has continued to grow and is now over 3.7 billion bushels. The strong
growth in exports to China and the effects of the Renewable Fuel Standard have
contributed to this demand growth. The drought in 2012 also cut supplies and
helped boost some commodity prices to new records.

You have been well aware of the challenges being faced by the cotton sector at
every level of that industry. Cotton farmers have seen prices tumble from near 80¢
a pound just a few years back to dipping into the 50¢ range as world supplies of
cotton stocks pressure the market. Industry analysts indicate there is in excess of
100 million bales of cotton lint on hand worldwide, with China alone holding more
than 60 million bales. The carryover stocks along with strong competition from man-
made fibers have pushed market returns for cotton farmers down an estimated 23
percent in the last 2 years.

As a former dairy producer, I would also note the picture for dairy farmers is just
as concerning. Just a couple of years ago, all-milk prices were in the range of $20
or more per hundredweight. Recently, we have seen all-milk prices decline by more
than $5 per hundredweight, with projections for this year staying in the $15 to $16
range.

Other livestock sectors have also been through some challenging times. The high
feed costs in 2012 forced adjustments. The drought of just a couple of years ago,
particularly in Texas and Oklahoma and still lingering in California, cut the beef
herd and stopped dairy production growth cold in some parts of the country. To be
sure, this led to livestock prices that were setting or getting close to record levels—
and as the old market maxim states, the cure for high prices is high prices.

Farmers and ranchers boosted production in response, bringing more land into
production and expanding herds and flocks. As we all have witnessed, the outcry
of just a few years ago regarding rising food costs is now pretty much just a mem-
ory.

As our economists have warned over the years, once demand stops growing and
the inherent delay in those signals reaching farmers and ranchers is realized, agri-
culture experiences a period of effectively producing the profit out of the system.

That is about where we find ourselves today.

Several reports from United States Department of Agriculture’s Economic Re-
search Service and the Congressional Research Service have done excellent work in
laying out the recent past and current condition of the farm economy. A capstone
statement from USDA’s latest projections of Farm Income lays this out pretty clear-
ly:

e In 2013 net cash farm income was $135 billion; for 2016, USDA’s projection is

$91 billion.

e Net farm income, which includes other factors like depreciation, inventory
change and other non-cash costs, moved from $123 billion to $55 billion over
the same period.

e Longer-term projections by USDA leave net cash income averaging less than
$80 billion for the coming decade and net farm income at less than $70 billion.

It is this long-term expectation of much lower farm income that is most con-
cerning. For many of our major commodities, there is little domestic demand growth
on the horizon. Add to this a strong dollar amplified by weaker economic growth
in many countries and the production expansion by our major competitors, and one
also has to be concerned over limited hopes for significant export demand growth.

The bottom line is that farmers and ranchers are being forced to tighten their
belts and pay much closer attention to their financial situation, and they will be in
greater need of safety net and risk management programs than has been the case
for some time—for some, since they started farming.
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One other signal, though still in the early stages, is that farmers and ranchers
are only now beginning to take on additional debt. When one examines the financial
ratios, such as debt to equity or debt to asset, they are at some of the lowest levels
ever—but those levels, along with debt overall, are starting to climb.

Of particular concern is the rise in operating debt since 2012. Over those last few
years, this category has risen from $124 billion to over $165 billion, a 33 percent
increase. At the same time, as farmers and ranchers are adding debt, they have also
been drawing down financial assets, such as cash or equity. Looking again at 2012—
which was admittedly a record year—farmers held nearly $134 billion in financial
assets. For 2016, USDA estimates that figure will drop to less than $80 billion.
Boosting debt by Y5 at the same time as one is chewing through s of one’s savings
is not a long-term survival strategy, and puts substantial pressure on both the short
and intermediate terms for farmers and ranchers in managing their operations.

It is this very situation—this economic reality, if you will—that makes the safety
net programs provided by the farm bill so important. Younger and newer farmers
and livestock producers are about to go through a steep learning curve on the dif-
ference between “variable” and “total” costs of production.

Dr. Gary Schnitkey at the University of Illinois regularly publishes cost of produc-
tion estimates for corn and soybean producers in his state. His estimate for the 2016
per bushel cash or variable cost—seed, fertilizer, pesticides, fuel, crop insurance,
etc.—on a highly productive farm in Illinois comes in at $2.40 per bushel for corn
and $4.79 per bushel for soybeans. USDA is projecting $3.60 per bushel for a 2016
corn price and $8.75 per bushel for soybeans.

But before anyone jumps to the conclusion that this farm is operating in the
black, recognize that out of the difference in this particular projection, a farmer has
to pay for equipment, land costs and other farm expenses, as well as provide income
for his or her family to live on. According to Dr. Schnitkey’s analysis, cash rents
ran approximately $236 per acre, effectively leaving nothing to cover equipment re-
placement or for family living for those renting land. For those farmers who own
their land and have no debt on equipment, they will have some return, albeit a
small amount. I have included at the end of the testimony some graphics showing
the returns over variable and total costs for several commodities. Should these
prices and land rents hold, financial stress on those renting land will build. And
when you add potential interest rate increases, the problem just gets worse.

The Kansas City Federal Reserve produces its Agricultural Finance Databook
every quarter. In its latest report, its analysts indicate that for the third quarter
of 2015 the share of non-performing production loans at commercial banks was near
historic lows, as is the case for the share of total loans that are non-performing at
agricultural banks. From their perspective, individual farmers and ranchers have
their own individual financial circumstances they are dealing with, but for now the
sector, overall, is holding on. But warning signs abound, from the crash in farm in-
come to the draw-down in financial assets and the buildup of operational debt.

This again highlights the importance of the safety net and risk management tools
this Committee has provided for agricultural producers. The last thing the sector
would need at this point is some substantial reduction in the level of Federal com-
mitment, and on behalf of Farm Bureau members across the nation, we appreciate
your continued efforts to protect these important programs.

There have been and will likely continue to be efforts to cut the level of govern-
ment support provided through the crop insurance program. Farm Bureau will
strongly oppose attempts to renege on the deal we all worked on as the farm bill
was developed. Opponents of crop insurance need to realize that the program ad-
justs directly to changes in market signals, that the program directly reflects mar-
ket prices on an annual basis.

Let me touch on one other important feature of crop insurance, particularly for
the major program crops. It allows farmers to better market their crops, knowing
that funding to replace any crops contracted for early delivery will be there should
they be hit by a drought. These are precisely the kind of marketing strategies sug-
gested to farmers in low price periods. Price the crop before it is planted in order
to have costs covered. Farmers can do that with insurance as a backup to that mar-
keting approach.

One sector of the agricultural economy that is doing somewhat better from a mar-
ket standpoint are our fruit and tree nut producers. While the list of products there
is longer than I have time to cover here, prices for many citrus products are higher
today than last year. Unfortunately this is driven in part by production loses coming
from the citrus greening issues in Florida. If ever there was a need for research and
technology, it is certainly there. As another example of higher fruit prices, apple
prices are up in part due to lower supplies driven by poor growing conditions last
season in Washington State.
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It is not just market realities and farm program issues that our farmers and
ranchers are facing today that are impacting their respective bottom lines.
Regulatory costs in agriculture are almost too numerous to quantify:

o If the new Waters of the U.S. rule goes into full effect, it is bound to put addi-
tional costs and uncertainties on farming operations.

e The new Food Safety Modernization Act implementation has implications for
farm operations, particularly in the specialty crop sector.

e The expansion of Spill Prevention and Control requirements will add costs and
clearly provide no new revenue to the bottom line (and is unlikely to result in
any environmental benefit).

o Stalled legislative efforts to overturn the 6th Circuit decision on pesticide per-
mits may leave farmers vulnerable to unjustified citizen lawsuits as they deal
with disease and pest outbreaks on their land.

o EPA’s failure to fully implement the Renewable Fuel Standard has sent a dis-
turbing signal to the agriculture sector.

The Department of the Interior’s proposal to rewrite Federal plans to protect the
sage grouse will undoubtedly have implications for ranchers in western states.
EPA’s increasing resistance to registering new farm protection tools while also
threatening the ones we already have, like chlorpyrifos, are very concerning. And
we cannot overlook the impact of state-by-state GMO labeling mandates that threat-
en farmers’ ability to use this important technology to not only boost production, but
also for the environmental and economic benefits it provides. Everywhere we look,
costs of complying with ever-expanding regulations continue to build. And the last
thing farmers and ranchers need right now are more unfunded government man-
dates.

Tax policy can also play a major role in determining a farm or ranch’s financial
health. Converting the annual “extenders” into several permanent provisions has
certainly been helpful in allowing farmers to plan, particularly in terms of equip-
ment purchases or in estate planning with the adjustments in the “death tax.” But
there are other provisions that would have been very helpful had they already been
on the books.

Finally, demand growth will be critical to helping the sector get out of this rev-
enue downturn. The Trans-Pacific Partnership is a great example of action Congress
could take that would help raise farm income without the need to boost government
spending. This agreement, when fully implemented, will boost animal protein ex-
ports to Japan and other Asian countries, and has the potential to raise net farm
income by $4.4 billion on an annual basis. Passage of that agreement is one of the
American Farm Bureau Federation’s highest priorities.

Mr. Chairman, I again thank you and your members for holding this important
hearing to examine the state of the agricultural economy. I also thank you and your
colleagues on the full Committee for standing up for the men and women who
produce the crops and the livestock that provide food for our tables, make up the
clothes we wear and contribute to our energy independence.

We appreciate your leadership and look forward to working with you as you seek
ways to ensure America’s farmers and ranchers are sustained through the economic
challenges we face today.
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The CHAIRMAN. Thank you, Mr. Duvall, and I have been remiss
in not congratulating you on your recent election as President of
American Farm Bureau. We appreciate you being here.

Mr. DuvaLL. Thank you, sir. It is my privilege and honor.

The CHAIRMAN. And now, Mr. Johnson, you are recognized for 5
minutes.
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STATEMENT OF ROGER JOHNSON, PRESIDENT, NATIONAL
FARMERS UNION, WASHINGTON, D.C.

Mr. JOHNSON. Thank you, Chairman Crawford, Ranking Member
Walz, and Members of the Subcommittee for holding this important
hearing. My name is Roger Johnson, President of the 200,000
member National Farmers Union.

There is growing pressure in the countryside as commodity prices
continue to fall to levels Y2 of what they were just 3 years ago.
USDA now forecasts a prolonged period of depressed prices, with
serious implications for producers accessing credit, negative farm
budgets, depressed markets, tests to the safety net, and increased
demand for mediation services regarding credit. While still early in
the downturn, FSA’s loan volume demand is up 21 percent over the
past year. Requests for restructuring services packets are already
up 30 percent. Mediation activity is up 75 percent, and they antici-
pate a 23 percent increase in actual restructuring this year.

Private creditors are also moving short-term debt to medium-
and longer-terms. If commodity prices stay stubbornly low, next
year the number of troubled portfolios for Farm Credit Services in
my part of North Dakota could increase from ten to somewhere be-
tween 60 and 100 members in its lending area. My local lenders
stress the importance of a strong safety net. ARC and PLC pro-
grams will be higher in the fall. Crop insurance does not help
shield from low prices, given these low prices right now. Nonethe-
less, my local lender says without crop insurance, I would not have
ten troubled accounts. I would have between 300 and 2,200 trou-
bled accounts. That lender services 2,600 members in the center of
North Dakota, 99 percent of whom carry crop insurance.

Projected 2016 crop budgets from north central North Dakota,
the same area, paint a very grim picture. Corn alone per acre prof-
itability is projected to be a negative $2.61 per acre; spring wheat,
a negative $14 an acre; canola, a negative $30 an acre. Only soy-
beans show a profit of about $19 an acre. Since grain prices peaked
in 2012, the prices for wheat and soybeans have declined 40 per-
cent. The price of corn has been cut in half. At the same time, costs
have declined very little and are clearly out of line with projected
market returns. Actual farm management numbers put a finer
point on this. In 2012, net farm income as an average across the
state was $367,000. A year later in 2013, it was $133,000, in 2014,
$76,000, last year, $28,000. We expect widespread losses this year.

Title I safety net programs are designed to assist with falling
commodity prices. Nationwide, signup for ARC County and PLC
were very high. Without these programs, producers would be in a
much more difficult spot.

ARC is relatively complicated and has issues surrounding county
yield data. We have seen cases in North Dakota, Texas, Colorado,
Kansas, and South Dakota where the benchmark yields and cur-
rent year yields are from differing sources and not providing rep-
resentative revenue calculations. We are requesting administrative
policy revisions and urge this Committee also to work with us and
USDA to resolve some of these issues. In the next farm bill, your
Committee should consider increasing PLC reference prices and
look at ways of shoring up crop insurance for low price periods.
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This Committee also made significant and important investments
for livestock producers under the Livestock Indemnity Program,
which seems to be working quite well. The Dairy Margin Protection
Program, however, is not working so well. It needs better levels of
protection and an incentives-based inventory management pro-
gram. We would like to see the Committee hold regional hearings
to discuss dairy pricing and regional feed costs. We are also con-
cerned about STAX and its lack of responsiveness to cotton pro-
ducers. We hope Congress can work with USDA to expand its au-
thority to assist producers, as well as USDA working within its ex-
isting authority to provide relief.

While things are challenging in the countryside, there are also
some bright spots. Organic and local food sectors continue to grow,
and seem, for the most part, to be less subject to falling prices.
With the help of this Committee, there are now 21,000, almost
22,000 certified organic producers in the U.S. They have increased
by 12 percent last year, a 300 percent growth since 2002, and those
investments have witnessed impressive returns.

Overall, the ag sector looks to be under increasing stress in the
coming years. Thank you for the opportunity to testify.

[The prepared statement of Mr. Johnson follows:]

PREPARED STATEMENT OF ROGER JOHNSON, PRESIDENT, NATIONAL FARMERS UNION,
WASHINGTON, D.C.

Chairman Crawford, Ranking Member Walz, Members of the Subcommittee,

Thank you for the invitation to testify today and the work this Committee is doing
to understand the challenges that face agriculture. My name is Roger Johnson and
I serve as President of the National Farmers Union (NFU). NFU represents roughly
200,000 family farmers, ranchers, fishermen and rural members. NFU works to im-
prove the well-being and quality of life of family farmers, ranchers and rural com-
munities by advocating for grassroots-driven policy adopted annually by our mem-
bership.

As the title of this hearing indicates there is growing pressure in the countryside
as commodity prices continue to decline and farmers and ranchers struggle to adjust
to lower prices. While still in the first few years of this downturn, forecasts by the
USDA point to a prolonged period of depressed prices. Such a scenario has implica-
tions for producers accessing credit, negative farm budgets, depressed markets, tests
to the safety net and increased demand for mediation services. In my testimony I
will discuss all of these issues and also note some of the positive trends we see in
agriculture.

Credit

We are beginning to witness an increase in challenges nationwide associated with
accessing credit. While still early in the downturn, Farm Service Agency’s (FSA)
Farm Loan Program has seen an uptick in activity. Given the makeup of borrowers
that utilize FSA’s programs, we would expect to see challenges in their loan port-
folio before problems hit other portions of the lending sector. At this time, the FSA’s
loan demand is up 21 percent over the same time last year with $3.4 billion of the
$6.47 billion in lending authority for Fiscal Year (FY) 2016 being utilized.

There are a number of other activities associated with FSA loan servicing that
can provide helpful insight. USDA’s credit teams have numerous options to help
their borrowers including servicing packets for restructuring debt, actual restruc-
turing of loans, loan deferrals, debt write-down, debt reduction via conservation con-
tract, state-sponsored mediations and as an absolute last resort, foreclosure. USDA
reports that requests for servicing packets are up 30 percent over 2015; and medi-
ation activity was up 75 percent in FY15. Assuming servicing activity continues at
a similar rate, FSA anticipates a 23 percent increase for 2016. Last, FSA, at this
time is not aware of any increases in foreclosure at this time.

Moving to private-sector lending, Farm Credit Services of North Dakota, which
services northwest and north-central North Dakota, based out of Minot, is also deal-
ing with some credit challenges in my part of the state. It has been a challenging
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renewal season for them with low commodity prices. There was a fair amount of re-
balancing to be done in order to move operating and equipment costs from short-
term to medium- and long-term debt. While these actions are useful in the short-
term, they can lead to larger problems if even lower prices persist. There are a
handful of producers in this lending area who have already used excess capital from
prosperous years and now find themselves with very little liquidity.

The good news is that most of the folks who were struggling to find enough oper-
ating capital have been assisted for this year. There were ten customers who really
needed to restructure debt, with some using FSA loans to bridge till next year. If
commodity prices stay stubbornly low next year the number of troubled portfolios
could increase somewhere between 60 and 100 members in the lending area. Unfor-
tunately, prices are not the sole driver of profitability. While there are currently no
worries of drought, eastern North Dakota is very dry right now; and weather, as
you know, can quickly impact yield. Local lenders are concerned that with high
yields being necessary to protect from low prices, weather-induced yield losses will
exacerbate an already difficult situation.

One thing that my local lenders wanted to drive home to members of this Com-
mittee is the importance of a strong safety net, which I will discuss at length below.
It is expected that Agriculture Risk Coverage (ARC) and Price Loss Coverage (PLC)
payments will be higher in the fall for my area. Crop insurance, while not a break-
even venture, does help shield from down prices. My local lender said “without crop
insurance, I would not have ten troubled accounts, I would have between 300 and
2,200 troubled accounts.” Farm Credit Services of North Dakota services 2,600
members, 99 percent of who carry crop insurance, underscoring the necessity for a
strong safety net. It is also important to understand that today’s crop insurance
products provide even lower guarantees as prices decline.

Farm Budgets

North Dakota State University (NDSU) Extension Service produces annual pro-
jected crop budgets in an effort to assist producers with estimates of revenue and
costs for selected crops. The projected 2016 crop budgets for North Central North
Dakota paint a pretty grim picture. While these are averages and make a variety
of assumptions, it nonetheless provides a window into the challenges that my neigh-
bors face. By regionalizing the estimates we arrive at a more accurate estimate of
profitability.!

I will use corn, spring wheat, soybeans and canola as examples. NDSU adds pro-
jected direct costs with indirect costs and compares them to projected market in-
comes. The resulting per acre profitability is shown below:

c Projected Market Sum é’f Listed Profitability

rop Price Income ost (Per Acre)
(Per Acre) (Per Acre)

Spring Wheat $5.26 $231.44 $245.51 —$14.07

Corn $3.50 $360.50 $363.11 —$2.61

Soy $3.50 $243.35 $224.41 $18.94

Canola $.148 $248.64 $279.17 —$30.53

What is even more alarming is that while the crop budget projects $3.50 a bushel
corn, the same price at closing on April 7, 2016 in Chicago, local cash prices in
Minot for delivery to CHS was %2.62. So while the crop budget shows a loss of $2.61
an acre, losses will likely be much worse.

Prices of Commodities

As this Committee knows, prices of major commodities have fallen dramatically
over the last several years and are continuing to decline. March National Agricul-
tural Statistics Service’s (NASS) Prospective Plantings and Grain Stocks reports,
project corn planted acreage up six percent, soybean acres down less than one per-
cent, wheat acres down 9 percent and cotton acreage up 11 percent from 2015.2 At
the same time corn stocks are up one percent, soybean stocks are up 15 percent,
and all wheat stocks are up 20 percent from 2015.3 The cumulative effect of these

1Swenson, A., & Ron, H. Farm Management Planning Guide Projected 2016 Crop Budgets
North Central North Dakota. North Dakota State University. Retrieved April 12, 2016, from
https:/ |www.ag.ndsu.edu / publications | landing-pages | farm-economics-management [ 2016-
north-central-nd-ec-1654.

2 Prospective Plantings. (2016). Washington, D.C.: U.S. Dept. of Agriculture, Economic Na-
tional Agriculture Statistics Service.

3Grain Stocks. (2016). Washington, D.C.: U.S. Dept. of Agriculture, Economic National Agri-
culture Statistics Service.
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projections has been negative to prices. When the reports were released 2 weeks
ago, May-delivered corn fell 13¢ to $3.54 a bushel on the Chicago Board of Trade,
May soybeans dropped 4¢ to $9.05 and May wheat was down 1.25¢ to $4.6275.4 Lo-
cally, in western Minnesota corn prices dropped 0.20¢ a bushel at local delivery
points.

From a longer-term perspective, since grain prices peaked in 2012, the price for
wheat and soybeans has declined by 40 percent and the price of corn has been cut
in half.5 At the same time, costs have declined very little. Farmers are struggling
to balance input costs and declining prices. Variable costs or annual input costs,
which include seed, fertilizer, pesticides, fuel, repairs, crop insurance, drying and
operating interest, continue to stay high. Farmers are struggling to control these
costs, which are clearly out of line with projected market returns.

Lower spending will not only impact the overall farm economy, but when done in-
correctly, it could have further negative impacts on farm profitability. Negative net
farm income will add additional stress to family farms.

Discussions with local seed dealers and coops have substantiated concerns over
significant shifts in planting. My staff, while out in the same geographic area men-
tioned above, report substantial concern over significant shifts from biotech seeds
to conventional seeds. Some co-ops expressed concern over an inability to meet de-
mand for additional fertilizer and chemical treatments needed in order to match the
yields of biotech traits, while using conventional seeds. In a number of locations,
coop management is aggressively ordering additional chemicals, anticipating much
higher mid-season demand.

The following numbers are courtesy of NDSU’s Farm Business Management Edu-
cation program. Net farm income for all participating operations (numbering 537—
518) at its high in 2012 was $367,317; in 2013 it was $133,466; in 2014 it was
$76,404; and in 2015 it was $28,399. Given the negative trends we have witnessed
in 2016, and projected crop budgets highlighted above, this Committee should expect
widespread losses this year.

Livestock

The USDA projects 2016 market prices for choice steers, feeder steers, cutter
cows, and poultry to continue a downward trend from 2014 and 2015 annual prices.®
USDA has reported livestock producers as showing an average loss when comparing
total costs of production and total gross value of production in 2013 and 2014 for
Cows and calves.” Research from the University of Tennessee supports this contin-
ued downward trend, estimating the total production cost of one cow in Tennessee
at $1,029.19 and the total revenue for that cow at $821.54, that’s a loss of $207.65.8
A Kansas State University report validates the trend as well showing livestock pro-
ducers at a loss when comparing gross returns per cow and total costs per cow.?

Despite the challenges within the livestock sector, this Committee made signifi-
cant and much needed investments for livestock producers in the 2014 Farm Bill.
Since its enactment, 14,840 payments have been made through the Livestock In-
demnity Program, providing a total of $114,934,832 in benefits to livestock pro-
ducers for livestock deaths due to adverse weather or animals reintroduced into the
wild by the Federal Government.1© This program, with its ability to make retro-
active payments, provided much needed relief for producers, especially ones that
had been impacted by winter storm Atlas. As an increase in the occurrence of ex-

4Gregory, M. (2016, March 31). U.S. Farmers to Plant Most Acres of Corn Since 2013. Re-
trieved April 12, 2016, from htip:/ /www.ft.com/fastft/2016/03/31/us-farmers-to-plant-most-
acres-of-corn-since-13 /.

5Aakre, D. Think Twice Before Cutting Input Costs. North Dakota State University Agri-
culture Communication. Retrieved April 12, 2016.

6 Livestock, Dairy, & Pouliry Outlook. (2016). Washington, D.C.: U.S. Dept. of Agriculture,
Economic Research Service.

7Commodity Costs and Returns: Cow-Calf: 2013-14. (2015). Washington, D.C.: U.S. Dept. of
Agriculture, Economic Research Service.

8 Griffith, A.P., & Bowling, B. (2016, January). 2016 Cow-Calf Budget (Rep. No. AE 16-01).
Retrieved April 04, 2016, from University of Tennessee website: http:/ /economics.ag.utk.edu /
budgets /2016 | Beef | CowCalf2016.pdf.

9Tonsor, G.T., & Reid, R. (2016, March). KSU Beef Cow-Calf Budget. Retrieved April 04, 2016,
from Kansas State University website: http://agmanager.info/livestock | budgets/projected | de-
fault.asp.

10 Ljvestock Indemnity Disaster Program (LIP) Payments as of January 28, 2016. (2016).
Washington, D.C.: U.S. Dept. of Agriculture, Farm Service Agency.
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treme weather events is predicted for 2016, these numbers will most likely continue
to rise.11

Mediation

USDA’s Certified Agricultural Mediation Program (CAMP) helps farmers and
ranchers, their lenders, and other persons directly affected by the actions of the
USDA to resolve disputes. Through mediation, a trained, impartial mediator helps
participants review conflicts, identify options, and agree on solutions. Mediation is
a valuable tool for settling disputes in many different USDA program areas, but for
our purposes it is particularly helpful in financial and farm loan areas.

The genesis of USDA’s CAMP was the farm financial crisis of the 1980s. The pro-
gram was designed to assist financially strapped farm families and their lenders ex-
plore and implement options to resolve serious debt problems and avoid bankruptcy
through neutral third-party intervention. This third-party intervention helps pro-
ducers complete loan servicing applications with accurate information and provides
a neutral, confidential and facilitated setting for producers and their lenders to
frankly discuss and consider all options available to both. I was personally involved
in North Dakota’s Certified Agricultural Mediation Program from its beginnings
until my election as President of National Farmers Union. I served as a farm credit
counselor, negotiator and mediator during the 1980s, administering the North Da-
kota Agriculture Mediation Program in the late eighties and into the nineties. Sub-
sequently I served as North Dakota Agriculture Commissioner, overseeing the North
Dakota Agriculture Mediation program from 1997 to 2009. We provided mediation
services to thousands of farm families that averted many bankruptcies and fore-
closures. Even in those cases where farm liquidation could not be avoided, mediation
was invaluable in the assurance that farm families and their lenders had both been
heard and treated as fairly as possible.

Over the years, the program’s success and value led to an expansion of USDA
agencies and issues that are eligible for assistance through the USDA’s CAMP. NFU
is fully supportive of the USDA’s CAMP and has urged the Secretary of Agriculture
and Congress to not only be prepared for an uptick in financial distress requests,
but also provide the necessary funding for the program to be as effective as possible.

A Working Safety Net

Overall Title I programs are functioning as designed and assisting producers with
falling commodity prices. USDA deserves serious praise when it comes to the rollout
and education behind these relatively complicated new farm bill programs. But that
does not mean that there is an absence of flaws both in design and execution of
these programs.

Nationwide, 96 percent of soybean farms, 91 percent of corn farms, and 66 percent
of wheat farms elected the Agricultural Risk Coverage County program (ARC-CO).
Seventy-six percent of all base acres enrolled in ARC-CO. Over 90 percent of long
grain rice, medium grain rice, and peanut farms elected the Price Loss Coverage
program (PLC).12 Totals for the 2014 crop year for both the ARC and PLC programs
were roughly $5.18 billion. Of that total, $772 million went to PLC participants and
$4.41 billion went to ARC participants.13 Without these programs, producers would
be in a much more difficult spot than they are right now. Especially when consid-
ering 2016 projections for net cash and net farm income, which is set to decline for
the third consecutive year after reaching recent highs in 2013 for net farm income
and 2012 for net cash income. Net cash farm income is expected to fall by 2.5 per-
cent in 2016, while net farm income is forecast to decline by three percent. While
those numbers do not appear alarming, when stacked on declines of 27 and 38 per-
cent reductions in net cash income and net farm income that occurred in 2015 the
picture worsens.14

The assistance that Title I programs are providing is also complemented by the
role of crop insurance. Nothing makes up for strong prices, especially not crop insur-
ance. It is not a breakeven program and, on average, farmers must incur losses of
almost 30 percent before their insurance coverage starts to provide assistance.
Farmers also spend approximately $4 billion per year out of pocket to purchase in-

11National Climate Assessment. (n.d.). Retrieved April 12, 2016, from hitp://
nca2014.globalchange.gov | highlights [ report-findings [ future-climate.
A12ARC/PLC Program. (2016). Washington, D.C.: U.S. Dept. of Agriculture, Farm Service

gency.

13 ARC-CO/PLC Payments as of Feb 22, 2016. (2016). Washington, D.C.: U.S. Dept. of Agri-
culture, Farm Service Agency.

142016 Farm Sector Income Forecast. (2016). Washington, D.C.: U.S. Dept. of Agriculture, Eco-
nomic Research Service.
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surance from the private-sector.l®> All that being said, crop insurance, year over
year, has provided a meaningful, timely and flexible program that fits individual
producer demands.

Federal crop insurance is based on fundamental market principles, which means
high risk areas and high value crops pay higher premiums for insurance. This em-
phasis on crop insurance and risk management has replaced constant demand for
ad hoc disaster assistance, which is subject to congressional wrangling, and is paid
for entirely by the taxpayer, while not being delivered in a timely manner. In addi-
tion to price and yield declines, the program helps farmers and ranchers facing mar-
ket conditions greatly impacted by foreign subsidies, tariffs, and non-tariff trade
barriers. This Committee must protect the integrity of crop insurance for the benefit
of farmers and ranchers.

Challenges Within the Safety Net

There are a number of Title I programs that deserve additional attention by this
Committee. There can be no doubt of the yeoman’s work that USDA did in com-
piling data on all crops in all counties for use in the ARC program. But problems
remain. One problem is the program itself.

ARC has had a number of problems including sign-up problems associated with
administrative counties. For the benefit of producers and program integrity, FSA
worked with grower groups to resolve the problem for the benefit of producers and
administrators alike. At the same time, we are also dealing with issues that have
not been solved, including ARC county yield data. We have seen cases in North Da-
kota, Texas, Colorado, Kansas and South Dakota where the benchmark yields and
current year yields are from differing sources and are not providing representative
revenue calculations.

NFU, along with other grower groups, are requesting administrative policy revi-
sions. These revisions include: an allowance for current year county yields to be de-
termined using comparable source yield data that was used for both the benchmark
and current year yields, and changes to the “ARC—CO yield cascade policy.” The
change in cascade should be as follows: NASS county yield, NASS adjoining county
yield, and determinations made by State Committees utilizing RMA yield data, un-
published NASS yield data, NASS district yield data and NASS state yield data.

The PLC Program is simple to administer and understand and has faced no sub-
stantial implementation issues. NFU supported this Committee’s work as it pushed
for the promotion of PLC in the 2014 Farm Bill. We had serious concerns over ARC.
Price protection and weather protection should be separate, with ARC there is a
mixture of the two that have caused problems from our perspective. NFU would
have liked to see a single program in the form of PLC that contained higher ref-
erence prices with crop insurance serving as the backstop.

NFU has also heard from dairy producers with concerns over the Dairy Margin
Protection Program (MPP). While this program was always intended to be a risk
management tool in a sector that historically relied on direct payments, it has none-
theless fallen short of expectations. Dairy farmers are experiencing an extended pe-
riod of very low milk prices and MPP has been unable to provide meaningful relief
for farmers during this period of low prices and surplus production. We have serious
concerns that if this problem goes uncorrected more dairy farms will go out of busi-
ness. We hope this Committee can begin to examine a reasonable dairy price setting
mechanism that takes into account production costs and an incentives-based inven-
tory management program. NFU would like to see the Committee hold regional
hearings to discuss dairy pricing and regional feed costs.

The last Title I program that our members have concern over is the Stacked In-
come Protection Plan (STAX). The current economic situation for cotton is anemic
and is threatening to cause long-term and potentially irreversible damage to the in-
dustry and the associated infrastructure. Losses in cotton areas translate into pres-
sure on associated businesses, infrastructure and rural economies. The infrastruc-
ture for the U.S. cotton industry (gins, warehouses, marketing coops and merchants,
and cottonseed crushers and merchandizers) will continue to shrink unless there is
a stabilizing policy for cotton to help sustain the industry in periods of low prices
such as currently exists today.

Cotton futures prices are trading in the 55¢ to 60¢ range, the lowest levels since
2009. Concerns about world demand, burdensome global stocks, a stronger U.S. dol-
lar and general price pressure in commodity markets are all factors in the current
price environment. Lower prices for cotton lint and cottonseed contributed to a de-

15Crop Insurance Coalition—Protect Crop Insurance. (2016, March 16). Retrieved April 12,
2016, from hitp:/ /archive.constantcontact.com /fs158/1103508273436 | archive /11241266725
78.html.
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cline in U.S. average market revenue of $156 per harvested acre in 2014 compared
to 2013 levels. For the 2015 crop, market revenue from cotton fiber and seed will
fall short of USDA’s full costs of production by more than $230 per acre.16

NFU believes that STAX is not sufficient to solve the current situation on its own.
To start, STAX only covers roughly 29 percent of cotton acres.l” NFU, along with
other allies including the National Cotton Council are supportive of classifying cot-
tonseed as an “other oilseed” for the purposes of ARC and PLC. We recognize there
has been a debate over current USDA authority and would urge USDA and Con-
gress to find a meaningful path forward. We also hope Congress can work with the
USDA to expand its authority to assist producers as well as USDA working within
its existing authority to provide relief.

Bright Spots

During these difficult times there will be many of conventional producers who will
manage to get through the down farm economy and in some cases come out stronger
in the end. There are also bright spots in the farm sector where there is additional
growth. Organic and local foods sectors continue to grow and seem, for the most
part, to be less subject to falling prices. This Committee, which made record invest-
ments through the 2014 Farm Bill, deserves credit for the current landscape in
these sectors. These investments include $11.5 million annually for the National Or-
ganic Certification Cost-Share, $20 million annually for the Organic Agriculture Re-
search and Extension Initiative, $5 million over the life of the farm bill for the Or-
ganic Production and Market Data Initiatives, $5 million for the National Organic
Program technology upgrades and $30 million annually for the Farmers Market and
Local Food Promotion Program.18

With the help of this Committee and the 2008 and 2014 Farm Bill investments,
there are now 21,781 certified organic operations in the U.S. According to data re-
leased by the Agricultural Marketing Service’s (AMS) National Organic Program
(NOP) in the beginning of April, the number of domestic certified organic operations
increased by almost 12 percent between 2014 and 2015. To further highlight the in-
crease in demand, the organic sector has undergone nearly 300 percent growth since
2002. USDA, with the help of Congress has provided more than $1 billion in invest-
ments to over 40,000 local and regional food businesses and infrastructure projects
since 2009. Sales estimates of local food have totaled $12 billion in 2014, up from
$5 billion in 2008.19

Conclusion

There are many challenges facing agricultural today. This Committee has a chal-
lenging task ahead of it as it begins to grapple with these problems especially as
it looks to crafting the next farm bill. The safety net needs to be protected from
those entities that would like to see it torn apart. There must also be recognition
on our part that these programs are not perfect and will need to be modified where
necessary, for the benefit of producers. At the same time some areas of agriculture
are doing well. Our collective challenge is to continue working to provide help when
and where needed—and to encourage the continued growth and success of our most
vital industry—agriculture.

Thank you.

The CHAIRMAN. Thank you, Mr. Johnson.
Dr. Johansson, you are recognized for 5 minutes.

STATEMENT OF ROBERT JOHANSSON, Pua.D.,, CHIEF
ECONOMIST, U.S. DEPARTMENT OF AGRICULTURE,
WASHINGTON, D.C.

Dr. JOHANSSON. Mr. Chairman, Ranking Member Walz, and
Members of the Committee, I am pleased to have this opportunity
today to discuss the state of agriculture and rural economy in the
United States. Today I will direct my comments towards the mac-

16 National Cotton Council of America. (n.d.). Retrieved April 12, 2016, from Attp://
www.cotton.org /.

17 Shurley, D. (3 Dec., 2015). STAX: A by-the-numbers look at its first year for cotton farmers.
SOUTHEAST FARM PRESS.

18 H.R. 2642.

19 USDA Reports Record Growth In U.S. Organic Producers. (2016). Washington, D.C.: U.S.
Dept. of Agriculture, Office of Communication.
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roeconomic forces and the impacts in the broader agricultural econ-
omy. I have submitted a more detailed statement for the record, so
today, I will focus my initial remarks on three main points.

First, expected prices for the new crop have fallen from recent
peaks, which will make it difficult for some producers to cover vari-
able costs of production. Globally, production has exceeded use for
corn, soybeans, and wheat for the past 3 years. As a result, global
stocks have been growing. In addition, the value of the U.S. dollar
has strengthened, resulting from slow and uncertain prospects for
growth globally and relatively strong and stable growth expected
for the United States. We anticipate the dollar will remain strong
through 2017, relative to customer and competitor currencies. As a
result, we project that export values in 2016 will be 10.5 percent
lower compared to 2015. One-third of that decline is due to reduced
trade value with China.

Second, producers will respond to the expectation of lower prices
in several ways that we have already heard about. Facing lower ex-
pected prices for crops, we know that producers will adjust planting
decisions, cut back on some inputs, rely on capital reserves, take
on additional debt, renegotiate land rental arrangements, and par-
ticipate in new farm bill programs. We have already seen signifi-
cant changes in farmers’ planting intentions with 5 million fewer
acres of wheat and almost 4 million acres of corn, more than our
expectation from February. Machinery sales have lagged behind
the 5 year average for the past 2 years. Demand for farm loans has
been growing since 2011 and is expected to continue to grow. For
example, as of the end of February, FSA’s use of funds compared
to last year is up 16 percent for direct operating loans, 25 percent
for guaranteed operating loans, and eight and 25 percent for the
direct and guaranteed farm ownership programs, respectively.

We expect farm bill programs will help farmers adjust to lower
farm income. Agricultural Risk Coverage Program payments last
year totaled approximately $4.2 billion, and payments for ARC this
year are forecast to be approximately $7.2 billion. PLC Program
payments last year totaled approximately $700 million and are
forecast to be nearly $2 billion this year. In addition, many pro-
ducers who have the ability to choose crop insurance to manage
risks have unforeseen losses for the 2016 crop. Overall, government
payments are expected to rise from about $10.6 billion in calendar
year 2015 to about $13.9 billion this year, and that includes con-
servation payments of approximately $3.5 billion.

Third, farm incomes will fall in 2016, but household incomes are
expected to show some positive growth. Farm net cash income, as
we have heard, is expected to fall by roughly three percent relative
to last year. Of course, last year’s net cash income, which includes
commodity receipts, cash, farm-related income, and government
payments less cash expenses, fell by 27 percent relative to 2014.
So, that is a flattening of the drop in farm income. In the crop sec-
tor, our initial projections suggest that crop commodity receipts will
be down this year by $1.6 billion, a decrease of about a percent. In
the livestock and dairy sector, our producers will benefit from lower
feed costs, but will also continue to be affected by tighter prospects
for trade. Projections indicate a decrease in livestock receipts of
$7.9 billion, or about four percent.
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However, despite slightly lower aggregate, net cash income, we
still project that the majority of farm households will see some in-
crease in household income in 2016. Median farm household in-
come is expected to exceed $81,000 in 2016. That is a record. Our
initial projections show that median on-farm and off-farm incomes
are expected to rise slightly in 2016, compared to 2015. In general,
that means that the majority of farm households are in a relatively
stable position going into the year, but it also means that there will
be a group of farms that are likely to face significant financial
stress in 2016.

To summarize, the overall farm economy in the U.S. does have
growing financial pressures. Global production is up. Stock levels
have been growing. The U.S. dollar is strong, and the trade envi-
ronment is very competitive, all of which mean prices are down rel-
ative to recent years. Farmers will adjust to lower expected sales
through a number of strategies to minimize unnecessary costs and
optimize their production. To cover costs, they will utilize capital
reserves such as financial reserves or new equipment, and may
take out new operating loans. Currently, interest rates remain very
low so new debt is not expected to result in significant increase in
operating costs. We would expect land value and cash rent levels
to realign to the lower price environment, but more slowly than
other costs. Last, we expect farmers to utilize new farm bill pay-
ments to cushion that transition to new lower commodity prices.

However, I will point out that many of our expectations and pro-
jections for the new crop year and the impacts on the farm econ-
omy were developed prior to our Outlook Conference at the end of
February. Since then, farmers have signaled they will plant more
corn and less wheat than we initially expected. Similarly, the Chi-
nese have recently indicated they will start to unwind their strong
stock position in corn. All of that information, as well as spring
weather, will ultimately determine the acres and management de-
cisions chosen by producers this year.

Mr. Chairman, that concludes my opening statement. I am happy
to answer any follow up questions that you may have now or later
for the record. Thank you.

[The prepared statement of Dr. Johansson follows:]

PREPARED STATEMENT OF ROBERT JOHANSSON, PH.D., CHIEF EcoNoMiST, U.S.
DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C.

Mr. Chairman and Members of the Committee, I am pleased to have this oppor-
tSunity to discuss the state of agriculture and the rural economy in the United

tates.

Last year the outlook for the agricultural sector was driven by factors, such as
transportation issues, energy price declines, and drought in the West. This year,
while energy prices and drought remain important components of the outlook, the
overall picture for agriculture in the United States is being driven more by macro-
economic factors such as economic growth both here and abroad and resulting cur-
rency adjustments.

A strong dollar coupled with high-levels of global agricultural production leave
U.S. producers facing commodity prices that continue to decline from record levels
and a more difficult trading environment than last year. As a result there will be
growing financial pressures on some producers this year, as expected revenue may
not be sufficient to cover expected costs. Overall, USDA forecasts that net cash in-
come will fall again in 2016.

Because in some cases expected revenues may not be sufficient to cover potential
costs, some producers will likely rely on capital reserves (farm incomes were at
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record highs between 2011 and 2014), increase demand for loans, lower their input
use, and rely on farm programs. Overall, the outlook for 2016 is for flat to lower
farm income in aggregate, but median farm household income is forecast to increase
4.5 percent to $81,666, reflecting expected increases in off-farm income.

Today, I will direct my comments toward macroeconomic forces and the impacts
on the broader agricultural economy, as I am sure the other two speakers here will
discuss farm-level impacts in greater detail.

Macroeconomic Outlook

[CY] 2015 marked a significant change in the global business cycle. Projections
for global growth fell consistently throughout 2015. USDA’s 10 year baseline used
assumptions that showed world GDP growth rising slowly and to plateau at just
over three percent. A key component of that global slowdown is slowing economic
growth in China (see Figure 1). Baseline projections also assumed China’s GDP
growth would slow to 6.1 percent in 2016, 5.7 percent in 2017, and gradually edge
down towards 5.0 percent. The latest IMF projections now show Chinese growth im-
proving slightly with growth at 6.5 percent and 6.2 percent in 2016 and 2017, re-
spectively.

While that growth is still relatively high, the slower growth means China’s GDP
is now forecast to be $700 billion lower in 2020 (about 5.7 percent lower than fore-
cast at this time in 2015). The implication is that China will be importing raw mate-
rials at a slower pace as it embarks on a more consumer- and service-oriented econ-
omy compared to one fueled more by housing construction and a buildout of its man-
ufacturing capacity. Countries that were heavily dependent on selling goods and
services to China are now facing a reduction in economic growth themselves (Aus-
tralia, Korea, and Brazil, for example). By comparison, the United States is expected
to be the growth leader among developed countries over the next decade. U.S. eco-
nomic growth is expected to be near 2.5 percent in 2016 and 2017 before gradually
moving to a longer-term growth rate of 2.3 percent

Driven by the relative strength and safety of the U.S. economy and by relatively
expansionary monetary policies in many other countries, the real value of the dollar
increased substantially in 2015 relative to competitor and customer currencies, and
that growth is expected to continue through 2017 (see Figure 2). Clearly, a stronger
dollar means it is more difficult to sell products to countries with weaker currencies,
such as Egypt and Nigeria (major wheat importers), and it is easier for countries,
such as Canada, the EU, Brazil, and Argentina to sell their agricultural products
abroad, making for an extremely competitive trade environment.

However, a strong economy also helps U.S. producers in several ways. First, it is
easier for U.S. buyers to import goods, such as fertilizer, from countries with weak-
ening currencies, such as Canada, Russia, and Ukraine. Second, a stronger U.S.
economy provides improved off-farm income opportunities for a large majority of
U.S. farm households. Third, 80 percent of agricultural products are sold domesti-
cally, so a stronger domestic economy likely means more opportunities to sell more
U.S. products and provide additional value-added at home.

Outlook for Trade Is Down in the Near-Term

Turning to the outlook for trade, U.S. agricultural exports were most recently
forecast at $125 billion for FY2016 (see Figure 3). That is down 10.5 percent from
last year, with much of that stemming from lower values, not volume, and with V3
of the decline coming from reduced sales to China. Yet, while strong competition,
reduced demand, and lower prices have contributed to falling U.S. export sales, the
last 5 years, and this year if forecasts hold, mark the 6 top years for value of agri-
cultural exports. On the import side, a stronger dollar means that U.S. consumers
have a greater ability to buy foreign goods. This year, agricultural imports are fore-
cast to rise to a record $118.5 billion. The next USDA trade forecast will be in May.

The FY 2016 forecast for grain and feed exports is down $4.4 billion from FY 2015
to $27.2 billion, due to lower volumes of corn and feeds and fodders, lower prices,
and increased competition from other suppliers. Oilseed and product exports are
forecast at $25.4 billion, down in both value and volume. Soybean exports are pro-
jected at 46 million metric tons in FY 2016, which would be the second highest level
ever, if realized, after last year’s 50.4 million metric tons. Cotton exports are fore-
cast $900 million below last year, at $3.2 billion on reduced supplies and shrinking
global demand. Rice exports are forecast at $1.8 billion, $300 million below last
year, mostly on declines in volume. Livestock products are down $2 billion from last
year, to $16 billion, due to lower prices, while dairy has dropped $700 million due
to lower prices and strong competition from the EU. However, sales of horticultural
products driven by tree nut exports and processed fruit and vegetables are up by
almost $600 million.
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Changing market conditions explain the export projections. For example, over the
past 10 years, agricultural export volumes to China have increased by more than
125 percent. We expect China imports of corn to be limited and imports of sorghum
and barley to slow in the near future, but to continue to grow over the next decade
(see Figure 4). Conversely, for Brazil, we expect its producers to respond to rel-
atively high prices for corn and soybeans (given Brazil’s currency depreciation) and
to increase production over the next 10 years. That will translate into increased
Brazilian exports and greater competition for the United States (see Figure 5).

Overall, global trade of grains and oilseeds is expected to increase over the next
decade to meet rising global demand. Global trade for wheat is projected to increase
by 17 percent, for coarse grains by 15 percent (25 percent for corn), and for soybeans
and products by 24 percent (25 percent for soybeans). Based on projected yield
growth, the world will need to allocate about 50 million more acres to corn, wheat
and soybeans, at U.S. productivity growth levels, to meet the increase in trade de-
mand.

Prices Continue To Soften

U.S. prices have moderated with weaker demand for U.S. products and greater
foreign competition. Stock levels have increased, and record global crops, largely a
result of relatively high prices for much of the last decade, have expanded supplies.
Since December, the dollar has continued to strengthen relative to the Brazilian real
and Argentine peso; Argentina has taken actions to be more competitive in world
commodity markets; oil prices and fertilizer prices have weakened; China’s demand
for sorghum has slowed; and the U.S. rice market has tightened.

In February, we released our expectations for the new crop. At that time, we ex-
pected further price reductions for the 2016/17 crop year for corn, soybeans, wheat,
rice and cotton as compared to our long-run baseline forecast from December of last
year. Wheat prices for 2016/17 were estimated at $4.20 per bushel, a decline of 16
percent from the current year. There are signs of weak exports, and we have al-
ready seen winter wheat area come in below trade expectations suggesting pro-
ducers adjusted their plantings. Corn prices were projected to fall to $3.45 per bush-
el for 2016/17. Soybeans prices were forecast at $8.50 per bushel in 2016/17. The
all-rice price was forecast at $12.90 per hundredweight for 2016/17. Cotton prices
were projected at 58¢ per pound (see Figure 6).

Lower commodity prices are expected to idle some land that had been brought
into production as commodity prices rose in the late 2000s. With the continued pres-
sure on margins, based on farmers’ intended plantings, the total area allocated to
major crops in 2016 is expected to fall by 2 million acres compared to last year, even
as area enrolled in the Conservation Reserve Program continues to decline, and
would be down nearly 6.5 million acres from the recent peak in 2014 (see Figure
7).
USDA'’s Prospective Plantings report released on March 31 reported that farmers
intend to plant 93.6 million acres of corn in 2016, a surprising 3.6 million acres
higher than average trade expectations and the level we had projected back in Feb-
ruary. At that level, under normal growing conditions and coupled with already high
stock levels, domestic corn supplies would be a record and corn prices could fall to
levels not seen in a decade. Markets quickly reacted to the Prospective Plantings re-
port, pushing the Dec. 2016 corn futures to a life of contract low. In contrast to corn,
planting intentions of 82.2 million acres of soybeans were toward the low end of
trade expectations. Actual winter wheat planted area and spring wheat intended
plantings were down a combined 5.1 million acres from last year. At 49.6 million
acres, all wheat planted area would be the lowest total since 1970.

Along with weather, changes in anticipated harvest time prices and input costs
between now and planting time will determine final acreage. Farmers will adjust
their early planting intentions as new information becomes available as the planting
season unfolds. For example, China recently announced that the temporary corn re-
serve purchase policy in northeastern provinces and Inner Mongolia would be re-
placed by a new mechanism of “market acquisition” and “subsidy,” intended to re-
duce government-held stocks. How that policy will be implemented is unclear but
it is controversial and contentious in China as it will likely affect farm income. The
United States has not been exporting very much corn to China since 2014. China’s
main corn supplier has been Ukraine, following an agreement between the two
countries signed in 2013. Nevertheless, this is likely to be another bearish factor on
feed grain markets. The United States has exported a significant share of sorghum
and distillers dried grains with solubles (DDGS) production to China in the last cou-
ple of years, although this trade has slowed and could be impacted by the policy
change in China.
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Turning to the livestock, dairy and poultry sectors, we project that total meat and
poultry production will be at a record high of 97 billion pounds in 2016, as produc-
tion of beef, pork, broilers (chicken bred for meat production), and turkeys all in-
crease. Milk production is also projected to be at a record 212 billion pounds in
2016. U.S. meat exports are expected to increase in 2016 following declines in beef
and broiler exports and relatively slow growth in pork exports in 2015 (see Figure
8). Exports in 2016 are expected to be up from the last year as larger supplies and
lower prices increase the attractiveness of U.S. products to foreign consumers. Broil-
ers were affected in 2015 by the closure of markets to U.S. poultry as a result of
the discovery of Highly Pathogenic Avian Influenza (HPAI), although many of those
markets have reopened. However, a relatively strong dollar paired with Russia’s
continued ban on imports of U.S. meat and relatively slow economic growth in a
number of markets may also constrain export growth for meats. Until last year,
dairy exports were growing fairly steadily; however, the confluence of a strong dol-
lar, large competitor supplies, and lower imports in key markets resulted in lower
exports in 2015. Many of those conditions have carried into 2016, and dairy product
exports are expected to fall slightly.

In 2016, prices for cattle, hogs, broilers, and dairy products are projected to fall
from last year’s levels. Fed steer prices are forecast to decline to $137 per cwt, down
seven percent as increased cattle supplies move through feedlots. Hog prices are ex-
pected to fall to $48 per hundredweight, down five percent from last year. Broiler
prices are expected to average 86¢ per pound, down five percent from 2015. Al-
though domestic demand for milk and milk products provides some support for prod-
uct prices, supplies remain large and export demand for certain dairy products has
weakened, pressuring prices. Milk prices are expected to average $15.25 per cwt in
2016, 10.7 percent lower than in 2015. Milk prices are expected to decline to an av-
erage of $14.55 per cwt this quarter, before rebounding in the second half of the
year to average $15.90 per cwt in the fourth quarter.

Farm Income Is Expected Down

USDA'’s farm income forecast from February shows farm budgets tightening with
lower prices. USDA-ERS projects that net cash income and net farm income are
both expected to fall slightly compared to 2015, but by much less than last year.
A crop budget calculator from University of Illinois has been updated to show ex-
pected prices for corn and soybeans in 2016 (see Figure 9). Revenue to cover such
things as rent and salary after accounting for other costs is lower than the average
cash rent value. This illustrates some places where producers could seek to tighten
budgets: chemical inputs, seed purchases, crop insurance, machinery costs, etc.

Given the situation and outlook for commodity prices and farm income, USDA’s
Farm Service Agency (FSA) is experiencing strong demand in FY 2016 in both direct
and guaranteed loan programs. FSA loan volumes were up more than 40 percent
between 2013 and 2015 and as of the end of February, the use of FY 2016 funds
compared to levels from a year ago were up by 16 percent for direct operating loans,
25 percent for guaranteed operating loans, and eight and 25 percent for the direct
and guaranteed farm ownership programs respectively. That situation is indicative
of the financial sector as a whole. According to the Kansas City Federal Reserve
Bank, which collects information about farm banking and credit, debt has been in-
creasing at agricultural banks since 2011. In late 2015, farm debt at commercial
banks was running about eight percent higher than in late 2014. However, the Kan-
sas City Federal Reserve Bank also notes that interest expenses have remained low
as a percentage of operating costs.

We expect farm bill programs to help farmers adjust to lower farm income. The
largest program, Agricultural Risk Coverage (ARC) payments in CY 2015 totaled ap-
proximately $4.2 billion. Payments for ARC in CY 2016 are forecast to be approxi-
mately $7.2 billion. Another new farm bill program, Price Loss Coverage (PLC), also
provide payments of approximately $0.7 billion in CY 2015 and are forecast to pro-
vide nearly $2 billion in CY 2016. In addition, many producers have the ability to
choose crop insurance to manage risk for their 2016 crop, to help offset any unfore-
seen losses. Overall government payments, which are more tied to economic condi-
tions than before, are expected to rise from about $10.6 billion in CY 2015 to about
$13.9 billion in CY 2016, which also includes conservation payments of approxi-
mately $3.6 billion in Cy 2015 and CY 2016

The new farm bill also provided producers with more options for Federal crop in-
surance, including new policies like peanut revenue insurance and the Stacked In-
come Protection Plan (STAX) for upland cotton. While STAX uptake has been higher
in some states than others, reaching over 50 percent of planted cotton area in Ala-
bama, generally it has been well below purchase of traditional crop insurance rev-
enue protection policies. Revenue protection policies cover over 80 percent of total
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cotton planted area in the United States, and reached 94 percent in Texas. Coverage
levels average around 70 percent. In 2015 STAX covered about 29 percent of insured
cotton acres.

Conclusions

Global crop production for grains and oilseeds have recently exceeded global de-
mand and have contributed to stock building and price declines over the past year,
and those trends are expected to level off in 2016. In addition, the U.S. dollar has
remained relatively strong compared to our competitors and customers for agricul-
tural products. As a result the U.S. faces a very competitive trading environment
in 2016.

Lower prices for crops imply a slightly lower forecast for overall farm incomes.
The new farm programs will benefit many producers, while falling energy prices will
continue to lower input costs, and new crop insurance products will cover more
products at higher coverage rates than in previous years. While farm cash rents re-
main high relative to expected returns, we are starting to see some declines in crop-
land values and cash rent levels. Domestically, lower commodity prices will likely
lead to reduced planted acres overall.

However, record high net farm income levels from several years ago helped U.S.
producers to strengthen their financial base and that is still reflected in the finan-
cial outlook. Heading into spring planting this year, USDA projects that producers’
debts relative to their assets will remain near historic lows. A slightly higher debt
(mostly from operating loans) and lower assets (from some erosion in land values)
will result in a slight increase in the debt-to-asset level in 2016. While borrowing
is up, the level of bankruptcies and farm loan forfeitures remain at historically low
levels.

In addition, despite slightly lower expected net farm income in 2016, we still
project that a majority of farm households will see increases in household income
in 2016, a sign of a strong economy, new farm bill programs, and falling expenses.
Taking a look at the median household is often more informative than looking at
the average household, since the average will be significantly skewed towards the
much larger farms, even though they represent a minority of households. Median
farm household income is expected to reach $81,666 in 2016, a record. Median U.S.
household income and median farm household income were nearly the same in
2008. Since that time, farm household income has grown more rapidly. In 2014 me-
dian farm income was $80,600 and median U.S. household income was $53,657 (me-
dian U.S. household income is not yet available for 2015 or 2016).

Of course, it is difficult to know what the median farm household in the United
States looks like. Roughly 60 percent of farm households are small, with sales of
less than $350,000 and without a full-time farm operator. Another 31 percent of
farm households are considered intermediate and have sales of less than $350,000,
but do have a full-time farm operator in the family. Last, there are roughly nine
percent of U.S. farm households that would be considered commercial-level oper-
ations with more than $350,000 in sales. Our initial projections show that both on-
and-off-farm income for all three groups are expected to rise slightly in 2016 com-
pared to 2015. In general, this means that the majority of farm households are in
a relatively stable position going into the year.
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[CHARTS]

Figure 1. World GDP Growth Slows, Most Notably in China
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Figure 2. U.S. GDP Growth and Real Agriculture Trade-Weighted Exchange
Rate
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Figure 3. U.S. Agricultural Exports
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Figure 4. Projections Up for China’s Imports of Grains, Soybeans, and Cot-
ton
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Figure 5. Projections Up for Brazil’s Exports of Corn and Soybeans
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Figure 6. Corn, Wheat, and Soybean Prices Soften, But Still Above 2000-
2003 Average

Cro Ave
P 2000-03

Wheat 3.09 724 177 6.87 5.99 4.95 4.20

Corn 2.14 6.22 6.89 4.46 3.70 3.55 3.45

Soybeans 545 1250 14.40 13.00 10.10 8.75 8.50
Upland

Cotton 46.47 88.3 72.5 77.9 61.3 58.5 58.0
All Rice 5.61 14.5 15.1 16.3 13.4 12.5 12.9
Red denotes record high.

Source: USDA-NASS (History), OCE (April 2016 WASDE for 2015 and
Agricultural Outlook Forum for 2016). Wheat, corn, and soybeans are in
dollars per bushel; cotton is in cents per pound, and rice is in dollars per
hundredweight.
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Figure 7. Planting Intentions Down From Last Year

Crop %
(mil. acres) change

Corn 91.9
Soybeans 75.0
Wheat 54.3
All cotton 14.7
M. feedgrains 10.4
Rice 2.7
Total 8 crops 249.0
CRP 31.1

8 crops +CRP  280.2

97.3 954 906 88.0 939 6.4%
77.2 76.8 833 827 822 -0.5%
55.3 56.2 56.8 54.6 49.6 -9.3%
12.3 10.4 11.0 8.6 9.6 11.4%
12.6 14.6 129 151 131 -13.2%
2.7 2.5 3.0 2.6 3.0 17.2%
257.4 2559 257.6 251.6 2511 -0.2%
29.5 268 255 242 23.7 -21%

286.9 282.8 283.2 275.8 2748 -0.3%

Source: USDA-OCE. The 2016 forecasts are from Prospective Plantings,

NASS.
Figure 8. U.S. Meat Exports Expected To Increase
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Figure 9. Illinois Case Shows Crop Budgets Tightening

Corn After Soybeans

Soybeans After Corn

Fertilizers and pesticides $185.00 $73.00

Seed $122.00 $76.00

Crop insurance and other direct costs $52.00 $23.00
Machinery and power $125.00 $117.00

Total non-land costs $552.00 $351.00

Yield 201.00 58.00

Price $3.45 $8.50

ARC-CO $30.00 $30.00

Crop Revenue  $723.45  $523.00

A‘ A‘

Revenue to cover rent and salary ﬂ171.45 \ ﬂ1 72.00 )
Cash Rent for lllinois _ \_ $228 / \_$228
e S

Source: USDA-OCE; University of Illinois 2016 Crop Budgets, Central II-
linois—High Productivity Farmland.

The CHAIRMAN. Thank you, sir.
And we will finish with Dr. Outlaw. You are recognized for 5
minutes.

STATEMENT OF JOE L. OUTLAW, Pu.D., PROFESSOR AND
EXTENSION ECONOMIST, DEPARTMENT OF AGRICULTURAL
ECONOMICS, TEXAS A&M UNIVERSITY; CO-DIRECTOR,
AGRICULTURAL AND FOOD POLICY CENTER, COLLEGE
STATION, TX

Dr. OutLAw. Chairman Crawford, Ranking Member Walz, and
Members of the Subcommittee, thank you for the opportunity to
testify on behalf of the Agriculture and Food Policy Center at Texas
A&M as you focus on the growing farm financial pressure gripping
our nation.

For over 30 years, we have worked with Agriculture Committees
in both the U.S. Senate and House of Representatives, providing
Members and Committee staff objective research regarding the po-
tential farm level effects of agricultural policy changes. Working
closely with commercial farmers has provided our group with a
unique perspective on agricultural policy.

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 ag commodities. The results I am
going to discuss today focus on the financial condition at the end
of 2016 and again at the end 2020 for 63 representative crop farms
located in 20 states, and Figure 1 of my testimony has their loca-
tions, if you are interested. The analysis utilizes FAPRI’s January
baseline commodity price projections, and we have a color coding
system that I am going to discuss. We have developed a color cod-
ing system to provide a quick way of showing how the farms are
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doing. Much like your stop light here in front of me, a green indica-
tion is a farm that only has a 25 percent chance of not cash flowing
or 25 percent chance of losing their real equity. A yellow farm is
indicated by a farm that has between 25 and 50 percent chance of
losing—not cash flowing, and the same percentage for losing their
real wealth. A red farm, as we have indicated here, has a greater
than 50 percent chance of not cash flowing at the end of 2016 or
2020, and a greater than 50 percent chance of losing their equity.
The Figures 2 through 5 provide a listing of the farms character-
ized as either feedgrain and oilseed, wheat, cotton or rice. And I
just mentioned, the characterization is based on the farm’s gross
receipts, whatever they have, 50 percent or greater of in terms of
their gross receipts.

As prices change over time, some of these farms that are charac-
terized as a cotton farm might actually be doing better because of
the grains they have switched to instead of cotton, and we will talk
about that later, I am sure.

So getting to the results: these results are the worst for
feedgrains and oilseed farms, as well as wheat and cotton farms,
that we have ever had in most of my career, at least since the early
1990s and probably before that. Specifically, 11 of 23 feedgrain
farms are projected to end the period in poor financial conditions,
so more than 2. Six of 11 wheat farms are projected to end the
period in poor financial condition, again, more than %2. Eight of 15
cotton farms and the only bright spot, only four of 14 rice farms
are suspected to end the period in 2020 in the red or poor condi-
tion. These results already include any projected ARC and PLC
payments that will be triggered by low prices or low incomes in fu-
ture years.

We contact our individual representative farm members when we
need their feedback on important events or issues. For this hear-
ing, we specifically asked them about the financial situation in
their area, how they are dealing with low prices, and overall obser-
vations of the current financial environment.

I have four points I would like to make. First, obtaining financ-
ing is much harder. Although all of our producers were financed
this year, a number of them had to go back to the bank and put
up a lot more collateral than they have ever had to in their careers.
The sentiment most feel is that this year is going to be a bad crop
year and the situation for financing next year is going to be nearly
impossible.

Second, almost everyone said they were putting off machinery
updates through the lean times. A number reported that they are
going to reduce hired labor and reduce the amount of purchased in-
puts, which also runs counter to trying to make the yield that they
are trying to do. Cash rents have come down a little, but nowhere
the amount that commodity prices have fallen, and that is due
largely to multi-year lease arrangements and some landlords who
just will not budge. The last is probably the most concerning. Most
of them are concerned about the future for themselves, but also for
young farmers who don’t tend to have the equity in their oper-
ations that older farmers would have.

So I am going to summarize my comments with three points I
would like to make. First, the low prices being experienced on most
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of covered commodities are well below the cost of production for al-
most all of our representative farms. These farms have been shown
to represent producers with well below the average cost of produc-
tion. So if our representative farms are hurting, the average farm
or worse than average farm in this country is in terrible shape, and
we have just shown that. Second, the current poor situation on
farms across the country would be considerably worse, if not for the
safety net provided by both Title I commodity programs and poli-
cies, and Federal crop insurance. There are some who say that
commodity policies are more important than crop insurance, or vice
versa. 1 don’t believe it is time to pick and choose a winner there.
I think they are both incredibly important.

For lenders, lenders tend to view crop insurance as being more
important because the insurance guarantee is bankable, meaning
it 1s something on which they can base a loan. On the other hand,
producers see the commodity assistance as the only chance they
have of coming close to breaking even in a low price environment.

And finally, in my opinion, the interest groups that continue to
call for changes that would negatively impact these key policy tools
clearly either have no idea how difficult the financial situation is
across agriculture, or they simply do not care. Farmers in this
country deserve better than to continually be threatened with
changes that I consider a dismantling of the safety net.

Mr. Chairman, that concludes my statement.

[The prepared statement of Dr. Outlaw follows:]

PREPARED STATEMENT OF JOE L. OUTLAW, PH.D., PROFESSOR AND EXTENSION
EcoNOMIST, DEPARTMENT OF AGRICULTURAL EconNoMmics, TEexAs A&M
UNIVERSITY; CO-DIRECTOR, AGRICULTURAL AND FooD Poricy CENTER, COLLEGE
STATION, TX

Chairman Crawford, Ranking Member Walz, and Members of the Subcommittee,
thank you for the opportunity to testify on behalf of the Agricultural and Food Pol-
icy Center at Texas A&M University as you focus on the growing farm financial
pressure gripping our nation. As many of you know, our primary focus as been on
analyzing the likely consequences of policy changes at the farm level with our one-
of-a-kind dataset of information that we collect from commercial farmers and ranch-
ers located across the United States.

Our Center was formed by our Dean of Agriculture at the request of Congressman
Charlie Stenholm to provide Congress with objective research regarding the finan-
cial health of agriculture operations across the United States. For over 30 years we
have worked with the [Agriculture] Committees in both the U.S. Senate and House
of Representatives providing Members and Committee staff objective research re-
garding the potential farm-level effects of agricultural policy changes.

Working closely with commercial producers has provided our group with a unique
perspective on agricultural policy. While we normally provide the results of policy
analyses to your staff without commentary, I was specifically asked to provide my
perspective today.

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 commod-
ities (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 around 100 rep-
resentative crop and livestock operations in 29 states. We have several panels that
continue to have the original farmer members we started with back in 1983. We up-
date the data to describe each representative farm relying on a face-to-face meeting
with the panels every 2 years. We partner with FAPRI at the University of Missouri
who provides projected prices, policy variables, and input inflation rates. The pro-



30

ducer 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 6 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 focus on the financial condition at the end
of 2016 and 2020 for 63 representative crop farms located in 20 states (Figure I1).
The analysis utilizes FAPRI’s January baseline commodity price projections. We
have developed a color coding system to provide a quick way of showing how the
farms are doing. Each farm is evaluated based on two criteria—their ability to cash
flow and maintain real net worth. If a farm has less a 25% chance of not cash flow-
ing or losing equity then it is coded green. Yellow farms have between a 25% and
50% chance of not cash flowing and losing equity. Red farms have greater than a
50% chance of not cash flowing and losing equity.

Figures 2-5 provide a listing of all the farms characterized as either feedgrain and
oilseed, wheat, cotton or rice along with our rating of their financial condition at
the end of 2016 and 2020. In general, more farms get worse (from green to yellow
or yellow to red) than get better by 2020. The results for feedgrain and oilseed
farms, as well as, wheat and cotton farms are the worst (in terms of the
highest percentage of farms in the poor category) since the late 1990s. Spe-
cifically,

e 11 of the 23 feed grain and oilseed farms are projected to end the baseline pe-
riod in poor financial condition.

e 6 of the 11 wheat farms are projected to end the period in poor financial condi-
tion.

e 8 of the 15 cotton farms are projected to end the period in poor financial condi-
tion.

e 4 of the 14 rice farms are expected to end the period in poor financial condition.

These results already include any projected ARC and PLC support that would be
triggered by low prices or low incomes in future years. Unfortunately, the results
should be viewed as optimistic because of an assumption we make regarding cash
balances. It is important to note that ARC support tends to be frontloaded and with
prices remaining low throughout the projection period, the ARC benchmark declines
significantly resulting in producers receiving little support by the end of the period.

We contact our individual representative farm members when we need their feed-
back on important events or issues. For this hearing, we specifically asked them
about the financial situation in their area, how they are dealing with low prices,
and overall observations of the current financial environment. Thus far we have re-
ceived comments from about Y5 of the 300 representative crop producers that make
up our panels. Below are a few generalizations I can make after reviewing all of
their responses:

1. Obtaining financing is much harder. All of our farmers received financing (al-
though almost all knew of farmers in their areas that were forced out of busi-
ness). Many had to go from bank to bank to secure financing, endure tougher
rules, and put up more collateral. Most feel the worst is still yet to come
(meaning after this crop year).

2. Almost everyone said they are putting off capital/machinery updates due to
lean times. Many reported reducing the number of hired laborers and amount
of purchased inputs.

3. Cash rents have come down a little, but nowhere near the amount that com-
modity prices and returns have fallen. This is due in-part because some pro-
ducers have multi-year lease agreements. However several cash lease tenants
reported their landlord’s have been unwilling to lower cash lease rates. There
are a substantial number of farms located in the South and Southeast that
have share-lease arrangements. Some of these arrangements have been ad-
justed to give tenants a slightly larger share of the crop.

4. Most are concerned about the future, both for themselves and for young farm-
ers who don’t tend to have the equity in their operations that older farmers
have.

In summary, I want to offer a few key points for your consideration:

First, the low prices being experienced by most of our covered commodities are
well below the cost of production for almost all of our representative farms. These
farms have been shown to represent producers with below-average costs of produc-
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tion. So if our representative farms are projected to do poorly, then higher-cost
farms are in trouble.

Second, the current poor situation on farms across this country would be consider-
ably worse if not for the safety net provided by both Title I commodity policies and
Federal crop insurance. There are some in agriculture who say that commodity poli-
cies are more important than crop insurance or vice versa. I believe they are equally
important—especially during times of low prices. For example, lenders tend to view
crop insurance as being more important because the insurance guarantee is “bank-
able”, meaning it is something on which they can base a loan. On the other hand,
producers see the commodity assistance as the only chance they have of coming
close to breaking even in a low price environment.

And finally, in my opinion, the interest groups that continue to call for changes
that would negatively impact these two key policy tools clearly either have no idea
how difficult the financial situation is across agriculture or they simply do not care.
Farmers in this country deserve better than to continually be threatened with
changes that I consider a dismantling of the safety net.

Mr. Chairman, that completes my statement.

[CHARTS]
Figure 1. AFPC’s Representative Crops Farms
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Figure 2. Projected Feedgrain and Oilseed Farm Outlook

Farm Name

Overall Rnancial Ranking
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Figure 3. Projected Wheat Farm Outlook
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Figure 4. Projected Cotton Farm Outlook

Farm Name Overall Financial Ranking
2016 2020

TXSP2500
TXSP4500
TXEC5000
TXRP2500
TXMC1800
TXCB3000
TXCB9200
TXVC4500
TNC2500
TNC4050
ALC3000
GAC2300
SCC1800
NCC1700
NCNP1500

Figure 5. Projected Rice Farm Outlook

Farm Name Overall Ainancial Ranking
2016 2020

CAR550
CAR3000
CABR1300
CACRS800
TXR1500
TXR3000
TXBR1800
TXER3200
LASR2000
ARMR6500
ARSR3240
ARWR2500
ARHR3000
MSDR5000

The CHAIRMAN. Thank you, Dr. Outlaw. I would remind Mem-
bers that they will be recognized for questioning in order of senior-
ity for Members who were here at the start of the hearing. After
that, Members will be recognized in order of arrival. I appreciate
the Members’ understanding.

With that, I will recognize myself for 5 minutes. Let me start
with a general question here. What do you say to those who look
at the situation of agriculture and wonder why don’t farmers just
not plant a certain crop if they don’t think they will make money
doing it? And I will ask Dr. Outlaw first, because you have done
extensive research on this. If you want to start us off?

Dr. OUTLAW. Sure. Basically the producer situation we have
right now is they are trying to plant the crop they are going to take
the least loss at. Said differently, they are also trying to plant the
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crop that they might be able to get an above average yield on,
which would make them come closer to breaking even.

But the big question you asked is specifically why don’t they just
stop? And the reality is that very few farms across this country
don’t have loans that they have taken out on equipment, land.
These investments are quite large. In order to try to service that
debt, they have to try to make some money back, and so we have
people trying to give it a go. I am not going to sit here and say
that every farmer in the United States is in dire straights, but I
am telling you that is the trend. And to answer your question, basi-
cally we have producers trying to do something that might, either
through a higher than average yield or something that happened
in the price on the commodity side, make money. They don’t want
to not farm.

The CHAIRMAN. Right.

Dr. Johansson, what areas of the U.S. are farmers reporting the
most financial stress? Is there a specific geography, or are we pret-
ty much all across the country? And when we talk about that kind
of stress on farmers, what form does that stress take?

Dr. JOHANSSON. I would say right now, obviously, we have talked
about the difficulties for cotton farmers this year. Prices are ex-
pected to be low going into planting this year, and are expected to
rise significantly over the next 5 years or so. So certainly there will
lloe stress in cotton areas, and we can come back to that question
ater.

Looking at the farm business income from USDA estimates re-
cently, the regions and the sectors that we see the most declines
in crop receipts expected for this year are dairy sectors in the
Northeast, Midwest, as well as specialty crop receipts in Florida
and the Pacific Coast. Obviously, we are also going to see declines
in other areas too, but those are the largest that we are showing
right now. We do see some additional declines in pork receipts and
poultry as well, so that again will be in the middle part of the
country for the most part.

So what form will the stress take? As I mentioned and as we
have all heard, producers will try and cut back on their losses in
a lot of different ways, but we would expect at least for this year:
I can’t project out 5 years like Dr. Outlaw just did, but at least for
this coming year they will be looking for increased operating loans
when they are having difficulties making ends meet, as well as re-
lying on reserves that may have been built up over the last 5 years.

The CHAIRMAN. Thank you.

Mr. Duvall, if you would, I would like to get some comparisons
here. We note that there were some huge challenges for agriculture
and ag credit during the 1980s. Based on the experience farmers
have had over the last few years, how do you think the farm envi-
ronment now compares to that period in the 1980s? And if it is not
as bad as the 1980s, how close are we to that level?

Mr. DuvALL. Well, we are at the beginning of what we saw even-
tually in the 1980s, and hopefully we have learned a lot from that.
Of course, our big concern is about the young men and women that
went in lately and haven’t experienced anything like this before.
But, once this process starts, you start trying to find a way to sur-
vive until it comes back, and of course through refinancing, delay-
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ing your future plans. A man my age wants to bring his son back,
and I brought my son back and purchased another farm. You put
those plans on delay to try to help him get started. There are so
many things that are going to happen before we get to that point.
But what we see happening now are indicators that we are going
to get there. Right now, we still have good cash and good assets
there, and our land values are beginning to trend down, but they
haven’t trended down as rapidly as they were during that time. So
when that starts happening, then we are going to start seeing the
critical stage that we saw during that time.

The CHAIRMAN. Mr. Johnson, do you concur?

Mr. JOHNSON. I do. There is a huge difference between now and
the 1980s: interest rates. We were looking at interest rates ap-
proaching 20 percent, in some cases exceeding 20 percent. And of
course, you saw land values drop by 50 percent in a period of just
a couple years. You saw machinery values go even more than a 50
percent drop. And so debt just spiraled out of control. We don’t
have that interest rate environment right now, but if that changes,
this situation is ripe for going very fast in a negative direction, in
my opinion.

The CHAIRMAN. Thank you, sir.

I am going to recognize Ranking Member Walz, for 5 minutes.

Mr. WALZ. Thank you, Chairman. Thank you all for your testi-
mony. I would like start, I want to thank you, Dr. Outlaw, for that
articulate statement on crop insurance, and I hope that gets broad-
cast wide because I do think misinformation, and again, when that
reared its head at the omnibus, thank goodness the Chairman and
others stood for that. So I appreciate that.

I will go quickly here. I want to start with Mr. Johnson and Mr.
Duvall. Are you seeing a generational difference on how producers
are handling this in any way?

Mr. JOHNSON. Yes, there is a generational difference, and the
folks that I think we need to be most concerned about are those
who have started farming in, let’s say, the last 10 years or 5 years
in particular where they started at a time of very high prices, high
profitability, and extraordinarily high costs. And one of the charac-
teristics of an agricultural economy is that when market prices go
down, the costs go down much, much more slowly and they take
a lot, lot longer to go down. And so you will find the economy move
into this sort of negative income and negative cash flow situation
very quickly. If these young farmers haven’t had a chance to build
up the cash reserves that Dr. Johansson talked about, then they
just don’t have the ability to survive nearly as long. That is the big
concern, in my opinion.

Mr. DuvaLL. Yes, sir, one of the bright spots when our young
people come back home, they are so in tune to all of the new tech-
nologies that are out there to use, and they are going to be so effi-
cient with what they do and have the opportunity to exercise that
knowledge and that ability to use those technologies.

Of course, that also goes back and speaks volumes about re-
search and development and monies that we are spending there
with the land-grants and everywhere, and how important that is
to continue and keep making that investment in the future so that
when times come like this, we have the technologies to be able to
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tighten up our belt just a little bit tighter, maybe put the future
on hold a little bit, and help us get through this time.

Of course, a lot of our young farmers are dependent on their fam-
ilies and their dads to sign the bottom line. Those guys that are
coming in fresh, they are really going to be in for a hard time.

Mr. WaALz. I agree, and this Committee has emphasized begin-
ning farmers and ranchers in this generational issue, and we have
a lot of them in there. Now it is our job to keep them in there.

Section 179, the permanent $500,000 deduction, did that help? Is
it good? Is it where we were at? I ask that because we don’t get
credit for doing much around here, but we did do that.

Mr. DuvALL. Most certainly it has. What you did was a good
thing to do, and it was of very much help.

Mr. WALZ. So you see a real impact, all right.

Dr. Johansson, I am going to go to you. You said despite slowly
lower—because I think I am hearing and we are similar on this.
We are using the same data, but you seem a little more optimistic
than the others, and I am trying to understand this dynamic of off-
farm income and some of that. So your statement was slightly
lower expected net farm income, but we still project the majority
of farm households will see increases. I don’t hear that often, but
I trust from the economist. I want to hear the dynamic of what is
working.

Dr. JOHANSSON. Well sure. We know that a lot of farm house-
holds earn income off-farm, so when I talk about household income
for farms, I am talking about both on-farm and off-farm income. So
we have seen an increase in farm income relative to the U.S.
household income. Starting in 2008, following the recession, farm
household income has been growing faster than overall U.S. house-
hold income. That is due to a number of factors, not just on-farm
income. Obviously we had great on-farm income during those
years, but we have had growing off-farm income. That is from in-
vestments, increased opportunities for working off the farm as well.

But you are right. It is the same data, it is just explaining it
somewhat differently. I am just saying that at the midpoint, Y2 the
farms above this, 2 below this, at that midpoint we are likely to
see those farms with slight positive growth relative to last year.
Obviously, last year was a big drop from 2014 to 2015, so it
wouldn’t have been the same case last year. I am just saying look-
ing at 2016 relative to 2015, it is pretty flat in terms of their
change in income, slightly up. But we do also show that at the 50
percent of farms that are below that point are going to be facing
some financial pressures, and I think that is what we are hearing
about from the other speakers here. We do see the share of farms
that are highly leveraged, okay, so when we talk about that debt-
to-asset ratio around 13 percent being much lower than it was in
the 1980s, so that is an aggregate. That is a good thing. But when
we look at the share of farms that are highly leveraged, that is also
growing, so that is what is leading to a lot of the discussion that
we are having today.

Mr. WaLz. Great, thank you. I yield back.

The CHAIRMAN. The gentleman yields back, and I recognize the
full Committee Chairman, Mr. Conaway, for 5 minutes.
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Mr. CoNAwWAY. Well thank you, Chairman, and Tim pretty much
started exactly where I did. Let’s follow up a little further, Dr.
Johansson.

If the median boot size for the Army is a 9, and we buy all size
9 boots, then the folks whose feet are 9 or below are going to be
happy campers, but those of us who have shoe sizes bigger than
9 are not going to be really happy. So I worry that when we use
those statistics—and it is valid I don’t question the number itself—
but it could be misleading in the sense that there are very few of
them at the median farm household income of $81,600. So how do
we communicate better? As part of your analysis, did you do sector
by sector? Again, all politics are local. I represent west Texas. I
have a lot of cotton farmers that are not at that $81,000 mark, I
don’t believe. As a part of your work, do you have sector by sector
work that could be used to help flesh out and get a better, clearer
picture of the stresses? Because I agree with Tim. You sounded a
lot more optimistic than Dr. Outlaw did in his comments.

Dr. JOHANSSON. Well, just to go back to the main message that
I was saying, and then I will address your point here.

We do see farm prices coming down, and that is going to be mak-
ing it difficult for

Mr. CoNAWAY. Farm prices for land or crop prices?

Dr. JOHANSSON. Crop prices.

Mr. CoNAWAY. Crop prices.

Dr. JOHANSSON. Crop prices and livestock prices are expected to
be much lower this year, and that is leading to a lot of the question
about how farms are going to meet the bottom line in general.

But when we talk about median and then just aggregating that
a little bit, so we can look at the midpoint of small farms, inter-
mediate farms, and large farms. So commercial farms with more
than $350,000 in sales, intermediate farms with a full-time oper-
ator but less than $350,000 in sales, and then the 60 percent of
farms that are considered small, for example. The midpoint of all
of those are also reflective of the general point, which is Y2 of all
of those categories are going up, so size 9% narrow, wide, and
extra wide are all going to be going up a little bit.

The point that is worth focusing on is, as you point out, we hear
about the stress in the lower end of distribution. So the new and
beginning farmers that are more leveraged, producers that may
have taken out more loans in the last couple years to expand their
operations, those operations are going to have higher debt-to-asset
ratios. It would be nice to compare those to the 1980s, but our data
for those disaggregate pieces we can compare the aggregate num-
bers back to the 1980s, but we can’t compare those smaller chunks
back to the 1980s. Our data only goes back to the 1990s.

The last thing I will point out is we also follow farm loan delin-
quencies as well as bankruptcy rates, and those are still at very
low levels. Interest rates, as Mr. Johnson pointed out, are at ex-
tremely low levels. So there are some areas for concern, mainly be-
cause we do see expected costs exceeding expected returns in a lot
of cases, but we do have some——

Mr. CoNAWAY. Okay, I am a CPA, so when my client’s costs are
higher than their revenues, it is hard to get to $81,000 net farm
income. Does that $81,000 count the program contributions and ev-
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erything else? How do we get our production costs higher than pro-
duction revenues to the point where they are making money?

Dr. JOHANSSON. Yes, that includes program payments as well.

Mr. CoNawAY. Okay, all right. Zippy and Mr. Johnson, can you
give us a couple of examples near your home, talking about the
ability to get credit, to be able to go to the bank and get the work-
ing capital you need? Can you talk to us about that?

Mr. DuvALL. Yes, one middle aged farmer that was telling me
that every time he would go to the bank and talk about an oper-
ating loan earlier this year, they would say well, what do you think
Congress is going to do about cottonseed, because he was a cotton
producer. And that bank was almost sitting there waiting to see
what was going to happen in this town to whether or not they were
going to make that operating loan. I haven’t talked to that young
man since to see what happened eventually, but that banker was
concerned about that.

I heard just this week that in the panhandle of your county there
were two cotton farmers that called it quits and are moving out,
so I am sure you probably heard that, too.

Mr. CoNAWAY. Mr. Johnson, any comments from your folks about
lending?

Mr. JOHNSON. Yes, thank you, Mr. Chairman.

The ability to get credit, an indicator of what is happening to
FSA loans, and if there is something that I would encourage the
Committee to focus on is making sure that there is enough funding
for FSA, because that really is the lender of last resort. That is
where you are going to see commercial lenders moving their clients
to. And the other alarming thing that we hear is a lot of folks are
taking their operating credit that didn’t get repaid last year and
rolling it over either credit or onto land mortgages. We saw that
before the 1980s collapse. I worked as a credit counselor and a lot
of those years and literally worked with hundreds of farmers facing
creditors where they couldn’t make their payments. That is a very
alarming trend. I mean, it makes sense if the economy improves in
the next year or 2. If it does not, then what you do is you put at
risk more of the assets, as Mr. Duvall was saying, a farmer that
didn’t want to mortgage the land in order to keep farming.

Mr. CoNAWAY. All right, thank you, gentlemen. I appreciate all
your testimony.

The CHAIRMAN. The gentleman yields back, and I am pleased
that the Ranking Member of the full Committee could join us
today. You are recognized for 5 minutes.

OPENING STATEMENT OF HON. COLLIN C. PETERSON, A
REPRESENTATIVE IN CONGRESS FROM MINNESOTA

Mr. PETERSON. Thank you, Mr. Chairman.

I am wondering if any of you have reaction to what I am hearing
out in my part of the world. I don’t know if it is that way in the
South with crop insurance. Crop insurance worked very well when
the prices were going up and when the prices were high, but it is
the biggest single problem now that producers have in getting cred-
it and surviving this downturn. And it is going to get worse, and
the ARC program basically mirrors the crop insurance system in
terms of how it works. Now I know in the South most people took
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the PLC. I don’t know exactly how it is impacting down there, but
I am concerned about where this thing is at. I don’t know what
producers are going to do, if they are going to stick with revenue,
if they are going to go back to yield insurance. I don’t know. But,
I would like your take on this issue, if you have any thoughts on
it, and any of you that want to respond.

Mr. JOHNSON. If I could, Congressman, I would make two points.
First of all, relative to crop insurance, I absolutely agree with you.
Crop insurance in good price periods does an extraordinarily good
job. Most policies that are sold today are revenue policies, and so
if the price is low, then the revenue guarantee is also low. And so
we are hearing more concerns about that. I would encourage the
Committee to spend some time looking at that dynamic, because it
is in these times when help is needed the most.

The second point I would make is that I know that in the last
farm bill there was a need to sort of compromise, and that com-
promise ultimately meant that the House PLC Program was made
an option alongside of the Senate ARC programs. Price protection
is extraordinarily important in these kinds of time periods, and so
we were very favorably inclined to support the PLC Program that
came out of this body, and I would encourage you to look at trying
to move those reference prices higher in order to provide that kind
of protection. Your point I fully agree with.

Mr. DuvaLL. Yes, sir, crop insurance is vitally important to our
farmers because they can decide if they can come to a number what
their input costs are and try to buy revenue crop insurance to cover
that cost. They know that if they don’t make that crop, they can
at least cover the cost of getting that crop. So it is vitally impor-
tant, and of course, dependent on the environment they are in,
whether or not it is important at one time or other, it just depends
on the environment. So I would agree with your comments. But
crop insurance is important to our farmers, and there are mixed
feelings where I come from in Georgia. There are mixed feelings
about crop insurance. We have been a little bit slow to adapt to it
down there. A lot of our guys, instead of spending it on premium,
put it in pivot irrigation systems, guarantee the production of crop
from weather disaster, of course, but they are slowly but surely
grasping the idea of crop insurance as revenue protection.

Dr. JOHANSSON. Yes, I would agree with your comments. I know
that the producers that I speak to when they come in to talk about
various farm programs generally start with crop insurance, that
they want to make sure that USDA is firmly supporting that, and
certainly we would agree that the program is offering coverage of
about $100 billion in liability, and a lot of that is in revenue cov-
erage, as we heard. So, that is providing a large part of the safety
net, and as you mentioned, movement from the direct payment pro-
grams in Title I to more of an insurance type of program in ARC
PLC where those programs, particularly with ARC, do kick in
when conditions are difficult, and that is why we are going to likely
see our payments going up this coming year.

Dr. OuTLAW. I probably have a little bit different take on this be-
cause of all the analyses we do; and, like I said during my testi-
mony, both Title I programs are critically important and crop in-
surance is critically important, and they serve the same purpose to
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keep the farmer on the farm, but as Mr. Johnson said, during low
price times, crop insurance, when you are buying a coverage cov-
ering 80 percent of a loss, it is not very exciting. And so the com-
bination of Title I that provides a floor on the income that they
were going to receive from low prices, plus crop insurance, is about
as strong as we are going to get in this kind of a budget environ-
ment.

The CHAIRMAN. The gentleman’s time has expired.

The gentleman from Illinois, Mr. Bost, is recognized for 5 min-
utes.

Mr. BosT. Thank you, Mr. Chairman.

This question is for Mr. Duvall and Mr. Johnson. I have been
hearing in my district producers say that the USDA Prospective
Planting report that came out, and they tell me there is no way
that they will be able to have that much corn grown in the U.S.
this year. You both come from different parts of the country, and
what is your take on the Prospective Planting report, and does the
USDA report come close to what the producers in Georgia and
North Dakota are thinking?

Mr. JOHNSON. Thank you, Congressman, for that question.

I was personally surprised at the increase in corn, but I am also
very, very pleased I am not the one that has to make those projec-
tions. I think what farmers will do faced with a series of price and
profit or loss potential outcomes is they are going to look to plant
a crop that is going to lose them the least or make them the most,
and have lower risk. If you look at the numbers that I provided in
North Dakota, they actually suggest that soybeans are going to
make money, corn is going to lose money. North Dakota is probably
not a representative corn state. We are kind of on the fringe, so I
don’t know that that is the best example, but I would expect that
in our area, you would probably see corn go down, soybeans go up,
just based on that analysis. And that is kind of what we have been
hearing.

Mr. DuvaLL. Of course, those numbers you said are just intended
planted acres, and we are going to be watching that to see if we
plant everything we intend to.

But I would make an observation that if you look at what hap-
pened weather-wise across the country last year, there were a lot
of acres that weren’t planted.

Mr. BosT. Right.

Mr. DuvALL. Whether it be drought or too much rain, and if I
am a farmer, my optimism says I am going to plant those acres
this year. So you had an increase there just in those acres there.
But we are going to be watching those numbers, but those are in-
tended planted acres.

Mr. BosT. Mr. Johnson, you actually went down a path that I
was going to ask next, and that is when North Dakota, and you in
your testimony said as much as $2 an acre loss on corn. Do you
think that other high prairie states will be moving back to some
other crop rather than corn?

Mr. JOHNSON. At the end of the day there aren’t a whole lot of
choices for farmers. The one thing that they are going to do is they
are going to plant.

Mr. BosrT. Right.
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Mr. JOHNSON. And it is really important, I know folks on this
Committee understand that. I don’t think the general public gets
that. The general public thinks, “You know what, if you are going
to lose money on everything, well then don’t plant anything, you
fool.” And the fact of the matter is, that is not an option for farm-
ers. They have to plant for the reasons that Dr. Outlaw mentioned
earlier, and lots of reasons. I mean, you just have to plant. I
farmed most of my life. You can’t imagine not planting just because
yi)u are going to lose money. You lose way more money if you don’t
plant.

My guess is you may see a fair amount of shifting that occurs
between that projection and when actual planting conditions
emerge. In our place, it depends an awful lot on what planting con-
ditions are like. If the weather starts pushing planting later and
later and later, you are going to forego corn. You are going to do
shorter season crops.

A contrary point that I would make to a point I made earlier is
we have talked to some folks who are planting corn who are look-
ing to increase the amount of corn acreage because they are rel-
atively new in it. They have the ability to do more rotational kinds
of things so they have ground that was in canola or wheat or soy-
beans that can now move into corn, and they look at corn as being
a stable yielder, particularly if they have very high soil moisture
conditions which corn uses a lot of.

Mr. BosTt. I understand the plight of the farmer. I was in the
trucking business for years, so we just kept investing until we went
broke. So I mean, it is kind of the same.

Mr. DuvAaLL. I would say from the area that I live in and come
from in Georgia, a cotton picker can only pick cotton. A peanut
combine can only combine peanuts. We can’t change the head on
our machines in Georgia and decide to grow another crop. We are
corn deficit state, which is good for the guys in the Midwest, be-
cause we have a lot of chicken and cattle to feed, but that makes
it very difficult in Georgia to be able to just change crops, plus to
get out of your rotation could cost you a lot of money in the future.

Mr. BosT. Thank you, and I yield back.

The CHAIRMAN. The gentleman yields back.

I now recognize the gentlelady from Florida, Ms. Graham, for 5
minutes.

Ms. GRAHAM. Thank you, Mr. Chairman, Ranking Member Walz.
I appreciate this opportunity. Thank you so much to all the wit-
nesses.

Yesterday I had the pleasure of meeting with a couple groups
from the Florida Farm Bureau, I represent the panhandle of Flor-
ida, and we discussed the decrease of feed prices and also the de-
crease in milk prices. Mr. Duvall, I would be curious if you could
help illuminate me a little bit more on the relationship between
f)ro%s and livestock, and why we see these broad declines across

oth.

Mr. DuvALL. Well, it has a lot to do with the stockpiles of the
crops, whatever crop that might be, and how much is out there on
the world market, and it has a lot to do with trade.

I was in the dairy business 30 years, and I will be the first one
to admit, just about the time I got to understand how they priced
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my milk, they changed it. So dairy is a very, very difficult thing
to explain. But I do know in listening to my neighbors that are in
the dairy business, they are in some of the most trying times they
have ever been in. They come off of $20 and $25 milk, and now
they are looking at $14 and $15 milk in Georgia. And I got out of
the dairy business in 2005, and I was shipping $17 milk then. So
there is absolutely no way that they could take the inflation factor
and put on what they are having to put in their input costs, maybe
with the exception of feed, but everything else, the inflation goes
along with the other stuff, and be able to keep up with that kind
of price if they are coming back to it.

I am also in the poultry business. I understand how it influences
the poultry industry. I grow for an integrator, and they very often
told me what a problem they were having when corn was $9 a
bushel, but now it is cheap. So they are gaining ground as far as
the integrators are. In the poultry business, as far as broilers, it
is pretty good because everybody seems to want chicken, and our
downtime between batches are really close. And for a producer like
me, that is a good thing. So, if corn is high, that is hard on animal
agriculture. If it is low, the animal agriculture seems to reap some
of the benefit from it. But I can’t really explain to you, other than
the stockpiles of commodities and how prices dictate it through, es-
pecially milk in trade.

Ms. GRAHAM. Thank you. Does anyone else have anything to add
to that?

Mr. JOHNSON. Well if T could, I would simply make a point about
dairy, particularly as it relates to this Subcommittee’s responsi-
bility over the Dairy Margin Protection Program. I know that was
a new program that was put into place. It needs quite a bit of at-
tention. We have had lots of complaints from dairy farmers that it
just isn’t working for them. Most recently, I have learned I believe
from USDA sources some alarming numbers about the premiums
that are paid for that program are something like $73 million, and
yet only about $700,000 has been paid out. So that suggests to me
that maybe the balance that we have struck isn’t quite right, that
there needs to be some “rejiggering” of what those margins are,
and one of the things I have suggested in my testimony; listen, I
know dairy policy is the most complicated policy in all of agri-
culture. I have been in this business most of my life, and when the
dairy guys all agree on something, that is a time to celebrate. What
they all agreed on last time was the Dairy Margin Protection Pro-
gram with a supply management piece, and that got lopped off. So
whether that is part of the mix, that is a question that your Com-
mittee is going to have to wrestle with. But in particular, the
ranges that were provided in statute need to be adjusted.

Ms. GRAHAM. That is very good guidance, and I am going to try
today to work the word rejiggering into my conversations. Thank
you for providing that word for me today.

I have other questions but my time is almost expired, so I yield
back, Mr. Chairman. Thank you. Thank you, gentlemen.

The CHAIRMAN. The gentlelady yields back.

I recognize the gentleman from Georgia, Mr. Scott, for 5 minutes.

Mr. AUSTIN ScOTT of Georgia. Thank you, Mr. Chairman.
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Mr. Duvall, you sure look like a fellow named Zippy from Geor-
gia. Have you ever met him?

Mr. DuvALL. I am afraid I have. There are not many of them
around.

Mr. AUSTIN ScOTT of Georgia. I am glad you are in that position.
I know you will do a great job for the farmers.

One of my primary concerns as a Member of this Committee is
when we get into writing the next farm bill, one of the things we
have to make sure of is that we don’t allow commodity groups to
be pitted against commodity groups. This is agriculture and the
rural economy, and quite honestly, feeding Americans, that we
have to get the policies right for.

As you know, while the commodity prices are mighty low in the
farm right now, if you go to the grocery store, you wouldn’t know
it when you check out, and there seems to be a big disconnect be-
tween what Americans are paying for their groceries and what peo-
ple, who are actually out there growing the crop are receiving for
it.

Mr. AUSTIN ScOTT of Georgia. Dr. Outlaw, I was with an ag econ-
omist in Tifton a couple of weeks ago and when the meeting was
over, for every phone call I got from a farmer, I got from a banker
expressing concerns and if farmers don’t do good in my part of the
world, then nobody makes money. In your analysis, which regions
of the country are experiencing the most financial pressure right
now, and which ones do you expect to experience the most pressure
in the near future?

Dr. OutLAw. Well, for our purposes, obviously, the South and the
Southeast, our results would say they are having more difficult
times. But there are also pockets. We visit with these producers
quire often and we just came back from North Dakota where they
were some of the more unhappy people we have visited with in
quite some time, because they made a decent corn crop and then
they couldn’t ship it, so they were taking prices well below what
anybody else has to take for their commodity because there was
real shortage near the time they needed to get shipped out. That
only happens at a point in time, but it happened at the important
point in time where they had to take low prices for their commod-
ities and that was their income for the year.

So we have pockets around the country, out West, far West, and
the regions of Oregon and Washington, there are some problems
there as well. But if you want to just lay it on it, it is the South
and Southeast.

Mr. AUSTIN ScoOTT of Georgia. Do you foresee that changing as
time goes forward, obviously cotton prices have a tremendous im-
pact on us, more so than they do the Mideast. Although, I will tell
you that cotton prices have a tremendous impact on Iowa, because
that is where the majority of the cotton pickers that run in the
Southeast come from is from John Deere and Acme.

Dr. OuTLAW. My expectation is that producers are looking for
any crop they possibly can, canola or oilseeds. One of the letters
I received from a North Carolina producer said they are expanding
the growth of sweet potatoes in that state tremendously as a niche
market, trying to find something they can make a profit on.



44

My expectation is that this group is going to have to do some-
thing to fix cotton, or we won’t have the cotton industry. As Dr.
Johansson said, looking into the future, all we can do is deal with
price forecasts, and it doesn’t matter whose forecast you use, the
situation looks really poor. And with the price forecast that I am
ilsill{lg from FAPRI, which is very similar to USDA’s long-term out-
ook——

Mr. AUSTIN ScOTT of Georgia. Dr. Outlaw, I am almost out of
time, but you mentioned cotton a couple of times in there. I am ex-
tremely concerned about that.

I want to go back to Mr. Duvall, if I can. Our cotton producers
can’t just—those cotton pickers cost a lot of money, and I went past
a dealership the other day, a tractor dealer, and there were an
awful lot of them sitting on the yard. It is not just a matter of the
farmer, it is the whole infrastructure that surrounds the ag econ-
omy.

Could you speak to kind of the ag economy as a whole, from the
farmer to the tractor dealer to the ginners and the impact that it
has when farmers can’t make that profit?

Mr. DuvaLL. Well, if we look at equipment sales, we see that
small tractors, small horsepower tractors are going up, which indi-
cates that that is a different area to sell those products in. It is not
in agricultural production. But if you look at over 100 horsepower
and over 100 horsepower four-wheel drive, over 100 horsepower is
down 33 percent and four-wheel drive are down 38 percent across
the country. So those indications say that hey, as a farmer, I don’t
know about these prices. I am going to try to run this tractor 1
more year before I update, and hopefully prices will come back and
I will be able to do that. Well how many years can he do that be-
fore it starts caving in? And it is a chain reaction, of course. If the
farmer makes that decision, that equipment dealer doesn’t get to
sell that piece of equipment and all the people around that indus-
try are beginning to start crumbling down.

We talk about cotton. Cotton has a huge infrastructure built
around it, just like the Renewable Fuel Standard has a big infra-
structure built around it. And we need to make sure that safety
net—it continues how the financial backing to it to be able to move
forward, and of course, we have already discovered the safety net
we have in our farm bill does not help cotton.

Mr. AUSTIN ScOTT of Georgia. Thank you for being here, gentle-
men.

The CHAIRMAN. The gentleman’s time has expired.

We will move now to the other Mr. Scott from Georgia. I recog-
nize you for 5 minutes.

Mr. DAvVID ScoOTT of Georgia. Thank you very much, Chairman
Crawford. Mr. Duvall, it is good to have you here, and let me just
say that the Farm Bureau is very lucky to have you as its Presi-
dent.

Mr. DuvaLL. Thank you, sir.

Mr. DAVID ScoTT of Georgia. You are a good man, and Georgia
is proud of you.

Mr. DuvaLL. Thank you, sir.

Mr. DAvID ScOTT of Georgia. Let me first start, Mr. Duvall. We
have heard throughout this hearing of all the downward pressures
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and the crises facing all of our farmers, particularly our cotton. I
am very concerned about that. Georgia is the number two cotton
producing state in the nation, that is my state, next to Texas.
Many of us on this Committee have been working with Secretary
Vilsack to address and try to get you and get cotton folks some help
financially. We have done this through their two approaches. In the
ginning program we were working on the CCC, which is another
program, if we could get some temporary appropriations until we
can get back into the farm bill, and then we can permanently cor-
rect the situation. What is your understanding? Are you all pleased
with how we are moving, and am I accurate in saying that Sec-
retary Vilsack is responding and you feel confident we will be able
to get that money to you through one of those efforts?

Mr. DUVALL. Yes, sir. First, let me make a first comment. There
is no support of opening up this farm bill that we had, so we want
to make sure that everybody understands that. We know there is
a lot more damage to be done by opening it up, so we need to find
solutions around that. And if we specifically talk about cotton, I
have had several conversations with the cotton groups. We are try-
ing to work hand-in-hand with them to move in a direction to find
a band aid fix for cotton, and I have had particular meetings with
the Secretary and he has the desire to help. Of course, we think
the way to fix it is to declare it an other oilseed and fix it that way.
We fully support the Chairman here, but we also know that there
is another avenue that has to do with the ginning assistance that
the Secretary is looking into. And I know the cotton groups, our-
selves, and the Secretary are looking to try and move forward in
that direction.

Mr. DAVID ScOTT of Georgia. Well the reason I asked that is that
I have had conversations with the Secretary. My office is working
with them, and it is my understanding that we are proceeding in
the direction of doing that.

Mr. DuvaALL. Yes, sir.

Mr. DAVID ScoOTT of Georgia. But that is hearing it from the Ad-
ministration.

Mr. DuvaALL. Yes, sir.

Mr. DAVID ScOTT of Georgia. So I am anxious to hear back from
you and the cotton farmers how accurate that is. In other words,
what I am saying is do I and others who are very concerned about
the cotton farmers need to apply more pressure, or are you saying
okay, they are working with us, we are hearing from them. That
is what I need to hear.

Mr. DUVALL. According to our last communication with the cot-
ton groups is that their negotiation or the discussions with the Sec-
retary is moving forward but you asked me how I felt. I am begin-
ning to lose my patience in this area because we need to do some-
thing for these farmers really facing difficulty.

Mr. DAVID ScOTT of Georgia. Okay. I need to know when I need
to push a button more

Mr. DuvALL. Yes, sir.

Mr. DAVID ScOTT of Georgia. I have been in touch with them.
They have gotten back to me. The Obama Administration said they
are moving. So I am ready to be your Huckleberry on this and we
need to drive them on further.
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Now let me go to the other issue, because our farmers are in
great crisis. I have never seen it like this, and it is not only this,
but it is this massive over-regulation, and nowhere is that more
personified than in this WOTUS issue with the EPA. And what I
want to ask the Farm Bureau to do is that this ruling, I believe,
because the Obama Administration is very stubborn on this and it
is very hard to get them to see how terrible this Waters of the U.S.
rule from the EPA is. So there may be a point where the farming
community itself needs to stand up and sue and threaten to sue the
EPA if they move forward with this terrible rule. And I want you
to know that I will be delighted to join the farmers in this suit
against the EPA.

The Obama Administration and EPA has only 7 or 8 more
months in this Administration. If they move ahead and we do noth-
ing, then we have a rule taking place. But if we move and stand
up and fight against the EPA with our legal rights, which is the
foundation of this country, our day in court must be held on this
rule. Because if it goes into effect, even if it is the last day of this
Administration, then we have to move to overturn it, to remove it
with whatever the new one is in.

So I want to appeal to the farming community that there comes
a time when farmers have to stand up and fight back, and if we
can move with legal action against the EPA, because they are to-
tally wrong in this, that farmers’ property is his private property.
They need those independent pools and wells and digging and
ditching so they can have the irrigation, so they can have water on
their property when we have the droughts. The animals still have
to have water. The plants have to have water. And furthermore, to
come on and put additional financial pressure on these farmers, to
fine them, make them pay for permits. They can come on their
property night or day, anytime. That is wrong. We can make a
stand in the courts, and the whole point of what I am saying is at
least a judge can give the farmers a stay until this Administration
is gone. And then we have another chance, a new day with a new
Administration that can come in and treat the farmers and our ag-
riculture industry with the respect they deserve.

Mr. DuvALL. Yes, sir, and I appreciate what you are saying, and
I will welcome your assistance to help us. We already have a legal
team that is already working on it. We are in the process of doing
that right now.

Mr. DAvID ScoTT of Georgia. Good. Put me on it and if I can be
h};elpful by having my name on that suit with you, please put it on
there.

Mr. DuvALL. Yes, sir, and we will bring you up to date of where
we are at with that.

Mr. DAVID ScOTT of Georgia. Thank you.

The CHAIRMAN. The gentleman’s time has expired.

We will continue with Georgia and recognize Mr. Allen, for 5
minutes.

Mr. ALLEN. You can put another Georgian to join Congressman
Scott on that legal battle.

First, Zippy, I want to welcome you. It is your first testimony be-
fore a House Committee as President of the American Farm Bu-
reau, and of course, before leading the Farm Bureau, you led Geor-
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gia’s Farm Bureau, and I remember one of my first meetings cam-
paigning for Congress was to go down to Macon and meet you in
your office, and I was delighted to have that opportunity to talk
with you. Because, being born and raised on a farm, if you remem-
ber, my brother was also a Commissioner there in Columbia Coun-
ty, and you were a former Commissioner, I believe, in Green Coun-

Mr. DuvALL. Yes, sir.

Mr. ALLEN. So you have had an incredible career of public serv-
ice, and obviously, too, a great farmer. I have no doubt that you
are going to do a great job for the farmers across America. I am
just glad to have you in this position.

Mr. DuvaLL. Thank you.

Mr. ALLEN. In addition to obviously, President Duvall, we have
a distinguished panel here, and we have heard and I hear it in the
district about the farm income being down 56 percent over the last
3 years. And it was interesting. We just had the Masters golf tour-
nament in Augusta and of course, one of the things that they do
there is sell a lot of merchandise, which is very generous of them
to allow patrons to come in and buy things that they can remember
their trip there.

But one thing that I did see is that everything that I bought was
made in China, and last that I have heard is that China is paying
their farmers $1.40 a pound for cotton. Their cotton is inferior to
our cotton. Our farmers are getting paid, what, I don’t know. It
was 62¢. I understand it is below 60¢ now a pound on the world
market.

Mr. DuvaLL. It is 56¢, 57¢.

Mr. ALLEN. Yes, and our cotton is far superior. It is not contami-
nated. It is not handpicked. It is not contaminated, and in fact, and
my guess is, that a large amount of our cotton has to be used in
the making of that material that I purchased at the Masters, be-
cause their cotton is inferior.

But what I don’t understand is if we are buying all the merchan-
dise, why aren’t they paying our farmers a fair price for cotton? If
we are going to be the consumer, and I have never heard anybody
really address this, and I don’t know if you have thought about it,
and I am hitting you probably blind on this question. Or maybe we
have talked about it. I don’t know. But I don’t understand if we are
the consumer and we are going to pay the price for nice cotton
goods, why can’t we demand that we get a fair price for our cotton?
Is there any task force or anybody that is looking at that as far
a(s1 iI}) World Trade Organization anything like that to your knowl-
edge’

Mr. DUVALL. I can’t tell you. I may have some staff that could
answer that question.

Mr. ALLEN. Right.

Mr. DuvALL. I don’t know that we have a task force looking at
that, but I can tell you that China has been the in the immediate
past buying up big stocks of cotton.

Mr. ALLEN. Right.

Mr. DuvALL. They have a tremendous amount of cotton stored
over there to be able to feed their manufacturing plants that are
selling it back to us, of course. And you gave me the perfect oppor-
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tunity to say what I have said for so long, and it not just deals with
Georgia, rural Georgia, but it appeals to rural America. If we as
a people decide that we are going to invest in rural America and
further process what we grow here, we will put people back to work
and we will make rural America thrive.

Mr. ALLEN. Right.

Mr. DuvALL. And that is exactly what you are saying.

Mr. ALLEN. Yes. In other words, we are at their mercy as long
as we don’t have a—is what you are saying.

Mr. DuvaLL. That is exactly right.

Mr. ALLEN. Yes, and so we have to—we as a country have to
make that decision, because right now, we are exporting 80 percent
of the cotton in my district.

Well listen, thank you so much. I am just about out of time, but
thank you for being here. We need to solve this problem because
as you know, if we lose our cotton, we are going to lose our gins
and I don’t know how long it would take to rebuild that infrastruc-
ture?

Mr. DUVALL. It would take, if it could ever be rebuilt, it would
take years upon years to rebuild it.

Mr. ALLEN. Yes.

Mr. DuvALL. Could I make one statement?

Mr. ALLEN. Yes, sir.

Mr. DuvALL. If you look at farm assistance from countries, devel-
oping countries, if you look at us compared to China, about 17¢ of
every dollar that goes to a China farmer comes as assistance from
the government, where we are sitting at about 7¢. So they are al-
ready at an advantage above us, and their cotton producers too are
getting better at it.

Mr. ALLEN. Let me tell you, all our farmers want is a fair fight.

Mr. DuvaLL. That is exactly right.

Mr. ALLEN. Level playing field.

Thank you, Zippy. Keep up the good work. I yield back.

The CHAIRMAN. The gentleman yields back.

The gentleman from California is recognized for 5 minutes.

Mr. LAMALFA. Thank you, Mr. Chairman. Thank you, panelists,
for being here today, and I am glad to be able to join in the discus-
sion here. I totally get what you are talking about in some of the
testimony I heard earlier where, around my farm, you decide how
much farther can you push a tractor or a pickup or what have you
as opposed to replacing it. I pulled one of the D-8s out of the shop
the other day built in the 1940s, puttered around on that until I
had to fix a fuel pump, but that is a different thing. So and then
last all, the dealer brought out a demo rice combine, and so I
jumped on there for a few minutes and tried that out. By the way,
what is the price? They said with a 25" macked on header and
tracks and rear wheel assist, $600,000 for a rice combine. It blew
my mind. So, we will make our old stuff go another 10 years
maybe, but don’t tell the dealer that.

Dr. Johansson, you talked about it a little bit earlier. I didn’t get
to hear all of it, but so we saw last year over V2 million acres of
land were fallowed. I am from California and we have our own set
of problems there, but the drought we are temporarily relieved
from that. The good Lord has blessed us with a lot of rain and
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snow pack this year, and our lakes are filling largely, if we can
have those that regulate the water let them fill all the way. Cali-
fornia has had a respite. It has its own problems such as forcing
the $15 minimum wage and they are looking at decreasing hours
you can work on the farm without overtime from the standard of
10/60 to 8/40. So we have a lot of stuff coming at us in California,
and who knows if the drought is going to be back in place next
year.

And so I don’t quite share the optimism that was talked about
a little bit earlier with the stability for most farm households, and
my colleagues here talking about the cotton situation and others.
So the cost of everything is going up, especially in California where
we enjoy the bonus of 60¢, 80¢ higher per gallon of fuel. So I know
nobody can fix California until the attitude changes. But can you
elaborate a little more on where the optimism comes from for farm
households and for the farmgate?

Dr. JOHANSSON. Yes, that is a great question. I would point out,
as we heard earlier that dairy policy is probably the most com-
plicated policy that you can talk about, but certainly talking about
regional production in California and the West Coast rivals that.
There is a lot going on out there, as you pointed out. Certainly
California has been hard-pressed to deal with the water issues out
there over the last 5 years, and as you mentioned, the water situa-
tion seems to have improved this year, but we are still
| Mr. LAMALFA. Not everybody is out of the woods in the Simi Val-
ey

Dr. JOHANSSON. We are still 80 percent of normal, so not recov-
ering yet. We would want to see 100 percent of normal to start re-
covering.

So certainly we have seen a lot of changes in production in Cali-
fornia as a result of the water issues. We have seen some fallowing
of rice land, for example. We have seen a lot more tree nuts going
in, and now tree nut prices are coming back down. So, back to my
point, I obviously talked about the larger macroeconomic story of
China’s economic growth slowing down, the global economic condi-
tions slowing, whereas the U.S. is relatively stable. So that is caus-
ing our dollar to be relatively strong. It is causing a lot of prices
to come down for commodities. Our producers are facing a pretty
competitive trading environment overseas. Certainly, that is the
case for a lot of the California commodities that we would see.

Pointing out this household income story certainly provides
economists a lot of areas for discussion. There is a lot behind those
aggregate numbers and when we start digging into them, we see
the stories that we are talking about today. There are farms that
are very highly leveraged, and they are going to have a hard time
finding the financing, paying for the financing and meeting the ex-
pected costs that we are going to see this year, given the fact that
prices are coming down. That being said, I wouldn’t want to say
that the bottom end of the distribution for financial leverage paints
the whole story for the whole farm economy. There are a lot of pro-
ducers out there that did relatively well over the last 5 years. They
do have financial reserves. They did buy a lot of equipment after
the Section 179 went through. They have new equipment and as
everybody here would—knows that there are ups and downs in the




50

farm economy and we just need to take advantage of the good
times and hope that the safety net is sufficient to cover the times
that are more difficult.

Mr. LAMALFA. It just seems the cost structure has ratcheted up
and will not be coming down on inputs, whether it is machinery or
what you put in at the field. Those don’t come down, so the pen-
dulum not only swings, but pivots and stays farther at one side.

Dr. JOHANSSON. Yes, and the costs certainly don’t come down at
the same time as the prices do, as Mr. Johnson pointed out and for-
tunately, we have seen very low energy prices, even for California.
Prices have come down and that has helped in a lot of the chemical
input side. So some input prices are coming down and helping on
that, and again, fortunately we have very low interest rates so tak-
ing out loans isn’t expected to add a lot to up righting costs right
now.

Mr. LAMALFA. All right. I will yield back, Mr. Chairman. Thank
you.

The CHAIRMAN. The gentleman yields back.

Before we adjourn, I would like to recognize the Ranking Mem-
ber for any closing comments he would like to make.

Mr. WALz. I thank the Chairman, and to the witnesses, thank
you again as always. A lot of good food for thought helping us pre-
pare as we go forward, and I would like to associate myself with
the gentleman from Georgia who commented about value-added is
a real win for us, if we can do that.

And I was just going to ask, maybe just a quick yes or no, and
maybe we could get it later, but Dr. Johansson or Dr. Outlaw, have
either of you done an analysis on what would happen if we reduce
or eliminate the RFS, what would happen to commodity prices?
Has that been done by either one of you?

Dr. JOHANSSON. There has been reports put out on how prices
would respond to that. Most of those were done, either when we
were in the drought back in 2012 or when oil prices were pretty
high at $100 a barrel, for example. I don’t know if I have seen any
that have been done looking at sort of the low oil price, low com-
modity price environment we are in right now, but the Congres-
sional Budget Office put out a report maybe last year on this topic.

Mr. WaLz. Well, I appreciate all of your expertise and greatly ap-
preciate it. I want to make a note that joining us was Minnesota
Farm Bureau President Kevin Paap. I appreciate his advocacy for
our producers in the first district of Minnesota. I yield back.

The CHAIRMAN. The gentleman yields back.

I want to thank the witnesses as well. This has been very pro-
ductive and I look forward to working with you all, going forward,
and we certainly do have a task in front of us dealing with the next
farm bill, and we appreciate your input.

Under the Rules of the Committee, the record today of today’s
hearing will remain open for 10 calendar days to receive additional
material and supplementary written responses from witnesses to
any question posed by a Member.

This hearing of the Subcommittee on General Farm Commodities
and Risk Management is adjourned.

[Whereupon, at 11:28 a.m., the Subcommittee was adjourned.]
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OPENING STATEMENT OF HON. AUSTIN SCOTT, A
REPRESENTATIVE IN CONGRESS FROM GEORGIA

The CHAIRMAN. Good morning. This hearing of the Committee on
Agriculture: Focus on the Farm Economy: Tightening Credit Condi-
tions, will come to order.

Mr. Conaway, did you want to say anything before my opening
statement?

OPENING STATEMENT OF HON. K. MICHAEL CONAWAY, A
REPRESENTATIVE IN CONGRESS FROM TEXAS

Mr. CoNAWAY. No, just a welcome to our witnesses, and I look
forward to hearing from them, and look forward to this hearing of
your’s and David, the Scott Brothers show, this morning.

The CHAIRMAN. Thank you, Mr. Chairman. Good morning, and
welcome to today’s hearing. This is the second in the series of hear-
ings that each Subcommittee is holding on the state of the farm
economy.

As we know, the agricultural economy is highly cyclical. Given
the recent 56 percent drop in net farm income and the hard times
that inevitably come along with that, I believe it is important to
hold hearings like the one today to make sure the credit needs of
producers are being met and will continue to be met, particularly
if current market conditions continue into the future.

(51)
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While providing credit to America’s farmers and ranchers is vital,
it is a growing challenge for many lenders in the United States.
Perhaps no one knows this better than lenders in cotton country.
After a recent period of historic highs, crop prices have plummeted
due to various factors which were discussed at last week’s hearing
before the General Farm Commodities and Risk Management Sub-
committee. While input costs have softened, they remain near his-
toric highs, and some of our biggest foreign competitors are sharply
increasing their subsidies, tariffs, and non-tariff trade barriers. Un-
fortunately, burdensome government regulations have added to the
challenges faced by America’s farmers and ranchers, with the EPA
continuing to push for new and costly regulations.

Meanwhile, farmland values are on a downward trend, and while
some livestock producers are rebounding on the balance sheet with
lower feed costs, our western producers are struggling with con-
secutive years of drought. It is times like these that our farmers
and ranchers are most in need of reliable sources of credit at com-
petitive rates. Thankfully, we have a network of commercial and
community banks, USDA loan programs, and the Farm Credit Sys-
tem that each play a crucial role in providing that access.

In order to sustain an abundant supply of food and fiber well into
the future, we must ensure that a responsible farm safety net and
sound agricultural credit policies are in place now. To that end, I
am pleased to welcome a distinguished group of witnesses and look
forward to learning more from them about their perspective on cur-
rent credit conditions and their outlook for credit conditions in
rural America.

[The prepared statement of Mr. Austin Scott follows:]

PREPARED STATEMENT OF HON. AUSTIN SCOTT, A REPRESENTATIVE IN CONGRESS
FROM GEORGIA

Good morning, and welcome to today’s hearing. This is the second in a series of
hearings that each Subcommittee is holding on the state of the farm economy.

As we know, the agricultural economy is highly cyclical. Given the recent 56 per-
cent drop in net farm income and the hard times that inevitably come along with
that, I believe it is important to hold hearings like the one today to make sure the
credit needs of producers are being met and will continue to be met, particularly
if current market conditions continue into the future. While providing credit to
America’s farmers and ranchers is vital, it is a growing challenge for many lenders
in the United States. Perhaps no one knows this better than lenders in cotton coun-
try.

After a recent period of historic highs, crop prices have plummeted due to various
factors which were discussed at last week’s hearing before the General Farm Com-
modities and Risk Management Subcommittee. While input costs have softened,
they remain near historic highs, and some of our biggest foreign competitors are
sharply increasing their subsidies, tariffs, and non-tariff trade barriers. Unfortu-
nately, burdensome government regulations have added to the challenges faced by
America’s farmers and ranchers, with the EPA continuing to push for new and cost-
ly regulations.

Meanwhile, farmland values are on a downward trend, and, while livestock pro-
ducers are rebounding on the balance sheet with lower feed costs, our western pro-
ducers are struggling with consecutive years of drought.

It is in times like these that our farmers and ranchers are most in need of reliable
sources of credit at competitive rates. Thankfully, we have a network of commercial
and community banks, USDA loan programs, and the Farm Credit System that each
play a crucial role in providing that access.

In order to sustain an abundant supply of food and fiber well into the future, we
must ensure that a responsible farm safety net and sound agricultural credit poli-
cies are in place now.
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To that end, I am pleased to welcome a distinguished group of witnesses and look
forward to learning more from them about their perspective on current credit condi-
tions and their outlook for credit conditions in rural America.

The CHAIRMAN. With that, I would like to recognize the Ranking
Member, Mr. David Scott, also from Georgia, for any opening state-
ment that he may have.

OPENING STATEMENT OF HON. DAVID SCOTT, A
REPRESENTATIVE IN CONGRESS FROM GEORGIA

Mr. DAVID ScOTT of Georgia. Thank you, Chairman Scott, and
thank you to this distinguished panel for coming to speak with us
about this very important subject, and I think a very critical issue
right now of the tightening credit conditions.

Without access to credit, farmers cannot put a crop in the
ground, and they cannot do the important work of feeding the
world. I am especially worried about beginning farmers who are
the future of production agriculture in this country and in the
world. If we cannot provide the path to capital for these new farm-
ers, we will continue to have an aging population of farmers. This
is an issue that I am, and this Committee, is very much concerned
about, beginning farmers. And I want to give a shout out and some
credit to Farm Credit, who is working closely with me in coming
up with ways and means that we can address the issue of begin-
ning farmers. Because according to the 2012 Census of Agriculture,
the average age of the principle operator of a farm is 58.3 years
old. That is nearly 60 years old, ladies and gentlemen. In 1982,
that age was 50.5. So within a span of just 30 years, the average
age of the farmer has gone up nearly 10 years. This trend will con-
tinue if we don’t have new farmers who are taking over family
farms, and then also getting new faces, young people in this coun-
try starting out their own agriculture careers.

I want to add a little word here about our cotton farmers, this
is a very critical issue. And what the cotton farmers are going
through now is an example of what so many other farmers and
growers, whether it is peanuts, whether it is tobacco, whether it is
watermelons, whatever. Right now cotton farmers in my State of
Georgia and around the country are in a situation where the price
of cotton doesn’t cover the variable costs of production. The cost of
cotton doesn’t cover the variable cost of production, much less the
total costs, including any land rents that must be paid.

This is why I say the issue is critical. The Department of Agri-
culture predicts that prices could stay low for the next 3 to 5 years.
That is why this is a crisis. It is a long-term issue, and we have
to have a long-term strategy to deal with it. And with total farm
debt forecast to hit $372.5 billion in this year alone, I wonder if
some farmers will have problems accessing credit in 2017 and
2018.

So we have a lot of issues here. I look forward to hearing the
panel’s comments, and thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Mr. Scott.

The gentleman from Arkansas, Mr. Crawford, is not a Member
of the Subcommittee, but has joined us today. Pursuant to Com-
mittee Rule XI(e), I have consulted with the Ranking Member, and
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we are pleased to welcome him to join the questioning of the wit-
nesses.

I would like to welcome our witnesses to the table. Mr. Timothy
Buzby, President and Chief Executive Officer, Federal Agricultural
Mortgage Corporation, Washington, D.C.; Dr. Allen Featherstone,
Professor and Head of the Department of Agricultural Economics,
Kansas State University, Manhattan, Kansas; and Mr. Randy Nel-
son, President, CHS Capital, LLC, Inver Grove Heights, Min-
nesota.

Mr. Buzby, please begin when you are ready.

STATEMENT OF TIMOTHY L. BUZBY, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, FEDERAL AGRICULTURAL MORTGAGE
CORPORATION (FARMER MAC), WASHINGTON, D.C.

Mr. BuzBY. Thank you, Chairman Scott, Ranking Member Scott,
and distinguished Members of the Subcommittee. Thank you for
your invitation to appear today to testify on behalf of the Federal
Agricultural Mortgage Corporation, commonly known as Farmer
Mac. My name is Tim Buzby, and I am the President and CEO of
Farmer Mac. I am here to give you a perspective of what Farmer
Mac is seeing in the field related to credit conditions and the over-
all health of the agricultural financial community.

As the secondary market created to serve rural America, Farmer
Mac works with over 900 institutions of all kinds in all 50 states
through its programs, alliances, and partnerships. By working with
such a vast network of lenders throughout the country, Farmer
Mac not only introduces more competition into the marketplace to
help your constituents receive the lowest interest rates and most
favorable terms possible for their financing needs, but we are also
able to give you a unique perspective on credit conditions across
America.

Allow me to sum up briefly what is in my written testimony with
a few observations on what Farmer Mac has seen most recently.

Working capital levels are currently being tested. It appears
farm debt is slowly climbing from historical lows. The Farm Credit
System reported nearly a seven percent increase in loans out-
standing for agricultural production, intermediate term, and real
estate lending in 2015 compared to 2014. Commercial banks and
savings institutions reported a similar percentage increase in loans
outstanding for agricultural production and real estate lending.
Farmer Mac’s purchases of USDA guaranteed loans increased eight
percent from 2014. This rising lending activity highlights the grow-
ing demand for agricultural credit, but also demonstrates the will-
ingness and ability of ag lenders to meet that demand.

Although market data indicates good credit availability in early
2016, we urge market participants to exercise caution and patience
as the current industry cycle plays out. Specifically, we believe
lenders should apply disciplined lending practices, and at the same
time, be supportive but firm with their customers’ requests. Regu-
lators should be aware of the scope of potential credit problems, but
also should be cognizant that agriculture is a long-term endeavor
and that sometimes the best cure for a troubled credit is not al-
ways liquidation. Producers should be aware that major increases
in agricultural commodity prices do not appear to be imminent, and
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t}]’[l)alt cost containment could provide a new path to a new profit-
ability.

Congress should continue to support the tools available to farm-
ers and ranchers to help offset lower incomes and provide access
to credit. One of those tools is Farmer Mac, and we stand ready
and able to continue our mission of providing capital to rural
America.

I understand that there is some concern about land values, so let
me touch briefly on this important matter. Of the nearly $3 trillion
in farm assets in 2014, over 80 percent was in the value of agricul-
tural land and buildings. Between 2004 and 2014, the USDA esti-
mate of the total value of farm real estate increased by more than
$1 trillion, a doubling of asset values in just 10 years. The rising
tide did not affect all regions equally. Much of the increases were
centered in the midwestern United States and major grain pro-
ducing states.

Let me give you a couple of observations on this. Revenue gen-
erated by agricultural real estate has fallen sharply, and it is nat-
ural for an asset with declining future cash flow potential to also
decline in value. Farming expenses have not fallen at the same
rate as farm revenues, which puts additional pressure on the ulti-
mate profitability of farmland. The U.S. dollar strengthened tre-
mendously in 2015, lowering commodity prices and making agricul-
tural exports less attractive in foreign markets. Interest rates have
not changed significantly since 2010 and remain near historic lows.
A lower interest rate environment supports asset values by reduc-
ing the discount rate of future cash flows, and it makes the returns
on farm assets more attractive, relative to other investment oppor-
tunities.

As we look forward, there is great competition in the agricultural
lending space, and this is particularly helpful for borrowers. More
and more borrowers are prudently choosing to finance farm pur-
chases and refinancing with long-term fixed rate mortgages to lock
in low and known interest costs.

At Farmer Mac, we work with lenders of all sizes, from those
who sell us loans as small as $50,000, to multi-million dollar pur-
chases. We have a unique solution for lenders who work with small
family farms, and those that require sophisticated lending facili-
ties. Farmer Mac continues to provide a stable source of liquidity,
capital, and risk management tools to help rural lenders meet the
financing needs of their customers. With a diverse array of lending
products and capital sources, Farmer Mac is well positioned to pro-
vide lenders across America with the sophisticated and low cost
lending products demanded by today’s rural borrowers.

Thank you, and I would be happy to answer any questions you
may have.

[The prepared statement of Mr. Buzby follows:]

PREPARED STATEMENT OF TIMOTHY L. BUZBY, PRESIDENT AND CHIEF EXECUTIVE
OFFICER, FEDERAL AGRICULTURAL MORTGAGE CORPORATION (FARMER MAC),
WASHINGTON, D.C.

Introduction

Chairman Scott, Ranking Member Scott, and distinguished Members of the Sub-
committee, thank you for your invitation to appear today to testify on behalf of the
Federal Agricultural Mortgage Corporation, which is commonly known as “Farmer
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Mac.” My name is Tim Buzby, and I am the President and Chief Executive Officer
of Farmer Mac. I appreciate the opportunity to appear before your Subcommittee
today to provide some insight about what Farmer Mac sees taking place in the rural
credit financing markets, especially as it pertains to the availability of credit.

Farmer Mac

Farmer Mac’s position at the intersection of Main Street and Wall Street allows
us to provide a unique perspective about the environment for rural credit. We are
a stockholder-owned, federally chartered corporation that combines private capital
and public sponsorship to serve a public purpose. Established under legislation first
enacted in 1988, Congress has charged Farmer Mac with the mission of providing
a secondary market for a variety of loans made to borrowers in rural America, in-
cluding mortgage loans secured by agricultural real estate, loans made to rural util-
ity cooperatives, and certain loans guaranteed by the U.S. Department of Agri-
culture (USDA). This secondary market increases the availability of long-term credit
at stable interest rates to America’s rural communities, including farmers, ranchers,
rural residents, and rural utility cooperatives, and provides those borrowers with
the benefits of capital markets pricing and product innovation. In Farmer Mac’s role
as the secondary market for rural America, we work closely with lenders of all sizes,
including commercial and community banks, Farm Credit System institutions, cred-
it unions, rural utility cooperative lenders, and insurance companies to offer more
financial choices to their rural customers and help them keep pace with today’s cap-
ital-intensive environment.

For over a quarter-century, Farmer Mac has remained steadfast in its mission of
delivering capital and liquidity and increasing lender competition for the benefit of
American agriculture and rural communities. Our team of 72 employees located in
Johnston, Iowa and Washington, D.C. share a mutual passion for rural America and
in serving our customers. We take pride in the work we do and the important role
we play in American agriculture. While we work directly with rural lenders, ulti-
mately the greatest benefit we are able to provide is to your constituents—America’s
farmers, ranchers, rural utility cooperatives, and business owners in rural commu-
nities. To date, over 1,400 lenders across the nation have used Farmer Mac’s pro-
grams and solutions to increase capital and liquidity and reduce their credit risk.
By working with such a vast network of rural lenders, we inherently introduce more
competition into the marketplace, which helps your rural constituents to receive the
lowest interest rates and most favorable terms for their financing needs. In fact, the
interest rates available to borrowers through the products offered by Farmer Mac
are some of the most competitive in the market today. However, whether or not a
rural borrower ultimately chooses a Farmer Mac loan product, Farmer Mac’s partici-
pation in the rural lending arena provides that borrower with the opportunity to ob-
tain a low interest rate on terms that work for that individual. That is good for
rural borrowers, their families, their communities, and rural America in general.
Since its creation, Farmer Mac has helped to fund loans to nearly 70,000 borrowers
in all 50 states, resulting in approximately $39 billion of investment in rural Amer-
ica.

Agricultural Credit Demand and Availability

American agriculture is no stranger to cyclicality. The industry has been through
three widely recognized business cycles, the first in the 1940s, followed by the sec-
ond in the late 1970s through the 1980s, and most recently beginning in 2005. Each
cycle has been characterized by a rapid increase in farm profitability followed by
a reversion to trend or an over-correction below trend. In the trench of the cycle,
producers often offset lower income levels by consuming working capital earned dur-
ing the profitable years, perhaps selling liquid assets, or taking on additional debt
to meet cash flow demands of their farming operations. For 2016, USDA forecasts
a third consecutive year of lower farm incomes. While the financial health of the
sector remains largely intact, the industry is certainly feeling some stress as the
current cycle nears its trough. Working capital levels are under stress today, and
it appears farm debt is slowly climbing from historical lows.

Recent activity in both the retail and secondary lending markets underscore the
growing need for agricultural financing. According to year-end call report data for
2015, the Farm Credit System (FCS) reported $147.3 billion in loans outstanding
for agricultural production, intermediate-term, and real estate lending, up nearly
seven percent from 2014.1 Similarly, commercial banks and savings institutions re-
ported $171.9 billion in loans outstanding for agricultural production and real estate

1Federal Farm Credit Banks Funding Corporation 2015 Annual Information Statement
(https:/ |www.farmcreditfunding.com /).
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lending at the end of 2015, also up nearly seven percent from 2014.2 Applications
for credit through Farmer Mac’s programs remained elevated through 2015. Farmer
Mac approved more than 80 percent of all applications for Farm & Ranch lending
during the calendar year and purchased a record $748 million of Farm & Ranch
loans during the year. Farmer Mac’s purchases of Farm Service Agency (FSA) and
other USDA guaranteed loans also remained robust in 2015 with $363 million in
transactions, up eight percent from 2014. This rising lending activity highlights the
growing demand for agricultural credit but also demonstrates the willingness and
ability of agricultural lenders to meet that demand.

Despite the cyclical headwinds from the overall agricultural economy, Farmer Mac
sees other indicators of credit availability to a wide variety of borrowers. In 2015,
Farmer Mac purchased or committed to purchase loans secured by agricultural real
estate that were producing more than 70 different agricultural commodities in 42
states from over 300 lending institutions. Participating lenders included commercial
banks, FCS institutions, insurance companies, and many other non-bank financial
institutions dedicated to serving the financial needs of our nation’s farmers and
ranchers. We continue to see strong interest in our programs from rural lenders,
with some 80 new lenders signed up during 2015 and over 1,200 lenders eligible
and approved to transact business with Farmer Mac. Approximately 40 percent of
all Farmer Mac transactions during 2015 involved small operators, and over 95 per-
cent of transactions involved a family operation. This business diversity by borrower
location, size, and style as well as by customer and industry underscores the
breadth and depth of agricultural lending today.

Although market data indicates good credit availability in early 2016, we urge
market participants to exercise caution and patience as the current industry cycle
plays out. Creditors should apply disciplined lending practices and at the same time
be supportive but firm with their customers’ requests. Regulators should be aware
of the scope of potential credit problems, but they should also be cognizant that agri-
culture is a long-term endeavor and that sometimes the best cure for a troubled
credit is not always liquidation. Producers should be aware that low commodity
prices are likely to be with us for a while, and that cost containment could provide
a new path to renewed profitability. Long-term fixed rate debt at today’s historically
low interest rates, which Farmer Mac helps many lenders to provide, can be an im-
portant tool to help stabilize the cost structure for many producers. In addition, law-
makers should continue to support the tools available to farmers and ranchers to
help offset lower incomes and provide access to credit.

Land Values

Farm real estate represents the overwhelming majority of the agricultural balance
sheet. Of the nearly 53 trillion in farm assets in 2014, over 80 percent was in the
value of agricultural land and buildings. Between 2004 and 2014. the USDA esti-
mate of the total value of farm real estate increased by more than $1 trillion, a dou-
bling of asset values in just 10 years. The rising tide of farmland values did not
affect all regions equally—much of the rapid rise in land values was centered in the
midwestern United States in major grain producing states. The USDA reports in-
creases in farmland value of 243 percent in Nebraska, 222 percent in Iowa, and 134
percent in Illinois between 2004 and 2014. These increases are undoubtedly a result
of the industry’s recent expansionary cycle and commodity price boom beginning in
2005.

More recently, factors influencing farmland values have been mixed. As previously
mentioned, certain commodity prices have fallen sharply, and it is natural for an
asset with declining future cash flow potential to also decline in total value. Farm-
ing expenses have not fallen at the same rate as farm revenues, which puts addi-
tional pressure on the ultimate profitability of farmland. In addition, the U.S. dollar
strengthened tremendously in 2015, which lowered commodity prices and made U.S.
agricultural exports less attractive in foreign markets. However, several factors
have also combined to help support farmland values. Interest rates have not
changed significantly since 2010 and remain near historical lows. A lower interest
rate environment supports asset values by reducing the discount rate of future cash
flows, and it makes the returns on farm assets more attractive relative to other in-
vestment opportunities. Additionally, the supply of farmland available for sale does
not appear to be growing significantly. This current trend is particularly significant
as lower supplies are typically associated with higher market prices. Finally, Fed-
eral crop insurance and other support offered to farmers such as the Agricultural
Risk Coverage (ARC), Price Loss Coverage (PLC), and the Margin Protection Pro-

2Federal Financial Institutions Examination Council Quarterly Call Report Data, 2015Q4
(https:/ | cdr.ffiec.gov | public/).
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gram (MPP) significantly lower market risk for producers and thus lower the inher-
ent revenue volatility of the underlying farmland assets. We cannot stress enough
how vital the current safety net policies are to agricultural lenders. They provide
a great level of certainty in an industry that is anything but certain.

The combined market forces described above have netted out a modest decline in
farmland values through early 2016, focused largely in the Midwest. According to
the University of Nebraska-Lincoln, land values in Nebraska decreased six percent
from early 2014 through February 2016.3 A recent survey released by Iowa State
University shows the value of medium-quality Iowa cropland fell 17 percent from
September 2014 to March 2016.4 Similarly, the annual survey results from the Illi-
nois Society of Professional Farm Managers and Rural Appraisers (ISPFMRA)
showed average farmland values in Illinois fell by nine percent in 2015.5 The rel-
atively modest declines experienced in some states are very different from the dra-
matic changes seen during the 1980’s farm crisis, which is a testament to the
strength and resiliency of U.S. agriculture today. Indeed, in other parts of the coun-
try, the appreciation of farmland values continued in 2015. According to data from
the USDA’s National Agricultural Statistics Service (NASS), farmland values in
western states like Washington, Oregon, and California increased in 2015. These
states produced a wider variety of agricultural products and thus were not so sen-
sitive to changes in grain and oilseed prices. Similarly, land values in states like
Georgia and others in the South and Southeast were near zero or slightly positive
with a greater diversity of agricultural production.

Agricultural Sector Analysis

Much of the decline in agricultural profitability in recent years is a result of mar-
ket changes for bulk crop commodities like corn, soybeans, and cotton. Global sup-
plies of nearly all bulk commodities are in surplus, putting downward pressure on
world prices. U.S. producers are at an added disadvantage with a strengthening dol-
lar that puts further downward pressure on both commodity prices (that are de-
nominated in U.S. dollars) and the relative value of U.S. exports. Cotton producers
face additional pressure from significant supplies in China, the world’s largest con-
sumer of cotton, and signals of the country’s willingness to liquidate those supplies
in large trade blocks. Combined, the USDA estimates that the decline in crop prices
has caused a drop of nearly $50 billion in net farm income between 2013 and 2016.

However, bulk commodity producers are not the only ones coming under pressure.
Milk and dairy product prices are down significantly in 2016 due to greater competi-
tion from foreign producers. Cattle prices are softening from historical highs as con-
sumers began to balk at record-setting retail beef prices in 2015. Hog prices have
decreased due to the rebound in hog inventories after the 2013 outbreak of the Por-
cine Epidemic Diarrhea Virus (PEDv) and tighter export markets. Poultry producers
are also experiencing lower market prices due to higher domestic supplies, a result
of several import bans on broiler meat after the 2015 outbreak of Highly Pathogenic
Avian Influenza (HPAI). Finally, fruit and nut producers are seeing lower prices and
tighter export markets affected by the stronger U.S. dollar in 2015. In general, the
pattern of lower commodity prices has cause an increased demand for credit, as well
as a need for the lender and borrower to work together more collaboratively when
addressing the borrower’s financing needs.

For additional insight into these and other topics, I have attached the spring edi-
tion of The Feed, Farmer Mac’s quarterly perspective on agriculture. While much
of what is trending in agriculture today seems negative, we believe the medium- and
long-term prospects for the sector remain favorable, a function of the many years
of profitability in the last decade, the strength of the farm balance sheet, and the
grit of America’s farmers and ranchers.

Conclusion

As mentioned at the beginning of my testimony, American agriculture has always
been cyclical in nature. Farmers and ranchers have long memories, and they, more
than most, pay close attention to mistakes made in the past to avoid them in the
future. The conservation programs enacted and maintained after the weather-re-
lated disasters in the early 20th century are a prime example of that. Farmers,

32016 Trends in Nebraska Farmland Markets: Farming and Ranching on the Margin. Univer-
sity of Nebraska-Lincoln (http://agecon.unl.edu/2016-trends-nebraska-farmland-markets-farm-
ing-and-ranching-margin).

4Jowa Farm & Ranch Chapter #2 REALTORS® Land Institute March 2016 Land Value Sur-
vey. Iowa State University Extension and Outreach (https:/ /www.extension.iastate.edu /agdm /
wholefarm | html [ c2-75.html).

52016 Illinois Farmland Value and Lease Trends. Illinois Society of Professional Farm Man-
agers and Rural Appraisers (http:/ /www.ispfmra.org/).
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ranchers, and their lenders also learned some hard lessons from the agriculture fi-
nancial crisis of the late 1970s and 1980s. Today, producers are much more aware
of the need to build working capital as the first line of defense against price vola-
tility. I would be remiss if I did not also point out that the current low interest rate
environment significantly helps borrowers. Looking ahead, credit conditions appear
to be beginning to tighten modestly as the financial impacts of the recent stresses
to farm incomes are becoming apparent in the financial position of some agricultural
producers. For producers with higher profit margins and strong balance sheets,
credit remains available at a low cost, while for other producers that lack these at-
tributes, the cost is beginning to increase.

There is no doubt that policies which enable our farmers and ranchers to market
and sell their commodities overseas are more important than ever. It is no secret
that we can feed the world, but our friends working on the farms and ranches in
rural America need the tools to do this. Free and fair trade agreements are essen-
tial. In addition, just as the nation’s economy and the world’s economy are very dif-
ferent than they were in the late 1980s, so is the agricultural economy. Farms have
naturally grown larger through consolidation, especially to help lower costs through
scale. This is not necessarily a bad thing, but it simply points to a new reality,
which depends on increasing efficiencies to maintain profitability. The participants
in the agricultural financing markets have adjusted to these changes, and we be-
lieve that public policies in this regard should also reflect this new environment
while continuing to recognize the importance of small farms and family operations
in maintaining the vitality and diversity of American agriculture.

ATTACHMENT
The Feed [*]
Farmer Mac’s Quarterly Perspective on Agriculture
Spring 2016
Issue No. 3

Executive Summary
Production and Market Price Perceptual Map
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*The Feed is a publication produced by the Federal Agricultural Mortgage Corporation
(“Farmer Mac”), which distributes this publication directly. The information and opinions con-
tained herein have been compiled or arrived at from sources believed to be reliable, but no rep-
resentation or warranty, express or implied, by Farmer Mac is made as to the accuracy, com-
pleteness, or correctness of the information, opinions, or the sources from which they were de-

Continued
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Key Highlights
Farm income in 2016 is expected to be down across most farm
business types.
Farm debt is increasing but now at a decreasing rate; estimated
annual farm debt payments are still low compared to the 1980s.
Agricultural exports face major headwinds, but there are reasons
to remain optimistic.

For the third consecutive year, net farm income is projected to fall in 2016 as a
result of lower commodity prices and ample global supplies. Very few sectors touted
higher prices at the end of 2015 compared to the beginning, and the price forecasts
for 2016 are lower for most major ag commodities. However, government payments
through the Agricultural Risk Coverage (ARC) and Price Loss Coverage (PLC) pro-
grams should help offset the lower profitability for crop producers. Farm assets were
down in 2015 and are projected down again for 2016 due to the liquidation of finan-
cial assets to meet cash flow needs, lower inventory values carried at lower market
prices, and small declines in real estate values. Real estate and non-real estate debt
look to be on the rise in 2016 but at a slower pace than during the transition years
of 2014 and 2015. Weather conditions in the West are improved because of El Nino
precipitation, particularly in the Pacific Northwest. Though considerably more pre-
cipitation may be required to fully alleviate the effects of the drought, a wet 2016
water year is a good start. The U.S. Department of Agriculture (USDA) projects an
overall decrease in acres planted to crops in 2016, largely driven by lower wheat
acreage. Acres planted to corn are expected to increase in 2016. Crop prices have
declined in recent months due to the large carry-in crop from the 2015 harvest. Stiff
competition persists for U.S. dairy producers in foreign markets, and lower market
prices are likely to remain throughout the year. Cattle herds continue to rebuild in
2016, putting downward pressure on cattle prices. Reduced profitability for feedlots
will likely continue to depress cattle prices throughout 2016. Broiler prices were
down in 2015 on higher cold storage inventories, but demand is inching up on the
pricing differential between poultry and beef, while it is hopeful that avian influ-
enza concerns ease in overseas markets. Wine grape producers received lower prices
in 2015, which was the result of a good harvest, increased interest in mid-to-higher
priced wines, and increased competition from the craft beer industry. Hops prices
have soared in response to a tough harvest and the rapid growth of craft brewing.
Farm Economy Highlights (Resource 1, 2)

Key Highlights

USDA economists expect farm income to decline for the third con-
secutive year in 2016.

Farm equity is expected fall again in 2016, but farm assets are
holding up fairly well.

Although debt levels continue to increase, estimated inflation-ad-
justed annual debt payments are still significantly lower than the
1980s.

The initial USDA projections for the 2016 farm economy could be an inflection
point. Net farm income, an accrual-based economic measure of sector income, is pro-
jected to fall by only three percent to $55 billion. This is a small drop compared to
the declines in 2014 and 2015 of 27 and 38 percent, respectively. Net cash income,
the amount of income left to producers after they have paid for all cash expenses,
is also expected to decline in 2016 but by only two percent to $91 billion. Net cash
income is a sounder measure of sector financial health for lenders as it gives a bet-
ter picture of cash available for living expenses and debt servicing. Commodity
prices have stabilized somewhat in early 2016, unfortunately at lower levels, which
appears to be driving the leveling-off of farm income. This year will represent the
third consecutive year of lower crop prices and the second year of lower livestock
and protein prices. Producers in all major classes of sector production show stable-
to-lower than expected incomes during the year with dairy producers showing the
largest drop due to declines in milk prices. While a third successive decline in farm

rived. The information and opinions contained herein are here for general information purposes
only and do not constitute investment or professional advice. Farmer Mac does not assume any
liability for any loss, however arising, that may result from the use of or reliance upon any such
information or opinions by any person. Such information and opinions are subject to change
without notice, and nothing contained in this publication is intended as an offer or solicitation
with respect to the purchase or sale of any security, including any Farmer Mac security. This
document may not be reproduced, distributed, or published, in whole or in part, for any pur-
poses, without the prior written consent of Farmer Mac. All copyrights are reserved.
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incomes is historically rare, producers are adapting to the lower market price envi-
ronment from a position of relative financial strength.

Farm assets are also expected to compress in 2016 while debt levels are set to
expand. Farm assets are expected to decline by just under two percent this year to
$2.7 trillion, driven by lower real estate values, lower crop and livestock inventory
values, and lower levels of financial assets. The combined effects of the asset value
declines indicate a realized or unrealized loss of nearly $130 billion since 2014. Si-
multaneously, farmers and ranchers are expected to take on additional debt loads
to offset the lower level of incomes. While the total debt load projected for 2016 will
hit a nominal high at $372 billion, when adjusted for inflation, the level of combined
farm debt does not exceed the historic highs reached in the 1980s. Not only is the
projected level of farm debt below peak, the annual cash required to service that
debt is well below the levels witnessed during the farm crisis years. By reversing
the USDA’s debt servicing ratio and adjusting for inflation, Figure 2 demonstrates
the buildup of debt service requirements in the 1980s driven largely by higher inter-
est rates. Debt payments today have roughly the same principal component but a
significantly lower portion attributable to the interest payment. Given today’s ac-
commodative interest rate environment, the cash flow required to service debts re-
mains well below the sector net cash income. In 1981, however, the sector debt pay-
ments exceeded net cash income, causing significant sector-wide financial stress.
Today, expected net cash income is 1.8 times the estimated sector debt payments,
just below the historical average of 2.1 times. Clearly, a dovish interest rate envi-
ronment is beneficial to farmers, ranchers, and agricultural lenders.

Figure 1: Farm Business Net Cash Income Trends by Year and Production
Type
Average Farm Business Net Cash Income by Year

450
m2012 m2013 ®2014 m2015F m2016F

Thousands
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Figure 2: Real Farm Debt Payments
Inflation-Adjusted Farm Sector Debt Payments
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Special Report: Agricultural Exports and the U.S. Dollar (Resource 3. 4, 5)
Key Highlights

Agricultural trade represents approximately Y32 of the value of
U.S. agricultural production.

The recent strength of the U.S. dollar has proved to be a
headwind for agricultural exports.

Certain states (California, Illinois, and North Dakota, among oth-
ers) are more sensitive to changes in foreign demand due to a high-
er percentage of annual agricultural cash receipts exported.

Bulk commodities (e.g., soybeans, corn, wheat, efc.) represent a
high percentage of the total value of U.S. agricultural exports.

Expanded trade opportunities remain a bright spot in the future
of the U.S. agriculture sector.

Trade is now a major source of demand for the U.S. agriculture sector. In 2015,
the USDA Foreign Agricultural Service estimates that U.S. ag exports fetched $133
billion in receipts, which is roughly 31 percent of the total value of U.S. agricultural
production during the calendar year. In 1970, the ratio of agricultural exports to
production was only 13 percent. Some of the growth has come from expanded trade
with long-term trading partners like Mexico, Canada, and Japan; approximately 40
percent of the value of exports is with these three countries, up from 25 percent in
1980. Other growth has come from new and expanded markets such as China,
where sales of agricultural products represent over 15 percent of total U.S. exports,
up from just five percent in 1980.

However, there are several conditions that threaten U.S. agricultural export mar-
kets. First, currency effects from a stronger dollar in 2015 have made U.S. agricul-
tural products more expensive relative to competitors in Brazil, Australia, and the
European Union (EU). Figure 3 shows the history of U.S. agricultural trade ad-
justed for inflation overlaid with an index of U.S. dollar strength. During all three
spikes in U.S. dollar strength, agricultural export values declined, particularly in
the early 1980s and the 1990s. In fact, the correlation coefficient between the two
metrics is —0.71 implying a very strong, inverse relationship between the two. In
2015, U.S. ag exports slumped by more than 11 percent while the U.S. dollar
strengthened by 16 percent. The U.S. dollar has weakened somewhat in early 2016,
but it remains highly elevated compared to 2014. Second, global supplies of agricul-
tural products have rebounded significantly from the lows experienced in 2012 and
2013. The extraordinary run of commodity prices from 2008 through 2013 triggered
a worldwide expansion in the production of bulk commodities—between 2007 and
2015, world production of corn, soybeans, and wheat increased by 22, 46, and 20
percent, respectively. The rise in global production has increased the competition
faced by U.S. producers tremendously, particularly from South American producers
in Brazil and Argentina. Finally, global politics have seeped into the farm gate. In
2014, Russia banned imports of Western products in retaliation for sanctions related
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to its annexation of Crimea and intervention in Eastern Ukraine. Domestically,
trade has become a hot-button issue in the 2016 Presidential race, with virtually
all candidates in both parties stepping back from international trade deals like the
Trans-Pacific Partnership (TPP). All of these circumstances create considerable
headwinds for the expansion of U.S. agricultural exports.

Figure 3: U.S. Agricultural Exports and the U.S. Dollar
U.S. Agricultural Exports
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Pressure on U.S. agricultural exports will not affect all producers equally. Some
states export a higher percentage of their agricultural production than others. Fig-
ure 4 depicts the top ten agricultural exporting states and how much of their 2014
cash receipts were represented by export values. California had the highest absolute
level of agricultural exports in 2014, but North Dakota exported the highest propor-
tion of its total agricultural cash receipts at 52 percent. The higher the proportion
of exports to sales, the greater the exposure to foreign markets and a downturn in
agricultural trade. States like California, Illinois, and North Dakota have higher ex-
port to sales ratios owing to the types of goods produced within their borders. For
example, California is a major producer of almonds and about 75 percent of each
almond crop is exported to global markets. Field crops such as soybeans and corn
represent roughly Y3 of U.S. ag exports. Soybeans alone represent 16 percent of
2014 U.S. ag export values. Producers of these commodities will likely be adversely
affected by a slowdown in global trade in 2016.
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Figure 4: U.S. Agricultural Exports by State of Production
Importance of Exports to State Agriculture
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Despite these headwinds, there are still many good signs for U.S. agricultural ex-
ports. Over 95 percent of the world’s population in 2015 lived outside the United
States, and that number will likely increase in the future as emerging markets in
Africa and Asia continue to develop. The most recent United Nations estimates put
world population at nine billion by 2040, a full decade earlier than many thought
just 5 years ago. The global population growth presents an incredible opportunity
for U.S. farmers and ranchers to increase reach and market size. The TPP may have
lost some steam during the U.S. Presidential primary season, but there is still good
support for the trade deal in many corners of Congress. Trade agreements like the
TPP and the Transatlantic Trade and Investment Partnership (T-TIP) will open the
doors to these growing markets, giving a growing number of consumers access to
the richest, safest, and healthiest food the planet has to offer.
Weather Resource 6, 7)
Key Highlights
El Nino brought improvement to drought conditions across the
West until a mild and dry February, though March was certainly
moister.
California snowpack is improving but appears to be close to nor-
mal, rather than a “blockbuster” El Nino snow year.
Soil moisture conditions in the U.S., particularly in the Midwest,
are good heading into spring.
As El Nino conditions begin to wane, warm and dry conditions
can form in the Midwest from late spring into mid-summer. Current
seasonal forecasts are consistent with this tendency.

The much-hyped El Nino of 2015-2016 began the year largely living up to expec-
tations as widespread rain and snow improved the drought situation throughout
much of the West. However, a mild and dry February halted some of the progress
as California Sierra Nevada snow water equivalents (SWE) diminished from above
normal at the beginning of the month to below normal by the end of the month.
March trended back toward a stormier pattern, which helped bring SWE closer to
historical averages. Heading into spring, attention in California will turn toward
reservoir fill rates as the winter snow melts, along with state and Federal water
allocations for 2016, which are both expected to remain modest. Much of the Pacific
Northwest has experienced a significant improvement in drought conditions through
the winter.

Soil moistures throughout the United States are generally at or above normal for
this time of year, particularly throughout the Midwest. This augurs well for spring
planting, provided that moisture levels do not increase significantly and impede
field work.

As the 2015-2016 El Nino begins to diminish throughout the spring and early
summer, the amount and timing of precipitation in the Midwest should be mon-
itored. As El Nino events fade, there is often a trend for warm and dry weather
in the Midwest from late spring into summer. Current seasonal forecasts reflect this
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pattern. This is not to say that a widespread drought is expected; however, poorly-
timed dry weather can certainly affect seed germination and crop growth.
Figure 5: Drought Monitor Map
(USDA, NOAA, University of Nebraska-Lincoln)
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Figure 6: U.S. Soil Moisture Ranking
Calculated Soil Moisture Ranking Percentile
April 7, 2016

[ L ' -
bl BN, \ a 5;_
PR A o P
% I Ol e
- o o R e N a
w T ¢
“on > { ’
0 bl 0-
g AR

Corn & Soybeans (Resource 4, 8)

For corn and soybean growers, 2016 looks to rhyme fairly well with 2015. Global
supplies of both commodities head into the planting season at multi-year highs.
World production of corn and soybeans increased two and 13 percent, respectively,
in 2015, and expectations for 2016 demonstrate similar levels of production due to
record crops in China, Argentina, and Brazil. In the U.S., early USDA surveys show
more acres planted with corn and soybeans in 2016 compared to 2015, with many
acres coming out of wheat. The higher acres planted may or may not increase pro-
duction, however, as the probability of a dry growing season is higher after a strong
El Nino weather pattern. Soil moisture is very good heading into the plant, so more
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time will be needed to better estimate the size of the U.S. crop in 2016. But supplies
are ample heading into planting season.

Demand for corn and soybeans is expected to increase in 2016. Grain consuming
animal units are up in the early part of the year, and the lower feed prices should
motivate protein producers to increase the number of animals on feed and their time
on feed. Ethanol and biodiesel production remains steady despite lower oil and gas
prices, and lower prices at the pumps may lead to an increase in national gasoline
consumption this travel season. Export market growth will likely be limited by in-
tense competition from South American growers in 2016. Brazil is expected to have
a very large safrinha, or second corn crop, which harvests at virtually the same time
as the U.S. crop (see Figure 8). Argentina is quickly developing as a major compet-
itor for U.S. corn producers after its recent Presidential election. Specifically, the
new Administration is very pro-agriculture, and in December of 2015, just 5 days
after the Presidential inauguration, it reduced export tariffs and instituted currency
controls that will prompt producers to expand production and exports of corn. And
while Argentina’s harvest timing does not directly compete with the U.S., a larger
supply of spring corn will hurt growers with crop in the bins after harvest.

The net of the supply-demand forces for grains indicate lower prices in 2016. The
USDA projects a season-average corn price of $3.45 per bushel (a $0.15 drop from
2015) and a soybean price of $8.50 per bushel (a $0.30 drop from 2015). Barring
a major supply-side or U.S. dollar disruption, these lower prices are likely to persist
into 2017.

Figure 7: Historical Crop Plantings and Expectations for 2016
Crop Planting Trends
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Figure 8: Global Crop Harvest Timing Grid
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Dairy (Resource 4, 9, 10)
Key Highlights
Low world dairy prices persist in response to more than adequate
supplies.
Milk production rose in 2015 for major exports in the U.S., the
EU, and Oceania.
Producer profitability will be tight in 2016 with continued low
milk prices but stable production costs.

Supply-side economics in the dairy industry continue to drag sector profitability.
USDA data shows U.S. production in the winter months from December to February
is up by almost two percent on a higher number of cows combined with a higher
average output per cow. The ratio of ending stocks-to-use, a relative measure of
dairy supplies in inventory at the end of each calendar year, reached its highest lev-
els in 2015 since 2009 for many dairy products. Milk production at California dairies
continues to struggle in early 2016 due to lower output per cow. The stress on herds
from the extended drought conditions is likely the major contributor to the decline,
but water conditions have improved in many parts of the state. Global supplies re-
main in surplus after strong production in 2015 and slower global trade in early
2016.

Product demand remains muted in the early months of 2016. Domestic dairy prod-
uct use has held steady during the winter months, but exports are down dramati-
cally through January. Russia continues its ban on Western agricultural imports
through August 2016, and their disappearance from the import picture has put more
European dairy products onto the world market. Chinese dairy imports picked up
in late 2015 and early 2016, and that has provided some support to world dairy
prices. U.S. producers are at an added disadvantage to both the EU and Oceania
due to the currency effects of a stronger dollar.

The combined effects of the supply and demand functions imply continued pres-
sure on producer profitability in 2016. The Federal Order Class III milk price for
March was $13.78 per cwt, up slightly from February but well below prices in 2014
and 2015. The USDA is forecasting an average Class III milk price near $13.90 per
cwt for 2016. Feeding costs could abate somewhat in 2016 if grain and hay prices
stay low. Supplies are not likely to contract by much, so producers must look to con-
trol costs and spur demand growth at home and in new overseas markets. Implied
profit margins based on estimated costs of production and a Class III milk price
have been negative for 14 consecutive months, but the implied margins are not
nearly as severe as they were in 2009 when the dairy industry last faced a major
cyclical downturn. This year is unlikely to turn into another 2009, as restaurant
sales remain strong, domestic cheese consumption is holding up, and global trade
is merely subdued, not closed.
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Figure 9: Historical Dairy Profitability
U.S. Average Dairy Returns
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Almonds (Resource 11, 12)
Key Highlights
The 2015 California almond crop weighed in at approximately 1.8
billion pounds, roughly equal to the 2014 crop.
Grower almond prices peaked in early 2015 and have continued
to decline into early 2016 on weaker export demand.

Inventories sit at near-term highs putting downward pressure on
prices.

While the 2015 almond crop failed to break any records, producers maintained
production levels attained in 2014. California, the state that produces nearly 100
percent of all U.S. almonds and over Y2 of the world’s annual supply, spent the en-
tirety of the growing year in a deep drought with restricted access to state and Fed-
eral water allocations. Yields were down again in 2015, likely a factor of the deep-
ening drought and early bloom. Lower yields were offset by the greater bearing acre-
age under production, a trend that has been increasing in recent years due to more
acres planted to orchards. Non-bearing almond acreage stood at 150,000 acres in
2014, a 20 year high. As orchards mature, more of the almond acreage begins to
bear nuts, and the total potential production increases. Global supplies were up in
2015 on higher production in Australia and the EU, but U.S. producers dominated
world trade, as U.S. almonds represented over 85 percent of almond shipments in
2015.

Demand for U.S. almonds weakened during the last year. A robust export market
in 2014 drove up prices more than 15 percent during the year, but both domestic
and foreign consumers pulled back in 2015. U.S. almond exports fell five percent
during the 2014/15 marketing year on ample global supply and a stronger U.S. dol-
lar, and domestic consumption fell by ten percent. Shipments have picked up in
early 2016, but the drop in demand during 2015 left higher carry-in and boosted
inventories on the almond balance sheet.

In response to these market conditions, almond prices have dropped considerably
since early 2015. The combination of steady supplies and lower demand pushed up
uncommitted inventories in early 2016 to new heights. The Almond Board of Cali-
fornia reports inventory levels monthly, and while in most years committed ship-
ments of almonds pushed the inventory levels into a negative position during the
late summer months, the last 2 years have seen positive inventories during that
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same period (see Figure 10). However, lower prices and a drop in the U.S. dollar
are spurring sales, so market prices may find some support by mid-year. Reports
published by Derco Foods, an almond trading company, show its market prices drop-
ing nearly 60 percent in mid-to-late 2015 from over $5.00 per pound to nearly
52.00 per pound. While the average price to growers is likely closer to $3.00 per
pound, this intense price volatility will negatively affect prices paid to almond grow-
ers in 2016 and 2017.

Figure 10: U.S. Almond Inventories
U.S. Almond Inventory Trends

60% 1.50
B 17]
g AR
£ 50% 125 = §
> ) E
5 3
o 40% 1.00 2
= £
2 30% 0.75 2
& &
= 20% 0.50 g
g £
- <
B 10% v 0.25 )
v =)
= 0% 0.00 %
N e
o a
2 -10% 025 §
o
-
& 20% -0.50

Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16
e Uncommitted Almond Inventory (right) @ Percent of Total Annual Supply (left)

Livestock (Resource 13, 14, 15)
Key Highlights
Beef market conditions signal herd expansion and lower cow/calf
prices in the near future.
Pork production is up in 2016 but the higher supplies and weaker
export markets have put downward pressure on hog price expecta-

tions.
Broiler sales continue to struggle overseas and prices are down

as a result of large inventories.

Beef

Beef production in the U.S. is set to rebound in 2016 after a 5 year slide (Figure
11). Cattle inventories are on the rise and the good pasture conditions and cheaper
feed prices during 2015 have spurred cow/calf operators and feedlots to increase ani-
mal weights prior to slaughter. Cattle producers are retaining more heifers in 2016,
and the higher retention signals further expansion into 2017. Demand for beef buck-
led somewhat during 2015 as consumers faced record-high retail prices and export-
ers dealt with a stronger dollar. Since March of 2015, retail beef prices have fallen
between three and seven percent depending on cut and quality. Changes in market
prices take time to work backward through the supply chain, but fed and feeder cat-
tle prices have fallen by almost 20 percent since early 2015.
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The outlook for cattle and beef prices is muddled by competing effects of supply
and demand. Supplies are certainly headed higher thereby signaling lower prices,
but demand is also likely to head higher in the face of lower retail prices and a sta-
ble-to-weaker U.S. dollar. Feedlots face mounting losses in early 2016: the implied
net loss per head peaked in December 2015 at $560 due to the high feeder cattle
prices (see Figure 12). Feedlots will need to lower placement costs in order to swing
back to profitability, and that fact may be the final straw to push prices down fur-
ther throughout the year.

Figure 11: Meat Production Trends and Expectations
U.S. Meat Production Trends
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Figure 12: Historical Feedlot Operation Profitability
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Pork producers are also ramping up production in 2016 but demand has been in-
creasing. The USDA estimates U.S. pork production will be up 2.2 percent this year
as a function of both larger litters and higher slaughter rates. The hog industry has
largely recovered from the Porcine Epidemic Diarrhea Virus (PEDv) outbreak of
2014, and that recovery has brought about higher hog supplies. China, the world’s
largest producer and consumer of pork, has tightened environmental restrictions on
hog producers in the last 2 years, and the tighter regulation is just beginning to
be reflected in the country’s annual production numbers. Pork production in China
fell just under one percent in 2015, and output looks to be steady or lower in 2016.
Demand for pork looks good in early 2016 with the USDA projecting record high
domestic consumption during the year. The retail price differential between pork
and beef fell precipitously during 2015, and the relative value of pork likely spurred
additional demand for swine. Export markets look attractive despite the strong U.S.
dollar on a shortfall of production in China and better-than-expected sales in Japan.

The factors of supply and demand have had mixed effects on hog prices. The re-
bound of the U.S. hog inventories put clear and immediate downward pressure on
live hog prices. Prices soared to $85 per hundredweight in early 2014 as the PEDv
outbreak leveled pig litters, but by the end of 2015, prices fell back below historical
averages to nearly $45 per hundredweight. The increase in pork demand will keep
prices from falling too much further, and will likely provide support throughout
2016. Hog prices could see another dip if slaughter capacity gets constrained again
in 2016, as most facilities are running at or near capacity. Barring a major supply-
side disruption, the USDA puts the live equivalent price for hogs between $50 and
$55 per hundredweight throughout the calendar year.

Broilers

Last, broiler meat production and demand are both up in early 2016. More weight
per bird and birds per flock are expected, which would drive up already high levels
of frozen meat stocks. The Highly Pathogenic Avian Influenza (HPAI) outbreak of
2015 devastated many egg and turkey operations, but broiler production went large-
ly unaffected. When many foreign markets, including large importers like China and
South Korea, banned the importation of U.S. poultry, production soon outpaced con-
sumption and stocks built up. The large stocks in cold storage pushed broiler meat
prices down with wholesale prices falling 27 percent from January to December.
Prices stabilized at the end of 2015 and into early 2016, but the stocks will take
time to draw down. Weekly prices have fluctuated a great deal since January 2016
due to the oversupply. Domestic demand has been excellent in early 2016 as con-
sumers have enjoyed lower relative prices for chicken compared to pork or beef for
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the last 18 months. Exports are down but should pick up later in 2016 as the resur-
gence of HPAI was limited to one case in Indiana this January.

The mixture of supply and demand factors in the broiler industry indicate a flat-
to-increasing price trend in 2016. The supplies of broiler meat continue to build, and
production is not slowing down. However, U.S. per capita consumption should sup-
port the market prices that currently range from 80¢ to 90¢ per pound. Export mar-
kets could provide a boost later in the year depending on the international response
to HPAI Feed costs are likely to abate in 2016, so profitability in the poultry sector
should be better in 2016 than in 2015.

Wine and Beer (Resource 16, 17, 18, 19)
Key Highlights
California grape crush in 2015 shows good yields but lower prices
for most non-premium growing regions.
Hop growers expanded production in 2015 in response to higher

prices and growing demand from the craft beer industry.
Demand for both wine and beer looks strong in 2016.

Since the 1970s, the U.S. has continually expanded as a producer and consumer
of wine. Acres planted to wine grapes in California increased four-fold between 1970
and 2014, and in 2014, the U.S. ranked fourth in total world wine production behind
France, Italy, and Spain. California viticulturists generated 3.8 million tons of
grapes following the 2015 harvest, roughly equaling output from the record 2014
crush. As a result of the surprisingly good crush in 2015 and changes in consumer
demographics, average California wine grape prices came under pressure last year.
According to the Silicon Valley Bank (SVB) 2016 Wine Report, sales of low-cost,
bulk wine were down 4.5 percent from 2014 while sales for wines more than $9 per
bottle increased an average of approximately ten percent. The “premiumization” of
wine consumption is causing a divergence of grape prices; premium growing regions
such as Napa and Sonoma counties experienced increases in average prices paid to
growers while bulk growing regions in the San Joaquin Valley saw decreases in av-
erage prices paid to growers.

Consumers are changing agricultural-based adult beverage preferences in other
ways that threaten the U.S. wine industry: the craft and specialty beer industry has
been on a major run in the last 10 years. Between 2006 and 2015, the number of
craft beer establishments doubled, and the estimated revenues attributable to those
institutions more than doubled. Hops, a distinguishing ingredient for many craft
beers, has benefitted from the increase in production. Hops prices are up from $2.05
per pound in 2006 to over $4.38 per pound in 2015. Market prices have incented
higher planted acreage in the principal growing regions of Washington, Oregon, and
Idaho, and the economics have been good enough to spur hops farmers to plant in
Pennsylvania, New Jersey, and Virginia among other East Coast states where craft
brewers are closer to final markets. Small hopyards are becoming agritourist des-
tinations, and millennial consumers appear to expend on craft beers and quality
wines in equal amounts depending on convenience and value. The U.S. wine indus-
try will certainly experience competition from craft brewing, but fortunately there
looks to be more than enough demand to go around as the millennial generation
matures into prime consuming age.
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Figure 13: Wine Grape Market Trends
Califorina Wine Grape Production and Price Trends
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Figure 14: Craft Beer, Hop Production, and Prices
Craft Beer and Hop Production
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California Drought

The 2016 water year unquestionably ameliorated a parched California, but the
Western drought is far from over. Reservoir levels throughout the state received a
much-needed recharge in March. Lake Shasta began 2016 at 31 percent of capacity,
and Lake Oroville began the year at 29 percent of capacity. The reservoirs ap-
proached the end of March at 87 and 84 percent of capacity, respectively. Near the
end of March, California snowpack was also much deeper than recent history stand-
ing at nearly 90 percent of average. Despite the infusion of much-needed water and
snow this water year, the drought lingers throughout the fruitful San Joaquin Val-
ley. According to USDA expense data, irrigation costs have skyrocketed during the
last few years climbing from $400 million per year in 2009 to over $1.1 billion in
2014. Drought Monitor reports show significant reductions in Northern California
during the month of March, but the bulk of Central and Southern California remain
in the most severe category of drought intensity. State Water Project officials an-
nounced in March agricultural water allocations at 45 percent of contracted
amounts, a big improvement from the 20 percent allocations in 2015 and the zero
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percent in 2014. These increases should be met with cautious optimism in 2016, and
conditions must continue to be monitored closely.

Figure 15: California Department of Water Resources Reservoir Level Map
(March 23)

Conditions for Major Reservoirs: 23 MAR 2016
Data as of Midnight 23 MAR 2016
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GMO Labeling Laws

There is no more divisive topic in food and agribusiness today than the use of ge-
netically modified organisms (GMOs) in the food system. GMOs can be a principal
or secondary ingredient in many finished consumer food products, and GMO
versions of corn and soybeans are a very high percentage of U.S. acres planted. Op-
ponents of GMO crops argue that the long-term effects of human consumption of
genetically engineered food products are unknown, that the genes can increase the
power or potency of insects and disease, and that once in the food production sys-
tem, the genes that have been modified can end up in unexpected places or mutat-
ing in unknown ways. Advocates of GMO foods argue that science has proven the
resulting products are safe for human consumption, that they increase plant resist-
ance to a number of stresses like drought or disease, and that genes can be modified
to improve the nutritional content of foods. The debate took a new turn in 2014
when the State of Vermont enacted a law requiring labels to disclose the use of
GMO ingredients in consumables that goes into effect in July 2016. Many food man-
ufacturers and grocers have attempted to fight the legislation citing the burden it
creates to have independent labeling of goods across state borders. In July 2015, the
U.S. House of Representatives passed the Safe and Accurate Food Labeling Act of
2015 which disallowed states from enacting individual food labeling laws and in-
stead created a Federal standard for voluntary labeling of foods with GMO ingredi-
ents. The bill was referred to the U.S. Senate last July, and while it cleared the
Senate Agriculture Committee early this March, it has failed to gain enough support
in the wider Senate body, thus ending debate on the bill. July is rapidly approach-
ing, and food companies are now starting to prepare for the possibility that state-
based labeling laws are here to stay. These labeling requirements will increase the
costs for food manufacturers, and those costs may be passed along to producers, con-
sumers, or some combination of the two.

Resources

The information and opinions or conclusions contained herein have been compiled
or arrived at from the following sources:
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1. USDA Farm Sector Finances (http:/ /www.ers.usda.gov [ topics | farm-economy /
farm-sector-income-finances.aspx).

2. USDA Farm Sector Financial Ratios (http://www.ers.usda.gov/data-prod-
ucts / farm-income-and-wealth-statistics | farm-sector-financial-ratios.aspx).

3. USDA Foreign Agricultural Service Global Agricultural Trade System Data
(http:/ | apps.fas.usda.gov | GATS | Default.aspx).

4. USDA Foreign Agricultural Service Production, Supply, and Distribution Data
(https:| | apps.fas.usda.gov | psdonline | psdhome.aspx).

5. United Nations Department of Economic and Social Affairs, Population Divi-
sion (2015). World Population Prospects: The 2015 Reuvision. New York,
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The CHAIRMAN. Dr. Featherstone.

STATEMENT OF ALLEN M. FEATHERSTONE, Pu.D., PROFESSOR
AND HEAD, DIRECTOR OF MASTER IN AGRIBUSINESS
PROGRAM, DEPARTMENT OF AGRICULTURAL ECONOMICS,
KANSAS STATE UNIVERSITY, MANHATTAN, KS

Dr. FEATHERSTONE. Chairman Scott, Ranking Member Scott, and
Members of the Commodity Exchanges, Energy, and Credit Sub-
committee of the House Committee on Agriculture, I want to thank
you for inviting me to testify. My name is Allen Featherstone, Pro-
fessor and Head of the Department of Agricultural Economics,
Kansas State University.

With a 56 percent decrease in U.S. net farm income reported by
USDA occurring over a 3 year period, concern has begun to arise
regarding the future direction of cash rents and land values, along
with the overall credit situation. With a decline of 56 percent, some
regions of the U.S. have experienced smaller declines, some larger
declines.
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Kansas State University works with roughly 2,000 farmers state-
wide through the Kansas farm management associations. These
producers provide balance sheet and income statement information
that allows the understanding of the distribution of financial per-
formance, and provides an overall financial picture of Kansas
farms. The north central region in Kansas is the first association
where we have completed information for 2015. They experienced
a dramatic change in the profitability of production agriculture. Be-
ginning in 2007, net farm income in north central Kansas in-
creased from between $85,000 to $150,000 per farm per year, 8
years of excellent profitability. In 2015, average net farm income
in this region dropped precipitously from an average per farm of
$102,500 in 2014 to an average of $11,500, an 89 percent reduction.
This was the lowest level of net farm income for that region since
1985. Based on preliminary analysis with the other five Kansas
farm management associations within the state, declines in in-
comes of this magnitude will be common across all of Kansas.

Kansas State University, in conjunction with the University of
Georgia, conducts a semiannual nationwide survey of lenders to
understand agricultural credit conditions. The most recent survey
was conducted in March 2016, and uses similar methodology to the
University of Michigan Consumer Sentiment Survey. The survey
obtains agricultural lender sentiment on a number of factors for
the last 3 months, the next year, and the longer-term. Several im-
portant changes have occurred in the agricultural economy since
the fall of 2015 survey. Non-performing loans have increased dur-
ing the past 3 months. Agricultural lenders expect that non-per-
forming loans will increase during the next year. According to the
survey, non-performing loans are expected to increase for corn and
soybean farms and wheat farms. For the livestock sector, agricul-
tural lenders expect more non-performing loans for beef farms and
dairy farms.

During the spring 2016 survey, that same survey, 48 percent of
agricultural lenders indicated that land values decreased, 45 per-
cent indicated they remained the same, and six indicated they in-
creased during the previous 3 months. The expectation of land
value changes in the next year became markedly more negative in
the fall of 2015 to the spring of 2016.

In conclusion, the declining net farm income in 2015 has made
for an uncertain agricultural lending environment. The agricultural
production sector and lending sectors are intertwined, causing
many lenders to be asking the same questions as agricultural pro-
ducers regarding the future, as they make decisions regarding loan
restructuring and other lending decisions.

If the sector is entering a major readjustment phase, several fac-
tors should be considered. The averages will not drive a bust, but
the lower tail of the distribution can; therefore, more attention
needs to be paid to the distribution of financial performance indica-
tors, and less on the averages. Given the thinness of agricultural
land markets, small increases in land parcels on the market can
have major effects on the price of land. The debt-to-asset ratio was
more of a lagging indicator of financial stress during the 1980 boom
to bust cycle where the debt-to-EBITDA (earnings before interest,
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taxes, depreciation, and amortization) ratio was more of a leading
indicator.

Farmers and agricultural lenders are entering a current down-
turn in a strong financial position because of several years of excel-
lent profitability. Crop year 2016 will be a pivotal year in produc-
tion agriculture. Given that average net farm income in some re-
gions were the lowest they have been since 1985, a repeat of that
in 2016 will cause some agricultural producers and lenders to make
difficult decisions before entering the spring of 2017.

Thank you.

[The prepared statement of Dr. Featherstone follows:]

PREPARED STATEMENT OF ALLEN M. FEATHERSTONE, PH.D., PROFESSOR AND HEAD,
DIRECTOR OF MASTER IN AGRIBUSINESS PROGRAM, DEPARTMENT OF AGRICULTURAL
EconoMics, KANSAS STATE UNIVERSITY, MANHATTAN, KS

Chairman Scott, Ranking Member Scott, and Members of the Commodity Ex-
changes, Energy, and Credit Subcommittee of the House Committee on Agriculture;
I want to thank you for inviting me to testify. My name is Allen Featherstone, Pro-
fessor and Head of the Department of Agricultural Economics, Kansas State Univer-
sity.

The agricultural economy suffered from two major boom-bust cycles in the 20th
century. The first occurred in the 1920s through the mid-1930s and the second from
1973 to 1986. With the recent decline in net farm income, lenders, farmers, and pol-
icymakers are beginning to question whether 2007 was the start of another major
boom-bust cycle with 2015 being the beginning of a bust period. There are similar-
ities with the 1973 to 1986 cycle, but there are also differences. The last two cycles
developed differently, and when the next cycle occurs, it will likely be unlike the
previous cycles.

U.S. net farm income has declined from $123.3 billion in 2013 to a forecasted
amount of $56.4 billion in 2015 and by another $1.6 billion forecasted for 2016
(USDA-ERS). With a 56% decrease in U.S. net farm income occurring over a 3 year
period, concern has begun to arise regarding the future direction of cash rents and
land values along with the overall credit situation; the bust phase of a major agri-
cultural readjustment. While the balance sheet of the production agriculture sector
was strong at the end of 2015 due to several years of sector profitability, declining
net farm incomes could negatively affect land values causing the balance sheet to
erode because the value of land represents in excess of 75% of the asset values on
the farm balance sheet.

Kansas State University works with roughly 2,000 farmers statewide through the
Kansas farm management associations. These commercial producers provide balance
sheet and income statement information to the Department of Agricultural Econom-
ics that allows the understanding of the distribution in financial performance and
provides an overall financial picture of Kansas farms.

The Current Situation

An understanding of the current situation begins by examining the net farm in-
come from the U.S., Kansas, and north central Kansas (Figure 1). The Kansas and
north central Kansas numbers are dollars per farm and are measured on the left-
side of the axis. The aggregate U.S. net farm income are measured in billions of
dollars and are on the right axis. Before 2007, average net farm income per farm
in north central Kansas ranged in the $43,000 to $53,000 per year. Beginning in
2007, net farm income increased to between $85,000 and $150,000 per farm through
2014, 8 years of excellent profitability. In 2015, average net farm income in this re-
gion dropped precipitously from an average of $102,508 in 2014 to a 2015 average
of $11,452, an 89% reduction. This was the lowest average level of nominal net farm
income for that region since 1985.

The north central region in Kansas (Figure 1) is the first association in the state
of Kansas with completed information for 2015, and indicates a dramatic change in
the profitability of production agriculture. Based on preliminary analysis of the
other five Kansas farm management associations (KFMA) within the state for 2015,
declines in incomes of this magnitude will be common across all of Kansas and like-
ly for similar agricultural production regions in the Midwest and Great Plains. In
addition, it is important to observe the similarity in U.S. and Kansas trends in Fig-
ure 1.
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Agricultural land values are an important factor in the overall well-being of the
production agriculture sector given that they represent roughly 80% of the assets
on a farmer’s balance sheet. Land serves as collateral and enhances a farmer’s abil-
ity to obtain credit. Thus, decreases in land values affect the ability to obtain credit.
According to USDA, from 2006 through 2015, U.S. average cropland value increased
from $2,300 to $4,130 per acre, an increase of roughly 80%. Taking into account in-
flation, agricultural land values increased by roughly 55% in real terms. Figure 2
provides a view of Kansas agricultural land values since 1950 adjusted for inflation.
Using 2015 as a base, inflation adjusted land values in 1973, the beginning of the
last boom-bust period, were about $800 per acre in Kansas. Inflation-adjusted land
values peaked in 1980 at roughly $1,470, an increase of 85%. Inflation-adjusted land
values subsequently fell to $690 in 1987, a decline of 53% from the peak. Agricul-
tural land values in Kansas in 2015 are 101% higher than they were in 2006 in
inflation-adjusted terms. They are also 38% higher than the peak of the last boom-
bust cycle in real terms in Kansas.

Agricultural land markets are driven by the returns to land, farm returns and
non-agricultural factors such as development potential and recreational returns.
Therefore, not all states or regions of the United States are experiencing the situa-
tion that the Corn Belt, Great Plains, and South are currently experiencing. The
inflation-adjusted increase in agricultural land values since 2006 (blue) and the
2015 land value percentage increase from the 1978 to 1983 high for various states
(orange) are in Figure 3. Since 2006, Illinois, Oklahoma, and Texas (Corn Belt and
Great Plains states) have experienced greater than a 30% increase in agricultural
land values. For these three states, current land values are 46% (Illinois), 10%
(Oklahoma), and 65% (Texas) higher than the inflation-adjusted peak in the last
boom-bust cycle. Thus, the land value experience is not homogeneous among states
and regions of the U.S. The Corn Belt and the Great Plains experience is different
than much of the rest of the U.S.

Credit Conditions

The Department of Agricultural Economics at Kansas State University, in con-
junction with Brady Brewer at the University of Georgia, conducts a semi-annual
nationwide survey of lenders to understand agricultural credit conditions. The most
recent survey was conducted the second half of March 2016 and uses a similar
methodology to the University of Michigan consumer sentiment survey. The survey
obtains agricultural lender sentiment on interest rates, spread over the cost of
funds, farm loan volume, non-performing loans, and land values for the last 3
months, the next year, and the longer-term (2 to 5 years). As an example, partici-
pants are asked whether they expect interest rates will increase, decrease, or re-
main the same. If all survey participants indicate that an item is expected to in-
crease, the index is 200. If all indicate an item is expected to decrease, the index
is zero. If an equal amount of lenders expects an item to increase as expect an item
to decrease, the value is 100.

While this survey is nationwide, responses are concentrated in the Midwest and
the Great Plains, and to a lesser extent in the South and the Atlantic region. The
survey respondents are mainly employed by commercial banks or the Farm Credit
System. The complete report can be found at http:/ /www.ageconomics.k-state.edu /
research [ ag-lender-survey [index.html (Attachment). Several important changes
have occurred in the agricultural economy since the fall 2015 survey (Figure 4).
Non-performing loans have increased during the past 3 months as during the spring
2016 survey window, 43% of participants indicate that non-performing loans have
increased compared to 12% during the Fall 2015 survey window. Agricultural lend-
ers expect that non-performing loans will increase during the next year, 77% in the
spring of 2016 compared to 53% in the fall of 2015. Over the next 2 to 5 years, the
sentiment is that non-performing loans will increase, but that sentiment has less-
ened slightly over the last two surveys. Looking at non-performing loans by crop in-
dustry sector, non-performing loans are expected to increase for corn and soybean
farms and wheat farms. For the livestock sector, agricultural lenders expect more
non-performing loans for beef farms and dairy farms.

The survey also measures lender expectations on agricultural land values (Figure
5). During the spring 2016 survey window, 48% of agricultural lenders indicate that
land values decreased and 45% indicate that they remained the same, and 6% indi-
cate they increased during the previous 3 months. The spring 2015 results indicated
that 35% indicated decreases, 57% indicated no change, and 8% indicated increasing
land values for the previous 3 months. The expectation of land value changes in the
next year became markedly more negative from the fall of 2015 to the spring of
2016 with the index falling from 32 to 16. Currently 84% of lenders expect land val-
ues to fall over the next year and 16% expect they will remain the same. For the
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longer-term, the sentiment has not changed much over the last four surveys; rough-
ly 65% expect decreases, 25% expect no change, and the remainder expect land price
increases. The overall sentiment by agricultural lenders turned more pessimistic
from the fall of 2015 to the spring of 2016.

The survey provides lenders the opportunity to add any other open-ended com-
ments they would like to make. Table 1 reports the comments from those lenders
that chose to provide them. Certainly some lenders are experiencing difficult agri-
cultural lending conditions.

Measuring Financial Stress

The concern expressed by agricultural lenders indicate the importance of meas-
uring financial stress. One measure that is commonly used is the debt-to-asset ratio.
Figure 6 from a forthcoming Choices article by Paul Ellinger (University of Illinois),
Allen Featherstone, and Michael Boehlje (Purdue University) takes a look at alter-
native measures of financial stress. The average debt-to-asset ratio in Kansas and
Illinois was greater than 30% in 2001 and 2002 and it has generally declined to 19%
for both states by the end of 2014, the most recent data available. The average debt-
to-asset ratios did not peak until 1985 and 1986 the United States and Kansas, the
end of the last boom-bust cycle.

The use of an average debt-to-asset ratio as a measure of financial stress without
examining the distributional characteristics across agricultural producers may be in-
complete. A study by Featherstone and Chris Boessen (University of Missouri) pub-
lished in the North Central Journal of Agricultural Economics (hitp://
aepp.oxfordjournals.org [content[16/2]249.abstract) in 1994 examined the loan loss
experience of a nationwide lender, Equitable Agribusiness during the 1980s farm
crisis. They found that 75% of the loans that defaulted were originated from 1977
to 1980. They also found that 80% of loans defaulted from 1983 to 1986. The loans
that defaulted were made during the time just before the land values peaked and
most performed for 5 to 6 years before they defaulted. They further report that only
10.9% of loans made from 1977 to 1980 defaulted, the worst time to be lending to
agriculture, ex-post. Thus, it is important to examine the margin and not the aver-
age. During the last financial crisis, many farmers experienced financial stress;
however, it was a minority of the producers moving the sector average. Because, in
the Midwest where only 2% to 4% of agricultural land is sold each year, small in-
creases in the land on the market can cause significant land price changes.

Figure 7 measures the distribution of debt-to-asset ratios for Illinois Farm Busi-
ness Farm Management (FBFM) farms. A common underwriting standard in agri-
cultural lending is that the borrower should have at least as much at risk as the
lender—that is, at least 50% equity in the business. Figure 7 indicates that 8.7%
of Illinois farmers did not meet this underwriting standard at the end of 2014.

An alternative measure that Ellinger, Featherstone and Boehlje propose is the
Debt-to-EBITDA ratio. In many respects, the use of a debt-to-asset ratio is indic-
ative of a lending era that has passed as the agricultural lending sector has moved
from a collateral based lending system (debt-to-assets) to a cash flow based lending
system (Debt-to-EBITDA). This measure is used in corporate lending and can be
compared to a Moody’s ratings system. In general, a rating of B or below is typically
believed to be a speculative investment with significant or high credit risk, and Ca
ratings are highly speculative and near or in default. The Debt-to-EBITDA ratios
exhibit higher variability over time than the debt-to-asset ratios (Figure 8). Ellinger,
Featherstone, and Boehlje found that the aggregate debt-to-asset ratios did not peak
until 1985 and 1986 for farms in the United States and Kansas, whereas the Debt-
to-EBITDA ratios were highest in 1981 and 1982 at the beginning of the farm finan-
cial crisis. Thus, the debt-to-asset ratio may be more of a lagging indicator. More-
over, the financial stress in agriculture in the early 2000s is also more evident with
the Debt-to-EBITDA measure.

While the averages, are useful, the distribution of farms are important. Ellinger,
Featherstone and Boehlje report that the proportion of farms with Caa and Ca rat-
ings at the end of 2014 were 27.8% and 13.4% for Illinois and Kansas, respectively
and had increased from the 2012 levels of 5.7% in Illinois and 10.7% in Kansas. In
addition, the percentage of farms in the highest two categories (AAA and AA) fell
by 14.2% in Illinois over the last 2 years and by 4.4% in Kansas over the last year.

From 2014 to 2015, the average north central Kansas Debt-to-EBITDA ratio using
data from 243 farms increased from 2.45 to 4.20 or two rating classes (Figure 9).
A similar net-farm income in 2016 for north central Kansas with no change in debt
would increase the ratio to 6.54 and into the Caa category. Other notable changes
that occurred on north central farms in 2015 was a reduction in average working
capital from $313,131 to $230,250. This represents a reduction of $82,881 per farm
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or 26.5%. The working capital to assets ratio fell from 12.9% to 9.6%. The average
debt-to-asset ratio increase from 21.8% to 23.0%.

Comparisons with the 1980s

Data on individual farms are available from the KFMA since 1973. This allows
a comparison of the condition at the end of 2014 with the condition of farms in 1979;
2 years before the bust began. Featherstone, Roessler, and Barry estimated a syn-
thetic Standard & Poor’s credit scoring model using Farm Credit Loans based on
three origination ratios; a leverage ratio, a working capital percentage ratio, and a
capital debt repayment capacity ratio. Their study is available in volume 28 issue
1 of the Review of Agricultural Economics. (http:/ | aepp.oxfordjournals.org/content/
28/1/4.abstract) This model was used to synthetically rate each farm in the KFMA
data, each year assuming all the loans were new loans. The results of this analysis
allows comparison of the situation at the end of 1979 with the current situation
(Figure 10). The distribution indicates that the 2014 distribution has a slightly high-
er percentage of farms rated in the BB and BB+ range and a slightly fewer percent-
age of farms rated in the BB—, B+, and B ranges than in 1979. Thus, the financial
condition of farms is slightly higher in 2014 than it was in 1979. However, the situ-
ation changed very quickly from 1979 to 1981.

Similarly, the distribution of the debt-to-asset ratios were also compared. In 1979,
the average debt-to-asset ratio was 24.6%, while it was 19.0% at the of 2014. There
were 19.4% of the farms with a debt-to-asset ratio greater than 40% in 1979, com-
pared to 12.6% in 2014. Finally, there were 1.3% of the farms with a debt-to-asset
ratio greater than 70% in 1979 compared with 2.3% in 2014. Thus the sector at the
end of 2014 was in a moderately better leverage position compared to 1979.

The Farm Safety Net

One of the major questions agricultural producers and lenders have as we enter
a low price environment is the ability of the farm safety net to alleviate significant
financial hardship in the sector. The farm safety net currently consists of crop insur-
ance and either the ARC or PLC programs. Revenue insurance products have been
valuable in Kansas for farmers managing through an extended drought. Table 2
presents an example of the minimum revenue guarantee for corn assuming a 150
bushel production history and a coverage election of 80%. The lower bound on cov-
erage per acre for corn has declined from $678 per acre in 2013 to $463 per acre
in 2016 with the declining corn price. This represents a 32% increase in the amount
of risk that a farmer is bearing. Similar changes occur for soybeans (31%) and win-
ter wheat (41%). Thus, farmers are managing a substantially higher level of risk
with the 2016 crops than they were just 3 years ago.

While the levels of revenue guaranteed have been dropping, the cost of production
per acre has been increasing. Table 3 illustrates the ex-post variable and total cost
of production for non-irrigated corn and soybean production from the KFMA gath-
ered from actual farm records. From 2006, the variable cost per acre for corn pro-
duction increased from $191 to $322 per acre, an increase of nearly 70%. The vari-
able cost for soybean production increased from $125 to $229 per acre, an increase
of nearly 83%.

Land Value Effects

With the decline in net farm incomes, concerns arise with regards to the potential
land value effects. Taylor, Featherstone, and Gibson have estimated the relationship
between net farm income, cash rents, and land values in Kansas. Using the net
present value model, the agricultural land market in Kansas and data from 1973
to 2012, the relationship between land values and net farm income was estimated.
They found that land adjusts to changes in net farm income slowly with a 1 year
elasticity at the state level of 6.7%. The long-run elasticity is 96.9%, which is very
close to the 100% suggested by the income capitalization model. At the state level,
the long-run multiplier for income in Kansas is 21.71 which implies a capitalization
rate of 4.61%.

These estimates were used to forecast changes in Kansas land values given fu-
tures prices and income expectations, ceteris paribus. Futures prices were collected
for the harvest time contracts through 2018 for the July contract from the Kansas
City Board of Trade for wheat and from the Chicago Board of Trade for the Decem-
ber contract for corn and the November contract for soybeans. These prices were ad-
justed for historical basis and used to forecast net farm income through 2018. Figure
11 presents the historical corn and soybean price received and the expected basis-
adjusted price into the future for corn and soybeans. In addition, the net farm in-
come was calculated based using expected trend yield and the price expectations.

Corn prices received by Kansas farmers are expected to remain at around the
$4.00 per bushel range through 2018, while soybean prices received are expected to
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remain around the $8.50 per bushel range (Figure 11). Net farm income was the
highest in 2012 at $81.91 per acre. That amount is expected to decline to $49.01
for 2016. After 2016, net farm incomes are expected to increase to $53.04 per acre
in 2018.

The estimated results suggest that Kansas land values would peak in 2016 and
begin to slowly decline. If market conditions were to remain the same, land values
could ultimately decrease to $1,171 per acre, a 28% decline from current levels as-
suming the land price earnings multiple returns to the longer-term average of
4.61%. Declines of this magnitude could negatively affect the financial condition of
the sector.

Conclusions

In conclusion, the declining net farm income in 2015, has made for an uncertain
agricultural lending environment. The agricultural production sector and the agri-
cultural lending sectors are intertwined causing many lenders to be asking the same
questions as agricultural producers regarding the future of production agriculture
as they make decisions regarding loan restructuring and other normal lending deci-
sions. If the sector is entering a major readjustment phase, several important fac-
tors should be considered.

(1) The averages will not drive a bust, but the lower tail of the distribution can.
Therefore, more attention needs to be paid to the distribution of financial per-
formance and less on the averages.

(2) Given the thinness of agricultural land markets, small increases in land par-
cels being liquidated can have major effects of the price of land.

(38) The debt-to-asset ratio was more of a lagging indicator of financial stress dur-
ing the 1980s boom-bust cycle whereas the Debt-to-EBITDA ratio was more
of a leading indicator.

(4) The lending industry has moved more to a cash flow based loan assessment
and less of a collateral based loan assessment.

(5) Farmers and agricultural lenders are entering the current downturn in a
strong financial position because of several years of excellent profitability.

(6) Relative to entering adjustment phase in the 1980s, farms are in a mod-
erately stronger financial position.

[CY] 2016 will be a pivotal year in production agriculture. Given that average net
farm income in some regions were the lowest they have been since 1985, a repeat
of that in 2016 will cause some agricultural producers and lenders to make difficult
decisions before entering the spring of 2017.

Thank you.

[TABLES AND FIGURES]

Table 1. Opened-Ended Comments from the Spring 2016 Kansas State
Agricultural Lender Survey

“The ag finance environment is tough. 2015 was very tough. Projections for
2016 look worse.”

“Cropland values have declined 15-25% depending on quality. Pasture values
have stayed fairly constant, although the lack of sales might indicate that they
are priced too high given the market.”

“With these crop prices expect a significant gut check by the producers. I am
seeing significant decrease in capital purchases and family living. I expect other
operating expenses to follow.”
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Table 1. Opened-Ended Comments from the Spring 2016 Kansas State
Agricultural Lender Survey—Continued

“We are in the early stages of a major correction in the Ag economy. Given
the accumulation of corn & soybean inventories, this could be a prolonged and
painful process. Eventually an equilibrium of costs and revenues will be
reached and the Ag economy will stabilize. The producers that made conserv-
ative decisions will weather the storm, others will need to make major adjust-
ments or fail. We have seen a 20% reduction in AG real estate values with
more reductions to follow. We are seeing values of farm equipment fall by up to
33%. 1 expect further softness in Ag equipment to follow as forced liquidations
place more equipment on the market and this market will need to find market
clearing price levels.”

“Stronger dollar is putting pressure on margins in virtually all Ag sectors.
Dairy has held up surprisingly well vs. world market due to domestic demand
for butterfat. Expecting tighter margins for cow/calf ahead as we are into herd
building, expect feedyard margins to improve in last quarter of 2016. Potato
and onion margins remain tight and expecting to remain tight as alternative
crops which compete for acreage struggle to provide positive margins. The last
7 or so years have been very profitable for tree fruit which has spurred orchard
development. With new orchard acres and more productive plantings coming on
line it is expected that tree fruit will be coming under pressure for next %
dozen years.”

“We only have one farm loan that is classified. If commodity prices remain
low, could be more in the future.”

Table 2. Crop Revenue Coverage Minimum Revenue Guarantee Example
for Corn, 2013-2016

2013 2014 2015 2016
APH (bushel) 150 150 150 150
Coverage Election 80% 80% 80% 80%
Guaranteed Bushel 120 120 120 120
Base Price (per $5.65 $4.62 $4.15 $3.86
bushel)
Coverage (per acre) $678 $554 $498 $463

Table 3. KFMA Non-Irrigated Corn and Soybean Cost of Production per

Acre
Corn Soybean
Variable Cost Total Cost Variable Cost Total Cost
2005 $188 $263 $118 $177
2006 $191 $269 $125 $183
2007 $231 $331 $145 $229
2008 $265 $374 $167 $250
2009 $267 $371 $173 $261
2010 $268 $382 $176 $268
2011 $281 $391 $192 $286
2012 $325 $435 $202 $299
2013 $308 $420 $224 $342
2014 $322 $447 $229 $339

Source: KFMA, 2016.
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Figure 1. U.S,, North Central Kansas, and Kansas Net Farm Income
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Figure 2. Kansas Inflation-Adjusted Land Values, 1950 through 2015
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Figure 3. Inflation-Adjusted Land Value Price Changes since 2006 and the
1980s for Selected States
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Figure 4. Non-Performing Total Farm Loans—Diffusion Index of Survey Re-
spondents
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Figure 5. Land Value Price Expectations
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Figure 6. United States, Illinois, and Kansas Debt-to-Asset Ratios
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Figure 7. Distribution of Debt-to-Asset Ratios for Illinois Farms, 2003-2014
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Figure 8. U.S,, Illinois and Kansas Debt-to-EBITDA Ratios
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Figure 9. U.S,, Kansas, and North Central Kansas Debt-to-EBITDA Ratios
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Figure 10. Synthetic Credit Ratings of Kansas Farm Management Associa-
tion Farms, 1979 and 2014
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Figure 11. Expected Corn and Soybean Prices and Net Farm Income in
Kansas, 2016-2018
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[ATTACHMENT]
Agricultural Lender Survey

Kansas State University

Brady Brewer,! Allen Featherstone,2 Christine Wilson,> and Brian
Briggeman.*

Results: Spring Survey 2016

Survey Summary and Highlights

For the Spring 2016 edition of the agricultural lender survey, lenders from across
the nation reported their expectation for interest rates, spread over cost of funds,
farm dollar volume, non-performing loans, and agricultural land values. The major
theme from lender responses is that the agricultural economy is slowing and that
the expectations for relief to farmers is a few years away. This sentiment is summed
up by the comments of one respondent:

“We are in the early stages of a major correction in the agricultural econ-
omy. Given the accumulation of corn & soybean inventories, this could be
a prolonged and painful process. Eventually an equilibrium of costs and rev-
enues will be reached and the agricultural economy will stabilize. The pro-
ducers that made conservative decisions will weather the storm, others will
need to make major adjustments or fail.”

Many lenders stated that low commodity prices and stubbornly high input prices
continue to put pressure on cash flows. Below is a summary of the highlights from
the Spring 2016 survey.

e Short-term expectations are for land values continues to decrease.

e Lenders indicate a reversal in the downward trend for spread over cost of funds.
This is the first increase in spread over cost of funds reported since the incep-
tion of this survey in Spring 2013, and may be indications of an increased risk
premium needed for agricultural lending.

e From Fall 2015 to Spring 2016, lenders noted that the number of non-per-
forming loans rose for total farm loans.

e Lenders expect non-performing loans to continue its rise, particularly for the
corn and soybeans, wheat, and beef sub-sectors.

1 Assistant Professor, University of Georgia.

2 Professor, Head and Director of the Masters of Agribusiness Program, Kansas State Univer-
sity.

3 Professor and Director of Undergraduate Programs, Kansas State University.

4 Associate Professor, Director of Arthur Capper Cooperative Center, Kansas State University.
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e Demand for farm operating loans remains high as liquidity and cash flow are
problematic for many producers.

e Respondents reported cash rental rates remain elevated and have been slow to
adjust with the decline in commodity prices.

The Department of Agricultural Economics at Kansas State University conducts
a semi-annual survey of Agricultural Lenders to gage the recent, short term and
long term future assessment of the credit situation for production agriculture. The
results provide a measure of the health of the sector in a forward looking manner.

Each institution surveyed provided their sentiment on the current and expected
state for: (1) farm loan interest rates; (2) spread over cost of funds; (3) farm loan
volumes; (4) non-performing loan volumes; and (5) agricultural land values. Within
each of these key areas, different loan types were assessed (farm real-estate, inter-
mediate and operating loans) as well as the different agricultural sectors (corn and
soybeans, wheat, beef, dairy, etc.).

The survey responses are summarized using a diffusion index. This index is cal-
culated by taking the percentage of those indicating increase minus the percentage
of those indicating decrease plus 100. Therefore, an index above (below) 100 indi-
cates respondents expect or experienced an increase (decrease) in the measure of in-
terest. For example, Figure 2 illustrates that the index for the Spring 2016 expected
long-term farm real estate loan interest rates equals 197. This number can be de-
scribed as 97% more respondents felt farm real estate loan interest rates will go up
in the long run than those who felt interest rates would go down.

Figure 1, Demographics of Survey Respondents
West
0% Atlantic
Plains 7% South
54%

Midwest

32%

Figure 1 shows the demographics of the Spring 2016 survey respondents by pri-
mary service territory. The five territories are: Midwest, West, Atlantic, South and
Plains. Table 1 has a list of the states in each region. Fifty-four percent of survey
respondents came from the Plains region while 32%, 0%, 7% and 7% came from the
Midwest, West, Atlantic, and South regions, respectively. Nine percent of respond-
ents indicated their respective lending institution was national in scope.

Lenders expect interest rates to rise. Figure 2 shows the continued expectation
of higher interest rates in the future. Over the past three months, 45% of respond-
ents indicated an increase in interest rates for farm real estate loans. This rise was
partially caused by the increase of the Fed Funds Rate by the Federal Reserve in
December 2015. Staying with past trends, no respondents expect interest rates to
decrease in the short-term or long-term. Furthermore, this survey was the third con-
secutive survey where no respondent expects a decrease in interest rates in the
short-term or long-term (Table 2).
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Figure 2, Loan Interest Rates—Diffusion Index of Survey Respondents
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The spread over cost of funds is the difference between the loan interest rates
charged by the lending institution and the interest rate paid by the financial institu-
tion for the funds that they deploy in their business. The reason for obtaining infor-
mation for both loan interest rates and spread over cost of funds is to gauge com-
petition in the agricultural lending market. A decrease in the spread over cost of
funds suggests competition for agricultural loans among lending institutions may be
increasing. Also, this information may reflect an increase in the premium for agri-
cultural lending.

This survey marks the first time lenders have indicated an increase in the spread
over cost of funds over the past three months. Figure 3 shows that survey respond-
ents expect this trend to continue for both the short-term and long-term for all loan
categories. However, despite more respondents reporting an increase in spread over
cost of funds, the majority of lenders reported no change in the spread over cost of
funds. Lender expectations for the future increases still remain divided with 50%
of lenders expecting no long-term change and 50% of lenders expecting an increase.
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Figure 3, Spread Over Cost of Funds—Diffusion Index of Survey Respond-
ents
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Farm Real Estate Intermediate Operating

While farm loan volumes rose significantly over the past 3 months, the increase
farm real estate loan volumes are expected to slow. Figure 4 shows the responses
for the aggregate amount of agricultural lending. Lenders expect total farm loan vol-
umes to continue to increase, but farm real estate loan volumes are not expected
to rise by as many respondents as in previous surveys. The current high demand
for funds is a reflection of the deteriorating liquidity position of farmers and is more
pronounced for operating credit.

The sentiment for farm real estate loans continues on a downward trend in the
long term that started with the peak in lender expectation in Spring 2014. This is
partly due to the decreasing demand for farmland. The expectation for operating
loan volume remains high for the short-term and long-term due to lower cash farm
receipts, though it has decreased slightly in the short-term from the Fall 2015 sur-
vey likely due to expectations of lower operating expenses. One respondent noted:

“I am seeing significant decrease in capital purchases and family living.
I expect other operating expenses to follow.”
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Figure 4, Farm Loan Volume—Diffusion Index of Survey Respondents
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Lenders expect non-performing loans to increase. Figure 5 shows the results for
non-performing loans analyzed by loan type. 43% of respondents indicated an in-
crease in non-performing loans. It is concerning that this increase represents a 31%
percentage point increase from Fall 2015 (Table 2). Agricultural lenders expect that
non-performing loans will increase during the next year, 77% in the spring of 2016
compared to 53% in the fall of 2015. Over the next 2 to 5 years, the sentiment is
that non-performing loans will increase, but that sentiment has lessened slightly
over the last two surveys.

With that said, not all lending institutions are feeling the pressure. Rising non-
performing loans are not necessarily universally felt by all lenders. One respondent

noted:

“We only have one farm loan that is classified. If commodity prices remain

low, could be more in the future.”
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Figure 5, Non-Performing Loans, By Loan Type—Diffusion Index of Survey
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Non-performing loans are rising across all crop production sectors. Figure 6 shows

the non-performing loans by crop industry sector. Respondents continued to indicate
an increase in expectations for non-performing loans for corn and soybeans and

wheat.

“With these crop prices expect a significant gut check by the producers.”
Fruits and vegetables also experienced an increase in the long-term expectation

for non-performing loans. This is partly due to expanded orchard plantings in reac-
tion to recent, sizeable profits.

“The last seven or so years have been very profitable for tree fruit which

has spurred orchard development. With new orchard acres and more produc-
tive plantings coming on line it is expected that tree fruit will be coming
under pressure for next half dozen years.”
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Figure 6, Non-Performing Loans, By Crop Industry Sector—Diffusion Index
of Survey Respondents
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Similar to the crop sector, non-performing loans for livestock producers are ex-
pected to rise. Figure 7 shows the non-performing loans for various livestock sectors.
This was the first survey that respondents indicated an increase in non-performing
loans for the beef sector during the past three months. Recent declines in livestock
prices are beginning to impact loan performance.

“Expecting tighter margins for cow /calf ahead as we are into herd build-
ing, expect feed yard margins to improve in last quarter of 2016.”
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Figure 7, Non-Performing Loans, By Livestock Industry Sector—Diffusion
Index of Survey Respondents

200 1
180 -
160 -
140
3
3 120
£
§ 100 -
w
3
£ 80
a
60
40
20 + M Spring 2013 M Fall 2013 m Spring 2014 M Fall 2014 m Spring 2015 ™ Fall 2015 ® Spring 2016
0_
%) — —_ %) — — %) — —_ %) — —_ %) — —
= ] g | s s £ £ 3 gl s 3 g1 £ s g
s 28| 285 285|288 26
= = n = = in = = n = sl in = s} n
CIE|S|C|E|S| 2| E|2|C|E|S|T]|E 2
Elelals|elag| €S |a|F 8]z ¢|% 5
1) = s} = o = 9] = 15} =
< oo < oo < oo < oo < =1
" c wv c wv f= wv = wv c
S S S S ]
Beef Dairy Hog Poultry Other

During the spring 2016 survey window, 48% of agricultural lenders indicate that
land values decreased and 45% indicate that they remained the same, and 6% indi-
cate they increased during the previous 3 months. The spring 2015 results indicated
that 35% indicated decreases, 57% indicated no change, and 8% indicated increasing
land values for the previous three months. The expectation of land value changes
in the next year became markedly more negative from the fall of 2015 to the spring
of 2016 with the index falling from 32 to 16. Currently 84% of lenders expect land
values to fall over the next year and 16% expect they will remain the same. For
the longer term, the sentiment has not changed much over the last four surveys;
roughly 65% expect decreases, 25% expect no change, and the remainder expect land
price increases. The overall sentiment by agricultural lenders turned more pessi-
mistic from the fall of 2015 to the spring of 2016. One respondent stated:

“Cropland values have declined 15-25% depending on quality. Pasture
values have stayed fairly constant, although the lack of sales might indicate
that they are priced too high given the market.”
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Figure 8 Land Values—Diffusion Index of Survey Respondents
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Table 1, States in Each Region
Atlantic CT, DE, KY, ME, MD, MA, NH, NJ, NY, NC, PA, RI, TN,
VA, VT, WV
South AL, AR, FL, GA, LA, MS, SC
Midwest IA, IL, IN, MI, MN, MO, OH, WI
Plains KS, NE, ND, OK, SD, TX
West AZ, CA, CO, ID, MT, NM, NV, OR, UT, WA, WY
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The CHAIRMAN. Mr. Nelson.

STATEMENT OF RANDY NELSON, PRESIDENT, CHS CAPITAL
LLC, INVER GROVE HEIGHTS, MN

Mr. NELSON. Chairman Scott, Ranking Member Scott, and Mem-
bers of the Committee, thank you for inviting me to testify today.
My name is Randy Nelson, President of CHS Capital, and I appre-
ciate this opportunity to share with you what we are seeing in
credit demand among our farmer and cooperative owners.

CHS Capital is a wholly owned subsidiary of CHS, the largest
nationwide farmer-owned cooperative. Headquartered near St.
Paul, Minnesota, CHS is a highly diversified Fortune 100 company
that supplies crop nutrients, grain marketing services, food and
food ingredients, and energy products. We also provide a range of
business solutions, including insurance and hedging, as well as fi-
nancial services through CHS Capital.

CHS Capital provides operating and term loans directly to co-
operatives and individual producers who farm anywhere from 100
acres to over 100,000 acres. In our view, the decrease in crop prices
has had a major impact on the financial strength of farmers. Low
prices, combined with high rent costs, have caused nearly all farm
projections for 2016 to reflect a shortfall in farmers’ ability to meet
their current obligations.

We have seen some common trends among many of our pro-
ducers. While some have had their 2014 crop contracted at profit-
able prices, few farmers had their 2015 crop contracted, and we
have seen limited corn and soybeans contracted for 2016. We have
seen many farmers who were unable to cash flow their operations
in 2015, despite record yields across parts of the Dakotas and Wis-
consin, and most of Minnesota.

However, thanks to several good years in farming, many farmers
have built up significant equity in their real estate. This provides
them with the option to refinance their land and inject working
capital. While this fixes the working capital issue, prices still need
to rise in order to service the added debt. It is this farm real estate
equity that will allow many to farm again this year. However, the
current outlook at the end of 2016: some will reduce their equity
to a level that is not sufficient to continue farming.

CHS Capital has received a number of requests to finance a
number of customers whose primary lender does not want to con-
tinue to finance their farming operation. CHS Capital is able to
help some of these customers, but we are also taking a closer look
at projections and how their equity can support future losses. CHS
Capital completed term loans totaling $55.5 million in the first 3
months of 2015, compared with $226.5 million in loans that have
been completed so far in 2016. Nearly all of the term loans were
written to refinance existing real estate versus new real estate pur-
chases. We expect the number of term loans to continue to increase
if commodity prices remain low.

CHS Capital has seen a significant increase in past due loans
and requests to extend the prior year’s operating loan. The low
commodity prices have resulted in more customers holding on to
their inventory in hopes of higher prices, and an increasing number
have had to liquidate assets in order to repay their loan. We have
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also seen a higher number of customers who have not been able to
obtain the operating funding for the upcoming year.

With the current stockpiles of grain and the number of acres pro-
jected to be planted, the outlook through 2016 and into 2017 is for
crop prices to remain depressed. CHS Capital estimates a break-
even cash price for many growers to be in the range of $3.90 to
$4.25 per bushel for corn. If prices remain low throughout 2016,
and the outlook is not positive, CHS Capital believes that many
farmers will choose to preserve their equity and rent out their
farmland or liquidate assets. We believe that this will be especially
true for farmers who are at or near retirement with no family suc-
cession plan. We feel that if significant acres of farmland are put
on the market and farmers are willing to walk away from expen-
sive rented ground, rental prices will decline and real estate values
will devalue. We also believe some young farmers will leave or
work off the farm, and we believe that continued low prices will
cause banks to pull away from financing agriculture.

Thank you again for the opportunity to share our views on the
state of credit in farm country. I look forward to answering your
questions.

[The prepared statement of Mr. Nelson follows:]

PREPARED STATEMENT OF RANDY NELSON, PRESIDENT, CHS CAPITAL LLC, INVER
GROVE HEIGHTS, MN

Chairman Scott, Ranking Member Scott, and Members of the Committee, thank
you for inviting me to testify today. My name is Randy Nelson, President of CHS
Capital, and I appreciate this opportunity to share with you what CHS Capital does,
who we serve, and what we are seeing right now in credit demand among our farm-
er and cooperative owners.

About CHS Capital

CHS Capital is a wholly-owned financing subsidiary of CHS Inc., the nation’s
largest farmer-owned cooperative. Headquartered in Inver Grove Heights, Min-
nesota, CHS Inc. is owned by more than 600,000 producers and 1,100 member co-
operatives from around the United States, including 77,000 direct producer-owners
and approximately 20,000 preferred stock holders. CHS is governed by a 17 member
board of directors elected by our producer and member co-op stockholders. Our di-
rectors are all active farmers and ranchers with a broad range of experience in agri-
business, as well as other business sectors.

As a cooperative, CHS also returns cash to our owners every year, based on the
company’s performance and the amount of business an owner conducts with CHS
during the year. During its Fiscal Year 2016, CHS will distribute about $519 million
to farmers, ranchers and cooperatives across the country. Between fiscal 2012 and
2016 CHS has distributed a total of $2.7 billion in cash, a $544 million annual aver-
age.

CHS is a highly diversified Fortune 100 company that supplies crop nutrients,
grain marketing services, animal feed, and food and food ingredients. We also oper-
ate petroleum refineries and pipelines and manufacture, market and distribute re-
fined fuels, lubricants, propane and renewable energy products. Additionally, we
provide a range of business solutions including insurance and hedging, as well as
financial services through CHS Capital.

CHS Capital was established in 2005 and provides operating and term loans di-
rectly to cooperatives and producers. We work with a wide range of producers who
farm anywhere from 100 acres to over 100,000 acres. We work with these producers
through CHS-owned locations and independent member-owned cooperatives that sell
inputs, feed, fuel and other supplies to the producer. The loans are offered to help
facilitate the sale of inputs. The operating loans may be set up to only finance the
inputs sold by the retailer or they may finance all the farmer’s operating needs.

CHS Capital also provides loans for the purchase of market livestock, and loans
for margin calls that provide pre-qualified customers access to additional capital for
hedging without affecting current operating lines of credit.
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Current Financing Trends

In our view, the decrease in crop prices has had a major impact on the financial
strength of farmers. The low prices combined with high rent costs have caused near-
ly all farm projections for 2016 to reflect a shortfall in their ability to meet their
current obligations. Some customers are looking for innovative options to increase
profitability, such as growing specialty crops or purchasing beef heifers to feed, rath-
er than selling their grain.

We have seen some common trends among many of our producers. While some
farmers had their 2014 crop contracted at profitable prices, few farmers had their
2015 crop contracted, and we have seen limited corn and soybeans contracted for
2016. We have seen many farmers who were unable to cash flow their operation in
2015, despite record yields, across parts of the Dakotas and Wisconsin and most of
Minnesota.

The challenges I have mentioned, are now evident in the negative working capital
on the farmer’s balance sheet. However, through the benefit of several good years
in farming, many have built up significant equity in their real estate. This provides
them with the option to refinance their land to inject working capital. While this
fixes the working capital issue, prices still need to rise in order to service the added
debt. It is this real estate equity that will allow many to farm again this year. How-
ever, with the current outlook, at the end of 2016 some will reduce their equity to
a level that is not sufficient to continue farming.

CHS Capital has received requests to finance a number of customers whose pri-
mary lender does not want to continue to finance the farming operation. CHS Cap-
ital is able to help some of these customers, but at the same time, we are also tak-
ing a close look at the projections to understand the possible shortfall at the end
of 2016, and how their equity can support these losses.

In anticipation of the working capital shortfalls, CHS Capital began offering term
loans to utilize customers’ real estate equity to improve working capital and finance
losses. The chart below provides an overview of the number of real estate loans we
have processed by year:

2012 2013 2014 2015 YTD 3/2016

1 0 6 16 7

CHS Capital completed term loans totaling $55.5 million in the first 3 months of
2015, compared with $226.5 million in loans that we have been completed so far
in 2016. Nearly all of the term loans were written to refinance existing real estate
versus new real estate purchases. We expect the number of term loans to continue
to increase if commodity prices remain low.

CHS Capital has seen a significant increase in past-due loans and requests to ex-
tend the prior year’s operating loan. The low commodity prices have resulted in
more customers holding their inventory in hopes of higher prices, and an increasing
number have had to liquidate assets in order to repay their loan. We are also seeing
a higher number of customers who have not been able to obtain the operating fund-
ing for the upcoming crop year

The chart below reflects the year over year change in past-due customers (cus-
tomers with a past-due balance in excess of $1,000).

Number of Customers with a Past-Due Balance over $1,000
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The majority of CHS Capital’s loans mature in the first quarter so an increase
in past-due loans during that timeframe is not unusual. However, the number of
past-due loans is significantly higher than a year ago
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Looking Ahead

With the current stockpiles of grain and number of acres projected to be planted,
the outlook through 2016 and into 2017 is for crop prices to remain depressed. A
weather issue in one of the major growing regions could positively impact prices.
CHS Capital estimates the breakeven cash price for many growers to be in the
range of $3.90-$4.25/bu. for corn. If prices remain low throughout 2016 and the out-
look is not positive, CHS Capital believes that many farmers will choose to preserve
their equity and will rent out their farmland or liquidate assets.

We believe this will be especially true for farmers who are at or near retirement
with no family succession plan. We believe there is also a segment of farmers who
will have to liquidate due to high debt levels and a lack of equity. We feel that if
significant acres of farmland are put on the market, and farmers are willing to walk
away from expensive rented ground, the result will be a decline in rental prices and
an increased devaluation rate of farm real estate.

We also believe some of the younger generation of farmers who came back to the
farm during times of strong prices will leave, or at a minimum look for work off
the farm. We believe that continued low prices will cause banks to pull away from
financing production agriculture and look for a more stable industry to which they
can lend.

Whether it is through CHS Capital or other segments of our enterprise, CHS rec-
ognizes the importance of maintaining a safety net for agricultural producers. As
you and your colleagues on the Agriculture Committee examine the current state
of the farm economy in anticipation of future legislative initiatives, we urge you to
craft farm policy that covers multi- and single-year losses and strengthens risk man-
agement tools.

Thank you again for the opportunity to share our views on the state of credit in
farm country. I look forward to answering your questions.

ATTACHMENT
Commercial Financing

Winipeg

OGN U T S

?
v R Y

jand Ottawa Mot
i 0 9 s
Q s sin
DAKO] R
ivges
9 wiowna 9 2 \ 3 new o
oms

chicago, &
<29

saltfake cty. ' PENNSYLVANIA New)
o ST o AN AR S G @ Ag Supply
Sacramentc ST ° DE
or CoLORADO FPEFAS s esT " Washington
et - RSN ® Ethanol
CALIFORNIA Las Vegas 3 iashville e ' Graln
i ;h’;’"“’:" NEW MEXICO Atlanta csoum
saniso Dallas A
D Vg
\ ° El Paso.
N s @
ORA 2, S Houston AN l
Loan Breakdown Grand Total on
Commitments
Ag Supply: 119 Seasonal: 87 $1,127,600,000
Ethanol: 1 Special Term: 30

Grain: 56 Amortized: 59



Producer Local Financing

1A/ 9

Ton
MONI“

9
?
- Wy

saltfske ity

Poriand

Detrgit

g [/ ‘j Toots @ Crop
o LA ] "“ ® Hedge Line

1owA e

9

e Livestock
? Denver o o1 INDIANA OHIO Ph
P www @ Real Estate

®
Washingto
SanFrancisco 3

WEST
VIRGINIA

® Machinery

o .
CALIFORNIA. " Las Vegas Nashuile >
NoRTH
Abuquerque oRA LN 5 CAROLINA
e otte-

San

Los Angeles ArKAsas cha
3 ety NEW wExico Atana . sourn
e, Dalls MISSISSIPPI 2 CAROLINA
Sanpiego alas
Tucgon Y Aaoaw oo
R El Paso

4 HS
BAJA
CALIFORNIA in Jacksonville
SONORA Holston, | LOVISIANAY (e %

CHIHUAHUAL New Oreans

Loan Breakdown Grand Total on
Commitments

Crop: 660 Hedge Line: 34 $222,991,000
Livestock: 62 Machinery: 20
Real Estate: 4

Producer Country Operations Financing

N ’
b

OREGON
1DAN
WYOMING

regna

Winnipeg

@ Crop
' @ Hedge Line

Toronto.
o,

Nl " ®* ° e ¥ Livestock
NEVADA tes p
Real Estate
jamens r g COLORADO WEST
San Fifhcisco KANBAG, MISSOURL ViRGINIA ¢ Wash 'M hi
Y achinery
o NS
Shuromis | Lasveoes Nase
Abuaisid o AR
e inonka Gt
oge Anizoun wenvixco Q) R Ssbun
- ey 5 wssissippl R CARCHINE
SanDiego Dallas, AUABAMA

Tucson GEORGIA
R £l Paso.
Texas .
oah
calthimuia hugin od e HS
sonoms olon | LobisIaNAL L s
2

CHIuAHUNG /7N SenAgtonio New Orleans,

Loan Breakdown Grand Total on
Commitments

Crop: 3,030 Hedge Line: 6 $748,221,000
Livestock: 125 Machinery: 7
Real Estate: 32

The CHAIRMAN. Thank you, gentlemen. The chair would like to
remind Members that they will be recognized for questioning in
order of seniority for Members who were here at the start of the
hearing. After that, Members will be recognized in order of arrival.
I appreciate Members’ understanding.
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Gentlemen, the most recent farm crisis occurred in the 1980s,
and many of those families in that crisis never recovered. What are
the similarities of the situation in the 1980s and today, and what
arg t}})e differences that you see in what happened in the 1980s and
today?

Mr. Buzby, we will start with you and just kind of go down.

Mr. BuzBY. One of the major differences between the 1980s and
now is interest rates. The level of interest rates has been at current
levels for roughly 5 or 6 years. A dramatic increase in interest
rates would cause the situation to be much more similar to that of
the 1980s. A lot was learned in the 1980s. Lenders, in particular,
take a very historical view when they look at the opportunities to
finance farmers. I think that is very important. It is definitely very
instrumental to see lenders who were around and lending in the
1980s. There are many farmers and young lenders who were not
around then, we do see them learning from the history and from
their colleagues who were around then.

It is important, not only this year, as agriculture has come under
stress, but as we progress into the next 2 years, I think that will
be very challenging, in particular, if commodity prices stay where
they are.

Dr. FEATHERSTONE. I would concur with Mr. Buzby. Probably one
of the other differences that I would say is the opportunity to use
fixed rates products. A number of producers have used fixed rate
products to lock in interest rates on land loans, and so roughly 50
percent of their debt is at under fixed rates. The other 50 percent
is roughly under operating that would be subject to changes in in-
terest rates.

In terms of the land value build up, it is very similar to what
we saw in the 1970 to 1980 run up when you look at inflation-ad-
justed terms. We are about 30 percent higher in places of the Mid-
west than we were during the peaks. Other places around the
country did not see a run up, and so it is very different. But cer-
tainly in the Midwest and the Great Plains region, there was quite
a run up in land values, which is somewhat similar to the 1970-
1980 period.

Mr. NELSON. As I look back at the 1980s, I saw that as really
a high debt crisis situation, so farmers had leveraged their balance
sheets significantly. Obviously, as mentioned here, the interest
rates were much higher than they are today.

As we look at where we are today, though, lenders and farmers
have been much more cautious about leveraging their balance
sheet, giving more opportunity to try and get through the down-
turn and the cash positions that they are seeing today.

The CHAIRMAN. Dr. Featherstone, you said something that
stands out in your written testimony with regard to the farm econ-
omy, that the averages will not drive a bust, but the lower tail of
the distribution can. What is being done to track this? How can we
track what is happening on these farms at the lower tail of the dis-
tribution, and is there anything that can be done on these farms
1{)0 hglp prevent the lower tail of the distribution from driving a

ust?

Dr. FEATHERSTONE. I think there are a couple issues that are im-
portant to realize. The worst time in the 1970s that you were able
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to lend was kind of that 1977 to 1980 period. I had the opportunity
at the beginning of my career to look at how those loans performed
for a nationwide lender, and roughly about 85 to 90 percent of the
loans they made in the worst time did make it through eventually,
although it was very stressful.

The big thing is there is a need to focus on the downside of the
distribution and really understand that the agricultural land mar-
ket is a pretty thin market. In a lot of places, you are looking at
two to three percent of land trading a year, so four to five percent,
which doesn’t seem like a big change really can affect price. The
other thing is identifying those farmers and working with them in
terms of restructuring their operations and for some of them, it
may be working with them to figure out whether or not farming
is in their future.

The CHAIRMAN. Mr. Scott.

Mr. DAVID ScOTT of Georgia. Thank you, Mr. Chairman.

This has been a good panel, and I would like to ask Mr. Buzby,
Dr. Featherstone, and Mr. Nelson, because each of you touched on
this in your testimony.

Let’s suppose I have two graduating seniors, and which is the
case. I gave the commencement address at University of Georgia’s
School of Agriculture last year, and I also had a group of young
students who want to be farmers from Ft. Valley State in my office
last week. And this issue came up. How are we going to really ad-
dress this issue of getting the financing? You have young people
who want to go into farming, but they are hitting a brick wall on
two fronts.

First of all, the high cost of land, the high cost of equipment.
What is being done to get some help there? And then second, many
of these graduating students have student loan debt, so it is not
like if you graduate and you get a degree in finance, you go work
for a bank, then you get a big salary, but in agriculture, you have
to seriously go to work. You have to get land, you have to get
equipment, you have to get property. How are we addressing this
for this young person that wants to go into farming and is faced
with college debt, with all the other debt?

And I would like to know just what the land price would be for
an acre.

Mr. BuzBy. Well certainly for a young beginning farmer, entering
into farming is an uphill battle. Without the support of a family
structure and perhaps an older farmer within the family who is
exiting the business, it is very difficult to get started. Certainly
where we see an environment where interest rates are low for the
purchase of land that is helpful, but we also still see land values
at relatively close to historic highs. You also see expensive rental
rates if a farmer were to enter and begin renting, and the avail-
ability of equipment financing as well can be challenging.

With all that said, there is a push amongst lenders, particularly
in the Farm Credit System and in the banking communities to
focus on young beginning and small farmers. It will continue to be
a challenge for many years, and if the farming conditions and the
farming economy struggle for the next several years, I think that
will persist and be very difficult to enter into farming for begin-
ners, particularly those coming right out from school.
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The existence of other debts related to education or other things
will also only add to that burden. Many years ago, looking back to
the 1980s, as many people saw struggling on the farms, people
didn’t want to get into agriculture and they kind of fled to the
coast, got away from agriculture and went into different areas,
maybe related to ag finance but not in agriculture in particular.
Over the past decade or so, as farmers have done very well, there
has been a push for people who grew up on the farm, went away
to college, and then want to come back to the farm, I think that
has returned and it has really just happened in this last year or
so where that is not looking as favorable as it has for the last dec-
ade.

Mr. DAVID ScOTT of Georgia. Well let me just ask you, don’t you
all think it would be helpful—some of us here in Congress really
feel the pinch on this—and I believe it will be helpful if we could
develop some financing help here that would take care of loan for-
giveness for a certain number of students. It doesn’t have to be ev-
erybody, but at least we can start that with those who will go into
farming, and to give scholarship aid to those. So when they come
out, at least they will not have that hanging over them going in,
but it would be interesting to know what would you say is the total
operating cost of the average farm?

Dr. Featherstone?

Dr. FEATHERSTONE. For the farms that——

Mr. DAVID ScOTT of Georgia. And what would be the average size
farm?

Dr. FEATHERSTONE. Yes, the average size farm, there would,
probably, in Kansas be about 800 to 1,000 acres. The average ex-
penses would be about $500,000. One of the things that may be a
possibility, and I know the Department of Defense is working with
transitioning some of the soldiers into farming operations where
they are trying to match soldiers that have a desire to farm with
individuals that may be nearing retirement, and so perhaps some-
thing like that might be a possibility to also look for college stu-
dents.

Mr. DAvID ScoTT of Georgia. Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Conaway?

Mr. CoNawAY. Thank you, Mr. Chairman, and thank you, gentle-
men, for being here.

I would like to understand mechanically what is happening, and
make sure we get that in the record. With high land prices and the
risk of those prices dropping, when we look at the lending side,
what is the normal or what would be the typical ratio of collateral
value to loan value in most of these organizations?

Mr. Buzby?

Mr. BuzBy. At Farmer Mac, what we see generally industry-wide
is a maximum loan to value ratio of 70 percent.

Mr. CoNnawAYy. All right, so if we had a 30 percent drop in the
value of land, the bank will be about even with its debt at that
point in time, so the drop in land prices has to be greater than that
in order to have a real dramatic impact on lending or on those
loans.

Mr. Buzsy. Correct.
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Mr. CoNAWAY. Dr. Featherstone, you mentioned farm income.
Does that include any kind of compensation to the farm family
itself? Let’s say you have the typical family farmer: is he taking a
salary out of that number? What is that number?

Dr. FEATHERSTONE. Yes, the net farm income that I mentioned
would not include any other income that they may have.

Mr. CoNawAY. So, if it went from $111,000 to $11,000, that
$11,000 would mean farmers make about $1,000 a month to pay
his own medical costs and other, normal things that a family would
have to pay for?

Dr. FEATHERSTONE. Yes, in this situation if all the income from
the family was from the farm.

Mr. CoNawAY. Well that $11,000 is just farming income.

Dr. FEATHERSTONE. It is just the farm income, and so therefore,
if there were off-farm incomes and that is going to be pretty impor-
tant with regards to the rural economy, making sure that that is
strong, to provide those job opportunities.

Mr. CoNAwAY. All right. Mr. Nelson or Mr. Buzby, there are a
lot of challenges with respect to lending. Obviously, it has to be
safe and sound. The bank has to be confident that it is getting its
money back. Are there regulatory burdens associated with farming
that are exacerbating lending decisions, either the regulations to
operating a farm or regulations as to how you lend to a farmer?

Mr. Nelson, you were nodding your head. We will let you go first.

Mr. NELSON. Yes, I will make a comment as that pertains to
CHS Capital. We are regulated in a different way than banks are,
so it allows us a little bit more flexibility to create innovative pro-
grams to help out farmers. At the same time, we need to make
sound decisions around the credit viewpoint and what it looks like
into 2016. But we do have some innovative programs that we have
put out here recently to help farmers get

Mr. CoNawAY. Right. I guess I am looking for the regulations
that are preventing you from doing that.

Mr. Buzby, do you have comments about specific regulations that
farmers are dealing with that don’t really help bankers make
sound decisions?

Mr. BuzBy. Well, there are a wide spectrum of regulations that
impact farmers, varying from those that impact the lenders and the
financial institutions that serve them, but also environmental and
water laws as well. While many of those laws may be from a social
accountability standpoint, they may be well intended. There can
certainly be adverse consequences which can adversely affect farm-
ing, the value of land that is available, and then ultimately the
lending decisions that we may make.

Mr. CoNAWAY. Dr. Featherstone, you mentioned that a potential
leading indicator would be debt-to-earnings before interest, taxes,
depreciation and improvisation, or the ever popular EBITDA. What
is that leading indicator telling you now?

Dr. FEATHERSTONE. Essentially, that is beginning to move up. I
have done some work with this at the university.

Mr. CoNnawAY. Up good or up bad?

Dr. FEATHERSTONE. It is moving up quite a bit.

Mr. CoNAWAY. I know. Is up good, or is up bad?
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Dr. FEATHERSTONE. Oh, sorry. Moving up is bad in terms of the
lower that ratio is, the better off you are. For example, in north
central Kansas, I haven’t calculated those numbers yet, but they
will be negative for this coming year simply because you have to
look at principle repayment and family living when you begin look-
ing at that.

Mr. CoNAWAY. Okay, but I thought you said it was earnings be-
fore interest and taxes

Dr. FEATHERSTONE. Earnings before interest, taxes, deprecia-
tion

Mr. CoNAwAY. Those don’t include the farmer’s expenses?

Dr. FEATHERSTONE. I misspoke there. It won’t be negative.

Mr. CONAWAY. But that would be really——

Dr. FEATHERSTONE. Right. I am thinking——

Mr. CoNAWAY. You said down was good.

Dr. FEATHERSTONE. I am thinking of the capital repayment ca-
pacity ratio, which will end up going negative for that region.

Mr. CoNAwAY. All right, so as a leading indicator——

Dr. FEATHERSTONE. It is a leading indicator of cash flow and just
the ability to repay loans.

Mr. CoNAWAY. Which indicated to you that things are going to
get worse before they get better at this stage?

Dr. FEATHERSTONE. Unless that changes, yes.

Mr. CoNAwAY. Okay.

Thank you, Mr. Chairman. I yield back.

The CHAIRMAN. Mr. Aguilar.

Mr. AGUILAR. Thank you, Mr. Chairman.

Mr. Buzby, you talked a little bit about younger farmers in re-
sponse to the Ranking Member. In California, beginning farmers
tend to be slightly younger than the national average, but the num-
ber of beginning farmers has dropped 29 percent between 2007 and
2012. What role does the high real estate market play in these de-
clining numbers of young farmers entering the market? What other
factors are discouraging young people from managing a farm? And
to pick up where the Ranking Member left off, what can Congress
do to foster some of these policies to support young farmers’
strengths to combat their weaknesses?

Mr. BuzBy. Certainly with respect to land values, the situation
in California is very different than from what you see in the Mid-
west. USDA, in some ways, in the products that they offer can be
instrumental in helping young and beginning farmers as well. The
flexibility that can be offered to farmers that can’t, whether begin-
ning or seasoned, access credit in the traditional markets do see ve-
hicles through USDA that can be helpful. Congress’s oversight of
financial institutions, the Farm Credit System, and elsewhere pro-
moting the lending to young beginning and small farmers is crit-
ical; as well in California, in particular, as you see very diverse ag-
riculture there that is very capital intensive. There are specific
challenges in that state alone that are much more difficult to ad-
dress than throughout the Midwest.

Mr. AGUILAR. Thank you.

Dr. Featherstone, you mentioned a program for returning sol-
diers. Can you elaborate on what that program looks like, and
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where we might be able to take that from a Congressional perspec-
tive, moving forward?

Dr. FEATHERSTONE. Yes, essentially there is a grant program
that allows organizations to work with retiring soldiers, and the
way that it is working in Kansas is Farm Bureau, in conjunction
with Kansas State University and Fort Riley, which is located very
close to the campus, were trying to match up individuals, teach
them basic agriculture skills, try to match them up with individ-
uals that could mentor them into the process and maybe at some
point transition the operation from a generation that does not have
heirs to the individual that has built that human capital.

Mr. AGUILAR. Great, thanks. I think that is a worthy program
that we should discuss. Some of us are on the Armed Services
Committee as well, and there could be a connection there. I appre-
ciate that answer.

Dr. Featherstone, and for Mr. Nelson, in recent years in the com-
munity I am from, a number of farmers in my district—and you
have alluded to this in your testimony—are finding that their chil-
dren don’t want to continue the family business. These farmers re-
sort to selling their land to fund their children’s college education
or to help finance their own future. For many family farmers, it is
important to keep the business with a trusted source when selling.

What types of tools are available for those who are evaluating
what the outlook of their farm is as they are selling it, and what
factors should be taken into consideration so they can find the
right time for them to sell, if that is the choice that they are mak-
ing?

Dr. FEATHERSTONE. Until this year, essentially at least in Kan-
sas where I am from, there was a strong desire for college grad-
uates to go into agriculture. And so as of yet, I am not sure we
have seen the graduates catch up with reality. I will be doing exit
interviews the next couple weeks, so I will have a better picture of
that in a couple weeks. But, the big thing is timing, and the big
thing is providing some mentorship opportunities for those individ-
uals, but certainly timing is critical in terms of now is probably not
a time that they are going to find it very easy to move into the pro-
duction agriculture sector.

Mr. NELSON. As has already been mentioned here today, for the
next generation of farmers, it is going to be very, very difficult to
get into agriculture. Just yesterday I was speaking to a customer
of ours from Texas, a cotton farmer in Texas. He farms 6,000 acres.
He has been in farming 38 years. And his comment was I don’t
know who is going to farm my land when I retire, because again,
he said young people will not have the opportunity to come in and
purchase land and begin farming in this environment.

We continually need to look at ways to help young farmers enter
into farming. We are looking at programs today, CHS Capital, to
help finance and provide operating funding for young farmers. But
certainly, it will be a challenge in the future.

It is important that farmers also look at succession planning, and
they need to start that immediately. I think that industry could do
a much better job in planning ahead so that the next generation
can come in and continue the operation.

Mr. AGUILAR. Thank you, gentlemen. Thank you, Mr. Chairman.
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The CHAIRMAN. Mr. Kelly.

Mr. KELLY. First of all, and this is to Mr. Buzby, thank you, Mr.
Chairman, and thank you, witnesses on the panel, for being here.
I really appreciate it.

Mr. Buzby, what effect can government regulations such as
Waters of the U.S., what are they having on our farming right now?

Mr. BuzBy. Well certainly there are regulations as, what you
mentioned, that can have adverse impacts on a farmer and his op-
eration, as that also may have a dramatic direct increase on the
farm itself and the land, certainly making it very difficult to pro-
vide financing to land that is adversely affected by such laws, and
also preventing, in some cases, that farmer from being able to lig-
uidate his land and sell. I think that can be quite a challenge.

Mr. KeELLY. And just following up, what specifically does it do to
farmland values?

Mr. BuzBy. Dramatic reductions.

Mr. KELLY. And either of the other two witnesses are welcome
to comment if you would like.

Mr. NELSON. Yes, I think that was covered well.

Mr. KELLY. And Dr. Featherstone, farmers rely on crop insur-
ance, you mentioned important points in your written testimony
about how when the price of commodities decrease, farmers with
crop insurance take an additional risk because their insurance cov-
ers less of their variable costs. What are the implications of this
reduction in risk coverage for farmers?

Dr. FEATHERSTONE. The key implication is farmers are assuming
more of the risk than they did just 2 or 3 years ago. Using some
numbers that were in the testimony, comparing it to 2013, which
admittedly is the high, they are taking on between 30 and 40 per-
cent more risk, simply because that guarantee decreased. There is
the opportunity for them to buy up additional higher coverage lev-
els, but certainly with the prices decreasing, there is more risk and
less of the revenue is protected on those revenue products.

Mr. KELLY. And Mr. Buzby, in your testimony you indicated that
crop insurance and the other components of farm safety net, includ-
ing ARC and PLC, are extremely important to agricultural leaders.
Can you elaborate a little bit on this?

Mr. BuzBY. As we have seen in recent times and times of
drought and other adverse weather conditions, crop insurance be-
comes a safety net, and certainly allows farmers to continue their
operation where they otherwise may not be able to in a particular
year. I think for the long-term health and safety and risk manage-
ment of those farmers, those crop insurance programs are critical.

Mr. KELLY. Any of you other witnesses have any comments?

Mr. NELSON. As a lender, I look at the crop insurance program
and the government payments as a critical component in any kind
of credit analysis. So as we look in the future, obviously we have
seen crop prices drop, which does impact the level of coverage from
the insurance standpoint and will adversely affect potential deci-
sions around credit extension in the future.

Mr. KELLY. And then finally, and this is to anyone on the panel
who wants to answer, farmland values are the potential bubble in
the farm real estate, would you give some brief examples of if you
think the bottom may fall out, and can you compare in any way
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to the 2008-2009 housing crisis? Do you see that as a potential
with farmland values?

Mr. NELSON. We have seen over the past year a slight drop in
farmland values, but nothing real significant. I think there is still
an optimism in the market around what farming will be in the fu-
ture and a need for farmland, of course, in that equation, so I don’t
see the bottom falling out of this. I certainly see a softening of the
prices as we go into 2017, if the prices stay as they are today.

Mr. KELLY. Mr. Buzby, do you have a comment on that?

Mr. BuzBy. I would just say that over the years, many farmers
for decades have been farming and have done well, and have very
solid balance sheets. The softening in land prices that we have seen
does present opportunities for some of those farmers to purchase
additional land, so I think that provides a bit of support that
should prevent a similar crisis to what we saw in housing.

Mr. KeLLY. I thank the witnesses again, and Mr. Chairman, I
yield back.

The CHAIRMAN. Thank you.

I now recognize the gentlelady from Arizona, Mrs. Kirkpatrick.

Mrs. KIRKPATRICK. Thank you, Mr. Chairman, Ranking Member
Scott.

I want to follow up on my colleague’s comments about the vet-
erans for farming. I visited, Dr. Featherstone, one of those pro-
grams in Arizona where the veterans come, they live on the farm,
they learn to grow a certain crop, and then presumably go out and
farm. But in talking with them, they are not from wealthy families.
They come back from the wars with no assets, no home. Some of
them don’t even own a car. And so my question is not just for you,
Dr. Featherstone, but the entire panel. Are you aware of any pro-
grams specific for veterans that would lend them money to buy a
farm and operating capital when they have no assets?

Let’s start with you, Mr. Buzby, and we will just go down the
line.

Mr. BuzBy. Well I think that is challenging. I did allude earlier
to the USDA and some of the programs that they have for begin-
ning farmers; however, they continue to be under financial pres-
sure and staffing pressure. I have recently visited a number of
states where you see the administration of the FSA and other
USDA programs throughout the country, and in certain states, that
functions better than it does in other states. So, from a service per-
spective, the funding of those USDA programs, the staffing of those
programs, and a focus on making them successful is critical.

Mrs. KIRKPATRICK. Dr. Featherstone?

Dr. FEATHERSTONE. In some respects it is very hard for the asset
acquisition, and in some respects that is where the match of who
the mentor is in terms of whether or not they can set up some type
of sharing-type process through that mentorship. But it is probably
going to be a long process, which isn’t all that unusual for individ-
uals that are in a family farm. Many years they work for their par-
ents, who hopefully are their mentors, and at some point take over.
And so typically, it has been a long process in agriculture to ac-
quire those assets to begin to take the lead and manage them.

Mrs. KIRKPATRICK. Mr. Nelson?
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Mr. NELSON. Yes, obviously a difficult situation when we start
looking at lending to the next generation, but I do think there are
creative ways to accomplish that as you look at staging and poten-
tially lending to young farmers or next generation farmers, by rely-
ing on the equity and support of the family, and so there are defi-
nitely ways to accomplish that task.

Mrs. KIRKPATRICK. Yes, I am really concerned about this and
maybe the Committee can look into it more. Because in talking to
these young people, they definitely have the desire to farm, and
evidently, according to your answers, it really would be almost im-
possible for them to purchase land.

But let’s assume then that they find something they can lease.
Do you approve leases before you consider lending operating cap-
ital? And again, just go down the line. I am just curious about how
that works.

Mr. BuzBy. At Farmer Mac we lend money to owner operators,
those who buy a farm and operate it themselves. We also lend
money to farmers that lease their land out. Generally, we have not
seen to date challenges with getting land leased. As land values
have come down, and the profitability for farmers who are leasing
land comes under pressure, there will be demand by those opera-
tors for the rental lease payments to come down, which adversely
affects the landlord who we have lent money to. So there is a bal-
ance there that needs to be struck, and as multi-year leases that
are 2 or 3 year leases come due, there will be pressure on those
landlords to reduce rents to the operators.

Mrs. KIRKPATRICK. Let me just follow up. Would it be possible,
say, for a first time veteran farmer then to get operating capital
on a lease through your company?

Mr. BuzBy. Not through Farmer Mac, no. We lend just on real
estate.

Mrs. KIRKPATRICK. Dr. Featherstone?

Dr. FEATHERSTONE. I work for a university, so we don’t lend.

Mrs. KIRKPATRICK. Oh, that is right. Mr. Nelson, you are in the
private-sector?

Mr. NELSON. From CHS Capital’s standpoint, we do offer cov-
erage for lease payments, so it is an option certainly in an oper-
ating line to finance those kinds of expenses.

Mrs. KIRKPATRICK. I am really concerned. We train them, they
have the desire, but then the door closes because they can’t get the
capital to buy a farm or to operate. That concerns me, Mr. Chair-
man and Ranking Member.

My time is running out, but I just want to ask if any of you, who
typically buys farmland that is up for sale, and do any of you have
a concern that we might run into a deficit in this country in terms
of having farmland that is actually being farmed?

Why don’t we start with you, Mr. Nelson, and we will go down
the row the opposite way.

Mr. NELSON. Yes, surprisingly, we just typically don’t see a lot
of farmland go on the market, even with the situation we are in
today. A lot of times it is neighboring farmers that look to expand
their farm that are taking advantage of those opportunities. We
have had a lot of farmland come into production during the good
times when we had $7 corn, so there are significantly increased
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acres being farmed today. So I don’t see that as a concern or short-
age, going forward, to meet the demand.

Mrs. KIRKPATRICK. As my time has run out, does anyone differ
with that answer?

Okay, thank you, Mr. Chairman. I yield back.

The CHAIRMAN. I now recognize the gentleman from Texas, Mr.
Neugebauer, for 5 minutes.

Mr. NEUGEBAUER. I thank you, Mr. Chairman.

Recently, I have had conversations with some of the bankers in
my district and some of the farmers, and one of the things that we
are hearing, and it is unfortunate that some of those farmers are
not being able to renew their loans at the bank. And so they are
being referred to FSA to see if they can arrange their financing.

The question I have is what kind of trends are you seeing in that
direction, and also what are the long-term consequences of people
being forced to move out of traditional financing availability?

Mr. BuzBY. The example you give is a very good one, and some-
thing that we hear quite often here very recently is that an oper-
ating lender is unwilling to renew an operating loan. The farmer
is unwilling to pay it back, and what often happens is they then
refinance their land, their mortgage on their real estate to include
the operating loan. Hopefully in those cases, lock in a long-term
fixed rate where rates are now, but oftentimes because of the quali-
fications and credit underwriting standards, they are not able to be
served in the traditional markets and do turn to USDA, sometimes
with hybrid financing through a private lender and USDA, and
sometimes just with an FSA loan.

Mr. NEUGEBAUER. Anybody else want to comment on that?

Mr. NELSON. I will just comment on what we are seeing in CHS
Capital. It is mid-April, well past the day when we should be see-
ing applications for operating lines, and we are seeing many come
in today that have been turned down by other financial institu-
tions. So it is definitely a concern, and there are farmers that are
looking for ways still to finance their operation for 2016.

Mr. NEUGEBAUER. The issue that we have been kind of talking
about, particularly with the land and something that you men-
tioned, your customer that farms 36,000 acres in Texas, most likely
could be in my district. And that very important question, who is
going to farm this land in the future? And what we have seen in
agriculture, particularly in my part of the world, is consolidation.
My wife grew up on a cotton farm in west Texas, and that family
farmed a %2 section, ¥4 section, and they made a living doing that.
And those days are over, so the farms are bigger, the risks are
larger, the capital requirements are larger, and some people are
renting. I don’t know that 36,000 acres, if he owns all that land or
he probably owns some, and leasing some.

But the question is in the future, who is going to have the ability
to absorb that? Because we have seen quite a bit of consolidation,
and as the gentleman from Georgia pointed out, the 59, 60 year old
farmers, at some point in time, they finally say, “I am not going
to do that anymore.”

Mr. NELSON. Yes, I would like to continue with my example with
the Texas farmer. He had mentioned that he took on 2,000 more
acres a couple years ago because the farmer couldn’t continue, but
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at the same time, what he is saying about 2016, he said we are set
up for failure. Right now with average prices and average yields,
we will not be able to pay back our operating loan in 2016.

So the question becomes if things continue as they are, what
does happen to the extra farmland that comes up for lease or pur-
chase? There is definitely going to be a reduction in rent values or
a reduction in some real estate values to actually make that work
out in the future farm.

Mr. NEUGEBAUER. Yes, some of the farmers, just like the one in
your example, have told me, “You know what, Randy? This year I
am going to turn back some acres.” He said I just can’t make the
numbers work.

One of the interesting things, and I was in the banking business
from 1975 to 1983, and we were in a different regulatory environ-
ment back then, and our bank was a pretty large agricultural lend-
er. We carried over farmers from year to year and sometimes prob-
ably when we shouldn’t have, but we knew those people. Today’s
environment is such that with the regulatory environment, those
days are over if you can’t show the cash flow and you can’t show
the equity, just from a regulatory perspective, those lenders can’t
continue to do that. And, as we see folks move to FSA at some
point in time, if the numbers don’t work for the conventional lend-
er, it is going to be difficult for the FSA to continue with some of
those.

So the crop insurance piece is an important piece of it, and one
of the problems we have in west Texas with cotton is that there
really 1s no price protection built into crop insurance. And so it
doesn’t matter whether you can make a crop or not. If you make
it and you can’t make any money doing it, then the crop insurance
has not really done you a whole lot of good.

With that, Mr. Chairman, I yield back.

The CHAIRMAN. I now recognize the gentleman from Arkansas,
Mr. Crawford, for 5 minutes.

Mr. CRAWFORD. Thank you, Mr. Chairman. I appreciate you al-
lowing me to sit in today.

I want to talk about crop insurance, and I know that that is im-
portant from the standpoint of lenders, analyses in preparing crop
loans and things of that nature. I will put my parochial lenses on
here and talk about my district for just a little bit. My district is
home to about V%2 of the U.S. rice crop, and crop insurance is really
kind of a tough sell. We are pretty heavily irrigated, as you would
know, from rice production, and so they spend that money in in-
vesting and irrigation, and rice is an expensive crop to produce.
And then another issue that is sort of problematic for rice pro-
ducers with respect to how they secure or provide a little risk man-
agement is that price discovery is difficult. The rice market is very
thinly traded, and it makes it expensive to try and hedge for the
average farmer. So using those types of risk management tools are
difficult.

Mr. Nelson, I will start with you. If you might have some sugges-
tions on where they should go, and your crop insurance products,
the actuary base for rice is somewhere around $3 million. That
makes it cost prohibitive to a large degree. But what would you
recommend as maybe a new approach?
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Mr. NELSON. There is no question that crop insurance adds a
critical benefit to both farmers and to lenders, but it doesn’t for the
widespread crops. It is not covering all crops, as you mentioned on
rice. There are certainly issues, what I am hearing from a cotton
perspective as well. So, as we look at the new farm bill, we need
to look at how that program can be enhanced to create a greater
safety net for our producers. And some of that has to be not so
much price driven potentially in the future. Obviously as we see
prices drop, the level of coverage in that safety net has declined as
well. So, we need to look at creative ideas beyond just price and
expand the coverage so it reaches more crops as well.

Mr. CRAWFORD. Mr. Buzby, any thoughts?

Mr. BuzBy. I would say research and hearing from producers
themselves, what protections they are looking for. As lenders, we
look through a slightly different lens. We are looking for the ulti-
mate ability for that farmer to be able to pay back their loans. The
farmers themselves are looking for ways to fund their operations,
finance the capital needs for their operation, but also to sustain
their family’s sustenance.

So, they may look at it slightly differently, so I would encourage
hearing from farmers themselves and producers, as opposed to just
lenders and others.

Mr. CRAWFORD. Dr. Featherstone, you are an economist, correct?

Dr. FEATHERSTONE. That is true.

Mr. CRAWFORD. Let’s hear your economist perspective.

Dr. FEATHERSTONE. The key thing with crop insurance is to allow
producers to have choice and to have different types of products,
and experiment a little bit.

One of the things that some other countries are working with is
some weather type insurance contracts where they will end up bas-
ing the payments out based on rainfall or other types of weather-
type phenomena. With the increased technology that we have to
measure sunlight, rainfall, those types of things, those might be
something to look at down the road.

Mr. CRAWFORD. I am concerned, in the broad sense, that we are
looking at crop insurance as sort of the panacea for agriculture,
and if we tweak it enough, we will be able to come up with some-
thing that works. I think that we may be going down a road where
we think we can just insure ourselves into prosperity for the ag
economy.

Mr. Nelson, your thoughts on that?

Mr. NELSON. I agree. We look at crop insurance strictly as that
worst case situation as a lender, and it provides us with some as-
surance that the downside number risk is going to be “X” amount
using insurance. So it is not going to solve the problems.

Mr. CRAWFORD. My other concern, quite frankly, is we talk about
some of the policy, amendments to the farm bill that were intro-
duced that address the AGI and that also address active engage-
ment, that in effect what we are really creating is a dynamic that
almost forces consolidation.

As an economist, Dr. Featherstone, do you see that?

Dr. FEATHERSTONE. Certainly, there can be those concerns. The
key thing that we have to get back with insurance is it prevents
downside risks or helps manage that. We have gotten into a situa-
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tion where it is a profitability or an income enhancement, and I
didn’t collect my life insurance last year, and I am very glad that
I did not.

Mr. CRAWFORD. Exactly. Exactly, and that is why I think we
need to rethink our approach to that. I appreciate you being here,
and I yield back.

The CHAIRMAN. I will now recognize the former Chairman of the
Committee, Mr. Lucas, for 5 minutes.

Mr. Lucas. Thank you, Mr. Chairman, and I appreciate that, and
no one has described me as having a key role in this mess, so I
appreciate the kindness of my colleagues.

Dr. Featherstone, I will turn to you first. Of course, your col-
leagues at the table can comment if they care to. I apologize for
being slightly late. There has been discussion about how com-
modity prices have affected land prices, and it is impacting people’s
ability to sell.

But just as important as it is for primarily our older farmers to
be able to harvest that lifetime of equity, which is, in many cases,
the equity in their most recent capital asset, their farms. There is
also the issue about producers, both beginning and established and
senior, not being able to tap that perceived equity to operate their
businesses. Because after all, every banker smiles if your farm is
paid for or mostly paid for, or a high percentage paid for.

Let’s discuss for a moment about how commodity prices have af-
fected land prices and how that is affecting day-to-day operations
on producers who use that as their piggy bank, so to speak?

Dr. FEATHERSTONE. Yes, certainly essentially with the run up in
land values, I think there are a couple of important aspects. First,
is that it increases the barrier of people wanting to enter the farm-
ing profession. And so from that perspective, there are always two
sides to a coin in terms of whether or not you are buying or wheth-
er or not you are selling.

The other thing, and it will be interesting to see over the next
couple of years in terms of just what costs are out there than can
be pulled out of the sector. One of the things we have seen in Kan-
sas is essentially a 20 to 25 percent increase in variable costs.
Some of that is normal economics. When prices are high, you are
going to spend more to get that last bushel out. When prices are
low, there are going to be adjustments made and over the next cou-
ple of years, we are really going to see just what that cost structure
is in terms of my brother-in-law’s farm. And what they ended up
doing is they ended up paying for someone to spray to get it timed
more correctly. However, in this environment they may decide we
are going to do it ourselves, or maybe we are not going to go for
quite that yield level, given the price outlook.

Mr. Lucas. Well put, Professor.

I represent, of course, a district that has a huge amount of state
border with the great State of Kansas, and I always remind the
folks who are not from our region of the country that Mr.
Steinbeck’s book about the 1930s was not an agricultural economics
text. It was a social statement. With that said, in the lifetime of
myself, my parents, and my grandparents, we have had a number
of great catastrophes in the South Plains: the Depression of the
1930s and the great drought of the 1950s, the economic meltdown
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of the early 1980s, and now hopefully it is broken, the drought in
my own area from 2011 through 2014.

Some of those things we cannot help. Mother Nature is Mother
Nature, the weather is the weather. But the other issues, such as
the 1980s and the 1930s, were bad Federal policy almost destroyed
elﬁtire generations of farmers. That is something we can do things
about.

We have talked here today about the challenge in commodity
prices. We have discussed the nature of the safety net that insur-
ance is supposed to provide, either through yield issues or price
issues, depending on which commodity you are grouped in, and it
is not all universal. But isn’t it fair to say, doctor, that a little bit
of the challenge we face is the combination of things that this Com-
mittee doesn’t control? For instance, the requirements for ethanol,
renewable fuels, which perhaps drove the consumption of certain
feedgrains, perhaps at a steeper pace than should, now looking
back, have been appropriate. Then combine that with God awful
weather events, the 2012 failure in the Midwest of the corn crop
that led to $7 corn, which then drove the decisions as acres were
coming up for renewal in CRP. We are dealing with things here
that are not just the farm bill, isn’t a fair statement, doctor, the
weather, policy decisions and other committees, international trade
issues. The cotton folks are suffering from a WTO case that per-
haps was not in their best interest, but all those factors together
created the situation we are in now.

Dr. FEATHERSTONE. I would concur, and one of the things that
concerns me most is not within the agricultural sector. It is just the
value of the dollar, and the macroeconomic effect.

Simply to give a little bit of indication, if you were in Brazil,
based on the value of the real, you could consume as if you were
producing about $14, $15 beans where in the U.S. we are looking
at $7, $8 beans. So certalnly a lot of what is going on here is out-
side the agricultural policy realm that this Committee focuses on.

Mr. Lucas. Yet there are things that we have to deal with on the
Committee, you as a policy developer have to try to address, and
ultimately, our constituents in Oklahoma and Kansas put their
very capital and life on the line.

Humor me just one more moment, Mr. Chairman. The old adage
amongst the country economists, the folks at the feed store is the
answer to price is price. Seven dollar corn drove planting decisions
that have now reduced corn by essentially “2. But again, the an-
swer to price is price. As you noted earlier on inputs and the over
exuberance to spend on investing in the crop, we will now see that
drop, so we will go through a rebalancing at some point. I would
just note to the esteemed Chairmen of this Committee and Sub-
committee that perhaps we have to take a look at those CRP au-
thorized acres again over the course of the next couple years. We
don’t want to waste resources, and soil is our most valuable re-
source.

That said, Mr. Chairman, I yield back, and thank you for the
hearing today.

The CHAIRMAN. Thank you, Mr. Chairman.

I have one final question. I want to go back to the fact that while
we are talking a lot about the farmer, it is not just the farmer. It
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is the whole rural economy. It is the person who sells the seed and
the fertilizer. In cotton country, it is the gins. Tractor dealers cer-
tainly are directly impacted by it. Local car dealers are impacted
by it. Local banks are impacted by it. Local restaurants are im-
pacted by it. Certainly if things are good on the farm, then things
are good with regard to the rural economy in this country, and if
things are bad on the farm, things are tough for the whole rural
economy.

Mr. Nelson, one of the things that people outside of agriculture
may not fully understand is that if you can’t obtain your operating
loan, what that actually means to farmers, and therefore, that
rural economy. Can you explain the end result if a farmer is unable
to obtain an operating loan?

Mr. NELSON. There is no question of the negative impact to the
community. This is a far reaching problem that goes beyond just
a farmer that is having trouble financing his operation. And we are
already seeing the impact. We are seeing the impact with local co-
operatives who are struggling or the margins are being compressed.
We are seeing, as you mentioned, with the machinery dealerships
who are not selling new equipment. And so this is a far-reaching
problem that goes down Main Street in the rural communities. And
obviously, the operating lines are the key for farmers to get in the
field, to finance the crop inputs, finance planting, finance the har-
vest of the crops. And farmers, as I mentioned before, are having
difficulty finding operating lending in 2016, and that will have a
far-reaching impact through rural communities.

The CHAIRMAN. Most of the cotton pickers that run in Georgia
are made in Iowa, and even though you don’t grow any cotton in
Towa, certainly that means that they are directly tied to the cotton
economy.

With that said, I would yield to Mr. Scott from Georgia for any
closing statements or final questions he may have.

Mr. DAviD ScOTT of Georgia. Yes, thank you, Mr. Chairman.
This has been, perhaps, the most important hearing that we have
had this year, because finally we are touching on what is the real
crisis facing agriculture and farming. And Mr. Nelson, Dr.
Featherstone, Mr. Buzby, each of you I congratulate you on the
depth and knowledge that you have of the crisis that our farmers
are facing with this terrible collapse of the net income of farming
and the rising categories of debt that they have. At what point, and
no wonder, as some of the other Members of the Committee have
pointed out, family members have no choice. They can’t even go on
and continue the family farm.

The greater tragedy of this is the American people’s only famili-
arity with farming and agriculture is Publix or Kroger’'s. We go
there and that is about as close as we get to farming. And, Chair-
man Scott, I commend you on pulling this hearing together be-
cause, hopefully, we are hearing what I call a Paul Revere moment.
He went around and said, “The British are coming, the British are
coming!” Well we are saying right here that trouble is coming to
our nation if we don’t address these critical issues of agriculture
and farming in our country, beginning farmers, the cost of it, the
inability to keep up with it, and woe to this country if we don’t ad-
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dress it and become more and more dependent on foreign nations
for our food. Man, if we ever get to that point, we are truly done.

So Mr. Chairman, thank you and I just want to say that when
our farmers have had trouble before in this country, particularly
going through the 1920s and then into the Depression, the Con-
gress and the Federal Government rose to the occasion and helped
our farmers. Whether it was for the boll weevil or what the farmer
was facing, and this is our challenge at this crisis to rise to the oc-
casion. It is not just the finances. You have that enough on the
farm. But as Mr. Kelly pointed out, you have over-regulation like
the WOTUS rule coming at them. We have to address these issues,
Mr. Chairman. I thank you for this hearing, and I thank the panel
members.

The CHAIRMAN. I certainly agree with my colleague from Geor-
gia. Americans have never been dependent on a foreign country to
produce our food supply, and I hope that we never are. I think that
one of the charges of the Agriculture Committee is to make sure
that we are able to keep good farmers, good families on the farm
out there producing the food supply that we as Americans need and
are dependent on, and I just pray that we are never dependent on
any foreign source for our food supply in this country.

And with that, under the Rules of the Committee, the record of
today’s hearing will remain open for 10 calendar days to receive ad-
ditional materials and supplemental written responses from the
witnesses to any question posed by a Member.

This hearing of the Subcommittee on Commodity Exchanges, En-
ergy, and Credit is adjourned.

[Whereupon, at 11:17 a.m., the Subcommittee was adjourned.]
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The CHAIRMAN. This hearing of the Committee on Agriculture
entitled, Focus on the Farm Economy: Factors Impacting Costs of
Production, will come to order. And good morning to everyone.
Thank you to all the witnesses. Some I am very familiar with; oth-
ers I am not. I look forward to hearing your testimony.

Two weeks ago, the Agriculture Committee commenced a series
of hearings focused on the farm economy. Each Subcommittee has
been tasked with highlighting issues within their respective juris-
dictions that impact the economic well-being of rural America.

In the Biotechnology, Horticulture, and Research Subcommittee,
we have spent considerable time discussing programs and policies
that impact specialty crop producers. We have highlighted re-
search, education, and extension programs that contribute both to
the safety and security of our food supply, as well as benefit farm-
ers by increasing efficiency, productivity and profitability. We have
promoted the development of local and niche markets for farm
products, and considered the opportunities and challenges for direct
marketing. We have drawn the relationship between ag security
and our national security through an examination of our defenses
against the introduction of foreign pests and diseases.

We have also engaged the next generation of leaders partici-
pating in the nation’s largest youth development program, 4-H, in
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an ongoing dialogue to enhance relationships between rural and
urban communities. These youth leaders, 18 of our nation’s best
and brightest, most recently visited with the Subcommittee to pro-
vide their insights into how we might improve the outlook for agri-
culture through education and outreach.

While much of the work we have done as a Subcommittee has
brought positive attention to the role of government programs and
policies which assist rural America, we have also spent some time
investigating policies that negatively impact producers.

In a hearing more than 2 months ago with EPA Administrator
McCarthy, Members engaged in extensive questioning regarding
actions her agency has taken which impose considerable costs with
questionable, if any benefits. Following this hearing, the Com-
mittee submitted additional questions for the record. In fact, Com-
mittee Members, both Republican and Democrat submitted ap-
proximately 36 pages of questions to the Agency for which we have
yet to receive a single response. I wish I could say the Agency’s ap-
parent lack of regard for American agriculture is an anomaly, but
history tells us otherwise.

I had an amendment in the 2014 Farm Bill which would estab-
lish a permanent subcommittee of the EPA Science Advisory Board
to ensure the voice of agriculture was represented in the Agency’s
decision-making process. Not surprisingly, more than 2 years later,
the EPA leadership has yet to appoint even a single member to this
Committee. The result of this disregard for the law is a continuing
flood of decisions and actions contrary to the needs and desires of
America’s farmers and ranchers.

Unfortunately, it is not just the policies of the EPA that add un-
reasonable production costs. The implementation of the Food Safety
Modernization Act will pose enormous challenges for producers and
processors with little evidence that some requirements will offer
quantifiable food safety benefits. We have often spoken about the
threat of the ill-conceived Vermont law governing agricultural bio-
technology, yet we are also concerned about what many observers
believe is unnecessary regulatory hurdles researchers must go
through to bring new applications of biotechnology to the market.
As anyone can plainly see, the list of overly burdensome regula-
tions threatening the farm economy is apparently endless.

Today, the Subcommittee will focus more broadly on many of the
factors that contribute positively and negatively to the cost of pro-
duction for our nation’s farmers and ranchers. While the farm safe-
ty net helps somewhat mitigate the impact of chronically low
prices, our nation’s farmers continue to operate on very thin, and
in some cases, as I hear from my constituents, negative margins.
Going forward, their ability to contain costs will be key to their
survival, particularly if low prices exist and persist.

We have invited a distinguished panel of leaders from industry
and state government to provide their insights into the challenges
facing our producers along with actions that can be taken to en-
hance the rural economic outlook. The record that is created today
will be extremely beneficial in directing future oversight as well as
development of the next farm bill. Thank you again, each of you,
for being here today.
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I do want to say something very briefly too. I am very proud to
serve with my Ranking Member, Ms. DelBene. She has been a
great partner in all of these Subcommittee hearings that we just
talked about, and really, it has been a pleasure to work in conjunc-
tion. While we may not agree on every issue, it is part of the Agri-
culture Committee’s history that we are just not disagreeable.

[The prepared statement of Mr. Davis follows:]

PREPARED STATEMENT OF HON. RODNEY DAVIS, A REPRESENTATIVE IN CONGRESS
FROM ILLINOIS

Good morning.

Two weeks ago, the Agriculture Committee commenced a series of hearings fo-
cused on the farm economy. Each Subcommittee has been tasked with highlighting
issues within their respective jurisdictions that impact the economic well-being of
rural America.

In the Biotechnology, Horticulture, and Research Subcommittee, we have spent
gonsiderable time discussing programs and policies that impact specialty crop pro-

ucers.

We have highlighted research, education, and extension programs that contribute
both to the safety and security of our food supply, as well as benefit farmers by in-
creasing efficiency, productivity and profitability.

We have promoted development of local and niche markets for farm products, and
considered the opportunities and challenges for direct marketing.

We have drawn the relationship between agricultural security and our national
security through an examination of our defenses against the introduction of foreign
pests and diseases.

We have also engaged the next generation of leaders participating in the nation’s
largest youth development program, 4-H, in an ongoing dialogue to enhance rela-
tionships between rural and urban communities. These youth leaders, 18 of our na-
tion’s best and brightest, most recently visited with the Subcommittee to provide
their insights into how we might improve the outlook for agriculture through edu-
cation and outreach.

While much of the work we have done as a Subcommittee has brought positive
attention to the role of government programs and policies which assist rural Amer-
idca, we have also spent some time investigating policies that negatively impact pro-

ucers.

In a hearing more than 2 months ago with EPA Administrator McCarthy, Mem-
bers engaged in extensive questioning regarding actions her agency has taken which
impose considerable costs with questionable, if any benefits.

Following this hearing, the Committee submitted additional questions for the
record. In fact, Committee Members, both Republican and Democratic submitted ap-
proximately 36 pages of questions to the Agency for which we have yet to receive
a single response. I wish I could say the Agency’s apparent lack of regard for Amer-
ican agriculture is an anomaly, but history tells us otherwise.

I had an amendment in the 2014 Farm Bill, which would establish a permanent
subcommittee of the EPA Science Advisory Board to ensure the voice of agriculture
was represented in the agency’s decision making process. Not surprisingly, more
than 2 years later, the EPA leadership has yet to appoint even a single member
to this Committee. The result of this disregard for the law is a continuing flood of
decisions and actions contrary to the needs and desires of America’s farmers and
ranchers.

Unfortunately, it is not just the policies of the EPA that add unreasonable produc-
tion costs. The implementation of the Food Safety Modernization Act will pose enor-
mous challenges for producers and processors with little evidence that some require-
ments will offer quantifiable food safety benefits. We have often spoken about the
threat of the ill-conceived Vermont law governing agricultural biotechnology, yet we
are also concerned about what many observers believe is unnecessary regulatory
hurdles researchers must go through to bring new applications of biotechnology to
the market. As anyone can plainly see, the list of overly burdensome regulations
threatening the farm economy is apparently endless.

Today, the Subcommittee will focus more broadly on many of the factors that con-
tribute positively and negatively to the cost of production for our nation’s farmers
and ranchers. While the farm safety net helps somewhat mitigate the impact of
chronically low prices, our nation’s farmers continue to operate on very thin (and
in some cases negative) margins. Going forward, their ability to contain costs will
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be key to their survival, particularly if low prices persist. We have invited a distin-
guished panel of leaders from industry and state government to provide their in-
sights into the challenges facing our producers along with actions that can be taken
to enhance the rural economic outlook. The record that is created today will be ex-
tremely beneficial in directing future oversight as well as development of the next
farm bill. Thank you all for being here.

I now yield to the distinguished Ranking Member, Rep. DelBene for any com-
ments she wishes to make.

The CHAIRMAN. Now, I am going to turn it over to my Ranking
Member, Ms. DelBene, for her opening statement.

OPENING STATEMENT OF HON. SUZAN K. DELBENE, A
REPRESENTATIVE IN CONGRESS FROM WASHINGTON

Ms. DELBENE. Thank you, Mr. Chairman, and it has been a
pleasure to work with you as well. I want to thank all our wit-
nesses for being here with us today, and I want to thank the Chair-
man for holding today’s hearing on the farm economy.

It is critical that we continue to identify the challenges that are
facing farmers and ranchers today, especially as the Committee be-
gins to consider the next farm bill.

I am honored to represent a district very rich in agriculture. The
farmers I meet are proud of what they do, and they should be.

When I first came to Congress and in the time leading up to the
2014 Farm Bill, I often heard a familiar refrain from farmers in my
district. They said they need two things: get a farm bill done and
pass comprehensive immigration reform. Passing the 2014 Farm
Bill itself was a huge accomplishment, but it was also, in my view,
one of the best farm bills we have ever had for specialty crop grow-
ers, which make up a sizable percentage of the producers in my
district. The investments made in programs like the Specialty Crop
Research Initiative, Specialty Crop Block Grants, and the Organic
Research and Extension Initiative were unprecedented and they
have a huge impact in the real world. This is a prime example of
how Congress should be investing in programs that give us a great
return on our investment while saving money in the long run.

Recently, Chairman Davis and I wrote a bipartisan letter in sup-
port of the National Institute of Food and Agriculture. Unfortu-
nately, Congress hasn’t appropriated funding at the levels author-
ized in the farm bill, and in the last 4 years the Agriculture and
Food Research Initiative review process identified $3.85 billion in
grants worthy of funding. However, due to budgetary constraints,
the program awarded only V4 of the projects that were deemed wor-
thy. This research is a critical unmet need that vastly assists pro-
ducers with pests, emerging diseases, and food safety; and ulti-
mately lowers the cost of production, which brings me to the second
thing that farmers I represent said they needed most: comprehen-
sive immigration reform.

Our immigration system is broken and badly in need of repair.
Last Congress, I was one of the lead sponsors of a bipartisan com-
prehensive immigration reform bill similar to the one that passed
in the Senate, and I believe this bill would have passed if it was
just allowed a vote, and while the President’s executive actions
could provide relief to some, it does nothing to solve the problem
of the unworkable H-2A program. For too long, Congress has failed
to take meaningful action to address our broken immigration sys-
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tem, and as a result, we have a deeply flawed system that is not
working for our farmers, for businesses, for immigrants, or for fam-
ilies.

I see it all across our state and particularly in my district. Farm-
ers can’t get the seasonal agricultural workers they need to support
one of our state’s largest industries. Students face uncertain fu-
tures in the only country they have ever really known. Technology
businesses still don’t have the access they need to the global talent
pool that could help create the next major innovation, and families
are being torn apart.

So despite these setbacks, I remain committed to passing com-
prehensive immigration reform, and I will keep working with my
colleagues on the Agriculture and the House Judiciary Committees
to get this done. Passing enforcement-only mechanisms like border
security only or e-verify only would do nothing to solve the problem
and may make things even worse.

That being said, producers face a wide variety of challenges
today, especially in the current agriculture economy. Today’s panel
of witnesses spans a variety of perspectives including Northwest
horticulture from Washington State, so I look forward to hearing
all of your testimony. Thank you again for being here today, and
I yield back.

The CHAIRMAN. I would like to welcome again our witnesses to
the table to give their opening statement. I would remind Members
that they will be recognized in order of seniority for Members who
were here at the start of the hearing, and after that, Members will
be recognized in order of their arrival for a 5 minute time period,
and I would appreciate too that the oral statements, since we have
so many witnesses, to remain within that time window too. You’ll
hear me tap if we start to go a little over that.

Let’s start down here at this end. The Honorable Charles
Conner, President and CEO, National Council of Farmer Coopera-
tives here in Washington, D.C. Mr. Conner, please proceed with
your testimony.

STATEMENT OF HON. CHARLES F. CONNER, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, NATIONAL COUNCIL OF
FARMER COOPERATIVES, WASHINGTON, D.C.

Mr. CONNER. Chairman Davis, Ranking Member DelBene, and
Members of the Subcommittee, thank you for holding today’s hear-
ing. I am honored to be here on behalf of America’s nearly 3,000
farmer-owned cooperatives and their nearly two million producer
owners. I applaud the Subcommittee, and the Committee as a
whole, for taking a deeper dive into the broad range of factors im-
pacting the farm economy. This fact-finding will enhance, I believe,
prospects for completing a new farm bill in the future.

The focus on factors influencing the cost of production is espe-
cially timely. As we work our way through the bottom of a price
cycle, producers are looking to improve their margins in any way
possible. In today’s ag economy, the difference between making
small profits or big losses is controlling your costs down to every
penny. Producers know that many of these costs are beyond their
control. Some are driven by markets, others by Mother Nature.
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But some costs are also driven by public policy. These policies
can act either as investments that help lower costs or as regulatory
hammers that raise them. I would like to touch briefly on both.

Investing in research and fostering innovation falls in the former
category. The improved efficiencies producers have captured in the
last 30 years are based on strong research. These advances have
helped to increase productivity and reduce the cost of production.
With the support of this Subcommittee, vital research initiatives
have provided essential knowledge and innovation to combat pests,
address food safety, comply with environmental regulations, and
enhance nutritional value. NCFC strongly believes research is key
to providing long-term solutions to agriculture’s challenges.

One important advance of the past few decades warrants special
mention today: agricultural biotechnology. The United States has
been a leader in enhancing sound public policy and a rational
science-based regulatory structure to promote the development and
use of biotech crops. We hope that our country will continue this
leadership as new advanced plant-breeding techniques look to
enter the marketplace. They hold enormous promise and are
uniquely accessible to public and commercial breeders. They also
can be used on almost all crops, including specialty crops.

As these new innovations move forward, all of us in agriculture
must also develop a thoughtful approach for bring these tech-
nologies to the marketplace and talking to consumers about them.
Getting things right could mean cost savings across a broad swath
of agriculture and better future food production. But a range of
Federal regulatory actions could artificially raise costs as well.
These regulations deal with the environment, immigration, labor,
and food safety. They create an uncertainty that holds back invest-
ment and growth across agriculture. These also hit small family
farms and small agribusinesses the hardest. My written testimony
contains a long but by no means complete list of regulations im-
pacting farmers and their co-ops. In the interest of time, I will not
go into each one of them now but will be happy to take any ques-
tions specific to our recommendations.

At the same time, agriculture is not automatically against regu-
lation. There are many examples of regulatory agencies working to-
gether with stakeholders to develop targeted, sensible programs to
address common goals. Such a process, however, oftentimes re-
quires more resources than simply imposing top-down regulations,
and it certainly depends upon public confidence in our regulatory
agencies.

Finally, it should also be noted that farmers and ranchers and
cooperatives face regulation imposed upon them by others beyond
government. We commonly refer to what is called regulation by re-
tail. Many food companies and retailers are asking much more of
our farmers and co-ops in terms of sustainability, animal welfare,
and other issues.

Agriculture has a great story to tell. USDA and the Sub-
committee have played an important role in public education about
agriculture, and we certainly hope, Mr. Chairman, this work con-
tinues.

In conclusion, at a time when producers across the country are
facing the lowest commodity prices in over a decade, we must find
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ways for producers to grow and to proper. Research and innovation
are key to doing this, but we also must reduce any unnecessary
regulations and uncertainty that will hold back investment and
growth.

Thank you for the opportunity to testify today, Mr. Chairman,
and I look forward to your questions.

[The prepared statement of Mr. Conner follows:]

PREPARED STATEMENT OF HON. CHARLES F. CONNER, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, NATIONAL COUNCIL OF FARMER COOPERATIVES, WASHINGTON,
D.C.

Chairman Davis, Ranking Member DelBene, and Members of the Subcommittee,
thank you for holding today’s hearing on the farm economy and factors impacting
cost of production.

I am Chuck Conner, President and Chief Executive Officer of the National Council
of Farmer Cooperatives (NCFC). NCFC represents the interests of America’s farmer
cooperatives. There are nearly 3,000 farmer cooperatives across the United States
whose members include a majority of our nation’s more than two million farmers.
NCFC members also include 22 state and regional councils of cooperatives.

Farmer-owned cooperatives are central to America’s abundant, safe, and afford-
able food, feed, fiber, and fuel supply. Through their cooperatives, farmers are able
to improve their income from the marketplace, manage risk, and strengthen their
bargaining power, allowing individual producers to compete globally in a way that
would be impossible to replicate as individual producers.

By pooling the buying power of hundreds or thousands of individual producers,
farmer cooperatives are able to supply their members—at a competitive price—with
nearly every input necessary to run a successful farming operation, including access
to a dependable source of credit. Furthermore, farmer cooperative members also are
able to capitalize on new marketplace opportunities, including value-added proc-
essing to meet changing consumer demand.

On behalf of my members, I thank this Subcommittee for ensuring public policy
continues to protect and strengthen the ability of farmers and ranchers to join to-
gether in cooperative efforts in order to maintain and promote the economic well-
being of farmers, ensure access to competitive markets, and help capitalize on mar-
ket opportunities.

I also applaud this Subcommittee and the Committee as a whole for taking a
deeper dive into the factors influencing the farm economy. This early action and
educational focus by the House Agriculture Committee will enhance prospects for
completing new farm bill legislation when the time comes. Even though every farm
bill takes its own unique path to final enactment, one fact of the process remains
the same: it has to start somewhere and the sooner the educational process starts,
the better.

As this work begins, it is imperative that Federal policies provided by the farm
bill promote an economically healthy and competitive U.S. agriculture sector. These
programs serve a variety of purposes, including: meeting the food, fuel, and fiber
needs of consumers worldwide; strengthening farm income; improving our balance
of trade; promoting rural development; and creating needed jobs here at home.

In examining the dynamics of the farm economy, we are reminded that numerous
influences—some of which are out of our control—come into play. Extremely volatile
weather and global markets result in equally volatile farm gate prices, yields, and
costs of production. Today’s margins for most agricultural commodities are tight,
and farm income has retreated significantly from its highs just a few years ago. Our
common, ultimate goal—and at the heart of the farm bill—is to preserve the produc-
tive capacity of our farms by maintaining a responsive and equitable safety net,
combined with adequate funding, for all regions and commodities, as well as com-
prehensive risk management tools, such as a strong crop insurance program.

On behalf of my members, I also appreciate this Subcommittee’s support and in-
vestment to keep U.S. specialty crop production strong, including research to en-
hance competitiveness and further document health benefits, and in the prevention
and treatment of plant pests and diseases that could harm domestic production and
international trade.

Today, I wish to highlight the positive role this Subcommittee can have on the
farm economy in several areas, including a focus on research and fostering innova-
tion, oversight on regulatory issues impacting the cost of production along the value
chain, and a renewed commitment to market promotion and accessibility.
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The Value of Research

American agriculture has long been at the forefront of meeting the world’s ever
expanding needs for food, feed, fuel, and fiber. Many factors have contributed to the
unparalleled success of American agriculture, but one of undeniable importance has
been the expansion of food production enabled in large part by science-based ad-
vances in food and agriculture. Improved efficiencies begin with a foundation based
on strong research.

With the support of this Subcommittee, vital research initiatives have provided
essential knowledge and innovation to combat pests and diseases, address food safe-
ty and security issues, comply with environmental regulations, and enhance the nu-
tritional value of certain crops. According to the National Coalition for Food and Ag-
riculture Research, of which I currently serve as chair, this tremendous pay-off of
public investments in agricultural research and education over the past 50 years
amounts to $3,400 of savings on the average American family’s food bill. Addition-
ally, the beneficial impact of the vital funding that effective agricultural research
can deliver has been identified as a 30 to 1 return on investment for the American
taxpayer.

Thanks to the contributions of agricultural research, we have a more affordable,
healthier, safer, and more sustainable food, feed, fuel, and fiber supply. NCFC
strongly believes an important ingredient in providing longer-term solutions to
American agriculture’s challenges is increased support for food and agricultural re-
search, and we look forward to working with Members of the Subcommittee to build
greater opportunities for advancements through research in the years to come.

Specialty Crop Research Initiative

Of specific interest to this Subcommittee is the Specialty Crop Research Initiative
(SCRI), a program supported broadly within the sector. The SCRI program was es-
tablished to meet the unique needs of the specialty crop industry by supplying
grants to support research and extension. In particular, the SCRI Citrus Disease
Research and Extension Program (CDRE), which was authorized by the 2014 Farm
Bill, awards funds to conduct research, extension activities, and technical assistance
to fight citrus diseases and pests, such as Huanglongbing (HLB), commonly referred
to as citrus greening.

This research is vitally important as citrus greening is responsible for devastating
losses in the citrus industry, threatening its future viability. A solution is des-
perately needed as it has already destroyed millions of citrus acres across the U.S.
Once a tree is infected, there is no cure; research must get out ahead of this disease
before it is too late. This is just one of the many examples of the importance of agri-
cultural research programs and its integral relationship to the success of the indus-
try.

Fostering Innovation & Next Generation Technologies

Inextricably tied to advancements made with research, agricultural innovation is
important to all Americans because it enables plant and animal producers to in-
crease productivity of healthful food using less land, while conserving soil and water
and reducing on-farm energy consumption. These benefits are passed on to con-
sumers in the form of an affordable and nutritious food supply, a healthy environ-
ment, and a strengthened rural economy.

Growers across the country are using new equipment and information systems to
improve efficiency and increase profits. Today, advanced technologies help ensure
the most efficient use of fertilizers and chemicals, while modern tractors and com-
bines use of state-of-the-art propulsion systems that more efficiently use diesel fuel.
Agricultural biotechnology also is an important part of this mix.

In the U.S., biotech crops are ubiquitous and, in fact, represent “conventional”
production agriculture as more than 90 percent of corn, cotton, canola, soybeans,
and sugar beets grown contain at least one biotechnology-derived trait. Farmers are
also choosing biotechnology to grow crops, such as alfalfa, papaya, apples, potatoes,
and squash. The traits in all of these crops help farmers manage potentially dev-
astating insects, weeds, diseases, and weather conditions.

Biotech crops contribute substantially to the rural economy by enabling farmers
to produce more food in a more time efficient way while using fewer inputs. Glob-
ally, farmers growing biotech crops saw net economic benefits at the farm level
amounting to more than $20 billion in 2013, the most recent year for which there
is data, and more than $133 billion in the thirty years since biotech crops were first
introduced. Of the total farm income benefit, 60 percent is due to yield gains.

Gains in productivity associated with biotech crops also have been essential in
bolstering American agricultural trade, which totaled more than $130 billion in
2015.
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Additionally, USDA’s Economic Research Service (ERS) has published reports not-
ing how the adoption of biotech crops by farm families is associated with higher off-
farm household income. Two ERS studies, which I would like to submit for the
record, highlight how biotech crops allow farmers to save time, which is then used
to generate income from off-farm employment. One report highlights that a ten per-
cent increase in the use of herbicide tolerant soybeans is associated with a 16 per-
cent increase in off-farm household income. These statistics illustrate how more effi-
cient farming practices, including the use of biotechnology, generate greater eco-
nomic activity in rural communities.

Looking beyond what we think of as biotechnology today, advanced plant breeding
techniques hold enormous promise for improving the productivity and environ-
mental sustainability of food, feed, fiber, and biofuels. By applying newer methods,
plant breeders can be more efficient and precise at making the same desired
changes that can be made over a much longer period of time through earlier breed-
ing methods. Because these new methods are efficient and economical, they are ac-
cessible to public and commercial breeders and can be used across all agriculturally
important crops, including specialty crops.

As adoption of these new technologies spreads, the U.S. has an opportunity to be
a leader in the global discussion over their regulation, just as it has, in many ways
over the past thirty years with respect to enabling the research, development, and
widespread commercialization of beneficial crops developed using agricultural bio-
technology.

Given economic benefit related to the current set of biotech crops and the signifi-
cant potential for the commercialization of crops derived from other innovative plant
breeding techniques, it is essential that Congress consistently promotes policies that
encourage innovation and ensure that Executive Branch actions—regulatory and
otherwise—foster the growth of a strong 21st Century farming economy. We urge
you to consistently monitor pre-market regulatory programs at USDA, EPA, and
FDA to ensure that they are transparent, predictable, and science-based. This is
particularly important as USDA reexamines its pre-market regulatory framework
for biotechnology—a process that is ongoing and with which NCFC and a large
group of stakeholders are actively engaged. We will want to keep in close contact
with you to ensure new pre-market biotechnology regulations at USDA foster inno-
vation and create an environment in which farmers of all stripes have access to the
best seeds.

NCFC also thanks the full Committee for its work to establish national biotech
food labeling standards, shepherding a labeling uniformity bill through the House
of Representatives—a bill that gained overwhelming bipartisan support. We appre-
ciate your work and will be back to see you soon once the Senate passes their
version of labeling uniformity. On a similar note related to biotech crop detractors
causing problems at the city, county, and state levels of government (as they have
done with labeling), we would like to note our concern about local government bans
on biotech crop cultivation and restrictions on the sale of biotechnology-derived
seeds. This issue is another one we are monitoring carefully and may need to revisit
with you at a later date.

Regulatory Impacts on Cost of Production—Issues Beyond Farm Policy

Beyond an investment in research and ensuring access to technology, we must
also ensure that our public policy does not hurt the economic viability of farm and
ranch families across the country. Often these issues are outside traditional farm
policy and come from corners of the Federal Government that may not understand
production agriculture. Yet a broad range of regulatory actions—those pending at
Federal agencies or in the pipeline and coming soon to a farm near you—have the
potential to increase the costs and reduce the margins of cooperatives and their
farmer and rancher member-owners. Whether the regulations deal with the environ-
ment, immigration and labor, food safety, or financial reform, they can create an un-
certainty that threatens to hold back investment and growth across the agricultural
sector.

Over 20 million jobs across the country are directly or indirectly dependent on ag-
riculture, and account for nearly $1 trillion or 13 percent of gross national product.
If our agricultural sector can preserve its competitiveness in the global marketplace,
we can grow this number and be a strong contributor to a growing economy.

Congress must ensure that the marketplace, not the Federal Government, deter-
mines the cost of production for America’s farmers and ranchers. If our farms,
ranches, and cooperatives are weighed down with costs imposed by either regulatory
actions or delays in the regulatory process, farm income will decrease and market
share will be lost to our competitors.
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The U.S. Environmental Protection Agency (EPA) is often thought of first as the
main culprit when it comes to regulatory actions impacting agriculture, and they
have rightfully earned that dubious honor. From the expansion of the definitions of
the ‘waters of the U.S.” rulemaking to outright circumventing the legal requirements
under the Administrative Procedures Act (APA) when it comes to registration of
crop protection products, the cumulative weight of their actions is cited by my mem-
bers as a serious impediment to future investment in their operations and busi-
nesses.

Specific to crop protection, Federal laws dictate that the U.S. Department of Agri-
culture (USDA) serve as an important advisor to EPA in the regulation of pesticides.
Historically, USDA’s expertise and advice have been evident in the actions EPA has
taken to evaluate pesticides and their uses. USDA’s perspective and knowledge of
production agriculture is critical since we know that crop protection products can
increase farm yields as much as 40 percent to even 70 percent depending on the
crop.

It should concern this Subcommittee to hear the farm community expressing in-
creasingly urgent concerns about the lack of seriousness with which EPA takes and
incorporates USDA expertise, advice, and opinions, especially during formal inter-
agency review. In particular, it is unclear to what extent USDA expertise was val-
ued and included in recent actions, such as Endangered Species consultations, the
revised Worker Protection Rule, and the recent benefits analysis for seed treatments
on soybeans. If EPA fails to adequately calculate and/or consider the economic costs
of these impacts—and beneficial uses—in its regulatory proposals, the consequences
could be devastating.

The U.S. has the world’s most rigorous pesticide registration and review proc-
esses. When registering a pesticide, EPA reviews voluminous data to ensure that
the product is protective of people, wildlife, pets, and the environment. Furthermore,
under the law, all chemicals must be reevaluated every 15 years. Pesticides are reg-
ulated by assessing ‘risk’ to determine whether and how a product can be used safe-
ly. In evaluating risk, ‘hazard’ (whether something can cause harm) and ‘exposure’
(whether you will be exposed to harm) are balanced against the benefit of using a
product, such as protection of the public health from disease-carrying pests, protec-
tion of our nation’s buildings and infrastructure, protection of the food supply, etc.
This is something EPA should be confident in and proud to defend. As a matter of
fact, EPA does a great job defending the merits of our risk-based system when com-
menting on the EU’s precaution-based regulatory scheme. However, recently when
EPA regulatory decisions are challenged in the U.S., the Agency seems reluctant to
defend, or even more troubling, is unable to properly provide evidence of its sci-
entific decisions.

Some recent EPA activities appear to focus only on the hazard aspect and ignore
factors, such as exposure and benefits. EPA’s proposed mitigation measures for pes-
ticides that are acutely toxic to bees are one such example. Should this trend con-
tinue, EPA runs the risk of encouraging public mistrust surrounding the products
that are used to protect public health, our infrastructure, and the food supply.

I anticipate my fellow panelists will cover a variety of EPA-related issues more
fully, and I echo their concerns across the board. At this time, I wish to turn atten-
tion to several other regulatory issues which could have potential impacts on the
farm economy.

Regulatory Scope for Innovative New Breeding Techniques

Just last week, NCFC and several other members of the agriculture community
had the opportunity to comment on the USDA Animal and Plant Health Inspection
Service’s (APHIS) notice of intent to prepare an environmental impact statement on
the introduction of the products of biotechnology with possible revisions to its bio-
technology regulations (7 CFR part 340). A prominent theme throughout our com-
ments focused on the reducing the regulatory burdens of bringing the latest, most
precise breeding techniques to market. Embracing modern agriculture is the right
thing to do for our country, which has a rich history of nurturing science, research,
and innovation in all areas of the economy. The United States is strong and pros-
perous because American leaders embrace the responsible use of technology and set
forth public policies to move the nation forward in this regard.

Breeding technologies have rapidly evolved over the last half century, enabling
plant breeders to be more precise and efficient at making the same desired changes
that can be made over a much longer period of time through earlier breeding meth-
ods. In light of the fact that no plant pests or noxious weeds have been identified
in 30 years of regulatory oversight of transgenic plants, including every transgenic
plant on the market today, the expansion of regulatory scope cannot be justified by
APHIS from either a scientific or risk perspective. Nor is this proposal consistent
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with the Coordinated Framework principle that the focus of regulatory oversight
should be on the characteristics of the product rather than the process by which it
was produced.

Plant varieties developed through the latest breeding methods should not be dif-
ferentially regulated if they are similar or indistinguishable from varieties that
could have been produced through earlier breeding methods. Therefore, the defini-
tion of ‘biotechnology product’ should only include plants that contain genetic mate-
rial that has been modified through in vitro recombinant deoxyribonucleic acid
(DNA) techniques for which the modification could not otherwise be obtained
through conventional breeding.

Under this definition, new plant varieties should be subject to little or no pre-mar-
ket regulatory review if there is no insertion and stable transmission to subsequent
generations of genetic material that encodes an expressed protein. Additionally,
based on over 30 years of regulatory experience, if there is insertion and stable
transmission of genetic material, new plant varieties would also not be subject to
a pre-market regulatory review if the inserted genetic material is from a sexually
compatible plant. This regulatory scope would allow plant breeders to quickly and
efficiently deliver targeted genetic improvements that would be possible, but with
much greater difficulty, using earlier breeding methods. It would also facilitate the
use of these newer breeding methods in a wide range of crops, including specialty
crops, and by a wide range of both public and commercial plant breeders without
modifying current proven and well-established standards of safety.

It is imperative that the U.S. agriculture industry continues to lead the way with
innovation, research, and product development, but also do a better job commu-
nicating with the consuming public on the benefits and value of such innovation.
It is incumbent on all of us in agriculture—from the policymaker to the producer—
to find opportunities that better tell the good story of American agriculture that we
have worked so hard to achieve. Developing a thoughtful approach to how these new
technologies are brought to the marketplace will be very important and could dra-
matically impact the cost of production in either direction.

Immigration Reform & Capacity Restraints on H-2A

Farmers and ranchers continue to face a significant challenge in finding an ade-
quate, dependable, and flexible workforce. While the ultimate solution to these prob-
lems is legislative, aspects of how Federal agencies run the H-2A seasonal tem-
porary worker program pose hurdles to its usage.

This program is the sole legal visa program available to production agriculture;
however, it is limited to labor of a ‘temporary or seasonal nature.” Employment of
H-2A workers has nearly tripled in the past 5 years; yet, it still only accounts for
less than ten percent of all seasonal farm workers. This growth has occurred despite
the program’s extreme regulatory hurdles, government inefficiencies, and high costs.

Capacity and infrastructure issues at the Departments of State (DOS), Homeland
Security (DHS), and Labor (DOL) are leading to greater processing delays than ever
before. This means bureaucratic red tape and interruptions in the program are seri-
ously impacting the viability and profitability of farmers and ranchers as workers
show up at the farm well after the date they were needed, and millions of dollars
in agricultural production is lost in the interim.

As part of the Agriculture Workforce Coalition (AWC) Steering Committee, NCFC
has long advocated for immigration reform that meets both the short- and long-term
workforce requirements of all of agriculture. Our primary objective remains legisla-
tion that fully addresses agriculture’s workforce crisis. Congress must come together
to find a solution. Yet understanding that in the best of scenarios such reforms may
not come to fruition in the near term and it could be years before new programs
are up and running, we have sought any and all relief possible in order to survive
in the meantime.

We believe there are significant policy measures that the DOS, DHS, and DOL
could, and should, put into place that do not require legislation or even a regulatory
change. There are improvements to the program that can be made within the agen-
cies’ existing authorities that will help curtail processing delays and allow for the
flexibility required to ensure that farmers and ranchers receive the workers they so
critically need within an appropriate timeframe. Doing so could significantly im-
prove the situation for growers and ranchers while the agencies continue to fulfill
their duties to respect the rights of domestic workers and provide homeland secu-
rity.

For example, DOL’s Office of Foreign Labor Certification (OFLC) has a policy that
is not supported by the regulations which requires all workers requested in any sin-
gle petition be brought onto the job on the start date of the petition. Under the cur-
rent delays experienced by growers at both the OFLC and U.S. Citizenship and Im-



132

migration Services (USCIS), there is no opportunity to receive these workers by the
date they are needed. Growers must be given the opportunity to provide a start date
that is earlier than the actual anticipated start date as a ‘grace period’ in an effort
to better manage the delays that are being forced upon them.

Additionally, the Validation Instrument for Business Enterprises (VIBE) program
is inappropriate for agriculture. Consequently, it should not be utilized in verifying
employers in the H-2A program.

A number of employers have been receiving Notices of Deficiencies (issued by
DOL) or Requests for Further Evidence (issued by USCIS) related to proving that
agriculture is seasonal in nature. These notices create an unnecessary and untimely
delay in the process. It should be recognized that much of production agriculture
is inevitably seasonal and analysts in both agencies should be instructed not to
delay the process for that reason, especially during the current crisis.

In view of this crisis, we urge that the three agencies err on the side of expediency
in processing agricultural employers’ H-2A applications where possible. The liveli-
hoods of farmers and ranchers depend upon timely application processing and visa
issuance in advance of farmers’ dates of need.

While American agriculture desperately waits for immigration reform, NCFC and
the AWC will make every effort necessary to try to ease the regulatory burdens of
the H-2A program so that farmers and ranchers have the chance to survive until
the broader issue is addressed through a legislative fix to our broken immigration
system.

Overtime Rule

Another example of a well-intentioned but detrimental regulation is the Overtime
Exemption rule. On June 30, 2015, the DOL proposed changes to the exemptions
for executive, administrative, and professional employees under the Fair Labor
Standard Act’s overtime pay requirements. The Department is proposing to double
the salary threshold from the 20th percentile to the 40th percentile. This vast in-
crease from $23,660 to $50,440 will substantially increase labor costs, significantly
driving up the overall cost of doing business.

NCFC believes that the Department should maintain the salary threshold at the
20th percentile. Maintaining this threshold using updated figures would achieve the
desired outcome of increasing the effectiveness of the salary test, as well as bringing
the salary level above the poverty line.

However, if an increase is made, it should not be as severe as escalating the
threshold to the 40th percentile. A jump to the 40th percentile is far too steep and
would have grave consequences for businesses. In particular, small businesses, like
the farmer-owned cooperatives NCFC proudly represents, would have a very hard
time adjusting to such an unnecessarily high surge in the salary threshold percent-
age.

If the proposed rule were implemented without change, NCFC fears numerous un-
intended consequences would ensue. The reclassification of employees could lead to
the loss of benefits, flexibility, and incentive compensation options. Reclassification
for certain positions will require employers to track overtime for these jobs, leading
employers to limit flexible work options which greatly benefit employees and their
families. Additionally, many employees highly value the status that accompanies a
salaried, exempt position. Employees would be reluctant to give up the professional
status of these positions. Furthermore, employees may experience fewer opportuni-
ties for upward mobility as businesses struggle to respond to the severe increase in
labor costs.

NCFC has encouraged the Department to refrain from drastically increasing the
salary threshold and we seek your help in promoting policies which support allowing
the market to dictate an employee’s compensation based on the individual’s role,
skill-set, and experience.

Occupational Safety and Health Administration—Process Safety Management

Farmers rely on their local cooperatives to supply the inputs needed to grow crops
safely and efficiently. One of the many inputs farmers rely on to return nutrients
to the soil is anhydrous ammonia, a safe and cost-effective fertilizer with low envi-
ronmental impact. As is the case with most commercially sold chemicals, these fa-
cilities already comply with extensive storage, handling, and security regulations for
anhydrous ammonia under the direction of the EPA as well as the DHS and DOL’s
Occupational Safety and Health Administration (OSHA), helping to ensure a safe
and secure work environment for employees and the local community.

However, on July 22, 2015, OSHA issued a revised policy for the retail facility
exclusion under the Process Safety Management (PSM) Standard (29 CFR
1910.119). Since 1992, OSHA’s policy has been that an establishment was exempt
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from PSM coverage if it “derived more than 50 percent of its income from direct
sales of highly hazardous chemicals to the end-user.” The new policy states: “Only
facilities, or the portions of facilities, engaged in retail trade as defined by the cur-
rent and any future updates to sectors 44 and 45 of the NAICS Manual may be af-
forded the retail exemption at 29 CFR 1910.119(a)(2)(i).” Therefore, unless a facility
is in NAICS 44 or 45 and holds threshold quantities of highly hazardous chemicals
(NH3—10,000 Ibs, aqua ammonia—15,000 lbs), they are now subject to PSM.

These unexpected changes will place a significant time and cost burden on agri-
cultural retailers—approximately 3,800 will be subject to new PSM standards.
OSHA estimated the cost of compliance with PSM standards at $2,100 per facility.
However, industry estimates costs will be approximately $30,000 for initial compli-
ance, $12,000 for annual compliance, $18,000 for 3 year audit, making OSHA’s ini-
tial estimate way off by several factors. These estimates do not include the cost of
potential upgrades which could easily exceed $70,000 per facility if the facility needs
to replace one anhydrous ammonia storage tank.

Until OSHA issued its Process Safety Management (PSM) retail exemption en-
forcement memo, farm supply retailers were always exempt from the PSM regula-
tions. The PSM standards are intended for chemical manufacturers, not agricultural
retailers and other retail businesses that sell directly to end-users. OSHA’s memo
is contrary to over 2 decades of their own enforcement. As a result, many farm sup-
ply retailers, including our member cooperatives, are either consolidating facilities
or exiting the anhydrous ammonia business altogether. These outcomes could reduce
the supply of fertilizer and its delivery logistics, drive up the price of food, and ulti-
mately hurt American agriculture’s ability to produce an abundant food supply.

Congress sent OSHA a clear message to withdraw the memo in the Consolidated
Appropriations Act of 2016 with the inclusion of an explanatory statement that pro-
hibited OSHA from using funds to implement the retail exemption memo unless it
goes through the formal rulemaking process and the Census Bureau creates a new
North American Industry Classification System (NAICS) code under either Sector
44 or 45 for farm supply retailers. In response to the Congressional directive, OSHA
indicated that they are unwilling to follow the will of Congress and withdraw the
memo. Therefore, we have requested that the Appropriations Subcommittee on
Labor, Health, and Human Services, Education, and Related Agencies include the
following directives in the statutory text (not just the explanatory statement or re-
port language) of their appropriations bill:

(1) OSHA should withdraw the July 22 memo and submit the proposed rule
change for full notice and comment rulemaking to allow for adequate stake-
holder input.

(2) OSHA should submit the rule change for an independent third-party cost
analysis.

(8) Congress should include similar language in the actual text of the FY 2017
Labor HHS Appropriations bill.

Food Safety Modernization Act Implementation

NCFC is very supportive of science- and risk-based enhancements to our nation’s
food safety system and have been actively engaged as the Food and Drug Adminis-
tration (FDA) implements the Food Safety Modernization Act (FSMA). Our associa-
tion and members appreciate FDA’s outreach to the agricultural community as it
elicited feedback, evaluated public comments, and updated regulations to make
them more appropriate for diverse operations.

Many of our farmer cooperatives were able to modify their operations as the regu-
latory processes played out and get out head of the changes the regulations would
mandate. However, given the sheer size of FSMA and the multitude of regulations
needed to implement the law, producers and farmer-owned cooperatives have had
to, and will continue to make, significant adjustments to the way they do business;
these changes are not without significant costs.

While many improvements were made through FSMA, there are still parts of the
regulation that remain overly burdensome, duplicative, and many of which do not
actually result in a safer food supply. We continue to encourage FDA to consider
the additional costs, staff time, and record-keeping as operations adapt the way they
do business and retain records. FDA must ensure that any increase in regulation
is justified by measurable food safety benefits and that there is flexibility to ensure
that entities can continue to stay profitable while addressing actual risks that are
present.

Specific to the Feed Rule, there have been ongoing discussions regarding the use
of current Good Manufacturing Practices (CGMPs) in lieu of preventive controls to
mitigate animal feed manufacturing risks and hazards wherever applicable. Use of
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CGMPs to mitigate these risks and hazards would not mean a CGMP is a preven-
tive control. NCFC strongly supports this approach and urges FDA to issue a formal
written concurrence to ensure that stakeholders and FDA staff have a clear under-
standing of this important issue.

For some of our cooperatives, the Preventive Controls Rule has necessitated a re-
write of their Food Safety Plans and a change in focus from critical control points
to preventive controls for all risks. However, a majority do not believe that this has
necessarily changed any assessment or analysis of the risks inherent in their busi-
ness, but rather just the written plans for addressing those risks, which clearly re-
quired significant staff time and resources.

The FDA’s enforcement of the Preventative Controls Rule and others will be the
telling factor. We hope FDA will approach industry with a sense of a cooperative
effort to ensure food safety for the public, a common goal shared with FDA by NCFC
and our cooperatives. Additionally, precipitous use of the administrative detention
or mandatory recall could cause market disruption, economic harm, and consumer
confusion. We encourage FDA to act thoughtfully and in consultation with the oper-
ations affected in these situations.

Last, we have remaining trepidations concerning the Sanitary Transportation
Rule. We are apprehensive that the rule may be detrimental to the use of byprod-
ucts for cattle feed. Currently, some of our members are working with third party
dairies or ranchers and have a workable program for cattle feed or soil amendments.
Some of the restrictions in the Sanitary Transportation Rule may cause our mem-
bers to cease using these outlets and turn to landfills instead. Many industries have
developed a sustainable and cost-effective way to manage byproducts of processing
facilities and NCFC does not wish to see the new requirements hinder a process
that has ample benefits and has been working successfully for many years.

The regulatory hurdles faced by producers and their cooperatives outlined above
are certainly not all inclusive; there are dozens of more minor issues whose costs,
on their own, may not seem to be unreasonable but, when taken as a whole, impose
real increases in the cost of production. It should be noted, however, that agriculture
is not reflexively against any regulation. There are many examples of sensible regu-
lations that address real needs, are science-based, and whose benefits outweigh
costs; further, there are many examples of regulatory agencies working collabo-
ratively with stakeholders to develop targeted, sensible programs to address com-
mon goals. Such a process, however, often requires more resources than simply im-
posing top-down regulatory requirements and depends on public confidence in regu-
latory agencies.

Finally, it should also be noted that farmers, ranchers, and cooperatives face regu-
lations beyond those imposed by government. Increasingly, we are seeing what we
call “regulation by retail.” Many food companies and retailers, responding to what
they see as consumer demands, are asking much more of our farmers and coopera-
tives in terms of sustainability, animal welfare, and other issues. Agriculture has
great stories to tell in many of these areas; however, much work remains in helping
to bridge the gap between farmers and manufacturers or retailers. While much of
this work will be done by the private-sector, USDA has been playing an important
role in public education about agriculture and we hope to see this work continue
in the future.

Market Promotion & Accessibility

Trade is vital to the continued prosperity of cooperatives and their farmer and
rancher members. With over 95 percent of the world’s population living outside of
the United States, our agricultural producers need foreign markets to grow demand
and programs that serve as catalysts to increased market access.

I encourage this Subcommittee to continue its strong support of export programs
that are vital to maintaining and expanding U.S. agricultural exports, counter sub-
sidized foreign competition, meet humanitarian needs, protect American jobs, and
strengthen farm income.

Market Access Program

The Market Access Program is of particular importance, both because it is a vital
tool used by producers and their cooperatives to market products overseas, and be-
cause it represents such a good investment of taxpayer dollars with a 35 to 1 return
on every dollar spent under the program.

Many specialty crop producers view MAP, above all other programs, as their ‘farm
safety net’ program. The ability of cooperatives to use MAP helps give individual
farmers the ability to market their products overseas, which they otherwise would
not be able to do on their own.
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Accessibility

Additionally, NCFC strongly supports provisions that improve accessibility and
bring neutrality of form to the Fruit & Vegetable Snack Program. Allowing dried,
canned, frozen, and fresh fruits and vegetables to be offered through the Snack Pro-
gram will give schools more choice in what they offer, and as a result more children
to benefit from the program. Doing so ultimately also is an efficient use of taxpayer
dollars as often dried, canned, and frozen fruits and vegetables are more the more
affordable option. All of these efforts work to increase the consumption of healthy,
nutrient-rich fruits, vegetables, and nuts. NCFC has long advocated that eligibility
in nutrition programs should be based on the nutritional and health properties of
food, which are not distinguishable between fresh, frozen, canned, or dried forms of
fruits, vegetables, and nuts.

The American Institute for Cancer Research supports the consumption of all
forms stating, “Canned and frozen fruits not only offer great nutrition, but they are
inexpensive and convenient ways to make sure we maximize the variety and num-
ber of fruit servings needed to protect our health.” Not only is expanding the pro-
gram in line with sound science and the Dietary Guidelines, but it also empowers
local school districts to decide which forms best fit the needs of their students from
a nutritional and economic perspective.

Specialty Crop Block Grants

Since 2006, the Specialty Crop Block Grant Program (SCBGP) has served to im-
prove the competitiveness of specialty crops. While specialty crops have access to re-
search and Federal marketing programs, the industry has not had the benefit of a
farm bill direct aid program. To make up for the lack of such a program, the SCBGP
has offered additional Federal assistance to specialty crops. The program delivers
grants to State Departments of Agriculture for projects dealing with many of the
issues touched on in my testimony—education, research, food safety, pest and plant
health, and marketing and promotion—as they relate to the specialty crop industry.
In Fiscal Year 2015, 755 grants were awarded to fund integral specialty crop
projects. One example of the important projects funded by the program is a project
that included a partnership with the University of Arizona to improve food safety
by increasing the speed, accuracy, and affordability at which E. coli can be detected.
As food safety continues to be a focus of regulators and consumers, this research
fp}(flys an imperative role in protecting consumers and increasing consumer con-
idence.

In conclusion, I realize that this testimony covers a lot of ground, some of which
may be outside the jurisdiction of the Subcommittee, but these issues are no less
important and impactful to the cost of production and overall farm economy, and
are worthy of your oversight. Especially at a time when producers across the coun-
try are facing tight margins, we must identify ways for our agriculture sector to
prosper, and reduce the burden and uncertainty that threatens to hold back invest-
ment and growth across the agricultural sector.

Thank you again for the opportunity to testify today and I look forward to your
questions.

The CHAIRMAN. Thank you, Mr. Conner, and you were a perfect
5 minutes. That was great.

We will see if you can do the same, Mr. Secretary. The next wit-
ness, the Honorable Jeff Witte, Secretary/Director, New Mexico De-
partment of Agriculture in Las Cruces, New Mexico, on behalf of
the National Association of State Departments of Agriculture.

STATEMENT OF HON. JEFF M. WITTE, SECRETARY/DIRECTOR,
NEW MEXICO DEPARTMENT OF AGRICULTURE; MEMBER,
BOARD OF DIRECTORS, NATIONAL ASSOCIATION OF STATE
DEPARTMENTS OF AGRICULTURE, LAS CRUCES, NM

Mr. WITTE. Thank you, Mr. Chairman. That is a hard act to fol-
low.

Chairman Davis, Ranking Member DelBene, and Members of the
Subcommittee, good morning, and thank you for the opportunity to
testify today on the farm economy and factors impacting the costs
of production.
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I am going to provide an abbreviated version of my full testi-
mony, which will be submitted and has been submitted for the
record.

As the Chairman said, my name is Jeff Witte and I serve as New
Mexico’s Secretary of Agriculture and a Member of the Board of Di-
rectors of the National Association of State Departments of Agri-
culture. I also had the opportunity to serve on the EPA Local Gov-
ernment Advisory Committee. My department is responsible for a
wide range of regulatory programs including pesticide use under
the Federal Insecticide, Fungicide, and Rodenticide Act. In my var-
ious roles, I protect consumers, promote agriculture, and oversee
producers through a host of regulatory programs. I sit before you
today to discuss the successes, challenges and solutions around sev-
eral Federal regulatory actions impacting our rural economies.

One key success to highlight is the State Managed Pollinator
Protection Plan, or the MP3 program. These plans facilitate col-
laborative relationships between beekeepers and growers. They are
a proven success in many states, and we appreciate EPA’s support
to date in using MP3s as a non-regulatory risk mitigation vehicle.
We see this model as a possible tool in other areas including
biotech coexistence.

However, there are a number of challenges impacting agriculture
producers and state agencies across the country. I want to high-
light two provisions from EPA’s final Worker Protection Standard
Rule from last fall that illustrates some regulatory burdens on agri-
culture that could have been avoided: the Application Exclusion
Zone, and the designated representative provision. The AEZ creates
a 100" buffer, prohibiting appropriate pest mitigation facilities
around the application, within 100" of the application equipment.
Even though EPA is working on interpretive guidance, stating that
the AEZ goes beyond the Agency’s intent, the guidance does not
carry the authority of a codified Federal regulation and is subject
to interpretation. And EPA’s designated representative provision
requires providing 2 years of pesticide application records to any-
one who claims to represent a worker who has been on an oper-
ation over the past 2 years. We feel these initiatives were imple-
mented in violation of the Agency’s obligations under FIFRA, the
Administrative Procedures Act, and various Executive Orders. Nei-
ther provision provides any enhanced regulatory benefits but both
place additional economic burdens on producers. We have ex-
pressed our strong concern that EPA did not included the des-
ignated representative provision in the final rule it provided to this
Committee as required under FIFRA, and we appreciate Chairman
Conaway and Ranking Member Peterson for their engagement on
this matter.

Another challenge is EPA’s proposed Certification of Pesticide
Applicators Rule, which will significantly impact states by requir-
ing significant overhauls to the state programs. We feel EPA great-
ly understated the impacts to the states and the regulated commu-
nity, and this will be one unnecessary burden on the states and our
producers. Furthermore, states conduct robust investigations of al-
leged pesticide exposure incidents and have provided EPA with vol-
umes of data showing overwhelming compliance by the regulated
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community. It is disheartening to see that EPA does not incor-
porate that provision into the regulatory decisions.

Another regulatory challenge that producers face involves the im-
plementation of the Food Safety Modernization Act, which dramati-
cally changes the approach to food safety and will require a long-
term commitment to continuing education from all of us. The full
cost to farmers to implement FSMA is still unknown, but depend-
ing upon the size, estimates have reached up to $100,000 a year.
State Departments of Agriculture are working with the FDA to
bring expertise to the new framework, but we estimate the need of
at least 5100 million annually to state programs to implement this.
Further, NASDA is working with the FDA to find a balance on
water policy and its Produce Safety Rule.

States have long been partners with the Federal agencies to
serve as co-regulators for many of the regulations imposed by the
Federal agencies. Regulatory initiatives often lack consultation
with state regulatory agency partners and are implemented with a
lack of compliance with controlling statutes. This causes regulatory
confusion not only to the intended recipient of the regulation but
to the partner who has on-the-ground responsibility. Federal agen-
cies must do better to consult in a robust and meaningful way with
state regulatory partners. Further, our Federal partners must com-
ply with the Administrative Procedures Act and other controlling
statutes to develop scientifically sound and consistent regulations
that allow agricultural producers to continue to do their jobs.

I appreciate the opportunity to testify before you today and wel-
come any questions.

[The prepared statement of Mr. Witte follows:]

PREPARED STATEMENT OF HON. JEFF M. WITTE, SECRETARY/DIRECTOR, NEW MEXICO
DEPARTMENT OF AGRICULTURE; MEMBER, BOARD OF DIRECTORS, NATIONAL
ASSOCIATION OF STATE DEPARTMENTS OF AGRICULTURE, LAS CRUCES, NM

Introduction

Chairman Davis, Ranking Member DelBene, and distinguished Members of the
Subcommittee on Biotechnology, Horticulture, and Research: good morning and
thank you for the invitation to testify on the important subject of the farm economy
and factors impacting the cost of production. I appreciate the opportunity to share
a state agency perspective on this important topic.

My name is Jeff Witte, and I proudly serve as New Mexico’s Secretary of Agri-
culture and as a Member of the Board of Directors for the National Association of
State Departments of Agriculture (NASDA). NASDA represents the commissioners,
secretaries, and directors of the State Departments of Agriculture in all fifty states
and four territories. State Departments of Agriculture are responsible for a wide
range of programs including food safety, combating the introduction and spread of
plant and animal diseases, and fostering the economic vitality of our rural commu-
nif):iies. Environmental protection and conservation are also among our chief respon-
sibilities.

In forty-three states and Puerto Rico, the state department of agriculture is the
lead state agency responsible for the regulation of pesticide use under the Federal
Insecticide, Fungicide, and Rodenticide Act (FIFRA).1

In New Mexico, my department is responsible for a wide range of regulatory and
licensing programs including: apiary registration; commercial feed registration;
dairy permitting; egg dealer licenses & registration; fertilizer & soil conditioner reg-
istration; nursery licenses; pesticides; weighmaster licenses; and weights & meas-
ures licensing & registration.

I am intimately familiar with the regulatory process and the impact and chal-
lenges regulations have on the producers in my state. For those who may not be

17 U.S.C. §136, et. seq.



138

overly familiar with New Mexico, I invite you all to visit and experience the rich
diversity of our specialty crop industries, which include: chiles (our signature crop);
pecans; onions; greenhouse & nursery production; an emerging aquaponics industry;
and countless other innovative and growing agricultural sectors.

I also serve on EPA’s Local Government Advisory Committee (LGAC), which is
a formal advisory committee, chartered under the Federal Advisory Committee Act 2
and has been in existence since 1993. The Committee is composed primarily of elect-
ed and appointed local officials, along with several state representatives, environ-
mental interest groups, and labor interests from across the country. The LGAC pro-
vides advice and recommendations that assist the EPA in developing a stronger
partnership with local governments through building state and local capacity to de-
liver environmental services and programs.

In my various roles, I protect consumers, promote agriculture, and oversee pro-
ducers through a host of regulatory programs.

Successes, Challenges & Solutions

I sit before you today to discuss some of the Federal partnerships and initiatives
that are working well, highlight a few areas where the regulatory process—or lack
thereof—has resulted in significant negative economic impacts to our producers.
And finally, I will offer some solutions to ensure our growers, ranchers, and other
agricultural stakeholders are able to continue to produce our nation’s food, fiber,
and fuel in a productive and collaborative manner while ensuring we have the safest
food supply in the world.

Successes

One on-going success story that epitomizes the strength and value of the U.S. ag-
ricultural community is known as the State Managed Pollinator Protection Plan,
commonly referred to as an “MP3.”

The State Departments of Agriculture, individually and collectively, have been ac-
tively engaged in identifying the various challenges surrounding bee health, and
more importantly, developing partnerships on the state level to bring forward solu-
tions so beekeepers, growers, applicators, and other agricultural stakeholders are
able to continue to produce our nation’s food, fiber, and fuel in a collaborative and
productive manner.

There are numerous and complex factors associated with bee health, including:
parasites and diseases, lack of genetic diversity, need for improved forage and nutri-
tion, need for increased collaboration and information sharing, and a need for addi-
tional research on the potential impacts certain pesticides may have on honey bee
health. The multitude of these stressors do not lend themselves to a single, uniform
solution that will successfully address all of these variables across the diverse and
robust agricultural community in all fifty states and four territories. However, the
MP3 model utilizing the State Departments of Agriculture as the vehicle to unify,
discuss, and develop best management plans has resulted in improved pollinator
health and a more productive and synergetic relationship between beekeepers, grow-
ers, applicators, and other agricultural stakeholders. In fact, this model is already
a proven formula in a number of states (California,® Colorado,* Florida,5 Mis-
sissippi,® and North Dakota 7).

MP3s are built on robust communication efforts, Best Management Plans (BMP),
and Integrated Pest Management (IPM) programs specifically crafted to serve and
support local agricultural practices and to ensure informed and workable solutions
are developed and implemented through public-private partnerships at the state
level to achieve sound policy initiatives. We appreciate the support and partnership
we have received from our partners at EPA, to date, in identifying MP3s as a suc-
cessful, non-regulatory vehicle to achieve risk mitigation and enhance collaboration
across the agricultural stakeholder community, and we note the White House’s Na-

25 U.S.C. Appendix 2 (1972).

3 California Department of Food and Agriculture. 2014. Bee and Beehive Information.
http: | Jwww.cdfa.ca.gov [ plant [ pollinators [ index.html.

4Colorado Environmental Pesticide Education Program. Pollinator Protection 2013. http://
www.cepep.colostate.edu | Pollinator%20Protection | index.html.

5Florida Department of Agriculture and Consumer Services. 2014. Florida Bee Protection.
http: | |www.freshfromflorida.com | Divisions-Offices | Agricultural-Environmental-Services | Con-
sumer-Resources | Florida-Bee-Protection.

6 Mississippi Honeybee Stewardship Program. 2014, http://www.msfb.org/public_policy/
Resource%20pdfs | Bee%20Brochure.pdf.

7North Dakota Department of Agriculture. 2014. North Dakota Pollinator Plant. A North Da-
kota Department of Agriculture Publication. Atip://www.nd.gov/ndda/files/resource/
NorthDakotaPollinatorPlan2014.pdf.
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tional Strategy to Promote the Health of Honey Bees and Other Pollinators® recog-
nizes the MP3 as a model for success.

At the same time, we do have significant concerns with a current policy proposal
EPA published for public comment that is currently under review. In this policy pro-
posal, EPA identified 76 active ingredients that will impact over 3,500 crop protec-
tion tools as potentially “acutely toxic to honeybees” and subject these tools and uses
to enhanced label restrictions. We are concerned with both the process and the sub-
stance of this proposal, neither of which are FIFRA compliant or based on a sound,
science-based risk assessment approach. So we ask this Subcommittee to help en-
sure EPA’s regulatory proposals are compliant with their obligations under FIFRA
and consistent with their role as regulatory partners with the State Departments
of Agriculture. We feel it is equally as important to allow the MP3s to continue to
succeed before proceeding with any further regulatory action.

We see great value and applicability with the MP3 model as a tool to drive solu-
tions for other challenge areas within the farm gate, and we are encouraged with
USDA’s Federal “Advisory Committee on Biotechnology & 21st Century Agriculture”
(AC21) interest in evaluating the MP3 model as a possible vehicle to address some
of the challenges around coexistence issues.

From the state perspective, we see the MP3 model as a means to cultivate public-
private partnerships, and facilitate informed, science-based solutions that will ad-
dress the various challenges around pollinator health, coexistence issues, and other
complex matters. We stand ready to continue to work with EPA, USDA, and all of
our Federal partners in applying a model of collaboration and communication to
every challenge we face.

Continuing the theme of “Success” and as we begin to look towards the next farm
bill, there are two programs I want bring to your attention today that have seen
great success and effectiveness in carrying out their respective missions. The first
g known as the “Section 10007” Program and the other is the Specialty Crop Block

rants.

First, I want to commend this Subcommittee, the full Committee, APHIS and the
grower groups involved with the “Section 10007” program under the 2014 Farm Bill.
As you all well know, this program provides funding for Federal, state, Tribal, and
nongovernmental efforts to protect U.S. plant health across the country. This pro-
gram brings a broad range of stakeholders together to proactively identify and
achieve plant health protection goals through the Plant Pest and Disease Manage-
ment & Disaster Prevention Program and the National Clean Plant Network. This
model facilitates cooperation and collaboration between Federal, state, and impacted
partners, and we feel this model has great promise and applicability to address
some of the animal health and disease challenges on the livestock side.

Second, I want to note the significant value of USDA’s Specialty Crop Block Grant
program (SCBGP), which is another critical area of collaboration between the State
Departments of Agriculture, the specialty crop industry, and USDA. Since 2009, the
State Departments of Agriculture have distributed nearly $393 million dollars in
grants to 5,400 project partners that have enhanced the competitiveness of specialty
crops in the United States. These projects are not just increasing consumer access
to safe and healthy food but are expanding economic opportunities across rural
America.

While we highlight this program as a success and are pleased with both the ex-
panded funding and the establishment of the Specialty Crop Multi-State Program
(SCMP) in the 2014 Farm Bill, we have growing concerns that the flexibility the
SCBG program was built upon is eroding due to increased and unnecessary bureau-
cratic processes. This is especially evident in the establishment of certain perform-
ance measures for the program. While we all want to ensure the wise use of tax
dollars, we are concerned these bureaucratic requirements—especially new sales re-
porting requirements for marketing projects—are simply not feasible for many of
the kinds of projects that have made this program so successful, and we ask this
Subcommittee to take these concerns into consideration as we work towards the
next farm bill.

Challenges

Unfortunately, there are a number of challenges impacting, complicating, and
frustrating agricultural production across the county and the state agencies tasked
with conducting on the ground compliance and enforcement activities. Those chal-
lenges include, but are not limited to: EPA’s Agricultural Worker Protection Stand-

8White House. (2015). National Strategy to Promote the Health of Honey Bees and Other Polli-
nators.  Retrieved from: hitps:/ /www.whitehouse.gov / sites | default/files | microsites /ostp |
Pollinator%20Health%20Strategy%202015.pdf.
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ards (WPS); EPA’s proposed Certification of Pesticide Applicator Rule; EPA’s Waters
of the U.S. rule (WOTUS); EPA’s National Pollutant Discharge Elimination System
(NPDES) duplicative regulatory framework; EPA’s proposal to Mitigate Exposure to
Bees from Acutely Toxic Pesticide Products; implementation of the Food Safety Mod-
ernization Act (FSMA); the Department of Labor’s H2—A program; and numerous
other regulatory initiatives or proposals currently pending in the Federal Register.
I recognize WOTUS and the NPDES issues are not necessarily the focus of today’s
hearing, but I would be remiss not to mention the potential devastating impact
these regulatory initiatives hold for agriculture across the country, and I refer this
Subcommittee to my testimony last March in front of the House Agriculture Sub-
committee on Conservation and Forestry for more information on those issues.

Worker Protection Standards

Last fall, EPA promulgated its final Worker Protection Standard rule that in-
cluded numerous regulatory compliance and record keeping burdens with no defin-
able regulatory benefits. We were especially disappointed with EPA’s lack of compli-
ance with its own obligations and requirements under: FIFRA; the Administrative
Procedures Act (APA);® the Unfunded Mandates Reform Act (UMRA); 10 the Regu-
latory Flexibility Act (RFA); 1! and Executive Orders 1313212 and 13563.13

I want to elaborate briefly on two specific provisions included the final WPS rule
that illustrate the negative consequences of a lack of adherence to the rulemaking
process. First is the final changes to the Application Exclusion Zone (AEZ) and the
second is the “designated representative” provision, which essentially allows anyone
to arrive at a farming operation and demand an accounting of records related to pes-
ticide applications over the past 2 years.

EPA’s insertion and final articulation of the AEZ provision goes far beyond the
Agency’s stated intent and creates a 100" buffer surrounding the application equip-
ment that, according to the regulations now in place, extends beyond the agricul-
tural establishment. This provision effectively constitutes a “taking” of the grower’s
land and prohibits appropriate pest mitigation activities if there is any kind of
structure, permanent or otherwise, inhabited or vacant within 100 of the agricul-
tural establishment. Furthermore, any individual standing or a passing vehicle
within 100’ of the property can effectively cease the grower’s application activity.

I should point out that EPA’s Office of General Counsel (OGC) is working to issue
interpretive guidance stating these unintended consequences go beyond the Agency’s
intent. However, I must also emphasize that such guidance does not carry the
weight and authority of a codified Federal regulation, and courts may have a dif-
ferent interpretation from EPA’s OGC on this matter. Unless and until EPA corrects
and amends the regulation, this provision will continue to impose unreasonable reg-
ulatory and economic burdens for producers and subject state lead agencies to en-
force unworkable regulations.

In addition to the AEZ, EPA included the “designated representative” provision
which places an extraordinary burden on growers to produce a full accounting of 2
years of application records to anyone who arrives on their farm with a piece of
paper claiming to represent a worker who may have been on that establishment at
some point over the past 2 years. If the agricultural employer does not produce
these records they subject themselves to enforcement actions. If the agricultural em-
ployer does produce these records, the individual requesting them is free to use
them for any purpose, propaganda, anti-marketing, litigious or otherwise that he or
she sees fit.

The most frustrating part of the AEZ and “designated representative” provisions
is that these oversights and misguided initiatives were implemented outside of the
Federal rulemaking process, in conflict with the information and input from EPA’s
state regulatory partners and the regulated community, and in violation of the
Agency’s obligations under FIFRA, the APA, and various Executive Orders. Perhaps
worst of all, neither provision provides any enhanced regulatory protections or bene-
fits. These realities, however, do not mitigate the economic burdens and liability our
producers will be forced to absorb under this final Federal regulation.

We know EPA did not include the “designated representative” provision in the
final rule it provided to this Committee, as the Agency is required to do so under
FIFRA. We have expressed our strong concern and disappointment with EPA’s lack

95 U.S.C. §500, et. seq.

102 U.S.C. §1501.

115 U.S.C. §601, et. seq.

12 Executive Order No. 13132, Federalism, 64 FR 43255 (1999).

13 Executive Order No. 13563, Improving Regulation and Regulatory Review, 76 FR 3821
(2011).
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of consultation with their state regulatory partners, and we want to thank Chair-
man Conaway and Ranking Member Peterson for their attention and on-going en-
gagement on this matter.

These rulemaking and process decisions have consequences. According to EPA,
the WPS rule will impact an estimated 300,000 or more small farms, nurseries, and
greenhouses, plus many hundred small commercial entities such as aerial and
ground applicators contracted to control pests. EPA stated in its own economic anal-
ysis it could not quantify the complete economic impact of the rule. We agree with
that conclusion, and we feel EPA’s economic analysis significantly underestimated
both the number of impacted operations and the true cost this rulemaking will have
on the regulated community and the state regulatory agencies.

The new regulations will also require significant staff time to provide outreach to
workers, handlers, applicators, agricultural employers, trainers and other stake-
holders. For example, trainers will now require retraining, and, according to EPA’s
implementation timeline, this retraining must take place during the same period
the state agencies are expected to conduct outreach and education to the producers
in their states. In addition, the average actual on-site inspection under the former
WPS rule averaged 3 hours in duration, but under the new rule these same inspec-
tions are anticipated to require approximately 50% more time due to the enhanced
record keeping and site information requirements.

Equally concerning is that EPA is implementing the WPS rule with all of these
enhanced regulatory burdens and record keeping requirements, but it has yet to
provide educational resources or training materials to assist their state partners or
the regulated community to understand the new requirements or how to comply
with them. This approach to regulatory activity is in direct conflict with the funda-
mental principle of “educating before you regulate.”

Without a sound and transparent regulatory framework and the resources nec-
essary to educate the regulated community on how to comply, all EPA has created
is another economic burden on the men and women who produce our nation’s food,
fiber, and fuel. It is absolutely essential for EPA to correct the oversights in the
WPS rule and provide their state partners and the regulated community the time
and educational resources necessary to “educate before we regulate.”

Certification of Pesticide Applicators

Similar to the Worker Protection Standards rule mentioned above, states have
s%lgniﬁcant concerns with EPA’s Certification of Pesticide Applicators pending rule
changes.

As written, the proposed rule will significantly and uniquely affect small govern-
ments and the state lead agencies charged with implementing the proposed changes.
In the vast majority of states, the proposed rule will require comprehensive regu-
latory changes and/or new state legislative authorities, additional training, staff
time, and resources for both the state regulatory agency and regulated community
that go far beyond EPA’s Economic Analysis (EA) estimates in order to develop, im-
plement, and comply with the proposed changes.

If EPA promulgates a final rule as written, without fundamentally and com-
prehensively changing substantial portions of its proposal, the end result will re-
quire a significant number of state lead agencies to terminate administration of
their certification programs and revert this responsibility and cost back to EPA. In
short, EPA’s proposed rule incentivizes both the state regulatory agencies and the
regulated community to respond to the implementation and compliance require-
ments in a manner that is in direct conflict with the stated objectives for publishing
this proposed rulemaking.

This is not a trivial matter as EPA estimated the proposed rule will impact over
800,000 small farms and over 400,000 commercial applicators, and unfortunately,
EPA’s EA did not fully and accurately account for the costs associated with imple-
menting, complying, and enforcing the proposed changes. As a result, the states con-
ducted our own economic analysis of the proposed rule using the Texas A&M
AgriLife Extension Service, Agricultural Economics, Agricultural & Environmental
Safety’s economic model, which found the actual estimated cost to state programs
will increase by multiple factors of ten above what EPA estimated. Applying the
Texas A&M economic model to all fifty states and four territories clearly dem-
onstrates EPA did not satisfy the requirements under UMRA.14

EPA claims the primary economic benefits are monetized benefits from avoided
acute pesticide incidents, qualitative benefits that include reduced latent effects of
avoided acute pesticide exposures, and reduced chronic effects from lower chronic
pesticide exposures (chronic diseases). To support this claim, EPA cites estimates of

142 U.S.C. §1501.
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poorly reported data and anecdotal evidence from poison control centers. At the
same time, EPA acknowledges the lack of economic integrity in these numbers, and
subsequently notes it is “not able to quantify the benefits expected to accrue from
the proposed changes.”

It is inappropriate for EPA to indicate or imply a causal association between these
incomplete data sources to any estimated benefits, and as the Secretary of a state
agency, I consider it highly inappropriate to estimate benefits of a proposed rule-
making on possible associations when there is no scientific evidence supporting such
causal connections.

Furthermore, EPA is intimately familiar with the routine and robust investiga-
tions state lead agencies conduct in response to alleged pesticide exposure incidents,
and we are disappointed EPA has drawn various conclusions through unknown and
unsubstantiated data to support the EA’s estimated benefits associated with this
proposed rule. I want to contrast this dynamic with the reality that states provide
EPA with volumes of data showing overwhelming compliance by the regulated com-
munity, and it is disheartening, at best, to see EPA does not discuss or incorporate
that information into its regulatory decisions.

In addition to the understated costs to the state lead agencies, EPA failed to ac-
count for a number of factors impacting the regulated community. For example, the
Small Business Administration’s Advocacy Review (SBAR) Panel (hereinafter
“Panel”) reviewed this proposed rule and found “the rule will impose unnecessary
and unjustified burdens on [small businesses] and that alternatives exist that would
reduce the economic impact of the rule on small entities while still accomplishing
the agency’s objectives.” 1> The Panel noted “EPA did not estimate travel expenses
for applicators to obtain training or take exams for certification or recertification,”
which will “. . . impose excessive costs in operating their businesses as a result of
increased time away from the job, travel expenses to attend recertification trainings,
and the class fee for attending the CEUs.” 16 The Panel further determined “EPA’s
proposal will result in decreased training and education rather than the agency’s
goal of increased training and education.” 17

The Texas A&M Economic Model and the SBA Panel’s findings are greatly con-
cerning and further demonstrate EPA’s significant inaccuracies in the actual esti-
mated costs and alleged benefits of the proposed rule. We should all be concerned
with the lack of thoroughness around EPA’s economic analysis. We have asked EPA
to specifically address and respond to the Panel’s written comments and rec-
ommendations, as required under the Small Business Jobs Act of 2010,'8 before tak-
ing any further actions with this rulemaking, and I ask this Subcommittee to con-
tinue its oversight of EPA’s actions in this process to ensure this proposed rule-
making does not become one more unfunded mandate on the states and one more
unnecessary regulatory burden and cost to our producers.

In addition to understating the economic impact to state agencies and the regu-
lated community and incentivizing actions contrary to the proposal’s stated objec-
tives, we are troubled by EPA’s lack of compliance with its requirements under:
FIFRA; Regulatory Flexibility Act (RFA);1° and Executive Orders 1313220 and
13563.21

EPA claimed to have “identified the potential for harmonized minimum require-
ments to enhance state-to-state reciprocity of applicator certifications . . .”22 The
Agency cited this claim as justification for mandating enhanced national minimum
requirements across all fifty states and territories. In essence, EPA proposed to re-
quire all state, tribal, and territorial authorities to develop and implement a certifi-
cation program equivalent to the most robust and comprehensive framework cur-
rently in existence. As a result, the proposed rule would place significant undue
hardships and enhanced requirements on the vast majority of state certification pro-

15Panel Report of the Small Business Advocacy Review Panel on EPA Planned Revisions to
Two Related Rules: Worker Protection Standards for Agriculture and Certification of Pesticide
Applicators.

16 Panel Report of the Small Business Advocacy Review Panel on EPA Planned Revisions to
Two Related Rules: Worker Protection Standards for Agriculture and Certification of Pesticide
Applicators.

17]d.

18 Pub L. No. 111-240 § 124 Stat. 2504 (2010)

195 U.S.C. §601, et. seq.

20 Executive Order No. 13132, Federalism, 64 FR 43255 (1999).

21 Executive Order No. 13563, Improving Regulation and Regulatory Review, 76 FR 3821
(2011).

2280 FR 51369.
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grams, which do not have the staff, resources, or administrative capabilities to ab-
sorb these proposed changes under the proposed implementation timeline.

EPA further stated the proposed action does not contain any federalism implica-
tions and would not have substantial direct effects on the states or the relationship
between the Federal Government and the states. However, the proposal has signifi-
cant federalism implications and is in direct conflict with Executive Order 13132,
which requires “[alny regulatory preemption of state law shall be restricted to the
minimum level necessary to achieve the objectives of the statute pursuant to which
the regulations are promulgated.” 23

The states conducted our own in-depth review of the proposal’s implications on
state regulatory agencies and identified several potential federalism issues where a
significant number of states will be required to amend their state regulations and/
or legislative authority to comply with the proposed rule changes. We ask this Sub-
committee to continue your work and oversight to ensure EPA complies with both
the spirit and intent of Executive Order 13132 and work with their state regulatory
partners to further review and resolve all potential federalism issues prior to any
final rulemaking.

EPA noted this proposed rule24 is part of its retrospective review plan; however,
EPA did not include specific plans or identify specific measures needed to effectively
evaluate the stated objectives of the proposed rule as required under Executive
Order 1356325 and the retrospective review for ex post evaluation.

The ex post evaluation under the retrospective review is essential to gauge wheth-
er the proposed rule was “designed and written in ways that facilitate evaluation
of their consequences and thus promote retrospective analyses and measurement of
‘actual results.’”26 So we ask this Subcommittee to continue your work and over-
sight to ensure EPA identifies, articulates, and publishes the specific criteria it will
use to analyze and measure the success of the proposed rule before taking any fur-
ther action with this rulemaking.

In the preamble,2? EPA also referenced Executive Order 12866,28 which requires
“lelach Agency shall identify the problem it intends to address (including, where ap-
plicable, the failures of private markets or public institutions that wa