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THE SPREADING IMPACT OF THE FARM CRISIS

THURSDAY, SEPTEMBER 19, 1985

CONGRESS OF THE UNITED STATES,
JoIiNT Economic COMMITTEE,
Washington, DC.

The committee met, pursuant to notice, at 10 a.m., in room 210,
Cannon House Office Building, Hon. David R. Obey (chairman of
the committee) presiding.-

Present: Representatives Obey and Snowe; and Senators Matting-
ly and D’ Amato.

Also present: Robert J. Tosterud, deputy director; and Dena
Stoner and Dale Jahr, professional staff members.

OPENING STATEMENT OF REPRESENTATIVE OBEY, CHAIRMAN

Representative OBeY. Good morning.

Last February, this committee held a hearing to hear reports on
the farm credit crisis from the State legislators representing 10
Farm Belt States. Those reports included sobering testimony about
the extremely difficult situation farmers were facing in trying to
make ends meet, stay in business, or just hang on to their farms.

In the 7 months since that February hearing, despite what we
have heard about the overall national economic recovery, the farm
economy has gone from bad to worse. For example, net farm
income is now expected to drop this year by almost 40 percent,
while farm production costs are still increasing. That means that
many more farmers are going to be squeezed tighter and tighter.
That has significant implications not just for the farming commu-
nity but for the rural community as well.

We are convening another hearing this morning at a time when
there is clearly an economic crisis in rural America as it relates to
agriculture. But this. crisis is not just ravaging farmers, it’s spread-
ing far beyond that. It is affecting small rural banks and the entire
farm credit system, agriculture-related business and main street
shops, farm equipment and machinery suppliers, and workers in
the factories who build that equipment.

It affects local schools in their ability to maintain local tax sup-
port for their school systems in the face of extreme economic diffi-
culty. And it is taking a terribly heavy toll in human terms on mil-
lions of people in rural America.

We are holding this hearing at the same time that the Congress
is about to begin debate on the 1985 farm bill. In fact, immediately
after this hearing is concluded, I have to go to the Rules Commit-
tee to testify on amendments that a number of us will be offering
to the farm bill when it hits the floor.
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The House debate will begin -on that bill on Friday and continue
on next week. That debate is likely to be contentious, to put it po-
litely. I hope it will also be an informed debate.

One of the problems, frankly, that a number of us from rural
areas face is that farm programs are complicated, and farm prob-
lems are complicated. If you live in the kind of a district which
does not share those problems, it is very difficult to understand the
complexity, much less the implications of farm and credit policy in
rural America. ‘

One of the reasons for this hearing this morning is to try to in-
crease our ability to convey to people from urban districts in this
country, perhaps not an intricate understanding of farm problems
and the problems of rural America in a technical sense, but cer-
tainly we would like to increase the understanding that urban
America has about the human, economic, sociological problems
being faced by rural America which are really every bit as impor-
tant to this country as the numbers which mask them.

Unfortunately, the shape of the debate is largely being deter-
mined by an attitude which I think Secretary Block expressed most
clearly when he indicated that the policy of deregulating agricul-
ture is likely to hurt farmers, decrease food supplies, and increase
prices. But that is a small price to pay for saving the U.S. agricul-
tural industry.

Archie noted once that it is very easy to find comfort in time of
trouble, when the trouble is somebody else’s trouble.

I think all too often that is what we do. It is very easy to urge
someone else to exercise discipline, even while we don’t do it our-
selves. We certainly have that example at the Federal level on the
budget deficit question.

It is often easy to ask someone else to endure economic pain and
social pain, if that pain is not ours to bear.

What I am anxious to do this morning is to hear from three gen-
tlemen on the first panel who represent States who have serious
problems in the farming community.

We will be then hearing from another panel which will describe
in more detail what is happening in human terms in areas that
they deal with every day. I do want to do one thing. I want to
insert at the end of my remarks, a copy of the opening statement
that vice chairman, Senator James Abdnor would have made had
he been able to be here. We scheduled this hearing at a time when
both of us had clear schedules. But as a member of the House Ap-
propriations Committee, I can fully appreciate his problem because
he serves on the Senate Appropriations Subcommittee on Agricul-
ture. He was greeted yesterday by a sudden meeting of that com-
mittee, the markup of their bill, which obviously requires his atten-
tion there this morning, because it is dealing with real dollars. I
wanted to put his statement in the record and indicate that he
shares our concern about the problems we will be discussing.

[The written opening statement of Senator Abdnor follows:]



WRITTEN OPENING STATEMENT OF SENATOR ABDNOR, VICE CHAIRMAN

IT IS A PLEASURE FOR ME TO EXTEND A WARM WELCOME TO OUR
DISTINGUISHED WITNESSES, WHO HAVE VOLUNTEERED THEIR
TIME AND ENERGY TO BE WITH US THIS MORNING.

AND I THANK THE CHAIRMAN FOR CONVENING THIS IMPORTANT
AND TIMELY HEARING. FOR MY FIVE YEARS IN THE SENATE, I
HAVE FELT LIKE A LONE WOLF CRYING IN THE WILDERNESS
ABOUT THE PROBLEMS OF AGRICULTURE AND THE ENTIRE RURAL
ECONOMY, AND I AM GRATEFUL TO THE CHAIRMAN FOR HIS
INTEREST IN THE SUBJECT.

IT'S HIGH TIME FOR WASHINGTON TO WAKE UP TO THE FACT
THAT AMERICA’S HEARTLAND AND AMERICA’'S NUMBER ONE
INDUSTRY ARE ON THE ROPES. MY PRIORITY ON THIS
COMMITTEE HAS BEEN TO GIVE THE VITAL AND IMPORTANT
RURAL SECTOR ITS DUE RECOGNITION AMONGST THE SO-CALLED
WASHINGTON ELITE -- THE POLICY MAKERS AND PUBLIC
OPINION MOLDERS. IT*S A CRYING SHAME THAT IT TAKES
PROBLEMS OF CRISIS-MAGNITUDE TO GET PEOPLE OUT HERE TO
WAKE UP.

RURAL ISSUES ARE NOTHING NEW FOR ME ON THE JOINT
ECONOMIC COMMITTEE. WHEN I JOINED THE COMMITTEE SOME
5-1/2 YEARS AGO, WE CREATED A SUBCOMMITTEE ON
AGRICULTURE WHICH I STILL CHAIR. NO SUBCOMMITTEE HAS
BEEN MORE ACTIVE, I DARE VENTURE TO SAY, SINCE THE FULL
COMMITTEE WAS CREATED IN 1946. THIS YEAR, MY
SUBCOMMITTEE HAS LAUNCHED A RURAL ISSUES INITIATIVE
UNRIVALED.IN BREADTH AND SCOPE.

WE ARE IN THE MIDST OF A COMPREHENSIVE EVALUATION OF
THE ENTIRE RURAL ECONOMY AND SOCIETY. AMONG THE TOPICS
WE ARE ADDRESSING ARE ECONOMIC DEVELOPMENT AND THE
CONDITION OF MAIN STREET, THE RURAL LABOR FORCE,
COMMUNITY SERVICES, EDUCATION, HEALTH CARE, RURAL
FINANCE, PUBLIC WORKS AND INFRASTRUCTURE, TECHNOLOGY
AND A HOST OF OTHER PUBLIC POLICY ISSUES.

RURAL AMERICA IS FACING SOME FORMIDABLE CHALLENGES IN
TODAY’S RAPIDLY CHANGING ECONOMIC ENVIRONMENT. NOT
ONLY ARE RURAL INDUSTRIES COMPETING WITH DOMESTIC
RIVALS, BUT THEY ARE BEING BARRAGED BY FOREIGN
COMPETITION AS WELL. AND THIS INTERNATIONAL COMPETI-
TION TOO OFTEN RESULTS NOT FROM COMPARATIVE ADVANTAGE
BUT FROM ARTIFICIAL ADVANTAGES SUCH AS THE EXCHANGE
VALUE OF THE DOLLAR, GOVERNMENT SUBSIDIES AND THE LIKE.
AND OUR INDUSTRIES AREN’T ALLOWED THEIR DUE EXPORTS
BECAUSE OF TARIFFS, QUOTAS AND OTHER TRADE BARRIERS.



THE U.S. ECONOMY IS NO LONGER IN THE INDUSTRIAL AGE.
IT IS TRANSFORMING INTO AN INFORMATION- AND SERVICES-
BASED ECONOMY IN WHICH THE RURAL ECONOMY MUST DEFINE
AND ESTABLISH 1ITS NEW ECONOMIC IDENTITY. THAT IS NO
EASY TASK. DETERMINING THE NEW ROLE OF RURAL AMERICA
IN THIS .CHANGING ECONOMIC SETTING IS GOING TO REQUIRE
THE COMMITMENT OF EVERYONE, AND I AM CONFIDENT THAT
RURAL AMERICANS POSSESS THE TALENT AND DBTERMINATION TO
IMPROVE THE RURAL WAY OF LIFE.

AS VICE CHAIRMAN OF THIS COMMITTEE, I AM GIVING
CONCENTRATED ATTENTION TO REVITALIZING RURAL AMERICA
AND CREATING NEW ECONOMIC OPPORTUNITIES FOR OUR
RESIDENTS. BUT I AM ALSO COMMITTED TO MY RURAL
INITIATIVE BECAUSE I KNOW THAT THE UNITED STATES CANNOT
MAINTAIN ITS ECONOMIC MIGHT AND GLOBAL .PROMINENCE IF
ITS HEARTLAND IS HURTING. AND THAT JEOPARDIZES OUR
NATION’S SECURITY AND THE FUTURE OF OUR CHILDREN. WE
CERTAINLY CANNOT AFFORD FOR THAT TO HAPPEN.

I'M VERY PROUD AND HONORED TO HAVE TWO FELLOW SOUTH
DAKOTANS ON THE PANELS HERE BEFORE US TODAY. FIRST, WE
HAVE THE HONORABLE WILLIAM JANKLOW, GOVERNOR OF OUR
FINE STATE. OUR OTHER SOUTH DAKOTAN IS AN OUSTANDING
SPOKESMAN OF THE BUSINESS COMMUNITY, MR. DEAN RANDALL,
EXECUTIVE DIRECTOR OF THE SOUTH DAKOTA RETAILERS
ASSOCIATION. BY VIRTUE OF THEIR CLOSE CONTACT WITH THE
ECONOMY OF SOUTH DAKOTA AND NEIGHBORING STATES, THEIR
COMMENTS WILL BE MOST INSIGHTFUL.

AGAIN, WELCOME TO ALL OUR PANELISTS AND MY THANKS IN
ADVANCE FOR SHARING YOUR EXPERTISE AND THOUGHTS WITH
ALL OF US,
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Representative Opgy. Testifying on the first panel today, we will
have three Governors; Gov. Ted Schwinden from Montana, Gov.
Bill Clinton of Arkansas, and Gov. William Janklow of South
Dakota.

I rather like that ratio. I wish we had it in the House. But I
guess from what I know of Governor Janklow, he will be able to
take care of his side of the aisle.

Governor Schwinden is chairman of AgFocus, a project developed
by America’s Governors, Inc., to increase national awareness of
problems faced by American agriculture. Governor Clinton is vice
chairman of America’s Governors, Inc., and represents the South-
ern States on the AgFocus panel, and Governor Janklow represents
the Western States.

I would ask Governor Schwinden to begin, but before I do that, I
would ask Congresswoman Snowe if she has any initial comments.

Representative SNOWE. I don’t have an opening statement, but I do
want to welcome our first panel of Governors to share with us their
perspective of what is a major crisis in this country. Coming from a
farm State, we certainly have our share of problems as well. I am
pleased that you are able to contribute your time, particularly at a
time when we are going to be considering the farm bill on the floor
in the next week and in the weeks following.

I think your perspective and your opinions on this issue are ex-
tremely important to the committee and to other Members of Con-
gress. 1 thank you and I thank you, Mr. Chairman.

Representative OBEY. Please begin, Governor Schwinden.

STATEMENT OF HON. TED SCHWINDEN, GOVERNOR, STATE OF
MONTANA

Governor ScCHWINDEN. Thank you very much, Mr. Chairman. Let
me tell you and Congresswoman Snowe that we are delighted to
have the opportunity to visit with you briefly this morning about
an industry that is clearly essential, not only to the present but to
the future—to strengthening the prosperity of this country—agri-
culture.

Today I wear three hats. First of all, as you have indicated, I am
the Governor of a State that, at least in better years, boasts agri-
culture as its No. 1 industry. Second, I am a third generation
wheat farmer, still actively involved in my family grain operation
in northeastern Montana. And finally, I wear the hat of the chair-
man of the board of the national public education effort called Ag-
Focus, a project of America’s Governors, Inc. The other Governors
appearing here today are members of that board.

I would also tell you that Governor Branstad, who is the chair-
man of the National Governors Association Committee on Agricul-
ture, will submit his testimony here, also.

We are here today because we share a common conviction, a con-
viction that agriculture is so important to the well-being of this
country that the policy choices about its future warrant better in-
formed consideration by the American public, the people that you
and I represent.

The three Governors are here today because we also share a
common concern, a concern that the changes that are taking place
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in agriculture today, which you have referenced in your opening
statement, are changes that are occurring at an accelerating rate. I
noted that you said the last such hearing on the agricultural crisis
was 7 months ago. We are starting earlier this season.

Those changes are occurring without an adequate understanding
of the long-term implications on our economy, our resources, our
food supply, our people, and indeed, our future.

We have come here this morning to convey to the committee and
Congress our best information and our best sense of the changes
that are underway in agriculture and what those changes mean for
our States and for our country. By talking about agriculture and
the complex economic and social interrelationships it involves, we
hope and intend to emphasize the issues and the choices that are
critical to setting effective agricultural policy, which you will be
doing in the next 2 or 3 weeks.

We are here today not to promote policy positions but to try to
widen the discussion between the confines of what historically has
always been too narrow a farm debate.

The choices that face us as Americans today are broader than
Jjust commodity issues. Broader than wheat and corn and soybeans
and the rest. They are broader than the trade and protectionist
issues which dominate the news these days. They are broader than
the concerns of the farm groups, representatives of the hands-on
producer in this country. They are broader than partisan politics.
That is why we have a representative group of Governors here this
morning. They are broader than the battle to control the deficit.
Our national discussion of agricultural issues must involve a com-
prehensive examination of fiscal, monetary, tax, export, resource,
and social policies, as I am sure you will hear this morning.

The choices that are facing us in agriculture today are ones that
I do not think that any committee in the Congress has ever had the
opportunity to fully address. I think for good reason.

The American people, as you have indicated, really understand
few of the major agriculture issues that face this country today, or
more importantly, the long-term implications of the choices that
we may or may not make in these next few weeks.

There is certainly no consensus about what we want or expect
from our agricultural industry. We need consensus; we have confu-
sion. As a political leader, I maintain a very firm and continuing
confidence in the collective wisdom of the people of this country.
But before they can exercise their wisdom and influence the Con-
gress, the people first must have adequate and honest information
and a clear understanding of the choices—the choices they have
before them.

My hope is that with the kind of testimony that this committee
is receiving today, we can begin to articulate the wider issues—the
broader range of choices—that we can start to enlarge the agricul-
ture policy debate to ultimately include the issues that affect the
future of all Americans, all of the people that you and we repre-
sent.

AgFocus, the project of the Nation’s Governors, among its earli-
est efforts .undertook last December a Gallup poll of Americans’
understanding and attitudes toward agriculture. That poll con-
firmed the need for more and better public information. It also in-



dicated that the American public would be receptive to that kind of
information.

The poll told us that the people of America do recognize the im-
portance of agriculture to our economy, to our balance of trade.
People are concerned about the long-term ability of our resources
to provide adequate food and affordable food and fiber. They are
concerned about hunger, both in this country and abroad. They rec-
ognize that the United States has both the ability and responsibil-
ity to address hunger here and around the world.

These and other poll results tell us that the public recognizes the
importance of agriculture in terms of economic, resource, and food
issues. As political and industry leaders, we have a responsibility to
speak in clear terms about those issues, to make sure that the
people of this country do have access to the information that they
need to help us in the right decisions.

Finally, I am convinced that the American people believe that
Government has a responsibility to maintain a healthy agricultural
system. There is a disagreement about and great dissatisfaction
with current Government farm programs. But that climate of con-
frontation must not be allowed to relieve the State or the Federal
Government of our shared responsibility to make informed and ef-
fective decisions about agriculture and about this country’s future.

As you well know, there are only 2.3 million people that are
American farmers today; they represent less than 3 percent of our
population, but they also account for 20 percent of our exports.

Our agricultural productivity has not always been so enviable.

After 1940, agricultural productivity jumped more than 6 percent
a year. A noted economist points out that this dramatic improve-
ment in productivity depended not upon good soil or favorable cli-
mate or hard-working farmers, because all three have existed
during periods of failure. It depended upon deliberate and effective
Federal policy. A policy of conservation and investments in the
physical infrastructure, the REA, and lending institutions to stabi-
lize farm income.

Today the agriculture industry, described by economist Lester
Thurow a couple of years ago to the western Governors as Ameri-
ca’s last world-class industry, is again in trouble. But this time it is
because of a new set of circumstances.

U.S. agriculture can remain a world class industry if we again
institute a deliberate and conscious policy framework. A frame-
work that responds with foresight and wisdom to the circumstances
that today threaten to undermine the prosperity and the security
of this country.

I would like to submit for the record a copy of my prepared state-
ment, a summary for your information of the Gallup poll on public
understanding of agriculture, and I would like to submit an AgFo-
cus resource guide to some of the current analyses that are being
done of the larger social and economic impacts of conditions in ag-
riculture. I thank you very much, Congressman, for your interest.

Representative OBeY. Thank you, Governor Schwinden.

[The prepared statement of Governor Schwinden, together with
the additional material referred to for the record, follows:]



PRrEPARED STATEMENT OF HON. TED SCHWINDEN

Chairman Obey, Senator Abnor, other distinguished members of
the committee, ladies and gentlemen; | am honored to have the oppor-
tunity to talk with you this morning about an industry that is integral
to the strength and prosperity of the United States -- agriculture.

| come here wearing three hats. First, | am governor of a state
that, in better years, boasts agriculture as its number one industry.
Second, | am a third generation wheat farmer, still actively involved in
my family operation. And third, | am chairman of the board of a
national public education effort called "AgFocus: A Project of America's
Governors." The other governors who are appearing here today --
Governor Janklow and Governor Clinton -- are both members of the
AgFocus board.

We are here because we share a common conviction: that
agriculture is so important to the well-being of this country that the
policy choices about its future warrant informed consideration by the
American public -- by the people you and | represent. And we are
here today because we share a common concern: that the changes
taking place in agriculture -- changes that are occuring at an
accelerating rate -- are occuring without adequate understanding of the
long-term implications on our economy, our resources, our food supply,

our people and our future.



We have come to convey to you our best information and our best
sense of what the changes underway in agriculture mean for our states.
By talking about agriculture and the complex economic and social
interrelationships it involves, we intend to emphasize the issues and the
choices that are critical to setting effective agricultural policy. We are
here -- not to promote policy positions -- but to widen the discussion
beyond the confines of a too-narrow farm debate.

The choices facing us as American citizens are broader than
commodity issues, broader than trade and protectionist issues, broader
than farm group concerns, broader than partisan politics, broader even
than the battle to the control deficit. They must involve a
comprehensive examination of the nation's fiscal, monetary, tax, export,
resource and social policies.

The choices facing us in agriculture are ones that | don't believe
any committee in Congress has fully addressed...and for good reason.
The American people understand few agricultural issues or their
long-term implications. There is no consensﬁs about what we want from
our agricultural industry. Where we need consensus, we have only
confusion. ‘

I maintain a firm and continuing confidence in the collective wisdom
of the American people. But before they can exercise that wisdom,
people must first have the information and a clear range of choices
before them. My hope is that with the kind of testimony you will hear
this morning, we can begin to articulate the wider issues, the broader

range of choices -- that we can begin to enlarge the agricultural policy
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debate to ultimately include the issues that will affect the future of all
those whom wé represent,

AgFocus, among its earliest efforts, undertook a Gallup poll of
Americans' understanding of agriculture. That poll confirmed the need
for more and better public information. [t also indicated that the
public would be receptive to that information.

The people of America recognize the importance of agriculture to
the economy and to our balance-of-trade. They are concerned about
the long-term ability of our resources to provide adequate and afford-
able food and fiber. They are concerned about hunger, both in this
country and abroad, and they recognize that the U.S. has both the
ability and the responsibility to address hunger.

What these and other poll results say to me is that, if the public
recognizes the importance of agriculture in terms of economic, resource,
and food issues, then as leaders, we have a responsibility to speak in
clear terms about those issues...to make sure that people have access
to the information they need to help direct us in our decisions.

Finally, the American people believe that government has a
responsibility to maintain a healthy agriculture system. There is dis-
agreement about and great dissatisfaction with current government farm
programs. But that climate of confrontation must not be allowed to
relieve the state and federa! government of our shared responsibility to
make informed, effective decisions about agriculture and our future.

- Today, only 2.3 million people, less than 3 percent of our
population, account for 20 percent of our exports. And yet our

agricultural productivity has not always been so enviable. From 1900 to
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1940, U.S. agricultural productivity grew at less than 1 percent a
year; after 1940, that jumped to more than 6 percent a year. Nobel
laureate economist Lester Thurow points out that "this dramatic
improvement depended not upon good soil, a favorable climate, or
hardworking farmers -- all three existed during the period of failure"
-- but upon deliberate, effective federal policy. Policy that encouraged
R & D: dissemination of new developments through a vast network of
county extension agents; conservation; major investments in the
physical infrastructure of farming; the Rural Electrification Agency:
new lending institutions; and efforts to stabilize farm income.

Today the agricultural industry, described by Thurow as America's
1jast world class industry," is again in trouble, but because of a new
set of circumstances.

Agriculture can remain a world class industry if we again institute
a deliberate policy framework -- a framework that responds with
foresight and wisdom to the circumstances that today threaten to

undermine the prosperity of America.
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AgFocus: A Project of Otlice of the Governor Telephone: 406-444-3111
Argnevica‘s Governors. Inc. State Capitol 800-AGFOCUS
Helena, Montana 59620 B800-243-6287
FOR RELEASE May 8, 1985 Contact:  Tamara Cox
10:00 a.m., E.S.T. or

Betsey Weltner
202/333-7400

GOVERNORS RELEASE NATIONAL GALLUP POLL

Washington, D.C. —- Three-quarters of Americans polled in a recent Gallup
survey believe government assistance to farmers should be maintained at current
or increased levels, but they disagree on what form the help should take. The
poll, commissioned by "AgFocus: A Project of America's Governors," was
undertaken to help governors elevate the importance of agriculture on the
national agenda.

"Americans are removed increasingly from farming and rural life," said
Montana Governor Ted Schwinden, who announced the poll and the AgFocus project
today. "We must provide balanced, concise information about agriculture and
about the tremendous transformation this industry is undergoing. Many of the
nation's governors believe AgFocus will serve to bridge the gap between the farm
and consumers, and will facilitate informed discussions about critical issues
facing agriculture and the country."” Governor Schwinden was joined in the
national announcement by Governor John Evans of Idaho.

In what was an extensive landmark study of public attitudes about
agriculture, the Gallup Organization conducted 1,507 telephone interviews in a
nationally representative sample during December 1984. Gallup also interviewed
federal government leaders and thought leaders employed in state govermments,
journalism, academia and business. The Gallup poll covered a spectrum of issues
aimed at generating a statistical picture of the general public's understanding
of agriculture.
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According to the poll, most Americans (regardless of age, income or
residence) hold agriculture in high esteem. Yet, a majority of the general
public would not choose farming as a career for themselves or their children.
Most Americans also agree that farming involves hard work and risk and requires
considerable managerial abilities. Only.six percent of those interviewed by
Gallup say that farming is the kind of work they would most like to do.
Conversely, 16 percent say farming is the type of work they would least like to
do, making it one of the most unappealing occupations in the national work
force. The perceived advantages of farming include “"being one's own boss," a
self-sufficient lifestyle, country living, and freedom and independence.

In its analysis of consumer concerns about food prices, Gallup found
consumers do not blame farmers for high prices. Instead, they cite middlemen,
retailers and distributors for rising food costs. On the average, the public
believes that for every dollar they spend for food, middlemen get 45¢, retailers
receive 32¢, and the farmer gets 22¢.

The Gallup Poll revealed that a near majority (49%) of the general public
believe the goverrment is not giving enough help to farmers but that Americans
have mixed feelings about the impact of farm programs: 73 percent believe
government policies help big farms only and not family-sized farms., Almost 60
percent of those surveyed believe farmers would be more efficient if price
supports were eliminated.

Recognizing that the United States produces a surplus of food, 78 percent
of Americans believe farmers should not cut back production but that the United
States should be providing more food to -poor people in this country and abroad
and should sell more food overseas. Eighty-six percent of the public believe
agricultural exports are important to the nation's economy.

’

Americans are concerned modemn farming practices may have negative effects
on the environment and on food safety and quality. A large number of Americans
believe modern farming methods (e.g., chemicals, modern equipment and tillage
practices) raise the cost of food.

AgFocus, which originated as the "Image of agriculture” project of the
Western Governors, is a national public education project designed to elevate
the importance of agriculture on the nation's agenda. Governor Schwinden, who
serves both as Chairman of AgFocus and of the Agriculture Cammittee of the
National Governors' Association, developed the idea of a national educational
effort two years ago. AgFocus was endorsed formally by the National Governors'
Association in February 1985.

Governor Schwinden stressed that AgFocus is mot policy-oriented. "AgFocus
will serve as an information source,” he said. "We will not advocate positions
on issues. AgFocus is nonpartisan. Many segments of the industry are
represented on our board: farmers, consumers,’ agricultural workers,
agribusinesses, educators, policymakers, and governors.”
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AgFocus will sponsor seminars concerning agricultural issues in urban
areas, a series of issue briefs, media information sessions, a national
information clearinghouse for agriculture, and public service announcements
about agricultural issues.

Initial support for AgFocus came from the Lincoln Institute of Land Policy,
the State of Minnesota, and the State of Montana Wheat Research and Marketing
Committee. Financial support for the Gallup poll came from Burlington Northern,
Deere and Company, International Minerals and Chemicals Corporation, the Grand
Trunk and Western Railroad, DuPont Company, Union Pacific Corporation, the
Kroger Company, and Control Data Corporation.

In-kind assistance for the project has been provided by the Monsanto
Company, the Office of the Governor of Minnesota, the Minnesota Department of
Agriculture, the Montana Governor's Office and Department of Agriculture, and
KUED-TV (University of Utah).
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The Spreading Impact of the Econamic Decline in Agriculture

AgFocus Resource Guide

The snowballing financial problems of American agriculture and the 1985
farm bill have produced an unprecedented explosion in research on agricultural
econamics and the plight of those people who depend directly or indirectly on
agriculture for their livelihood. ’

AgPocus: A Project of America's Governors, Inc. has campiled this resource
guide to list briefly many major studies, position papers and economic analyses
that have been released this year and qxplain how to cbtain more information.

The studies range fram technical agricultural analysis to sociological
studies of farm families to the growing body of evidence that the problems in
agriculture go beyond the farm to communities, urban areas and major industries
across the country.

Due to the farmer's loss of buying power, businesses directly related to
agriculture — seed companies, fertilizer distributors, implement dealers and
others — have felt devastating blows. However, the crunch also is being felt
on Main Street, and is threatening the basic infrastructure of much of rural
America. Tax bases that support schools, highways, economic development, and
other vital services are at risk as are thousands of jobs beyond the
agricultural sector.

The goal of AgFocus is to create greater awareness and understanding of
the complex issues related to agriculture. Because agriculture's deeply-rooted
problems are not going to be resolved simply or quickly, AgFocus is encouraging
the pursuit and the dissemination of reliable, objective information on
agriculture. This resource guide — the first in a series of reports on
important agricultural issues — is a resource only and made available by
AgFocus to assist policymakers, opinion leaders, and the media in cbtaining a
broad cross section of information about agriculture.

The project, begun by the Western Governors, was endorsed by the National
Governors' Association in Pebruary 1985. Chaired by.l'ontana Governor Ted
Schwinden, AgFocus was officially launched in May 1985 with the release of a
national Gallup Poll on Americans' perceptions of agriculture.
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The following are brief sumaries of sources of information which discuss
the agricultural economic situation and contacts for dbtaining copies of the
reports:

e Summary Report of the Econamy-Wide Impacts of the Parm Pinancial Crisis
-~ a study by Pood and Agricultural Policy Research Institute (FAPRI) in
conjunction with wharton Econametrics, July 22, 1985. Contact: Mike Hall
202-371-1450, National Corn Growers Association, Suite 201, 1015 1S5th Street, -
NW, Washington, D.C. 20005

Study links a FPamm Journal survey and PAPRI farm income projections to
farm loan losses and the Wharton Econometric model of the U.S. economy. *The
financial condition of U.S. agriculture is critical and will not improve under
most 1985 farm bill options being considered. Moreover, the financial crisis
for agriculture, if not altered by corrective actions aimed directly at the debt
load of highly leveraged farmers, is of sufficient magnitude to affect U.S.
financial markets and the performance of the natiocnal econcmy.®
® Pood and Agriculture Policies: Proposals for Change, Report of Study
Group — Center for National Policy, February 1985. Contact: Maureen
Steinbruner 202-293-1080, Center for National Policy, 2300 M Street, NW, Suite
640, Washington, D.C. 20037

Report is based an a year-long review of the issues involved in our
current set of domestic and international food and agriculture programs. It
includes a discussion of the background of the programs and makes a series of
specific recommendations for change. Edmund Muskie chaired the group.
e Survey of Families Leaving Parming — Dr. William Heffernan, Professor of
Rural Sociology, and Judith Bortner Hefferman, Research Associate, University of
Missouri-Columbia, April 1985. Contact: Dr. William Heffernan 314-882-4563, 106
Sociology Building, University of Missouri-Columbia, Columbia, Missouri 65211t

Study focuses on 42 families in a North Central Missouri county who for
financial reasons quit farming between January 1, 1980, and January 1, 1985.
The study looks at educational level, size of families, history and financial
conditions of farming operations, income levels, social support, family stress
factors, social behaviorial changes (particularly in children and the school
setting), and current and future well-being of the families.

’
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o Parm and Ranch Debt: Problems and Prospects,* July 6, 1985, and The
Changing Rural Econamy: Implications for Rural America,** August 12, 1985 —
Dr. Neil E. Harl, Professor of Economics, Iowa State University. Contact: Neil
Harl 515-294-2210, Iowa State University, Department of Economics, Ames, Iowa
50011

*Paper discusses the factors contributing to the current difficult
economic envirorment for agriculture and the data on financial conditions of
farm and ranch operations. It also focuses on several solutions to the problem
including debt restructuring and federal loan guarantees, the need for operating
credit and a congressionally-chartered finance corporation.

**Paper discusses the current financial situation in agriculture and
emphasizes the probable impacts on rural education both in terms of the capacity
of the rural community to maintain programs in formal education amd in terms of
the demand for educational services as farmers and farm workers are displaced.
The paper contains 1984 data on farmers in Iowa who left farming for financial
reasons.
® State of American Agriculture, 1984 — National Planning Association,

Food and Agriculture Committee, November 1984. Contact: Arlene
515~286-4961, Food and Agriculture Committee, 800 High Street, Des Moines, Iowa
50307

Paperback has three main sections. Part 1 looks at the 50 years of New
Deal farm programs, dating back to 1933. Part 2 is'an econamic analysis of the
U.S. farming industry in the domestic economy and an agriculture which has
become internationalized. Part 3 includes a discussion of seven policy issues
for the future, written by members of the Food and Agriculture Committee.

e Alternative H%icultural and Food Policies and the 1985 Parm Bill —

book edited by Go C. Rausser Renneth R. Farrell, January 1985. Cost:
$18. Send request for publication GF 8318 (with check or money order payable to
The Regents of the University of California) to Publications, University of

~ California, Agriculture and Natural Resources, 6701 San Pablo Avenue, Oakland,
CA 94608-1239

Book of papers analyzes the effects of different policy scenarios on a
number of important performance measures. These measures relate to the

behavior of commodity markets, the structure of U.S. agriculture, resource use,

consumer prices, trade flows, and macroeconomic behavior.
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o Pinancial Characteristics of U.S. Pamms, January 1985 — U.S. Department
of Agriculture, Econamic Research Service, July 1985, Agriculture Information
Bulletin No. 495. Contact: Ken Erikson 202-786-1799, National Economics
Division, ERS, USDA, Washington, D.C. 20005-4788

Study contains the most recent figures compiled by USDA on the
financial situation on famms. "The number of farms experiencing financial
stress continued abnormally large into 1985, especially for dairy, cash grain,
and livestock producers in the Northern Plains, Lake States, and Corn Belt.
USDA's Parm Cost and Returns Survey, conducted in the spring of 1985, indicated
that almost 320,000 farms (16 percent of the survey's estimated number of farms)
closed out the year with a debt load exceeding 40 percent of the value of
assets. FParms with such high debt loads are susceptible to financial problems.
Approximately 214,000 of those farms were estimated to be unable to cover
production expenses, family living needs, and debt principal repayments out of
current farm and nonfarm income.®
o Diversity in Crop Farming: Its Meaning for Income-Support Policy —
Congress of the United States, Congressional Budget Office, May 1985. Contact:
Janes Vertrees 202-226-2946, Congressional Budget Office, House Annex 2, 2nd
and D Streets, SW, Washington, D.C. 20515

Special study was conducted at the request of the Senate Budget
Committee. Its purpose was to assist the Congress (as it considered new famm
program legislation to replace the expiring Agriculture and Pood Act of 1981) in
examining alternative income-support policies for U.S. crop farmers.
e TImpact of the Parm Financial Crisis on Agribusiness Pirms and Rural
Commmnities -~ Dr. Roger G. Ginder, Associate Professor, Dr. Renneth Stone,
Professor, and Dr. Daniel Otto, Assistant Professor, Department of Economics,
Iowa State University, August 1985. Contact: Roger Ginder 515-294-7318, 460-A
Heady Hall, Economics Department, Iowa State University, Ames, Iowa 50011

Paper examines the impact of the farm debt crisis on agribusiness firms
in 10 North Central States (6th, 7th and 8th Parm Credit Districts) and on the
retail sales sector in rural communities in Iowa. It also studies the impacts
on the comunity such as where dislocated farms might go, on tax and economic

bases, and an school and institution disruption.
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e The Agricultural Conservation Corporation, A Briefing on Proposed
Legislation — Farm Credit Council, June 12, 1985. Contact: Del Banner
202-466-4180, President, Farm Credit Council, 1800 Massachusetts Avenue, MW,
Suite 604, Washington, D.C. 20036

Report provides information on "the Agricultural Conservation
Corporation, a major legislative initiative to help address the severe financial
plight of farmers and to help avoid economic fallout. The ACC will provide
farmers a viable alternative for 'asset restucturing' and will serve as a
stabilizer to prevent a quick, severe drop in asset values. The ACC would serve
as a holding tank for land — absorbing the excess supply from the marketplace
while serving as a new market for farmers needing financial restructuring.”
e Parm Financial Conditions Review — Farm Sector Economics Associates.
Annual subscription fee. Contact: Stephen C. Gabriel 202-898-1644, 1250 Eye
Street, NW, Washington, D.C. 20005

Newsletter published monthly "provides a comprehensive analysis of
agricultural finance and macroeconamic issues."” Twenty-plus page report is
written for agribusiness and farm policy experts.
® The American Journal of Agricultural Economics* and Directory of
Members of the American Agricultural Economics Association** — American
Agricultural Economics Association (AAEA). Cost: $10 for individual copies;
free to members of AAEA. Contact: Department of Economics 515-294-8700, AAEA,
180 Heady Hall, Iowa State University, Ames, Iowa 50011

*Journal published five times a year is a oollection of research papers
that keeps readers abreast of developments in agricultural econocmic research.

**Directory lists names of AAEA membership which includes approximately
4,700 individual (economists) members and 50 institutional (corporate) members.
"Membership in AAEA is open to individuals having a professional interest in
agricultural economics.”
® Creating an Entrepeneurial Parm Bconomy — Council of State Planning
Agencies (CSPA), William Nothdurft, Roger Vaughan, and Mark Popovich, August
1985. Contact: Mark Popovich 202-624-5386, CSPA, 400 North Capitol Street,
Suite 291, Washington, D.C. 20001

Policy paper provides a brief history of the plight of American
agriculture, a review of current programs and the develomment of a new policy
framework for state-initiated innovations in the farm econamy.
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e Sumary Report of the Conference on Agriculture in Transition, Sponsored by
the National Governors' Association, May 29-31, 1985, Des Moines, Iowa, Report
by Dialogue Agricultural Policy Project, Monsanto (report to be available winter
1985). Contact: Bill Adams 202-833-3013, Monsanto Agricultural Products Co.,
c/o Suite 605, 1919 Pemnsylvania Avenue, NW, Washington, D.C. 20006

Report provides highlights from speeches given at conference which
addressed long-temm agricultural issues by bringing together policy and decision
makers and representatives from farming, government, business, religion and
human services. Speakers highlighted include Iowa Governor Terry Branstad;
Ransas Governor John Carlin; South Dakota Governor Bill Janklow; Daniel Amstutz,
USDA Under Secretary of Agriculture for International Affairs and Commodity
Progfans; Iowa Senator Charles Grassley; Iowa Senator Tom Barkin; and Indiana
Lieutenant Governor John Mutz.
® Solution (Or Resolutions) of FPinancial Stress Problems Prom the Private and
Public Sectors, Dr. John R. Brake, Cornell University, Department of
Agricultural Economics, and Dr. Michael D. Boehlje, Iowa State University
(moving to University of Minnesota, Oct. 1985), Department of Agricultural
Economics. Contact: Michael Boehlje 515-294-2518, Iowa State University,
Department .of Agricultural-Economics, Curtiss Hall, -Ames, Iowa, 50011

Paper discusses possible and likely adjustments to the econamic decline
by the agricultural sector, support fim owners and public policymakers as the
econcomic decline in agriculture worsens.
e MAgricultural and Credit Outlook 1985,* January 1985, and Agricultural
Situation Report ** — Farm Credit Administration (FCA). Contact: Steve
Guebert 703-883-4068, Farm Credit Administration, 1501 Farm Credit Drive,
McLean, VA 22102-5090

*Annual report interprets the commodity situation and outlook and gives
special attention to the financial condition of lenders and farm borrowers.

**Newsletter published weekly reviews the most topical agricultural issues
to keep senior staff of the FCA and farm credit officials apprised of current
developments in agricultural credit. The topics of the one-page sumary range
from interpreting USDA releases to reporting policy developments. It also
provides interpretations of the credit implications of commodity

developments.
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e Agricultural Bankers Annual Mid-Year Survey — American Bankers
Association (APA). Contact: Sheldon Golub 202-467-4338, ABA, 1120 Connecticut
Avenue, NW, Washington, D.C. 20036

Survey provides early sample of agricultural bankers' response to the
ABA's famm credit survey. Approximately 800 bankers have responded to the
survey at this point. Final results including a breakdown of responses by
agricultural region and bank size will be available mid-November 1985. "ABA
represents America's full service banks including many agricultural and rural
banks."

e Statements by the Independent Bankers Association of America Before
Congressional Bearings — Independent Bankers Association of America (IBAA).
Contact: Weldon Barton 202-332-8980, IBAA, 1625 Massachusetts Avenue, NW, Suite
202, Washington, D.C. 20036

Statements made by IBAA president, vice-president, and
agriculture-rural committee chairman discuss farm credit problems and
agricultural legislation. Testimony before various banking and agriculture
camnittees and subcomittees includes the views of "IBAA, representing some
7,.800 small and medium-sized banks throughout the United States.”

e National Parm Survey on Pinancial Stress — survey by Farm Journal; FAPRI
Staff Report 6-85, July 1985. Contact: Roger Randall 215-829-4708, Farm
Journal, 230 West Washington Square, Philadelphia, Pennsylvania 19105.

Survey was conducted by Farm Journal with assistance from University of
Missouri-Columbia (Dr. Abner Wamack) and Iowa State University (Dr. Stanley
Johnson). The team surveyed a random selection of farm operators from Farm
Journal's subscribers. The scientific sample included 2000 names fram each of
the four regions: the South, East, Central and West. Data was used to project
estimates about farm debt such as how large the problem was, in terms of numbers
and dollars, and to forecast when and what is going to happen in the future.
Tentative findings were first reported in the March 1985 issue of the 108
year-old Farm Journal magazine, and the final results were reported in the FAPRI

staff report in July.



® IAgricultural Finance Databook (Statistical Release E.15)* and
"Pinancial Perspective on Agriculture,"** an article from the Federal
Reserve Bulletin, January 1984 — PFederal Reserve Board. Publications available
free from Publications Services, Pederal Reserve Board, Washington, D.C. 20551.
Contact: Emanual Melichar 202-452-3599, Senior Econcmist, Agricultural Credit
and Banking, Federal Reserve Board, Washington, D.C. 20551,

*Report published quarterly (approximately 50 pages) is a compilation
of data on agricultural finance.

**Article from journal provides background on the origins of current farm
financial problems.
@ Resources — Resources for the Puture. Contact: Kenneth Farrell
202-328-5000, Resources for the Puture, Inc., Institutional Relations, 1616 P
Street, MW, Washington, D.C. 20036

Periodical published quarterly provides analytical perspectives on
the develomment, conservation, and use of natural resources and the quality of
the enviromment.
e A Row to Hoe — a book by William Galston. Cost: $9.95 in
paperback; $19.95 cloth. 171 pages. Hamilton Press, 4720 Boston Way,
Lanham, Maryland 20706

Book looks at legislation authorizing federal farm programs and
"examines the alternatives: keeping the status quo; imposing rigid production
controls; allowing a totally free-market agricultural economy, or a new "mixed”
approach.”
¢ AgFocus Gallup Poll — AgFocus: A Project of America's Governors, Inc.,
May 1985. Contact: Nancy Matheson 406-444-3111 (or Tamara Cox 800-243-6287, in
Washington, D.C., 333-7400), Office of the Governor, State Capitol, Helena,
Montana 59620

Poll conducted by the Gallup Organization, Inc. for AgFocus determined
the public understanding of agricultural issues. The poll studied public
attitudes in the following areas: farming as a career, image of farming, contact
with farming, knowledge of farming, food prices and economics, impact of modern
farming methods, production and surpluses, farm policy, exports, government aid,

and policy and the farm bill.
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Representative OBEY. Please proceed, Governor Clinton.

STATEMENT OF HON. BILL CLINTON, GOVERNOR, STATE OF
ARKANSAS

Governor CLINTON. Congressman Obey and Congresswoman
Snowe, I have to tell you that I am here today out of my gratitude
for hearing this testimony and out of my deep respect for my
leader, Governor Schwinden of AgFocus and Governor Janklow. 1
noted with approval your comments that you wished the political
distribution of the Congress was 2-to-1 Democrats to Republican. I
can only say before you hear Mr. Janklow, that if all the Republi-
cans felt like you about farm policy, it wouldn’t matter what party
any Member of Congress belonged to.

In spite of all that, I was fairly afraid I would be wasting your
time and all these other people sitting in this room today because I
have never come to the Congress to talk about agriculture when I
wasn’t really preaching for it to be saved.

One of the reasons I wanted to come today is because the other
Governors have put together this AgFocus movement and asked
me to serve on the board representing the southern agriculture
States to try to reach beyond the limitations of those who already
understand at a deep level the dimensions of the farm crisis and
what the obligations of the Federal Government are.

I hope that these hearings today will permit you to use the infor-
mation that we are providing to reach beyond the State and the
Congress. I don’t think there is much time left unless you want to
preside over the most fundamental structural change in American
agriculture in this century.

I have been asked to discuss the human dimensions of this prob-
lem, the stress on rural life in my State and in all of our farm
States. I would like to begin by citing a story that appeared in the
Arkansas Gazette a few days ago. There was a small white house
on a farm near Harrisburg, AR, that is the home of a sixth genera-
tion farm family. The land has been farmed since 1840. The family
has made ends meet only twice since 1978. Now these people are
frightened and frustrated. Not only do they have deep roots on
their land, but one of their sons is buried on a hill there under a
tree. They are, therefore, faced with losing not only the land but a
family heritage, a way of life, and self-esteem and control over
their own lives, but also with the personal tragedy of what to do
with their own dead son.

Governor Schwinden and Governor Janklow are going to speak
more specifically to some of the details of national policy. I have
been asked to talk a little about the human dilemma. When farm-
ers think about what happened to them in the Great Depression,
they can at least take solace in the fact that everybody was in trou-
ble. Now they have to face the fact that they are being told by the
National Government that the economy is in a great recovery,
America is creating millions of jobs, things are going just as they
should; if anything, the Government is doing too much for farmers.
So they are out there feeling that they have been abandoned or be-
trayed or that if they accept the logic of the administration, that
they themselves are horrible failures and that they have lost con-
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trol over their own lives through some fault of their own. A lot of
people who are out there thinking there must be something wrong
with me, you and I are more or less the same age. I have a good
friend at home who 4 years ago had a net worth in excess of $3
million. He has a degree in agriculture, works around the clock
and farms thousands of acres with only nine people helping him.
He has a negative net worth now and he has worked hard. The
trouble he got into, he got into by doing just what the Government
told him to do. Farm more land, buy more equipment, prepare for
more production.

It is ironic that the people who make food for this country them-
selves are increasingly having trouble putting food on the table. I
think that we now have to confront—and I think the Congress
should confront—the dramatic increase in stress and strains and
problems that are facing farmers.

I think the people know this. I think the urban representatives
know this. That is why films like “Places in the Heart,” “Country,”
and “River” are coming out. I think people know that something is
desperately wrong in rural America. Somebody needs to do some-
thing about it.

I believe the people that are going to see the movies would sup-
port having their elected representatives do something about it.

Behind all the talk of economic statistics and percentages are
real live people and their families. There are bankers who make
farm loans and hope to keep on making them. If the FDIC really
wanted to take a close look, as they are beginning to, at a lot of
these farm loans and the collateral to support them, the adminis-
tration could accelerate the demise of the family farmer in our
country.

It is not just a farm problem. In my State, 48 percent of the
people live in rural communities. In this whole country, this vast
country of ours, 26 percent of the people live in rural communities.
There is not a single solitary business enterprise not being gripped
by the crisis on the farm. People are dying because of the stress.
Now every time there is a suicide in rural Arkansas involving a
farmer, people at least speculate about whether the farmer’s prob-
lems have something to do with it.

The stress is apparent everywhere. In Arkansas, over 5,000
people in our rural communities have increased their ability to
handle this stress by participating in the Agriculture Extension
Service Stress Management Program. Whoever thought that the
major focus of the Agriculture Extension Service in our State
would—and perhaps in our Nation—be helping farmers cope with
failure?

We have done everything we could in our State to increase fund-
ing to the extension services and supported them in anyway we
could. But it is very frustrating to see that many of my friends who
work for the Agriculture Extension Service think the main thing
they are supposed to do now is to help farm people, help with fail-
ure.

In order to help farmers, we must first acknowledge that the sit-
uation creates stress on family life and then try to do something
about it. As I said, we are trying to do something about it. Illinois
and other States like Wisconsin with its Strategies for Survival



26

Program have tried to create some affirmative responses. I think
all that is good. But fundamentally, the answer to this stressful
problem is not to help farmers cope with failure. It is to try to be
honest with the farmers of this country about what the cause of
the problem is, what the future holds.

I believe that there is a policy today, which is unadmitted, that it
would be good if 15 to 20 percent of the farmers went down. Their
debts are too great. They will never get out of debt, with the high
American dollar which is a precondition of controlling inflation, we
are never going to be major farm exporters again as long as we
have to run a big debt and have a high dollar to finance it.

Therefore, we ought to just flush these people out of the system.

Frankly, I think they would be able to deal with the stress and
human trauma more if the administration would just stand up and
say it. I believe that is a very shortsighted approach to this prob-
lem. Every country in the world has the national government heav-
ily involved in supporting agriculture. You don’t have all that
many choices. You are either going to have to reduce support and
let a lot of them go, or increase support or subsidize exports or re-
strict production or bring down the deficit so that we will have a
weaker dollar relative to other currencies and we can sell farm
products again or a combination of all of these.

I think you ought to give some thought to what you can do in the
meanwhile to alleviate farm stress. Perhaps what the Federal Gov-
frnment can do is to train people to deal with these human prob-
ems.

Let me just mention two specific ones that my agriculture divi-
sion in Arkansas came up with. A lot of farmers who have FHA
mortgages live in old homes on their farms. There is a provision
that a farmer, if he loses his farm and his home, can buy back his
home from the FHA. But as you know, if a farmer quits and liqui-
dates everything, then a significant IRS tax liability is almost
always acquired.

That means that farmers find themselves still in debt to FHA
and owing huge taxes, and in those circumstances, none of them
will be able to get their homes back. If you want to send a signal to
the farm community that you are concerned about the human di-
mensions of this problem, one specific thing you might do is to try
to make it easier for people who have failed and feel miserable
about it primarily because of Government policies.

If they have old homes, they ought to be able to keep the homes
even if they lose the farmland.

Another thing that I think you should consider is the anomaly
which you have now with the Federal Farm Credit Institution. The
Farm Credit System should be having interest rates go down when
interest rates go down in the country. But right now, interest rates
are at least 1.5 percent over the rates charged by commercial
banks because the Federal land banks are co-ops and because they
have to spread the losses over new loans. But you can see how fool-
ish a lot of the farmers feel being tied to a financing system that
was set up to help them and it is now forcing them into higher in-
terest rates. The stronger ones will get out and pay the commercial
rates, making the system weaker, driving the interest rates higher.
So in all these debates on reorganization of the credit system, I
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think you should consider what you can do in the short run. That
is a gesture by the National Government that says, “We know this
is not your fault. We are reaching out to you. We wanted to treat
you with some dignity, some respect.”

The only way you can reduce stress in rural America is to tell
the farmers the truth. The National Government is going to either
let 25 percent of them go or it is not. If it is not, it is going to have
to adopt policy choices. Meanwhile, the farmers are out their twist-
ing in the wind. They are miserable and it is exacting an unbeliev-
able toll on the families that live in my State and the States repre-
sented here. I hope you will be able to get Congress to respond.
Thank You.

Representative OBEY. Thank you, Governor Clinton.

[The prepared statement of Governor Clinton follows:]
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PrePARED STATEMENT OF HoN. BiLL CLINTON

There 15 a small white house near Harrisburg, Arkansas, where
flowers grow in pots on the front porch and more bloom cheerfully
{nside. This is the home of a sixth-generation farm family in
rural Arkansas. This land has been farmed since 1840, but the

family has made ends meet only twice since 1978.

They are frightened and frustrated. Not only do they have
deep personal roots in this land, but one of their sons is buried
on a hill there, under a tree. They are faced with losing not
only their land, a family heritage, a way of life, self-esteem and
control over their own lives, but also with the personal tragedy

of leaving their son who is buried on their land.

How much Jonger can we expect our farmers to feed the world
while losing their shirts? How long can we continue to look the
other way while farmers try to deal with the stress of "another
bad year"? How much longer can farm families cope with the

financial and emotional pressures imposed on them by factors
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outside their immediate control?

1 believe that we can no longer ignore the very real problenms
facing farmers today. We ARE facing a farm crisis and farmers are
facing a financial and personal crisis. More and more people are
being forced off the land as fewer and fewer people control the
regources necessary for food production. Farmers and rural
communities refer more and more to the dark days of the 1930°s.
There is a dramatic difference for farmers, though, in the
.depression years of the 1930°s and the crisis which is now upon
us. During the Depression, everyone was having a tough tipe
making ends meet; suffering was spread through all sector; of our
economy then. Now, however, farmers are much more isolated in
their crisis. They look around them and see other sectors of our
economy flourishing and say to themselves: '"There must be
something wrong with me 1f I can”t make it. My grandfathe; and my
dad held on to our farm - why can”t I?7"

Governor Schwinden and Governor Janklow have exp]aineg in
detail] why the farmers can”t make it financially in the 1980°s. I
will add another observation: will the economic recovery which
the Reagan administration assures us is continuing have the
stability and longevity required if it is not rooted in the
recovery and vitality of American agriculture - the backbone of

the food production and distribution industry?

The question I pose to you today concerns the personal and

58-046 O - 86 - 2
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social costs of the farmers” financial plight. The human toll of
the farm crisis is rising. The economic strain and the constant
threat of liquidation take their toll in broken marriages and
broken families; in substance abuse; in suicides; in the growing
potential for violence; in the now raw relationships among
neighbors; and awong farmers and lenders, many of whom often

occupy the pews of the same church in our rural communities.

Perhaps most ironic and most bitter is that many of the
families who produce this nation”s food are among the growing
number of Americans who are barely able to put food on their own

table.

We cannot ignore the fact that farmers are suffering more
stress than ever before due to economic pressures,
decision-making, high seasonal workloads, weather worries, family
conflicts, too many off-farm activities, not to mention the more
frightening prospect of losing their farm. Recent films such as
"Country", "Places in the Heart", and "River" dramatically portray
the plight of today”s farmer. The success of these films )
demonstrates that the American publiec 18 sensitive to and
concerned about the American farmer. Ten years ago, would you
have read articles in farm journals on how to cope with divorce
and how to avoid suicide? The answer 18 no. But today farm

journals abound with such articles.

We cannot ignore the fact the behind the talk of economic
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statistics and percentages are real live farmers and their
families, bankers who make farm loans and hope to keep on making
them, merchants, civic clubs, churches, and other organizations
which farm families are a part of. We cannot assume that the farm
problem is only a farm problem. The ripple effects are too
obvious. We are talking about rural communities - a very large
part of my state - 48% - and our nation - 26X. America has a
stake in the survival of the farmer and it“s time we recognized

it.

The stress on the American farmer is real; people are dying
because of it. The farm crisis did not happen yesterday. Our
farmers have been fearing the worst since 1979. Consequently,
they are dealing with years of stress. Most coping mechanisms

work in the short run, but wear thin over the years.

Farming is not a proactive business; it is reactive - to the
weather, to economic conditions and government actions. It is
difficult for the farm family to feel like they are in control of
their lives. Our Extension Service Centers.across the nation are
trying to reach out to the farm families to offer them assistance
in gaining some control over their lives. It is a difficult thing
to do because the farmer feels out of control of his future and
that of his family, because he can”t create markets and cannot
decide the price he will get for his goods. In Arkansas, over
5,000 people in our rural communities have increased their ability

to handle stfess by participating in our Extension Service stress
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management programs since 1984.

Other states, such as Illinois, are also working with their
farm families to help ease the financial and emotional burdens.
Wisconsin“s "Strategies for Survival" program offers farm families
individualized assistance in addition to ongoing Extension
programs. Many states, including Arkansas, have increased state

funding in support of these programs.

In order to help the farmer, we must first acknowledge that
this situation creates stress on family farm 1ife, Farmers are
not superhuman; we must acknowledge that the continuing stress is
destructive to the farm fawmily and ultimately to our rural
communities and our nation. Then we must act. We can encourage
counseling centers to continue the work they are doing and fund

the expansion of these centers with federal funds.

Qur farmers and our rural communities need help and we must
eﬂcourage them. We must communicate to them that we are concerned
and that we support their efforts to receive help for the
emotional problems they are dealing with. 1f we fail to
communicate this concern to them, we further increase their sense

of isolation,

Qur society will suffer if the American farm family does not
receive support and help with their problems. For example, we are

1iving in a time when education is very, very important to us - a
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time when our children have to have a competitive educational
opportunity because no matter where they live they are going to be
swept up in a very competitive world economy that has been very
tough on a lot of Americans in the last ten years. Most farm
children”s futures were ordained at an early age. Now, even for
those who would not choose farming anyway, there is no guarantee
of a college education. Add that to the fact that some of the
communities are literally being wiped out as if by some natural
disaster, and you have children who actually wonder where ‘they”ll
be living next month. Mafy of these parents feel completely

powerless and their children sense this.

So many aspects of rural community Jife as we know it now
will be affected i1f we do not put into place a counseling/support
system to help our farm families while we work together to solve
the economic crisis on the American farm. Our schools, our
churches, our local economies and financial systems - all of these
will be changed 1f our farmers, who are usually community leaders,

are forced out.

Clearly, problems for farmers and farm families become
problems for all those dependent on agribusiness and all other
business in rural America. With the private sector suffering, it
will not be long before the public sector is affected. Rural
newspapers tell the stories of property values declining and tax
bases eroding. Officials are often faced with declining

populations of taxpayers and shrinking public revenues at the same
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time that f}xed costs of running county governments and school

districts are increasing.

And maybe most fmportant of all, if we do not act now, we may
lose the fuéure of agriculture in America. It is important that
the teachers in our schools in rural America discuss the farm
crisis, If the agricultural situatioﬁ becomes a topic for
discussion in the classroom, it will be much easier for children

to deal with it happening to their family.,

A lot of people are blaming the farmers for what is happening
to them. But anyone who started farming in the 1970°s 1is in
trouble in the 1980°s. And these are generally the younger
farmers with children on the farm or nearby. It is vital, as Dr.
Heffernan will tell you today, that children know that what is
happening is not their parents” fault. We need to move everyone,
including farm families, away from this “blame the victim”

mentality.

The farm problem is a government-created problem and I
believe the government should take responsibility for it. The
best answer to this problem is for Congress to pass decent farm
legislation, admit the problem 1is the government“s fault, and bail
out the farmers. The problems of accumulated debts, declining
asset values, and low crop prices were caused by international

economic forces and governmental policies.
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That is why the governors in America have been so aggressive
in demanding:

%3 reduction of the national debdbt;

*Jowering of interest rates;

*lowering the value of the dollar;

*lowering the cost of credit;

*increasing the value of assets;

#increasing the competitiveness of our farm products.
Until progress is made on these fronts, rural America is going to

continue suffering.

We must work for better farm prices, either through increased
support and export subsidies or through acreage reduction. Our
goal should be for America to be self-sufficient regarding our
food supply and capable of exporting considerable quantities. if
we let the present market forces continue, we are going to see a

lot of our best farmers forced out.

Al) Americans have a stake in a healthy agriculture sector.
Most of the people who are being forced out now are quite
productive and efficient. The overwhelming evidence 1s that it is
the government”s decisions which put the farmers in the fix they
are in. Therefore, the right thing to do is for the government to
get the farmers out of this situation which the government

created.

The farm crisis is indeed causing profound pain and suffering
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among the farming families most directly affected by it. It seems
clear that in many families, two generations of farmers are being
forced off the farm. In their wake, the impact of their departure
on every institution in their rural communities is often
devastating. The very fabric of rural society in agricultural
communities 18 being threatened. If we fail to respond, we do so

at our peril.

The story of the farm family in Harrisburg, Arkansas, was

reported in the Arkansas Gazette, Page 1E, August 11, 1985.
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Rep?resentative OBEY. Senator Mattingly, do you wish to com-
ment?

Senator MATTINGLY. I would just like to say that I have some-
questions I would like to submit to the witnesses. I have to go back.
I have to leave because I am a member of the Senate Appropria-
tions Subcommittee on Agriculture. We are marking up a bill for
which I think you probably would rather have me there than here.
So with your kindness, would you excuse me from this area?

Representative OBEY. Surely. Senator Abdnor indicated he had
the same problem.

Governor Janklow, please proceed.

STATEMENT OF HON. WILLIAM JANKLOW, GOVERNOR, STATE OF
SOUTH DAKOTA

Governor JANkLow. Mr. Chairman, I would like to say that I
really also appreciate the opportunity, the indulgence that you
gave us to come here to visit with you for a few minutes. I would
like to pick up on the facts that Ed Schwinden and Bill Clinton
have started. We hear a lot about this great economic recovery
that we are going through. Tremendous news articles and a lot of
beating on the chest and successful speaking about it. We have
heard we have a $500 billion economic recovery underway. Except
it cost us a trillion dollars to get this $500 billion recovery. Who
can’t expand an economy by $500 billion when you spend a trillion
dollars to do it? We have a lot of debate about the national defense,
what it means to have protection for America, what it means to
the world to have a safe, strong America to provide what historical-
ly some people have felt is our leadership role in the world. We
hear a lot of discussion about the military defense and might. But
the greatest weapon for peace and the greatest weapon of protec-
tion this country has ever had is its ability to take care of the suf-
fering and the malnutrition and the hungry people of the world
who needed a helping hand.

You can go back to the Hoover Commission and recall from his-
torical days what the ability of American agriculture and the rest
of our industrial might to produce meant to hungry people in the
world. You can go to the Marshall plan right after the Second
World War as Europe lay there, easy prey for ideological forces
alien to this country, and which really marshalled the necessary
resources, founded upon food for hungry people, to bring forth de-
mocracies for the world. You can talk about the Food for Peace
plan which brought from the ability of the American people 43 bil-
lion dollars’ worth of food, involving about one-tenth of that in
grants to the hungry people of the world.

As a matter of fact, 20 years later, those same 10 countries that
received $3 billion in free food, purchased 37 billion dollars’ worth
of food from the American people. We can talk about things of a
modern nature like Bangladesh, Somalia, Chad, Ethiopia; where
does the rest of the world turn when there is always a disaster of
human suffering with hunger? It has been the American people
and the American farmer.

My philosopher is Mark Twain. Mark Twain once said that if
you feed a hungry man then you feed a hungry dog. The dog in the
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future will never bite you. I submit those countries in the world,
that the American people had opened up their hearts and arms to,
have never bitten this country either, when we have needed them.

Some questions were submitted by the committee that I would
like to respond to.

What is happening to the American farmers in my area under
the current period of economic stress? We are going to lose in
South Dakota this year 10 percent of all the farmers and ranchers
in our State. We have undergone a continuing change since the de-
pression and as agriculture has become more capital intensive. But
this year we are flat going to lose 10 percent of all the agriculture
producers in the State of South Dakota. Over the following 24
months after that, we will lose an additional 25 percent. These
sound like big figures but they are accurate. We will lose an addi-
tional 25 percent of all the ag producers in the State of South
Dakota on the farm and ranches extending out after December 31
of this year.

One.of the most phenomenal statistics I have ever seen is one of
recent nature: There are 2 percent of the American people engaged
in farming. Their combined debt alone exceeds the debts of Brazil,
Argentina, and Mexico.

We have a lot of news stories every day about what is going to
happen if Mexico repudiates or Brazil can’t pay its debt, but the
combined debt of the American farmer exceeds the debt of all three
of those countries.

I live in a State made up of small towns. We have 309 towns and
cities in the State of South Dakota and 290 of them have a popula-
tion of less than 5,000 people. We lose 1 small town business in our
State for every 10 farmers and ranchers that we lose.

What are the social and human impacts of the farm crisis? We
are not talking about just people. Although it is more appropriate
that we talk about them than the other things: Schools in rural
communities, hospitals, the ability to provide medical services, fi-
nancial institutions like banks that communities can’t survive
without, churches in rural communities which have been part of
the cultural and religious heritage and backbone of rural America,
small town Main Streets; all of them together, really, we are talk-
ing about human beings. We are talking about human suffering,
we are talking about family alienation which is a situation that for
all practical purposes is historically a very small percentage in
rural America. We are talking about domestic violence, something
that has basically been unheard of over the years.

We are talking about increasing alcoholism and drug abuse. We
are talking about mental health problems. But more than anything
else, we are talking about true human despair.

We all joke that farmers love to complain. It is either too wet or
too dry. It is too cold or too hot. It is too much this or too much
that. But it has reached the point where I believe that farmers
don’t have anything to complain about any more. When a public
figure walks into the room in a group of agriculture producers,
they are silenced. They don’t have anything to say. You ask them
if they have any questions, they sit there and look at you because
they have reached the point in human despair when they feel they
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filot only have no place to turn, they just plain don’t know what to
o.

I am not talking about young people. I am not talking about risk
takers who bought high-priced land on contracts for deed and took
a chance that inflation would continue forever and guessed wrong.
Let those people go broke. I am talking about people that are 50,
and 60, and 65 years old who have been ag producers for 30, and
40, and 50 years, and they didn’t get there that long by making
dumb decisions or taking unnecessary risk. We talk about the ques-
tion that has been asked: What measures can we take to deal with
the pending farm crisis? This is probably obviously the most con-
troversial of all; because of the factual things we have put forth, 1
guess none of you or none of the rest of people in America would
disagree with: The deficit and the deficit alone, that is what is the
backbone of this problem.

America is a net debtor nation.

As a matter of fact, the debt of this Nation and the other nations
in the world exceeds the combined debt of all the other nations in
the entire world combined. You can total up all their debt and it
doesn’t equal the debt of the American people to the rest of the
world. We have two deficits that are now starting to continue the
destruction of America. We have our fiscal deficit and we have our
balance of trade deficit, which will run about $130 billion this year,
which is the greatest Marshall plan in reverse in the history of the
world. It is the greatest transfer of wealth from one country to a
series of countries in the entire history of the world. The lifeblood
of America is literally being sent away under this trade deficit as
we, frankly, all destroy ourselves with our fiscal deficit.

Nobody in America honestly believes the budget is going to be
balanced. We all throw that rhetoric around, but nobody believes
it. The question is: Can we bring it in a better balance? Can we
make the tough, hard decisions to do what is necessary to approach
fiscafl} sanity, assuming that we are never going to be totally fiscally
sane?

The high value of the dollar. We can give a lot of reasons why we
don’t like what is going on in the trading world, but one of the
major causes of the high value of the dollar is this national deficit
that this country runs.

In 1982, Germany purchased 92 percent of all their soybeans
from the United States. Today less than 10 percent of the soybeans
are purchased from the United States.

In 1982, it took 10 German marks to buy a bushel of soybeans.
Today it takes .18 German marks to buy that same bushel of soy-
beans, an increase for the Germans of 80 percent of what it cost to
buy the soybeans at the same time that 1 bushel of soybeans has
dropped in value from over $10 to right around $5. There has been
a 50-percent reduction in what the farmer receives at a time there
has been an 80-percent increase in what the Germans pay for it.
And then there should be little wonder why they are buying their
soybeans from Brazil, until they have none left to sell.

Argentina has an export tax, as we know, 20 to 25 percent. They
charge farmers to export out of the country. Yet you can buy Ar-
gentine wheat today in New Orleans 24 cents a bushel cheaper
than you can buy wheat made in Montana, or the Dakotas, or any-
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place else in America’s wheatland. In direct proportion to the in-
crease of the value of the American dollar, there has been a pro-
portional decrease in the amount of agriculture sales that take
place of American agriculture commodities.

The third area, interest rates; 10 years ago the average farmer’s
expenses were 4 percent of interest rates; 4 percent of their total
expenses were interest rates. Today the average agriculture pro-
ducer in America spends 22 percent of their total expense budget
just to finance the need to run their operation. There are very few
economists left, other than maybe Mr. Laffer wandering around
Stanford, that would suggest that these high interest rates come
from anything except the deficit, which is the underlying cause of
these things that I mentioned.

Then we have the people nowadays in America that suggest: Get
the Government out of agriculture. What a brilliant suggestion; 90
percent of all the trade in the world conducted in agriculture is
conducted between governments; not between businesses, but be-
tween governments; 30 percent of it in the entire free world or in
the world is conducted by governments. We ought to get our Gov-
ernment out of agriculture the same day the Brazilian, the Argen-
tine, the German Government, the Japanese Government, the Aus-
tralian Government, the New Zealand Government, the British
Government, and all the rest of the governments get out of agricul-
ture. At that point in time it may become appropriate to get the
government out of agriculture. But until that point, our agriculture
producers have to depend on our Government to guarantee them a
fair fight in the world marketplace.

We can whip the farmers and the Producers in these other coun-
tries with our producers, but we can’t whip their national treasur-
ies with our farmers and producers. It is our Government’s nation-
al responsibility to guarantee a fair fight on the basketball court of
world competition. If our hoop is made smaller, if we have to play
with less players, if the other side is entitled to make more points
per basket, we will always lose the competition.

The final comments can probably be taken in the wrong vein.
Frankly, I hope that they are not. That is that, as we debate this
national policy of these problems in agriculture, the Republican
Senate blames the Democratic House. The Democratic House
blames the Republican President. The Republican President blames
the bipartisan Congress. What we are dealing with here is really a
circle of death for American agriculture. Because while the debate
goes on, real people are being cast aside, shunted aside, and al-
though we deny it, they are being forgotten and they are going by
the wayside.

Frankly, it has reached the point where America doesn’t care
any longer whose fault it is that we are in this mess. I don’t care if
it was the old Democrat New Dealers. I don’t care if it is the Re-
publican supply siders and neither do the American people. The
question is: What are we as the elected leaders of America going to
do about it?

There are 535 people in the Congress of the United States—535.
Of those people that serve in the Congress, they are the sole protec-
tors of 230 million Americans whose future depends upon the deci-
sions that you people make. There is no Republican solution to this
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problem. My party doesn’t have a solution. But the Democratic
Party doesn’t have a solution either. It is going to take a true,
honest, bipartisan effort of people who are willing to make tough
decisions. I mean tough decisions, to bring about a solution to this
problem.

I cut a budget. I cut it back in 1980 like a lot of the other Na-
tion’s Governors. I know what it is like to cut blind programs and
deaf programs. I know what it is like to cut ADC mother’s. I know
what it is like to cut the Governor’s budgets, and the legislature,
and higher education, and the mentally retarded. I cut everything
in the State of South Dakota. I cut them all equally. Three people
in my State complained; 2 years later I was reelected with the
highest majority in the history of South Dakota.

Americans are willing to suffer if we all suffer together.

We don’t like $600 toilet seats. We can’t stand them. But we
don’t like $50,000 junkets to South America by congressional
people during recesses either. What we do want, we do expect, and
we ask you people to do is to make the tough decisions to straight-
en out America’s fiscal house because then most of the remainder
of the problems that we have, our people can take care of for them-
selves. It is your responsibility and your duty. We really wish you
fG(.)ldspeed and good luck, because if you fail, this country is going to
ail.

Thank you.

Representative OBEY. Thank you. Thank you all for your testimo-
ny. I think you have all set a good stage for the next panel.

I do want to ask a couple of questions.

You have all indicated that this problem is not isolated from na-
tional economic policy and that if we grant everything that every-
body says about how some farmers went out and bought the sky,
tried to make a buck. Even if you take former budget Director
Stockman’s interpretation of that, when he presented it to our com-
mittee awhile ago—while I don’t agree with it, let’s grant it. And
then what you are saying is: Even if you do that, I think you are
still saying that you cannot avoid the fact that much of this has
been brought about by Government policies, not by farmer actions.

My question deals with more than the farm bill. There is only so
much you are going to be able to do no matter what kind of a farm
bill you pass. There is only so much you could do to actually deal
with this problem if you are only looking at farm legislation.

If you take a look at the broader picture, which all of you have
mentioned, we are going to be dealing with the tax bill shortly. We
have an argument raging on Capitol Hill now as to whether or not
we should use the revenue which is gained from base-broadening
and elimination of tax exceptions in the Tax Code and use that
money for additional tax rate reduction, or whether we should use
the money to be saved from that for additional deficit reduction in
order to bring down interest rates and try to bring into better equi-
librium exchange rates around the world.

If you were us, which of those two courses would you follow?

Governor JANKLow. Let me say this, maybe I am unique where I
live, but I can tell you seriously, my State has two Republican Sen-
ators, one Democratic Congressman. I don’t think any of us have
ever heard from one living human being that could care less about
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changing the IRS Code at this particular point in time. They would
like to have you change it to the point where the public could un-
derstand it, because nobody understands the IRS Code. But nobody
wants fundamental tax reform at this point in time. That is a
smokescreen that has been drug—when I was in law school, they
taught us that if you got a bad case of facts, then argue the law to
the jury. If you have got a bad case on the law, argue the facts to
the jury. And if you have bad facts and bad law, then bring on a
smokescreen and blame somebody else.

That is what we are dealing with about the tax reform. The fun-
damental question is;: What are we going do to keep America from
going broke? We can worry about these other niceties later, wheth-
er my rate should be 40 percent or 22 percent. If your income is
zero, it won’t make any difference what your tax rate is because
you won’t have to pay any.

Representative OBey. What are you saying is that the best farm
bill, the best trade bill that we could pass would simply be one
which took whatever revenue we could take from base broadening
and use it to reduce the deficit.

Governor JANKLOW. Absolutely.

Governor CLINTON. I agree with that. I think if the changes that
you are talking about involving the base make the code fairer and
so that it is, on it is own merits, a good and decent thing to do,
then I think you ought to put the money into some sort of trust
and pay off the debt.

I think you will have a tough time doing it. I agree with every-
thing that Governor Janklow said. But I think you have to look.
There is a flip side to this. The President was reelected and most of
the Democrats in Congress were reelected because look what hap-
pened the last 4 years. Sure, we doubled the value of the debt and
the value of the dollar went through the roof. But the complex of
polinr decisions made in the short run pleased the American
people.

We had a tax cut, cut domestic spending, had huge job growth in
some sections, we kept inflation down by having the interest rates
high enough to get foreign money over here, which kept the dollar
high, and by flooding this country with cheap foreign imports and
throwing thousands of people in my State out of work. So the com-
plex of policy decisions that were made, a lot of people were happy
in the short run, and the people that took the fall for a set of very
deliberate Government policies were people who were farmers or
tied to farmers and people who were in the import-sensitive indus-
tries.

So when you start balancing the budget to bring down the value
of the dollar, which I think is the only decent thing to do for the
long-term stability of the country, I think everybody has to go into
it with our eyes wide open.

You are going to find one person that disagrees with what Bill
Janklow just said to you. The hard, cold truth is that in the short
run, the complex of policy decisions that were made pleased 60 per-
cent of the American people and our folks took the fall for it.

You have to convince everybody in this country that we can’t
have a no farm sector. We can’t just throw all these people in rural
towns who work in shoe factories out of work, not because of the
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wage rates, but because of the dollar value. America can’t have
that upheaval. In the end it is going to run out.

If anybody had told you 5 years ago that we would run a $200
billion deficit, would you have believed it? You might have believed
inflation would be higher, but you would have never believed
that—the sand has run out of the hourglass. I think that is going
to be—we will support you, but that is what the Governors have
done. But there are a whole lot of people that want things to go on
just like they are because they are making big money out of it.

Representative OBEY. I agree with the comments of both of you. I
think it is Alice in Wonderland to be looking at tax reform as an
gpfgortunity to further reduce tax rates rather than reducing the

eficit.

I always think of a senior citizen who I met in a rural town of
Stetsonville about 2 months ago. They were having a polka dance
run by the VFW at a tractor pull. This fellow came up to me. He
says: “Obey, you know, I see you are talking about losing our
Social Security COLA. I don’t want to lose it. But I think I am
going to. But’” he said, “what bothers me about losing it, I see fel-
Jows talking about tax reform, too, same thing bothers me about
that. What bothers me about it, when it comes to losing my COLA,
when it comes to tax reform, what you are going to wind up doing
with the money probably is doing something stupid. I wouldn’t
mind losing it, just so long as I thought it would be used for some-
thing smart.”

“But” he said, “I don’t think you guys are going to do that. I
don’t think you have guts enough to do what is best. I think you
will just spend it on this other nonsense.” He was talking about
military budget and talking about some social programs he didn’t
like either.

But I think the public is ready for it and we are ready for it.

Congresswoman Snowe.

Representative Snowe. Thank you, Mr. Chairman. I want to
thank the Governors for eloquently stating the depths and dimen-
sion of this great problem.

My frustration is: Where do we go from here? We are going to be
marking up the farm bill and considering it on the floor, perhaps
next Thursday and the week after. Obviously, the farm bill in 1981
and the reauthorization of it did not provide the solutions to our
agriculture economy and to the farmers throughout this country.
In fact, we spent more than $60 billion over the last 4 years. So
where do we go from here? What is the solution? What do you
think Congress should be doing to address this problem?

Obviously, the deficit is an enormous problem. We have failed to
do our job. We passed a budget resolution but it is not effective in
addressing a problem that is $200 billion or more over the next few
years. So setting aside that question for the moment, what else can
we do to address the problems that you have stated here today that
we recognized—in fact, in the Joint Economic Committee, Governor
Schwinden, this is the 28th hearing on agriculture. We have had
more than 4,000 pages of testimony under the leadership of Sena-
tor Abdnor because this began 3 years ago.

What do you think, in your best judgment, should we do in the
next few weeks to address this problem so that we can begin to de-
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velop some solutions to lead the farm community down—to lead
them down a better path?

Governor SCHWINDEN. Let me respond by saying that we recog-
nize it is no easy task. At the same time, we recognize that the
Government can’t ignore what has happened in terms of what Bill
Janklow has talked about regarding the mounting deficit.

I think the first thing—you indicated that you had 20-some hear-
ings—somehow we are not listening, because when we took the
Gallup poll last December, 90 percent of the American people who
responded said they would like to see more of America’s surplus
distributed to poor people in the United States. Interestingly,
almost 60 percent said they would like to see it exported to feed the
hungry around the world. I think we have to find ways to maintain
a healthy agriculture with less drain on the national treasury.

The ultimate decider of what policy is good or bad policy is the
people of this country. In the concerns that Congressman Obey ex-
pressed, in trying to find the right direction to go, the one direction
that we have to go is to restore the confidence of the American
people by diligently trying to find a way to resolve not only the def-
icit, but to retain in place a productive system which for better
than 200 years has fed not only the people of this country, but of
much of the world. Time after time.

Governor JankLow. If I could be very brief. As I indicated in my
testimony, in 1960-61-62, 10 nations in the world received $3.3 bil-
lion worth of Food for Peace in America and purchased $3.1 billion
the same year; 20 years later, 1980-81-82, those same 10 nations
over the 3-year period purchased 43 billion dollars’ worth of food
that they paid for from the American people.

If you total up all the storage costs and all of the costs of admin-
istration and all of the costs of handling, all the surplus that we
have over and above what we need for a national protection re-
serve—we are insane that we just store it at a time when 500 mil-
lion people in this world will go to bed hungry tonight and another
500 million people in this world will go to bed suffering from mal-
nutrition. That is more than a third of all the people in the world
will either go to bed hungry or suffering from malnutrition tonight.

I also understand America just can’t feed people for free forever,
that we no longer have the wealth and resources. But if we are
talking about what we can do in the short term, the short term is
to get those food commodities consumed. Nobody would let us
dump them in the ocean, but when we produce 40 percent more
tha}x: this nation can consume every year, we have to do something
with it.

If we dispose of it in a humanitarian manner, build friendship
for America and follow the Judeo-Christian principles that this
country was founded on, the lowering of interest rates, the lower-
ing of the value of the dollar, the reduction of the deficit will bring
about the ability of—will drive the rest of the world toward an eco-
nomic recovery, which will give them the ability to develop, to feed
themselves, the basic rudiments which give us the value added.

Our best customers today, Europe, Japan, who we complain
about, which is our second largest agriculture trading partner, are
countries that we put on their feet who now have the ability to
take care of their basics, and the value added for us is the profit.
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So that is the direction I think that we just plain have to go.

Governor CLINTON. I think you can do two different things. I
think it is very difficult for a Senator or Congressman to maybe
make that decision in a vacuum. You can either do what we have
suggested—you got to get rid of the surpluses directly, as the Gov-
ernor has suggested—or I think if our trading partners were sure
we were serious about dealing with the deficit, I think we could
have a near-term export subsidy in our trading where we just sell
five quantities for the price of four until we got rid of this, as long
as they knew it was a short-term thing we were dealing with. You
have to get rid of that.

The only honorable thing to do is to go back to an older system
that this country once followed and more incentives for production
controls. I saw where the President said he would have to veto any
bill that gave a farm referendum on production control. But you
may just have to take that on.

You should do one or the other. If we want to stay in a world
market, then we ought to give productive farmers a chance to sur-
vive. You can go down that road as they have outlined. If we are
not going to do that, then I think you ought to really face up to the
concepts embodied in Senator Harkins’ bill and get into production
control so people can make a living farming at least for us and
take care of us.

I think you will have to decide which way you are going and
what is likely to happen in the next 3 years.

Governor SCHWINDEN. Let me restate one other thing—or state
it. That is that at the outset, Congressman Obey pointed out it was
only 7 months ago that you had a hearing on the crisis in agricul-
ture.

When I left Montana yesterday, I clipped an article from the
paper in which our State Farm Home Administration director
noted that we had broken last year’s record for loans. In Montana
when we break a record, we do it in a big way. We set a record last
year. This year our borrowings to date are double what they were a
year ago. So we didn’t just break it by a few hundred thousand dol-
lars—we doubled the number of loans with those already issued
this year. He said he is bracing for an avalanche of applications
this fall. So I guess the message is: Do something. I think what
Governor Janklow said earlier about the silence from the coun-
try—what they are looking for are not easy solutions. I think the
producing people of America on the farms and ranches recognize
that sacrifices need to be made. They are prepared to make them
as long as they have a sense that the net result is going to be a
stronger and safer country.

Representative SNOWE. Just briefly, could you tell me what per-
centage of farmers in each of your States are in serious trouble?

Governor SCHWINDEN. In Montana, as of January 1 of this year,
40 percent of the Farmers Home Administration loans were delin-
quent. We did a survey last year and we found that we basically
paralleled the national pattern: about a third who were debt free
for various reasons; a third in trouble but probably would survive
given stability or some improvement in agriculture; the other 35,
38 or 40 percent—obviously worse by now—in serious trouble; and
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perhaps half or better that are not going to survive this and next
year.

Governor CLINTON. I believe that our State has the highest per-
centage of its farmers financed through FmHA of any State in the
country. I have just consulted with my aide; he said that we just
checked last week before we came up here. He said that 20 to 30
percent of those people were in trouble.

I can tell you that if you talk to any farm bankers—what would
happen if the FDIC came in here and really gave you a good going
on and examined whether this collateral is really worth what it’s
supposed to be worth with the decline in farm values, you can’t
talk to one of them that won’t just roll his eyes. There is no way to
quantify that because you have these people getting financing
based on the value of collateral which may not be there anymore.
Most people think that when we come up here we cry wolf. I am
saying we may be underestimating the dimensions of the problem.

Governor JANKLOw. I think what puts it right to the focus is
what is going on in the farm credit community in just the last
month. We have heard how sound it is. We have heard what great
shape it is in. The Omaha district was in trouble, the rest of them
were very sound. All of a sudden the guy wakes up one morning
and finds out they are going to need tens of billions of dollars over
the next 18 months. I think that that is—it is like me when I
smoke. There is going to come a point in time when I pay the pen-
alty. I think I am pretty healthy right now, but at some point in
time I am going to wake up and find out I shouldn’t have had all
those smokes.

Part of the problem in farm credit is truthfully, nobody in Amer-
ica knows—States are being very, very liberal with State bank ex-
aminers to examine State banks, State chartered banks, as to how
they value the underlying land assets for equity purposes. Frankly,
as the Federal people have said, they never use the term “liberal.”
They are being very, very gracious in how they value the land
assets for the soundness behind the national banking loans and
so—Farmers Home Administration in a lot of instances is ignoring
some of the basic rules that they are supposed to follow. Finally,
commercial banks are using the gimmicks commercial banks have
always used, this time out of despair. That is, as my agricultural
loan becomes due this year, I go in and they sign a new note with
me. I sign a new note which takes the old principal, adds the old
interest and makes a new note with new principal. That is the
combined total, and they treat that as a performing loan basis;
they treat it as if I had just paid the interest. So truthfully, there is
nobody that knows. We are going to wake up some morning and
find out, the house of cards has really fallen down.

Governor SCHWINDEN. Let me add a postscript. We have talked
about the farm credit system and the amount of trouble that it is
in. I am sure you are aware of the kind of varying spread that has
occurred between the pricing of that paper and U.S. Treasury bills,
for example. On Sunday night, I was with a banker from a small
rural community in Montana. We talked about this, the problem in
the farm credit system. I said, “How much farm credit paper have
you got?”’

“None. We got rid of all of it.”
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I think we do have a house of cards. What happens over the next
few months in terms of the confidence of whether that house of
cards is going to survive or not, whether you like it or not, is
squarely here in the Congress and administration.

Representative SNOWE. I thank you all very much again.

Representative OBEY. Senator D’Amato, from that well-known
center of American agriculture, New York City.

Senator D’AmaTo. Thank you very much.

Mr. Chairman, first of all, if I might, let me submit a written
opening statement that I have for the record—to save some time.

[The written opening statement of Senator D’ Amato follows:]
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WRITTEN OPENING STATEMENT OF SENATOR D’AMATO

MR. CHAIRMAN, | COMMEND YOU FOR HOLDING THIS
IMPORTANT HEARING ON THE SPREADING IMPACT OF THE FARM
CRISIS [N THE UNITED STATES,

RECENTLY, THE AGRICULTURAL COMMUNITY HAS DRAWN A.
GREAT DEAL OF ATTENTION. AGRICULTURE, OUR NATION'S
NUMBER 1 INDUSTRY, IS SUFFERING GREAT HARDSHIP. THE
CRISIS IS INTENSIFYING AS OUR FARMERS ARE INCREASINGLY
FINDING IT MORE DIFFICULT TO MEET THE TERMS OF THEIR
OUTSTANDING LOANS. 1T IS ESTIMATED THAT ALMOST ONE-THIRD
OF OUR NATION'S FARMERS ARE NOW ON THE BRINK OF
BANKRUPTCY .

HOWEVER, THERE EXIST OTHER PROBLEMS THAT OUR
FARMERS ALSO MUST DEAL WITH, MANY OF WHICH ARE OUT OF
THEIR CONTROL. IN THE U.S. MARKETPLACE, THEY MUST
COMPETE WITH FOREIGN PRODUCTS SUBSIDIZED, DIRECTLY OR
INDIRECTLY, BY FOREIGN GOVERNMENTS, IN MY OWN STATE OF
NEW YORK, THE VEGETABLE GROWERS AND POTATO GROWERS
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COMPETE HEAD-ON WITH CANADIAN FARMERS PRODUCING THE SAME
PRODUCTS, BUT WITH THE ASSISTANCE OF THE FEDERAL AND
PROVINCIAL GOVERNMENTS OF CANADA,

OUR FARMERS NEITHER DISCOURAGE, NOR ARE AFRAID OF .,
COMPETITION, BUT THEY MUST NOT BE FORCED TO COMPETE
AGAINST THE TREASURIES OF FOREIGN NATIONS AND THOSE WHO
INSIST ON USING ILLEGAL AND UNFAIR TRADE PRACTICES.

MR. CHAIRMAN, THE AMERICAN FARMER NEEDS OUR HELP. A
LOOK AT THE HIGH NUMBER OF DEFAULTS IN FARM MORTGAGES
AND THE HUGE TRADE DEFICIT ARE INDICATIONS THAT STRONG
ACTION 1S NEEDED. WE CAN [LL-AFFORD TO LEAVE THIS
_PROBLEM UNRESOLVED.

THANK YOU, MR, CHAIRMAN,
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Senator D’AMAT0. Second, coming from New York, I cannot pre-
tend to have the expertise that so many of my colleagues do have
in the areas of agriculture, particularly as it relates to production
of wheat and corn and other products, although I might say that
the agriculture business is New York’s leading industry and is a
$10 billion industry, and that although people may not be aware of
it, there are 440,000 people employed directly or indirectly as a
result of that business, and that we are the No. 3 agricultural State
in the Nation by virtue of our large dairy-producing industry and
some of our vegetable and other crops.

It is important to our economy, equally; 17 million people have to
eat. We look at the prices on the marketplace and we begin to
wonder: How is it that if we see these charts with the income on
farms having come down that the consumers have not shared in
this reduction in prices that farmers are receiving for their crops
and for their industry and for their products?
hI ‘:;1m wondering if you gentlemen would care to comment on
that?

Governor JankLow. I can tell you one reason, I can’t tell you
them all—

Senator D’AMaTto. We are also including the meat production. I
think this is all agribusiness. We find that there has been little de-
cline in the prices of beef that people are paying at the retail
counters, while there also has been a drop of some 20 percent, if
not more——

Governor JANKLOW. One of the major reasons is that historically
America has raised its capital through throughout all of its succes-
sor agribusiness industries—the marketing system, the transporta-
tion system—through equity capital. Now they are basically doing
it with debt capital. When you have people that historically have
paid basically no interest or very low interest rates that all of a
sudden have to finance things at the rate of 2 points above prime
several years ago, 18 percent, 15 percent, 17 percent, and you start
putting that cost of capital in the base and nobody is making any
money throughout the chain, it has a domino effect which is abso-
lutely phenomenal.

That heretofore has not historically ever been the case economi-
cally in America’s history like it is today. So although there may
bfg ;\ll))ig spread, part of it, everybody is financing their capital out
of debt.

Governor CLINTON. There is another reason, too, which is that
when you see that farm income line going down, it is basically be-
cause of overproduction. It has nothing to do with the American
market. Our farmers were told for years: Plant fence row to fence
row, buy more land and more equipment and produce. And now
the storage bins are full. That is why you had all this discussion
earlier about what to do with the surplus. So if the American
people can go out and consume all this food, the price would go
down. But there is just so much they can consume. So the rest of it
is in storage through Government programs.

As you know, raw farm prices have very little impact one way or
the other on food prices in the grocery store. The good news about
that is that you can vote to improve them and consumers’ prices
wouldn’t go up all that much.
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Governor SCHWINDEN. Let me suggest——

Senator D’AMATo. That is the first time I have heard that.

Governor SCHWINDEN. There is another factor. I am in the farm-
ing business myself. I raise wheat and barley. Ten years ago in
1975, I sold wheat for about $5.30 or $5.40 a bushel. If I sold the
same wheat today, it would be about $3.15 or $3.20 a bushel. 1
bought a Ford pickup in 1975 for less than $6,000. I just bought a
new pickup 2 weeks ago and I paid just under $13,000 for it.

Your consumers, if they have not had decreases, they have noth-
ing like the kinds of increases—in fact, every time that I write
“good news from Washington” to Helena, MT, it is that level food
prices, and in recent months, energy prices, fuel, for example—gas-
oline—by staying flat have kept the rate of inflation down.

A few months ago, I visited some editorial boards in the east. We
visited the New York Daily News. I remember a question I was
asked about halfway through from the editor who said, “That is all
very fine. We care about farmers, too. But what does that have to
do with the 5 or 6 million people that have to get on the subway
every morning?”’ I said, “What do they eat for breakfast?”” Those
food c(:iosts have stayed very flat at a time when inflation has con-
tinued. '

Senator D’AmATo. So you don’t subscribe to those who contend
that there has not been sufficient recognition of this diminution in
the prices paid to farmers reflected on the retail shelves.

Let me put it another way. Inasmuch as the prices the farmers
have received has gone down, as you indicated, the question then is
asked—whether it be wheat or other products, whether it be meat
products: Why not a corresponding reduction on the shelves to the
consumers? You are saying, in essence, as a result of the cost of
other goods, transportation, we have experienced a decrease by the
fact that the prices have not gone up. That you have a leveling off.

Governor ScHWINDEN. I would put it: You have not experienced
the increase that would otherwise have happened.

Senator D’AMaTo. Do you gentlemen subscribe to that?

Governor JANKLOW. SY)meone should never badmouth a farmer
when their mouth is full. That puts some of it in perspective.

Senator D’AMATO. Let me suggest this to you: I am not attempt-
ing—Governor, we are on something that records statements. If I
let that go at this point, I might at some point in time have a little
clip come back to suggest that, you know——

Governor JANKLOW. Not from my party.

Senator D’AmAT0. I understand that. But my question was in-
tended not so much as to badmouth farmers or—but rather, there
have been a number of people who testified before this committee
that they felt that consumers were not getting the benefit of lower
prices given the fact that farmers have been getting less for their
products. That was the nature of the question.

Governor JaNkLow. If you look at a loaf of bread, the average, I
believe—everybody throws the numbers around—is that there is
about 8 cents on a loaf of bread represented in the wheat value,
and the rest of the dollar price that you pay, or whatever it is of a
loaf of bread, is represented in other things. The package, the
truck, the flour mill, the people that bake the bread and all the
other things that go into finishing the raw material. The bottom
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line is, as agricultural prices drop, one of the things that is holding
down the cost of food in America is it is coming out of the farmer’s
hide, and it is coming out of the agribusiness side where people like
the packing plantworkers have had to take substantial pay cuts.
The deregulation of the trucking industry has had a dramatic
effect in rolling back in a lot of instances the amount that you can
charge for trucking because it made it more competitive.

So what we are doing by holding down those food prices—I am
not arguing for high—price food—it is like a potato farmer. We are
just smashing everybody else that is in the middle and all of a
sudden we are going to find out the chain broke.

Governor CLINTON. Senator, you could have your staff check this
out. I do believe that the percentage of disposable income spent by
Americans on food has declined in the last 5 years, but I don’t
think it has declined probably as dramatically as net farm income.
I think if you will check the percentage, less than 13 percent now
in the European average.

Senator D’AmaATo. I share with you, with your colleagues, what
seems to me to be an inconsistency of policy and a way in which we
could go, doing what happens to be humanitarian for humanitarian
purposes: The rights of distribution of excess food that is costing
American taxpayers a lot of money to store through various re-
gions of the country. Not under the aegis of the United Nations or
any other so-called farm group, letting people that know that it
comes from the United States of America. It has always bothered
me that the generosity of the American people has in many cases
gone—the story of that generosity untold, particularly to the recipi-
ents of the generosity. But if we used these foods to help those who
are in desperate positions, who face starvation, et cetera, I have no
quarrel with that. I think we should be embarked upon that. But
how does that deal with the kinds of problems we have talked
about, such as the credit crunch? How do we really deal with that?

I subscribe to what all three of you have said: Let’s cut the cost
of the Government’s storage programs down. Get that food out.
How do we deal with the fact that you have a 30- or 40-percent de-
linquent debt problem in your State with farmers? Here is the
question: Do you continue to loan those who have gone far beyond
what creditwise they will be able to pay back; aren’t we just exac-
erbating the problem for that individual?

Governor JANKLOW. Senator, that reminds me of the debate that
was going on a few years ago when New York City was in trouble.
A lot of people in America suggested: They got themselves into
this. This isn’t national policy. New York City did this to them-
selves and should we cut them loose, let them declare bankruptcy
as a community or tax themselves to death and go under or is
there a greater responsibility of Americans helping an American?
We did it to Lockheed. We did it to Chrysler. But in those three
what they call bailouts, those were decisions made by the city of
New York and its people, Lockheed and Chrysler that caused them
financial drain to the point where they were almost ruined.

What we are talking about in agriculture in America, at least I
say, those farmers who stuck their neck out and gambled on infla-
tion and lost, let them go. I will take the heat for saying that. But

=-—— the other 90 percent of the American farmers who only did what
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their Government asked them to do—the Government said, go
plant fence row to fence row. There is a hungry world out there.
You look at your first chart under farm program costs about 1976
or so, that is when we have $5 and $6 wheat. There was a shortage
of supply of wheat and corn in the world.

These people are in trouble. The other 90 percent of the farmers
are in trouble because they did what their Government asked them
to do. They don’t need a bailout. They need justice. They need abso-
lute justice to get over this hump that has been thrust upon them
because embargoes took away their world market. Richard Nixon
had them, Gerald Ford had them, and Jimmy Carter had them.
They destroyed our credibility as a primary supplier and turned us
into a residual supplier. It is our National Government economic
policies that brought about high interest rates that have brought
about the high value of the dollar.

All I am saying is that when you drive over a guy in an intersec-
tion and it is not his fault, do you have a responsibility to try and
keep him alive until he gets to the hospital?

Senator D’AmaTo. Well, Governor, this time would not give me
or anyone else the opportunity to respond. But I would have to say
to you, while I might agree with and I do agree with what you
have said, the problem is, I haven’t heard how you define those
who are in a position through no fault of their own. What program
do we implement to deal with that? How do we distinguish between
that person who gambled on inflation continuing to grow, as op-
posed to those who find themselves in this position as following the
American policy that has been well articulated in agriculture?

I am looking for suggestions to attempt to deal with that. The
Agriculture Committee will be coming forward. I will be called
upon to vote for or against recommendations or legislative initia-
tives. I will probably vote for them. But I was hoping that we could
get some indication from you as to how to best treat this. We un-
derstand the problem. We have billions and billions of dollars
worth of debt there. We have a huge deficit. How do we distin-
guish—do we continue to go with the line of credit?

Governor JANKLOW. Yes.

Senator D’AMAaTO. Do we continue the line of credit to all, re-
gardless of whether they can pay back?

You know, Lockheed, when they got their loan and New York
when they got their loan, had to establish that they could and
would indeed pay back. And they did. In each case, the Federal
Government did not lose money, but in the final analysis—I don’t
mean to be defensive about the New York loan—but the Federal
Government actually made money.

Now, I certainly believe that we should work to design programs
that will give to those farmers who are self-sufficient, have been
over the years, the ability to continue to be so. Are there particular
recommendations that you have in this area?

Governor CLINTON. Senator, I respect the question you ask very
much. I think it is very easy for people to come to the Congress
and then leave you to deal with the details. Life is 90 percent de-
tails. Before we could really answer that question honestly, I think
the Congress has to answer the following question honestly: Are we
going to try to pursue a policy which will permit most of the effi-
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cient farmers in this country to continue to farm? You have to
decide that first. Once you decide that, then I think you have to
say, well, then, we ought to refinance the farm debt. We need to
look at these models. Let’s look at Chrysler. Let’s look at New
York. Let’s look at what we did with Lockheed. Let’s see what
kinds of shared sacrifices were there.

Senator D’AMAro. If I might, implicit in your statement is that
there will, of necessity, be some who we find to be inefficient, who
will never work their way out.

Governor CLiNTON. That is right. If every person in this room
and in the Congress heaved to today, there would be some who
would go down. There is no way in the world we could stop it.

Senator D’Amaro. I think it is important that we——

Governor CLiNTON. We all agree with that.

Governor SCHWINDEN. There is the possible misconception that
the existing structure out there encourages rural people to get into
a situation they can’t pay back.

Let me read what our State director said about Farmers Home
Administration loans. “You still have to show the ability to make
repayment.” That has to be the bottom line criteria.

Senator D’AmMATO. So you all subscribe to that?

Governor CLINTON. We do. But if beans keep being $5, that is
going to affect how many people you want to refinance. If beans go
to $6, then you qualify a whole lot of people for refinancing. It
would be stupid to be refinancing if you are going to stay with a
national policy that has $5 soybeans or $3 rice. You have to make
both decisions at once. Then you can refinance the farm debt in a
sensible way.

I think it is very useful to look at farmers as a group in the way
we would look at New York City or Chrysler. They are at least as
important to the future of this country. I am from a rural State. I
supported the Chrysler loan guarantee program. I personally called
two of the last holdout banks in 1980. I supported the program for
New York City. Very few people were for it down there.

We are one country. We need to pull together on this. I do think
you are going to have to refinance the farm debt. You can’t do it
sensibly until you decide on your farm policy.

Representative OBEY. I will have to call time.

Let me simply comment on the Senator’s question. I think both
of you laid out exactly what our choices are in agriculture. We can,
as some say, simply say, get the Government out of agriculture. If
we do that, we have to recognize that we will, in effect, be doing
that unilaterally, because our trading partners and our agriculture
competitors around the world will not be following that same
policy. Even in the dairy area, people who are talking about get-
ting the Government out of agriculture are not really talking about
eliminating the multiplicity of milk marketing orders around the
country, which you really have to do if you are going to deal with a
straight market situation. You have to make a choice. Though it
sounds theologically and economically reasonable, and it thrills
economists and thrills lovers of Adam Smith, the fact is that the
world is a little more comfortable when you are competing.

Second, you have to ask yourself if it is really politically possible
to obtain a totally free market in agriculture. I don’t believe it is.
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This isn’t heaven. We have to struggle with imperfections, in-
cluding economic imperfections in this country. If we don’t believe
we can do that, then the question is, are we going to continue to
ride along with some kind of Rube Goldberg patching together of
existing programs which doesn’t really get at the surpluses and
which really doesn’t provide adequate income to farmers either,
even efficient farmers? Or are we going to look at a different
model, even though it offends professional economists and offends
those who believe in the theology of Adam Smith to the exclusion
of other considerations? If you think that you ought to look at that,
then it seems to me that, while I do not come from a grain State,
that something along the lines of the Harkin proposal offers at
least an alternative which will control the budget bleed, even if
you don’t feel comfortable with the other aspects of the program.

If you are going to apply that, at least you have a way of avoid-
ing these huge farm program costs, so that you may still not have
the kind of marketing system we like, but given the fact that every
government in the world is involved in farm marketing arrange-
ments, at least you will be getting that huge direct cost to the Gov-
ernment, even though I theologically don’t like the implications of
the Harkin bill. It seems to me those are the only two choices we
have unless we are going to muddle along, clunk along with con-
tinuation of programs that may have been fine in the 1930’s, but
just don’t meet supply and demand today.

Let me thank you all for coming. I appreciate your time. I know
we took more time than I thought we would, but I think it was
useful. I especially appreciate you being frank enough to indicate
that on the tax side, we ought to worry more about our first obliga-
tion and get the deficit down before we give taxpayers the luxury
of another rate reduction financed with more borrowed money.
Thank you very much.

I ask our next panel to come forward.

I ask each of you to proceed for about 7 minutes with whatever
you would like to say. I apologize for the slippage of the schedule.
But as you gather, we were limited to the 5-minute rule on the
House floor. That doesn’t often occur.

Why don’t we begin with Mr. Pryor?

I will ask you to limit your statement to 7 minutes, please.

STATEMENT OF EARL PRYOR, SMALL GRAINS AND LIVESTOCK
PRODUCER, CONDON, OR, AND FORMER PRESIDENT, NATIONAL
ASSOCIATION OF WHEAT GROWERS

Mr. Pryor. Thank you, Mr. Chairman. I am a small grains and
livestock producer from Condon, OR, a small town of less than
1,000 population in eastern Oregon. I am a member of the National
Agricultural Trade and Export Policy Commission and immediate
past president of the National Association of Wheat Growers. I am
past director of PCA.

A large part of agriculture’s present dilemma lies in public
awareness of agriculture’s role in our Nation. My gravitation to the
AgFocus group is an outgrowth of this frustration.

Our community has been dying for 20 years as petroleum distrib-
utors, machinery dealerships, and health services migrate to larger
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population centers. Over 50 percent of our storefronts are vacant
and farm bankruptcy and/or retirement is imminent for many of
my neighbors.

The ignition point for most farm and economic problems began
w@(tih the oil embargo and escalating economic dislocations world-
wide.

My prepared statement is divided into five sections: Grain ex-
ports and economic impact, farm income impacts agribusiness, agri-
cultural credit crisis resolution, cash-flow and production require-
ments, and references: prime indicators of the agricultural econo-
my; commodity market prices, monthly update; USDA farm pro-
duction expenses and income; farm machinery inventory and ex-
penditure data; and an interim report of Agriculture Trade and
Export Trade Policy Commission.

When you talk to a farmer anymore, his first remark is not
about his crop. His first remark is, you have been to DC; what is
going on in the farm bill.

The next remark is, what are they doing about the export situa-
tion? So I would like to share with you some of the real concerns
that individual producers have out in the country, perhaps suggest
some ideas that we might present to you.

T{}ese are really gut policy issues, as they affect agriculture
itself.

The passage of the 1980 farm bill will fail to hold the line on de-
clining farm income. That is a given, given the parameters you
have: The budgetary exposure continuing, the credit crisis will ex-
tract bailout, rivaling the farm bill in cost. I think that is almost a
given.

America needs to rethink our policies if we are to continue in a
world leadership position. Business sectors are trumpeting our
status as a debtor nation. Current trends indicate by 1990 the
}ihll)ited States will owe $1.3 trillion, far surpassing the Third World

ebt.

We are a nation of insatiable consumers. The Federal Reserve
Board antiexpansionist, monetaristic policies have encouraged a
buy foreign mentality in our country. Industries like lumber, tex-
tiles, and agriculture have been savaged by cheap, foreign products.

Trade opportunities have withered away. Industrial plants are
running at 80.5 percent of capacity. Agriculture is overproducing
with 60 percent of their capacity utilized, and mounting surpluses
are driving us to the bankruptcy.

The root problem of all these diverse industries lies in policies
calculated to curb inflation, stimulate world economic recovery,
and regain our military posture worldwide.

Certainly the strong dollar and continuous mammoth budgetary
deficiency make strange bedfellows. However, it is a marriage of
convenience if we are to continue to attract foreign funds necessary
to balance our economic house of cards.

There are alternatives to the path that we are now following.
The monetary and fiscal policies must be realigned to encourage
growth in our country again. A shopping list might include public
recognition by President Reagan that the dollar’s value in relation
to major world currencies is hampering world economic recovery,
repayment efforts by Third World nations, and economic develop-
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ment and job opportunities in the United States. U.S. intervention
in world capital centers timed to augment moves against the dollar
value should be examined.

We need to adopt legislation to further encourage the saving
habit of individuals, lessening the need to attract foreign capital.

We need to substitute trade for aid and it should be based upon
reciprocity. We must recommit ourselves to the Yankee trader phi-
losophy. The Export Trade Act of 1985 was a step in the right di-
rection. However, much more needs to be done. We need to capital-
ize on our national treasure of productive lands and the expertise
of our agricultural community.

These are renewable resources. They are a multiplier effect as
they move through our economy and can double agriculture’s con-
tribution toward a positive balance of trade.

As I have noted, I am a member of the policy commission. I offer
our interim report to the President and the Congress for your
review. :

Agricultural revitalization lies in solving our marketing dilem-
mas, not Federal subsidies. Our income needs to come from our
consumers, domestic particularly and abroad. Policies need to be
adopted to assure this opportunity.

Agriculture will then rise again from the ashes of neglect. Thank
you.

Representative OBey. Thank you, Mr. Pryor.

[The prepared statement of Mr. Pryor, together with attached
references, follows:]
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PREPARED STATEMENT OF EARL PrYOR

I am a small grains and livestock producer from Condon,
Oregon, a small town of less than 1,000 population in eastern
Oregon. I am a member of the National Agricultural Trade and
Export Policy Commission and immediate past president of the
National Association of Wheat Growers.

A large part of agriculture's present dilemma lies in public
awareness of agriculture's role in our nation. My gravitation to
the Ag Focus group is an outgrowth of this frustration.

Our community has been dying for 20 years as petroleum
distributors, machinery dealerships and health services migrate to
larger population centers. Over 50 percent of our storefronts are
vacant and farm bankruptcy and/or retirement is imminent for many
of my neighbors.

The ignition point for most farm and economic problems began
with the o0il embargo and escalating economic dislocations
worldwide.

My testimony is divided into five sections:

1. Grain Exports and Economic Impact

2. Farm Income Impacts Agri-business

3. Agricultural Credit Crisis Resolution

4. Cash flow and Production Requirements

5. References

A. 7Prime Indicators of the Ag Economy

B. Commodity Market Prices: Monthly Update

C. USDA Farm Production Expenses and Income

D. Farm Machinery Inventory & Expenditure Data

E. Interim Report of Agriculture Trade and
Export Trade Policy Commission
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GRAIN EXPORTS AND ECONOMIC IMPACT

The outlook for U.S. wheat exports over the next year is
deplorable. BAs of the week ended September 5, 1985, wheat exports
were running 45 percent behind a comparable period last year (June
1 - September 6). The U.S. Department of Agriculture, USDA, now
estimates that total U.S. wheat exports will fall to 1.150 billion
bushels from last year's 1.424 billion, a drop of over 19
percent. Many trade analysts Believe the final export level will
be even lower, possibly below 1.0 billion bushels. This drop in
exports will not be offset by an equal drop in production thus
adding to ending stocks which will likely total over 1.6 bi%lion
bushels.

Falling wheat exports will also contribute to the decline in
the total farm export surplus which according to USDA estimates
will fall to $12 billion this year from last year's §$19.3
billion. Only 15 percent of this $7.13 billion drop can be
attributed to increased imports.

Falling wheat exports have also had an impact on domestic
employment levels. USDA employment multipliers provide some
estimate of total losses. The Department estimates that each
million bushels of wheat exports generates employment for 124.7
people. Applying this to the expected one year drop in U.S. wheat
exports of 274 million bushels translates into the possible loss

of over 34,000 jobs.
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Compounding this problem is the level of farm product
prices. Wheat futures prices are at a seven year low ($2.80) and
terminal prices at Kansas City and Chicago will be at ten year
lows if these futures prices are realized. In 1980 cash prices
were $4.20 a bushel at these locations.

Feed grains production is forecast at 257 million metric
tons, 21 million above last year. Record crops are forecast for
corn, sorghum and barley.

Stocks of feed grains are projected to build to 83 million
tons, up more than 75 percent from 1984/85.

Farm prices are supported by loan rates, and deficiency
payments constitute an important part of grain producers' income.
Corn producers and wheat growers, who participated in the acreage
reduction program 10 percent and 30 percent, will receive
deficiency payments of 48 cents and $1.08.

Soybeans, meal and oil are in record supply and at low price
levels. Worldwide production of oilseed crops is expected to

increase.

FARM INCOME IMPACTS AGRI-BUSINESS

Farm machinery demand continues to fall dramatically.
Projected purchases of new and used farm machinery is $6.4 to $6.9
billion, down from $7.3 billion last year.

Domestic combines and corn head purchases during January-May
this year have dropped 34 percent and 43 percent respectively.
Four-wheel drive tractors have dropped 45 percent to 1,140 units

during this same period.
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Farm machinery exports, which declined 15 percent in the
first quarter, call for flat or declining expoéts and increased
imports, pointing to further reductions in the positive U.S. trade
balance.

Inventories are at all time highs and are an extension of
agriculture's economic plight. Private sources indicate the farm
machinery sector is producing at 10 percent capacity.

The availability of credit is important for purchasing
agricultural inputs. About 45 percent of new and used machinery
purchased in 1979 was financed and I suspect that percentage is
much higher today.

Farmers are not ;eplacing their old machinery. Repair bills
are mounting. Contraction in farm capital stock in 1981-83 is

nearly equal to the expansion during 1974-80.

AGRICULTURAL CREDIT CRISIS RESOLUTION

There are no easy answers to solving the credit crunch. The
annual net farm income will remain in the $21-27 billion range
under the 1985 Farm Bill. The failure to adopt substantive
monetary and fiscal policy improvements will mean continuation of
high real interest rates.

The Farm Credit system is anticipating as much as 15 percent
of its $74 billion in loans --$11.1 billion =-- is uncollectable.
Commercial banks hold $50 billion in ag debt with the prediction
that one of the 5200 will fail each week this year. And the
national debt-to-asset ratio is gbout 26 percent, a modern day

high. Liguidation rates of 10 to 15 percent will be required to

service the debt, about 3-4 times historical rates.

58-046 O - 86 ~ 3
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The entry of young farmers in the near term will be
non-existent because of cash‘flow requirements and low returns in
agriculture.

Some solutions to consider are:

Short term

- Provide lower cost credit through buydown and

guarantee

-- Reorganize FCS and FmHA to provide better staffing

quicker turnaround on loan applications and farm
management counseling funds for Extension Adult
Education programs.

-- Stabilize farm asset values

- Provide adequate oversight/examination to minimize

lending institution failures.

- Improve bankruptcy procedures

- Authorize land holding entity

- Recapitalize FCS as need arises

- Provide debt adjustment programs for commercial banks
- Recognize "basket cases" and cut short public losses

by liquidation

The proper solution to credit needs is the return of profit

opportunity in agriculture. THERE IS NO SUBSTITUTE!
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CASH FLOW AND PRODUCTION REQUIREMENTS

The following tables are an itemization of cash flow made up
of variable and fixed costs for a 2500 acre summer fallow farm in

eastern Oregon. These figures are based on 1983/84 production

year.
Cash flow & Production Requirements
2500 acre summer fallow farm
Variable & Fixed Costs (In dollars)
Labor 12.56
Machinery 16.39
Seed 6.11
Fertilizer 6.90
Herbicide 6.90
Production 8.81
50.77
Marketing 16.16
67.43
Machine Operation 41.19
108.62
Crop Insurance 4.75
Misc. Costs 4.60
117.97
Operations Interest 3.60
Management return 5.80
Land costs 50.00

TOTAL COSTS $177.37
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Yield Requirements at Various Price Levels
(in bushels per acre)

Portland Delivered Prices

Cash flow levels (Dollars) $3.00/bu_ $3.50/bu_ $4.00/bu

Production & marketing 67.43 22.4 19.6 16.8
Machinery operation 108.62 36.1 30.1 24.1
Crop insurance & misc. 117.97 39.3 34.4 29.5
Interest & management 127.37 42.2 37.0 31.8
Land cost return 177.37 59.1 50.7 44.3

Additional yield requirements with varying levels of debt are
projected below. Land is valued at $350.00/acre at 12.25 percent
interest over 35 years.

Additional Yield Requirements
(in bushels per acre)

: Portland Delivered Prices
Leverage position $3.00/bu $3.50/bu $4.00/bu

10 % 2.9 2.5 2.2
20 % 5.8 4.9 4.4
30 % 8.7 7.5 6.5
40 % 11.6 9.9 8.7
50 % 14.5 12.5 10.9

Observation: The average yield in my production area is 34
bushels per acre. An average crop at $3.50 per bushel would cover
cash costs with no return to management for family living
requirements. A 30 percent debt leverage position would require
another 7.5 bushels of production on average or the elimination of
crop insurance, miscellaneous costs and a reduction of capital

equipment replacement.
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farm Income Update

1884 ESTIMATES

First estimates for 1884 indicate that
pet farm income reached $34.6 billion,
while net cash income rose slightly to
$39.1 billion. Production rebounded
strongly from the PIK program and
1983 dmu(ht uduced output.- Both
cash and p

rose. The current forecast for net farm
income in 1985 is $22 to $26 billion,
with net cash income expected to total
$34 to $39 billion.

Nominal cesh receipts in 1884, includ-
ing net loans from the Commodity
Credit Corporation (CCC), increased on
the strength of higher prices and
larger production, offsetting a slight
drop in total direct Government pay-
ments. Gross cash income was estimat-
od at & record-high $153.2 billion, up
from 1983's $148.1 billion.

Farm-related income grew from $2.5 to
nearly $3 billion in 1984. This
category includes all items that in pre-
vious years were listed under “other
cash income,” including income from
custom work, machine hire, and farm
recreational activity. In addition to
other minor miscellaneous sources of
income, such as dividends from co-ops,
income from the sale of forest products
is now included as farm-related in-
come. In previous years, forest product
sales were accounted for in crop cash
receipts. This change, which affects
only 1978 forward, was implemented to
maintain consistency with Bureau of
Census statistics.

Septermbe: 1985
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Forn Incoms ané Canh Flow Statumnt, 1981-04

1tem i I9R2r  I9E3r  19B4  I9ENF
Billion dotlers

Fars Income : . .

1. Cash receipts 42,0 1429 1362 1418 136-140
Crops )/ 72.9 7.7 “%. .0 67-71
Livestock .1 7.3 .4 n.7 &7-1
Cash Covermment peymants 1.9 3.3 4.l 4.0 39
Yalus of PIK comodities 0.0 0.0 5.2 4.3 o

2. Direct Government payments e 3.8 9.3 e.4 5-9

3. Farm related income 2/ .5 .6 29 .9 24

4.  Gross cash incame (14243) 3/ 146.3  149.0  V&B.1 1932 147-152

S. Sorsoney Income &/ ”.? 1.0 i3 [N H-13

6. Mealized gross incoms (4+3) 160.2 163.0 161.2 166.0  199-164

7. Yalus of inventory change 6.y 0.8 58 7.9 222

8. Totsl gross income (6+7) 166.5  162.¢ 151.4 174.0  158-163

Production expenses:

cP. Cash wxpenses 3/ &/ 10,7 110.7 1097 1140 110-314
10. Total espenses 136.0 13%.8 135.3% 139.4 134138
incowe stetemant:
cash fncome: 1/ ¢/

11, Hominal (4-9) .8 38.3 38.3 ».1 34-%
Ostlsted (19728) 2/ 18.3 18.% 17.8 7.5 15-17
Mot farm Income: 1/

12. Nomina!l fots) ne¥ (8-10) . 30.5 5.3 5.8 .6 2-26
Deflated total net (19728) 7/ 15.6 12,2 7.3 5.5 t0-12
Defisted total met CI9678) B/ 11.2 8.0 3.3 el 19

I3, Off-farm Income ».8 ».4 4.0 40.0 »-4

of funds:
m-nr in Iouu unlhndlng 6 15.5 6.8 2.9 2.1
estate 9.3 3.7 2.4 -1.%
Nonreal estate 9/ 6.2 3.t 0.8 0.6

15, Rental incone 5.8 s.? 4.6 S.4

16. Gross cash flow (11+14+15) 57.% %0.8 5.8 42.4

17. Capitsl axpanditures 6/ 6.8 13.7 13.0 2.5

8. Net cash flow J/ &/ (16-17) .2 3.2 32.8 30.0 27-32
rerevised. FaForecast as of 08/14/85. 1/ inciudes net CCC loens.
income from custom work, machine hire, ferm r-:mﬂm-l activity, sales
of forest products, and o"-or misc. sourcms. 3/ Shmbers in parentheses
indicate the combination of lfn: required Oo ulmlm a given item,
con: &
Tarm dweliings. 3/ Excludes apucuﬂcnmd slmfomnd labor .
Lud\olﬁ 0:’& implic

it price
Lfl %‘Ihﬂﬂ.d by the a-u. 9/ Excludes CCC loans. g
u-

otals may not

o s o o

Kcask expense ex céu.Je: c/e recrtan
awd Y(GMII'T /lUIllj eX(eMSC whi /c Ihc(ut(l7

Dﬂ(’éﬂa 1wCaeel 4§ theqee (o '(:‘IM.




Total production expenses increased by
$3.9 billion, mainly because of larger
planted srea. Total input use rose
about 3 pernm nnd pne- pnd for in-
puts i
cash
labor Mmm. and household- .
related ex; ) rose almost 4 percent
to $114 billion, following 1983's 1-
percent decline.

Farm Income Up
Net cash income totaled $39.1 billion

od net cash income (1972 dollars), how-
ever, fell to $17.5 billion, compared
with $17.8 billion in 1983, marking the
second consecutive annual decline in
real pet cash income.

Net farm income rose to $34.6 billion,
following the PIK. and drought-
reduced $15.8 billion of 1883. Deflated
net farm income stood at $15.5 billion,
compared with $7.4 billion in 1983,
This volatility can easily be traced to
the wide swings in production and
prices that the value of inventory
change statistics reflect.

As in 1983, the value of the change in
farm inventory played & key role in
determining net farm income. The
farm inventory was drawn down $9.8
billion in 1988; however, in 1884, in-
creased production, along with higher
aversge prices, led to & record-high in-
ventory buildup of $7.9 billion, sur-
passing the previous high of $6.3 bil-
lion in 1881. The $17.7 billion differ-
ence in the valus of the change in in-
ventory from 1883 to 1884 is very close
to the $18.8 billion difference in net
farm income between the 2 years.

Gross cash flow fell about 7 percent in
1884, to $42.4 billion. Changes in
Joans outstanding for both real estate
and nonreal estate were negstive. The
total change in outstanding loans stood
at minus $2.1 billion for 1984. This
decline was partially offset by rental
income to landiords, which rose 17 per-
cent to $5.4 billion.

Although capital expenditures fell 4
percent to $12.5 billion, net cash flow
remained 9 percent below 1983's $32.8
billion. Net cash flow is a measure of
the cash available for business opera-
tions, real estate purchases, and house-
bold consumption. It is computed as
the sum of net cash income, the
change in loans outstanding, and net
rent, less capital expenditures.

16
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Cosh Tuceipts by Commdity, 1981-84

Porcent chenge-
Rocalpts 19Ie  IM2r 1983 1984 196283 190380
: —ee—Hillion dollars ——Percente e —
Crop receipts:
Food graies 1,609 11,060 9,733 9,735 -15.2
Wheet 9.0 99513 8N Bl -11.3
Ries NI 1S 1,29 418
e 3 “ 3 n %.
Fasd grains and LI L 16,191 16,451 .0
Corn R -+ I B it ExY
Osts 37 338 310 306 43
::':"m L L L S
aln 1.
Hay (all) 1,850 13990 2,021 2,20 6.6
it crops 13,85) 13,814 505 13,666 2.2
Soybaens 12,25 12,519 12,18 12,01 3
Posruts 1048 1 ‘% 1.0 -3.0
Other ol crops 360 L k2] L 2.5
Cotton lint snd seed 4,351 4,928 3,316 3,39 .
Tobacco ;%0  yM: 2,8 2,841 1503
Fruits and nuts 6,575 6,805 6,017  6,2% S
Voprtebles 8771 83 B4 8,088 0.1
Other crops 650 699 Y 1,6% 2.0
Subfotal, erops 72,9% 72,67 66,809 69,00 .t
Livestock recelpta:
fod msets 39,748 0,918 33,893 40,758 4.9
Cattle 2057 2,831 26,655 28,635 4.2
Colves 2,166 1,977 2,021 1,96 2.5
Hoge 9,794 6% 9785 9,691 8.2
Shoap and lembs a6 41 42 a5 2
Pouttry end sggs 9,49 9,557 10,026 12,188 a9
Brollers a6 sam ,873 970 8 s
Turkeys 1,208 1,255 269 1,658 1) 0.4
S8 343 3as 40 0.3 18.5
pouttry ©7 35 an 128 935
Dafry products 18,09 18,234 18,757 17,927 2.9 A4
Whotesste mi ik 17,768 17946 18485 17,661 S0 Al
Metail milk ‘331 F™) m 26 sS4 25
Ottwe 1lvestock 1,358 1,50 1,77 1,866 1.3 5.6
Subtotsl, liveztock 69,151 10,28 69,43 72,79 KR IR
Tots! recelpts 142,088 142,930 136,252 141,779 47 e
rerevised. Totals may not add due +o rounding.

Off-farm income in 1984 was estimat-
od at $40 billion, down 2 percent from
the nvued “l billion of 1988 Rmn‘
and p ] in-
come was outweighed by slightly lower
wage and salary income last year.
About 80 percent of off-farm income
went to farms with agricultural sales
of less than $40,000, while more than
80 percent of farm income was concen-
trated in the claeses above $100,000.

Cash Receipts Rose

Total cash receipts from crop and live.
stock marketings in 1984 totaled
$141.8 billion, a 4-percent increase
from 1983's $136.8 billion. Crop re-
ceipta rose 8 percent from 1983's $66.8
billion, while livestock receipta in-
creased B percent from $69.4 billion in
1983.

1 Por livestock, higher prices received

accounted for most of the cash receipt
geain. Marketings remained near 1988
levels. For crope, higher average
prices more than offset & reduction in
overall marketing volume due to low
first-half sales caused by the PIK and
drought.

Cash receipts for crops rose to $69 bil-
lion, as a $4 billion increase in fourth
quarter receipts outweighed lower
first-quarter receipts. Cash receipts
were unchanged to alightly lower for
corn, wheat, oats, barley, soybeans, ar
tobacco. Most other crop receipts in-
creased. Production for all major croj
categories, except fruit and nuts, was
higher than the 1883 output.
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farm Production Expenses, 1981-84

|t

* Foed
Livestock
Seed
Farm-origin inputs

Fertilizer

fuels and oils

Electricity

Pesticides
Manufectured inputs

Short-term interest
Real estate interest
Total erest charges

air and rotion
m.d llborw.
Machine hire and custom work

1981r 1982r 1983r

......... Million dolisrs--—

855 18,%92 21,261
999 9,69% 8,814

28 3,172 2,987
33,282 31,460 33,062

9,409 8,046 7,646
8,570 7,794 7,388

1,747 2,04) 2,146
4,201 4,282 4,161
23,927 22,163 21,341
10,722 11,349 10,615
g 10,481 10,815

7,587 7,730 7,543
9,788

t,984 2,025 1,523
0 633

Dairy deductions 1/ 0
. Miscellansous operating expenses 7,655 8,226 8,484
: Total opereting expenses 26,158 28,164 27,971
! Depreciation 23,573 23,886 23,490
Taxes 4,286 4,394 4,323
: Net rent to non-operator
! landlords 3,913

Other overhead expenses
Total production expenses

2,962 4,904
32,801 33,188 31,727
136,032 136,801 135,550

' rerevised. 1/ Includes only net deductions from milk prices.
: The difference between total expenses and cash expenses is that cash expenses do not include

depreciation, labor perquisites, and those expenses associated with fa
expenses are included in resl estate interest, repair and operation,
depreciation, and taxes. Net rent to non-operator landlords is included in total expenses,

while cash expenses includes net rent to all landlords.

As in 1883, OCC loan redemptions ex-
coeded new loans, leaving the 1984 net
CCC loan level at minus $0.8 billion—
the result of stronger first-half com-
modity prices. Most loan redemptions
were in the first half of 1984, while
new loan activity increased in the
latter half, when commodity prices be-
gan to slip.

Food grain receipts remained un-
changed from 1983. Declining wheat
ipts offpet sub ial i in
rice and rye. Wheat receipts, reflect-
ing burdensome supplies, declined for
the second consecutive year to $8.4 bil- =
lion, compared with $8.8 billion in
1983. Lower average calendar-year
wheat prices combined with reduced
marketings to produce the resulting
drop in receipts. Receipts for rice and
rye each rose 38 percent, a result of
significantly higher marketing
volumes.

September 1985

Cash receipts for feed crops rose about
2 percent in 1984, to $16.5 billion. In-
creases in sorghum and hay receipts
offset slight declines in corn, oats, and
barley. Slightly higher average corn
prices were just offset by reduced mar-
ketings, 30 receipts fell less than 1 per-
cent to $11.6 billion.

Sorch

marketings ighed

Porcent
1984 -t oY

20,412 t4.4 -4.0
9,469 N 7.4
3,548 58 18.8

33,429 5.1 [
8,8% 5.0 16.4
7,818 K -3.7
2,167 5. 1.0
4,543 2.8 18.8

23,125 -3 8.4
10,396 €.5 -2.1
10,733 3.2 0.8

20,129 -1.8 1.4

g 2.4 a.2

10,070 3 2.9

1,951 -8 2.1
656 5.6
9,092 3.4 7.2

29,629 2.7 5.9

23,020 -7 -2.0
4,407 -6 1.9
4,646 -20.2 18.7

32,073 e [N

139,385 0.9 2.8

dwetlings. Dwelling
misc. operating expenses,

Qil crop receipts, rising for the first
time in 4 years, totaled $13.7 billion in
1984, & 1.2-percent increase from 1983.
Peanut receipts provided the major
boost, climbing 88 percent to $1.1 bil-
lion. Prices and production rose sub-
stantially. Reduced marketings barely
offeet higher average prices to leave
soybean receipta less than 1 percent
short of 1983. Receipts for sun-

alightly lower g lendar-year
prices for a 12-percent increase in re-
ceipts, following a 22-percent decline
in 1883. CCC loans for sorghum and
corn picked up sharply in the fourth
quarter because prices fell. Cash re-
ceipte for oats and barley fell 1.4 and
2.1 percent, respectively, despite
slightly higher prices for both. Hay re-
ceipts rose for the third straight year.
Both prices and production surpassed
1983 levels.

f and d each di
as higher pricea were offset by signifi-
cantly lower marketings.

Cotton receipts failed to make a signi-
ficant rebound from 1983's 33-percent
decline. Receipta totaled $3.4 billion
in 1984, a modest 1.3-percent increase.
Slightly higher average prices barely
offset reduced marketings. Although
the average calendar-year cotton price
rose, prices fell late in the year, when
marketings strengthened. Cash re-
ceipts for tobacco were up lesa than &
percent, with lower prices just offset
by slightly higher production.
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Domestic Industry Inventories, Moy 1985

. Months’ supply
Two-whee! drive tractors, 40-99 hp 10

Two-whee! drive tractors. over 100 hp 14

Four-wheel drive tractors

-
-

Seli-propelled combines

-
~

Com heads

-
o™

Forage harvesters

Baters

-2
o

Mower conditioners

-
-~

Windrowers

--
~i

U.S. Farm Machinery Expenditures Continue To Slide

$ bil.
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1967 dollars
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National Commission on
Agricultural Trade and Export Policy

INTERIM REPORT
TO THE PRESIDENT AND
THE CONGRESS

March, 1985
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NATIONAL COMMISSION ON

AGRICULTURAL TRADE AND EXPORT POLICY
1515 SOUTH BUILDING
14TH AND INDEPENDENCE AVENUE. SW
WASHINGTON, D.C. 20250
(©202) 488-1861

KeNNETH L. BADER Jiuuy D. MIXYARD
Cuamuan ! ExvcuTsve Dirrcton

RoezrT B. DELANO STEVEN A. McCovy
VICE CRAIRMAN AunociaTy. DIRRCTOR

April 18, 1985

The Honorable Ronald W. Reagan
President of thle United States
The White Housg
Washington, D.C.

Dear Mr. President:

Pursuant to Section 1221, sub-gection (b)(l) of Public Law
98-412, I am transmitting to you the interim report of the
National Commission on Agricultural Trade and Export Policy.

The recommendations contained in the attached Report
represent a consensus of views of a wide cross-section of
agricultural interests, as represented by Members of the Commis-
sion appointed by you. The Commission hopes that the Report will
be useful to the Administration in developing policy in regard to
such matters.

The Commission looks forward to further cooperation with the
Adwministration as it proceeds in its deliberations on agricul-
tural trade issues.

With warm regards,

Sincerely,

et Grden

Kenneth L. Bader
Chairman
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April 18, 1985

The Honorable Thomas P. 0'Neill, Jr.
Speaker of the House of Representatives
Room H204 Capitol Building

Washington, D.C. 20515

Dear Mr. Speaker:

Pursuant to Section 1221, sub-section (b) (1) of Public Law
98-412, I am transmitting to you the interim report of the
National Commission on Agricultural Trade and Export Policy.

The recommendations contained in the attached Report
represent a consensus of views of a wide cross-section of
agricultural interests, as represented by Members of the Commis-
sion selected to serve by the leadership of the House and
Senate. The Commission hopes that the Report will be useful to
the Congress in developing an agenda for legislative action in
regard to such matters.

The Members of the Commission applaud your role in estab-
lishing the National Commission and thank you for your diligent
service in the interests of U.S. agriculture.

With warm regards,

Sincerely,

et Bide:

Kenneth L. Bader
Chairman
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The Honorable Robert J. Dole
Majority Leader

United States Senate

Room §233 Capitol Building
Washington, D.C. 20510

Dear Mr. Majority Leader:

Pursuant to Section 1221, sub-section (b) (1) of Public Law
98-412, 1 am tramnsmitting to you the interim report of the
National Commission on Agricultural Trade and Export Policy.

The recommendations contained in the attached Report
represent a consensus of views of a wide cross-section of
agricultural interests, as represented by Members of the Commis-
slon selected to serve by the leadership of the House and
Senate. The Commission hopes that the Report will be useful to
the Congress in developing an agenda for legislative action in
regard to such matters.

The Members of the Commission applaud your role in estab-
lishing the National Commission and thank you for your diligent
service in the interests of U.S. agriculture.

With warm regards,

Sincerely,

Kewnitt Brde,

Kenneth L. Bader
Chairman
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PREFACE

U.S. agriculture is blessed by an
abundance of resources which have
established it as the world's preemi-
nent supplier of food and fiber pro~
ducts. Its greatest resource--the
talent, ingenuity, and dedication of
the men and women engaged in agricul-
ture--has been tapped by the National
Commission on Agricultural Trade and
Export Policy in service to agricul-
ture and the people of the United
States.

In agriculture, as in other pursuits,
it 1is people that make the differ-
ence. Working and reasoning togeth-
er, Americans have built the world's
leading agricultural system. Many
challenges facing agriculture have
been overcome through the efforts of
farmers, businessmen, scientists and
government officials, working alone
and 1in_ concert, Agriculture now
faces a new challenge--to expand
exports and make more equitable the
trading environment that exists in
the world. It is to meet this chal-
lenge that the National Commission
was established and now works.

The membership of the Commission
comprises individuals representing
all aspects of U.S. agriculture--
farmers, businessmen, farm organi-
zation leaders and government of-
ficials. It 1s a membership of great
depth and experience. A bipartisan
cross-section of U.S. Senate and
House Committee members provides a
balance of political interests and
views. A cross-section of private
sector members balance product and
commodity interests. In its deli-
berations, the Commission has worked
as a Committee of the Whole, to
capture a broad framework of over-
whelming consensus. The recommen-

dations contained in the pages that
follow reflect this consensus.

Working and reasoning together the
members of the Commission hope to
make a difference. There is a
future for America in the markets of
the world. It is toward this future
that the Commission works.

COMMISSION MEMBERS

Legislation to establish the
National Commission on Agricultural
Trade and Export Policy was approved
by the U.S. House of Representatives
on August 6, 1984 and by the U.S.
Senate on August 10, 1984. The
President signed the legislation
into law on August 30, 1984,

By law, the Commission is comprised
of 35 members designated to serve as
follows:

20 private sector members, selec-
ted ten each by the Speaker of
the U.S. House of Representatives
and the President Pro Tempore of
the Senate, to represent private-
sector interests.

12 Congressional members, com-
prising the Chairman and Ranking
Minority Members of the Senate
Committees on Agriculture,
Finance and Foreign Relations and
the House Committees on Agri-
culture, Ways and Means, and
Foreign Affairs, or their desig-
nees, to represent Congressional
interests.

3 non-voting Administration mem-
bers, selected by the President
to represent Federal government
agency interests.
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The current Membership of the National Commission is as follows:

Dr. Kenneth L. Bader
Chief Executive Officer
American Soybean Association
St. Louis, Missouri

Mr.

Mr.

Mr.

Mr.

Mr.

Chairman

Congr

Mr. Robert Delano
President
American Farm Bureau Federation
Park Ridge, Illinois
Vice-Chairman

essional Members

Hon. Robert Dole
Hon. Jesse Helms
Hon. Richard Lugar
Hon. Russell Long
Hon. Joseph R. Biden
Hon. Edward Zorinsky

Hon. E. (Kika) de la Garza
Hon. Beryl Anthony, Jr.
Hon. Lee Hamiltom

Hon. Edward Madigan

Hon. Douglas Bereuter

Hon. William Thomas

Private-Sector Members

D. Paul Alagia, Jr.

Edward Andersen

John S. Barr, III

Irvin Elkin

Marshall Grant

Francis B. Gwin

Charles M. Harper

Joseph Hatfield

Dale V. Hunt

Senior Partner
Barnett and Alagia
Louisville, Kentucky

Master
The National Grange
Washington, DC

Chairman
National Cotton Council of America
Oak Ridge, Louisiana

President
Assoclated Milk Producers, Inc.
San Antonlo, Texas

Producer
Garysburg, North Carolina

Chairman
Farmland Industries,
Kansas City, Kamsas

Chairman and CEO
Con Agra, Inc.
Omaha, Nebraska

President
Fieldale Corporation
Baldwin, Georgia

Chairman
5-State Rice Producer legisiative Group
Garwood, Texas
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Mr. L.L. Jaquier Executive Vice President
W.R. Grace and Company
Memphis, Tennessee

Mr. F.R. Light President
Sun Diamond
Stockton, California

Mr. Donald B. Nordlund Chairman
A.E. Staley Manufacturing Company
Decatur, Illinois

Mr. Jack Parsons Past President
National Corn Growers Association
Wapello, Iowa

Mr. Earl Pryor Past President
National Association of Wheat Growers
Condon, Oregon

Mr. John G. Reed, Jr. Vice President
Archer Daniels Midland Company
Decatur, Illinois

Mr. Bernard Steinweg Senior Vice President
Continental Grain Company
New York, New York

Dr. Earl Stennis Professor
Mississippi State University
Starkville, Mississippi

Mr. E. Linwood Tipton Executive Vice President
Milk Industry Foundation
International Association of
Ice Cream Manufacturers
Washington, D.C.

Administration Member

Hon. Daniel Amstutz, Under Secretary of Agriculture
for Internatfonal Affairs and Commodity Programs

By law, the Commission is directed to report its provisional views on matters
pertaining to U.S. agricultural trade and export policy to the President and
the Congress no later than March 31, 1985. The Commission's interim report

is contained herein.

Kenneth L. Bader
Chairman
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FOREWORD

The continuing decline in U.S. agri-
cultural exports is sending a danger
signal to the U.S. economy for those
with the foresight to listen. This
serious trend not only threatens
agriculture. It means a loss of jobs
to Americans in a wide array of
industries. It spells economic
hardship for many businesses in both
rural and urban America. It con-
tributes to the deterioration of our
national balance of payments. It
undermines political and diplomatic
relations with our nation's leading
allies. It threatens the solidarity
of agricultural interests at home.
It places in question our ability-—-
and our resolve--to compete effec-
tively in an ever more inter-depen-
dent world economy.

U.S. agricultural exports have
declined in volume by 17.6%Z in the
past four years, resulting in lost
sales of farm commodities and pro-
ducts totalling 84.3 million tons.
Three billion bushels of commodities
and products have lost markets since
1980, the equivalent of the entire
carryover stocks of wheat in the past
two years, the carryover stock of
corn in 1982-83, and four times
the total ending stocks of soybeans
in the last four marketing years.
The damage to farmers wrought by
these circumstances is only too
evident--price depressing surpluses
have lowered net farm income and
eroded agriculture's investment base.
But the effect of the decline in
exports goes much deeper.

The value of U.S. agricultural ex-
ports lost since 1981 will total
over $36 billion by 1986. As a
result of these losses, the general
economy has been deprived of econémic
activity that would have added $300

billion to the nation's gross
national product (GNP). In the
absence of any downturn in exports,
millions of jobs could have been
added to the economy. Government
costs of farm programs could have
been slashed. Economic recovery
could have buoyed the agricultural
industry, generating wealth and
advancing the welfare of the nationm.

Instead, unprecedentedly high
numbers of farm producers face
bankruptcy throughout the country.
Capacity utilization in the U.S,.
farm equipment sector declined to
8 percent in the final quarter
1984, Capacity utilization in the
pesticides manufacturing and potash
industries has fallen by 33 percent
and 22 percent since 1980. Soybean
crushing plants are operating at
64 percent of capacity and grain
trading firms at 50 percent.
1,200,000 less bushels of basic
commodities were loaded on barges on
a weekly basis in 1984-85 than in
1981-82, Two thousand less railcars
carried commodities on a weekly
basis 1in 1984-85 than in 1980-81.
The story is equally serious for
other industries. Although other
sectors of the general economy are
experiencing growth, there has been
no economic recovery in U.S. agri-
culture.

Policy makers need to get serious
about the problems facing agri-
culture. If the U.S. competitive
position in world markets is not
maintained, U.S. agricultural
production will have to be reduced
by 40 percent, resulting in severe
economic hardship for farmers,
agribusiness, and rural communities.
A decision must be made about the
kind of agricultural sector the



nation will have in the future. Such
a decision will affect not only
farmers, but, if the trends continue,
the nation's consumers as well.

The Commission is well aware of the
complicated nature of the causes of
the current decline in agricultural
exports and other trade problems
facing U.S. agriculture. Its
interpretation of the causes--and its
preliminary recommendations for
action--are contained on the pages
which follow. Yet the Commission
hopes to address these issues in a
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wider context and broaden their
appeal to a wider audience.

Americans rarely think of their
welfare as linked to the agricul-
tural system of the United States.
It is, in a fundamental way. The
challenge of reversing the current
trends affecting U.S. agricultural
trade is not a challenge for agri-
culture alone, but for the nation as
a whole. It is time for the nation
to confront this fact and deal with
it as a priority of Government and
the economy.
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cal Year
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VALUE OF U.S. AGRICULTURAL EXPORTS
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U.S. AGRICULTURAL EXPORTS

Oct.-Jan. Oct.-Jan. Fiscal FPiscal

1983/84 1984/85 1984 1985
Forecast
Feb. Mar.

Billion dollars

Grains & feed 6.071 5.792 17.432 16,0 15.6
Wheat & flour 2.108 1.985 6.737 6.1 5.9
Rice .293 .220 .897 .7 .7
Coarse grains 1/ 3.095 3.073 8.216 7.7 7.4

Corm 2/ 2.640 2.613 7.022 6.7 6.3

Oilseeds & products 3.489 2.985 8.761 7.6 7.2
Soybeans 2.389 1.907 5.714 4.9 4.6
Soybean cake & meal .586 «339 1.203 <9 .8
Soybean oil .127 221 617 <6 -6

Livestock & products 1.103 1.164 3.460 3.4 3.3

Poultry & products 142 «145 413 4 4

Dairy products «143 110 2395 .5 o4

Borticultural products «910 «907 2.606 2.7 2.7

Tobacco <699 «762 1.433 1.6 1.6

Cotton & linters 720 .819 2.405 2.1 2.1

Seeds .133 .138 .320 o4 b

Sugar & tropical products «291 273 .788 .8 .8
Total 13.701 13.096 38.013 35.5 34.5

Million metric tons

wneat 12.654 12.871 41.698 38.5 37.5

Wheat flour .333 127 1.074 1.0 .9

Coarse grains 1/ 20.936 24.404 55.562 60.0 58.7

Corn 2/ 17.730 20.654 47.001 51.4  49.5

Feeds & fodders 2.296 2.132 6.845 7.0 7.0

Rice .718 .617 2.293 2.0 2.0

Soybeans 7.938 8.008 19.198 20.5 20.0

Soybean cake & meal 2.325 1.707 4.931 4.7 4.7

Soybean oil .167 +305 .827 .8 .8

Sunflowerseed <234 645 998 1.2 1.1

Sunflowerseed oil 094 061 .188 1 .1

Other oilcakes & meal «100 075 .198 .2 Y

Beef, pork, & variety meats «139 «131 «394 o4 4

Poultry meat .076 .085 <226 .2 2

Aninal fats +498 424 1.378 1.2 1.2

Tobacco .111 «127 227 3 .3

Cotton & linters «468 +519 1.498 1.4 1.4

Horticultural products 1.007 968 2.854 3.0 2.8

Other 1.153 1.235 3.207 3.2 3.2
Total 51.247 54,441  143.623  145.5 142.5

1/ Includes corn, oats, barley, sorghua, rye and products.

2/ Excludes products.

For more information, call Steve MacDonald (202) 447-8841 or Dave Pendlum
(202) 382-9148.



EXECUTIVE SUMMARY

The Commission provisionally finds
the principal causes for the recent
problems affecting U.S. agricultural
trade to be as follows, with Commis-
sion recommendations as indicated.
No priority ranking of the issues is
intended by the order of presentation
in this report:

1. The Value of the Dollar

The recent appreciation of the value
of the U.S. dollar in relation to
other major currencles is seriously
undermining the competitiveness of
U.S. agriculture in domestic and
world markets. The Commission finds
that the increase in the value of the
dollar far outweighs many of the
other factors involved in the current
downturn in U.S. agricultural ex-
ports. Although the Commission is
as yet unprepared to make specific
recommendations of a progammatic
nature to counter the impact of the
dollar's rise on U.S. agriculture,
the Commission believes that agricul-
tural interests are under-represented
in councils of government responsible
for dictating fiscal and monetary
policies of the United States. The
Commission recommends:

That Congress and the President
give greater weight to agricul-
tural trade interests 1in the
formulation of fiscal and monetary
policy, particularly 1if such
policy directly results in an
appreclation of the value of the
dollar. The Commission will
report at a later date its views
in regard to specific proposals
to balance the impact of the
dollar’s rise.

2. Inadequate Formulation of U.S.
Agricultural Trade Policy

The U.S. agricultural trade policy
process suffers from a lack of
uniform objective among the many
U.S. government agencies involved
in policy formulation. The Com-
mission believes that a unified
national policy and commitment to
agricultural trade is needed 1if the
goal of maintaining U.S. competi-
tiveness is to be achieved. The
Commission recommends that legis-
lation be included in the 1985
Farm Bill that:

a) identifies and establishes a
national policy and priority for
agricultural trade, with appro-
priate responsibility for coor-
dinating such policy lodged in a
single authority, subject to
intensive oversight by Congress;

b) stresses the commitment of the
United States to maintaining (i)
competitiveness, (ii) reliability
of supply, (iii) an assurance of
quality of product, and (iv) the
principle of fair trade;

c) establishes it to be the policy
of the United States to directly
counter unfair trade practices by
every appropriate means, in-
cluding the use of export resti-
tution and retaliatory use of U.S
import restrictions, to protect
and expand toward a goal of
equitable market share for U.S.
products;

d) requires the responsible author-
ity to implement an improved
system to explicitly measure and



respond to unfair foreign trade
practices. All other agencies of
government should be required to
report to Congress the impact on
agricultural trade and exports of
policies and programs they admin-
ister, prior to any actiom by such
agencies;
e) establishes it to be the policy of
the United States Government to
hold agricultural trade and trade
policy free of the influence of
political and foreign policy
concerns, except as demanded in
time of war as declared by the
President and the Congress.

Export Expansion Requires
Aggressive Countervailing Action
to Protect Markets, Adequate
Credit to Maintain Markets and
Greater Priority for Foreign

Market Development

Unfair trade practices employed by
foreign governments annually cost
U.S. agriculture and the national
economy billions of dollars. The
Commission belleves that aggressive
policy to counter such practices is
necessary at this time. The United
States Government should continue to
negotiate a general reduction in
trade barriers and other obstacles to
fair trade. Howewer, the Commission
believes a policy of "unilateral
disarmament" in trade matters totally
i11-advised. The Commission recom-
mends that:

a) Congress continue authority in
the 1985 Farm Act for GSM-5 direct
export credits in an amount not
less than $175 million to facili-
tate export development and
blended credit programs to meet
unfair competition on a case-by-
case basis. Funding for the pro-
gram was contained in the 1982
Reconciliation Act and will lapse
on October 1, 1985 unless re-
authorized.
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b) The 1985 Farm Act direct the
Secretary of Agriculture to use
export-PIK programs to counter
unfair trade practices.

¢) In more extreme cases, variable
import restrictions and, pre-
ferably, adjustments in U.S.
export restitution policy may be
required to reward nations co-~-
operating in efforts to lower
trade barriers and to take action
against nations which continue to
employ predatory or unfair trade
practices.

Export credit programs of the
Commodity Credit Corporation are
currently vital to wmaintenance of
U.S. export markets. Failure to
adequately fund and administer these
programs will result in a further
deterioration in U.S. agricultural
export performance and will have a

serious impact on financially
stressed Third World countries. The
Commission believes that the

President*s Fiscal Year 1986 request
for CCC export credit will be insuf-
ficient. The Commission recommends
that:

d) The 1985 Farm Act encourage the
Secretary of Agriculture to use
all existing authority to provide
GSM-5 direct credit in excess of
the amounts recommended above,
which the Commission believes to
be the minimum amount necessary
at the present time. The Com-
mission supports reauthorization
and funding of the export credit
revolving fund.

e) Congress mandate no less than

$7 billion in loan authority be

allocated for the GSM-102
guaranteed export credit program

in Fiscal Year 1986.

The Commission strongly objects to
the proposal contained in the
President's Fiscal Year 1986 budget
request that would raise the origi-



nation fee on GSM-102 loans to five
percent and recommends:

f) legislation be contained in the
1985 Farm Act that would limit
the average of such origination
fees to no more than one-third of
one percent.

The long-term potential of U.S.
agriculture depends upon a continued
strong commitment by the United
States Government to foreign market
development. The Commission believes
that the market development objective

of many U.S. government export
programs, including P.L. 480, has
been undercut in recent years. The
Commission strongly supports the

objective of the GSM-301 intermediate
credit program, which has not been
funded in recent years. The Com-
mission recommends:

g) Legislation be contained in the
1985 Farm Act that would direct
the Secretary of Agriculture to
use no less than $100 million in
guaranteed export loan authority
to fund the GSM-301 intermediate
credit program, which provides
loans for development of infra-
structure and facilities on a 3 to
10 year basis.

The Commission is greatly concerned
by language contained in the Admini-
stration's proposed 1985 Farm Bill
that appears to place in doubt the
future of the cooperator foreign
market development program of the
Foreign Agricultural Service (FAS) of
the Department of Agriculture. The
Commission strongly supports the
program and recommends:

h) Legislation be contained in the
1985 Farm Act to authorize
continuation of the cooperator
foreign market development
program.

86

4. Food Aid Programs Should
Represent A Higher Percentage
of Total U.S. Foreign Economic
Assistance And Should Be Better
Targeted to Foreign Market

Development

Food aid programs of the United
States Government play a central
role in U.S. efforts to eliminate
world hunger, promote foreign market
development and foster economic
growth in developing countries. The
Commission believes that a greater
percentage of total foreign economic
assistance should be offered in the
form of food aid. The Commission
favors making additional resources
available to food aid programs
through a shift of funding, rather
than an increase in funding for
total economic assistance. A re-
storation of food aid's share of
total .economic assistance resources
to levels achieved in the early
1970's would accomplish the goal of
better using our Nation's agricul-
tural abundance without additional
cost to the U.S. Treasury. The
Commission recommends:

a) Congress approve legislation
indicating it to be the policy of
the United States to provide
foreign economic assistance to
foreign nations in the form of
“food first" except as otherwise
determined by the United States
Government. As a specific in-
terim goal, Congress should call
upon the Administration to
restore the proportion of food
aid in total foreign economic
assistance from the current level
of 187 to one-third of such
resources, the same level of food
aid as existed in the period 1968
to 1972.

b) In the event that Congress and

the Administration do not approve




funding for food aid programs as
recommended above, the Commission
urges Congress to provide such
increases through direct appropri-
ations.

The Commission believes that the
foreign market development objective
of the P.L. 480 program has suffered
in recent years as a result of the
uge of the program to achieve other
goals of less direct benefit to
American agriculture. The Commission
recommends:

c) Legislation that would designate
responsibility for decision-making
affecting the P.L. 480 program to
the Secretary of Agriculture.

d) Legislation that would establish a
new title under P.L. 480 to permit
sales of commodities for foreign
currencies to support private-
sector investment in developing
countries.

e) Legislation that would permit an
expansion of Section 416 of the
Agricultural Act of 1949 to allow
U.S. government-owned commodities
to be used to support market-
oriented economic development in
developing countries.

5. The United States Must
Re~establish Its Reputation
As A Reliable Supplier of
Agricultural Products

Trade restrictions imposed by the
United States Government in the past
decade have seriously damaged the
reputation of the United States as a
reliable supplier of agricultural
commodities and products. The Com-
mission believes there 1s no justifi-
cation for embargoes imposed on
agricultural exports except in time
of war. The Commission supports
retaining all existing authority
contained in law on the subject of

embargo protection and contract
sanctity and recommends:

Legislation be contained in the
1985 Farm Act that would prohibit
the use of export embargoes on
agricultural commodities and
products except in time of war,
as declared by the President and
the Congress.

6. Cargo Preference Damages
Efforts to Expand Exports

Costs of the cargo preference sub-
gidy to the U.S. maritime industry
are currently borne by the Depart-
ment of Agriculture and the agricul-
tural sector. The Commission
believes that cargo preference has
failed to maintain a strong maritime
industry. The Commission strongly
opposes current cargo preference
regulations as they relate to ship-
ments under P,L. 480 and believes
clarification 1s necessary to pre-
vent the extension of cargo pre-
ference to other programs designed
to expand agricultural exports. The
Commission recommends:

a) Legislation be enacted immedi-
ately to exempt all agricultural
exports and export programs from
existing cargo preference
requirements.

b) Congress direct the Director of
the Office of Management and
Budget (OMB) to reflect the costs
of subsidy payments deemed neces~
sary to support the maritime
industry in the appropriate
function of the budget of the
Federal government, other than
function 150 or function 350,
Appropriations to carry out
assistance to the maritime indus-
try should be provided by Con-
gress directly to the Maritime
Administration.




7. U.S. Domestic Policies Need
to Provide Opportunity for
Profitability to Agriculture

Federal farm support and export
programs are linked by a common
commitment to profitability of the
U.S. agricultural sector. The Com~
mission believes that domestic and
export programs can play complemen-
tary roles in this respect, but only
1f a long term policy for agriculture
is developed and adhered to. There
is a direct relationship between
domestic farm programs and U.S.
agricultural competitiveness.
Federal farm programs are a factor in
keeping U.S. agriculture competitive
in world markets. U.S. agriculture
must maintain its ability to market
its commoditlies and products at
competitive prices. However, Ameri-
can farmers need the opportunity to
make a profit if U.S. agriculture is
to remain competitive.

Although the Commission has no speci-
fic recommendations for changes in
domestic farm programs at this time,
it recommends:

a) Congress enact a 1985 Farm Act
that embodies five principles:

88

10

1)

ii)

1i1)

iv)

v)

a long-term policy with
sufficient flexibility to
allow for adjustments to
changing world economic
conditions but which pro-
vides for a reasonably
stable and predictable
atmosphere for planning
purposes;

a commitment to policies and
programs which will allow
U.S. agricultural commodi-
ties and products to be
competitively priced in
overseas markets;

a commitment to provide the
opportunity of profitability
to U,S. agricultural pro-
ducers to maintain the com-
petitiveness of the U.S.
farm and food system;

a commitment to preserve and
protect our natural
resources;

a commitment to continue
strong support for agricul-
tural research and edu-
cation.
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VALUE OF THE DOLLAR

POLICY STATEMENT

The relationship between the U.S.
dollar and the currencies of other
major trading nations directly influ-
ences U.S. agricultural exports and
trade. The current high value of the
dollar has distorted total world
trade, increasing the foreign cost of
U.S. farm products and making pro-
ducts of competing nations relatively
cheaper in the international and
U.S. markets, It has reduced both
the value and the volume of U.S.
agricultural exports.

The architects of current U.S. gov-
ernment economic policy have given
insufficient weight to the problems
created for agriculture by a strong
U.S. dollar. Thousands of U.S. farm
producers and many other farm-related
businesses may be forced out of busi-
ness through no fault of their own if
the current dollar valuation problem
is allowed to go unresolved. The
cost of such business failures to the
general economy in lost jobs and eco-
nomic activity has already been sub-
stantial. The rise in the value of
the dollar has had a more serious im-
pact on U.S. agricultural trade than
many of the other factors considered
by the Commission. The urgent needs
of U.S. agriculture deserve better
recognition and demand a concerted
and expeditous response by the
Federal government.

RECOMMENDATION

The Commission recommends that Con-
gress and the President give greater
weight to agricultural export and
trade interests in the formulation of
fiscal and monetary policy, particu-

il

larly 1if such policy results in an
appreciation of the value of the
U.S. dollar. The Commission will
report at a later date its views in
regard to specific proposals to
balance the impact of the dollar's
rise.

COMMENTARY

The recent appreciation of the value
of the U.S. dollar has acted much as
a tax on U.S. agricultural exports,
eroding U.S. competitiveness,
raising foreign costs of purchasing
U.S. farm products, and resulting in
a decline in foreign demand for U.S.
farm goods.

American agriculture is twisting on
the point of a double-edged sword.
Along one cutting edge, traditional
markets for U.S. products dissolve
in response to higher prices dicta-
ted by the rise of the dollar's
value. Along the other, competing
exporting nations enjoy the benefits
of a strong U.S. dollar to expand
their sales, even in the U.S. mar-
ket. American farmers, agribusi-
ness, and taxpayers are the victims
of this situation. U.S. farmers and
agribusiness cannot take advantage
of higher prices to increase profit-
ability. Foreign farmers and busi-
nessmen do. U.S. taxpayers face an
ever-increasing cost of farm pro-
grams to manage unsold surpluses.
The tax load on taxpayers in compe-
titor nations 1is reduced, as their
surpluses move into international
markets in response to the dollar's
risge.

The dollar's rise in value has re-
sulted in a new U.S. agricultural



export--the export of our comparative
advantage. According to USDA, in
June 1980 the U.S. wheat price of
$3.55 per bushel translated into
$3.06 Australian. By June 1984, the
Australian price for that bushel of
U.S. wheat had increased to $4.10
Australian. Australian producers can
now sell wheat in foreign markets at
below U.S. prices and earn a return
greater than that received in 1980.

The impact of the dollar's rise on
other competitor nations has been
equal or greater. The U.S. dollar
appreclated in value against the
Australian dollar by 237 in the
period 1981/84. In the same period,
according to the U.S. Treasury, the
dollar rose by 607 against the French
Franc and over 13,300Z against the
Argentine peso. Argentine wheat,
soybeans, and soybean meal and o1l
can be sold in the world markets at
below U.S. prices, despite a hefty
export tax that was equivalent to
roughly one-~quarter of the Argentine
export price for soybeans in 1984.
The growth of the Argentine soybean
industry has been sustained in recent
years in part as a result of the rise
in the value of the dollar. 695,000
metric tons of soybeans were produced
in Argentina in 1975/76. By 1983/84,
Argentine soybean production had
expanded to 5.3 million metric tons.
Similar data exists for almost every
major U.S. agricultural commodity and
product (see tables attached).

Leading competitors of the United
States enjoy expanded export market
opportunities in the United States
and every country whose currency has
failed to keep pace with the dollar’s
rise. Testimony presented to the
Commission indicates that the wvalue
of the dollar has increased by 150Z
since 1979 in countries where corm is
sold and by 60Z in countries where
wheat and soybeans are sold. The
high value of the dollar has turned
traditional markets for U.S. commodi-
ties and products increasingly to-
wards our competition.
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U.S. taxpayers bear the burden of
the dollar's rise in two ways. A
rising dollar shifts U.S. grain away
from export markets and into farm
program stocks. A 1983 report pub-
lished by USDA estimates that an
additional $2 billion worth of grain
moved into farm program stocks as a
direct result of the real appreci-
ation of the U.S. dollar between
1981 and 1983, an amount equivalent
to one-sixth of the total cost of
all farm programs in FY 1983.
Acreage adjustment programs are the
traditional resort of government in
times of surplus production. Thus,
U.S. taxpayers, in addition to
bearing the burden of government
stocks, also bear costs in relation
to acreage adjustment. It is diffi-
cult to quantify the total impact of
the dollar's rise on farm program
costs, but, as the above evidence
suggests, it is considerable.

Several important factors contribute
to the dollar's strength: (1) tight
monetary policy to control infla-
tion, with concomitant high U.S.
rates of interest; (2) strong recent
U.S. industrial economic performance
in relation to other industrialized
nations; (3) fluid international
monetary conditions, which have
resulted in increased foreign in-
vestment in dollars; and (4) the
"safe haven" investment climate of
the United States for foreigners
with liquid assets. The Commission
acknowledges that the tight monetary
policy of the U.S. Government has
contributed to a fall in the rate of
inflation and that the high-valued
dollar has benefited consumers of
imported goods. However, the damage
to the economy of a sustained appre-
ciation of the dollar is likely to
overshadow any benefits. It has been
estimated that a 207 increase in the
value of the dollar will reduce U.S.
farm exports by 16%. These losses
cannot continue to be borne. Policy
makers need take greater heed of the
damage to U.S. agriculture wrought
by policy that results in a con-
tinued high-valued dollar.
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WORLD AGRICULTURAL TRADE
(Million MT)

U.S. Competitors Others Total U.S. Market
Position
17

Soybeans

1977/78 19.7 3.0 0.2 22,9 86.0%
1978/79 20.2 3.6 0.4 24,2 83,5%
1979/80 23.8 3.5 0.3 27.6 B86.2%
1980/81 20.0 4,0 0.3 24,3 82.3%
1981/82 25.5 2.0 0.3 27.8 91.7%
1982/83 24,5 3.1 0.4 28.0 87.5%
1983/84 19.2 5.0 0.8 25.0 76.8%
1984/85 20.5 4.2 0.9 25.6 80.1%

96

1/ Includes Brazil, Argentina and Paraguay - net of imports.
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WORLD AGRICULTURAL TRADE
(Million MT)

u.S. Competitors Others Total U.S. Market
Position
17

Soybean Meal

1977/78 5.5 7.3 4 13.2 41, 7%
1978/79 6.0 6.6 .6 13.2 45,5%
1979/80 7.2 7.1 .7 15.0 48,0%
1980/81 6.2 9.7 .6 16.5 37.6%
1981/82 6.3 10.2 1.1 17.6 35.8%
1982/83 6.4 12,1 1.8 20.3 31.5%
1983/84 4.9 11.0 1.9 17.8 27.5%
1984/85 4,7 12,0 1.8 18.5 25.4%

17 Brazil, Argentina and the European Community {net of intra-trade).



WORL.D AGRICULTURAL TRADE
(Million MT)

U.S. Competitors Others Total U.S. Market
Position
17

Soybean 0il

1977/78 .93 1.42 .03 2.38 39.1%
1978/79 1.06 1.44 .04 2.54 41.7%
1979/80 1.22 1.48 .09 2.79 43.7%
1980/81 .74 2.06 .09 2.89 25,6%
1981/82 .94 1.93 .11 2.98 31.5%
1982/83 .92 2.18 .12 3.22 28.6%
1983/84 .82 2,27 .11 3.20 25.6%
1984/85 .73 2.28 .10 3.11 23.5%

86

17 Includes Brazil, Argentina, Spain, Portugal and EC (Net).



--------- DOMESTIC *

Peso xch.
Price Rate

1983
Jan 9,580 51.41
Feb 9,495 §7.17
Mar 10,277 64,00
Apr 11,721 .66
May 11,550 77.72
June 1,302 8,52
July 1,641 9,44
Aug 2,575 10,64
Sept 3,188 2.1
Oct 3,140 14,51
Nov 3,702 17.57
Dec 4,350 21.37

N

L Avg. 34.68

1984
Jan 5,030 24,87
Feb 5,024 27.76
Mar 6,213 30.87
Apr 7,324 35,09
May 8,632 40,86
June 8,904 47.59
July 8,717 56.28
Aug 10,639 68.39
Sept 12,463 83.35
Oct 16,004 104.24
Nov 20,450 131.83

Dec
Avg. (11 months) 59.19

* Buenos Aires
** Index prices, monthly average

Source: Junta Nacional de Granos
February 26, 1985
System A, Doc. #8124-0

Argentina - Soybean Prices

186
166
161
164

153
174

263
216
2n
204

19

EXPORTS **
$/MT

DIFF,
s 3
(Export over Dom.}
28 15
57 34
63 39
67 4
80 54
64 42
59 34
46 19
64 24
87 40
88 42
94 46
66 35
83 L)
86 48
81 40
72 34
98 46
93 50
n3 73
96 62
77 5!
72 47
76 49
86 48

0f1seeds and Products Div.
FAS/USDA
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AS PERCENTAGE OF PRODUCTION*
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PERCENTAGE OF PRODUCTION EXPORTED
AS SOYBEANS AND SOYBEAN PRODUCTS*
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Impacts of Exchange Rate and Interest Rate
Developments on U.S. Agricultural Exports

Summary

Dollar appreciation over the past 3-1/2 years has been primaril
a reflection of relative strength of U.S. economic performance and
prospects, and of the attractiveness of U.S. dollar assets as a
"safe haven" investment in a turbulent world environment. Such
appreciation produces gains for American citizens as a whole, althot
it tends to worsen the competitive position of internationally-
traded-goods industries. U.S. agricultural export competitiveness
need not be damaged in the short run, but over time dollar apprecia-
tion tends to create incentives for expanded foreign production
and thus to reduce U.S. market share.

However, a number of other factors go into the determination
of U.S. agricultural export performance and market share, including
the agricultural and trade policies pursued by the United States
and other exporting and importing countries. Actual data on U.S.
market share suggest, for instance, that it has not declined by
a great deal more than could be explained by the impact of the
1980 grain embargo.

The possibility of further upward pressure on U.S, interest
rates is a matter of serious concern -- but not so much because of
its impacts on agriculture per se as its impacts on the strength and
sustainability of the global economic recovery.

Exchange Rates and Trade

A balanced assessment of the impacts of recent exchange rate
developments on U.S. agricultural exports must take into account:
the causes of the 1981-84 dollar appreciation; the channels
through which exchange rate movements influence the pattern
of world agricultural trade; and the impacts of factors other than
exchange rates on U.S. agricultural export performance.

Exchange rates are primarily the relative prices of financial
assets denominated in different currencies. The sum of all global
exports of goods and services last vear has been estimated at
about $1 trillion. 1International cs-ital transactions, however,
have been estimated at $100 billion per day -~ or a ballpark range
of $20 to $30 trillion per year. Since the onset of floating
exchange rates, international capital markets have become highly
developed and increasingly efficient, with round-the-clock foreign
exchange trading and a wide variety of financial intermediaries
and instruments in different currencies. Capital flows, once set
in motion, can thus easily swamp the impacts of trade performance,
and it is these capital flows which drive most exchange rate

movements.
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uUnderlying such movements is the desire of international
investors to earn the highest possible yield on their money.
Investors act on their expectations of real, after-tax rates of
return to investments denominated in different currencies, adjusting
for the perceived riskiness of those investments. Such expecta-
tions are driven by market assessments of relative economic con-
ditions and prospects, and by perceptions of the overall economic
and political environment. Over time, the restlting international
capital flows tend to create a more efficient allocation of resources.

while governments are not always comfortable with the exchange
rates which result from market evaluations of relative policies and
performance, there is little th-y can do to alter the exchange rate
dynamics which the market mechanism produces. Exchange market
intervention has proved to have only a minor and transient impact
on exchange rates. Capital controls can have a somewhat stronger
impact, but markets soon begin adapting to offset their effects
and in the meanwhile they impose significant efficiency costs.
£xchange rate trends can be altered by changes in underlying eco-
nomic policies and performance -- but where performance is otherwise
good, it is difficult to make a case for weakening sound policies
in order to influence exchange rates.

Over the past 3-1/2 years, a number of factors have tended to
increase the expected real, after-tax return to U.S. dollar assets
relative to those of assets denominated in other currencies. These
have included: fundamentally better U.S. economic performance and
prospects; weaker performance and prospects in other major industrial
countries; and the threat posed by economic and political turmoil
abroad. The President's economic program brought a historic turn-
around in U.S. inflation performance, followed by a vigorous
recovery of output, employment, and business profitability. Foreign
economic prospects and business conditions, especially in Europe,
have not kept pace with ours. And in both industrial and developing
countries, concerns over possible expropriation, capital controls,
economic disruption, or physical destruction of assets increased
the perceived riskiness of investments abroad and led to “safe
haven® capital flows into U.S. assets.

The resulting ‘dollar appreciation has made life more difficult
for U.S. industries which produce internationally-traded goods.
Meeting foreign competition has required these U.S. firms to cut
costs (and in some cases profit margins), and many firms now have
lower output and employment levels than would be the case with a
weaker dollar, all other things being equal.

However, all other things are not equal, and it is misleading
to judge these developments in isolation from the economic conditions
which led to the strengthening of the dollar. This appreciation
has largely reflected the Administration's success in cutting
inflation and revitalizing the American economy, and both the United
States and the rest of the world are better off as a result of
that accomplishment. Even in terms of its direct impacts, dollar
appreciation has produced gains as well as losses.
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American consumers as a group benefit significantly from a
lower cost of imported goods, which leads directly to lower inflation
and increased real buying power. Greater foreign competition
impacts indirectly on our inflation rate, as well, by keeping the
pressure on U.S. firms for lower costs, greater efficiency, and
lower prices. Service industries, which compete primarily for
domestic sales against other U.S. firms, reap the benefits of lower
inflation and thus tend to have rising output and employment.

For the rest of the world, the impacts of our trade deficit
are in many ways a mirror image of impacts on the United States.
Traded goods industries in other countries gain output and employment;
there is -1s0 a temporary upward pressure on foreign inflation rates
from high=: import costs. Trade gains with the United States have
been a significant factor in helping to solidify the hesitant
economic recovery in Europe., In the longer term, improved trade
balances in less developed countries have been necessary to enable
them to service their debt in an orderly manner, and for such
improvements to take place there must inevitably be a counterpart
swing towards deficit among their trading partners. Our widening
deficit is thus facilitating the economic adjustments which financiall,
troubled developing countries must make to resolve their international
debt problems.

Impacts on U.S. Agricultural Exports

Since world prices for most agricultural commodities are quoted
in dollars, dollar appreciation raises the local currency prices
faced by consumers abroad and thereby tends to depress foreign demand.,
This process in turn puts downward pressure on world (dollar)
prices of those commodities. The direct, short-run effect (i.e.,
over a period in which it can be assumed that supply is basically
fixed, such as the current crop year) is to reduce both the volume
and value of world agricultural trade. There is nothing inherent
in this process which would cause U.S. agricultural exporters to
lose market share, although the total value and volume of their
exports would be reduced. 1In the longer run, however, the profit
margins faced by U.S. producers would fall relative to those faced
by foreign producers, and this could cause a relative expansion
of foreign production and market share. Also, to the extent U.S.
agricultural policies or market structure lead to downward price
rigidities, this loss of U.S. market share is accelerated and .
intensified.

. U.S. agricultural exports fell 17 percent, from $43.3 billion

to $36.1 billion between 1981 and 1983; over the same period, total
U.S. exports dropped 14 percent, from $229 billion to $196 billion.
Among major U.S. export commodities, wheat (down 21%), rice (down 39%),
feedgrains (down 23%), cotton (down 20%), and vegetable oils (down

18%) fell by greater percentages than did all agricultural exports,
while oilseeds (down 7%), tobacco (down 4%), and meat (down 8%) fell
at lesser rates,

U.S. market share of world agricultural exports appears to
have fallen slightly; however, the U.S. share probably remains in
a historically-normal range of 17%-19%. Data regarding market share

are not sufficiently recent to provide a detailed assessment of
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changes over the 1981-1983 period; however, it is worth noting that
the centrally-planned economies, in particular, have shifted their
agricultural imports away from the United States by a sufficient
amount to account for a decline of roughly one percentage point in
U.S. market share.

Developments in U.S. agricultural trade, in common with devel-
opments in other internationally traded goods, reflect a number
of underlying economic conditions. 1In addition to dollar appreciation,
these conditions include the recent worldwide recession, the financial
problems faced by a number of key LDC importers of U.S. agricultural
commodities, and the trade and agricultural policies of both exporting
and importing countries.

Between 1981 and 1983, U.S. agricultural exports to all LDCs
dropped by $1.6 billion, of which $1.4 billion was accounted for
by countries experiencing debt problems. Mexican imports of U.S.
agricultural products, which fell $500 million between 1981 and 1983,
and Brazilian imports, which fell $230 million, accounted for almost
half of the decline in LDC agricultural imports from the United
States. In resgonse to EC agricultural policy (maintenance of high
producer prices, import levies, and export subsidies), European
exports of wheat have increased, while imports of corn have decreased.
As alluded to above, U.S. exports to communist countries declined
sharply between 1981 and 1983 in the wake of the 1980 grain embargo
and developments in the Soviet livestock sector. These and other
specific policies in the agricultural area have had significant
negative impacts on U.S. agricultural export performance.

Interest Rates and U.S. Agricultural Trade

From the mid-1960's to the beginning of this decade, the
United States experienced a gradual but persistent ratcheting-up
of inflation. External factors —- such as the two OPEC oil
shocks -- contributed to this process, but it stemmed mainly from
inflationary U.S. economic policies, particularly excessive growth
of the monetary aggregates. While money illusion and U.S. finan-
cial regulations tended to dampen the impact on U.S. interest
rates, over time the uptrend in inflation and inflationary expec-
tations was reflected in rising interest rates: (Chart 1).

The Administration's economic program has brought about a
dramatic turnaround in U.S. inflation performance, which has in
turn been reflected to a significant extent in interest rate
behavior. Both inflation and short-term interest rates had peaked
by early 1981 (Chart 2), with long-term interest rates peaking
shortly after that (Chart 3). At the turn of this year, major
short-term rates stood far below their peaks (1050 basis points
for the prime rate, 800 basis points for three-month T bills).

While investor uncertainty about the outlook for inflation
and monetary policy, as well as a number of special factors, have
led to rising interest rates in recent months, a steady non-infla-
tionary monetary policy -and perseverence. by the Administration in

- implementing a sound economic program should reduce this uncer-
tainty again and permit further interest-rate declines.
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The level of U.S. interest rates affects U.S. agricultural
exporters indirectly, in essentially the same ways it affects
other U.S. firms: through its impacts on U.S. and foreign economic
activity (and thereby on global demand for agricultural products),
and through its impacts on the cost structure facing U.S. producers,
Only to the extent that the effective borrowing costs facing U.S.
producers are higher than those faced by competing foreign suppliers
would the level of U.S5. interest rates tend to put U.S. producers
at a competitive disadvantage.

wWhile it is sometimes argued that high U.S. interest rates
have been the major reason for the appreciation of the dollar since
late 1980, tl - evidence does not support this argument. 1In
general, movements in both nominal and real interest rate differ-
entials have not been closely correlated with exchange rate move-
ments, although they have moved together at times for short periods
(Charts 4-5). In recent weeks there has been an apparent connection,
with renewed upward pressure on both U.S. interest rates and the
dollar. However, over the entire 1981-1983 period interest rate
differentials shifted sharply against U.S. dollar assets, while
the dollar appreciated against all other major currencies.
Similarly, the early-1984 uptick in U.S. interest rates coincided
with dollar depreciation, not appreciation.

The most important consideration for the future of U.S.
agricultural exports is promoting sustainable, non-inflationary
growth in the world economy -- bringing with it a stable and
growing export market. Recent upturns in interest rates are
a matter of concern, since they threaten both the continuation
of economic recovery in the industrial world and the prospects
for resolving LDC debt problems.

However, while the negative impacts on LDCs are severe,
even these should not be exaggerated. Over the course of a year,
we have estimated that each one percentage point increase in
U.S. dollar interest rates raises net interest payments by non-OPEC
LDCs by $2-1/2 billion. By this rule of thumb, the increase in
LIBOR of just over 200 basis points since the beginning of 1984 will
have added over $5 billion to these countries' annual interest bill.
But at the same time, LDCs are benefitting to a much greater extent
from economic recovery in the industrial world, brought about by
a shift to more disciplined economic policies -- a recovery whose
strength is one of the factors underpinning current interest rate
levels. While the exact size of that contribution is difficult
to pinpoint, an illustration is provided by the increase in non-OPEC
LDC exports to industrial countries so far this year., Partial data
for the first quarter of 1984 suggest an increase of roughly 20
percent in non-OPEC LDC exports to industrial countries over the
same period last year, equivalent to over $25 billion at an
annual rate.

More generally, it is important to bear in mind that lower

interest rates are far from a sufficient condition for sustainable -
economic growth., While interest rate controls and pervasive finan-
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cial regulations helped to keep U.S. interest rates in the late
1970's much lower than they are now despite much higher inflation,
this did not prevent ®stagflation® (and indeed, in the estimation
of many observers, may have contributed to it), ~The primary-tasks
of economic policy in promoting sustainable growth are to control
inflation, to facilitate the efficient operation of the private
sector, and to minimize disincentives to work, savings, and
investment. Governmental actions which undermine the pursuit of
these tasks in an attempt to force lower interest would only be
counterproductive,

U.S. Treasury
July, 1984
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Average Short~Term Nominal Interest Rate

Differential* vs Trade-Weighted Dollarx

+s
T 4

00 7700
+ 200 7 0 T

1981 1982 1883 1984

%¥US less GNP-weighted average of other G-7 rates.

uxChange from December 4880. Monthly data.

DOLLAR

L

INT DIFF

_______

111



14

Average Real Short-Term Interest Rate
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AGRICULTURAL TRADE POLICY

POLICY STATEMENT

Agricultural trade is crucial to the
financial stability of the U.S farm
and food system. Farm exports miti-
gate our current negative balance of
trade in other goods and services and
create jobs for the entire economy.
The U.S agricultural trade policy
process suffers from a lack of uni-
form objective among the many U.S.
government agencies involved in pol-
icy formulation. A unified national
policy and commitment to agricultural
trade is needed, -if the goal of
wmaintaining U.S. competitiveness is
to be achieved. Accountability for
the implementation of such policy
should be centralized in one author-
ity to ensure 1its coordination and
direct its execution and to mitigate
rivalry and competition among the
many agencies currently involved in
agricultural trade policy matters.

Foreign policy objectives of the
United States government should not
interfere in efforts to maintain and
expand U.S. markets, except as
demanded during time of war. Long-
term economic interests should not be
traded off to achieve short-term
political gains. The trade policy
process of the United States Govern-
ment should be exclusively geared to
the maximization of United States
economic interests and a major effort
made to lessen the role of political
and foreign policy interests in the
establishment of trade policy.

The United States should continue to
negotiate a reduction in interna-
tional barriers to free trade.
However, policy in this regard must
acknowledge the absence of inter-
national free markets for most agri-
cultural commodities and products.
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The United States gains nothing by
pursuing a goal of fair markets at
the expense of U.S farmers and
businessmen, and without similar
cost borne by competitor natioms.

An aggressive U.S. government pro-
gram to counter unfair trade
practices is necessary at this
time. While the Commission 1is
opposed in principle to the use of
export subsidies under fair market
conditions, it believes that an
aggressive export restitution pro-
gram is needed to meet unfair
foreign competition on a case by
case basis. The United States
should directly counter trade prac-
tices of other nations that involve
selling agricultural commodities and
products at less than domestic price
levels. Modification of existing
U.S import restrictions and adjust-
ments in U.S. export restitution
policy should be used as a policy
tool to reward nations cooperating
in efforts to reduce trade barriers
and to penalize nations that con-
tinue to employ unfair trade bar-
riers. In the event that circum-
stances warrant a reduction in U.S
import restrictions, consideration
should be given to the impact of the
reduction on the U.S agricultural
economy.

The Commission believes that an
improved system for explicitly
measuring and responding to unfair
foreign trade practices 1s called
for. The responsible authority
should be required to implement
such improvements. In addition, all
other agencies of government should
be required to report the impact on
agricultural trade of policies and
programs they administer prior to
any action taken by such agencies.
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RECOMMENDATIONS

The Commission recommends that
Congress adopt legislation to be
contained in the 1985 Farm Bill that
establishes a national policy and
priority for agricultural trade,
including, at a minimum:

1. The designation of a single
authority as accountable to the
President and Congress in matters of
agricultural trade.

2. The commitment of the United
States to maintain (i) competitive-
ness, (ii) reliability of supply, and
(1i1) an assurance of quality of
product, and (iv) the principle of
fair trade.

3. A commitment to hold agricultural
trade and trade policy free of the
influence of political and foreign
policy concerns except as demanded
in time of war, as declared by the
President and the Congress.

4. The willingness of the United
States to employ retaliatory measures
against foreign countries whose
unfair trade practices damage U.S.
agricultural interests to protect and
expand toward a goal of equitable
market share for U.S. commodities and
products. Variable import restric-
tions and preferably adjustments in
U.S. export restitution policy should
be used to reward nations cooperating
in efforts to lower trade barriers
and to take action against nations
which continue to employ predatory or
unfair trade practices.

5. A requirement that the responsible
authority of government implement an
improved system for explicity
measuring and responding to unfair
foreign trade practices. All other
agencies of government should be
required to report to Congress the
impact on agricultural trade and
exports of policies and programs
they administer prior to any action
by such agencies.
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Specific recommendations regarding
market development, export credit,
and food aid assistance are con-
tained in the pages that follow.

COMMENTARY

Political Linkages in Trade
Policy Formulation

The involvement of political con-
siderations in U.S. trade policy
formulation has been explicit in the
years since the end of World War II.
Early trade promotion and economic
assistance programs, such as the
Marshall Plan, were predicated on
the need to restore viability to the
international trading system. Over
time, programs such as this and new
initiatives, beginning with the
National Security Act of 1951, came
to serve overt political objectives,
including the containment of world
communism and support for U.S
foreign policy objectives in the
developed and developing worlds.
The Economic Security Fund (ESF)
continues to play this role. How-
ever, political objectives spill
over into virtually every other
program of government designed to
expand U.S. and world trade.

The U.S economy towered over the
international economy in years
following World War II. It was
possible--and indeed appropriate--
for the United States- -to grant
concessions to other trading nations
in the interests of a growing global
economy . Circumstances are much
different today. The United States
economy is but one of a number of
major economies involved in an
intense competition for market
opportunities. The United States
can no longer afford to abdicate its
economic interests to serve foreigm
policy objectives. Nevertheless,
the primacy of political interests
continually surfaces in the formu-
lation of policy vital to U.S. eco-
nomic concerns.



The embargo on exports of U.S. agri-~
cultural commodities to the Soviet
Union in 1980 is perhaps the most
flagrant recent example of this.
Other examples abound. Despite the
economic benefits that the U.S. would
derive from the liberalization of
trade with the Soviet Union, U.S.
policymakers have insisted that trade
policy towards the USSR serve dis-
tinctly non-economic objectives, in-
cluding the promotion of Soviet emi-
gration. While the Commission
strongly supports the aspirations of
the Soviet Jewish population, it has
seen little evidence that the linkage
between Soviet emigration and U.S.--
Soviet trade has resulted in an im-
proved Soviet policy towards Jewish
emigrants. Indeed, it would appear
that Soviet attitudes on the subject
of Jewish emigration have hardened,
rather than softened, since the pas-
sage of the Jackson-Vanik amendment.
Soviet Jews have seen little benefit
from the legislation, while U.S. eco-
nomic and agricultural interests have
manifestly suffered.

The reluctance of the U.S. Government
to meet "fire with fire" in trade re-
lations with the European Community
(EC) nations and with Japan has in
large part been governed by political
and security considerations. State-
ments made by the U.S. Government at
the recent summit of U.S. and Japa-
nese leaders--and the appointment of
the Secretary of State as chief of
the President's Task Force on U,S.
Japanese trade--highlight this fact.

We have the assurance of government
that the linkage of political and
economic issues in these contexts
serves both interests equally well.
There is room for skepticism. The
U.S. will ‘be unable to aggressively
pursue its economic interests so long
as it insists that political objec-
tives be served first.

Constraints to Trade

Price instability in international
markets is heightened by the use of
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import barriers and government
export subsidies and by institu-
tional arrangements such as govern-
ment-to-government sales and state
trading which distort free market
trends. Such tools have generally
been used to protect domestic eco-
nomies by means of income transfer.
The net result of such policy has
been the export of price insta-
bility.

Nations such as the United States,
which follow policies generally
tailored on free market principles,
bear a disproportionate burden of
adjustments dictated by free market
forces. Producers in these coun-
tries suffer as a result of price
volatility and market disruption.
The world economy suffers through
the loss of efficiency and benefits
of comparative advantage. The
United States has been at the fore-
front of efforts to improve free
market conditions through the
lowering of constraints to trade.
Nevertheless, majority of the
world's agricultural trading nations
continue to employ, policies which
run counter to trade liberalization.

Recent data prepared by USDA and
submitted to the Senate Committee on
Agriculture, Forestry, and Nutrition
confirm this finding (tables
attached). The USDA summarized
leading examples of such unfair
trade practices as follows:

Argentina. Argentina's primary
tool for increasing or decreasing
exports 1is an export reimbursement
(called a reembolso) or an export
tax. The rates and product coverage
change frequently. These tools are
used to encourage domestic pro-
cessing and export of high value
goods. Prime examples are encour-
agement of vegetable oils (soya,
sunflower) rather than the beans and
seeds, and of leather goods rather
than of cattlehides. Apple juice
subsidies have also been frequently
cited by the trade. In times past,
Argentina has subsidized wheat sales




but only on a very limited basis. In
recent years, Argentina has not
subsidized its wheat exports but does
discount its posted market prices in
order to sell its surplus.

Australia. The Australian Wheat
Board (AWB), a marketing board or-
ganization, provides extended payment
terms to certain markets. The Export
Finance and Insurance Corporation of
the Australian Government provides
export credit insurance to the AWB.

Australia also markets 1ts wheat
through the marketing board, but as a
rule has not subsidized the sale of
wheat into the export market. As a
result of a record wheat crop last
year of 22 million tons, Australia
has undertaken an aggressive mar-
keting campaign and has increased
its credit quarantees for wheat
purchases to $700 million. Previ-
ously, Australia emphasized cash
markets. In addition, about 5.5
million tons of last year's crop was
damaged by wet weather. The Aus-
tralian Wheat Board (AWB) has sold a
good portion of this in the form of
feed wheat. However, much of this
wheat is actually intended for human
use: for example, approximately
500,000 tons of the offgrade though
millable wheat has been sold to
Bangladesh for human consumption.
Other sales have been made to Mexico
and South Korea. Australian sales of
damaged wheat, much of which will be
utilized for human consumption, have
the potential for displacing U.S.
wheat and coarse grain exports in
numerous markets.

Australia also has underwritten
apple and pear exports, and under-
writes sultana production to
guarantee a minimum return. Aus-
tralia provides a rebate on sugar
exports, which varies with the world
price of sugar and reached A$142.50
(US$157.89) in February 1983.

Austria. Payments are made for the
export of slaughter cattle and beef
to certain destinations; in 1983
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they totaled 480.1 million Austrian
shillings (US$26.7 million).
Austria has a coresponsibility
system with the grain industry to
aid export sales, and an inter-
vention system for bread grain
financed by the Government.

In October, 1983, Austria signed
a contract with the U.S.S5.R. for
delivery of 244,000 tons of wheat
and barley at a subsidy of about $68
per ton. Austria is also under
agreement with East Germany to
supply 350,000 tons of grain
annually at what is believed to be
subsidized prices.

Brazil. The Government of Brazil
provides a credit premium on exports
of "industrialized" products. At
present the nominal rate is 1l
percent of the adjusted f.o.b.
invoice values. Credits in 1982
amounted to 188.9 billion cruzeiros
(US$1,052 million). It also pro-
vides an income tax exemption for
exporters under certain conditions;
in 1981, tax exemptions totaled 53.1
billion cruzeiros (US$570 million).
There is also working capital
financing for export producers,
which totaled 471.3 billion
cruzeiros (US$2.6 billion) 1in 1982.

Pressed by the need for foreign
exchange earnings, Brazil exported
corn in 1982 at a price below the
acquisition cost to Government.
This amounted to a subsidy of
between $5-$10 per ton. Indications
are that at least 100,000 tons went
to Spain, a market largely dominated
by the United States.

Brazil and the European Community
have profited especially by sub-
sidies on poultry. U.S. exports of
whole broilers dropped by an incred-
ible 71 percent in 1982 to 38.9
thousand metric tons compared to
134.5 thousand tons in 1981, fol-
lowed in 1983 by a 66 percent drop
to 14 thousand tons. The value of
whole broiler exports fell from
$169.5 million 2 years ago to $17.5



million in 1983. Substantial de~
clines in key markets like Egypt and
Iraq accounted for most of this sharp
decline. Through that time period
U.S. suppliers were facing a $350-
$400 per metric ton price disadvan-
tage for whole broilers and 20 cents
per dozen disadvantage for eggs in
selected Middle East markets compared
to subsidized prices from the EC and
Brazil. Domestic broiler prices have
risen now, reaching $1,350 per metric
ton to which a minioum of $130 must
be added for transportation and
handling. With C&F quotes in the
Middle East running in the $990-
$1,100 per metric ton range for
broilers, the U.S. disadvantage is in
a range of $350-$500 per metric ton.

Our competitors unload poultry meat
at lower prices through a number of
mechanisms. The French and other EC
suppliers use export subsidies, which
now run around $220 per metric ton,
in addition to producer subsidies.
From 1978 to 1983 production of whole
chickens in France's three largest
poultry firms increased by at least
52 percent, largely due to regional
investment grants and subsidies for
enterprises which stock, process, and
distribute agricultural products.
These subsidy programs can be com-
bined so that as much as one-half of
the investment for each poultry
slaughtering plant may be subsidized.
Virtually all of the production from
these plants is exported.

Brazilian poultry exporters are
eligible for subsidized financing and
are exempt from corporate income
taxes on export sales. Poultry
producers receive rural credit loans
at below market rates, and in the
past have received subsidized corn
1f they could prove that they ex-
ported poultry.

The same subsidizing exporters are
now encroaching on our markets for
chicken parts 1in the Far East.
Brazil has successfully test mar-
keted chicken legs in Japan and is
reportedly shipping parts to Hong
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Kong as well. these

In 2 years,
subsidizing exporters displaced
almost 90 percent of U.S. export

sales of whole chickens, and now
they threaten to do the same to ocur
sales of parts.

Canada. Canada subsidizes rail
freight costs for certain grains,
oilseeds, and products from the
prairies provinces to the coasts
under the Feed Freight Assistance
Program and the Crow's Nest Pass
Rate. It exports wheat and certain
products through the Canadian Wheat
Board (CWB).

The CWB is a quasi-private organi-
zation that lists prices of wheat
sales on a daily basis but which
frequently sells wheat to importers
at prices below listed export
levels, particularly during the last
2 years or so while the world wheat
market has been very competitive.
Another way in which the CWB subsi-
dizes (or aggressively markets) its
wheat sales is by signing a contract
for a specific grade of wheat and
then subsequently shipping the
importer a higher quality grade of
wheat but at the price level of the
lower quality grade.

European Community. The European
Community makes restitution payments
{(export subsidies) available to
virtually all basic commodities
produced within the EC and to the
processed products made from them.
1982 and 1983 expenditures on export
restitution payments totaled $5
billion and $5.4 billion, respec-
tively. {(See attached tables.)

The EC has been moving 15 million
tons of wheat/wheat flour annually
on the world market (outside EC
member countries) for the last &
years. None of the wheat sold by
the EC would be competitive on the
world market if EC exporters were
not paid a sizable restitution on
the order of $60 to $70 a ton. The
amount of restitution on EC wheat
exports varies depending upon the
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region of the world to which it is
shipped (such as Middle East, Africa,
Far East, et cetera). The EC has
also heavily subsidized flour exports
by as much as $70 per ton. This has
directly contributed to the decline
in commercial U.S. flour exports.
For example, since the early 1960's,
U.S. commercial exports of flour have
fallen from around 750,000 tons to
about 200,000 to 300,000 tons annual-
ly. The U.S. share of commercial
flour trade has declined from about
25 percent to an average of around 9
percent. Due to export subsidies,
the EC share has increased from about
25 percent to 80 percent.

The EC subsidizes barley exports by
as much as $40 per ton. In 1983-84,
2,5 million tons were exported, with
Algeria, Saudi Arabia, Spain, and the
U.S.S.R. the largest markets. EC
export subsidies on rice have been in
excess of $200 per ton. In CY 1983
Italy, the major EC rice producer and
exporter, exported about 440,000 tons
of rice, with Middle Eastern and
North African countries the largest
markets outside other EC members.

West Germany has a clearing agreement
with East Germany that provides a
high subsidy for West German grain
exports. In the agreement, both West
and East German currencles are
treated equally. However, because
the West German mark is worth roughly
four times its eastern counterpart,
this arrangement represents a very
substantial subsidy which is suffi-
cient to more than equalize the lack
of EC export restitution or subsidy
on grain. For the first time, West
Germany exported 150,000 tons of
wheat and 50,000 tons of barley this
spring to East Germany under this
agreement.

France has an export credit system
which combines private and public

financing. Credit 1insurance is
provided by Coface, a quasi-public
organization. Credit may be offered

which would not be commercially
available, or with automatic access
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to official finance credits, thus
being easier to obtain than regular
commercial credits. (For comment on
EC poultry subsidies, see discussion
for Brazil.)

An illustration of a particularly
troublesome situation is the effect
of EC subsidies on U.S. apples
exported to the Middle East. The EC
has for many years provided a lucra-
tive subsidy for apples moving to a
number of destinations, including
the Arabian Peninsula. The current
subsidy is equal to 12.00 ECU's per
hundred kilo, currently equivalent
to about U.S. $1.79 per 42 1b. car-
ton, or roughly about 15-20 percent
ad valorem. This subsidy has been
particularly annoying since the U.S.
has established a reasonably good
volume market, especially in Saudi
Arabia. Although these Middle East
markets have expressed a preference
for American red varieties of
apples, the EC subsidy is suffi-
ciently attractive to swing some
trade in favor of France, the prin-
cipal EC participant in the subsidy
program.

Finally, it should be noted that the
EC provides processing subsidies for
certain fruits and vegetables--
currently from 1.5 cents/lb. to
49 cents/lb. for various tomato
products and 4.7-7.9 cents/lb. for
canned peaches. An export subsidy
of 3.6 cents/lb., was established on
May 31 for raisins shipped to North
Africa and East Europe. The latter
subsidy is separate from the assis-
tance that was the subject of the
U.S. GATT complaint.

Finland. Finland has a price com-
pensation scheme which finances the
difference between domestic and
world prices for inputs of major
agricultural raw material compo-
nents. The product may then be
exported. It also pays export
dairies a refund to cover the dif-
ference between domestic and target
milk prices. A similar system
exists for eggs, beef and veal,
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pork, mutton, barley, and oats. This
refund program cost 1,923 million
Finnish marks (US$515.5 million) in
1980, 2,345 million Finnish marks
(US$460.7 million) in 1982.

India. India has a cash compensatory
support system to compensate for
taxes and levies on inputs used in
export production.

Israel. Israel markets citrus
through a Citrus Marketing Board and
its noncitrus products through
Agrexco, a quasi-government agency.
Products excepted from the Agrexco
monopoly are avocados, poultry pro-
ducts, and flowers. The Israeli
Government does not publish infor-
mation on the budgets of these
agencies.

Japan. Japan makes food aid ship-
ments of rice. The deficit in the
control account of rice, wheat and
barley under the food control special
account for fiscal year 1982 is
estimated to be 526.3 billion yen
(US$2.1 billion), excluding the
deficit from the surplus disposal of
rice. This figure includes domestic
program measures on all three pro-
ducts.

Japanese producer prices for rice
are much higher than world prices
and in the past have stimulated
production far in excess of domestic
demand. In order to dispose of the
surplus, export subsidies have
reached over $1,000 per ton. In
1980, Japan exported 795,000 tons.
Since then, exports have declined
because of bad weather and a rice
diversification program. However,
with the relaxation of the diversi-
fication program and the return of
favorable weather, Japan could again
be in a position to export.

New Zealand. New Zealand has a tax
credit to encourage export market
development, and a program of loans
which convert to grants, based on
export sales levels. All major
agricultural commodities are mar-
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keted through governmental marketing
boards.

Norw. z'. Norway provides price sup-
ports on certain agricultural com-
modities. Exports of beef and veal,
pork,cheese, barley, and eggs have
to be subsidized in order to move at
world prices.

Pakistan. Pakistan provides an
income tax exemption of up to
55‘pe{'cent for certain export 1in-
come, and an export finance scheme
which proviees refinancing to com-
mercial banks at zero interest
against the latter's advances to
finance exports of commodities other
than rice, wool, hides, skins, and
leather.

South Africa. The use of marketing
boards aims to assure that domestic
prices are not significantly in-
fluenced by world prices. As an
example, the Dried Fruit Board,
which handles raisin exports, pays
the producers at prices calculated
on a pool basis with money earned. in
the domestic and export markets
pooled, and adjustments made on the
basis of a crop's sales. The
Tobacco Board may supplement export
receipts with funds derived from
levies on domestic sales. Similar-
ly, South African losses on exports
of chilled or frozen beef are
financed by the Meat Board's
Stabilization Fund.

The South African Maize Board subsi-
dizes exports by purchasing domestic
corn at prices well above world
market prices and in turn selling
corn for export at much lower
prices. In the export expamsion
drive of 1982-1983, the subsidy
reached as high as $60 per ton. In
that year, South Africa exported 4.7
million tons of corn. However,
South Africa has not exported for
the past two seasons because of
drought. The United States has
often filled the markets that South
Africa was unable to supply. For
example, the United States and South




Africa were major sources for
Taiwan's corn imports which total
about 3 million tons annually.
Because of South Africa's drought,
the U.S. share rose from 65 percent
in 1981-82 to 93 percent in 1983-84.
The return of subsidized exports
from South Africa could cut directly
into U.S. markets.

Spain.

120

Spain has a variety of

measures to support the agricultlfraI"

sector. Agricultural subsidies
totaled 83.3 billion pesetas
(US$902.4 million) 4in 1981, of which
3.0 billion (US$33 million) were for
export refunds. Spanish export
incentive programs include (1) a
rebate of internal taxes on exports
of virtually all commodities; (2) a
revolving-type credit for working
capital granted by Government banks
to exporters; (3) Government-sub-
sidized rate on credit for the pre-
financing of exports; (4) an export
payments insurance program with
subsidized premiums (applies pri-
marily to losses related to the
cancellation of exports contracts);
and (5) direct export subsidies
which in 1983 were limited to tomato
paste. The Government granted a 16
peseta (or 12 cents US) per kilogram
restitution on paste exports to all
destinations except the United
States, with a limit of 33,000 metric
tons of paste in the 1983-84 mar-
keting year.

Sweden. Sweden provides price sup-
plements for certain products,
regional aids to production, income
support, and export refunds; the
total cost of these programs was 5.1
billion kroner in fiscal year
1981-82. Export refunds are paid on
most agricultural products to cover
the difference between domestic and
world prices; they totaled 1.4
billion kroner (US$276.5 million) in
fiscal year 1981-82.

Switzerland. Switzerland provides
subsidies to cover the difference
between earnings from the sale of
cheese on domestic and foreign
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markets. It makes payments to

. export dairies based on the amount

of milk use (in July 1982, payments
ranged from 45 to 60 centimes (22 to
30 US cents) per kilogram of milk,
depending on the product). 1In 1982,
Switzerland paid subsidies of 30.8
million Swiss francs (US$15.2
million) to maintain exports of
cattle; it also pays domestic sub-
‘sidies for cattle, apricots, wine,
grapejuice, and table grapes.

Taiwan. With burgeoning rice stocks
Taiwan has pursued a policy since
1977 of sharply increasing its sup-
port prices while at the same time
heavily subsidizing 1its rice
exports. Mid-year rice sales were
made in the region of $240-$260 per
metric ton, compared with the
Government's acquisition cost for
domestic rice of about $700 per ton
(unadjusted). Exports in 1983 rose
to 550,000 tons. This prompted the
Rice Millers Association to file a
petition under section 301 of the
1974 Trade Act on July 13. After an
investigation by USTR and consul-
tations with Taiwan, an agreement
was signed March 1, 1984, whereby
Taiwan agreed to limit its sales to
1.375 million metric tons over the
next 5 years. (Shipments in 1984
limited to 375,000 toms.)

The above provide some examples of
the extensive use of unfair trade
practices and is not intended to be
a comprehensive listing. Among
those commodities not mentioned is
sugar, which may be the most im-
pacted by unfalr trade practices.
One or more such practice 1is em-
ployed by essentially all sugar
exporting countries. The cumulative
effect of these unfair trade prac-
tices has created a world sugar
market whose price reflects more a
dumping ground than the cost of
producing the commodity. If the use
of unfailr trade practices is per-
mitted to continue and grow unchal-
lenged, the world market for more
commodities could become divorced



from the econonlics of production, as
has occurred for sugar.

The damage to U.S. agriculture
created by unfair foreign compe-
tition 1is well reflected in the
number of U.S. agricultural indus-
tries which have filed for relief by
the U.S. government under Sections
201 and 301 of the 1974 Trade Act
(see attached).

The cost to the United States of
such predatory trade practices,
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among other factors, 1s a declining
market share for basic U.S. commo-
dities (see attached).

The U.S. taxpayers bear the cost
of U.S. government agricultural
adjustment programs, the need for
which would be lessened in the
absence of foreign constraints to
trade. In addition, the cost of
foreign export subsidy programs is
also tremendously unfair to tax-
payers and consumers overseas (see
attached).
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COUNTRY
ACTION TAKEN

_AGAINST

TYPE OF
1TEM CASE

ENFORCEMERT OF U.S, RIGHTS (SEC, 301)

PETITIONER
(DATE PETITION
FILED)

COMMENT

1/8/85

STATUS

EC

Brazil
.14

EC

Citrus Jo1
(Tariff
preferences)

Poultry 301
(Export
subsidies)

Sugar 301
(Export
subsidies)

Plorids Citrus
Cosmission, Calif-
Ariz. Citrus League,
Texas Citrus Mutusl,
Texss Citrus Exchange
(Jan, 1977)

National Brofler
Council (Sept, 1981)

Crest Western Suger Co.
(August 1981)

Panel established Oct. 1983,
and has held four meetings.

Original petition cited only EC
as s problems, but U.5. Covern-
sent leter added Brazil to the
process becsuse EC clafmed its
subsidies were needed to mee
Brazilian subsidics and becsuse
Brazil's export subsidy
practices slec appeared to be
detriwental to V.8, interests.

The panel relessed ite final report
to the disputants Decemdber 14, The
contents of the report sre still
confidentisl, The U.S. snd the EC
will nov be given time for a finel
attempt to conciliste the dispute
before the report is circulsted to
al] GATT contracting parties.

Brazil orfginally objected to &
round of trilstersl coneultations
but later sgreed to meet {m such a
forum. Pive trilstersl meatings
have been held in Ceneva. Little
progress has made so far during
those meetings.

In June 1982, The President
directed USTR to continue
internstional efforts to reduce or
eliminate EC subsidies.

(44



114

COUNTRY
ACTION TAKEN

ACAINST

1T

TYPE OF
CASE

ENFORCFMPNT OF U.S. RICHTS (SEC. 301)

Active Cases

PFTITIONER
(DATE PETITION

FILED)

COMMENT

1/8/85

STATUS

EC

Spain
Portugal
Brazfl

Brazil

Argentina

Wheat flour

Soybeans and
other otlseeds

Soybeans and
other oileeeds
and products

Sunflower ol and
weal

n
(Export
subsidy)

0
{Subsidies
and {mport
restrictions)

o
{(Substdies
and import
restrictions)

301
{Export
subsidies)

Hiller's Mationsl

Pederation (Dec. 1975)

Netionsl Soybean
Processors Assoc.
(April 198))

Nattonsl Soybean
processors Aesoc.
(April 1983)

National Sunflowver
Association
(Sept. 1983)

Panel report fssued March 1983,
Subsidies Code Committee met to
reviev panel findings. U.S, (s
requesting the cosmittee to
ansver questions that the panel
failed to address, before the
report is sdopted.

Actfon has moved out of the
Sudsidies Code Committee to the
US-EC bilateral working group.
General discussion about the
probless in the Subsidtes Code
Cosmittee sre taking place.

First set of bilateral discussions with al) three countries, were held
1n Rovesher 1983 (under Subsidies Code with Brazil, and under CATT
Article XXIT with Spain and Portugal), All countries agreed to provide
the 1SC with additional inforsstion. For the most part, informatjon
has not been provided yet by all three countries.

Praztl filed a countersuit on US
dies on yb prodi .

(e.g. PL 480, blended credit and

market development programs).

Petition withdrawn, Nov. 1983,
(couldn't meet necessary desd-
1tnes).

The USC submitted responses to
questions by Brazil. Brazil hss yet
to follow up.

Bilatersl discussion on differ-
entfal export tex issue held at

the technical level in February and
were discussed again at
US-Argentine. Mized Commissfon
eting meeting fo July. No action
anticipated st this time.
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COUNTRY
ACTION TAKEN

AGAINST

1TEM

TYPE OF
CASE

ENFORCEMENT OF U,S. RICHTS (SEC. 301)

Active Cases

(DATE PETITION
FILED) COMMENT

1/8/85

STATUS

EC

EC

Canned peaches
and pears
and raleins

Pasta

n
(Production
subsidies)

301
(Export
subsidy)

V.8, processed fruit
iadustry (Oct, 1981)

U.S. Nstional Pasts
Association (Oct. 1981)

Nev panel report has heen
lesued to disputants but is
still confidential

198) ruling in U.5. favor,
Report fn front of Subsidies
Code Committee. The EC {»
trying to prevent adoption of
the Panel Report. Further
discussions taking place in
Subsidies Code Committee and

US-EC bilateral vorking group

on subsidf

GATT Panel report fesued April

EC eventually delayed relesse of the
the initisl report and convinced
Panel to change some of its’
findings. U.S. requested another
Panel weeting, which was held

June 28.° New panel report vas
{esued in late June which sgreed
with U.S. complaint on canned
fruit, but efded with EC on raisin
portion, We are meeting with EC in
an effort to reach a solution to
the dispute before the treport 1o
circulated.

Genersl discussione on the probless
of the GATT Subsidies Code are
taking place in the comajttee and
group, The U.S. and the EC are
otill engsged in periodic informal
bilateral coneultstions in sn effort
to reach apn accommodatfion.
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COUNTRY
ACTION TAKEN

ACAINST

ITEH

TYPE OF

CASE

UNFAIR TRADE PRACTICES (AD/CVD)

Terminated Cases

PETITIONER
(DATE PETITION
FILED)

comenT

1/8/85

STATUS
228=

Canada

Spain

Mexico

Colombia

France
Italy

Nev Zealand

Yall harveated
round white
potatoes, or
fresh/chilled
potatoes.

Bottled green
olives

Certsin fresh
cut flowers

Fresh cut roses

Ordinary table
wine

Laad meat

cvp

Ccvp

cvp

Maine Potato Council
(Peb, 1983)

Green Olive Trade
Association
(Jan. 18,1973)

U.S. industry (Sept. 1983)

Roses, Inc. (Sept. 198))

American Grape Growere
Allfance for Fair Trede
(Jan, 1984)

Amertican Lasb Company
Denver Lamb Company
Iova Lamb Cospany
(April 1984)

ITC decision §» being sppesled.

Spain requested the ITC to
review the outstanding CVD order

Case vae terminated Dec..1983,
Final finding of no injury.

In May 1984, the ITC daterwined
that the U.S. Induatry would not be
injured if CVD order was revoked.
In June 1984, Commerce revoked the
CVD order.

Case was terminsted Februsry 1, 1984
following & negative injury finding
by the ITC.

Case was terminated Sept. 1984
following the ITC's fiaal report of
9/10/84 that found no evidence of
injury.

Case was terminated March 1984
folloving a negative injury finding
by the ITC.

Case vas terainated June 1984
following a negative {njury finding
by the 1TC. .

gel
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Soviet Ungon

Potesh

AMAX Chemical Inc.
Kerr-McGee Chem. Corp.
(March 30, 1984)

In March 1982, the EC ssked
that the CVD order of
March 28, 1972 be revoked,

1/8/8%

Cosmerce jasued 8 preliminary
finding of dumping on 9/6/84.
Hearings are scheduled for 10/4/84.

€ ‘s final d instion {s
due January 25, 1984,

1/8/85
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1/8/8%
UNFAIR _TRADE_PRACTICES (AD/CVD)

A

Active Cases

COUNTRY PETITIONER
ACTION TAKEN TYPE OF (DATE PETITION
ACAINST ITEM CASE FILED) COMMENT STATUS
Australia Butter Revocstion of Covernment of Austrelis Commerce revoked the outetanding CVD
CVD Order of order concerning butter imports from
Sept. 5, 1928, Australis.
Canads Live swine cvD National Pork Council 1TC lasued s preliminary deter-
and pork {November 2, 1984) sination of material fajury,
December 1984, Preliminary deter-
mination of subsidy due 1-27-8%
Canads Red raspberries AD Wash, Raspberry Commis~ 1n Deceaber 1984, the Comserce Cosmerce's final detersination of
aion, Otegon Caneberry Depsrtwent wade an affirmative sales at leas than fair velue
Commission, Red Raspberry detersination of dusping. The due by February 23, 1985
Cossittee of NW Food oversll aversge dumping margin
Processors Associstion 1s 6,297, 120 deys after Commerce's prelim.
(July 5, 1984) dectaion, -1TC gives its final
detersination. (April 1985)
Brazil Prozen concen— cvo Florida Citrus Mutual In July 1983, the ITC made sn ITC Commissioners voted that
trated orange (July 14, 1982) affirmative detersinstion of revokation of the CVD order would
Juice fnjury. In May 1984, the ITC cause waterial injury and therefore
received a request to review its the order would not be revoked.
effirmative determination by
Brazilisn producers end exporters
of foreign concentrste orange
Juice.
Creece Certain tomato cvD Canners' Lesgue of In March 1982, the EC asked that ITC Commiseioners voted that
producte Californis (June 1970) the CVD order of March 28, 1972 revokation of the CVD order would
be revoked. not cause material {njury and

therefore the CVD order could be
revoked, Comserce has yet to sign &
proclsmation as such.
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ESCAPE CLAUSE ACTION (SEC. 201)

Active Cases

There sre no active Sec. 201 cases at this time.

1/8/83

821



18

Date of
Report to
Congress

1/16/76

1/16/16

1/21/61

2/21/19

Delta Steamship Lines,
Inc. (301-1)

United Eqg Producers
and American Farm
Bureau Pederation
{301-2)

Seymour Foc- ', Inc.
(301-3)

National Canners
Asaociation
{301-4)

SPCTION 301 TABLE OF CASES
Office of the United States Trade Representative

Petitioner & Docket No, Camplaint

Notice of Complaint f£iled
July 1, 1975, alleging that
Guatemala's requirement "man~
dating certain cargo to
Guatemala or associated line
carriers® constituted a die-
criminatory shipping practice.
{40 FR 29134)

Petitions filed July 17 and
July 21, 1975 alleging that a
Canadian quota on the impor-
tation of U.S. eggs consti-
tuted an unfair trade practice.
(40 FR 33749)

Petition filed Aug. 7, 1975
alleging that changes in EC'a
supplementary leviea on im-
ports of egg albumin impaired
the ability of U.S. exporters
to contract for sales in the
EC. (40 FR 34649)

Petition flled Sept. 25, 1975
allaging that BEC's minimm
fpart pricos and an leyort
license/suroty deposit systam
with respect to canned fruits
juices, and vegetables con-
stituted an unfalr trade
practice. (40 FR 44635)

Disposition or Present Status

Public hearings completed September 26,
1975. Pollowing bilateral negotiations
petitioner withdrew the complaint since
an accord had been reached between peti-
tloner and National Shipping Line of
Guatemala. Investigation terminated June
29, 1976 (41 FR 26758).

As a result of bilateral negotlations
Canada approximately doubled its quota
for imports of U.S. eggs. Investigation
terminated March 14, 1976 (41 FR 9430).

Following informal consultations, supple—
mentary levies were replaced with in-
creagsed import charges. However, since
U.S. exports of egg albumin steadily
{ncreased, 301 Coamnittee determined that no
further action was necessary. Investigation
terminated July 21, 1980 (45 FR 48758).

Public hearingo held November 17, 1975.
Purunant Lo GATE XXIITal(c) towmal coauwul-
tatlona wore lield Mawch 39, 970, uAIr
panul wau appolnted undor XXXLI32. Au a
result of the panel's report, the EC dis-
continued use of minimum import price
mechanism, Investigation terminated in
December 1978 (44 FR 1504)

631



8/22/80

1/30/82

8/22/80

2/21/19

Great Western Malting
Company (301-5)

Miller's National
Pederation (301-6)

Natlonal Canners
Association (301-7)

National Sugar
Proceaaors A8sog,
and Amorican Soybean
Aasoc, (301-8)

Petition filed Nov. 13, 1975
alleging BC subsidies on malt
exports were displacing U.S.
export of malt to third
ocountries. (40 FR 54311)

Petition filed Nov. 24, 1975
alleging violation by EC of
GATT XVI:3 in using export
subsidies to gain a more than
equitable share of world ex-
port trade in wheat flour.
(40 FR 57249)

Petition filed March 30, 1976
alleging that sudden changes
in the variable levy assessed
on sugarg added to canned
fruits and juices by the EC
constitute unjustifiable and
unreasonable import restric-
tion and impair the value of
GATIM-bound tariff rates to the
U.S. (41 FR 15385)

Petition filed March 30, 1975
alleging that RC'a cequirement
that livestook fool bo mixed
with domostic nonfat milk con=
stituted an unfalr trade prac-
tice since it displaced other
protein sources such as soy-
beans and soybean cake im-
ported primarily from the U.S,
(41 FR 15384

In 1976, the EC reduced the amount of the
subsidy. USTR terminated investigation on
the advice of the 301 Camnittee and with the

agreement of the petitioner June 19, 1980
(45 FR 41558).

Investigation initiated December 1, 1975.
GATT XXII3l consultations held in 1977 and
1980, and technical discussions in 19861.

On August 1, 1980, President directed USTR to
pursue dispute settlement (45 FR 51169). The
Subgidies Code dispute settlement process was
initiated September 29, 1981. Subsidies Code
Panel, established Janaury 22, 1962, issued
its conclusions on Pebruary 24, 1983. The

_panel report was considered by the Code

Committee on April 22, May 19, June 10, and
Nov..17, 1983 and is etill pending.

Following consultations during the MIN, the
parties reached an agreement on July 11,
1979, which changed the variable levy to

a fixed 2% levy on sugar added. USTR ter=—
minated investigation on the advice of 301
Committee and with the agreement of the
petitioner, June 16, 1980 (45 FR 41254).

Publio heacing held June 22, 1976, GATT
panal appainted undac XXTIT12 mat In Folwuwacy
anl Navoh 1977, In the latevim, W taruln~
ated ito gyostem. Invoutigation torminated Lln
December, 1978 (44 FR 1504),
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/12/1

1/n

1/30/82

Charles C. Rehfeldt
(301-9)

American Iron and
Steel Institute
(301-10)

Plorida Citrus
Camission, et al,
(301-11)

Petition filed March 15, 1976
alleging unfair trade prac-
tices by the Republic of

China, in the form of confls-
catory tariff levels on imports
of wajor hame appliances,

(41 PR 15452)

Petition flled Oct. 6, 1976
alleging that BC and Japan
had engaged in an unfair
trade practice by agreeing to
divert significant quantities
of Japanese steel exports to
the U.S. (41 FR 45628)

Petitions filed Nov. 12, 1976
alleging that BC's preferen~
tial i{mport duties on orange
and grapefruit juices and
fresh citrus fcuits fram cer-
tain Mediterranean countries
have an adverse effect on U.S.
citrus produces (41 FR 52567).

Public hearings held May 18, 1976. Republic
of China reduced subject duties. Investiga-
tion terminated due to bilateral resolution
of the dispute, December 1, 1977.

{42 FR 61103)

Public hearings held December 9, 1976.
Investigation discontinued January 18, 1978
on the ground that there was not sufficient
justification to the claim that the EC-Japan
agreement created an unfalr burden on the
U.S. (43 FR 3962) .

Investigation initiated November 29, 1976,
Public hearingas held January 25, 1977.

During the MIN, duty reductions were obtained
on fresh grapefruit only. GATT Article
XAII:l consultations were held in October,
1980, followed by informal discussions.
Formal consultations under GATT XXIII:l were
held in April 20, 1982. Concilliation efforts
in September, 1982 failed. On November 2,
1982 the GATT Council agreed to establish a
panel. The panel composition and terms of
reference of the panel took some months to
resolve. The panel held meetings on Oct. 31,
and Nov, 29, 1903 and Fob, 13 and March 12,
1984, The factual portion of the Panel
report was submitted to the pacties on
Scptembsr 27, Yhe tull report ls expected
In W‘o
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1/26/78

7/24/81

1/21/82

1/21/81

George F. Fisher, Inc.
(301-12)

Tanners Council of
America (301-13)

American Institute of
Marine Underwriters
(301-14)

Certain U.8. Television
Licensees (301-15)

Petition filed Feb. 14, 1977
alleging that Japanese agree—
ments with Korea, PRC and
Brazil permitting imports of
thrown silk effectively pre—
vented the entry of such
imports from the United
States, and that this consti-
tuted discriminatory conduct.
(40 FR 11935)

Petition filed Aug, 4, 1977
alleging violation by Japan
of GATT XI in imposing quan~
titative restrictions on im-
ports of leather from the
U.S., and alleging Japanese
tariffs excessively high,

(42 FR 42413)

Petition filed Nov. 10, 1977
alleging that USSR unreason-
ably required that marine
insurance on all trade between
the U.S. and the USSR be placed
with a Soviet state insurance
monopoly. (43 FR 3635)

Petition filed Aug. 29, 1978
alleging that certaln pro-
visions of Canadian Income
Tax Act wera unteasonable

in denying tax deductlion to
any Canadian taxpayer for
advectising time purchased
from a U.8. broadcaster for
advertising aimed at the
Canadian market, when deduc-
tions were granted for the
purchase of advertising time
from a Canadlan broadcaster,
(43 FR 39610)

Public hearings held March 29, 1977.
Following the fallure of accelerated dis-
cussions with Japan a complaint was insti-
tuted under GATT XXIII:2, creating a dispute
panel which heard the case in the fall, 1977,
Before the GATT panel issued its report,
Japan adjusted the restrictions. Review ter-
minated March 3, 1978 (43 FR 8876)

Investigation initiated Aug, 23, 1977. U.S.
initiated consultations under GATT XXIII:l in
January, 1979 which resulted in understanding
to expand Japanese quota on imported leather,
In light of this understanding President de~
cided not to take retaliatory action; how-
ever, on August 1, 1980 (45 FR 51171), he
directed USTR to monitor implementation of
the understanding.

In June, 1978, President determined that
Soviet practice is unreasonable (43 FR 25212).
On July 12, 1979, USTR suspended investiga~
tion pending review of the operation of the
U.S.~Soviet agreement (44 FR 40744), Suspen~
sion remains in effect until USTR can conduct
a thorough review and assessment (45 FR 49428),

Public hearings held November, 1978 and July,
1980, Presid~~* determined on August 1, 1980
that moat app.opriate response was legisla~
tion which would miccor in U.S, law the
Canadlan practice (4% ¥Rt 51070, oopousal
sent to Congress September 9, 1980

Proposal again sent to Congress in Novewber,
1981. Legislation was enacted on

October 30, 1984,
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1/21/61 Great Plains wheat, Petition filed Nov. 2, 1978 Public hearings held February 1979; consulta-
Inc, (301-16) alleging that EC export sub~ tions between EC and U.S, held July 1979, in
sidles were enabling exports which both parties agreed to monitor develop~
of wheat from the EC to die- ments in the wheat trade, exchange informa—
place U.S. exports in third tion, and consult further to address any
country markets (43 FR 59935) problems that might arise. Investigation
terminated August 1, 1980 (45 FR 49428).

1/21/81 Cigar Association of Petition filed March 14, 1979 puring panel ‘deliberations under GATT XXTIX32
America, Inc. alleging that Japan imposes in March, 1980, Japan repealed internal tax
(301-17) unreasonable import restric- on imported cigars and applied import duty of
tions, imposes internal taxes 60% ad valorem, Prior to completion of Panel
or charges on imports in excess action, U.S. and Japan reached agreement

of those placed on damestic which liberated market restrictions, and re-
products and imposes discrim- duced import duty. Investigation terminated
inatory restrictions on the January 6, 1981 (46 FR 1389). GATT pro-
marketing, advertising, and ceedings terminated in April 1981.

distrcibution of imported
cigara. (44 FR 19083)

/24/81 American Institute of Petition filed May 25, 1979 Public hearing conducted August 1979, Upon
Marine Underwriters alleging that Argentine Argentine commitment to participate in mulei-
(301-18) requirement that marine in- lateral negotlations, a goal of which was the

gurance on trade with Argentina elimination of restrictive practices in the

be placed with Argentine insurance sector, USTR suspended investiga-

insurance firm is unreasonablae tion July 25, 1980 (45 FR 49732).
and burdens U.S. comperce.
(44 FR 52057)

1/21/81 Associated Tobacoo Petition flled Oct. 22, 1979 This docket consolidated with 301-17 alleging
ManuCacturera alleging that Japan aat un- {dentioal praotioes with respout to alyaru.
(301-19) reasonable pricea for lmportad Inweatigatlon terminated January o, 1981
pipe tobacco and restricted (46 FR 1388).

distribution and advertising
of same, (44 FR 64938)
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1/21/81

v2ye1

7/30/82

American Home Assurance Petition filed Nov. 5, 1979

Campany (301-20)

OUniversal Optical Co,
Inc, (301-21)

Great Western Sugar
Cospany (301-22)

alleging that Republic of
Korea was discriminating
agalnst petitioner by failing
to issue a license permitting
petitioner to write insurance

policies covering marine riskas;

not permitting petitioner to
participate in joint venture
fire insurance; and failing
to grant retrocessions from
Korea Reinsurance Corp. to
petitioner on the same basis
as Korean insurance firms.
(44 PR 75146)

Petition filed Dec. 12, 1979
alleging that Swias Customs
Service engaged in unreason-
able practices by requiring
an assay to be done to deter-
mine the gold content of the
trim in eyeglass frame ex-
amples before importation of
same. (44 FR 7654)

Petition flled Aug. 20, 1981
alleging EC violation of
GATT XVI and Subsidies Code
in uaing export subsidies
which result {n the EC having
more than equitable ahare of
world export teado in wwjar,
(46 FR 49497)

Beginning June, 1980, U.S. and ROK held sev~
eral rounds of consultations, resulting in
ROK's cammitment to pramote more open oconpe~
tition in the insurance market. Upon with-
drawal of petition, investigation terminated
December, 1980 (45 FR 85539),

U.S. standard had been changed in 1976 to
conform to international practice, effective
October 1, 1981 (P.L. 94-450, §2), Peti-
tioner withdrew complaint, Investigation
terminated December 1, 1980 (45 FR 81703).

Investigation initiated October S, .1981.
Public hearing held November 4, 1981. Con-
sultations with EC under Acticle 12:3 of
Subsidies Code held February 16, 1942,
conciliation phase camplated Aprii 30,
1902, (TR auhnitted recvwmmendation to
Pragldant June 7, 1903, On Juwe 20, L1903
Proaldont dlrected USIR to continue Inter=
national efforts to eliminate or reduce

EC subaidies (47 PR 28361).

Vel
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7/30/82

7/30/82

1/30/82

Nat{onal Broiler
Council (301-23)

Natlonal Tanneca'
Council (301-24)

National Paata Assoc.
(301-25)

Petition filed Sept,. 17, 1981
alleging EC violation of GAIT
XVI and Subeidies Code in
using export subsidies which
displace U.S, poultry exports
to third country markets.

(46 FR 54831)

Petition filed Oct. 9, 1981
alleging breach by Argentina
Argentina of U.S8./Argentina
hides agreement, and unreason-
able restrictions on commerce
imposed by Argentina hide ex-
port controls, (46 FR 59353)

Petition filed Oct. 16, 1981
alloying 192 violation of GARI'T
Article XVI and Subeidies
Code in using export sub-
sidies on non-primary pro-
ducts (pagta) which displace’
U.S. produced pasta in its
home market. (46 FR 59675)

Investigation initiated October 28, 1981.
Consultations with EC under Article 12:3 of
Subaidies Code held Februacy 16, 1982. On
June 11, U.S. submitted requests for infor-
mation under Art, 17 of Code to EC and
Brazil, USTR submitted recomnendation to
President June 28, 1982, On July 12,
President directed expeditious examination
of Brazilian subsidies (47 FR 30699). U.S,
held informal consultations with Brazil on
Aug. 30 and March 1. Additional consulta-
tions with BC were held October 7, 1982,
Article 12 consultations held with Brazil
April 1, 1983, A tripartite meeting was held
with the BC and Brazil on June 23. Since it
did not result in a resolution, the U.S.
requested conciliation. The Code Camittee
held the £irst conciliation meeting on Nov.
18, 1983, Conciliation continued on April 4,
May 4, June 20, and Oct. 16, 1984 and is

still pending.

Investigation initiated November 24, 1981.
Bilateral consultations with Argentina held
February 23, and April 15, 1982. U.S. and
Argentina agreed to mutual termination of
Agreement effective October 30, 1982, and
President increased U.S. tariff on leather
imports effective October 30, Investigation
teuminated Novenber 16, 1982 (47 FR 53909),

Investigation initiated November 30, 1981,
V.8, roquuuted a Subsldles Code pawl o
April 7, 1982, Panel mat July 4. On July
21, the President directed USTR to expedi-~
tiously complete dispute settlement (47 FR
31841)., Panel mat again Oct, 8 and issued
factual findings January 20, 1983. At EC
request, additional panel meeting held

Gel
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1/30/82
7/30/82
7/30/82
/30/82
7/30/62

(301-28; France)
(301-29; 1taly)
(301-303 Sweden)
(301-31: U.K.)

AFL~CIO, et al.
(301-32)

Tool and Stainless
Steel Industry
Comnittes, et al,
(301-33)

J.1. Case Company
(301-34)

See 301-27
See 301-27
8ee 301~27
Sea 301-27

Petition tiled June 4,

1962, alleging Canadian
govermment's export coredit
financing for subway cars to be
exported to U.8, violates Bub~
sidies Code and {s unreasonable
and a burden on U.8, commerce.
(47 FR 31764)

Petition filed June 23, 1982
alleging domestic subsidies
for Belglan ateel production
violate GATT and Subaidies
Code and that importa of
Belgian steel adversely
affect U.8. industry,

{47 PR 35387)

Petition filed July 27, 1982
alleging Canada's regulations
allowing remission of customs
duties and sales tax on cer-
tain front-end loaders vio-
late GATT and Subsidies Code,
are unceasonable and disorim=
inatory and burden and rostriot

U.S, Cowmerce. Petition amended

and refiled September 13,
(47 FR 51029)

See 301-27
See 301-27
See 301-27
See 301-27

Investigation initiated July 19, 1982,
Consultations with Canada under Subsidies
Code Acticle 12 had already been held on
July 5, 1982, Public compents due August 20,
USTR terminated investigation Bept, 23, 1982
because same allegations were subject of CVD
investigation (47 FR 42059),

Investigation initiated August 9, 1982,
Consultations under Subsidiea Code held
in October, 1982, Presidential determin~
ation of November 16, 1982 (see 301-27
above) covered this petition as well,

Investigation initiated October 28, 1982
and public hearing held December 14, 1962
Consultations with Canada under GAIT Article
XXII held December 21, 1982,
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7/30/82

7/30/82

California Cling
Peach Advisory Board,
et al. (301-26)

Tool and Stainless
Steel Industry
Cammittee, et al.
(301-27; Austria)

Petition filed Oct, .29, 1981
alleging EC violation of

GATT Acticle XVI in grant-
ing production subsidies on
EC member statea' canned
peaches, canned pears and
raisinag which displace sales
of non-EC products in BC and
impair tariff bindings on
thosa products. (46 FR 61358)

Petition filed Dec. 2, 1961
and re-filed Jan, 12, 1982
alleging domestic subaidies
for specialty steel industries
in Belgium, France, Italy,
U.K., Austria, Brazil and
Sweden violate GATT and Sub-
sldies Code and that imports
from those countries adver=
aely affect U.S, industry.
(47 ¥R 10107)

March 29. Panel report (3~1 in favor of
U.S.) sulmitted to Cammittee May 19. Cammit-
tee considered report on June 9 andl Nov. 18
but deferred decision on adoption of report.

Investigation initiated December 10, 1981,
Consultations with BC under GATT Article
X(I11:1 held Pebruary 25, 1982, U.S. re-
quested dispute settlement panel under
Article XXIII:2 of March 31, 1982. On August
17, 1982, the President directed USTR to ex-
complete dispute settlement (47 FR 36403).
Panel met on Sept. 29 and Oct. 29, 1982.
Panel report was submitted to U.S5.& EC on
Nov. 21, 1983. The Panel met again with
parties on Feb.. 27, 1984. Revised Panel
report sulmitted to parties on April 27,
1984, Additional panel meeting was held on
June.28. A final Panel report was lssued on
July 20, Preliminary discuasions about
poasibility of settlement held Sept. 19.

Investigation initiated February 26, 1982
with respect to allegations against Austria,
France, Italy, Sweden and U.K. Informal
consultations with foreign governments held
in March, 1982. Public hearing held April
14, 1982, Formal consultations under Sub-
sidies Code held in October, 1982, November
16, 1982, the President directed USTR to (1)
request tho ITC to conduct an expedited in=
vaotigation undor eec. 201 of tho 1974 Trade
Aoty (2) Initlate multllateral and’or bila-
taval dlosowsslong almed at aliwtnatlin) ald
trade distortive practices in the specialty’
steel sector; and (3) monitor U.S. imports of
specialty steel products subject to the 201
investigation (47 FR 51717). IIC made affix-
mative finding of injury. Effective July 20,
1983, the President imposed a combination of
tariffs and quotas,
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Pootwear Industries
of America, Inc.,
et al. (301-3S)

(301-36: Japan)

(301-37s Korea)

(301-30: Taiwan)

Committes of Damestio
8teel Wire Rope and
Specialty Cable
Manufacturers (301-39)

{301~40: Prazil)

Petition filed October 25, Investigation initiated December 8, 1982
1962 alleging Brazil's import and consultations held under GATT Article
restrictions on non-rubber X1, Consultations held April 4, 1983.

footwear deny U.S, access to Talks are continuing.
that market, are inconsistent

with the GATT, and are unceason-

able and/or discriminatory and

a burden on U.8, commerce,

{47 FR 56428)

Sea 301-35 See 301-35. Consultations held January 27,
1983,

See 301-35 See 301-35. Consultations held Pebruary S,
and August, Additional information
requested,

See 301-35 See 301-35. Bilateral consultations held

January 17, 1983. On Dec. 19. 1983 the
President determined that Taiwan does not
impose unfair barriers on U.S. imports; he
nevertheless dicected USTR to pursue offers
regarding marketing assistance for U.S.
exporters (48 FR 56561).

Petition filed March 16, 1983 Investigation initiated on May 2 with respect
alleging that production and to claims of production subsidies. Hearing
export of Korean steel wire held June 2. Consultations requested under
rope 18 subsidized, that Subsidles Code. Effective Dec. 15, 1983 USTR
Korea limits imports of steel terminated investigation upon withdrawal of
wire rope from Japan thereby petition by potitionur (48 1R 55790).

causing diversion to the U.S

markat, and that Korean rope

producers are infringing U.8.

trademarks. (48 FR 20529)

Petition filed April 6, 1983 On May 23 USTR initiated an investigation

alleging that the govern- against Brazil, Portugal and Spain. A public
ments of Argentina, Brazil, hearing was held on June 29 and 30. Consul-
Canada, Malaysia, Portugal tations were requested under Article 12 of
and Spain epgage in wnfair the Subsidies Code and were held on Nov. 21.

practices, including export Discuasions are continuing,

8¢1
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U.S. EXPORTS OF SELECTED COMMODITIES AND THE EXTENT OF FOREIGN GOVERNMENT EXPORT
ASSISTANCE IN WORLD TRADE, 1983

{ollars in-milioas}
Extent of Governmenta Assistance to Exports (in percent)
Commadity Subsidies
lm& Total * mg, mameting trszt:;xeg

Beet and veal, all types....... $391.8 82 k)| 43 9
Pork, ail types. Newnans 1835 80 2 13 4
Pouitry meats. 216 85 [ J— 17
Eggs 56.2 9 93 P
Lard 211 80 20 59
Tallow and grease §79.2 4 L S,
Cattle hides 1422
Wheat and wheat flour 6,505.6 9% 63 ua 4
Rice 9256 85
Coarse grains (bariey, com, cats, grain SOTGhUM)..ceveerccerermceecrs. . 12660 80
Cotton, except linters 1,817.0 69
Walnuts, in shell 346 74
Almonds, shefled 432 2
Apples, fresh 1463 8
Grapes, fresh 95.2 3
Pears, fresh 254 65
Raisins 1055 18
Prunes 714 8
QOranges and tangerines 235.1 8
Lemons. 934 95
Grapefruit 1173 19
Soybeans 59134
Soybean oil 4239 62 [
Soybean meal 15271 n )
Tobacco, unmanufactured 1.461.7 36 | 1 [ — — 19

Total above 29,259.3
QOther. 6,838.8

Grand total 36,098.1

! Percentages are approximate based on most recent trade data available.

 Subsigies in mast mstances are cash payments on exports but in some they are tax rebates and/or preferential credit
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FOREIGN GOVERNMENT EXPORT ASSISTANCE

us Biace o Schudes Sore Total
Gt T - T
Wo;lgs;::mns of selected agneultural commodities,
Beef and veal, all types (1.000 metric tons) ... 125 3.559 1,086 1519 04 2909
Percent Gy 3 9 (82)
Pork, all types (1,000 metric tonS)..oeee....... 9 1210 286 160 536 964
Percent (22) (13) (44) (80)
Poultry meat (1,000 metnc t0MS) .ooooerocccereveon 225 1,142 1 — 196 968
Percent (68) (17 (85)
Eggs (million pieces) ...... . wrmeeeerceesecoce 1,030 9,452 8,791 L1 J— — 9,280
Percent %) [ [ —— (97)
Lard (1,000 metric 00S).— oo 43 243 B S— - 14 195
t (2 (59) (80)
Tallow and grease (1,000 metric tons) ............. 1,447 1,806 £ J O, 8
Percent (4) )
Cowhides and skins, raw (1,000 metric tons)....... 603 990
Percent (6)
Wheat and wheat flour (1.000 metric tons) ....... 39,939 58355 36723 15,632 2335 54,69
Percent (63) (21) {4) (94)
Rice (1,000 metric 008} oo — 2,330 9,069 1217 . 6,464 7,681
Percent (13) (mn (85)
Coarse grains (1,000 metric tons) .............. . 53984 37526 12148 14781 3266 30195
Percent (32) (39) (9) (80)
Cotton, raw (1,000 bales 480 pound, set).......... 5207 13,540 1,675 536 1610 9.821
Percent (12) 4) (56) (69)
Tebacco, unmanufactured (1,000 metric tons)...... 240 1,100 185 e 1 396
Percent 17 (19) {36)
Walnut, in shell (1,000 metric tons).............. - 61 19 18 e L]
Percent (74) (74)
Aimonds, shelled (1,000 metri tons) ............... 59 4% 82 e S 42
Percent (91) (91)
Apples, fresh (1,000 metric tons) vovveeeeeeeersereeene 2713 1,075 521 kK] J— 857
Percent (48) [] ) J— (80)
Pears, fresh (1,000 metric t00S)........oorrrocree 36 229 93 -1 J— — 148
Percent (65)
Grapes, fresh (1,000 metric {00S) ...coosoveereeeeeeo.n.. 111 410 139
Percent (34)
Raisins (1,000 metric tonS) ......eoereemee s §2 234 183
Percent (78)
“Prunes (1,000 MEtFiC t00S) ..corveseeeremcsmemesnecene 53 38 k]
Percent (89)
QOranges and tangerines (1.000 metric tons)._...... 478 3.855 1671 1422 160 3.253
Percent (43) (37) {4) (84)
Grapefruit (1,000 MELric 100S) ..oeummerr oo 308 455 39 237 85 361
Percent (9) (52) (19) (719)
Lemons (1,000 metric t00S) .ooeoroeveeoomsesecereeeenn 147 708 619 L1 R — 674
Percent (87) £ J—— i (95)
Soybeans (1,000 metric tonS) .....oooomrcerrereereeeene . 20.684 4,192
Percent (0)
Soybean il (1,000 MeriC ORS) ...ooveesmeercoonmene 918 2843 ) Y 1 OO - L7710
Percent (62) (62)
Soybean meal (1,000 metric t00S) ......oorococreeo.eeee 4853 13477 9,550 covveeeereenmmmeersreemssesssnreees 9,550
Percent (1) (7

¥ Individual commadity data are for calendar year 1983 or market year 1982-83. Cattle tudes and tallow are lor 1982.
eiciuded.

* Intra-European Communtty trace &

3 Numbers in parentheses represent the percentage of forergn exports recewving goveinment assstance.

* Commodity marketing boares—natonal and/or provinial.
® Slate trading In nonmarkel ecoNOMIS.
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BEEF AND VEAL: * EXPORTS IN 1983

{in thousands of metric tons)

Country Expors Type of government assistance

European Community 2 426 Cast payment.
Australia 728 Meat Board.
New Zeafand 371 Meat Board.
Eastern Europe 304 State trading.
Argentina 420 Meat Board.
Braril 450 Tax rebate.
Uruguay. 210 Rebate of indirect taxes.
Others 650

TOUAE BDOVE e eeeensrersemerearsnrmeacsecmeressoormssssesssssassssssassssssssssssosemanstns - ssssnn — 3559
United States. 125

1 Carcass weight equivalent basis, excludes fat. offals, and live animats.
# |ntra-European Community trade of 1,262,000 metnc tons excluded.

PORK: * EXPORTS IN 1983

[in thousands of metric tons)

Country Exports Type of government assistance
European Community 2 268 Cash payment.
Eastern Europe 3 536 State trading.
Canada 160 Provincial marketing boards.
Others 246
Total above 1210
United States. 99

1 Carcass weight equivaient basis, excludes fat, offals. and fve animats.
= Excludes intra-Eurooean Community trade of 1.803,000 metrc tons.
3 Consists of German Democratic Republic, Poland, Romania, and Hungary.

POULTRY MEAT: EXPORTS IN 1983

[tn thousands of metric tons}

Country Exports Type of govemment assistance

European Community 483 Cash payments to producers/
exporters.

Brazil 289 favorable production
financing. Rebate of taxes,
export credit.

Hungary. 196 State trading.

Other countries 174

Total above 1142

United States. 225

3 Exchdes intra-European Communrty trade of 363,000 metnc tons.

EGGS: EXPORTS IN 1983

(Amounts in miilion pieces}

Country Exports Typeol govemment assistance
European Community ! 5,533 Cash vavment (export
resuitution).
Eastern Europe 2,313 State trading, pricing to
obtain hard currency.
Finland 547 Cash payment (export
restitution).
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EGGS: EXPORTS IN 1983—Continued

[Amounts m milfion preces)

Country Expots  Type of government zssstance
Spain 398 Cash payment {export
. restitution).
Australia 199 Egg Board.
Canada - 230 Eggs Marketing Board.
Others 172
Total above 9,452
United States. 1,030
1 Excludes mira-European Community trade.
LARD: EXPORTS IN 1982/83 (OCTOBER-SEPTEMBER)
{tn thousands of metric tons)
Country Exports  Type of government assistance
European Community * 248 Cash payment?
USSR 73 State trading.
Hungary. 37 State trading.
Romania 15 State trading.
Bulgaria 19 State trading.
Argentina 3 Tax rebate.
Others 48
Total above 43
United States, 43
3 Excludes intra-European Community trade.

1983,
3 Lard exports can be subsidized but European Community is not presently offering any export subsidies for tard.

TALLOW: EXPORTS IN 1982-83 (OCTOBER-SEPTEMBER)

[In thousands of metric tons)
Country Exports Type of government assistance
European Community * 250
Austrafia 201
Canada 178
New Zealand 101
Argentina 78 Tax rebate.
Others 1,156
Total above ; 1,806

United States. 1,447

* Excludes intra-European Community trade (estimated at 75 percent).

s 1383

Source: “0i) World,” May 6, 1983.

CATTLEHIDES: EXPORTS IN 1982
[In thousands of metric tons)
Country Exports Type of government assistance

European Community 3 63
Austrafia 125
New Zealand 3
(anada 91
Switzerland, "
Sweden. 16
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CATTLEHIDES: EXPORTS IN 1982—Continued

[In thousands of metrsc tons)

Country Exports Type of government assstance
South Africa 14
Argentina 36
Others 608
Total above 990
United States 603

* Excludes intra-European Communrly trade {estumated at 95 percent).

Source: “FAQ Trade Yearbook,” 1983.

{In thousands of metric tons:

WHEAT AND WHEAT FLOUR: EXPORTS IN 1982/83 (JULY-JUNE)

Country Exports Type of governmen: asststance
Canada 21,223 Wheat Board, subsidized rail
rates.
European Community * 15,500 Cash payment (export
restitution).
Australia 8.131 Wheat Board
Argentina 7,501 Grain Board.
£astern Europe 2,335 State trading.
Others 3.665
Total above 58.355
United States 39,939

1 £xcludes intra-European Community trade.

(in thousands of metric tons)

COARSE GRAINS: EXPORTS IN 1982-83 (OCTOBER-SEPTEMBER)

Country Exports Type of government assistance

Argentina 11,561 Grain Board.

Canada 7048 Marketing Board (bariey,
oats), export credit
guarantees (barley),
donations (corn),
subsidized rail rates.

European Community? 5100 Cash payment.

Eastern Europe 3,266 State trading.

Thailand 2.423 Government controlled.

South Africa 2300 Marketing Board.

Austrafia 920 Marketing Board.

Others 4,908

Total above 37.526

United States 53,984

t Exctudes intsa-furopean Community trade.

COTTON: EXPORTS IN 1982-83

[1.000 bates of 430 Ib net)

Country Exports Type of export assistance
USSR 3.300 State trading.
Pakistan 1,273 State trading.
Turkey 654 State control cash rebate.
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COTTON: EXPORTS IN 1982-83—Continued

11.000 baies of 480 1 net)

Country Exports Type of export aswrstance

Egypt 920 State trading.
Mexico 410 State and private trading,
Sudan 640 State trading.
Paraguay 335 v~
Guatemala 195 Central co-op marketing.
Nicaragua 341 Central co-cp marketing.
Argentina 13
Brazi! 1.021 Differential taxes.
Syria 510 State trading.
‘Australia 617
India 557 State trading.
QOthers 2,654

Total above 13.540
United States. 5,207

TOBACCO, UNMANUFACTURED: EXPORTS IN 1983

{in thousands of metric tons)
Country Exports Type of government assistance
European Community 11 C(Cash payment.
Canada 2 44
Brazit 160  Preferential financing.
Argentina 3 . 24  Direct production subsidy.
Timbabwe 105
India 15
South Korea 27 State trading
Philipoines - 2
Turkey 100 State trading.
Dominican Republic u
Malawi 60
Thaiiand 46
Bulgaria 58 State trading.
Yugostavia 26 State trading.
Others 221
Total above 1.000
United States. 240

* Exgiunes tra-Eurooean Community trade. .

2 Province of Ontano has announced it will fund up tc 2 cent per poung export payment for the 1984 crop, if necessary. Total cost of export
paymer! wo.d not exceed $1.600.000.

3 Argentiza provides 2 production Subsidy paid from 2 fund generated by a special cigarette tax. This subsidy reduces the price of - to export
Oealers ang anows Argentina ieal 10 compete m world markets

WALNUTS (IN SHELL BASIS): EXPORTS IN 1982-83

fin thousands of metric tons)

Country Exports Tyve of government assistance
Europear; Community ? 2.4 (Cash pavments.
India . 11.8 Cash payments.
Turhey 5.0
Tetal above 19.2
United States. 61.1

' Excivoes mira-Eurcpean Lommunity trace
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RAISINS AND SULTANEAS: EXPORTS (N 1982-83
{tn thousands ¢f metre tons)

Country Exports Tye of government assistance

European Community 1243 C - nayment.
Turkey 83.0 St: - -ontrol
Australia 579 Ma:«2ing Board.
fran 40.3
South Africa 18.3  Marketing Board.
Mexico 55
Others 5.1

Totat above 2344
United States. 517

% Excludes intra-European Community trade.

PRUNES: EXPORTS IN 1982-83

[tn thousands of metric tons)
Country Exports Type of government assistance
Yugoslavia 125.1 State trading (cash
payment).
Argentina 4.3 Post-export financing.
Chile 29
France 4.6 Eigible for export
restitution.®
Others —_—
Total above 376
United States 52.8

¥ Excluoes stra-Eurocean Community trade of estimated 4.400 metric tons. . .
ma;mmugnmmesmeﬁgiblefmwmmmmmmmmammmﬂbmmmmmbmm

ORANGES AND TANGERINES: EXPORTS IN 1982-83

{in thousands of metric tons)

Country Exports Type of govenment assistance
Spain 1,472 intemal tax rebates,
preferential credit.
Morocco 597 Govenment control.
Turkey 91 Exchange control—iow cost
loans.

Lebanon 97
Israe! 508 Citrus Board.
European Community 14 (Cash payment.
Egypt 181  Government control
Cyprus 101
Mexico 15
Brazil 66 (2).
Argentina 38 (3).
Uruguay 23
South Africa 317 Citrus Board.
Austraiia 30
Cuba 160 State trading.
Others 155

Total above 3.855
United States, 478

¥ Excludes intra-Eurovean Community trade. )
* Braphan tax exemption asssts exports of concentrated orange juice.
3 Argenting rexmburses certain taxes 0 rapefru e exponts and levies export taxes on fresh grapefruit
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GRAPEFRUIT: £XPORTS IN 1982-83

(In thousands ¢f metnc tons]

Country Exports Type of government assistance
Cyprus 67
lsrael 177 Citrus Board.
Lebanon 6
Spain § Tax rebate, preferentiai
credit.
Turkey 11 Exchange controf, low cost
loans. tax rebate.
Argentina v a (Y.
South Africa PR 60 Gitrus Board.
Cuba 85 State traging,
QOthers 2
Tota! above 455
United States 308

+ Argentina reimburses certain taxes on grapefrut juice exports and levies an export 1ax on fresh grapefrutt.

SOYBEANS: EXPORTS IN 1983-84

{in thousanas of metnc tons)

Country Exports Type of government assistance

Brazil 1300 (1)
Argentina 2,600
Paraguay 430
European Community til
Others 451

Total above 4792
United States. 20,684

1 Braxi offered oreferentiai financing for drawback aperations, which was suspenced in 1983-84.
$ Exciudes intra-European Community trade.

SOYBEAN OIL: EXPORTS IN 1983-84

[in thousands of metric tons]
Country Exports Type of govemment assistance

Brazil 875 Tax rebates. preferential
credit differential export
taxes.

Argentina 380 Tax rebates. preferential
credit differential export
taxes.

European Community 916

Spain 435 State trading consumption
quota. export tax rebate.

Portugal. 80 Export tax rebate.

Others 98

Total above 2784

United States. 148
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SOYBEAN MEAL: EXPORTS IN 1983-84

fin thousands of metnc tons]

Country Exports Type of government assistance

Brazil 7,600 Tax rebates. preferential
credit differential export
taxes.

Argentina 1,950 Tax rebates, preferential
credit differential export
faxes.

European Community 12,249

QOthers 1.678

Total above 13477
United States. 4853
1 Excludes intra-turopean Communily trade.
RICE: EXPORTS IN 1983
{in thousands of metric tons}
Country Exports Type of government assistance

Thailand 3700 State trading (1/3 of total).

India 165 State trading.

Pakistan 1,299 State trading.

lapan 321 State trading, domestic
support program.

European Community 365 Cash payment.

Burma 750 State trading.

People’s Republic of China 550 State trading.

Taiwan 531 Sales at less than acquisition
cost.

Others 1388

Total above 9.069
United States. 2330
1 Exclues mura-European Community trade.
LEMONS: EXPORTS IN 1982-83
{in thousands of metric tons}
Country Exports Type of government assrstance

. ropean Community 1113 {1 payment.

s 35 Ca. payment.

istael 30 Ciruz Board, onetime cash
payment.

Lebanen 1

Spain 315 Tax rebate, preferential
credit.

Turkey 135 Exchange control, low cost
loans, tax rebate.

Argentina 2} Tax reimbursement.

Chile 3

Uruguay. 5

South Africa 25 Citrus Board.

Others 9

Total above 708

United States 147

+ Exctudes mtra-European Communty trade.
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ALMONDS, SHELLED: EXPORTS IN 1982-83

(in thousanas of metric tons)
Country Exports Type of government asustance
Haly 102 Cash payment
Portugal 29 .
Spain . 42.0 Tax refunds, preferential
credit.
. Turkey S

Totat above 45.6

United States 589 )
¥ 2.2 intra-European Community trade excluded.
APPLES, FRESH: EXPORTS IN 1982-83
[ln thousands of metric tons}
Country Exports Type of government assistance

Canada 64 Marketing Board.
European Community 1301 Cash payment.
New Zealand 93 Marketing Board.
Austratia 35 Marketing Board.
Argentina 220 (2).
Chite 180
South Africa 144  Marketing Board.
Others 38

Total above 1,075
United States a3

1 Excludes wntra-European Community trade. L X 3
 Argenting remburses certam taxes on concentrated apole juice shipped from Patagonia ports: it taxes fresh appie exports.

PEARS, FRESH: EXPORTS IN 1982-83

[in thousands of metric tons]

Country Exports Type of government assistance

European Community 123 (Cash payment.
Argentina ¢ 70 Tax reimbursement.
Chile A
South Africa 55 Marketing Board.
QOthers 60

Total above 229
United States 36

§ Excludes intra-European Community trade.

GRAPES, FRESH: EXPORTS IN 1983

[in thousanas of metric tons]

Country Exports Type of government assrstance
European Community 198 Cash payment
Chile 152
South Africa 41 Frut Board.
QOthers 119
Total above 410
United States, 111

$ Eacludes ntra-European Community trade.
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£C EXPENDITURES FOR AGRICULTURE—1982 AND 1983

{Monetary units m millons}
Total intervention Export subsidhes Subrsiches
s percent
1882 19831 1982 1983 1982 1983 o total
tors
[i1] u [{e]] us B U I OUs v U v s
1982 1983
Guararee section:
Cereats and rice 1875 1838 2548 2268 769 754 1004 894 1106 1084 154 13 % 8
Sugar... — 1242 1217 1434 1206 498 488 526 468 74 729 308 B8 &0 &3
Ove oo . 433 48 676 602 484 &4 671 597 9 9 5 4 2.
OuseedS .oooeeemeem—.. 707 693 1070 952 703 639 1.065 S4B 4 4 5 [
Frutand vepetables____.. 914 896 1085 966 855 838 1020 908 60 59 & S8 7 6
| [ R | S60 634 564 539 528 602 53 @ N 2 B 6 S
[0~ T 1/ { 610 668 595 605 593 645 ST 17 17 2 2 3 3
DYoo 3328 3261 4708 4290 1807 1771 2901 2582 1521 1491 1807 1608 46 38
Beetand veal ... 1153- 1136 1474 1312 515 505 772 687 644 B3] 202 625 56 48
[ - W ! ! 10 180 160 16 1 30 27 %% %4 150 134 & 8
Poultry meat and eggs........ 104 102 125 1t 0 0 0 0 104 102 125 11 100 100
Processed products.__ ... 414 06 320 285 0 0 0 0 44 406 320 285 100 100
Other 2gncuftural products.. 539 528 585 21 525 SIS 585 52 " it 0 0 0 o
Monetary compensatory
AMOUNS oo 313 307. 412 367 0 0 0 0 290 284 383 341 9 93
Total e 12406 12,358 25919 14168 7,352 6,543 9821 8741 5054 4953 6.069 5400 41 38
Guidance section .voooee oo . 122 07 683 581
Total .. 13128 12865 16572 '14.74%
! Appropriations.
Note.—Columns may not add due to rounding.
Average for 1982, 1 EQU= 3095 average for 1983, 1 £CU=$0.89,
TOTAL EC AGRICULTURAL EXPORTS AND EXPORT REFUNDS, 1983
[Doliars in milions)
Agricuttural exports Refuncs s 2
Commodity 3 - Export merxmnmuspmd
Tota! Tomnfl — mfuadst non-£C
Grains and preparations £8.383 $3.595 $1,374 38
Milk and product 3515 2.969 1,608 54
Agncultural oits and fats. 2154 935 8 1
Sugar and preparations 2.409 1,463 808 55
Beef and veal 3.842 668 625 93
Pork 3,800 603 134 22
Pouttry and eggs 1,515 552 11 20
Fruts and vegetabies 4733 1,028 58 6
Wine. 2,763 1,240 28 2
Tobacco, unmanufactured. 435 214 20 10
Processed agricultural products not specified above... . 12.081 4320 285 7
Otner (residual) 17,586 EX: 21
Tota! 369217 323429 4 5,401 3

1 Nimexe ttems used for pri OP fnms ch. 10 all, 1101, 1102, 1902, 1903. 1905 to 1908: mitk, 0401 to 0404: fats and oils. ch. 15
ah sugar, ¢h. 17 ali- beef, 0201 1o 020127, 020584 1o 020695, 160752, 160253; pork, 02013} to 020154, 020178 4 OZDlSl 02061) %
020682, 160226 to 160249; poultry 020201 to 020330, 160215 to 165274, 040501 to 040570; fruits and vegs.. ch. 8 af ch. 20 ali, wine 2205
and 2706 tobaceo, 2401; processed agr:unural procucts, ehs. 3, b 9. 18 21, 23 al, 4101, 5301 1o 5305, 5501 to S504.

* Appropriations. (actual expenditures. oot lm ).

* Consists of in NIMEXE cns. 1 to 24, olus 4101, 5301 to 5305 and 5501 to 5504.

*Includes monetary compensatory amounls (MCA'S) not inciuded in indwidual Categories above (383 millon ECU's or $341 milion).

Source: Eurostal Nimexe (trade data) and EC Official Jumal (wxport refunds). Converted to doltars trom ECU's wsing 1 ECU=3.89,
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JAPANESE RICE EXPORT SUBSIDIES

Protucers once  Eoont prke 1000 o .
Catendar yeas (O] edy  (3/M1 ) (L% sty (4 (S1000)
1983 1.405 337 239 1,088 255.282
1982 1325 381 318 944 300.192
1981 1478 479 193 999 192,807
1980 1,432 382 300 1,050 315,000
1979 1451 283 168 1168 196.224

1 Source: The 59th Statisheal Yearbook of MAFF, 1982-83. Milled price caiculated usimg 3 0.1 conversion ratio.
Country, lapan Tardf

3 Squree: Jaoan  Exports &

Imports, Commodity by 5 3
3 Anmuai subsidy cost may be overstated, due to :nclusion of food aid nce in total nce exports.
Note.—Valves caiculated utifizing the following exchange rates: 1983: $1=238 yen: 1982 31 =248 yen; 1981: $1 =220 yen; 1980: $1=226
yen; 1979: $1=218 yen.
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EXPORT EXPANSION & CREDIT

POLICY STATEMENT

The Commission believes there is a
role and a responsibility for govern-
ment in maintaining and expanding
export markets, in addition to devel-
oping new markets for U.S. farm pro-
ducts. A policy to improve the com~
petitiveness of U.S. farmers requires
that Government maintain and effec-
tively use all the tools that enhance
competitiveness which are currently
in place. The export market develop-
ment programs of the U.S. Department
of Agriculture (USDA) have generally
been effective in providing this
support--through export credit acti-
vities, market promotion programs and
in providing a broad range of market
information services to the agricul-
tural export community. These pro-
grams should be strengthened as
needed to meet unfair foreign compe-
tition, improve credit availability
for U.S. customers, and develop new
markets for U.S. farm products.

During the 1970's growth in the
volume of world farm exports averaged
approximately 4.57 annually. The
growth rate has declined to approxi~-
mately 1.5Z in recent years. The
U.S. farmer has absorbed much more of
the decline in demand growth than
producers in competing exporter
nations. The U.S. market share in
many commodities has dropped sharply
as competitors have used various
non-competitive devices to maintain
export volumes.

The changed world economic situation
U.S. producers face requires a more
aggressive use of the USDA's export
promotion and market development
tools, not only to regain market
shares, but to expand the demand for
U.S. farm products. Credit programs

73

are not the only answer to the com-
petitive problems facing U.S. agri-
culture. However, credit programs
now being used should be used more
aggressively and programs not now
funded should be funded. Market
promotion programs must be strength-
ened. The priority in food aid
programs (discussed in a separate
section) should be on market devel-
opment and designed to expand
demand.

The cooperator market development
program administered by the Foreign
Agricultural Service of the USDA has
been a key factor in expanding ex-
port demand over the last 30 years.
Continuation of the program should
be authorized in the 1985 Farm Bill.
This export promotion effort is a
joint venture between the Government
and, where feasible, non-profit U.S.
commodity groups called cooperators.
Currently, there are 55 commodity
group cooperators (see attached
listing). The Government contribu-
tion generates more than two dollars
in private support for each Federal
dollar used.

RECOMMENDATION

1. To meet unfair competition and to
develop markets for U.S. commodities
and products, the Commission recom-
mends that Congress continue author-
ity in the 1985 Farm Act for GSM-5
direct export credits in an amount
not less than $175 million annually
to facilitate export development and
blended credit programs.-

2. The Commission recommends that
the 1985 Farm Act direct the Secre-
tary of Agriculture to use export-
PIK programs.



3. To facilitate additional on-going
assistance to U.S. agricultural
exports, the Commission recommends
the reauthorization and funding of
the export credit revolving fund,
which was contained f{n the 1981 Farm
Act but for which no appropriations
were ever made.

4, The Commission recommends that the
$5 billion 1imit on GSM-102 credit
guarantees be increased by $2 billion
in FY 1986 and that Congress direct
the Administration to actively pursue
export opportunities using GSM-102.
The Commission recommends that Con-
gress reject the proposal to impose a
5% origination fee and legislate that
the average should be no more than
1/3 of 1 percent.

5. The Commission recommends that
Congress direct the Administration to
use not less than $100 million an-
nually to fund intermediate credit
projects for development of infra-
structure and facilities that will
expand U.S. export opportunities
(GSM-301).

6. The Commission recommends that
Congress authorize continuation of
the cooperator market development
program in the 1985 Farm Bill. The
authorization should be "to help
develop new markets and to expand and
maintain existing markets, using non-
profit agricultural trade organiza-
tions to the maximum extent practi-
cable." The authorization also
should include an exemption of the
cooperator market development program
from the requirements of OMB Circular
No. A-110. :

COMMENTARY

The Commodity Credit Corporation
(CCC) charter authorizes the U.S.
Department of Agriculture to use CCC
borrowing authority to provide credit

to help finance U.S. agriculture

exports. Various approaches have
been made over the last 35 years to
use this authority, including:
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1. Direct credit-~CCC loans for up
to three years to foreign entities
at rates slightly above the cost of
Government borrowing (GSM-5).

2. Guarantees against political
risks--CCC guaranteed bank loans of
up to three years for 98% of princi-
pal and 8% interest against all
political risks (GSM-101).

3. Export credit guarantees--CCC
guaranteed bank loans of up to three
years against all repayment risks,
generally for 98% of principal and
8% of interest (GSM-102).

4. Blended credit--A mixture of
direct credit, GSM-5, and guaranteed
bank loans, GSM-102, usually 20%
direct credit and 80% guarantees.
The interest on direct credit was
set at zero, which reduced the cost
of borrowing by 20%.

5. Intermediate credit--CCC loans
for 3 to 10 years to buy U.S. farm
commodities for (a) financing con-
struction of infrastructure faci-
lities that would help to expand
U.S. exports, (b) loans for breeding
livestock, (c) meeting credit com-
petition, (d) building reserves by
importing countries (GSM-201 and
GSM~301).

Since February 1985, the only pro-
gram that has been operational is
the GSM-102 program of 3-year credit
guarantees. The GSM-102 program has
a ceiling of $5 billion in FY 1985,
and the same level has been proposed
in the FY 1986 budget. The GSM-102
credit guarantee program has worked
extremely well in maintaining U.S.
market shares in a number of coun-
tries with severe debt problems
while U.S. market shares were de-
clining in strictly commercial
markets (see attached chart).
Recent evidence suggests that with
current world grain prices, the
credit guarantee may not be enough
to offset higher U.S. prices brought
on by a stronger U.S. dollar.



The 1986 budget contains a proposal
to implement a 5% origination fee on
the GSM-102 program. Currently, the
fee averages about 1/3 of 1 percent.
In view of the problems of compe-
titiveness of U.S. grains, the 527
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proposal would probably make the
credit guarantee program unusable.

The U.S. Feed Grains Council
recently prepared estimates of the
impact of imposing a 5% origination
fee on commodity prices, as follows:

Effect of the Increase in the GSM-102 Loan Guarantee Fee

on FOB Prices of Major U.S. Farm Commodities,

Making them Noncompetitive in World Markets

Price plus Price plus Proposed
current fee proposed fee fee
FOB Price of 1/3 of 1% of 5% % increase
HRW Wheat "150 150.50 157.50 7.00
($ per MT)
Corn 120 120.40 126.00 5.60
($ per MT)
Soybeans 235 235.78 246.75 10.97
($ per MT)
Rice 429 430.43 450.45 20.02
($ per MI)
Cotton 244 244.81 256.20 11.39

A limited blended credit program was
used in FY 1983, 1984 and early in FY
1985, but has been suspended fol-
lowing a court ruling that cargo
preference laws were applicable to
the program on grounds that the zero
{nterest direct credit component
constituted a subsidy. (The 20%
interest rate saving to the buyer
would be more than offset by the
substantially higher cost of shipping
half the cargo on U.S. bottoms.)
There is a budget provision for $175
million in direct credit in FY 1985,
but the Administration has not pro-
posed further funding this program in
the FY 1986 budget. ~Initially, the
blended credit program was used to
finance sales of a wide range of
U.S. agricultural commodities. For
the last two years the program has
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been targeted to meeting subsidized
competition from the EC for wheat
and wheat flour markets in North
Africa and the Middle East., Blended
credit has been effective and should
be maintained as a marketing tool.

The intermediate credit program,
authorized in the Agricultural Trade
Act of 1978, is not currently
funded. In fact, only one project,
a grain silo in Israel in 1980, was
approved. The private sector and
the USDA have identified a number of
projects that could usefully be
funded under the immediate credit
program, such as storage facilities
in Mexico and soybean crushing in
Turkey. All have potential for
long-term benefits to U.S. exports.
The cooperator market development



program, initially authorized as a
part of the Public Law 480 program
(The Agricultural Trade Deveiopment
and Assistance Act of 1954), provided
for foreign currencies generated by
the sale of U.S. farm products to be
used to develop markets for U.S.
agricultural commodities. Since the
mid-1960's, dollar appropriations
have supported the cooperator
program.

The 55 commodity group cooperators
endeavor to match the USDA funding
with contributions by producers and
agribusiness groups. Further funding
is provided by interested parties
located in overseas markets. In
addition, an Export Incentive Program
is used to promote products for which
no cooperator agreement is possible.
In this program, the USDA signs an
agreement directly with a company to
promote export sales on a matching
funds basis.

In FY 1983, expenditures of approxi-
mately $25 million in Federal funds
resulted in a program of around $90
million to promote export sales of
U.S. agricultural products (see
attached FY 1983 expenditures chart).

Over the years, the cooperator pro-
gram has been evaluated many times,
and the results have generally been
extremely positive. The program has
had strong support from producer
groups in the United States, 1s
supplemented by corporate dollars
from agribusiness, and has enjoyed
widespread congressional support. In
summary, the FAS/USDA market develop-
ment program has the strong support
of all those who are aware of the
program and its benefits.

In the Administration's proposed 1985
Farm Bill, the question of continuing
the cooperator program is open. The
analysis of the proposed 1985 bill,
which directs the Secretary of Agri-
culture to continue to assist pro-
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ducers, processors, distributors and
exporters to maintain and expand
foreign markets for U.S. agricul-
tural commodities, states that 'That
assistance could include a continu-
ation of the program of 'cooperator
agreements' between the Department
of Agriculture and nonprofit agri-
cultural trade assoclations.” The
Of fice of Management and Budget
(OMB) has consistently opposed
funding the cooperator program.
Given OMB's attitude toward the
cooperator program, it 1is doubtful
that the Administration could for-
ward a positive report to Congress.
The language in P.L. 480 that
authorized the cooperator program is
tied to use of foreign currencies
generated under the program, but all
sales are now for dollars. Conse-
quently, the only congressional
authority for the market development
program 1s in the annual appropri-
ation bill for the USDA.

USDA's Inspector General (0IG) has
made a study of the management
system for the cooperator market
development program and concluded
that the program now falls within
the category of a cooperative agree-
ment and must, therefore, comply
with controls contained in OMB
Circular No. A-110. This means
that FAS must greatly modify the
regulations to manage the cooperator
program. The A-110 controls are
designed for domestic programs, and
do not meet the needs of either USDA
or the cooperators. The program is
now working extremely well for both
FAS and the cooperators, and an
exceptionally effective planning and
budgeting system is in place. This
system allows for close monitoring
of expenditures without materially
interfering in day-to-day cooperator
operations. The OIG study did not
reveal any significant weakness in
the current system for program
management.
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BENEFIT/COST ANALYSIS
GSM 102 CReDIT ProGRaM - EY 84

ASSUMPTIONS AND METHOD
Cos1s

1. A 351 ADDITIONALITY FACTOR IS ASSUMED (I.E. $4.0 BILLION TIMES 351
EQUALS $1.4 BILLION ADDITIONAL EXPORTS).

2. CREDIT PACKAGE WAS DISTRIBUTED AMONG THE COUNTRLIES IN FIVE RESCHEDULING
RISK PROBABILITY CATEGORIES RANGING FROM 0 70 90% CHANCE OF RESCHEDULING.

3. A PRINCIPLE WRITE-OFF OF 25% AND 151 IN THE TOP TWO RISK CATEGORIES
RESPECTIVELY WAS ASSUMED.

4. ON RESCHEDULING A 3 YEAR GRACE PERIOD AND A 10 YEAR AMORTIZ:IION OF THE
BALANCE WAS ASSUMED.

5. A RESCHEDULING INTEREST RATE OF 8% AND A MARKET INTEREST RATE OF 121
WERE ASSUMED (I.E.. A 4 PERCENTAGE POINT INTEREST DIFFERENTIAL BETWEEN
MARKET AND RESCHEOULING INTEREST RATES.

6. ALL FUTURE VALUES WERE DISCOUNTED TO PRESENT VALUE WITH A 12% DISCOUNT
RATE (I.E. EQUAL TO THE ASSUMED MARKET INTEREST RATE).

BENEFITS

1. INCREASED FEDERAL GOVERNMENT TAX REVENUES AT 3% OF THE ADDITIONAL EXPORT
VALUE,

2. FARM PROGRAM STORAGE COST SAVING FOR 3 YEARS ON ADDITIONAL EXPORT VALUE.
3. CCC CREDIT GUARANTEE FEES COLLECTED.

RESULTS
PRESENT VALUE OF:
penerrrsl/  Costs2/  _BIC
324 W 1.3

2. (OCC BUDGET OUTLAYS WOULD APPROXIMATE $333 MILLION IN EACH OF THE YEARS
1985, 1986 anD 1987 FOR A TOTAL OF $1.2 BILLION PROJECTED RESCHEDULINGS.

{. WITHOUT OEFICIENCY PAYMENT SAVINGS

1! PRESENT VALUE OF BENEFITS INCLUDE THE DISCOUNTED VALUE OF THE ADDITIONAL
TAX REVENUES, STORAGE COST SAVINGS. CREDIT GUARANTEE FEES COLLECTED.

2/ PRESENT VALUE OF COSTS INCLUDE THE DISCOUNTED VALUE OF NET QUTFLOWS
ASSOCIATED WITH RESCHEDULINGS.

77
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U.S. AND FOREIGN WHEAT EXPORTS TO:

: Nt
D v

COUNTRIES IMPORTING ON CREDIT, AID, AND CASH 1/

ALL OTHER COUNTRIES 2/
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FAS EXPENDITURES AND
U.S. AND THIRD PARTY COOPERATOR CONTRIBUTIONS

FISCAL YEAR 1983

T FY 1983
Commodity and s~ FAS :__Cooperator Lontributions : Foreign
Cooperator :Expendi~: H s & : :  Third
: tures : Cash : Services : Total : Party

COTTON H

“Totton Council International : 1,35 2,110 185 2,295 3,033
International Institute for Cotton : 2,328 -0- -0- =0- 2,233

TOTAL COTTON 3,693 2,110 T85 2,7 o
Poultry & g9 lnstitute of America : 862 167 142 309 637
Dairy Society Int'1. : -0- ~0- -0~ <0~ ~0-

TOTAL DAIRY & POULTRY H 114 187 137 —309 837
L S H

“Kmeérican Soybean Association s 3,212 4,632 288 4,920 4,486
National Peanut Council H 622 . W1 20 197 2,125
North Dakota Sunflower Council : 0 - 85 51 136 107
National Cottonseed Products Assn. : 33 24 1 25 85

TOTAL OILSEEDS & PRODUCTS ;%017 ___&.918 350 5,278 5,803
National Potato Fromotion Board : 35 120 80 200 -0-
California Raisin Advisory Board : 357 1,184 nz 1,301 3,294
Florida Department of Citrus : 278 1,099 -0- 1,099 580
Northwest Horticultural Council H 304 253 64 a7 -0-
California C1ing Peach Advisory Board H 373 637 25 662 483
California Avocado Commfission H 187 158 «0- 158 60
Papaya Administrative Committee : N 39 n 110 -0-
North American Blueberry Council H 1 -0- -0- -0- -0-
California Table Grape Commission : 26 72 0- 72 0-
Florida Nurserymen & Growers Assn., Inc. =0- -0- 103 103 -0-
Western Growers Assn. : 13 8 13 21 -0-
EIP's 1/ : 1,722 4,041 -0- 4,041 3,608

T""TYOTAC FRUITS AND VEGETABLES T 3,327 7,611 373 8,088 ,0e2

GRAIN & FEED :

“UTS. Wheat Associates, Inc. 3,857 2,590 1,706 4,296 6,986
Millers National Federation H <0- 2/ 68 68 -0-
Natfonal Dry Bean Council H 3 52 26 k) 27
Protein Grain Products International H 42 97 25 22 =0-
Rice Council for Market Development ¢ 1,257 590 223 813 3,378
USA Dry Pea and Lentil Council, Inc. : 124 147 102. 249 29
U.S. Feed Grains Counctl T 2,428 2,081 90 2N 2,898
National Hay Associatfon, - mc. : 12 25 “ 69 -0-
The Popcorn Institute 47 33 9 47 ~0-

YOTAL GRAIN X TEED T 1,795 5,520 2,293 7,973 13,318

L X S :

National Renderers Association H 842 514 165 679 M2
Santa Gertrudis Breeders International : ¥y -0- 0- 0. =0~
American Brahman Sreeders Association : k4 ~0- 0= 0. 0-
American Hereford Association : 3/ «0- «0- -0- -0-
American Polled Hereford Association : Yy -0- «0- -0- -0-
American Angus Association : 3/ -0- 0- =0- <0-
Tanners Council of America : n 24 -0- 224 -0-
International Brangus Breeders Assn. H ¥y -0- =0~ -0- -0-
Mohair Council of America H 5 9 10 19 -0-
American International Charolafs Assn, H y -0- -0- «0- -0-
Holstein-Friesian Assoctation of Americe 187 400 8 408 "
EMBA Mink Breeders Assocfation H a5 835 ~0- 835 -0-
American Quarter Horse Association : 15 48 w” 65 0
Brown Swiss Cattle Breeders Association H 13 10 16 % -~0-
fational Assocfation of Animal Breeders H a 85 n ne 0~
U.S. Meat Export Federation H 897 566 147 n3 8n
Mationa) Assoctation of Swine Records H 4 5 29 3 0~
Beefmaster Breeders Universal H 3/ =0- =0- ~0- -0-
Appalossa Horse Club, Inc. H k4] 46 2 67 Q-
U.S. Beef Breed Council &Y : sl 80 9 19 -0
Catfish B 13 5 0- L] ~0-

TOTAL LIVESTOCK & LIVESTOCK PRODUCTS :— 2,337 2,827 S5 3,373 1,287
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FAS EXPENDITURES AND
U.S. AND THIRD PARTY COOPERATOR CONTRIBUTIONS
FISCAL YEAR 1983 -~ CONTINUED

$1,
: FY 1983
Commodity and tTFAS:__Cooperator Contributions : Foreign
Cooperator :Expendi-: : Goods & ¢ ¢ Third
: tures : Cash : Services : Total : Party
TOBACCO & SEEDS :
Tobacco Associates : 61 234 284 478 0-
American Jeed Trade Association H 63 136 12 248 =0-
TOTAL TOBACCO & SEEDS : 12X 370 356 726 0=
> :
: 69 7 123 140 0-
MIATCO H n 93 118 "N -0-
SUSTA : 84 58 208 266 -0-
WUSATA : 75 - 92 146 233 -0-
NASDA : 400 - =0- -0- -0- -0-
TOTAL STATE GROUPS : 705 260 595 B55 0-
T3 H
National Forest Products Assn. H 512 609 630 1,239 310
TOTAL FOREST PRODUCTS : BT 609 530 1,239 310
TOTAL COOPERATOR PROJECTS 1~ 23,373 28,897 5,580 30,072 35,543
TOTAL FAS PROJECTS 869 75 -0- 75 =0-
L ’ . 2 . s
Agricultural Trade Offices 2,84 -0- =0- =0- -0-

1/ EIP's contributions are recorded {n year promotion occurred.
T FAS expenses are recorded in fiscal year reimbursed.

2/ Less than $500.

3/ Consolidated to U.S. Beef Breed Council {n FY 1983.

C’P/-EPD/PDB
Revised 11/13/84 (1218P)
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POLICY STATEMENT

Food aid should play a much larger
role in U.S. efforts to eliminate
hunger, promote market development
and foster economic growth in devel-
oping countries. Increased food aid
would put U.S. agricultural capacity
into use with direct benefits to the
health of U.S. agriculture and to
developing countries which face food
deficits and foreign exchange short-
ages. To accomplish this without
additional cost to the government,
the share of food aid in the foreign
assistance budget should be restored
to one-third of total economic aid,
the same proportion as provided in
1970 when U.S. stocks were also very
large.

P.L. 480 has proved its worth over 30
years as the primary instrument for
making better use of U.S. agricul-
tural abundance to help meet the food
needs of friendly developing coun-
tries. P.L. 480 programs serve
multiple U.S. objectives, including
humanitarian, market development,
economic development, and foreign
policy objectives. Food aid should
be used .for humanitarian purposes,
with careful concern for nutritional
requirements. However, long-term
market development should have the
highest priority except to meet
humanitarian needs.

A decision to restore the share of
food aid in foreign economic aid to
1968-1972 levels would expand agri-
cultural exports and generate re-
sources for a global initiative to
channel assistance through private
enterprise for market development.and
economic development. There should
be a new title under P.L. 480 with
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separate funding and implementation
to allow sales for foreign currency
to any friendly developing country
which agrees to permit the United
States to lend those currencies to
local and American private business
firms for projects in marketing,
distribution, storage, processing
and production of farm products.
Existing authority under P.L. 480
for the use of foreign currencies by
U.S. private enterprise firms (re-
ferred to as Cooley loans) was only
considered applicable to "excess"
foreign currencies obtained from
pre-1971 sales agreements and the
authority is no longer used.

Current food aid programs under
P.L. 480 Title I/III also need to be
examined for greater effectiveness
and efficiency ' in supporting eco-
nomic development, agricultural
policy reforms and the private
sector in developing countries.
Soundly based economic growth in
developing countries is essential to
long term market development. In
addition, the Commission supports
moving additional quantities of high
value and value-added agricultural
products and increased programming
of specialty crops under current
programs.

More use should be made of U.S.
Government-owned commodities under
the authority of Section 416 of the
Agricultural Adjustment Act of 1949
to meet humanitarian needs and to
support significant agricultural
policy reform. Getting the right
policy environment for agriculture
is the number one priority in
tackling the underlying food problem
in Africa.



RECOMMENDATIONS

1. The Commission recommends a sense
of the Congress resolution indicating
that the general policy of the United
States is to provide economic assis~
tance to foreign nations in the form
of "food first.” As a specific goal,
Congress should call upon the Admin-
istration te restore the proportion
of food aid in its foreign economic
ald budget from the current level of
18%7 to one-third of the total of all
such assistance, the same proportion
of food aid resources as provided in
the period 1968-1972. The Commission
believes that a shift in resources of
this nature would advance the overall
objectives of U.S. foreign economic
assistance effectively, without
additional cost to the U.S. Treasury.

2. In the event Congress does not
approve funding for food aid programs
as recommended above, the Commission
urges Congress to provide such in-
creases in funding by direct approp-
riation.

3. The Commission recommends that
Congress reauthorize P.L. 480,
designating responsibility for
decision-making to the Secretary of
Agriculture with the advice of the
Secretary of State and the Adminis-
trator of AID in order to clarify
management authority and the priority
to be given to market development.

4. The Commission recommends that
Congress enact a new title under
P.L. 480 to be called Private Sector
Development Assistance. This will
ensure that foreign aid funding
shifted into food aid will serve the
objective of market development
directly and will promote vigorous
private enterprise in developing
countries. The new title should
permit sales of up to $500 million of
food aid to developing countries for
foreign currencies. The United
States would then lend these funds to
American and local private business
firms for projects which will enhance
economic development and promote long
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term market development for U.S.
agricultural products. The new
program should be administered by
the Secretary of Agriculture and the
President of the Overseas Private
Investment Corporation (OPIC).

The provision for sales for foreign
currency 1s a key feature for ob-
taining the participation of devel-
oping countries in such a program
and for generating the needed in-
vestment resources. Current
P.L. 480 programs provide only for
long term sales for dollars (Title
I) and conditional grants (Title
III) or grant food aid (Title II).
Existing authority under P.L. 480
for use of foreign currencies by
private businesgses 1s not used in
connection with current P.L. 480
programs.

5. The Commission endorses the
concept of a new Food for Progress
program of food aid to support
agricultural policy changes in
developing countries. The program
could provide up to 500,000 tons per
year of additional food aid to
support developing countries which
are willing to undertake agricul-
tural policy reforms to permit
greater private initiative. The
proposal before Congress would hold
down any new costs to the budget by
drawing this additional food aid
from existing Government-owned food
stocks under expanded authority of
Section 416 of the Agricultural
Adjustment Act of 1949. USDA should
have a lead role in the design and
operation of Food for Progress
agreements made with developing
countries.

COMMENTARY

Public Law 480, enacted in 1954,
launched a noble 30 year effort
under which the U.S. has provided
$37 billion in food aid to meet
immediate needs and to provide the
impetus for long-term development of
viable commercial markets. The
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levels, terms and objectives of food
aid have evolved markedly during the
period (see attached chart). In many
wvays the 1960's were the heyday
for P.L. 480 programs, with deli-
veries nearing 20 million tons a
year and commitments to a single
country (India) reaching 14 million
tons. Payments on concessional sales
were accepted in foreign currencies
for reuse in public activities and
investment. The program proved that
it could work to stimulate growth and
investment in demand-enhancing acti-
vities in recipient countries. It
laid the foundation for the emergence
of countries like Korea, Taiwan and
Colombia as major new commercial
customers for U.S. agricultural
products.

With the disappearance of large
U.S. grain stocks in the early 1970's
and the rapid growth of commercial
demand for U.S. grain, food aid
levels declined. U.S. food aid fell
to only 3.0 million tons in 1974, the
low year. As the program was revised
in the 1970's and built back to
levels averaging 5.5-6.5 million tons
per year, it carried harder terms
(mostly requiring dollar repayment),
became burdened with multiple agency
objectives and detailed congressional
requirements and was more complex to

manage. Despite the reemergence of
abundant U.S. grain stocks in recent
years, the P.L. 480 program was

allowed to grow very 1little in the
1980's. In an era of tight budgets,
Executive Branch agencies gave pre-
ference to the funding of other
credit and aid instruments to accom-
plish their international objectives.

The share of food aid in total U.S.
foreign economic aid has declined
sharply from 33 percent in 1968-72 to
18 percent currently (see attached
chart). Funding for contributions to
multilateral banks, Economic Support
Funds (ESF) and Development Assis-
tance (DA) increased considerably
over this period. In contrast, food
aid funding fluctuated in a narrow
range. If food aid is again to play
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a major market development role in
Third World countries, its share in
foreign economic aid must be re-
stored.

Currently P.L. 480 programs operate
under three titles of the law.
Title I ($730 million in FY85)
provides four million tons of com-
modities to 20 recipient countries
on long-term concessional loans
(dollar repayment over 15-40 years)
in return for specific commitments
related to economic development.
The program's multiple objectives
(humanitarian, market development,
economic development and foreign
policy) are worked out among USDA,
State and AID in the interagency
decision-making process, over which
OMB and Treasury exercise signifi-
cant veto power. A clarification of
lead responsibility and priorities
would be helpful to the program's
effectiveness as a market develop-
ment tool.

P.L. 480 Title III ($106 million in
FY85) draws from Title I funds to
provide commodities to 2-4 countries
on a multiyear basis in return for
detalled commitments to economic and
social development. If these con-
ditions are met, repayment of the
dollar loan 1s forgiven. Title III
was enacted in 1977 with a stress on
achieving social equity for the
benefit of the poor. Title III has
fallen far short of its promise, and
its effectiveness as a strategy for
promoting economic growth has come
into question. Lead time for AID
program preparation is approximately
three years. Cumbersome procedures
and lengthy reporting requirements
have proved to be too much for many
developing countries and the smaller
AID missions located in them. The
few programs that it was possible to
establish have not, except in Bang-
ladesh, been successful in accelera-
ting policy reform. Title III has
been particularly unsuitable for
African countries lacking the admin-
istrative structure for the detailed
central planning which Title III
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programs promote. The multiyear
feature of Title III agreements is
useful to developing countries but
this could be applied in P.L. 480
Title 1 agreements as well, under
existing authority.

Title II ($800 million in FY85)
provides 1.7 million tons of food
and ocean freight costs primarily to
Private Voluntary Organizations
(PV0's) for humanitarian feeding
programs and small scale development
activities. The law requires that a
ninimum of 1.4 million tons of food
be supplied for the regular, non-
emergency activities of the PVO's and
the World Food Program. The balance
of the Title II budget provides a
reserve for emergency relief. When
emergency needs exceed the reserve,
as have African needs in 1984 and
1985, supplemental appropriations may
be provided and the Administration
may also draw up to 300,000 tons from
the emergency wheat reserve of
4 million tons. A Special Presiden-
tial Fund of $50 million for use in
connection with extraordinary food
emergencies was authorized by Con-
gress in 1985 but is not funded.

The Commission's recommended new
title under P.L. 480 would be called
Private Sector Development Assistance
(PSDA) and would aim directly at
market development through demand
expansion. It would be consistent
with the finding of the President's
Task Force on International Private
Enterprise (1984) that the United
States should channel increased food
ald funding as much as possible
through private enterprise. The new
title would be funded separately from
P.L. 480 Titles I, II and III. Re-
sponsibility for implementation of
the new title would rest with the
Secretary of Agriculture and the
President of the Overseas Private
Investment Company (OPIC) with the
advice of the Secretary of State and
the Secretary of Commerce. Decision-
making for the new program would be
separate from the interagency
decision-making machinery for the
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other P.L. 480 Titles. The new
title should be exempted from the
statutory requirement that 75 per-
cent of funds go to the developing
countries with lowest incomes.

Foreign currencies received in
payment by the United States for
food sales under the new title would
be lent for private investment
projects that offer an opportunity
to increase the demand for farm
products and to foster economic
development. Local private com—
panies, U.S. companies and joint
ventures could participate in the
program. Credit would be limited to
a maximum of 95 percent of the cost
of the project; loans would be made
for up to 20 years with appropriate
grace periods and interest rates.

In addition to P.L. 480 programs,
the U.S. began to offer Government-—
owned dairy products in 1982 as
grant food aid to foreign govern-
ments and private voluntary organi-
zations which undertake to distri-
bute them to the needy. The
authority for this program is in
Section 416 of the Agricultural
Adjustment Act of 1949. The planned
level of this program is 200,000
tons of non-fat dry wilk in FY85.
Last year Congress expanded the
donation authority to include wheat
and USDA announced an intention to
use the authority.

The President has also announced a
new food aid effort to be called
Food for Progress to support agri-
cultural policy reform in selected
African countries. As introduced in
Congress, the Food for Progress
program would rely on expanded
Section 416 authority to draw
500,000 tons from U.S. Government-—
owned grain stocks in each of the
next four years to support food aid
grants made under multiyear agree-
ments with eligible developing
countries. They would commit them-
selves to implement reforms of
agricultural pricing, marketing and
distribution 1n order to reverse
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deterioration in their agricultural
and food systems. The Food for
Progress program is designed to
reduce the risk of food shortages

during a transition in the partici-
pating countries toward greater
reliance on private initiative and
market incentives in agriculture.

P.L.480 PROGRAM EXPORTS
FY 1955 - 1986
(GRAIN EQUIVALENT BASIS)

MILLION METRIC TONS
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FOREIGN ECONOMIC ASSISTANCE

(current dollars, millions)

1968-72 1973-77 1978-82 1984 1985 1986
(average) (average) (average) (est.) (req.)
PL 480 1,220 1,182 1,362 1,590 2,107 1,651
(Food Aid)
Economic Support Fund 548 1,154 2,254 3,146 4,213 2,824
(ESF)
Development Assistance 1,387 1,477 1,940 2,133 2,433 2,142
(DA)
Contribution to 341 735 1,292 1,324 1,548 1,347
Multilateral Banks (MDB'S)
Contribution to International 153 192 302 315 358 196
Organizations & Programs
Miscellaneous Programs 83 126 207 612 636 584
TOTAL 3,732 4,866 7,357 9,120 11,295 8,744
Source: Report of the Commission on Security and Economic Assistance (Carlucci Commission)

1983; Agency for International Development Congressional Presentation FY86.
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FOOD AID AS COMPARED TO TOTAL

FOREIGN ECONOMIC ASSISTANCE
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AGRICULTURAL EXPORT EMBARGOES AND CONTRACT SANCTITY

POLICY STATEMENT

U.S. government embargoes of exports
of agricultural commodities and
products have seriously dislocated
international markets, spurred
foreign competition and given the
United States a reputation as an
unreliable supplier. When called for
political reasons, as in 1980, embar-
goes have not accomplished their
announced political objectives. When
called for supply reasons, as in
1973, 1974 and 1975, embargoes have
undermined producer confidence in
government and deprived producers and
export and farm-related industries of
business that would have benefited
the entire economy.

Export embargoes do not work. They
should not be considered an option
for government under any but the most
serious circumstances.

RECOMMENDATION

The Commission is appreciative to
Congress for its efforts in past
years to provide protection to agri-
culture in the event of export embar-
goes. Provisions dealing with embar-
go protection and contract sanctity
are contained in numerous Acts,
including the 1977 and 1981 Farm
Acts, the 1982 Commodity Futures
Trading Act, and the Export Admini-
stration Act, for which authority has
currently lapsed.

The current regulations of law per-
taining to these issues are unneces-
sarily complicated. While the Com-
mission recommends retaining all
existing authority on the issues of
embargo protection and contract
sanctity, it believes that clear and
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concise legislation on these matters
should be contained in the 1985 Farm
Act.

The Commission therefore recommends
that language be contained in the
1985 Farm Act that, notwithstanding
any existing provisions of law,
would disallow the President from
imposing an embargo of agricultural
exports for reasons of (a) short
supply, (b) foreign policy, or (c)
national security, as defined in the
Export Administration Act and
existing regulations, except in the
event of war as declared by the
President and the Congress.

The Commission offers as supporting
evidence of its policy statement and
recommendation the attached report,
which indicates the impact of recent
trade restrictions on U. S. agri-
culture and the economy: "Impact of
U.S. Export Restrictions:
1973-1981", a report prepared by the
U.S. Department of Agriculture
pursuant to P.L. 98-1071, the FY
1985 Agriculture, Rural Development
and Related Agencies Appropriations
Act.

COMMENTARY

Current regulations allow for a
suspension of agricultural exports
under the following circumstances:

1. Short Supply

a. The President may embargo exports
of agricultiral commodities and
products for short supply reasons
provided:

(1) the Secretary of Agriculture
‘approves such action;



b.

[¢]

(11) it is estimated that domestic
supplies of the affected
coumodity or product are less
than that needed to meet
domestic demand;

(i11) Congress, within 30 days,

does not approve a Concurrent

Resolution curtailing such

embargo.

If conditions a(i)(ii)(iii) above
are met, the Secretary of Agricul-
ture is required to offer pro-
ducers of commodities authorized
to receive CCC price support loans
compensation in the form of loans
at a rate of 902 of parity for the
period during which the embargo is
in effect.

If conditions a(i)(1i)(1ii) above
are not met, the President may
still embargo exports for short
supply if he determines it to be
in the interests of U.S. foreign
policy or national security.

If products or commodities are
embargoed as provided above, the
President shall allow delivery of
commodities or products under
contracts entered into prior to
the embargo for a period not to
exceed 270 days, except that he
can further suspend such deli-
veries 1f he determines that a
national emergency or state of war
exists.

Foreign Policy

The President may embargo exports
of agricultural commodities and
products for reasons of foreign
policy, provided that Congress,
within 30 days, does not approve a
Concurrent Resolution disapproving
such an embargo.

If the above condition is met, the
Secretary of Agriculture is re-
quired to offer producers of the
affected agricultural commodity or
product CCC loans at a rate of
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3.

a.

1002 of parity and, at his dis-
cretion, payments equivalent to
the difference between 1007 of
parity and the market average
price of the affected commodity
or product during the 60 days
prior to the announcement of the
embargo. Loans and payments
under this provision are
authorized only for the period
during which the embargo is in
effect. The provision applies
only as follows:

(1) If the embargo imposed
exceeds 37 of the total
sales of the affected com-
modity or product for export
to all foreign countries
during the year prior to the
year in which the embargo is
announced;

(11) The embargo is a selective

action, affecting only

agricultural commodities and
products;

Producers of the affected
commodity or product are
eligible to receive CCC
loans or payments for the
commodity or product embar-
goed.

(i11)

National Security

The President may embargo exports
of agricultural commodities and
products for reasons of national
security.

If such an embargo 1s announced,
the Secretary of Agriculture is
required to offer producers of
the affected agricultural com-
modity or product CCC loans at a
rate of 100Z of parity and, at
his discretion, payments equiva-
lent to difference between 100%
of parity and the market average
price of the affected commodity
or product during the 60 days
prior to the announcement of the
embargo. Loans and payments



under this provision are
authorized only for the period
during which the embargo is in
effect. The provision applies
only as follows:

(1) If the embargo imposed
exceeds 3% of the total sales
of the affected commodity or
product for export to all
foreign countries during the
year prior to the year in
which the embargo is an-

nounced;
(ii) The embargo 1is a selective
action, affecting only agri-

cultural commodities and

products;
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(1i1) Producers of the affected
commodity or product are
eligible to receive CCC
loans or payments for the
commodity or product embar-
goed.

c. If commodities or products are
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embargoed as provided above, the
President shall allow delivery of
such commodities or products
under contracts entered into
prior to the embargo for a period
not to exceed 270 days, except
that he can further suspend such
deliveries if he determines there
to exist a national emergency or
state of war, as declared by the
President and approved by
Congress.
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CARGO PREFERENCE

POLICY STATEMENT

The Commission strongly opposes the
concept of cargo preference as cur-
rently applied to food aid programs
and, potentially, to other programs
designed to expand sales of U.S.
products.

The Commission recognizes that other
interests may be served by cargo pre-
ference, but has seen little evidence
that the objectives of the program
are being met. While the Commission
does not take issue with the need for
maintaining a strong U.S. maritime
industry, it does not believe that
cargo preference applied to exports
of U.S. farm products is the appro-
priate means to achieve this objec-
tive. The Commission believes that
U.S. agriculture would lend its
support to the maritime industry to
strengthen the industry if cargo
preference requirements on agricul-
tural products were eliminated.
However, cargo preference is not
supported by the U.S. agricultural
community. The method of financing
the program should not be by appro-
priation to the U.S. Department of
Agriculture. Appropriations to carry
out the program should be provided by
Congress directly to the Maritime
Administration. The Commission
encourages the U.S. maritime industry
to cooperate with agricultural in-
terests toward a goal of greater
viability for both industries, as a
first step, through exempting agri-
cultural exports from existing cargo
preference requirements.

RECOMMENDATION

1. The Commission recommends that
Congress Iimmediately enact legis-
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lation to exempt all agricultural
exports and export programs from
existing cargo preference require-
ments.

2. Congress should direct the
Director of the Office of Management
and Budget (OMB) to reflect subsidy
payments deemed necessary to support
the maritime industry in the appro-
priate function of the Federal
budget, other than Punctions 150 or
350. Appropriations to carry out
assistance to the maritime industry
should be provided by Congress
directly to the Maritime Admini-
stration.

COMMENTARY

Cargo preference requirements result
in Federal government outlays in-
curred by the U.S. Department of
Agriculture (USDA). The USDA
budget, already facing criticism as
a result of the exceptionally heavy
cost of farm programs, should not
have to bear the cost of ocean
freight differentials required to
ship agricultural commodities and
products on U.S. vessels.

A major share of the cost of cargo
preference results from exports
under U.S. food aid programs. In
the thirty years since the enactment
of P.L. 480, the total cost of cargo
preference has been more than $1
billion. Currently, costs are
running around $75 million annually
and are expected to exceed $100
million in 1985.

Costs associated with cargo prefer-
ence in the Title II program gener=-
ally are lower than those incurred
under Title I because the volume of



commodities 1is lower and there is
less use of bulk carriers. 1In 1984,
$20.2 million was spent on ocean
freight differentials under the Title
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II program. This included $1.3 mil-
lion for processed grain products,
$0.8 million for bagged grain and
$18.1 million for bulk commodities.

P.L. 480 Title I/II1 EXPENDITURES

($ millions)

Ocean Freight

Commodities Differential Total
1977 723.1 75.5 798.6
1978 671.1 62.6 733.7
1979 754.5 122.5 827.0
1980 845.8 . 63.0 908.8
1981 781.3 65.1 846.4
1982 712.0 120.1 832.1
1983 766.0 77.2 843.2
1984 (est) 781.0 69.5 850.5
1985 (est) 997.0 109.0 1,106.0
1986 (est) 921.5 108.5 1,030.0

The subsidized flour sale to Egypt in
early 1983 was subject to cargo pre-
ference because the price of the
flour was reduced to meet the EC
level of prices of approximately $160
per metric ton. Since a subsidy was
involved, cargo preference was appli-
cable. The sale was made using
Commodity Credit Corporation stocks
of wheat. U.S. flour millers placed
bids on wheat stocks from CCC
holdings as to the volume of “free"
wheat needed in order to sell the
flour to Egypt at a reduced price.
Since the flour mills were aware that
the cost of shipping to Egypt would
be increased by the requirement that
half the flour go on U.S. bottoms,
they increased the volume of wheat
needed. ASCS estimates that an
additional 6 million bushels of U.S.
wheat from CCC stocks were used to
offset the increased cost of U.S.
bottoms. Based on prices at the
time, the estimated cost to CCC was
$24 million.
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In late February 1985, a court
ruling was handed down that cargo
preference laws were applicable to
the blended credit program. Blended
credit is a mixture of direct
Government loans and credit guaran-
tees to banks. Under the program,
the blend was generally 20 percent
direct credit at zero interest rate
and 80 percent of guarantees at the
prevailing commercial interest rate.
The direct credit portion was ruleéd
by the courts to constitute a sub-
sidy and, therefore, cargo prefer-
ence laws were applicable. This
means, of course, that 50 percent of
the shipments under blended credit
must be in U.S. bottoms at rates $20
to $50 per ton above non-U.S. flag
carrier rates. (Only wheat sales to
North Africa and a small wheat flour
sale to Iraq were programmed under
the blended credit program.) Cargo
preference would add between 8
percent and 15 percent to the cost
of a ton of wheat .(approximately
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$150). The 20 percent interest According to USDA, companies that
subsidy will hardly offset the 8-15 received payments in 1984 for ocean
percent increase in the landed price freight differentials under Titles I
of the commodity. In this instance, and III of P.L. 480 are:

cargo preference effectively kills a
successful effort to combat unfair EC
trade practices and reduces the
export volume for U.S. wheat farmers.

Company Payments
Lykes Steamship Co., Inc. $ 9,356,765
Ultimar Shipping Co., Inc. 8,934,407
Central Gulf Lines, Inc. 7,561,504
Phoenix Bulkship, Inc. 7,395,741
American President Lines, Inc. 5,311,396
Equity Carriers III, Inc. 2,863,950
Waterman Steamship Co. 2,781,852
Delta Steamship Lines, Inc. 2,633,032
Apex Marine Corporation 2,449,000
A.P. St. Philip, Inc. 1,981,650
Asco-Falcon II Shipping, Inc. 1,650,949
Ogden Missouri Transport Inc. 1,587,832
Archon Marine Co. 1,434,160
Universal American Barge Corp. 1,298,500
Ocean Barge Corp. 1,267,537
Transbulk Carriers, Inc. 1,115,224

A total of 14 other companies received payments for ocean freight differential
in 1984 for shipments under P.L. 480, with amounts ranging from $13,869 up to
$852,066.
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U.S. DOMESTIC AGRICULTURAL PROGRAMS

POLICY STATEMENT

Government has an obligation to
ensure that its policles maintain an
environment that is conducive to a
healthy, efficient, and profitable
U.S. agricultural system.

U.S. agricultural policies should be
based on a commitment to competi-
tiveness and profitability. A com-
mitment of this nature demands a
long-term approach to agricultural
issues. Government must be consis-
tent in its treatment of agricul-
ture. Farmers, agricultural busi-
nesses, and the workers whose jobs
depend on agriculture should not be
subject to stop-start changes in farm
or trade policies.

The future of American agriculture
should not be restrained by govern-
ment uncertainty and a failure to
commit to a strong American agri-
culture. Long-term policies should
be in place that provide efficient
producers the ability to adjust to
changing world economic conditions,
with adequate provision for income

stabilization during periods of

transition.

Maintaining a long-term commitment to
competitiveness and international
comparative advantage should be an
important goal of government farm
policies. However, such policies
should not be conceived as operating
in a vacumm. Today, unfair practices
of competitor nations impair the
competitive environment. Government
economic policies here and abroad
directly affect pricing, production,
and investment decisions. Uncer-
tainties over policy stifle initi-
ative and long-term planning and can
be counterproductive to a competi-
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tive environment. U.S. policy
makers should recognize these
factors in determining the approp-
riate direction of both farm and
trade policy.

RECOMMENDATION

The Commission urges Congress and
the Administration to enact a 1985
Farm Act that embodies five key
principles:

1. a long-term policy with suffi-
cient flexibility to allow for
adjustments to changing world eco-
nomic conditions but which provides
for a reasonably stable and pre-
dictable atmosphere for planning
purposes;

2. a commitment to policies and
programs which will allow U.S. agri-
cultural commodities and products to
be competitively priced in overseas
markets;

3. a commitment to provide the
opportunity of profitability to U.S.
agricultural producers to maintain
the competitiveness of the U.S. farm
and food system;

4, a commitment to preserve and
protect our natural resources;

5. a commitment to continue strong
support for agricultural research
and education.

COMMENTARY

There is a direct link between
domestic policy and exports that is
reflected in recent history. Sup-
port programs of the 1930's were
developed 1in part as a consequence



of instability in the U.S. agricul-
tural sector brought on by the
collapse of the world trading system
in the Great Depression era. For
three decades thereafter, domestic
programs were geared for the U.S.
market.

The growth in world export demand for
agricultural commodities and products
during the 1970's opened new oppor-—
tunities for U.S. agriculture. As a
result, domestic programs came to be
increasingly viewed in relation to
their impact on world markets. In
addition, U.S. agriculture became
increasingly export dependent. The
relationship between domestic pro-
grams and export performance became
even more critical.

Changes in U.S. farm export perfor-
mance translate consequences directly
to domestic programs, both in terms
of need and cost. Conversely, changes
in domestic programs have a potential
to advance or diminish the oppor-
tunities which exist for U.S. agri-
culture under competitive market
conditions.

Farm programs provide a price floor
for many commodities against which
other nations compete. Government
has a responsibility to ensure that
this policy does not result in uneco-
nomic production at home or abroad.
At the same time, farm producers
should not be asked to face lower
prices if government is unprepared to
aggressively pursue fairer world
markets for agricultural commodities
and products.

International macroeconomic factors
and unfair trade practices of foreign
countries have eroded the competitive
situation in the world and the com-
petitive position of U.S. agriculture
in recent years. This has undercut
the effectiveness of domestic farm
programs, causing them both to be
more costly and less useful as a
means to provide an opportunity for
profitability to agriculture. Never-
theless, such programs remain an
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important source of income to the
farm sector.

U.S. producers face very serious
economic problems. Consider the
following:

Net Farm Income is Down. Net farm
income declined by almost one-half
from 1981 to 1984. Total net farm
income adjusted for inflation fell
to $5.4 billion in 1983, a level
comparable with farm income in the
Depression years, and it is not
expected to rise above $6 to $8
billion in 1985.

Total Farm Indebtedness is Up.
Farmers of all commodities, in every
region on the country, face unprece-
dented financial stress: 17.7%2 of
all U.S. farm operations faced a
debt-to-asset ratio exceeding 407 on
January 1, 1984; 6.67 of all farms
had debt-to-asset ratios above 707
and were in imminent danger of
economic collapse. Total U.S. farm
debt is expected to exceed $215
billion in 1985. The incidence of
farm bankruptcies more than doubled
from 1983 to 1984, and the trend is
expected to continue through 1985.

The Value of Farm Assets is Down.
The value of farm real estate con-
tinued its rapid decline in 1984,
Farm equity may decline by up to
157 in 1985, the fifth straight year
in real terms. The loss 1in farm
equity could reach as high as $43
billion in 1985.

Farm Production Expenses are Up.
The interest charged on farm debt
increased from $19.9 billion in 1981
to a forecast high level of $24
billion in 1984, and could reach as
high as $26 billion in 1985. The
cost of all other farm inputs are
expected to trend upwards again in
1985.

Farm Prices are Down. Following a
short period of relief brought on by
the dual effect of drought and PIK,
farm prices are expected to decline




in 1984/85 to trend levels consis-
tent with 1982/83. The ratio of
prices received to prices paid could
drop by up to 6 percent in 1985 under
normal marketing conditions. Prices
for corn, wheat, cotton, rice, and
soybeans are expected to decline.
Choice steer prices could improve;
however, broiler prices are expected
to be reduced. Carryover levels for
all basic commodities should in-
crease, placing downward pressure on
future crop prices.

Commodity Program Costs are Up. Less
than expected sales of U.S. farm
products have caused the cost of farm
programs to soar from $2.8 billion in
FY 1980 to a record level of $18.9
billion in FY 1983. Lower outlays in
FY 1984 as a result of drought and
PIK are expected to be followed by
spending estimated at between $15
billion and $16 billion in FY 1985,
with a likelihood of outlays in
excess of $10 billion in FY 1986
under even the most optimistic fore-
casts.

The health of the agricultural eco-
nomy has a direct bearing on the
health of total U.S. economy and the
well being of all American citizems.

In 1982, the farm and food system of
the United States generated nearly
$628 billion, fully one-fifth of the
nation's total Gross National Product
(GNP). 24.1 million persons earned
their livelihood in some segment of
the food and food system, one of
every five persons employed in the
United States. Farmers spent $142
billion in 1982 for goods and ser-
vices to produce their crops and
provide for their personal needs.
Every dollar spent to make a crop or
to market a good translates directly
into income for the non-farm sector.
Conversely, every dollar less is a
job lost, a service unperformed, or a
need unmet.

Society benefits 1f government
policies maintain an environment that
is condusive to profitability of the
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U.S. agricultural system. This goal
cannot be accomplished solely
through means of domestic farm
programs. Trade policy can play an
important role in advancing the goal
of greater profitability of agricul-

ture. Most of the growth potential
of U.S. agriculture is in export
markets. Agricultural exports have

the potential to make the economic

~ pie larger not only for agriculture
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but for the U.S. economy as a
whole. But this can only happen if
we maintain our competitiveness in
world markets. Domestic programs
should be designed to allow U.S.
agricultural commodities and pro-
ducts overseas to be competitively
priced in overseas markets, How~
ever, government should provide
assistance to farm producers during
transitional periods to fairer
markets. Farmers and agricultural
businesses should play their part in
reducing Federal deficits; yet
programs designed to immediately
eliminate all government involvment
in agriculture are not feasible at
this time.

Past policy of the U.S. government
in respect to trade and agricultural
policy has been make-shift and
ghort-term in perspective. A long-
term policy 1s needed now.

The Commission supports the objec-
tive of a long-term domestic farm
policy with flexibility to allow for
adjustments to world economic con-
ditions. An efficient system of
agriculture must be maintained in
the United States to build profita-
bility into the Nation's future.

It should be a major policy objec-
tive of the United States to capi-
talize on the productive and techno-
logical expertise of our agricul-
tural community, directing this
talent to the advancement of eco-
nomic and social goals, both domes-
tically and abroad. The maintenance
of our agricultural productivity is
mandatory if the U.S. is to continue
$ts unequalled response to catas-



trophic world hunger and trade
related economic development.

National resources should be pro-
tected and preserved. Support for
agricultural research and education
should be maintained.

The Commission believes that a com-
plementarity exists between domestic
and export programs that can serve
the goal of agricultural competitive-
ness and profitability. There is a
direct relationship between domestic
farm programs and U.S. agricultural
competitiveness. Federal farm pro-
grams are a factor in keeping U.S.
agriculture competitive in world
markets. Awareness of this fact--

178

99

and a willingness to commit to
greater flexibility in response to
changing world economic conditions--
would improve the possibility that
domestic programs serve long-term
goals of compétitiveness and profi-
tability.

The future of American agriculture
should not be diminished by govern-
ment uncertainty and a failure to
commit to a strong American agricul-
ture. Government must be consistent
in its treatment of agriculture. A
strong commitment by Congress and
the Administration to preserve our
Nations's vital agricultural sector
should be of highest priority.
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Federal Farm Price Support Expenditures
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Consumer and Farm Price Indices
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ASSOCIATE VIEWS OF COMMISSION MEMBERS

JOSEPH R. BIDEN, JR.
DELAWARE

Anited States Senate

WASHINGTON, DC 20510

March 28, 1985

Mr. Kenneth Bader

Chairman

National Commission on Agricultural Trade
and Export Policy

Washington, D.C.

Dear Mr. Chairman:

We would like to take this opportunity to commend you on the fine work
you have done as Chairman of the Agricultural Export Commission. It has
been a formidable task for the Commission to develop an interim report on
steps to improve American agriculture's position in the world market,
especially in light of the time pressures placed on the Commission by the
requirement for an interim report by March 31.

However, we are opposed to one of the recommendations contained in the
interim report -- the call for the repeal of cargo preference laws. We
request that our objections to this recommendation be noted at the appropriate
place in the March 31 report.

Your attention to this request is most appreciated. We look forward to

working with you during the next several months as we develop final
recommendations for the July, 1986 report.

S1ncere1y, Z
Josegh R. B1den Jr. Russell B. Lonﬁ7

Unifed States Senator United States Senator
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WSAELL B, LONG
LOUISIANA

Vlnited Diates Denale

WASHINGTON, D.C. 20310

March 28, 1985

Mr. Kenneth Bader

Chairman

National Commission on Agriculture
Trade and Export Policy

Washington, D. C.

Dear Chairman Bader:

As a member of the National Commission on Agricultural
Trade and Export Policy, I would like to call to your attention
my concern with a particular recommendation found in the
March 31 Preliminary Report.

I have reservations with respect to the section of the
interim report on formulation of U.S. agriculture trade policy
which recommends a new Deputy U. S. Trade Representative for
Agriculture. Therefore, I request that my reservation be noted
in the appropriate place in the March 31 report as part of the
minority views.

I appreciate your cooperation in this matter.

With best wishes, I am

Sincerely yours,

Worren 2=y

RBL:pi
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JOSEPH R: BIDEN, Jn.
oaAWAN

WUnited States Senate

WASHINGTON, DC 20610

March 28, 198

Mr. Kenneth Bader

Chairman

National Commission on Agricultural Trade
and Export Policy

Washington, DC

Dear Mr. Chairman:

I hereby request that my objections to the conclusions reached
by the Commission on the Jackson-Vanik Amendment as described in the
background material for the Agricultural Policy recommendations be
noted at the appropriate place in the interim report.

Thank you for your attention to this request. I look forward
to working with you in the months ahead on the final recommendations
of the Commission. ye!

]
!

Sincerefy,

ey
Joseph R. Biden, Jr.
Unitgd States Senator

15e
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SUPPLEMENTAL STATEMENT BY CONGRESSMAN LEE H. HAMILTON

TO THE INTERIM REPORT OF THE AGRICULTURAL TRADE AND EXPORT POLICY COMMISSION

I wish to commend the Chairman, the distinguished Members, and the Staff of
this Commission for their excellent work in drafting this interim report
within its short schedule.

I am pleased to join in general support of the overall report and several
specific recommendations, such as those concerning export embargoes, contract
sanctity, cargo preference, and the cooperator foreign market development
program. I agree with the Commission's intent to maintain U.S. agricultural
competitiveness, reliability of supply, and quality assurance. 1 also support
the continuation of hard negotiations on bilateral and multilateral bases to
reduce barriers to trade worldwide. Several sections of the report, such as
the brief analysis of the U.S. domestic agricultural programs, were excel-
lent. The support material attached to the report provides an abundance of
valuable data, which could serve as a good base and resource for the further
study to be undertaken by the Commission.

I do wish to express several concerns.

I agree that the value of the dollar and macro-economic factors are major
causes affecting U.S. agriculture and agricultural exports. The report does
not mention the huge federal deficits. I suggest that the report could be
strengthened by stressing the adverse 1impact of these deficits on American
agriculture. Reducing the federal deficits, the interest rates, and the value
of the dollar will help the competitiveness of the American farmer more than
any other step. I found that several of the Commission recommendations would
add substantially to the deficits. I suggest an overall cost estimate of the
various recommendations.

Although there are references in the report to commitment to free trade
principles, the report does endorse the use of a wide range of subsidies and
retaliatory measures to counter foreign trade practices. I am glad that the
Commission does not endorse the use of general export subsidies, applied
across the board. An extensive use of subsidies might easily trigger a trade
war and hurt farm exports and U.S. farmers. In my view, farm exports are
extremely vulnerable to trade policies and actions by competitor and importing
nations. In the present environment, I favor the selective and focused use of
export subsidies when they are necessary to discourage foreign subsidies and
to maintain U.S. markets. In the final report I would like to see the devel-
opment of an export strategy which would focus on alternative ways to offset
the negative effects of the strong dollar on agricultural exports. This
should include proposals for revising our domestic price support programs to
make our goods more competitive in the world marketplace.

While it would be desirable to hold agricultural trade free of the influ-
ence of political and foreign policy concerns, as the report urges, I do not
believe that we can reasonably expect either the Administration or Congress to
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ignore the entire range of national interests--economic, political, and
foreign policy-~in their deliberations and actions.

The report stresses the importance of selling U.S. agricultural products
overseas. That, of course, is a worthy goal, and is the mandate for the study
by the Commission. However, farm policy should concern itself with more than
export promotion. While exports are vital for the health of U.S. agriculture,
we must take into consideration other goals of farm policy, including higher
prices for farmers, the availability of low-cost food for the consumers, the
congervation of natural resources, protection of farmers from severe shocks,
and guarding the stability of agricultural production and trade.

I also believe that the proposed changes in food aid programs need further
study. The programs are complex and require a delicate balance of differing
interests and objectives, such as market development, humanitarian aid,
economic development, and foreign policy objectives.

Finally, I fully support the overall intent and efforts of this Commis-
sion. I maintain a strong interest in finding acceptable and creative means
of promoting trade and of restoring the health of U.S. agriculture. I am
looking forward to the final report due next year, which, I have every con-
fidence, will be an important contribution to the policy-making process.
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APPERDIX A

SUMMARY OF RECOMMENDATIONS
oF
RECENT COMMISSIONS AND RESEARCH ORGANIZATIONS
IN THE QUESTION OF AGRICULTURAL TRADE

Final Report
The President's Task Force on International Private Enterprise

(Andreas Commission) December 1984

1.

2.

6.

Elevate international economic policy to a level comparable to
national security

Establish an economic security council to counter fragmentation in
the policy formulation process

Expand opportunities for private enterprise--Use U.S. resources to
encourage foreign countries to adopt positive policies towards
entrepreneurship

Reorient U.S. foreign aid programs as feasible from
government-to-government sector flows

Press for increased trade flows—Use “mixed credit” trade subsidies
to fight unfair competition. Blend AID and EXIM Bank resources.
Fully utilize EXIM Bank authority.

Constructively use U.S. agricultural abundance——Double P.L. 480

Special Report
Fowler~McCracken Commission, Fall 1984

1.

2,

3.

Take vigorous steps to improve the competitivemess of U.S.
agriculture and regain U.S. share in world markets

Reduce government involvement in agriculture and place greater
reliance on market forces, especially in the area of supply
management

Promote fair free trade on the part of all natiomns, including the
United States, and take steps to promote expansion of U.S.
agricultural markets through:

a. Market promotion

b. Expanded MIN's

a

c. Steps tor unfair tition

d. Prohibition of export embargoes
e. Use of barter

f. food aid assistance
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ry of Recc dations

Provide a more favorable environment for U.S.. agriculture by
following sound fiscal and monetary policies, particularly aimed
at reducing the Federal deficit and lowering interest rates

Final Report of the
Commission on Security and Economic Assistance (Carlucci Commission),

November 1983

1.

2.

3.

4,

10.

11.

11.
13.

14.

15.

Establish bipartisan leadership support for security and economic
assistance as an integral part of U.S. foreign policy

Establish a citizens' network to foster support for U.S. security
and economic assistance programs

Continue support for development education
Increase spending on foreign assistance programs
Adopt a country approach to program development

Integrate security and economic assistance programs, particularly
in sub-Saharan Africa, the Caribbean and Central America

Support policy reforms in developing countries
Greater program emphasis on human resource development

Greater emphasis on science and technology--related development
asslstance

Promote and encourage the growth of indigenous private sectors and
U.S. private sector contributions to the development process

Maintain flexibility in the ESF program and, where possible, use
ESF to further economic development and U.S. commercial objectives

Increase flexibility in the development assistance account
Support development objectives of the P.S. 480 program
Establish a mutual development and security administration
reporting to the Secretary if State to integrate economic and
security assistance and administer assistance and ESF program

operations

Strengthen interagency coordination through establishment of a
consultative group

A-2
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Report of
The President's Export Council, December 1984

Basic Policies

1.

9.

Sound fiscal policy that reduces the Federal deficit and controls
inflation by reducing the growth of spending programs, by making
outright cuts in others, and by adopting a tax strategy focused on
stimulating savings and investment rather than consumption.

Monetary and exchange rate policy that eliminates temporary,
unrealistic rates of exchange and its unfavorable impact on our
levels of imports and exports.

Stimulation of research and development through encouragement of
cooperative R&D efforts with accompanying clarification of
antitrust interpretation as to the legality of these activities and
potential penalties involved.

Pressure on trading partner nations to eliminate trade barriers and
open their markets to free competition from American products.

Vigorous enforcement of our trade laws to create incentives for
foreign nations to engage in open trade.

Stimulation of our educational institutions to produce more trained
scientists and englneers.

Recognition that some industries will decline, and examination of
alternatives for easing the structural change in the economy.

Concerted efforts on the part of our private sector to meet the
challenge for efficient and competitive production.

Promotion of a national awareness of the importance of free and
fair trade to the Nation's economic well-being.

Open Trade Policy Recommendations

1.

2.

Opposition to domestic content legislationm.

Opposition to protectionest legislation.

International Monetary Recommendations

1.

2.

Support international agreements for stricter monetary discipline
gso that currency valuation is not used as a subsidy for exports.

Support periodic meetings of U.S. and foreign government treasury
officials to promotion solutions to exchange rate problems.

Promote greater awareness in Congress and the Administration of the
impact of dollar valuation on export industries.

58-046 O - 86 -~ 7
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A-4

Agricultural Policy Recommendations

1.

2.

New farm legislation should have a greater market orientation than
legislation that prevails today.

A financial safety "net” must be provided for U.S. agricultural
producers, but this net should be flexible and should always be
maintained at market clearing levels.

Legislative and exzecutive action should be directed toward
preserving the U.S. share of global agricultural export markets,
and gradually expanding the market share to reflect the
international competitiveness of American agriculture.

Adequate credit and reasonable credit terms must be provided for
foreign buyers, particularly those from lesser-developed nations.

Applicable branches of Government must be encouraged to follow
fiscal and monetary policies——with particular emphasis on reducing
the size of the Federal deficit—that will lower real U.S. interest
rates, thereby easing the present deflationary trend in American
agriculture and helping to repair the severe damage to farm export
markets that has resulted from a high—valued dollar.

The Administration should respond aggressively to the unfair
trading practices of our competitors and our import customers,
pursuing changes in such practices 1) bilaterally, and 2)
multilaterally, through a new round of GATT negotiations, if
necessary.

Export Development Programs

1.

President should assume personal leadership of efforts to maintain
an open trade system.

A U.S. Department of Trade should be established.

U.S. Foreign Commercial Service (:Department of Commerce) should be
upgraded.

Coordination of USAID developmental assistance programs and U.S.
export objectives should be improved, to expand opportunities for
trade.

Unfair Trade Competition

1.

The United States must aggressively enforce its trade laws against
unfair foreign trade practices, in the U.S. markets, in the markets
of offending countries, and in third-country markets.

The United States must continue to seek greater transparency in the
trade practices of our competitors through bilateral consultations
and in multilateral fora.
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The U.S. Government should seek continued expansion of the
signatories to GATT codes relating to market access and competitive
practices and should seek additional coverage and tariff reductions
both bilaterally and under the GATT, with a new round of
multilateral trade negotiations, if necessary.

Industrial Targeting

1.

As a first step, the U.S. Government should work to develop a
precise definition of "industrial targeting” as a focus for public
discussion.

The United States should enhance its economic iﬁtelligence network
to identify and catalog foreign practices that constitute
targeting, especially those practices that may injure U.S. industry.

With this information on hand, the U.S. Government should properly
examine current trade laws to determine whether they adequately
deal with specific targeting practices or whether new statutes or
broader interpretation of existing statutes are required.

Trade—-Related Investment Policies

1.

At the first opportune time, the U.S. Government should renew its
initiative within GATT to launch a study on the impact of
trade-related investment policies (especially performance
requirements) on the free flow of goods and services. The U.S.
Government should continue to work through the Organization for
Economic Cooperation and Development (OECD)for improvement in the
investment climate of member countries. The Council further urges
the U.S. Government to continue to give high priority to its
data-collection and monitoring activities involving foreign
trade- related investment policies.

Export Financing

1.

The U.S. Government should continue to negotiate though the OECD
for a permanent solution to unfair credit practices. In the
meantime, the President should emsure that adequate and competitive
financing is available to exporters through the Export-Import Bank
of the United States and through governmment agricultural export
financing programs. The special needs of small companies must be
continually kept in mind by the Eximbank to assure that these
companies have an opportunity to participate in export trade. The
successor President's Export Council should place examination of
the adequacy of export financing among its top priorities.

Export Controls

1.

Barring a national emergency, the sanctity of existing business
contracts should be recognized in imposing foreign policy controls.
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When foreign policy controls are considered, every effort should be
made to encourage unified allied nations' participation so that
such controls will serve the purpose of denying goods and
technology to the targeted country and will not simply divert
procurement to nonparticipating suppliers.

The U.S. Government must control commodities and technologies truly
critical to the national security. Government licensing resources
and enforcement efforts should be concentrated in these critical
areas, and controls over noncritical goods and processes
appropriately reduced.

The U.S. Government should continue its efforts to harmonize the
interpretation, imposition, and enforcement of export controls
among allied nations.

Where possible and consistent with national security
considerations, every effort should be made to reduce the licensing
requirements for exports to and through those countries cooperating
most closely with the United States in an export control system to
protect mutual security.

Restricting U.S. exports to a particular country when the same or
substitutable items are available from uncontrolled sources
undermines U.S. economic and national security interests. A viable
foreign availability program is essential to more effective control
of the flow of critical techmologies to adversary nations.

The UY.S. Department of Commerce should embrace a management
objective to meet or exceed the average license processing times
experience by foreign competitors in their home countries.

In developing export control policies, procedures and regulations,
the Government should consult closely with industry to develop
effective export control instruments, to avoid imposing undue or
unintended economic and regulatory burdens om U.S. businesses, and
to foster continued government-~industry cooperation in enforcement
efforts.

Private Sector Responsibilities

1.

The President's export Council challenges all members of the
business community to consider whether they spend the same amount
of time and resources on developing new international markets and
new products for foreign consumption that is spent on the more
familiar domestic marketplace. The most successful traders view
the world as their marketplace and employ strategies tailored to
the market segments they serve.

The President's Export Council urges the private sector not only to
assist the Government in tackling complex issues like export
credits, the overvalued dollar, and trade barriers, but also to
examine the business and marketing strategies of successful foreign
competitors. As businessmen we must ask ourselves some very hard
questions. If, for example, the disparities between Japan and the
United States in government support of exports were eliminated,
would U.S. firms be as successful as the Japanese? Or are ve, as
exporters, failing to make that extra, concentrated effort to win
foreign customers and penetrate new international markets?
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APPENDIX B

REPORTS SUBMITTED TO THE RATIONAL COMMISSION

"A White Paper on U.S. Meat Exports"
U.S. Meat Export Federation in cooperation with the Livestock
and Meat Industry
"Preliminary Investigation of Cotton Production Subsidies and
Incentives in Selected Cotton Producing Countries"
National Cotton Council of America
"An Economic Analysis of Extending Cargo Preference to U.S. Cash
Export Sales of Agricultural Commodities"
Bruce J. Blanton, Economic Research Associate, Economic
Research Division, American Farm Bureau Federation
"Unfair Trade Practices in Agricultural Markets"”
A.E. Staley Manufacturing Company

"Factors Impacting the Competitiveness of U.S. Farmers in World Markets"
Dr. Ray Daniel, Vice President and Managing Director,
Industry and Agricultural Services, Chase Econometrics

"The Importance of Competitive Farm Commodity Export Pricing to the

Long-Run Economic Well-Being of Agriculture and the U.S. Economy"

Dr. Luther G. Tweeten, Regents Professor of Agricultural
Economics, Oklahoma State University
"The Elasticity of Export Demand for U.S. Wheat"

Dr. Luther G. Tweeten, Regents Professor of Agricultural
Economics, and Dr. Shida Rastegari, Visiting Assistant
Professor, Oklahoma State University

Testimony Given to the National Commission on Agricultural Trade and
Export Policy

John W. Goodwin, Vice President for Agriculture,
University of Arkansas ’
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APPENDIX C

IMPACT OF U.S. EXPORT RESTRICTIONS
1973 - 1981

INTRODUCTION

U.S. agricultural exports increased at a rapid pace througnout the
1970's and into the early 1980's. The volume of U.S. commodities shipped
overseas more than doubled between FY 1970 and FY 1981, while the value of
U.S. export shipments rose nearly 5 times fram $7.0 billion in FY 1970 to
$43.8 billion in FY 1981. The strong growth in U.S. export shipments was
attributable to: rapidly rising populations and consumer incomes in many
areas of the world, large flows of oil revenues into the Middle Eastern
markets, low real interest rates and willing creditors which enabled many
developing countries to borrow money relatively cheaply to finance their
imports needs, the decision by the Soviet Union to compensate for short
domestic supplies with purchases of commodities on the world market, crop
Fhortfans in major producing areas, and devaluations of the U.S. dollar which
reduced the nrice of U.S. commodities to major buyers.

The sudden growth of agricultural exports and rising commodity prices
spurred greater agricultural production in the United States. In the face of
the increased output, agricultural exports assumed a new importance to the
U.S. farm sector. In the early 1980's, nearly 30 percent of the cash receipts
of the U.S. agricultural sector were generated by exports, compared with
23 percent in the 1970's and 15 percent in the 1960's. Export demand also
provided a market for the equivalent of approximately 46 percent of U.S.
soybean, 63 percent of wheat, 41 percent of cotton, 45 percent of rice, and
24 percent of corn production in marketing year 1981/82.
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T™e export boom ended in 1982. Exports fell £rem a peak of
'$43.8 billion in FY 1981 to $34.8 billion in FY 1983, a decline of
21 percent. Stagnant world econamic growth accompanied by high real interest
rates, large foreign debt obligations of many important LDC markets, and
increased production by other exporters contributed to lower U.S. shipments.
U.S. export growth was also restrained by a strong value for the U.S. dollar
and increased subsidization of exports by competitors.

During the 1970's and again in 1980, the U.S. Government took selective
actions to limit exports of U.S. commodities. The reasons for the
restrictions on exports ranged from short-supply and high price
considerations to foreign policy concerns. An embargo on exports of oilseeds
to all destinations was temporarily imposed in 1973, restrictions were placed
on exports of wneat and corn to the Soviet Union in 1974, shipments of grains
to the Soviet Union and Poland were suspended in 1975, and an embargo was
placed on grains, oilseeds and products, and livestock product shipments to
the Soviets in 1980.

The various export restrictions have generated considerable discussion
in view of the critical importance of foreign markets to U.S. agriculture.
Questions have been raised regarding the impact of these restraints on U.S.
exports, farm prices and income, and the U.S. market pésition in the short and

longer term.

1973 OILSEED EMBARGO

Nature of Restrictions

An embargo was placed on shipments of oilseeds fram the United States
to all destinations in the summer of 1973. Authority for the embargo stemmed
from the Bxport Administration Act of 1969. Among the commodities affected by
the export restrictions were soybeans and cottonseeds. Also limited were
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shipments of oilseed products including soybean meal, cake, and oil and
cottonseed meal, cake, and oil.
Environment

The 1973 embargo stemmed from developments in the world grains and
oilseeds markets. A shortage of U.S. oilseed supplies began to emerge in late

1972 due to:

1. Reduced wheat, coarse grain, and sunflower crops in the Soviet
Union. The desire of the Soviets to improve consumer diets contributed
to a decision not to liquidate livestock herds in response to the short
supplies, but to satisfy their commodity requirements with large
imports fram the United States. Purchases totaling 900 thousand metric
tons of soybeans and 13.7 million metric tons of wheat and coarse
grains exerted pressure on the U.S. oilseeds market.

2. A decline in world fishmeal production from 5.2 million metric tons
in 1971 to 4.0 million metric tons in 1972. The smaller supplies were
due largely to a sharp reduction in the Peruvian anchovy catch.

3. Strong foreign demand for oilseeds and other feed grains. At the
beginning of 1973, hog aumbers were up in Europe, Korea, Japan, and
several other East Asian markets. Poultry meat production was also
growing in Eurcpe and Japan.

4. Uncertainties regarding the U.S. supply situation. Wet weather
reduced soybean yields and slowed harvesting in many areas of the
country during the 1972 harvest. Carryover stocks fram 1971/72 were

also low.
Policy Actions

HM U.S. soybean and world protein meal production expanded in
1972/73, f.l;xe strong demand situation raised fears that U.S. soybean supplies
would be depleted in early 1973. U.S. soybean prices in Rotterdam rose from
$1309e:tmto$198pe:tonbemseptemetandneoubet1972. In
response, the U.S. Government took a nurber of policy actions in early 1973 to
relieve the situation. Restrictions were relaxed on wheat set-aside land to
allow production of soybeans and feed grains, As wet weather hindered
planting in the spring of 1973 and a devaluation of the dollar further fueled
foreign demand, an additional 13.5 million acres of feed grain set-aside was
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released for feed grain and soybean production. These efforts to increase
supply were coupled with the suspension of sales of vegetable o0ils under the
Government's CCC Export Credit Sales and Barter programs. Shipments of edible
oils under the P.L. 480 program were also curtailed.

The policy measures did not entirely ease the situation and prices
continued to climb. As a result, an embargo on exports of soybeans,
cottonseeds, and their products was imposed on June 27, 1973. The embargo was
replaced with a system of validated export licenses for soybeans, soybean
meal, cottonseed, and cottonseed meal on July 2. The licensing system
permitted exports on a contract-by-contract basis, after consideration of
domestic needs. Export licenses were to be issued against each verified
contract for 50 percent of the unfilled balance of soybean contracts and for
40 percent of the unfilled balance of soybean oil cake ana meal contracts.

The licensing restrictions were eased in August and export controls were

removed October 1, 1973.

Impact of Embargo
The 1973 embargo and related export controls resulted in limiting

exports of U.S. oilseeds and products. The volume of U.S. soybean and product
exports were 13 percent higher in 1972/73 than shipments in 1971/72.
Nevertheless, exports were lower during the July - September 1973 period than
in the same months the previous year. Soybean exports in July - September
1973 totaled 32.7 million bushels, versus 66.2 million bushels the previcus
year, In contrast, soybean meal exports in July - September 1973 were
150,000 tons below year-earlier levels.

The lower volume of shipments was coupled with a decline in export
values. Por example, the U.S. Gulf Port price of soybeans fell from a peak of
$10.69 per bushel in June 1973 to an average of $8.56 per bushel in July. The
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total loss in soybean export revenue due to the lower price and export volure
figures is estimated at $71 million, if it is assumed that the soybean export
price would have stayed at its peak June level throughout the remainder of
1972/73 and the export volume for July - September 1973 would have matched the
previous year's level.

The decline in U.S. exports affected the incames of U.S. soybean
farmers and exportars. The loss to U.S. farmers is estimated at $50 million,
due largely to the reduction in the farm price of soybeans which fell fraom a
peak of $10.00 per bushel in June to an average of $7.99 per bushel for the
July - August 1973 period. In contrast, U.S. soybean exporters suffered
reduced revenues from both lower export prices and volumes. The lower export
values were offset to some degree by reduced farm prices. Nevertheless,
exporters also incurred higher storage costs and other marketing expenses as a

result of the embargo.
A number of additional conclusions may be drawn regarding the impact of

the 1973 oilseed restrictions:

1. U.S. exports were lower than anticipated in the short-run. As
indicated earlier, U.S. exports of soybeans and products increased in
volume in 1972/73 and 1973/74. Exports declined in 1974/75, then
recovered and continued growing throughout the remainder of the
decade. However, the level of exports that could have been attained
are not known.

2. The U.S. share of the world soybean and products market declined
significantly in the years following the embargo. The U.S. market
position fell from 68 percent in 1971/72 to 48 percent in 1982/83.
This loss of U.S. market position was due largely to increased
purchases by importers of soybeans and products from Brazil. Brazil's
share of the world market for soybeans and-products increased from
approximately 7 percent in 1971 to 20 percent in 1979. while the
expansion of Brazilian production, processing, and exports wete
attributable largely to policies that were implemented prior to the
embargo; some continue impetus for this development may have stemmed
from the U.5. embargo. The increased soybean prices stemming from
ghort supplies in 1972/73 also provided an incentive for all exporters

to expand output.

3. The 1973 embargo raised questions regarding the reliability of the
U.S. as a supplier of comnmodities to the world market. Althoush other
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factors played an important role in diversification of supply sources
by importers and increased production by corpetitors, U.S. reliability
concerns had an impact on the loss in U.S. market position subsequent
to the embargo. For example, the Japanese invested heavily in the
Brazilian soybean processing industry and increased their soybean meal
purchases from Brazil in the years following the U.S. embargo.
Nevertheless, Brazil also acted as a relatively unreliable supplier
éuring the 1970's, intermittantly imposing taxes, licensing
reg:f;rms, quotas, and sales suspensions on exports of soybeans and
products.

1974 EXPORT SALES SUSPENSION

Nature of Restrictions

Actions taken in 1974 to limit U.S. export sales were not technically
an embargo. The U.S. Governmment requested private U.S. grain firms to
voluntarily restrain sales and the Soviet Union to limit U.S. purchases in
respense to short U.S. supplies. Commodities affected by the restraints
included wheat and corn.

1974 Environment

The crop years 1972/73-1974/75 were a period of tight world grain
supplies and relatively high prices. Crop shortfalls in the Soviet Union,
Australia, and India in 1972/73 in the face of increased world consumption,
reduced world. stocks to low levels and exerted upward pressure on prices. The
annual C.I.F. Rotterdam price for U.S. hard No. 2 vheat was 38.7 percent
higher in 1972/73 than in 1971/72, and the annual average price for U.S. No. 3
yellow corn increased by 35.3 percent in Rotte:dam'. In 1972/73, world
production improved somewhat, but strong demand kept carryover stocks low.
Purther supply problems surfaced 'in 1974/75 as poor weather reduced U.S. wheat
and feed grain crops by 14 percent. Other major exporting and consuming areas
" also experienced unfavorable weather patterns, resulting in a 4 percent
decline in world grain production.
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The weak supply situation and prospects of significant Soviet purcnases
contributed to substantial price increases. In July 1974, the average F.0.B.
Gulf Port price of No. 2 hard wheat was $169 per ton. This value increased to
an average of $192 per tcn in Cctober.

Policy Measures

The U.S. Government attempted to ease the situation in the fall cI
1974. On October 4, sales by two large exporting firms to the Soviet Unicn of
2.3 million tons of corn and 900 thousand tons of wheat were suspended unitil
negotiations between the Soviets and the U.S. Government could be held. The
U.S. Government also asked exporters to cbtain USDA approval before cleosing
any other large single-country contracts. The negotiations between the U.S.
and the Soviet Union produced an agreement for the export of 1.2 million tons
of wheat and 1.0 million tons of corn. Exports of further quantities to the
Soviets were voluntarily limited until March 1975. A '
Impact of Embargo

The U.S. sales suspension relaxed the upward pressure on U.S. grain
prices. The average price for hard wheat in Kansas City fell from $5.47 per
bushel in October to $5.36 per bushel in November and remained below
pre-suspension levels throughout the remainder of 1974/75. The price
reductions resulted in a loss of income for U.S. wheat and corn farmers who
marketed their crops subsequent to the sales suspensions. The price
geductions, however, benefited U.S. livestock producers and consumers who were
experiencing significant increases in feed and food prices.

The weakening of U.S. prices was accampanied by a decline in total U.S.
grain exports. In 1974/75 (July=June}, U.S. grain exports were 12.1 million -
metric tons lower than those of the previous year. A good ghare of this
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recduction was attributed to lower Soviet purchases which fell 5.6 milliocn

metric tons below 1973/74 levels,

1975 EXPORT SUSPENSICNS

Nature of Restrictions

The export restrictions imposed in 1975 were similar to those in 1974.
The U.S. Government requested voluntary restraints on sales to the Soviet
Union and later, to Poland. Commodities affected by the restraints were wheat
and coarse grains.

1975 Enviromment

The relatively tight world grain supplies from the 1974/75 season again
carried over into 1975/76. By spring 1975, pressure on prices had eased
somewhat due to larger than originally anticipated 1974/75 crops and reduced
world trade. Nevertheless, ending stocks as a percentage of utilization
reached a record low. Prospects were good for increased 1975/76 wheat and
coarse grain production in several key regions including the U.S., Australia,
and Canada. BEC crops, however were down significantly and Soviet production
in 1975 had fallen 51 million tons below year-earlier levels.

The Soviets began to compensate for their short crops with purchases of
9.8 million tons of U.S. corn and wheat in late July. The market, however,
anticipated even greater Soviet imports and prices began to rise sharply.

U.S. consumers became concerned with the new price movements. After
enjoying average food price. increases of 2-3 percent in the 1560's, consumers
had faced increases of 14 percent in 1973 and 1974. The potential for even
higher food costs contributed to a decision by U.S. longshoreman to refuse to
load ships with grain destined for the Soviet Union.
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1975 Actions

The U.S. Government requested U.S. exporters to suspend sales of grain
to the Soviet Union on August 11, 1975. When this action failed to stem the
price speculation, a similar suspension was announced on September 9 for sales -
to Poland. In late September, a S5-year agreement was concluded with the
Soviet Union which assured the Soviets of a minimum supply of U.S. grains each
year, but limited the amounts that could be purchased without approval of the
U.S. Government. The initial minimum purchase limit was set a 6 million
metric tons and an additional 2 million metric tons could be acquired without
consultations with U.S. officials.

The sales suspensions to the USSR and Poland were lifted with the
signing of the grain agreement on October 20. Letters regarding grain
purchases by Pcland under the agreement were exchanged with Polish officials
in November.

Impact of Suspension
The suspensions on sales to the Soviet Union and Poland resulted in

reducing the speculative pressure on prices. In October, grain prices
weakened and continued to decline as: 1) the market had already discounted
the effects of the agreement; 2) the Soviet's current import needs were
satisfied; and 3) supplies from competitors were available.

Even with the sales suspension, U.S. exports to the Soviet Union and
other buyers increased. Soviet net wheat and coarse grain imports rose fram
less than 1.0 million toms in 1974/75 to 25.1 million tons in 1975/76 of which
the U.S. supplied almost 14 million tons. The volume of total U.S. -grain
exports was up 28.9 percent in 1975/76 from 63.6 to 82.0 million tons.
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The growth in U.S. grain exports in 1975/76 continued throughout the
remainder of the 1970's. U.S. exports of wheat and coarse grains declined
from 73.8 million tons in 1973/74 to 63.6 million tons in. 1974/75. Exports
then recovered somewhat to 81,7 million tons in 1975/76 and reached
92,7 million tons in 1978/79. This growth in U.S. exports more than kept pace
with the expansion in world trade. Between 1973/74 and 1978/79, the U.S.
market position in the world market expanded from 53.5 percent to 55.1 percent.

Soviet imports of grain from all sources in the remainder of the 1970's
varied widely depending upon the availability of domestic supplies. 1In
1979/80, however, U.S. imports of grain by the Soviets surpassed 1972/73
levels. However, the U.S. market share in 1977/78 and 1978/79 also totaled
68 percent and 74 percent, not significantly different from the 1973 U.S.
share of 73 percent. Estimates of what the U.S. share could have been without
the sales suspension are difficult to make and perhaps the U.S. share would

have been greater.

1980 SOVIET EMBARGO

© Nature of Action

In contrast to the restrictions placed on exports ‘in the 1970's, the
19680 embargo was imposed for foreign policy reasons. The embargo was intended
to indicate U.S. disapproval of the Soviet invasion of Afghanistan in
Decenber 1979. On January 4, 1980, President Carter announced a suspension of
ﬁles to the Soviet Union and subsequently instructed appropriate officials to
terminate sales under the Export Administration Act on January 7.
Agricultural commodities affected by the embargo were exports of wheat, feed
grains, soybeans, animal feeds, meat, poultry, dairy products, and some animal
fats. Exenmpt from the restrictions were 8.0 million tons of wheat and corn
covered by the U.S. - U.S.S.R Grain Agreement. The embargo remained in effect
until April 24, 1981.
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Soviet Situation

President Carter's stated purpose was to limit Soviet access to U.S.
grain supplies, thereby causing large liguidations of livestock herds and meat
shortages for Soviet consumers. Since the Soviets regard the improvement of
consumer diets as a major sign of economic progress, the meat and dairy
product shortages were expdited to have economic and political ramifications.
There was some disagreement as to the magnitude of the impact, but some U.S.
officials anticipated that the Soviets would have to undergo significant
adjustments to cope with reduced U.S. shipments. The success of the U.S.
embargo depended upon soliciting the complete cooperation of other major
suppliers to the Soviets., These efforts were less than successful, however,
as the EC, Canada, Australia, and Argentina sharply increased shipments to the
Soviet Union.

In the absence of the embargo, more optimistic forecasts indicated that
the Soviets might buy as much as 37-38 million tons of grain, 2.4 million tons
of soybeans and products, and large quantities of meat on the world market for
delivery in 1979/80. Furthermore, it was agreed during the October 1979 Grain
Agreement consultations that the Soviets could purchase up to 25 million tons
of U.S. corn and wheat during the period October 1, 1979 through October 1,
1980. The success of the U.S. embargo depended upon soliciting the complete

cooperation of other major suppliers to the Soviets,

Actions To Offset Embargo Impact

U.S. Government actions to restrict exports were accompanied by
measures to protect the U.S. farm sector against economic losses stemming from

the reduced sales. Among the actions taken were:

1. CCC purchases of enbargoed commodities. The Commodity Credit
Corporation purchased sales contracts entered into with the Soviet
Union by private exporting firms before the date of the sales |
suspension. “These contracts totaled about 14 million tons of corm,
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wheat, and soybeans and products. The coammodities were, in turn,
resold to the highest bidder later in the year. In acddition, USDA
purchased 4.0 million tons of wheat and 4.2 million tons of corn from
U.S. elevator operators and farmers. The conmmodities were placed in
CCC stocks, with 4.0 million tons of wheat set aside for use as a food
security wheat reserve.

2. Raised wheat loan rates from $2.35 per bushel to $2.50 per bushel,
loan rates for corn f£rom $2.00 to $2.10 per bushel, and loan rates for
other feed grains by a comparable amount.

3. Provided additional incentives for farmers to participate in the
farmer-owned reserve. These incentives included higher release and
call prices for corn and wheat, wider bands between release and call
level prices, a waiver of the first year's interest costs for
additional quantities of corn moving into the reserve, and an increase
in reserve storage payments for all grains, The incentives resulted in
movement of an additional 7.2 million tons of corn and 1.4 million tons
of wheat into the reserve.

Impact of Embargo

In general, most analysts agree that the export restrictions did mot
have as great an impact on the Soviet Union as had been originally
anticipated. Exporter cooperation did not occur to the extent needed to
enforce the embargo, thus the Soviets were able to replace suspended U.S.
shipments with grain from other suppliers. In addition, the Soviets increased
purchases of non-traditicnal imports such as wheat flour, rice, tapioca, and
soybean meal. Despite their success in securing alternative supplies, the
Soviets were often forced to pay a significant premium for and higher
transportation costs on shipments from other exporters.

The enbargo also had relatively little effect on the aggregate U.S.
farm sector in the short-run as the policy measures implemented to offset the
export restrictions were largely successful. Nevertheless, same farmers
suffered a substantial loss of income due to the embargo. A number of farmers
wvere forced to sell their crops to meet tinanciai comnitments during the
period immediately following the embargo. Prices declined sharply during this
period and the revenues and incomes of these farmers were significantly

v
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reduced by the depressed prices. The income loss by farmers would have been
greater and more widespread if U.S. Government efforts had not been made to
support prices and remove cammodities from the marketplace.

over the longer term, the embargo appears to have had greater negative
impact on U.S. agriculture. U.S. agricultural exports and the U.S. market
position in grains and other commodities have weakened since 1981. This
decline in U.S. exports and market position are attributable to various
factors, some of which are more related to the embargo than others. This
includes unfavorable world economic conditions, a strong dollar, increased
subsidization of exports by competitors, and U.S. agricultural policies which
have limited U.S. price competitiveness. Also, the 1980 embargo appears to
have played a role in the deterioration of U.S. trade as U.S. access to an
irreqularly expanding Soviet market was reduced by the sales restrictions.
Lower exports to the Soviets have forced the U.S. to sell more grain to other
buyers, many of which have cut imports in recent years due to financial
difficulties and poor economic growth. In addition, the embargo again raised
questions regarding the reliability of the U.S. as a suppiier. These concerns
encouraged competitors to increase production for the Soviet market and
strengthened the resolve of importers to diversify supply sources and domestic
production.

Perhaps most importantly, the embargo contributed to increases in U.S.
lcan rates which occurred in 1980 and 1981. The higher support prices in the
1980's have limited U.S. price campetitiveness and provided an additional,
economic incentive for other exporters to increase production.

The impact of the embargo and its accampanying policy measures are
exﬁinﬁ in greater depth below. Analysis has indicated that the actions:

1. Denied the Soviets access to nearly 14 million tons of U.S. corn
and wheat and more than 1 million tons of soybeans and products.
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2. Resulted in smaller commodity imports than the Soviets
anticipated. With the announcement of the sales suspension, the
Soviets attempted to fill their import needs with shipments from
altarnative suppliers. The Soviets were ultimately successful in
covering much of their import requirements, but purchases were

6-7 million tons of grain and 530,000 tons of soybeans and products
less than if U.S. shipfents had been completed. The smaller supplies
forced the Soviets to reduce slaughterweights and draw down grain
stocks. In addition, minimal increases in cattle and poultry
inventories were realized and hog numbers were reduced. Supplies of
meat and milk were limited despite Soviet promises to consumers to
expand the availability of these items and per capita consumption was
down

3. Reduced U.S. exports. Although the total volume of U.S.
commodities shipped overseas increased in 1979/80, it is estimated that
an additional .1 million metric tons of wheat, 4-5 million tons of corn,
425,000 tons of soybeans, and 65,000 tons of poultry would have been
exported in 1979/80 without the embargo. The lower exports reduced
U.S. foreign exchange earnings by approximately $1 billion dollars.

4. Depressed commodity prices for several weeks, but had little impact
beyond that point. Cash prices for wheat, corn and soybeans declined
immediately following the sales suspension. The price of hard winter
wheat in Kansas City fell from $4.40/bushel on January 3 to
:4.01/bushel on January 10; #2 yellow corn in Chicago fell fram

2.63/bushel to $2.30/bushel on January 1l. Prices then stabilized and
turned upward. The Kansas City cash price of wheat increased to
$4.40/bushel on FPebruary 4 and the Chicago corn cash price strengthened
to $2.68/bushel on February 5. Overall, it was estimated that the
embargo and its accompanying policy measures had little to as much as a
positive 5-10¢/bushel impact on wheat and a 0-5¢/bushel impact on corn
prices in 1979/80 as the offsetting U.§. Government actions yemoved at
least as much of the commodities fram the marketplace as would have
been exported. Weaknesses in these prices later in the year were
attributed largely to the prospects of good 1980/8l1 crops.

5. Increased soybean stocks. The establishment of the wheat reserve,
movement of more corn into the farmer reserve, and. government wheat and
corn purchases removed affected supplies of these cammodities from the
marketplace, relieving downward pressure on prices. No such measures
were taken for soybeans, resulting in 425,000 additional tons of
soybeans that had to be absorbed by the domestic market. Consequently,
soybean carryover was increased and market prices were 5-10¢/bushel
lower than if the embargo had not been imposed.

6. Bad little impact on immediate farm income. The total effect of
the policy actions on farmers' gross receipts in 1979/80 was estimated
at a slight reduction to as much as a one-half billion dollar increase
in revenues. The impact on farm income was estimated at a fractional
decrease to a saall increase.
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7. Increased government program costs. The cost of the measures to
offset the embargo impact were estimated at abeut $2.2 billien. Nearly
$500 million of these expenditures were associated with the purchases
and retendering of sales contracts from exporters. An additional

$1 billion was spent for direct purchases of grain and $700 million of
expenditures were incurred in moving additional commodities into-the
grain reserve. A good share of the latter $1.7 billion in expenses had
been or will be recouped upon resale of the commodities.

8. Reduced the U.S. share of the Soviet market. Prior to the embargo,
the U.S. enjoyed a strong position in the Soviet market. In 1978/79,
the U.S. supplied 57 percent of the wheat and 83 percent of the coarse
grains imported by the Soviets. In calendar year 1979, the U.S. market
position in the Soviet market for soybeans and products was a strong 99
percent. The U.S. market position had deteriorated to 20 percent in
1982/83 for wheat and coarse grains and to 14 percent for soybeans and
products in 1983. Of particular significance is the inability of the
U.S. to penetrate the growing Soviet soybean meal market due to
lingering effects of the embargo. The U.S. share of this market, which
from about 50,000 tons in 1978/79 to 2.7 million tons in
1892/83, is zero. sSoviet officials have stated repeatedly that because -
of the unreliability of the U.S., they will enter the U.S. meal market
only as a last resort.
9. Encouraged other exporters to increase production and exports.
Despite continued increases in U.S. exports between 1978/79 and
1982/83, the U.S. share of the world wheat market declined fram 45
percent to 41 percent, coarse grains market fell from 65 percent to 59
percent, and soybeans and products market weakened from 63 percent to
58 percent.

POSITION OF REAGAN ADMINISTRATION
The experience with embargoes and other export restrictions in the past
decade has led the Reagan Administration to conclude that such measures are
largely ineffective and damaging to the U.S. farm sector. As a result, the
Administration strongly opposes the use of embargoes and has stated:

1. No restrictions will be imposed on future exports of farm products
because of rising domestic prices.
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2. Parm exports will not be used as an instrument of foreign policy
except in extreme situations and as part of a broader embargo.

3. World markets must be freed of trade barriers and unfair trade

practices. .

The Administration has also attempted to re—establish the "reliatle
supplier® image of the United States. Two priorities of the Administration
upon assuming office were to remove the 1980 embargo and to sign a new sales
agreement with the Soviet Union. The first task was accomplished in April
1981 and a new U.S. Soviet Agreement was negotiated in July 1983. The new
agreement requires the Soviets to purchase annually a minimum of 9 million
metric tons grain and an additional 3 million tons may be obtained without
approval of the U.S. Govermment. The Soviets may also substitute 500,000 tons
of soybeans and products for 1 million metric tons of corn and wheat in
accordance with the terms of the new agreement.

Two pieces of legislation have been passed under this Administration in
an atténpt to limit the future use of embargoes. An embargo protection clause
was added to the Pood and Agriculture Act of 198l. The clause requires the
Department of Agriculture to make payments to producers or to increase loan
rates if exports are restricted for national security er foreign policy
puxposesmdasimimbmisnotplacedontheexportofulu.s. goods. In
January 1983, an export sanctity clause was also added to the Mgricultural Act
of 1970. This provision prevents the invalidation of sales contracts which
were entered into prior to an embargo anncuncement and requires delivery of
the commodities covered by the sales agreement within 270 days of the embargo
imposition date.
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CONCLUSIONS

The United States has restricted exports of agricultural commodities
several times in the past ten years. These restrictions have been imposed in
an environment where exports are critical to the viability of the U.S.
agricultural sector. The restrictions reduced U.S. farm prices, incomes, and
shipments to foreign buyers in the short-run. Although same portion of the
recent decline in U.S. agricultural exports and market position is likely to
have occurred despite the actions, the restrictions on exports contributed to
increased production by competitors over the longer-term. In addition; the
®unreliable supplier® image of the United States which has emerged as a result
of the export controls has encouraged buyers to attempt to increase
self-sufficiency and diversify their sources of supply. A significant result
of the 1980 embargo was the policy actions which were taken to offset the
embargo. Higher commodity loan rates in the 1980's in reaction to the embarge
as well as anticipated increases in inflation have hindered U.s.
competitiveness and provided an econamic incentive for competitors to increase
output. ‘

The Reagan Administration strongly opposes the use of embargoes and
other export restrictions. These restrictions are viewed as ineffective and
damaging to the U.S. farm sector. As a result, the Administration removed the
1980 embargo on sales to the Soviet Union soon after assuming office.
Furthermore, steps were taken to re-establish the reliable supplier image of
the United States including negotiation of a new grain agreement with the
 Soviets and additions of embargo protection and export sanctity clauses to
agricultural legislation.
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Representative OBEY. Please proceed, Mr. Luchterhand.

STATEMENT OF BRYCE LUCHTERHAND, DAIRY FARMER,
UNITY, WI

Mr. LUCHTERHAND. My testimony is going to be divided in one
category: big trouble down on the farm.

A couple of weeks ago, the vice president of the Chase Manhat-
tan Bank came out to Madison. He was good enough to tell us that
there is going to be a recession in 1986. The country is going to just
slide into it. It won’t be sudden. We are just going to slide.

That was a terribly poor statement to make out in America’s
dairyland. We entered the recession in 1980 and 1981. Right now in
rural Wisconsin we are in the throes of a very deep depression, and
it is getting worse.

I am a 37-year-old dairy farmer. I run 359 acres, milk 40 cows,
have about 115 head, including steers and young stock, replace-
ment stock. It has been in my family since 1900.

The Luchterhands have seen hard times and we have seen less
hard times. In 86 years we have never seen good times.

In 1980, we were being paid $13.20 for 100 pounds of milk. This
last August 1985, the Minnesota/Wisconsin series price was $11.08
a hundred. In 1978, steers sold for 60 to 65 cents. One of the gentle-
men before me said that he thought there had been a 20-percent
cut in the price of beef. Baloney. There has been a 35- to 40-percent
cut in the price of beef. It is down to 41 cents right now, and I am
going to tell you that I have to have $500 a steer if I am going to
break even on an 1,100- and 1,200-pound animal.

Cows were selling for 41 cents in 1978. They are down to 29 cents
now. A new tractor that I purchased in 1979 cost me $10,000. I
went shopping for one last year and that same tractor, if I was
going to replace it with an identical tractor, cost me $20,000. I
bought a used one, 15 years old, for $1,900.

My utility costs—when I say “mine,” I mean every farmer—my
fertilizer, my insurance, my taxes, net expenses, repair parts are
all up, some of them very dramatically. :

The income and the expense disparity increases daily. We don’t
get any inflation indexing out there in the farm unless it is to
knock us down. We certainly never get anything to push us up.

In 1984, we lost 40,000 farms in this Nation. We lost 2,000 of
them in the State of Wisconsin. Something that you have to under-
stand, that everybody on your committee I hope would understand,
that when a farmer makes money, he doesn’t put it in the bank.
He spends it.

Farming is too darn tough to be putting money in the bank.
There are too many things to buy. When he buys things, that
dollar turns over and you make jobs for people to buy houses, and
refrigerators, and stoves.

I want to tell you a little bit about how this ripple effect goes out
in the country.

A neighboring county of mine has roughly 1,200 farms in it; 175
of them are borrowers of the FmHA. One-third of those are delin-
quent and one-half of those delinquencies are expected to go bank-
rupt.



212

Property tax delinquency in Clark County—that is my county
back in Wisconsin—increased by 34 percent in 1985. I want to show
you something.

This is a page in one of our weekly newspapers. Let me open that
up. This is another half page of that paper. Those little single-
spaced lines are names of people that tax action can be taken
against. It was published in March, and as of October 1 tax action
could—tax lien action by the county can be taken on them.

These are proud people. They don’t take pride in having their
names mentioned in the local paper that they are in debt for 3 and
4 years on their taxes.

Local officials in the four surrounding townships around me—a
township is 36 square miles, so I am talking about a 144-square-
mile area—local officials in those areas listed off the new improve-
ments that have been made in the last year.

That included seven sheds, two new silos, and one new mobile
home. At least two of those areas saw 50 improvements, 50 im-
provements a piece in 1978. Over 30 businesses, including €0-0ps
and tractor businesses, farm retail shops, clothing stores, any kind
of business that you can think of out there have gone busted in the
last 2 years in Clark County alone.

One local implement dealer that I talked to sold 50 new tractors
in 1978. He sold 15 in 1984. He happens to handle the New Holland
line of machinery, of implements. That is down 50 percent since
1978. He lost three neighboring competitors.

He doesn’t feel glad about that—three neighboring competitors,
and stretch that.across the country.

The use of lime—this is even more significant because it dictates
what is going to happen in the future. The use of lime in my part
of the area has been reduced by one-half, by 50 percent.

Lime is essential if you are going to get crops in the future.
Farmers are sacrificing what they put on the land. They are sacri-
ficing the land for now without being able to expect what they can
do with it in the future. It is going to catch up with them.

Governor Janklow had it right. One day they are going to wake
up, and they are not going to have a crop. Then the surplus will be
over.

Lending institutions that I talked to before I came here are hesi-
tant to talk to you. And that tells me they are in trouble but they
won’t admit it. They simply say that 5 percent of their agricultural
portfolios, or 5 percent of their portfolios, of which varying num-
bers of them are agriculture, whether it is 35 or 65 percent, but 5
percent almost right down the line of the agriculture lending insti-
tutions that I talked to—these are local banks—said: “We have
about 5 percent in trouble;” 5 percent in trouble.

“Well, how many do you expect to be in trouble by the end of the
year?” I said.

“Another 2 to 4 percent.”

“Well, how many can you expect, what percent of your portfolio
can you have in trouble before you are in trouble?” “Ten percent”
is the answer.

They expect themselves—they didn’t say that in so many words,
but they expect themselves to be in serious trouble inside of 1 year.
What happens when these local banks that are supposed to be
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guaranteed by the FDIC start going busted even more quickly than
they are now?

In the best of times, farmers have stresses unlike those of any
giher workers in the country. But things aren’t what they should

Farmers are cutting back on pleasure. More than one spouse,
sometimes both of them, are going off the job to look for work. Kids
can’t be sent to school. They can’t go to college because they are
needed at home on the farm.

Farmers can’t buy health insurance any more. When they cancel
their health insurance, they are not qualified to go on medical as-
sistance, so they do without.

What do these people feel? What is the tremendous cost to them?
It can’t be measured in dollars.

I challenge any member of your committee, which not many are
present right now—I wish they were—or any member of the
Reagan administration to demonstrate to me a more beneficial ex-
penditure of money than a properly administered base support
price for farm commodities.

The diversion program paid people not to produce. Farm produc-
tion is wealth, and the only thing that is more foolish than paying
peo;ilelz1 not to produce wealth is to punish them for producing
wealth.

That is what is happening today. We are destroying the family
farm. And many of them are my friends and neighbors. When we
destroy the family farm, it is going to be the end of cheap food.

This is a great and a strong Nation. Farmers are doing their
part. They have done their part. No nation should punish its work-
ers for being the best in the world. Thank you.

Representative OBey. Thank you, Mr. Luchterhand.

Next, Mr. Tubbs. '

STATEMENT OF ALAN TUBBS, PRESIDENT, FIRST CENTRAL
STATE BANK, DeWITT, IA, ON BEHALF OF THE AMERICAN
BANKERS ASSOCIATION

Mr. Tusss. Thank you, Mr. Chairman. I am aware that some of
those who I am very close to may choose to leave agriculture this
year. I have to conclude that economic problems of a size not seen
by generations of Americans are wrenching farm life and rural
communities across our country.

Evidence is mounting that fear and despair are spreading among
hundreds of thousands of farmers. I think we could see that in the
face and voice of Mr. Luchterhand.

There are something over 2 million farms in our country. By
U.S. statistics, 680,000 of those farms are family farms, those pro-
ducing between $50,000 and $500,000 of farm products per year.

Over one-third of these producers are in serious trouble by
almost any statistics that we might look at.

The problems of these farmers alone is a grave matter, but the
ripple effects on nonfarm businesses and rural communities is be-
coming abundantly clear.

Mr. Chairman, I want to illustrate that with a few brief points
from my own community of DeWitt, IA. We are a community of
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about 4,500 people dependent upon agriculture and agriculture re-
lated industries.

The farm base is being eroded by the lack of profitability in agri-
culture and is evidenced by the loss of two out of three combination
grain dealers and farm supply stores. Our community has lost four
out of six farm equipment dealerships. We have lost two out of four
new car dealerships. We have lost numerous retail stores and as
those are closed, the loss is reflected in retail sales. Fourth quarter
retail sales in Iowa in 1982 amounted to $7.9 million. By 1983 it
was down to $7.7 million. And fourth quarter retail sales for 1984
were $7 million.

Additional loss of employment is evidenced by the loss of two out
of three manufacturing plants, costing our community 250 jobs. We
have lost a district office of the Omaha Farm Credit Bank. With
the decline of employment from that loss, we are presently witness-
ing a substantial cutback in the employment of the community’s
only white-collar employer, Iowa Mutual Insurance Co.

Our industrial base is largely agricultural in nature and thou-
sands of jobs have been lost in surrounding communities as a result
of agricultural cutbacks.

It is reflected in school enrollments. School enrollments are down
from 1,913 in 1980 to 1,673 in 1985. This past year school enroll-
ment is down 51 students costing a budget loss of $127,000 which
must be made up in increased property taxes.

It also is reflected in an attitude by the citizens to vote down any
improvement bonding that might occur for the improvements to
the school district facilities.

In terms of residential real estate, I checked with our DeWitt
multiple listing. We found that in the first 6 months there were
132 listings on the DeWitt multiple. There were 17 sales. We have
approximately 10 new housing developments in the area. There
were two new homes built in 1984.

We have a referral center which is a community project, and
they report a doubling of requests from families needing assistance.
The loss of confidence in rural communities is reflected by First
Bank Systems of Minnesota’s decision to sell 28 of its smallest
banks located in rural communities.

Finally, our whole city area is dependent on agriculture related
industries: John Deere, International Harvester, Caterpillar, Case,
and support industries to those major manufacturers.

The Quad Cities metropolitan area has lost 22,600 jobs since
August 1979 and they have experienced double-digit unemployment
in 42 out of the last 43 months.

I think a national signal of the intense problems in agriculture is
the critical problem facing the Farm Credit System. The Coopera-
tive Farm Credit System, through its production credit associations
and Federal land banks, became a. very aggressive lender in the.
1970’s. Now, due to low income and asset devaluation in agricul-
ture, the net income of the farm credit banks has declined in the
last 2 years. The Farm Credit Administration report shows that 11
(1)$f) 8t§xe 37 banks had more problem loans than capital on July 30,
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It is not surprising that the major problems rest in the Omaha
and Spokane districts with nonperforming loan to capital ratios of
637 percent and 571 percent, respectively.

The Farm Credit System problem is a problem of national signifi-
cance. They hold 78 billion dollars’ worth of outstanding farm debt.
They owe $73 billion in agency-bonded indebtedness. It is impor-
tant that that system survive. It is important to the Nation and im-
portant to agriculture, and it will likely require some Federal as-
sistance.

A major concern that all lenders in the Omaha district have is
the domino impact of rapid liquidation procedures of Farm Credit
System loans as may be required under the loss-sharing provisions
within the system. These liquidation standards, as well as arm’s-
length regulation of the system, should be addressed in whatever
assistance packages come forth.

Because real estate constitutes 75 percent of total assets, changes
in the value of farmland will dominate all changes on the asset
side of the farm balance sheet. Farm sector assets have been de-
creasing since January 1981.

Most recent USDA figures show that Iowa farmland values have
declined 49 percent since 1981. A part of the problem of assessing
this is getting adequate and current information.

Let me bring you up to date. It is common today to experience
real estate value declines of 60 to 70 percent from peak values, and
in my estimation this would translate into a capital loss in Iowa of
$50 to $60 billion and nationally of over $1 trillion.

We have, in the process, current information on loan delinquen-
cies and problem loans in a survey that the ABA is now tabulating.
We can make that survey available at a later time.

Obviously, banks are having problems with dealing with this
kind of agriculture. The problem in farm lending at banks is not
prevalent all across the country. It depends upon regions, it de-
pends on crops, and it varies from State to State. The worst hit
banks are in the Midwest, principally Iowa and Nebraska. If we
look at the number of problem banks, we find that we have had a
tremendous increase in the number of problem banks, and the per-
centage of those banks that are agriculture banks has increased
also. Just last week it was announced that the FDIC list includes
1,032 problem banks up from 828 last year with the expectation
that that number could reach 1,300 by yearend. That is 10 percent
of our Nation’s banks.

I know one thing: That is, that life is too short to be in constant
conflict with good people with whom I live, with whom I go to
church and with whom my children attend school.

Many bankers, I think, are feeling the same way and they would
escape if they possibly could. I think that what we are beginning to
see on the horizon is a loss of hope and despair in rural areas. That
is what is happening today. Thank you for the opportunity to dis-
cuss these issues with you.

Representative OBey. Thank you, Mr. Tubbs.

[The prepared statement of Mr. Tubbs follows:]
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PREPARED STATEMENT OF ALAN TuUBBS

Mr. Chairman and mambers of the Cammittee, 1 am Alan Tubbs, President,
First Central State Bank, DeWitt, Jowa. Ilun representing the American
Bankers Association, and 1 am currently Chairman of the Executive Committee
of the Agricultural Bankers Division of the American Bankers Association.

The performance of the farm econamy impacts more banks than many
people realize. There are same 5,000 to 7,00 out of the 14,500 plus
cammercial banks that qualify as agricultural banks. The agricultural
econamy contributes over one-fifth of the U.S. Gross National Product
considering both the direct and indirect impact of the industry. In many
cannunitieﬁ, the farm dollar is the first dollar of incame to begin through
the econamic cycle vhich multiplies the incame several times over.
MAgriculture is a2 significant creator of new real wealth year after year, and
it is a major contributor to our national balance of trade.

It is not unusual to hear about famm problems., In most cases, these
problems are corrected by nommal econamic cycles in the famm econamy which
cause the industry to rebound and recover. However, this time we have same
structural changes occurring within the agricultural industry that nommal
econamic cycles will not correct without massive social and econamic
dislocation. These problems threaten the existence of a significant
percentage of famms and an unknown, but growing nmzbgi of agricultural -
related banks and businesses. -

Econamic problems of a size not seen by generations of Mmericans are
wrenching farmm life and rural camunities across the country's principal
food-producing regions. BEvidence is mounting that fear and despair are
. spreading among hurdreds of thousands of fammers who ;re looking at
millions of acres of famms either already lost or likely to f£all into the

hands of creditors soon. They are among the nation's 2.37 million famers
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who are struggling to pey interest on total liabilities that have soared 63%
since 1979 from $132 billijon to $215 billion. The interest now totals more
than $21 billion a year, and total farm incame averaged only §23 billion a
year in the past two years. In addition to from new economic data, signs of .
the severity of the problem have been evident over the last few months in
visits and telephone interviews with fammers, bankers, and rural merchants.

Mr. Chaimman, I want to illustrate this point briefly with examples
from my camunity, DeWitt, lowa. The deteriorating situation is spreading
ripples through our local econamy. In DeWitt we have:

- Lost 2 out of 3 famm supply grain dealers

- Lost 4 out of €6 famm equipment dealerships

- Lost 2 of 4 new car dealerships

~ Lost 2 of 3 manufacturing plants for a total of 250 jobs

~ Lost Numerous retail stores

-~ DeWitt lost a main office of Farm Credit System (PCA & FIB). It
will not be a branch with a reduction in employees fram 60 to 15.

~ None of these industries or jobs have been replaced.

- In these small camunities, if banks close they are not replaced.

- And finally, the vhole Quad Cities area relies on agriculture
related industries: John Deere, International Harvester,
Caterpillar & Case. I believe that these industries have lost
about 60,000 jobs.

BACKGROUND
Agricultural problems have been building for 15 - 20 years, especially
when inflation was high and interest rates were low which led to a strategy
of "borrow and buy". The dollar was valued at a low level relative to other
currencies, contributing to export expansion and good markets. land was the
asset to own and more and more land was brought into proaduction as cash flow

needs arose. These artificially prosperous times were analogous to
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international lending conditions to the extent that excessive lending was
done based on prosperous econamies and unsustainable low interest -tates. In
addition, the Cooperative FParm Credit System, through its Praduction Credit
Associations and Federal Land Banks, became a very aggressive lender, basing
its performance on volume of loans outstanding. The Pamm Credit Banks lend
directly to individuals and businesses as well as to farm associations and
cooperatives. The latter groups, in turn, either lend to agricultural and

aguatic producers or provide services to the agricultural sector.

Balance Sheet of the Parm Credit Banks (S in M)

Year End 1984

Assets -
Loans made Total Assets, Liabilities
to private Other or total liabilities Credit Other
lenders. Assets plus equity Mkt Debt Liabilities Buity
77,089.01  7,742.5 84,831.5 72,936.3 2,652.9 9,242.3

1 This amomnt includes loans made directly to individusls and
businesse;.

Source: FRB D.:']uetin, June 1985

However, the net incame of the Famm Credit Banks has receded same in
the last two years. Because these banks are owned by famm cooperatives, the
only purpose of p:ofxfts is to add to capital as total‘assets increase so as
to maintain the same relative cushion for potential loan losses. With asset
growth flat, the Farm Credit Banks could reduce Aeamings. ‘Their borrowers,
many of them undergoing financial strain, consequently received same
interest rate relief. Increases in loan losses and in non-per forming loans,
however, also reduced profitability and limited the extent of interest rate

relief.
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Ratio of Net Incame to Averaye Assets

Farm Credit
Year Banks
1978 .78
79 .50
80 43
3! ' .45
82 .60
83 .80
84 .96

Source: Federal Reserve Bank Bulletin, June 1985

A Fam Credit Administration report showed that 11 of the huge credit
system's 37 main banks had more problem loans than capital on June 30, a
warning signal of the banks' inability to absorb future loan losses. HNot
surprisingly the system banks shown as in the worst trouwble are the )
intemaiiate; credit banks in Ona"na, Nebraska and Spokane, Washington, with
nonperfoming loan-to-capital ratios of €37t and 571%, respectively. Among
all 37 banks, the ratios of total loans to capital was 104%, an indication
of the growing concern about the system's financial viability-. .

¥hen the strategy of "borrow and buy” got individuals into financial
difficulty, further inflation, price support programs by the Federal
Govermment, or Pammer Hame Administration credit was there to save the day.
In fact, up to 1980, few fammers failed because there were so many safety
nets in place.

In the late 1970's, the econamic rules changed. First, there wes a

grain embargo, hampering the United States' reputation as a reliable
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supplier of agricultural camodities to the rest of the world. Second,
there was 3 basic change in Pederal Reserve policy resulting in limited
monetary growth and more volatile interest rates. Consequently, there was a
group of less efficient and/or overleveraged farmers whose operations worked
well with high inflation and low real interest rates, but who could not
withstand deflation, declining land values, continued high input costs, and
' historically high real interest rates. (Table 1)

A second, but still significant result is the depressed level of
econamic activity in gmall town businesses in agricultural areas. In same
ways, small business owners have less staying power than fammers because
they may have less capital and solving their problems can be tougher. For
exanple, while a fammer may be able to come back fram a difficult period by
planting a small amount more, it is hard for a banker to advise a merchant
' to increase sales. '

In summary, it can be said that past abrupt changes in monetary policy,
and to a much greater extent, irresponsible fiscal policy, have had a much
greater impact on agriculture than any farmm policy during that time. This
is true when you consider the impact on agriculture of the rapid chargés
fram inflation to deflation, negative real interest rates to historically
high real interest rates, overproduction base3 on record exports (a low

valued dollar) to a curtailment of exports (high valued dollar).

The Current Situation in Agriculture

Let me analyze the current agricultural situation fram 4 vantage
points: famn assets, borrowing capacity, cash flows and agricultural

exports.,
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Farm Assets

Because real estate constitutes about 75 percent of total assets,
changes in the value of fapnland daminate all other changes on the asset
side of the balance sheet. Famm sector assets have been decreasing since
Janvary 1981, and financial stress in the agricultural sector is at its
greatest level since before World Wer II. This point wes confimmed by
recent figures released by the U.S.D.A. stating that farm values declined by
an alarming 12 percent in 1984, the greatest decline since the Great
Depression., For example, lan3 in central Illinois that sold for $4,000 an
acre in 1981 is difficult to sell at $2,500 per acre today. The average
reduction in the price of famm land in the Midwest has been 30-40 percent

during the past three to four years.

Borrowing Capacity

During the early 1980s, fammers' borrowing capacity diminished as a
result of the declines in farmland values, high interest rates, and low real
farm incame., Even though the cost of funds has gone up, ample funds are
available to credit-worthy farmers. However, once again, famland values
have made it more difficult, if not impossible, for highly leveraged fammers
to obtain loans. As these fammers find it more difficult to finance their
activities, they will be forced to liquidate part or all of their assets
just to survive. This will inevitably force a re-allocation of assets that
will continue to erode asset values.

Although thousands of farmers and farmm-related businesses have gone
bankrupt, and the nation's farm econamy remains under heavy stress,
irﬁiéations are that more farmers than expected have been able to d:taiﬁ

credit.

58-046 O - 86 - 8
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Cash Flows

A As the cost/price situation intensifies and the leverage ratio
dramatically increases, famm operators are facing more severe cash flow
problems, Fram my perspective, those efficient and productive famers who
are cash flowing at 110 percent are presently my quality borrowers, and 1
will continue to loan them operating and other necessary capital without
goverrment assistance.

Agricul tural Exports

Since 1980 and 1981, when U.S. agricultural exports peaked in volume
and valuve, U.S. agricultural exports as a percent of total U.S. exports have
declined. To put this in context, in 1973, agricultural exports accounted
for 25 percent of total U.S. exports, whereas in 1983 agricultural exports
totaled only 18 percent of our total exports. U.S. agricultural exports
fell 17¢, from $43.3 billion to $36.1 billion between 1981 and 1983; ower
the same period, total U.S. exports dropped 14%, from $229 billion to $196
.billion. Among major U.S. export cammodities, wheat (down 21%), rice, (down
39%), feed grains (down 23%), cotton (down 20%), and vegetable oils
(down 18%) fell by greater percentages than did all agricultural exports,
vhile oil/seeds (down 7%), tobacco (down 4%), and meat (down 8%) fell at
lesser rates. Several factors, namely the strength of the U.S. dollar,
foreign debt burdens and the underlying declines in incames of developing
countries, e;(cellent weather conditions, and a worldwide recession, have

contributed to markedly reduced agricultural exports.

Current Condition of Rural Banks

The low crop prices and falling land values that have made life

miserable for many U.S. famers for same time now are causing problems for
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the nation's famm lenders as well. Fammers owe public and private lenders
about $200 billion. (Table 2) Of the 79 U.S. banks that failed last year,
25 were agricultural lenders. The effort to ‘firrs a solution to the
agricultural credit problem will touch Americans who never get closer to a
famm than opening a package of Wonder Bread.

But not all fam~lending banks are in trouble. It varies fram region
to region, crop to crop, state to state. The worst-hit banks are in the
Midwest - Iowa and Nebraska especially., That is the heart of the fam and
farm-lending crises. There are also sane problems at banks in the Southeast
where same loans to tobacco growers are performming poorly. In California,
agriculture loans are suffering fram sluggish cotton and citrus exports.
ILoans to California vineyards have been affected, too, due to an influx of
French wine brought on by the strong dollar. And. a nuwber of regional banks
in Texas and G&l;hana have had farm-loan problems added to poor energy and
real-estate loans.

Let me also analyze the current condition of agricultural banking fram -
4 vantage points: delinguent loans, loan losses, problem banks and U.S.
bank iLiluzes.

Del inquent Loans

" Data as of December 31, 1984 indicate that agricultural banks, defined
as those banks thh agricultural credits camprising 25:petcent or more of
total loans of the bank.-and less than $500 million m assets, had a larger
percentage of their loans delinguent as opposed to other small banks. This
was not true three years ago prior to the agricultural crisis when loan

delinguencies at agricultural banks were lower than at other amall banks.
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Delinquent loans
As a Percent of Total Loans

December 31
182 1%83 oM
Agricultural Banks ' 4.9 5.2 6.2
Banks with Total Assets under
§500 Million
Famn Loans As
a8 Percent of Total Loans:
1 to 4% 4.9 4.6 4.7
45 to 49% 4.8 5.0 6.5
70 to 74% 3.5 4.2 6.3

Source: Board of Governors of the Federal Reserve System.

Loan Losses
The relative losses (net charge-offs) and prévision for possible loan
losses rose at agricultural banks during 1984, reaching levels that
significantiy exceeded loss rates at other small banks. The loan loss
experience at agricultural banks was 1.22 percent of total loans. 'Ih;s
figure exceeded the loan loss experience at other amall banks by more than
half a percent.
Problem Banks ' ' s
The number of problem banks reported by the FDIC have increased over
the 1ast decade. But the significant increase in the number of problem

banks has occurred during the last three years, as shown below.
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Nanber of Problem Banks

1970 1974 1978 1982 1983 1984
252 183 342 369 642 828

U.S. Bank Failures

Until recently, agricultural banks were under-represented among
failing banks. For example, out of the 10 bank failures in 1981, only one
was an agricultural bank. However, out of the 79 bank failures that
occurred in 1984, 32 were agricultural banks. As shown, below, the number
of bank failures closely parallels the rapidly increasing number of problem
banks among agricultural banks since 1983.

Agricultural Bank Failwres

Agricultural
As a Precentage of
Year Total Agricultural Total -
1981 7 1 4
1982 35 11 31
1983 45 7 | 16
1984 78 " 32 41
1985 (August) . 68 36 53

Source: Board of Governors of the Federal Reserve sy#ten,
FDIC

As the number of problem and failed banks continues to increase,
confidence in the nation's banking system is eroded. Not surprisingly, the

bulk of today's troubled banks have a high percentage of agricultural loans.
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Ptoesed' Changes
In attempting to suggest methods of easing the impact of current

agricultural problems on banks with 2 high percentage of agricultural loans,
our Association has, for the past three years, conducted regular meetings
with the chief supervisory personnel of the federal banking agencies. The
focus of these meetings has been on the need for understanding on the part
of bank examiners when examining agricultural banks and agricultural
borrowers. Although our Association would not suggest and could not support
any generalized moratorium on bank closings, we do believe that, given time,
many banks will be able to manage their way out of the current difficulties.
Meanvhile, we think there are a few areas in which improvements should be
made.

Farmer Home Administration

In 1984, when farm balance sheets were not much better than in 1985,
the PmHA reported that 6,713 of its borrowers left farming because of
financial stress. Since BuHA makes loans to the shakiest farm enterprises -
- those which cannot obtain credit elsewhere -— this number should be aai
substantial fraction of all famm failures. MNonetheless, the decline in land
prices since 1981, the declining real cawncdity prices, and the high real
interest rates are undoubtedly placing many farm operators in a real
financial squeeze even if they do ultimately survive 'in faming.

The operation of the Famers Home Administration (EmHA) must be
examined in relation to the whole structure of this country's financial
institutions and the credit needs of the agricuitural sector of the econamy.
puring consideration of the 1985 Farm Bill, the ABA recamends that the

credit programs administered by the EmHA be restructured.
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Any federal credit activity involves a subsidy and the costs of
subsidies are borne by the taxpayer.

The insured loan program of BnHA is much more dependent on govermment
funding and camands more of a subsidy than does the guaranteed loan program
vhere the loans are provided by private lenders. We believe more of each
year's appropriations should be use3 for loan guarantees in lieu of direct
lending by BmHA.

Three major issves need to be resolved in the guaranteed program: the
timely processing of guarantee loans, the consistent application of PmHA
regulatjons at the state and local county levels, and a camnitment by FnHA
to honor the guarantee in the event of default. Let me highlight in more
detail the issue of confidence in the EnHA guarantee.

In order to remove the lack of confidence in the PmHA guarantee in the
event of default, we believe that procedures must be modified for more
expeditious payment with. fewer camplicating restrictions. The cammon
perception that guarantees through PnHA are not collectible or at best
undesirable due to the required camplete liquidation of assets prior to any
disbursements must be addressed. If the guarantee must be exercised and the
lender has followed prudent lerding practices, then PnHA should reimburse
the lender to the full extent of the guarantee. A procedure for liguidation
similar to that offered under the Small Business Administration guarantee
loan program should be implemented allowing for early disbursements of
guaranteed proceeds based on expected liquidation values.

Congressional attention to the agricultural situation has resulted in
the‘ addition of an interest rate write-down to the FmHA's Debt Adjustment
Program (DAP) and the adoption of provisions that closely follow

recamendations made by the Mgricultural Bankers Division of the ABA., These
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provisions include: reduced cash flow requirements; an extended period of
time over which loans can be restructured; and improved guarantee .
provisions. While these chamges came too late, our Association urged our
members to work with their farmers to restructure these loans.

Other Proposed Changes

Our Association is interested in exploring possible solutions to the
major problem of declining land values. A secondary market for agricultural
loans should be given serious consideration as well. The ABA also
encourages additional emphasis on export incentives for famm camodities

versus the heévy reliance on internal supply controls.

Conclusion

The Mmerican Bankers Association supports the goal of reducing
govermment's role in agriculture. Nevertheless, with today's fragile
agricultural economy, any rapid and major shift to market orientation, or
significant decline in price amd loan support levels could be disastrous,
especially in the central grain producing states. Farmers, agricultural
suppliers, and cteditizs must be given time to adjust to the current
envirorment of deflation of assets, high real interest rates, and the over-
priced dollar.

We believe our proposed changes would help, but the best way to achieve
a sound famm econamy over the long temm is through lower real interest rates
and more realistic international exchange rates. We believe the over-valued
dollar which appreciated by almost 15-20 percent last year amd high real
interest rates, precipitated by huge Federal deficits are the primary
problems. Same agricultural issues will be addressed in the 1985 Pa:;n Bill,

but the most important issues remain with the overall Congressional buiget,
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avthorization and appropriation process urderway. We believe that a
consistently sound monetary policy canbined with an effective
policy for controlling the federal deficit are necessary to stremthen the
agricultural sector.

Thank you for the opportunity to testify before you today. 1 will be

pleased to answer any questions you may have.
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TABLE I
Average Effective Interest Rate on Bank

Non-Real Estate Loans to Farmers

Year All Loans
1979 - Q1 11.0
- Q2 11.2
- 03 11.3
- 04 13.6
1980 - Q1 14.1
- 02 17.4
- 03 13.5
- 04 15.5
1981 - Q1 17.9
- Q2 17.9
- Q3 19.6
- 04 18.8
1982 - Q1 17.7
- Q2 17.8
- 03 16.8
- Q4 14.8
1983 - Q1 13.8
- Q2 13.3
- 03 13.7
- 04 13.6
1984 - Q1 13.5
- 02 14.3
- 03 - 14.5
- 04 14.3
1985 - Q1 13.5
- 02 13.1

Source: Agricultural Finance Deta Book,
Board of Governors of the Fed Reserve
System, July 1985
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TABLE I1

Farm Debt Ootstanding at Reporting Lending Institutions
($ Millions)

(Non-Real Estate Debt)

Cooperative Life Insurance Individuals

Year Banks FCS [ee o] Companies FrmHA & Others Total

1978 24,295 13,352 4,540 — 2,764 11,999 56,950
1979 26,718 14,877 5,666 _— 5,086 14,011 66,358
1980 29,327 ’ 18,053 5,070 _— 7,904 16,278 76,632
1981 29,989 19,749 4,978 -— 10,345 17,367 82,428
1982 31,301 21,268 8,011 —_— 12,718 18,404 91,702
1983 34,341 20,524 15,433 _ 12,988 19,139 102,425
1984 37,100 19,364 10,801 _— ! 12,888 18,566 98,719
1985 * 37,755 10,879 8,892 — 13,775 17,835 96,336

Real Estate Debt
Federal Land Life Insurance Individuals

Year Banks Banks coC Campanies RoHA & Others Total

1978 6,994 19,645 -_— 8,150 3,613 19,556 57,978
1979 7,717 22,677 — 9,698 3,747 21,712 65,551
1980 7,798 27,335 —_— 11,278 | 6,467 25,660 78,538
1981 7,924 33,203 — 11,991 7,021 27,801 87,940
1982 7,610 40,272 _— 12,136 7,965 29,291 97,274
1983 7,673 43,878 —_ 11,898 8,282 29,527 101,258
1984 8,480 44,936 —_— 11,833 8,513 29,847 103,609
1985 * 9,260 45,220 —_ 11,575 9,110 27,510 102,675
* Estimate

Source: Agricultural Finance Databook, Board of Governors of the Federal Reserve System,
July 1985.
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Representative OBey. Mr. Randall, please proceed.

STATEMENT OF DEAN RANDALL, EXECUTIVE DIRECTOR, SOUTH
DAKOTA RETAILERS ASSOCIATION, PIERRE, SD

Mr. RanpaLL. I am pleased to have opportunity to stress the seri-
ous concern of all South Dakotans regarding farm prices. South
Dakota is a small State with a total population of well under 1 mil-
lion people. Farming is vital to the economy, and by now I believe
it is common knowledge that this industry has been changing and
has run into hard times. While employment is only one factor
measuring importance of any industry to a State’s economy, I
would like to cover that area. Farming and two other industries,
retail trade and services have significant importance to the South
Dakota economy. The tremendous importance of these three to em-
ployment in South Dakota has been relatively stable over the past
three decades.

The providence of each industry has been shifting over the past
decade. In 1960, the agriculture industry was South Dakota’s great-
est employer. By the end of the next decade, it was replaced by the
service industries. There was another change during the 1970’s.
The services remained stable but retail surpassed agriculture. So
for whatever reasons, the employment in the agriculture industry
has seen a dramatic reduction.

The services industry picked up much of the slack during the
1960’s; manufacturing was some help in the 1970’s. And it should
also be recognized that unemployment has increased from 4.1 per-
cent of the civilian labor force in 1960 to 5.5 percent today.

With these changes, the magnitude of the importance of agricul-
ture to the State of South Dakota remains a very real and—reality.
The current crisis is having a very negative impact on not only ag-
riculture-related businesses but retailers in general, particularly in
our smaller towns. The most obvious indication has been the de-
clining number of implement dealers remaining in business. The
takeover of International Harvester by Case further decreased the
number of implement dealers in our State.

When farmers lose the necessary borrowing capacity to buy ma-
chinery, the manufacturers suffer sales losses just as retailers do.

One example is Dale Manufacturing, which you are familiar
with, a farm equipment manufacturer located in Madison, SD, my
hometown, a town of around 6,000 people. They started production
in 1973. By 1980, they employed 312 people, the town’s largest em-
ployer. Since 1980, they have steadily laid off people and today are
at a low point of 77 employees. The home plant for DOE manufac-
turing, as you know, is in West Bend, WI, where they at one time
employed over 1,100 people. Today they employ just over 400. The
home plant has been virtually shut down 2% out of the last 5
years. :

The farm crisis in South Dakota has created a dual economy. We
find that the 10 largest towns and cities are mostly holding their
own regarding retail sales, but the smaller towns which are obvi-
ously more dependent on farm trade are suffering sales losses and
are gradually dying out.



233

When a small town loses a business on main street today in
South Dakota, that building remains vacant. It has been reported
that at least 25 percent of South Dakota farmers are in serious fi-
nancial trouble. According to one report, our State will lose one
business.

The forecast that South Dakota will lose 3,000 farmers within
the next year becomes a reality, then we will see 300 other busi-
ness failures, most of which will be retailers and retailers are the
largest employer in the State of South Dakota.

The situation is not uncommon to other areas of the country. Na-
tionally the combined food system, farming plus the farm supply
and food processing and retail industries is one of the largest sec-
tors of our economy.

This is an interdependent system, much of the economic health
of each part is influenced by the performance of the others. When
farmer’s production is significantly reduced, sales of farm supply
industry declines. Exported volumes fall and food manufacturers
and retailers see their businesses as affected. Of course, the con-
sumer ultimately must pay more for foreign products.

Thus our food system must be considered in its entirety when
making food and agriculture policy. Agriculture must be able to
grow and adapt to a competitive environment.

The role of the Government must be to facilitate competition, not
to impede it. Unfortunately, the Government role has not always
worked to this end.

The questions for Government should be to fashion policies creat-
ing an even cry environment in which the food and agriculture
system can compete and flourish, insuring a continuing supply of
food and fiber for the American consumer at affordable prices. A
small proportion of the farms produce the vast majority of the food
and fiber for the Nation’s consumers and for export to foreign mar-
kets. Yet a larger number of small farms remain an integral part
of rural economics and these people are vital to the economy of
South Dakota.

Events of recent years underscore agriculture policy. Real inter-
est rates and exports importantly may determine the economic
health of the farm and food system. As farms have become larger,
more capitalized, specialized, and integrated into the nonfarming
world economy, they are increasingly subject to the same forces
that affect the rest of the economy.

This makes macroeconomic policy a central concern of all ele-
ments in the food and agriculture system. Retailers, farmers, and
ranchers have much in common. When the farmers and ranchers
are prosperous, so are most rural businesses. I would agree with
Mr. Luchterhand that all of us in South Dakota know, when the
farmer makes money, he spends it. In that State we all prosper.

Food retailers depend on the economy of the farmers. When
there is a poor farm economy, it affects everyone that lives in or
near a small rural town.

We retailers have much in common with all segments of our soci-
ety. We must continue to improve the economic climate throughout
our great Nation and provide the basis for a growth in which we
will share in the benefits. We need to work together cooperatively
so that continuing farm stress will not increasingly magnify.
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With that, I am out of time. I-would be happy to respond to some
questions if you desire.

Representative OBey. Thank you, Mr. Randall.

Please proceed, Ms. Testolin.

STATEMENT OF NEDALYN D. TESTOLIN, LIVESTOCK PRODUCER,
CHAIRMAN, PLATTE COUNTY SCHOOL DISTRICT NO. 1, AND EX.
ECUTIVE DIRECTOR, WYOMING RURAL SUPPORT NETWORK

Ms. TesroniN. Thank you. Good morning, Mr. Chairman. I am
pleased to be able to speak to you because it tells me you recognize
the very real and far-reaching social and educational consequences
resulting from the current agricultural economic crisis, conse-
quences that are in addition to the financial plights of the produc-
ers and their lending agencies.

I am a member of a pioneer farming family. We began to work
with livestock in 1880, 10 years before Wyoming achieved state-
hood. We operate a dairy program in southern Wyoming today in
which I am a working participant and manager.

I would support many of the comments made by other people
here at this panel in regard to what is really taking place in agri-
culture today.

I have worked with schools and school boards for 20 years and
serve as director of the Wyoming Rural Support Network. So daily
I first hand see farmer-ranchers going out of business and with
every farmer in serious financial stress goes a main street business.

At least a third of the remaining farmers are in very serious fi-
nancial stress while suicide, divorce, and drug use increase rapidly.
The media report of suicides among financially troubled farmers
but the emotional stress experienced by the children of these trou-
bled agriculture families has been largely overlooked.

Children’s problems have taken a back seat. Faced with foreclo-
sure notices bringing about the loss of three and four generation
family farms and ranches, bankruptcy petitions, and a fractured
family, these children will become the emotionally needy of the
1980’s. Given our necessary time constraints in this hearing, it is
difficult to describe adequately the magnitude of people in anguish
resulting from this financial crush.

These children have been school age, scholarship, and 4-H mem-
bers representing all that is best in the communities. Today we see
something quite different.

Statistics show adults under personal or occupational stress do
not perform as well on the job. Students under stress exhibit the
same symptoms in the school setting. Suicides, depression, school
program rejection, and refusal to participate in activities often
mean the child is so sensitive to the changing economic conditions
in the home, he or she simply cannot reveal to classmates, teach-
ers, and family that there just is no money any more.

Believing themselves to be an additional burden on an already
distraught family, some of these children think suicide would be
the most viable option to life.

World hotline networks report that teachers call to inquire about
ways to relate to young faces, who stare vacantly out the window
and don’t or won't see or hear, whose only reaction is to shrug
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their shoulders and return to their shell of hostility or indifference.
Teachers asked about ways to work with the pregnant student who
believes she just can’t share that information within a family that
is already emotionally beaten and defeated by foreclosure; teachers
calling to seek someone to listen when 12- and 13-year-old children
tell of having watched their 4-H projects being reclaimed by pre-
zertl)ters as a part of loads of cattle being shipped out to satisfy
ebts.

The child’s grief turns quickly to fear and fury. Fury against par-
ents for letting it happen. Fury against the banker who must pre-
cipitate this action, and most of all, against a system they see as
teaching them one set of values and then practicing another.

Directors from a State regional runaway shelter program just
last week requested an indepth training session from the Walt Hill
agriculture hotlines, sponsored by the Nebraska Center for Rural
Affairs. They seek this training response with a markedly increas-
ing number of farm runaways showing up at their doors. Runaway
agricultural children are a new phenomenon. A national think
tank symposium is being activated to respond.

Many rural States tell us the bottom line is that tax dollars are
just not coming in in amounts necessary to support schools. Dis-
tricts are borrowing money and cutting programs. First sports,
second special education, counseling, remedial assistance, followed
by relduced purchase of equipment, maintenance, instructional ma-
terial.

Edward Hunter, assistant administrative secretary of the Wyo-
ming School Board Association shares that though Wyoming’s par-
ticular funding process still provides adequate revenue, he sees the
greatest concern being one of attitude.

Traditionally, the farmer-rancher has been education’s greatest
supporter. The despondency among rural people now carries
through in terms of bond issues, school services, salaries, and criti-
cal reduction in staff.

Farmers are being forced out of farming. They are relocating; if
not relocating, they are withdrawing from civic, church, and com-
munity activities.

Either way, the community is losing the cream of the crop. With-
out the continuity, commitment, and perseverance of these agricul-
tural people, world communities will die.

The current agricultural disaster has huge impact far beyond the
farm gate. Most depressions have been triggered by agricultural
collapse. But the staggering cost involved in this farm collapse is
too large to envision.

Studies show Nebraska-can expect to lose 500 small towns well
before 2000. Nebraska is no island. It has been 90 years since one
of Nebraska’s favorite sons William Jennings Bryant said, “Tear
down the city and leave the farms. The cities will rise as if by
magic. Tear down the farms.and grass will grow in the streets of
every city in the land.”

Immediate remediation and prevention efforts must be intro-
duced to help these children while we develop long-term agricultur-
al policies in order to aid the agricultural recovery. But we must
assist people who are leaving agriculture as well as support those
who may be able to survive. Programs must be implemented, State
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by State, community by community, based upon needs cited by the
community rather than by needs perceived by bureaucrats.

Block funding can accomplish this. But to do so programs must
be brought about in the next 60 days, not a year from now. We
need counseling and intervention programs involving training for
board members, administrators, and staff with the requirement
that the programs must be developed through agricultural field
staff with a minimum of redtape and governmentese and maxi-
mum control by local agriculturalists to insure students benefit
from the support effort.

Time does not permit me to give you the recommendations I feel
that are necessary to be made in vocational agricultural training.
But I would like to tell you, we must use team approached. Schools
must draw upon the agricultural support networks being estab-
lished and use them as referral agents. Job training and vocational
planning programs need to be developed to help some agricultur-
alists select another profession. Programs are needed to aid in as-
sessing and marketing skills for job interviews, résumé writing, job
service, and training partnerships that can only be helpful if they
are allowed to adopt realistic eligibility guidelines that actually
meet today’s needs. Rural people are both versatile and resource-
ful. They have had to be.

As displaced workers, they simply will not accept remaining on
welfare roles. They will find, and they will retain jobs at a much
higher rate of success than other groups of skilled technicians.
These rural people will be well worth the moneys expended in
their behalf for job placement or training.

Rural communities and their schools can’t be separated. There-
fore we must have a proactive team member aimed at prevention
and next must accept the fact that producer, creditors, consumers,
and political leaders all have a stake in the family farm. Thank
you.

Representative OBey. Thank you, Ms. Testolin.

[The prepared statement of Ms. Testolin follows:]
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PREPARED STATEMENT OF NEDALYN D. TESTOLIN

Mr. Chairman and Members of the Joint Economic Committee:

I am pleased to be able to make this presentation, because
it tells me, you as a group, recognize there are some very
real and far reaching social and educational implicatioens in
the current agricultural economic crisis that are in addi-
tion to the financiél plights of producers and lending

agencies.

May I digress briefly to share certain pertinent background
information that will provide you substantiation of my long
time personal involvement in both the field of agriculture
and the field of education. I am a member of a pioneer
familf whe began to work with livestock in Wyoming Territory
in 1880, ten years before the area achieved statehood. Our
livestock operation has been continuously operating since
that' time and I am currently a working participant and
manager of the Thirty ©One Bar Ranch, Company, a
cow/calf/yearling operation in southeastern Wyoming. As
manager of this company I am faced daily with a previously
unequaled myriad of developments that are undermining our
agricultural solvency, personally, locally, and nationally.
Never have such varied forces attacked the base of agricul-
ture from so many directions. Once subject to drought and

depressed prices, we are now immediately effected by
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fluctuations in the world market, oversupply, governmental
regulations designed to provide assistance to one segment,
that in turn destroy the hard won gains achieved in some
other segment. We must react to commodity adjustments,
futures contracts, taxing structures, zealous and strategic
use and abuse of tax shelters, import-export ratio, rising
labor costs, inflationary prices for equipment and services,
and as you already recognize, these are but a few of the
factors influencing United States production and sales
today. Obviously no single solution can heal this many

N

tentacled malignancy in our industry.

For twenty years I have served on school boards in Wyoming
and have been concerned with educational issues facing our
communities, state and nation, and am currently Chairman of
the Platte County School District #1 Board of Trustees and a

past director in the Wyoming School Boards Association.

I have recently accepted the position of Exec;tive Director
with the Wyoming Rural Support Network, an organization
formed to help Wyoming people through this financially
difficult period. This group is being established in an
effort to take a pro-active approach to agricultural prob-
lems, and will provide an efficient referral service for

financial, legal, emotional and educational requests.
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INTRODUCTION: Effects on Rural School Systems

The agricultural economic crisis in America is well docu-
mented and widely identified as the major problem facing
farmers and ranchers.
--Every day between 250 and 300 farms discontinue
operation.
~-1 mainstreet business closes Qith every 5 to 7
farms lost.
--1/3 of our remaining farmers are in se{}ous
financial stress.
--Suicide, divorce, and substance abuse increase
daily.
(Statistics from: Ag Support Group - Beatrice Nebraska)
Although the media have reported suicides among financially
troubled farmers and ranchers, and it is acknowledged that
people in agriculture are experiencing emotional difficul-
ties, this same emotional stress experienced Ry the children
of these financially troubled agricultural families has been
largely overlooked. Their problems have taken a backseat to
the recent widespread attention given to the plight of adult
farmers and ranchers. However it is these same children and
adolescents who have been reared to a "way of life" and a
value system based upon them continuing in agricultpre or at
least returning to their rural community in an allied

occupation. Faced with foreclosure notices, bankruptcy

'
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petitions and a family unit that is unable to cope these
youngsters will become the "emotionally needy" of the 80's.
In the past they have been the leaders in school and extra
curricular activities, the scholarship recipients and the
4-H and FFA leaders of the community. Typically they have
further developed their skills through vocational training
or college programs to better prepare them for an
agribusiness occupation or remained on the family farm
utilizing the practical knowledge they have 1learned from

generations of agricultural involvement. .

Today's scenario is much different. We know in the adult
world that people under personal or occupational stress do
not perform as well on the job, therefore it can be general-
ized that students exhibit the same symptoms in the school
setting. A significant finding by Heffernan's

in their 1985 study was that "56% of the families surveyed
noticed major changes in their children's behavior." School
problems, increased tears, isolation and withdrawal, anger
and symptoms of anxiety were commonly cited. The following
10 examples are cited from the Farm Crisis Network Hotline
(a program coordinated through the Center for Rural Affairs
in Walthill, Nebraska. Kathleen M. Severens, Coordinator.)
The data was gathered from Hotline reports in adjoining
states of Nebraska, Colorado, South Dakoté, Iowa; and

revealed the following requests from callers:
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1. Directors from a five state regional runaway shelter
program request an in-depth training session from the
Walthill Agricultural Hotline to meet specific needs in
responding to the markedly increasing numbers of farm

runaways now showing up at their doors.

2. A ministerial request to assist in the organization of a
group of young people identifying themselves with the
acronym SAFE - Students Against Farm Economy. This group
was organized on a local basis in Nebraska, but now has
spread state wide to meet the needs of children of families
of the Rural Support Network outreach. These children
express the following symptoms:

a. Total family breakdown in communication - each
member gradually withdraws from the family group.

b. Suppressed emotions - each member hides miseries’
and fear. -

c. Suddenly poor and without funds, unabie to purchase
even the most basic needs for school or activity
participation

SAFE gives these children a forum throdgh which they share
these experiences with their peers and together find ways to
begin to put family communications back into the family home

life.

3. Suicides, deep depression, school program rejection, and
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refusal to participate in activities may mean the child is
so sensitive to changing economic conditions that he or she
simply cannot reveal to classmates, teachers, and family
that there is no money. Seeing themselves as additional
burdens to an already overwrought family, some of these

children believe suicide to be their most viable option.

4. Hotline operators report teens having been served with
various legal papers while at school by overburdened law
enforcement officers who are unable or unwilling to travel
the many miles to serve papers on parents. This has of
course resulted in intimidation, humiliation and fear on the

part of the young person.

5. Freguent calls are received from farm/ranch wives asking
“How can I keep my family from falling apart? We have two
teenaqe sons. The school calls and says we have one who is
verbally abusive, the other refuses to talk at all and has
become totally withdrawn, he won't even talk to me! My
husband is so'immersed in our financial problems, he doesn't
have time to talk to any of us and I simply can't push one

‘more thing on him. I don't know what to do.

6. Teachers call to inquire ways to relate to young faces

who stare vacantly out the window and don't or won't see or

hear; whose only reaction is to shrug their shoulders and.
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return to their shell of hostility or indifference.

7. Teachers ask about ways to work with a pregnant student
who believes she just can't share information within the

family that is already fractured by foreclosure.

8. Teachers call to seek someone to listen when twelve and
thirteen.year old children tell of having watched their 4-H
project being reclaimed by creditors in the load of cattle
shipped out earlier in the morning. Grief turns quickly to
fear and fury against parents for letting it happen, against
bankers who participate in the action, and most of all
againsf a system they see as teaching them one set of values

and practicing another.

9. Hotlines respond to numerous pleas stemming from three
generation family owned farms and ranches where children
find themselves caught in a web of intra-family tension
resulting from deeply imbedded bitterness on the part of the
grandparent over the loss of the family farm for which he
has struggled so valiantly, while they'watch their parents
respond with guilt and fear. Normally nonjudgmental grand-
parents may be supported by grandchildren doubling the grief
and sense of responsibility shouldered by the parent or

linking generation.
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10. Delano Cunningham, widely recognized educational leéder
associated with Inter-Faith Ministries shares that he has
been invited to participate in a National "Think Tank"
Meeting sponsored by directors of shelters in Missouri,
Indiana, Nebraska, and Kansas to seek a solution to the
increasing numbers of runaway agricultural children. This
is an entirely new phenomena and is taking on such propor-
tions as to be a concern of directors from all over the
nation, rather than one just being confined to the rural
Midwest. Mr. Cunningham also shared information received in
recent interviews with school officials in surrounding
states. Schools show two kinds of emotional reactions;
extreme hostility and abusive behavior, or high degree of
obedience and compliancy. Numbers of ranch/farm children
are simply doing exactly what they are told, while holding
in their real feelings. They seem to seek acceptance, and
feel a need to do something right. The too good robotlike
child syndrome is seen as being counterproducsive. It means

stifled leadership, loss of hope, and a lack of purpose.

The Heffernan study of 1985 cites the following information
from Extension Agriculturalist Donald Baily of the Northeast
Missouri Extension Area. The following changes in children
were noted by the school systems in the area. The list
includes:

1. Stress shows on students of al; ages
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2. Large increase in free lunches

3. Noticeable need for medical attention in some children

4. Need for dental work

5. Students "gobble up" school lunches

6. Students come to school hungry

7. Students no longer complain about school lunches

8. One school has an agreement with a discount store and a
service club to buy shoes for those farm youngsters who
need them or any other student.

9. One school is working out an eye glass purchase plan for
students with a local service club. Many students need

glasses - a note is sent home and nothing happens.

In Wyoming the problems have just begun to surface but many
school people have been ill prepared in their training to
recognize symptoms of these problems in students. Many
school and other special services staff need to become more
aware of these community issues in order to respond to the
needs of agriculture families and their youngsters if many
of these young people are going to survive this crisis
without falling heir to problems of juvenile delinquency,
dropping out, withdrawing, running away, or substance abuse.
Many schools have experienced decreased enrollments in
vocational agriculture programs due to disillusionment and
frustration on the part of students who feel that their

parents, their teachers and their communities have let them
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down by on one hand encouraging them for the past several
years in training programs geared to make them more }eqhno-
logically knowledgeable in agriculture and now pulling the

future out from under them by the current economic upheaval.

State Departments of Education in rural states tell us the
bottom 1line is that tax dollars are just not coming in
amounts .necessary to support schools, so districts are
borrowing money, and cutting programs. The first programs
to go are sport programs, and second are special education,
counseling, and remedial assistance. Purchase of equipment,
maintenance and other instructional materials are reduced
next. This in turn discourages administrators, teachers and
pupils alike. Edward Hunter of Wheatland, Wyoming, Assis-
tant Executive Secretary of the Wyoming School Boards
Association tells us that not only are agricultural people
still the major source of revenue, but that traditionally,
they have been educations greatest ﬁupporters, but now we
are seeing such despondency among .them that it carries
through in terms of bond issues, school services, teachers
salaries, and sometimes even critical reduction in staff.
Agricultural people are facing such a grim future, that it
is bringing about a change in attitude and he sees grave
problems in being able to provide future educational excel-
lence, without the support of this heretofore strongly

educationally oriented segment of society.
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COMMUNITY EFFORTS:

As stated earlier a school and its community are one and the
same when viewing the whole picture. The same analogy can
be made when loocking at mainstreet in rural America. As
agricultural communities across the nation are faced with
ever increasing economic crisis the effect on rural communi-
ties is 'that for every S farm operations which are lost, one

mainstreet business also goes under.

Another important statistic which has been found in rural
communities is that on the average a farmer who files
bankruptcy leaves $77,000 worth of unsecured debt in the

community.

As people are forced out of farming many of them are relo-
cating because the rural community cannot provide other
forms of employment for them. If they are not relocating
they are withdrawing from civic, church, and other community
activities in which they have usually been leaders. The
community is losing the "cream of the 4'crop". Without the
continuity, commitment and perseverance of many of these

agriculture people rural communities are going to die.

The current agricultural disaster has huge impact far beyond

the farm gate. Most depressions have been triggered by
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agriculture collapse. The staggering social and human cost
involved in the farm collapse is too large to be touched

here.

One more statistic: Studies have shown that Nebraska can
expect to lose 500 small towns well before the year 2000.

And Nebraska is no island.

It has been 90 year since one of Nebraska's favorite sons,
william Jennings Bryan, said "Tear down the cities and leave
the farms, and the cities will arise as if by magic...tear
down the farms and grass will grow in the streets of every

city in the land."”

RECOMMENDATIONS:

This section can best be divided into two segments - one
dealing with agriculture policy changes and one dealing with
community remediation and prevention efforts to help us
survive until policy changes can be made’ and the agricultur-

al economy begins its recovery.

The short term recommendations are ones that need to be
implemented immediately in order to be of assistance to

people who are leaving agriculture as well as those who
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still have a chance of survival. These programs need to be
implemented state by state and community by community based
on need cited by communities rather than needs perceived by
bureaucrats. For those programs needing funds a block grant
system of funding for these proposals would be the best
means of accomplishing that end. Again, if programs are
going to be effective they need to be implemented in the

next 60 &ays rather than a year from now.

The following recommendations are perceived as crucial in
the ultimate survival of families, of schools and communi-

ties.

1. Counseling and intervention programs in schools to help
students cope with the current social and economic crisis.
These programs need to be developed in much the same way as
the agricultural support networks for adults with community
input and resources an integral part of- the system.
Inservice training for board members, administrators and
staff needs to be immediate so that students can be identi-
fied before problems reach crisis propoftions. These kinds
of programs could be set up through the Department of Health
and Human Services or the National Institute of Mental
Health with service providers in local communities submit-
ting proposals for needs in their areas. One reguirement of

these programs must be that they work directly with
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agricultural people and agricultural support field staff in
the community to best develop programs that respond to the
crisis. A minimal amount of red tape and "government ease"
with maximum local control by agricultural support people is
the ideal method of ensuring that students actually benefit

from the support efforts.

2. Vocational agricultural programs that are up to date and
meet the needs of today's young agriculturalist. These
curriculam must include sections on stress, cdping with the
loss of the family farm/ranch, financial planning and
knowledge of foreclosures, bankruptcies, etc. Besides
technical training, young people must be prepared to cope
with the transitions in agriculture.. Curriculams in the
past have dealt.with technical knowledge only and at this
time need to focus on:

1. 1legal knowledge

2. agriculture economics

3. financial planning

4. farm/ranch management

5. production and technology

6. agriculture policy and political issues

7. human side of agriculture.
In the past agriculture programs have many times been looked
upon as non-academic and geared for the student who was

unprepared to go into business. This entire philosophy
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needs to be changed in order to become agribusiness and
farm/ranch management oriented rather than simply production
oriented. Only with this broad based foundation of academ- -
ic, social and vocational skills will there be any chance
for agriculture programs to survive the funding crunch and

low enrollment they are currently experiencing.

3. To coincide with the changing face of these programs
vocational classroom requirements must be amended and become
flexible enough to utilize the skills of the farmer or
rancher who is forced off the farm. Through "practical
certification" such as is seen in many current vocational
school programs a whole new work force of highly skilled
people could be utilized within the school setting. What
better person to teach students about agriculture, its
problems and benefits than someone who can speak from first
hand experience. Utilizing a team approach community
agribusiness experts, 1lenders, and displace\d farmers or
ranchers may be able to help the student in any area from
embryo transfer to Farm Home lending policy. Again, it is
the myriad of skills and expertise that éan be found in each
of these rural communities which needs to be utilized. an
example would be to have the local extension agent do a
segment of the futures market, a local rancher do a program
on artificial insemination and a banker a class on agricul-

tural financing. Schools need to use groups such as the
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Wyoming Rural Support Network to serve as referral agents
for educational resources as well as financial, legal and
emotional. Proposals on the short term could be developed
within rural areas to identify these resource people and pay
them on a scale comparable to substitute teachers for
classroom work. These efforts would have to be jointly
pursued by school systems and community agricultural support
networks.in the form of block grants or special job training
funds. Because of the general feeling of doom and gloom
throughout rural America; farm and ranch people who have in
the past been the schools greatest supporters are currently
ambivalent about school programs. Through a community
effort to hire some of them for specific areas they may
again become actively involved and supportive of their

school systems.

4. Job re-training and vocational planning programs de-
signed to help the agriculturalist in transition froxp the
farm to another vocation. These programs are desperately
needed to aid the farmer/rancher in marketing his skills,
applying for new jobs, writing a resume and developing
himself in a new job area. Local adult education programs
can be of benefit for the educational component. Job
Service and job training partnerships can be very helpful if
they adopt realistic eligibility guidelines to meet the

needs of the farmer and rancher. Current. estimates have
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cited that 256,000 farm jobs will be lost in the next year.
This is a frightening figure to add to the already spiraling
unemployment. In the past farmer/ranchers have not quali-
fied for any federal monies for re-training or employment
search. When self-employwd they have long been recognized
as being extremely versatile and resourceful. As displaced
workers they are not going to remain unemployed or on
welfare }olls; they will find and retain jobs at a much
higher rate of success than other groups of skilled techni-
cians. They will be well worth any monies expended in their

behalf for job placement and training.

5. ©On a agriculture policy level two recommendations can be
made that will in turn benefit all of us. They include: 1.
lower interest rates for operating money for agricultural
operations that have good credit histories and production
plans; and 2) Congress and the President shall enact a full
parity all crop price supports system with strict payment
limits and cross compliance. If these two actions do not
occur the freshet of farm and ranch failures will become a
flood and the number of agricultural producers will eventu-
ally be reduced to a number able to dictate farm prices,
Exxon and IBM don't farm a lot, but that's not to say they
wouldn't. The consumer can pay us now, or pay them later.
That's not a threat - the powerless don't make threats - and

in the system agricultural producers are powerless.

58-046 O - 86 - 9
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Although -they run a trillion dollar business, they don't

control it. They just produce raw material.

The beef business, my family's business for 100 years seems
chancy and a little lonely, but what can be expected of an
industry whose two laréest final outlets (packers) are
conglomerate subdivisions_ of an o0il company and a grain
giant. The point is that the consumer does have a stake in
the family farm well beyond his immediate digestive needs.
The system keeps food a bargain and a healthy agriculture
has historically bulwarked a strong national economy. The
reason isn’'t hard to find. Agriculture is virtually unique
in that it annually creates new wealth rather than redis-
tribuping existing resources. One can look at the decade
1942-1952 ‘and see parity prices with inflation, unemployment
and interest rates all below five percent. The system can
work. Those numbers aren't merely good things for statisti-
cians, they represent good things for consumers, good things
for America. After all, the trillion dollar agricultural
industry is America's largest consumer. And can be one if
its largest taxpayers.

(45 quoted by permission from Charleé Coleman, 1livestock

producer - Platte County, Wyoming)

-7
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SUMMARY :

A rural agricultural community and its school system cannot
be separated when viewing the whole picture. Therefore
schools can play a tremendously important role in the
scenario by addressing community needs through the students.
With inservices for staff, intervention and support groups
for students and an up to date practical vocational agricul-
ture program that addresses the "human side" of the current
agriculture situation as well as the future; schools can
better prepare agriculture youth for the necessary transi-

tions. that will occur in the next five yeafs.

We all have a stake in the future of agriculture and only by
approaching the impending issues through a pro-acitve team
effort can we begin to pull together our industry and place
ourselves in a position to benefit our agricultural fami-
lies, our schools, our communities, and in turn our entire

country.
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Representative OBEY. Please proceed, Mr. Heffernan.

STATEMENT OF WILLIAM D. HEFFERNAN, PROFESSOR OF RURAL
SOCIOLOGY, UNIVERSITY OF MISSOURI-COLUMBIA

Mr. HerrErRNAN. Thank you Mr. Chairman. I am a professor of
rural sociology at the University of Missouri. We appreciate the op-
portunity to share with you some concerns and recommendations
evolving from our research focusing on the impact of farm crisis on
farm families and communities.

The consequences of this crisis for rural communities are numer-
ous. Lower farm income for all farm families inevitably means the
loss of many farm families from the community, among them
young leaders. These consequences include not only a decline in
the economic activity of the community, but also a deterioration in
the social life of the community.

At a time when local tax revenues are declining, schools, health
facilities, mental health facilities, and other social services are
facing new problems and often an increase in demand for their
services. Many of these new demands are the direct consequence of
the farm crisis.

With financial assistance from the Economic Research Service of
the USDA, we conducted a study in the early spring of 1985 to de-
termine some of the social costs of families being forced out of
farming for financial reasons. We also sought information about
the Government services these families had utilized and/or needed,
as well as information on their current location and occupation.

A focus county was selected based primarily on two criteria. The
county ranked as one of Missouri’s top agricultural counties—based
on farm sales—and it was more than 50 miles from a metropolitan
area, making it more difficult for farm families to obtain nonfarm
jobs to help support the farm.

A list of all farm families forced out of farming for financial rea-
sons from January 1, 1980, to January 1, 1985, was developed. Be-
cause quitting farming is often a process extending over a period of
time, we used as our criteria for defining a person as no longer
farming when all their livestock and equipment had been sold.
Some farmers had retained some older rusty equipment and were
still renting a small piece of land even though their good modern
equipment had been sold or repossessed. These farmers were not
included in our study. Other farmers had lost all their equipment,
but had temporary title to some land and planned to work for an-
other farmer in the area in exchange for the use of equipment to
putdin some crops of their own. These farmers were included in our
study.

The list consisted of 46 families. Two families could not be
traced. One family was experiencing such serious illness that we
chose not to interview them. A fourth family rescheduled the inter-
view a couple of times and then refused to be interviewed saying
that it was simply too painful to discuss the experience. Our analy-
sis is based on 42 completed schedules. In most cases, both the hus-
band and wife were present for the interview. Four families either
had divorced or were in the process and in these cases, only the
man was interviewed.
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As earlier research noted, young families were more likely to be
represented in the list of farm families being forced off the farm
for financial reasons; 75 percent of the men and 84 percent of the
women were less than 45 years of age. About 90 percent were less
than 50 years of age. About one-third of the men had more than 12
years of education and only two men had less. The education level
for women was slightly higher.

The families averaged 2.9 children. Because the respondents
were relatively young, they had an average of 2.1 children still at
home. Indeed this suggests that the current farm crisis is directly
touching the lives of many youth.

When the farming operation was still a financially viable oper-
ation these families reported they were very active in community
activities. They had held positions such as the chairperson of the
county pork producers and the county cattlemen’s association. In
addition, they were members of the county extension council and
were active in church and school activities. When given the choice
between more active than average, just average, less active than
average in the community, 45 percent said they were less active
than other members. in the community at the time of the inter-
view. This represents an important loss of leadership and participa-
tion in rural communities.

The major commodities produced were corn, soybeans, wheat,
hogs, and beef cattle. The average size farm was just over 500
acres. Of this, approximately 200 acres were owned and 300 acres
were rented; 58 percent of the farmers had begun farming by rent-
ing all of their land and 55 percent began farming with relatives,
usually parents. Only 18 percent had purchased any major piece of
new equipment since 1975. They farmed with equipment bought
used or borrowed from family or neighbors. Clearly, these families
were not speculators. They were young families trying to establish
a commercial farming operation. Interestingly, economic analysis
suggests that farms in the 500 to 600 acre range producing these
commodities can take advantage of most of the economies of size.
In general, these farming operations represented efficient size
units.

The loss of the farm and the transition out of agriculture leads to
tremendous personal and psychological costs which have serious
implications for the farm family and the rural community. The re-
spondents were asked whether they had experienced a series of 15
common reactions to stress. They were next asked whether or not
they continued to experience these. This part of the interview was
conducted by giving both the men and the women a list of reac-
tions and asking them to check which applied to them. Each an-
swered his/her own questions without discussing it with their
spouse.

All of the women and all but one of the men indicated they expe-
rienced depression at some time during the process. Over half of
the men and almost three-fourths of the women continued to expe-
rience depression. Almost two-thirds of the men and women
became withdrawn from family and friends and noted that they
became unusually silent for periods of time. Obviously, reduced
communication within the family and with friends leads to many
additional family problems.
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Half of the respondents became nauseous and lost their appetite.
Half of the women and three-fourths of the men had problems
sleeping. Over two-thirds of both the men and the women also ex-
perienced feelings of worthlessness. The majority indicated that
they became restless and unable to concentrate and many did any-
thing to keep busy. .

Increased substance abuse was also reported. A fourth of the re-
spondents increased smoking and 18 percent of the men increased
drinking. Half of those who experienced increased smoking and
drinking reported that they continue to experience them. Half of
the men and a third of the women also reported that they became
more physically aggressive. Undoubtedly, this is related to the in-
creased family abuse reported by persons in social service agencies
and health delivery organizations.

Half of the men reported they became confused and a third of
the men indicated that they became unable to think or respond
logically or rationally.

The respondents were asked what types of help they received
from churches, other organizations, and government agencies
during this time of transition. Only five families—12 percent—said
they received any assistance from such groups. The Government
help identified was by two farmers who had returned to college on
Pell grants which enabled them to train for positions outside of ag-
riculture.

The respondents were then asked a series of questions in terms
of what type of help they needed. Assistance that was related di-
rectly to farming included, lower interest rates, a need for Farmers
Home Administration and banks to reorganize loans, higher com-
modity prices, and better government policy. Most families did not
make strong statements about these items, however. They often in-
dicated that they thought the need for such help was obvious. In
many cases, the farmers were still thinking of ways to blame them-
selves, even when they admitted that with such a set of circum-
stances, very few could make it.

With regard to help needed of a nonfarm nature, four categories
of assistance were identified. Some families said they needed food
stamps and some listed Medicaid. Many families also indicated that
they needed help to find another job and someone in an agency to
answer questions. These families knew where to get information
about farm production techniques, marketing, and financial serv-
ices, but they did not know where to get information about bank-
ruptcy, tax liability after bankruptcy, social services available and
how to go about seeking a nonfarm job.

When the respondents were asked what type of assistance they
received from others which was most helpful, they listed social-psy-
chological support as most important. The question was asked in
an open-ended format which allowed several items to be men-
tioned. The items were then categorized. The categories of assist-
ance received that were most frequently mentioned were “moral
and emotional support,” “people listening to and talking with us,”
and “encouragement and understanding,” 36 percent, 33 percent,
and 28 percent, respectively. About 15 percent of the families indi-
cated they had received money, food or more time to make repay-
ment of a loan. In summary, however, these families reported re-
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ceiving little assistance from Government agencies in making the
transition out of agriculture, and little assistance from any other
organizations.

Thirty-eight percent of the respondents still had title to their
farmland although they had been forced to sell livestock and equip-
ment. They were behind in their payments and the land could be
taken at any time by the lending agency. For a variety of reasons,
the lending agencies have not reclaimed the title to the land and
usually the land is being carried on the record at a value much
above what it would bring on the market today. As a consequence,
many of these families do not qualify for some entitlement pro-
grams such as food stamps and Medicaid.

Regarding the debt left by bankrupt farmers, we asked the re-
spondents from whom they had borrowed and whether or not they
had paid their account in full. Seventy percent of the respondents
indicated they had borrowed from a local commercial bank. Fifty-
seven percent did not pay this debt in full. Almost three-fourths of
the farmers had borrowed from Farmers Home Administration and
two-thirds had not paid in full. Fifty percent of the farmers report-
ed that they had accounts with agribusiness firms such as imple-
ment, seed and feed companies and over half of those indicated
they had not paid that account in full.

Thus, not only has business activity declined for these agribusi-
ness firms because of low farm income for all farmers, but also
unless other arrangements are made to share the farm debt, much
of the debt which is not serviceable with current farm income will
be transferred to agribusiness firms, including lenders. It is quite
possible that we will lose a greater percent of agribusiness firms in
the community than farms.

Much attention is currently being focused on who will own and
farm the land after the farm crisis subsides. Perhaps a more impor-
tant question is: Will there be an adequate infrastructure in the
farm community to service those farms that survive? Given their
already reduced volume of activity, local agribusiness firms will
not be able to absorb much of the farm debt. Some of the large,
multinational firms which provide inputs into agriculture could
absorb more of the unserviceable farm debt, but such action would
certainly change the structure of the agricultural input industry in
rural communities. For example, I understand that contract hog
production is becoming quite popular in States like Nebraska,
Iowa, and Illinois. As in the poultry industry, large, multinational
firms are providing the short-term capital and controlling the pro-
duction process. Such a system depends very little on local busi-
nesses for goods and services.

Another direct spinoff of the impacts of the crisis on the farm
family is the consequence that it has for older persons in the rural
community. Many of our elderly people in rural communities
planned on income from their farm to help pay their retirement
expenses, including health and nursing care. In some cases, the el-
derly people continue to own the land and rent the land to farm-
ers. If the tenant becomes financially insolvent, the landlord will
not receive any rent payments. Other elderly people sold their land
on contract at higher prices only to have the land turned back to
them when a buyer went bankrupt. In many parts of our State,
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land is worth only about a third of what it was in 1980, if one can
find a buyer. The implications for our elderly, and for the business-
es, and agencies in the community which provide services to them
are becoming obvious; 12 of the 40 respondents have moved from
the county; 5 have moved to contiguous counties, 2 to other coun-
ties in Missouri, and 5 to other States. Of these who have left the
county, all but one—a laborer—are in occupational categories clas-
sified as professional, managerial, sales, technical, or are college
students. All but one of these families has moved to a town or city;
28 of the 40 respondent families continue to live in the county; of
these, 5 have moved into town; 5 have moved to other rural ioca-
tions, including 1 who has been forced to move in with relatives; 8
are in the same home they lived in when they farmed and they
will likely continue to live there; 10 of the families still living in
the county are in a situation that could only be described as
“limbo.” They continue to live in the farmhouse, but only until
their lender who has foreclosed on them finds a buyer for the prop-
erty or asks them to move.

Although a few of those who continue living in the county have
continued the skilled jobs which they held while farming, for most
who remain, the picture is not as encouraging. A few have found
work they feel good about and like. Two have gone to college. Five
are essentially unemployed and most of the remainder are, at best,
underemployed.

Based on findings of this study, we wish to propose some recom-
mendations which are not directly related to farm programs. In no
way do we wish to diminish the importance of current efforts on
the 1985 farm bill. In fact, we would like the farm problem put into
a larger context. We believe that this country needs to be discuss-
ing what type of food system we want now and in the future. The
issue of sustainability of our food system should not be taken for
granted.

But regardless of what farm legislation is passed this year, many
farm families are already experiencing tremendous personal costs
because they were at the wrong stage in the development of a
family farm when certain monetary and fiscal policies were
changed, and when certain world events occurred over which they
had no control. These families, and others who will undoubtedly
follow them, deserve some additional Government assistance. With-
out outside intervention some of the families we interviewed
appear to be heading toward a lifestyle similar to that described by
Janet Fitchen in her book “Poverty in Rural America.” In the
book, she describes Appalachian families that move back and forth
between welfare and unskilled jobs, making relatively little contri-
bution to the industrial sector of this country. Many of those in our
cities who are referred to as “third-generation welfare recipients”
are members of families which were forced off the farm and never
given the assistance they needed to become productive citizens in
the nonfarm economy.

The following is a list of services which would help such families
being forced out of farming and away from rural communities.
These measures would insure that such families will continue to
contribute socially and economically to the well-being of our
society.
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Farm families need help in finding other employment as do the
families of others in small communities who have lost their source
of income because of the farm crisis. More resources should be de-
voted to rural economic development efforts. This includes assist-
ance in attracting large firms to rural areas, but it should also
place new emphasis on helping to support smaller, local entrepre-
neurs. Many talents and opportunities exist in rural communities,
but often the two do not come together. Smaller, locally owned and
controlled firms often contribute more socially and economically to
the community than do large firms owned and controlled from out-
side the community. Assistance in recognizing new business oppor-
tunities for rural communities, efforts to develop entrepreneurial
skills on the part of the local persons, and assistance in developing
marketing systems could help facilitate the development of more
small locally owned business.

All but two of the men in our study had grown up on a farm and
most had no nonfarm experience. Most said that farming was all
they had ever wanted to do. These men need help in résumé writ-
ing, developing interviewing skills, and learning now to make con-
tact for new jobs.

Although most of these farm families would like to stay in their
community, and most of the community leaders hope to keep them,
many farm and nonfarm families will need to leave in search of
opportunities. Many of these opportunities exist in other parts of
the State or in other parts of the country. However, local employ-
ment offices have little information about job opportunities in
other parts of the country. A nationwide job network needs to be
available for these families.

Many of these farmers have developed a multitude of skills in
the process of farming. Many can weld, do plumbing, carpentry, or
mechanic work. The problem is that they have no experience using
these skills in an industrial setting. More importantly, they are not
certified in such trades. Greater effort needs to be made to develop
training and job certification programs in rural areas accessible to
these families.

Our list of stress reactions suggests that many of the families
need assistance to maintain good mental health. In most rural
areas across the country today mental health workers devote much
of their time and attention to what is called clinical practice. Many
of these farm families need help before they reach the stage where
clinical attention is required. More funds need to be made available
for what is referred to as “mental health outreach programs,” such
as social support networks, mental health education, and crisis hot-
lines. If properly funded, such programs could be operated in
schools, church basements, local community hospitals, and even in
the homes of the families. Thus, much of the social stigma associat-
ed with going to the mental health office could be avoided.

Many of these families told us they did not know where to get
information about legal assistance, Government programs, bank-
ruptcy, and new jobs. Greater effort needs to be made to consoli-
date the information about the programs which are available. In
some States, hotlines have been established which not only provide
immediate assistance to callers facing a life-threatening situation,
but also serve as an information center providing callers with spe-
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cific answers or with specific referrals where the caller can get an-
swers to his/her questions.

The special needs of the children affected by this crisis must not
be overlooked. In increasing numbers, farm children are reporting
to school underfed and lacking the basic medical and dental care
they had previously enjoyed. In addition to unmet physical needs,
many children are suffering from the unmet social and emotional
needs that come from living in families undergoing severe stress
and change. School counseling programs, support groups for chil-
dren, and classroom discussions of farm-crisis issues could be help-
ful to these children.

Education assistance will be critical for farm children if their
own futures are not to be foreclosed on by the farm crisis. Many
children planned for college educations and/or a return to the
family farm for their future lives. Clearly, returning to a now non-
existent family farm is out of the question. More—not less—schol-
arship assistance is needed for rural youth if they are to be com-
petitive with their counterparts from urban areas when entering
the future job market.

Most of our farm families do not qualify for entitlement pro-
grams because of the value of their assets. Many times these assets
are carried at inflated prices because it is advantageous for the
farmer and/or lending agency. In addition, when farm families
with relatively high debt loads have a negative farm income, it is
possible to have assets but no money with which to buy food or
health care for the family. We do not have specific recommenda-
tions on changes that should be made, but such Government pro-
grams should be reexamined to ask if there is a way to make these
programs more available to farm families in need, while not
making them available for persons for whom they are not
intended.

Likewise, some of the income tax policies also lead to problems
both for the farm family and for agribusiness firms. Many farmers
bought land at relatively low prices and then borrowed against
that land as the value increased. Some farmers would sell out earli-
er while they still had some equity and were able to pay their
debts if it were not for the capital gains tax. Since farmers are re-
sponsible for capital gains tax on the difference between what they
paid for their land and the price at which it is carried on the
books, they realize that capital gains tax would leave them bank-
rupt and possibly responsible for an IRS debt that would consume
future earnings. They feel trapped. They must continue farming
for aflm)ther year even though the probability of success is very
small.

In conclusion, many communities and States have begun pro-
grams of rural economic development. Others have begun to ad-
dress the problem of job searching, job skills, and certification. Still
others have had mental health outreach programs and are develop-
ing new programs specifically to addressed the current farm crisis.
New initiatives are occurring in many rural communities across
the country. Medels are available, but resources are limited.

The rural crisis is real, but a crisis brings with it opportunities.
There are opportunities to provide needed services and help ease
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the personal cost for families and reduce the declining quality of
life in rural communities.

Thank you.

Representative OBey. Thank you, Mr. Heffernan.

[The prepared statement of Mr. Heffernan follows:]
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PﬁEPARED STATEMENT oF WiLLIaM D. HEFFERNAN
Mr. Chairman, and Members of the Committee: We appreciate very much
this opportuntiy to share with you concerns and recommendations evolving
from our research focusing on th:e impact of the farm crisis on rural

families and communities.
Introduction

In 1979, farm income in Missouri was $1,343,000,000. By 1983, it
had fallen to $151,000,000. Farm income in 1983 was just 11 percent of
the 1979 level, while the 1983 nonfarm income in the state was 140
percent of the 1979 level. In many counties in which the major eco'nomic
base was agricultural production, farm income was negative in 1983. For
example, farm income in the northwest Missouri county of Nodaway, was $22
million in 1979. It declined to a minus 4 million dollars in 1983.
(Negative farm income is possible because inventory is included in the
calculation of farm income.)

With negative farm incomes, one would expect most farm families to
be facing serious economic consequences. Data from a statewide poll we
conducted in 1984 indicated that 46 percent of the commercial farmers
(farms with sales of over $4C,000) were seriously concerned with their
farm debts {Heffernan and Campbell, 1985). That was up from 35 percent
in 1983.

In 1984, when farmers were asked about their debts and assets, the
commercial farms had an average debt to asset ratio of 30 percent. Given
the current Tow farm income, economists suggest that any farm with more
than a 30 percent debt to asset ratio faces serious financial problems.

That almost half the farmers perceived themselves as having a serious
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financial problem is thus consistent with the evaluation of the
economists.

In the spring of 1985, Farm J;:urnal (1985) conducted an inventory of
the farm financial conditions in the United States. They divided their
sample into four regions. Using'a debt to asset ratio of 40 percent,
they reported that 46 percent of the farmers in the Midwest region were
in a serious financial condition. In the remaining three regions,
between 20 and 27 percent of the farmers were in the same situation.

Both the Farm Journal study and our study clearly show that the
financial_ condition is most critical for the younger farmers. Over 60 .
percent of farmers under age 45 are in serious trouble in the Midwest and
the figure is over 40 percént in all other regions. Those who began
farming in the 1960s and the 1970s constitute the largest portion of
. those in financial trouble today'. They began farming at—: the wrong time
in history. -

The -consequences of this crisis for rural communities are numerous.
Lower farm income for all farm families inevitably means the loss of many
farm families from the community, among them young leaders. These
consequences include not only a decline in the economic activity of the
community, but also a deterioration in the social life of the commuﬁity.
Increasingly, farm families able to survive the economic problems are
asking what will be the quality of 1ife in their communities in the
future. At a time when local tax revenues are declining, schools, health
facilities, mental health facilities, and other social services are
facing new problems and often an increase in demand for their services.

Many of these new demands are the direct consequence of the farm crisis.
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The Sociological Study

With financial assistance from the Economic Research Service of the
USDA, we conducted a study in the:early spring of 1985 to determiﬁe some
of the social costs of families being forced out of farming for financial
reasons. We also sought information about the government services these
families had utilized and/or needed, as well as information on their
current location and occupation.

A focus county was selected based primarily on two criteria. The
county ranked as one of Missouri's top agricultural counties (based on
farm sales) and it was more than 50 miles from a metropolitan aea,
making it more difficult for farm families to obtain non-farm jobs to
help support the farm.

A list of all farm families forced out of farming for financial
reasons from January 1, 1980 to January 1, 1985 was developed. Because
quitting farming is often a process extending over a period of time, we
used as our criteria for defining a person as no longer farming when all
their livestock and equipment had been soid. Some farmers had retained
some older rusty equipment and were still renting a small piece of land
even though their good modern.equfpment had been sold or repossessed.
These farmers were not included in our study. Other “"farmers" had lost
all their equipment, but had temporary title to some land and planned to
work for another farmer in the area in exchange for the use of equipment
to put in some crops of their own. These farmers were included in our
study.

The 1ist consisted of 46 families. Two families could not be
traced. One family was experiencing such serious illness that we chose

not to interview them. A fourth family rescheduled the interview a
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couple of times and then refused to be interviewed saying that it was
simply too painful to discuss the experience. Our analysis is based on
42 completed schedules. 1In most.cases, both the husband and wife were
present for the interview. Four families (10 percent of the population)
either had divorced or were in the process and in these cases, only the

man was interviewed.

Family Characteristics

As earlier research noted, young families were more likely to be
represented in the list of farm families being forced off the farm for
financial reasons. Seventy-five percent of the men and 84 percent of the
women were less than 45 years of age. About 90 percent were less than 50
years of age. About one-third of the men had more than 12 years of
_ education and only two men had less. The education level for women was
slightly higher. -

The families averaged 2.9 children. Because the respondents were
re’la‘t'ive'ly young, they had an average of 2.'1 children still at home.
Indeed this suggests that the current farm crisis is directly touching
the lives of many youth.

When the farming operation was still a financially viable operation
these families reported they were very active in community activities.
They had held positions such as the chairperson of the county pork
producers and the county cattlemen's association. In addition, they were
members of the county exteﬁsion council and were active in church and
school activities. When given the choice between more active than
average, just average, less active than average in the community, 45

percent said they were less active than other members in the community at



268

the time of the interview. This represents an important loss of

leadership and participation in rural communities.

Farm Characteristics

The major commodities produced were corn, soybeans, wheat, hogs and
beef cattle. The average size farm was just over 500 acres. Of this,
approximately 200 acres were owned and 300 acres were rented.
Fifty-eight percent of the farmers had begun farming by renting all of
their land and 55 percent began farming with relatives, usually parents.
Only 18 percent had purchased any major piece of new equipment siace
1975. They farmed with equipment bought used or borrowed from family or
neighbors. Clearly, these families were not speculators. They were
young families trying to establish a commercial farming operation.
Interestingly, economic analysis suggests that fams in the 500 to 600
acre range producing thgse commodities can take advantage of most of the
economies of size. In general, these farming operations represented

efficient size units.

Reactions to Stress

The loss of the farm and the transition out of agriculture leads to
tremendous personal and psychological costs which have serious
jmplications for the farm family and the rural community. The
_ respondents were asked whether they had experienced a series of 15 common
reactions of stress. They were next asked whether or not they continued
to experience these. This part of the interview was conducted by giving

both the men and the women a list of reactions and asking them to check
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which applied to them. Each answered their own questions without
discussing it with their spouse. (See Table 1.)

A1l of the women and all but one of the men indicated they
experienced depression at some time during the process. Over half of the
men and almost three-fourths of the women continued to experience
depression. Almost two-thirds of the men and women became withdrawn from
family and friends and noted that they became unusually silent for
periods of time. Obviously, reduced communication within the family and
with friends leads to many additional family problems.

Half of the respondents became nauseous and lost their appetite.
Half of fhe women and three-fourth of the men had problems sleeping.
Over two-thirds of both the men and the women also experienced feelings
of worthlessness. The majority indicated that they became restless and
unable to concentrate and many did anything to keep busy.

Increased substance abuse was also reported. A fourth of the
respondents increased smoking and 18 percent of the men increased
drinking. Half of those who experienced increased smoking and drinking
reported that they continue to experience them. Half of the men and a
third of the women also reported that they became more physically
aggressive. Undoubtedly, this is related to the increased family abuse
reported by persons in social service agencies and health delivery
organizations.

Half of the men reported they became confused and a third of the men
indicated that they became unable to think or respond logically or
rationally. At a time when the families are being forced to make major
changes in their Tives and futures the inability to think rationally has

many negativé consequences.
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Help Needed

The respondents were asked what types of help they received from
churches, other organizations, and government agencies during this time
of transition. Only five families, (12 percent) said tﬁey received any
assistance from such groups. The govefnment help identified was by two
farmers who had returned to college on Pell Grants which enabled them to
train for positions outside of agriculture.

The respondents were then asked a series of questions in terms of
what type of help they needed. Assistance that was related directly to
farming included, lower interest rates, a need for Farmers “ome
Administration and banks to reorganize loans, higher commodity prices,
and better government policy. Most families did not make strong
statements about these items, however. They often indicated that they
thought the need for such help was obvious. In many cases, the farmers
were still thinking of ways to blame themselves, even when they admitted
that with such a set of circumstances, very few could make it.

With regard to help needed of a nonfarm nature, four categories of
assistance were identified. Some families said they needed Food Stamps
and some listed Medicaid. Many families also indicated that they needed
help to find another job and someone in an agency to answer questions.
These families knew where to get information about farm production
techniques; marketing and financial services, but they did not know where
to get information about bankruptcy, tax liability after bankruptcy,
social services available and how to go about seeking a nonfarm job.

When the respondents were asked what type of assistance they
received from others which was most helpful, they Tisted

social-psychological support as most important. The question was asked
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in an open-ended format which allowed several items to be mentioned. The
items were then categorized. The categories of assistance received that
were most frequently mentioned ‘were "moral and emotional suéport,"
"people listening to and talking with us," and "encouragement and
understanding”, (36 percent, 33 percent and 28 percent respectively).
About 15 percent of the families indicated they had received money, food
or more time to make repayment of a loan. In summary, however, these
families reported receiving little assistance from government agencies in
.making the transition out of agriculture, and little assistance from any
other org;nizations.

Thirty-eight percent of the respondents still had title to their
farmland although they had been forced to sell livestock and equipment.
They were behind in their payments and the land could be taken at any
time by the lending agency. For a variety of reasons, the Tending

agencies have not reclaimed the title to the land and usually the land is
being carried on the record at a value much above what it would bring on
the market today. As a consequence, many of these families do not

quality for some entitlement programs such as Food Stamps and Medicaid.

Unpaid Debt
Reports by economists suggest that half (56%) of the farm debt is

being carried by 18 percent of the farmers. (Bullock, 1985, Economic
Research Service, 1985). Economic analysis suggests that there is no way
that this debt, which amounts to something over 100 billion dollars, can
ever be fully paid by the farm families. As farm families go bankrupt,
they leave behind thousands of dollars worth of non-collectible debt in

their rural communities.



272

In answer to the pften raised question of who is going to pick up
this debt left by bankrupt farmers, we ask the respondents from whom they
had borrowed and whether or not :they had paid their account in full.
(See Table 2.) Seventy percent of the respondents indicated they had
borrowed from a local commercial bank. Fifty-seven peréent did not pay
this debt in full. Almost three-fourth of the farmers had borrowed from
Farmers Home Administration and two-thirds had not paid in full. Fifty
percent of the farmers reported that they had accounts with agribusiness
firms such as implement, seed and feed companies and over half of those
indicated they had not paid that account in full.

Thus, not only has business activity declined for these agribusiness
firms because of low farm income for all farmers, but also unless other
arrangements are made to share the farm debt, much of the debt which is
not serviceable' with current farm dincome will -be transferred to
agribusiness firms, including lenders. It is quite possible that we will
lose a greater percent of agribusiness firms in the community than farms.

Much attention is currently being focused on who will own and farm
the land after the farm crisis subsides. Perhaps a more important
question is: will there be an adequate infrastructure in the farm
community to service those farms that survive? Given their already
reduced volume of activity, local agribusiness firms will not be able to
" absorb much of the farm debt. Some of the large, multi-national firms
which provide inputs into agriculture could absorb more of the
unserviceable farm debt, but such action would certainly change the
structure of the agricultural input industry in rural communities. For
example, 1 understand that contract hog production fis becoming quite

popular in states like Nebraska, lowa and Illinies. As in the poultry
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industry, large, multi-national firms are providing the short term
capital and controlling the production process. Such a system depends
very little on local businesses for goods and services.

Another direct spin-off of the impacts of the crisis on the farm
family is the consequence that it has for older persons in the rural
community. Many of our elderly people in rural communities planned on
income from their farm to help pay their retirement expenses which
include health and nursing care. In some cases, the eiderly people
continue to own the land and rent the land to farmers. If the tenant
becomes financially insolvent, the landlord will not receive any rent
payments; Othgr elderly people sold their land on contract at higher
prices only to have the land turned back to them when a buyer went
bankrupt. In many parts of our state, land is worth only about a third
of what it was in 1980, if one can find a buyer. The implications for
our elderly and for the businesses and agencies in the community which

'provide services to them are becoming obvious.

What They Are Doing Now

Twelve of the 40 respondents have moved from the county. Five have
moved to contiguous counties, two to other counties in Missouri and five
to other states. Of these who have left the county, all but one (a
laborer) are in occupational categories classified as professional,
managerial, sales, technical or are college students. A1l but one of
these families has moved to a town or city.

Twenty-eight of the 40 respondent families continue to live in the
county. Of these, five have moved into town. Five have moyed to other

rural locations, including Z2ne who has been forced to move in with
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relatives. Eight are in the same home they lived in when they farmed and
they will 1ikely continue to live there.

Ten of the families still 1living in the county are in a siiuation
that could only be described as "limbo". They continue to live in the
farm house, but only until their lender who has foreclosed on them finds
a buyer for the property or asks them to move.

Although a few of those who continue living in the county have
continued the skilled jobs which they held while farming, for most who
remain, the picture is not as encouraging. A few have found work they
feel good about and like. Two have gone to college. Five are
essentially unemployed and most of the remainder are, at .best,

underemployed.

Recommendations

Based on findings “of this study, we wish to propose .some
recommendations which are not directly related to farm programs. In no
way do we wish to diminish the importance of current efforts on the 1985
Farm Bill. In fact, we would like the "farm problem" put into a larger
context. We believe that this country needs to be discussing what type
of food system we want now and in the future. The issue of
sustainability of our food system should not be taken for granted.

But regardless of what farm legislation is passed this year, many
farm families are already experiencing tremendous personal costs because
they were at the.wrong stage in the development of a family farm when
certain monetary and fiscal policies were changed, and when certain world
events occurred over which they had no control. These families, and

others who will undoubtedly follow them, deserve some additional
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government assistance. Without outside intervention séme of the families
we interviewed appear to be heading toward a 1ife style similar to that

described by Janet Fitchen in her book Poverty in Rural America. In

the book, she describes Appalachian families that move back and forth
between welfare and unskilled jobs, making relatively little contribution
to the industrial sector of this country. Many of those in our cities
who are referred to as “third generation welfare recipients" are members
of families which were forced off the farm and never given the assistance
they needed to become productive citizens in the-nonfarm economy. .

The following is a 1ist of services which would help such families
be1‘n§ forced out of farming and away from rural communities. These
measures would insure that such families will continue to contribute

socially and economically to the well-being of our society.

I. Rural Economic Development . .

Farm families, need help in finding other employment, as do the
famii‘ies of others in small communities who _have lost their source of
income because of the farm crisis. More resources should be devoted to
rural economic developmeﬁt efforts. This dincludes assistance in
attracting large firms to rural areas, but it should also place new
emphasis on hé'lping to support smaller, local entrepreneurs. Many
talents and opportunities exist in rural communities, but often the two
do nbt come together., Smaller, locally-owned and controlled firms often
contribute more socially.and economically to the community than do large
firms owned and controlled from outside the commun'ity. Assistance in
recognizing new business opportunities for rural communities, efforts to

develop ent’repreneur'ial ski®ls on the part of the local persons and
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assistance in developing marketing systems could help facilitate the

development of more small locally-owned business.

I1. Job Training, Networking and Certification

A1l but two of the men in our study had grown up on a farm and most
had no nonfarm experience. Most said that farming was all they had ever
wanted to do. These men need help in resume writing, developing
interviewing skills and learning now to make contact for new jobs.

Although most of these farm families would like to stay in their
community, and most of the community leaders hope to keep them, many farm
and nonfarm families will need to 'I'eave in search of opportunities. Many
of these opportunities exist in other parts of the state or in other
parts of the country. However, local employment offices have little
information about job opportunities in other partS'_of the country. A
nationwide job network needs to be available for these ‘famih'es.

Many of these farmers have developed a multitude of skills in the
process of farming. Many can weld, do plumbing, carpentry or mechanic
work.  The problem is that they have no experience using these skills in
an industrial setting. More importantly, they are not certified in such
trades. Greater effort needs to be made to develop training and job

certification programs in rural areas accessible to these families.

II1. Mental Health OQutreach Programs

Our 1ist of stress reactions suggests that many of the families need
assistance to maintain good mental health. In most rural areas across
the country today, mental health workers devote much of their time and

attention to what is called clinical practice. Many of these farm
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families need help before they reach the stage where clinical attention
js required. More funds need to be made available for what is referred
to as "mental health outreach programs”, such as social support networks,
mental health education and crisis hot lines. If properly funded, such
programs could be operated in schools, church basements, local community
hospitals and even in the homes of the families. Thus, much of the
social stigma associated with going to the mental health office could be

avoided.

Iv. Information Services

Many of these families told us they did not know where to get
information about legal assistance, government programs, bankruptcy and
new jobs. Greater effort needs to be made to consolidate the information
about the progfams which are available. In some states, hot lines have
been established which not only provide immediate assistance to callers
facing a life-threatening situation, but also serve as an information
center providing callers with specific answers or with specific referrals

where the caller can get answers to his/her questions.

V. Youth Assistance

The special needs of the children affected by this crisis must not
be-over1ooked. In increasing numbers, farm children are reporting to
school underfed and lacking the basic medical and dental care they had
previously enjoyed. In addition to unmet physical needs, many children
are suffering from the ummet social and emotional needs that come. from

1iving in families undergoing severe stress eand change. School

58-046 0 - 86 - 10
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counseling programs, support groups for «children and classroom
discussions of farm crisis issues could be helpful to these children.

Education assistance will be critical for farm children if their own
futures are not to be foreclosed on by the farm crisis. Many children
planned for college educations and/or a return to the family farm for
their future lives. Clearly, returning to a now non-existent family farm
is out of the question. More (not less) scholarship assistance is needed
for rural youth if they are to be competitive with their counterparts

from urban areas when entering the future job market.

VI. Entitlement Programs and Tax Policies

Most of our farm families do not qualify for entitlement programs
because of the value of their assets. Many times these assets are
carried at inflated prices because it is advantageous for the farmer
and/or lending agency. In addition, when farm famﬂiés with relatively
high debt loads have a negative farm income, it is possible to have
assets but no money with which to buy food or health care for the family.
We do not have specific recommendations on changes that should be made,
but such government programs should be reexamined to ask if there is a
way to make these programs more available to farm families in need, while
not making them available for persens for whom they are not intended.

Likewise, some of the income tax policies also lead to problems both
for the farm family and for agribusiness firms. Many farmers bought land
at relatively low prices and then borrowed against that land as the value
increased. Some farmers would sell out early while they still had some
equity and were able to pay their debts if it were not for the capital

gains tax. Since farmer are responsible for capital gainé tax on the
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difference between what they paid for their land and the price at which
it is carried on the books, they realize that capital gains tax would
leave them bankrupt and possibly responsible for an IRS debt that would
consume future earnings. They feel trapped. They must continue farming
for another year even though the probability of success is very small.

One of our "success stories” was a family which sold .their farm,
paid off all their debts, and had about $60,000 left with which to buy a
house in a different state and start over with a new job, a new house, in
a new community. Shortly after our interviews were completed, we
received a call from this family who were previusly unaware of this tax
problem. -They had just received word from IRS and that they had one week
in which to pay $70,000 in capital gains tax. Thus, family which had
just begun to pull ditself together economically, psychologically and
emotionally was once again beaten down. The question is: 1is there some
' way to change the tax code to prevent this type of problem without

opening the doors to other inequities as a resuit of the change.

In conclusion, many communities and states have begun programs of
rural economic development. Others have begun to address the problem of
job searching, job skills and certification. Still others have had
mental health outreach programs and are 'developing ‘new programs
specifically to addressed. the current farm crisis. New initiatives are
occurring in many rural communities across the country. Models are

available, but resources are “imited.
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The rural crisis fs real, but a crisis brings with it opportunities.
There are opportunities to provided needed services and help ease the
personal cost for families and réduce the declining quality of life in

rural communities.
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FIGURE 1
CHARACTERISTICS OF FARM FAMILIES FORCED OUT OF FARMING

Age:

75 percent of men less than 45 years
83 percent of women less than 45 years

Education:
8 percent of men less than 12 years
62 percent of men 12 years
30 percent more than 12 years
5 percent of women less than 12 years
65 percent of women 12 years
30 percent of women more than 12 years
Children:

2.9 average number per family
2.1 average number still living at home

Current Involvement in Community Activities:
27 percent more active than average .

28 percent average
45 percent less active than average
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TABLE 2

PERCENT OF FAMILIES BORROWING FROM SPECIFIC LENDERS
AND NOT PAYING DEBT IN FULL WHEN FORCED

OUT OF FARMING

Borrowed Not Paid
From in Full

FHA 72 63
Commercial Bank 70 57
Agribusiness Firms

(implement, feed,

etc.) 50 57
Related private

person 28 83
Federal Land Bank 15 66
Non-related person

(1and contract) 15 57
Production Credit

Association 10 50
Landlord 5 33
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Representative OBgy. Before you proceed, Mr. Moore, let me ex-
plain that the rollcall machine is broken. This means that if I leave
to go vote, I won’t be back here until the cows come home. So I
think even though I hate to miss the vote on the Amtrak, I will
miss it or it will totally mess up the remainder of this hearing.

Please proceed.

STATEMENT OF L. CALVIN MOORE, VICE PRESIDENT, OIL, CHEM-
ICAL & ATOMIC WORKERS INTERNATIONAL UNION, AFL-CIO

Mr. Moore. Thank you, Mr. Chairman. I am Calvin Moore, vice
president of the Oil, Chemical & Atomic Workers International
Union, AFL-CIO. I welcome this chance to emphasize organized
labor’s recognition of the importance of agriculture to America’s
economy—and of the jobs it creates for American workers.

Too often, we are inclined to underestimate the economic impor-
tance of agriculture because of the dwindling percentage of the Na-
tion’s population engaged in production agriculture.

What we need to remember is that the impact of agriculture
doesn’t stop at the farm gate. Our food chain, from production
through processing, distribution, and marketing to the end con-
sumer, accounts for over 20 percent of the gross national product
[GNP] and 22 percent of the Nation’s total employment. The
output of people directly employed in farming creates an additional
20 million jobs: 2.5 million supplying inputs, 1.7 million in primary
processing, 5 million in manufacturing end products, 7.6 million in
transportation, wholesaling, and retailing, and 3.2 million in eating
establishments.

When agriculture is in economic trouble, its ripple effect spreads
widely. When farmers can’t earn a living, they can’t buy fertilizer
and farm machinery, and there are job layoffs in fertilizer and
tractor plants. When our agricultural export markets are wiped
out, as is now happening, we lose jobs on railroads, bargelines,
ships, and processing plants preparing farm products for export in
value-added form.

During the past 4 years, over 60,000 workers in the agricultural
implement section of the United Auto Workers Union—UAW—
have lost their jobs, probably forever. Thousands more have suf-
fered repeated layoffs and short paychecks, as the industry strug-
gles through its worst collapse since the Great Depression. Between
1979 and 1984, unit sales of tractors over 100 horsepower plunged
61 percent, combines fell 65 percent, and bailers dropped 56 per-
cent. No end to the tailspin is in sight.

The economic policies of the Reagan administration are the cen-
tral reasons for the problems facing agricultural implement work-
ers and the farm community generally. Those policies have fos-
tered high interest rates and pumped up the value of the dollar
against foreign currencies. And ironically, at this time of maxi-
mum farm distress, millions are starving on the continent of
Africa, and hunger is no stranger in America, either.

The Department of Commerce estimates that every billion dol-
lars in exports means 25,000 jobs. With farm exports down more
than $10 billion, that means at least a quarter of a million jobs lost
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each year. These are jobs that affect the membership of many
unions, including my own union. '

Plant shutdowns and job losses have a serious impact on our
members and their families. The potent combination of high unem-
ployment and community deterioration ultimately leaves in its
wake a terrible human toll, visible in increasing rates of alcohol-
ism, suicide, and marital and family problems. Our members suffer
from the loss of homes, cars, family possessions and broken homes,
as husbands can no longer support their families.

Our members are highly skilled employees. Shutting the door on
their jobs not only leads to industrial and personal decay, it also
forces them to accept jobs—if they can find them—in much lower
paying fields, which would be a blow to anyone’s confidence.

Recently Markley Roberts, an AFL-CIO economist, defined the
current unemployment crisis in the following terms:

Suppose you take the population of New York City, Chicago, and Los Angeles.
That’s about 13 million people. Then add the population of Atlanta, New Orleans,
{f‘ittsburgh, and Boston. That’s another 2 million, raising the grand total to 15 mil-
10N.

Now imagine those 15 million people—who might include you—without jobs or
working part time because there are no full-time jobs.

This gives you some idea of the real size of America’s big, forgotten, ignored eco-
nomic problem——persistent, high unemployment in the midst of relative affluence.

It’s much too easy to forget, to ignore America’s unemployed men and women.
They seldom demonstrate in front of TV cameras. They are not filling our newspa-

pers with protests against economic policies which wrongly use unemployment to
fight inflation.

Whatever the cause, for every production job that disappears,
there are two or three service jobs in the community that are ad-
versely affected.

According to the Bureau of Labor Statistics, unemployment is
worse in construction, mining, and agriculture.

The job loss impact falls heaviest on workers in agriculture proc-
essing plants, because the greatest decline in farm exports has
been in value-added products. It might not make much difference
to the farmers whether their wheat or corn or soybeans are export-
ed in raw commodity or processed form, but it makes a tremendous
difference to unions, workers and to the rest of the Nation’s econo-
my. Every time we export flour rather than just wheat, soybean
oil, and soybean meal rather than just soybeans, or processed corn
products rather than just corn, we are keeping more jobs at home.
When we export commodities instead, which in turn need to be
processed for the consumer’s use in other countries, we are simply
exporting jobs.

American farmers can compete against foreign farmers. Ameri-
can workers can compete against foreign workers. American com-
panies can compete against foreign companies, but neither farmer,
worker, nor U.S. corporations, can compete successfully against
treasuries of other governments.

“Free trade” just doesn’t exist, and can’t exist when other gov-
ernments openly subsidize exports in competition with our private
enterprise.

Unfortunately, whenever we try to equalize trading opportunities
we are called “protectionists.”
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Why is it protectionist to ask to do business by the same ground
rules? Why is it protectionist to ask for a level playing field?

Instead of our Government acting to equalize chances of fair
competition, we are seeing too many examples of this administra-
tion leaning over backward to protect the subsidized imports of
other countries—particularly if, like Brazil, they owe money to
American banks and threaten not to pay.

Labor support of farmers is rooted in our history. The following
are excerpts from a statement by Walter Reuther before the House
Committee on Agriculture on March 15, 1955:

. . . Our organization, from its very beginning, has had a deep feeling of kinship
for America’s farm families and an abiding concern for the welfare and preserva-
tion of the family-owned farm as the keystone of American agriculture.

Aware of the lessons of history, we know that the welfare and destiny of farmers
and wage earners are closely interrelated, that each depends upon the prosperity of
the one to lift up the living standards of the other.

. . . We must recognize the basic economic fact that in our modern society, the
well-being of every group is increasingly dependent on the sustained well-being of
all the others.

. . . We believe this principle of interdependence is particularly true in the rela-
tionship between farmers and industrial workers.

There are people who try to set agriculture against labor, and
labor against agriculture on trade policy, using scare tactics about
protectionism. But more and more, farmers and workers are learn-
ing together that you can’t have a healthy, productive, prospering
United States without fair play for both farmers and workers—and
Government policies that at least assure U.S. exporters an equal
opportunity, instead of stacking the cards against them.

Thank you, Mr. Chairman.

Representative Oegey. Thank you.

[The prepared statement of Mr. Moore follows:]
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PREPARED STATEMENT OF L. CALVIN MOORE

Mr. Chairman, I am Calvin Moore, Vice President of the Oil, Chemical and
Atomic Workers International Union, AFL-CIO. I welcome this chance to
emphasize organized labor's recognition of the importance of agriculture to
america's econamy—and of the jobs it creates for American workers.

Too often, we are inclined to underestimate the economic importance of
agriculture because of the dwindling percentage of the nation's population
engaged in production agriculture.

what we need to remember is that the impact of agriculture doesn't stop
at the farm gate. Our food chain, from production on through processing,
distribution, and marketing to the end consumer, accounts for over 20 #mt
of the Gross National Product (GNP) and 22 percent of the nation's total-
employment. The output of the people directly employed in farming creates an
additional 20 million jobs: 2.5 million supplying inputs,A 1.7 million in
primary processing, 5 million in manufacturing end products, 7.6 million in
transportation, wholesaling and retailing, and 3.2 million in eating
establishments.

When ag:iculturé is in economic trouble, its ripple effect'spzeads
widely. When farmers can't earn a living, they can't buy fertilizer and farm
machinery — and there are job layoffs in fertilizer and tractor plants. When
our agricultural export markets are wiped out, as is now happening, we lose
jobs on railroads, barge lines, ships, and processing plants preparing famm
products for export in value-added form.

During the past four years, over 60,000 workers in the Agricultural
Implement section of the United Auto wWorkers Union (UAW) have lost their jobs,
probably forever. Thousands more have suffered repeated layoffs and short
paychecks, as the industry struggles through its worst collapse since the
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Great Depression. Between 1979 and 1984, unit sales of tractors over 100
horsepower plunged. 613, combines fell 65%, and bailers dropped 56%. No end to
the tailspin is in sight.

The economic policies of the Reagan Administration are the central
reasons for the problems facing Agricultural Implement workers and the farm
community generally. Those policies have fostered high interest rates and
punped up the value of the dollar against foreign currencies. And ironically,
at this time of maximun farm distress, millions are starving on the continent
of Africa, and hunger is no stranger in America, either.

The Department of Commerce estimates that every billion dollars in
exports means 25,000 jobs. With farm exports down more than $10 billion, that
means at least a quarter of a million jobs lost each year. These are jobs
that affect the membership of many unions, including my own union.

Plant shutdowns and job losses have a serious impact on our members and
their families. The potent combination of high unemployment and community
deterioration that ultimately leaves in its wéke a terrible human toll,
visible in increasing rates of alcoholism, suicide, and marital and family
problems. Our members suffer from the loss of homes, cars, family possesions
and broken homes, as husbands can no longer support their families.

Our members are highly skilled employees. Shutting the door on their
jobs not only leads to industrial and personal decay, it also forces them to
accept jobs -- if they can find.them -- in much lower-paying fields which
would be a blow to anyone's confidence.

Recently Markley Roberts, an AFL-CIO economist, defined the current
unemployment ‘crisis in the following terms:

"Suppose you take the population of New York City, Chicago,
and Los Angeles. That's about 13 million people.
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Then add in the population of Atlanta, New Orleans, Pittsburgh,
and Boston. That's another 2 million, raising the grand total to
15 million.

Now imagine those 15 million people — who might include you —
without jobs or working part-time because there are no full time jobs.

This gives you some idea of the real size of America's big, for-
gotten, ignored econamic problem — persistent, high unemployment
in the midst of relative affluence.

It's much too easy to forget, to ignore America's unemployed men
and women. They seldom demonstrate in front of TV cameras. They are
not f£illing our newspapers with protests against economic policies
which wrongly use unemployment to fight inflation.®

whatever the cause, for every production job that disappears, there are
two or three service jobs in the commmity that are adversely affected.

According to the Bureau of Labor Statistics, unemployment is worse in
construction, mining and agriculture.

The job loss impact falls heaviest on workers in agriculture processing
plants, because the greatest decline in farm exports has been in value-added
products. It might not make much difference to the farmers whether their
wheat or corn or soybeans are exported in raw commodity or processed form, but
it makes a tremendous difference to unions, workers and to the rest of the
nation's econamy. Every time we export flour rather than just wheat, soybean
-0il and so-ybean meal rather than just soybeans, or processed corn products
rather than just corn, we are keeping more jobs at home. When we export
comnodities instead, which in turn need to be processed for the consumer's use
in other countries, we are simply exporting jobs.

My own union has suffered a loss of 5,000 ma;lbets in the wet milling
industry, as corn refining and soybean refining plants have been forced to
close due to loss of export market sales.

This regrettable shift away from higher value and value-added exports is
reflected in the fact that our annual value of farm exports has fallen far

sharper than the tonnage of agricultural products.
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- The concentration of U.5. exports at the low-value end of the trade scale
emphasizes the fact that we have reverted to the status of raw material
supplier in world trade, and we have failed to realize and derive the greater
economic benefit potential inherent in value added markets.

We haven't lost our farm markets because of inefficiency. If anything,
American agriculture has been too efficient for its own good.

We've lost our export markets for value-added processed farm products
because we have listened to platitudes about "free trade®™ while our competing
nations are violating every principle of "free trade” to take away our
markets.

American farmers can compete against foreign farmers. American workers
can campete against foreign workers. American companies can compete against
foreign companies. But neither farmer, worker, nor U.S. corporations can
campete successfully against treasuries of other govermnments.

"Free trade" just doesn't exist, and can't exist when other governments
openly subsidize exports in competition with our private enterprise.

Unfortunately, whenever we try to equalize trading opportunities we are
called "protectionists”.

Why is it "protectionist” to ask to do business by the same ground rules?

Why is it "protectionist' to ask for a level playing field?

Instead of our government acting to equalize chances of fair competition,
we are seeing too many examples of this administration leaning over backwards
to protect the subsidized imports of other countries — particularly if, like
Brazil, they owe money to American banks and threaten not to pay.

Let me cite just one example. When America faced an energy crunch, it

was official U.S. policy to encourage production of ethanol from corn -- a
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renewable resource. Private enterprise invested heavily in production
facilities to achieve that goal, creating a new U.S. industry, new U.S. jobs,
and new markets for U.S. corn. As an incentive to get that industry started,
Congress exempted ethanol fram 60 cents a gallon federal tax.

Congress made clear that exemption was for U.S. industry — and not to be
applied to foreign imports. But once that industry was established, and a new
U.S. market created, Brazil started trying to take it away from domestic
producers with heavily subsidized campetition. The U.S. Ambassador to Brazil,
instead of worrying about American farmers and American jobs, asked the U.S.
Customs Department to help him find loopholes for Brazil imports of ethanol by
a Citicorp trading company. Customs obliged —- and provided the loopholes for
such unfair competition. U.S. corn growers and processors took every
administrative step open to them, and the International Trade Cammission ruled
they were right. Customs was told to change the loophole regulations. On
August 1 they did -- but further obliged Citcorp by gtanting “grandfather
clause” exemptions which would permit‘ continuing import of Brazil ethanol,
without the 60 cents tax, for another three months. No limits were set on
amounts — and the rush is now on to flood the U.S. market with subsidized
Brazil ethanol. The continued evasion of taxes specifically designed by
Congress to eliminate unfair foreign campetition could wipe out a major share
of annual U.S. production before the three months "exemption" expires. That
would wipe out jobs -~ and further force down the already collapsed prices for
corn.

Is it "protectionist™ to protect such abuse of the intent of Congress and
demand enforcement of the law? U.S. corn growers don't think so, and have had

to turn to the federal courts for relief.
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More and more, labor and agriculture are finding common ground on the
need to fight unfair competition, and to insist on "fair trade™, not just
"free trade".

Labor support of farmers is rooted in our history. The following are
excerpts from a statement by Walter Reuther before the House Committee on
Agriculture on March 15, 1955:

"....0ur organization, from its very beginning, has had a

deep feeling of kinship for America‘'s farm families and an

abiding concern for the welfare and preservation of the family-

owned famm as the keystone of American agriculture.

Aware of the lessons of history, we know that the welfare

and destiny of farmers and wage earners are closely interrelated,

that each depends upon the prosperity of the one to lift up the

living standards of the other.

....We must recognize the basic economic fact that in our
modern society, the well-being of every group is increasingly
dependent on the sustained well-being of all the others.

....We believe this principle of interdependence is

particularly true in the relationship between farmers and

and industrial workers."

There are people who try to set agriculture against labor, and labor
against agriculture on trade policy, using scare tactics about
"protectionism®™. But more and more, farmers and workers are learning together
that you can't have a healthy, productive, prospering U.S. without fair play
for both farmers and workers — and government policies that at least assure
U.S. exporters an equal opportunity, instead of stacking the cards against
them.

Thank you, Mr. Chairman.
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Representative OBey. We have run almost an hour over, but let
me ask a few questions before we shut down.

First of all, let me say to you, Mr. Luchterhand, that I want to
take this statement which you gave earlier and put it into the Con-
gressional Record before we debate the farm bill. I think your com-
ments put a personal face on the issues that we are dealing with. I
think it is very helpful if people who don’t generally deal with agri-
cultural problems understand what these problems are doing to
human beings.

There is nothing wrong with getting emotional, nothing wrong
with getting angry, nothing wrong with getting frustrated when
you see what happens to people in those situations.

If you don’t have a certain sense of rage, if you don’t have a cer-
tain sense of frustration about stupidity and injustice or sometimes
just downright confusion that surrounds Government policy or
social habit I don’t think you are a very alert citizen or a very alert
Member of Congress. .

I appreciate both your statement and the force with which you
delivered it.

I would simply like to make a comment to Ms. Testolin. I think
you really hit it right on the button when you pointed out some of
the kinds of programs that need to be in effect not a year from now
but 30 days from now or now in dealing with the fallout from these
p{}gblems. The problem is, those programs aren’t going to be in
effect.

As one of the members of the Labor—Health and Human Serv-
ices—Education Subcommittee of the House Appropriations Com-
mittee, I know what is in our bill for this year for some of the pro-
grams that you are talking about. We have not, because of budget
considerations, been able to adequately respond. We are too busy,
in my judgment, erroneously doubling the military budget on bor-
rowed money and providing tax cuts on borrowed money to face
our social obligation in those areas.

That is always considered old fashioned in this new age, but Mo
Udall once described the country politician as giving a speech for 2
hours and then telling the assembled crowd, if you don’t like my
ideas, I will change them. I ain’t going to change my views. Those
are my views and I think they are still correct.

In terms of the behavior of banks or other financial institutions,
let me give you a specific example and then ask you each to re-
spond. Mr. Luchterhand knows about this community.

I was walking down the street in Thorp, WI, a few months ago. I
went in to shake hands up and down Main Street, stick my nose in
businesses. I went into the bank, talking with people in line. The
banker said, “Come on in, I want to talk to you.’

He started asking me what we were going to do on the farm pro-
gram and what we were going to do on the deficit. Then he started
pointing to the different businesses on Main Street and just gave
me a credit profile of virtually every single one of them and told
me what was happening. He said, you know, it isn’t just the farm-
ers who were overextended too. It is two out of every three people
on Main Street in this town.

And I know that is not the only community. Are there many
communities with which you deal where the situation is that seri-
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ous? Is that an over-painted picture of what is happening in com-
nlllun;ties that you deal with or not? Anybody want to comment on
that?

Mr. Tusss. I believe some of the comments that I made in my
previous statement made the case that that was certainly true for
the community of DeWitt, IA, and I know it is true of many of the
smaller communities throughout the State of Iowa and the sur-
rounding States. The comments that I had given you cited a loss of
two out of three grain and supply dealerships, two out of four new
auto dealerships, four out of six equipment dealerships.

The answer to your question is, in my perspective, yes, that is
happening in rural communities across mid-America.

Representative OBEY. Let me ask Mr. Heffernan, if you were to
pinpoint the three or four most important areas for us to take
action on to deal with the problems you described in your state-
ment, what would they be?

Mr. HEFFERNAN. Again, I realize I have avoided talking about
the farm programs and anything to do with that part. I am over on
the social side. I think the one is we have to come to grips with the
extreme mental health problems we have created out there.

It is not only the farmers. It is most of those who are currently
still farming and facing this tremendous problem. The families are
falling apart as a consequence. I would put a mental health out-
reach program up quite high. I hate to have to say this, but 1
would also put high on my list the job retraining and assistance to
move people out of rural areas.

I hate to say that because that means we are admitting the fact
that a lot of these communities are going to become ghost towns.
That is why I put economic development on my list first.

It is terrible to have to say that, but if we step away from the
farm bill, we have to face the fact that some of these people are
simply not going to make it farming and they are going to have to
look for something else. For the best interest of our society, I think
we have an obligation to those individuals to help them move into
other productive employment.

Representative Osey. Mr. Randall or Mr. Tubbs, how many
South Dakota banks or Iowa banks do you think are on the FDIC
list of problem banks and how many more do you think would be if
they were really playing it straight?

Mr. RanpALL. I am sorry. I would have to generalize. Based on
numerous newspaper articles in recent months in South Dakota, I
know that many of the banks—I can’t give you a number or per-
centage—are in serious trouble. We are seeing a lot of them folding
in the smaller towns, particularly. I believe Mr. Tubbs made refer-
ence to the First Bank systems from his State. They just made the
announcement in our State as well that 20-some of their small
banks would be closing. )

Mr. Tuess. Except for the lag that occurs in normal examination
procedures, I believe that the valuations that have been dictated by
the superintendent of banking in the State of Iowa have forced a
realistic reevaluation of the assets on the statements of the banks.

My latest information suggests that about one-fourth of the
banks in Iowa are on the State’s watch list. That is a State list as
opposed to the FDIC list. I don’t have information on the FDIC list.
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But 25 percent would be on the State’s watch list as of the last in-
formation that I have.

I do believe that the superintendent has forced the actual and re-
alistic valuation of assets on farm statements and other assets on
the books of the bank.

I don’t believe that we are fooling ourselves except for the fact
that much of that information is lagged. As we continue to go in
and make current examinations, the problems become more real
and more up to date all the time.

Representative OBey. Thank you.

Mr. Moore. I would like to comment on or rather add to the
comments made by Mr. Heffernan. You made a point, that we are
very familiar with in organized labor, dealing with the retraining
of those workers or farmers that might be victimized by whatever
the circumstances.

I would just like to say that I am probably least among the pan-
elists able to offer a solution for the problem. We only pick up the
problem where we meet it at the plant level and how it has affect-
ed our workers in the wet milling industry and how it affected the
United Auto Workers. But I think it is very important, as we have
done in labor and in supporting the Trade Adjustment Assistance
Act of 1974 and what we have done recently in the fighting for the
extension of that—we look at that as being a temporary solution to
the problem.

Obviously the problem that causes us to have to train workers,
retrain workers, relocate workers, those things that are offered in
the Trade Adjustment Assistance Program are temporary solutions
to a very serious problem which is in my opinion caused by the
amount of imports and the strength of the American dollar.

I think there is some merit that while this solution is going to be
far, far beyond what perhaps I could even add to or in any way
offer any solution, I think it is important, that looking at some
means of training farmers, those who have been victimized and I
think we have acknowledged the fact that some will close and per-
haps close forever, I think that it is important to train those to do
other things so that they can become helpful and somewhat of a
benefit to that community that has been victimized.

Representative OBEY. Thank you.

One other question, Mr. Moore, you indicated over 60,000 UAW
workers had lost their jobs in the past 4 years in the agriculture
implement section and that your own union has lost over 5,000 in
the corn wet milling industry due to loss of farm export sales.

Is that mainly attributable to trade and export policies or do you
think that the other factors which have been mentioned today are
just as important or more so?

Mr. Moore. I think that the other factors are as important.

In speaking for labor, more than just my union, we join together
in a program that we call Export Processing Industry Coalition.
What we have done is promoted the idea that in order for jobs to
remain in America, in order for the farmer to get a better price for
his product, that those jobs be processing. If you want to send so
many metric tons of wheat to Egypt, then it ought to be sent in a
form of flour that is going to provide jobs.
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In the automobile industry it is a little bit different. I think that
a portion of the loss of jobs in the plants, such as International
Harvester and other farm equipment companies is due primarily to
the introduction of robotics. There is some loss of jobs that must be
attributed to the automation that has creeped into that industry.
But a substantial amount, based on the information that we re-
ceived from them, is due directly to the foreign market sales, ex-
ports of a product or imports of a lot of the products that farmers
would normally sell on the American market.

Mr. Tusss. I have some current information on that from the
Quad Cities. I mentioned the manufacturers there, John Deere,
Case, and International Harvester. In 1980, June 1980, there were
I%g,égg agricultural jobs in the Quad Cities. Today that figure is

Representative OBEy. I just would note that in my district, when
I came to Congress in 1969, I represented about 33,000 farmers.
Today maybe 17,000 or some—there is some debate about who you
call a farmer but roughly 17,000 to 18,000 farmers; 36 percent of -
them in the recent survey indicated that they believe they would
not be in business in 5 years if something drastic didn’t happen to
turn things around. That is not a number which- makes it easy to
find many optimists in an area like that.

Mr. Luchterhand, one last question before I go to the Rules Com-
mittee. One of our problems in dealing with the farm bill, is that
frankly, we are told sorry by the administration, we won’t do this,
we won't do that. So what we can do on the farm bill is very, very
limited because of the Presidential veto.

When Mr. Stockman was before our committees, he suggested to
myself and others who were in the room when he was questioned
on his statements about farming, he said, look, 60 percent of the
farmers voted for the administration last election. Who are you
people to tell us that you know more about what we ought to be
doing in farm policy than we do? Farmers knew what the adminis-
tration policy was going to be and they voted for the President
which means that they support what he is doing.

That is a tough statement to answer. Frankly, most farmers did
vote for the President. Most everybody else voted for the President,
no matter what category you are looking at.

What is my response to people like Mr. Stockman when they
make that statement?

Mr. LucaTeErHAND. Well, Congressman, I can tell you that right
now I don’t know if a lot of the farmers really knew what the
President had planned for them. I can tell you, just as a sidelight,
that one of my committee surveys that I do and many farm meet-
ings that I conduct and that I participate in, that the first thing,
one of the first luxuries that a farmer disposes of when he is trying
to cut costs is his weekly newspaper. That is a pretty alarming sta-
tistic for somebody that gets a lot of newspapers.

But that is what happens. No ill feelings toward the man but—
unfortunately a lot of our farmers get their news out of Paul
Harvey.

I can tell you that in the many meetings that I participate in
today, and in the past, if you say, look, I know you guys voted for
Ronald Reagan, 60 percent of you had to. If you ask for a show of
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hands, you darn well are hard to find one. They are hard to come
by. They just can’t admit it. Quite frankly, knowing the conditions
of their fellow friends and neighbors and how they are deteriorat-
ing, they are afraid to admit it publicly.

Representative OBey. I don’t mean to suggest in any way that
the administration is totally responsible for all the problems of the
rural area, but the question is, What are people doing now to try to
solve those problems and how much flexibility have they demon-
strated? That is what we are going to find out as we go through the
process on the farm bill.

In summary, I think what has been made clear here today, in ad-
dition to an awful lot of information about human stress, I think
what has been made clear is that we really face in policy terms
four significant questions. No. 1 is the simple question which Sena-
tor D’Amato was trying to get at before: Are we going to partici-
pate in the restructuring of farm debt in this country? If so, how?

We structured significantly the debt schedules of Third World
countries, justifiably so, in my opinion, over the last 2 or 3 years.
The question is whether we will do the same for American farmers.

Second, the question which two of the Governors addressed and
which a number of you have testified about today: Are we going to
allow this crunch to continue? Some people call it a natural eco-
nomic adjustment, which I think is debatable. But if we are going
to allow that crunch to continue and if we are going to allow gov-
ernment to totally withdraw, as some suggested, from agriculture,
even though other governments don’t, do we have and will we put
in place the kinds of ameliorative programs not only to deal with
the human consequences and emotional consequences of this
change; but also do we have in place other programs that do more
than give lipservice to the idea of actually moving people into
other areas of productive employment?

I would suggest the answer is “No.” I would suggest that until
we do, we have a moral obligation to be mighty slow in speeding up
what some people describe as a natural process.

Third, I would also say that the question we face is: If we are not
willing to go down the road of totally abandoning agriculture to
social and economic problems, are we then willing to establish ef-
fective policies of supply management to at least keep Government
purchases and those Government costs to an acceptable minimum
in budgetary terms?

And the final question is whether we as policymakers in the Con-
gress and in the White House continue to engage in further short-
term gratification as we deal with issues such as the tax bill; or
will we use revenues gained from any potential base broadening
that the Ways and Means Committee might produce for what a lot
of us consider to be a higher priority, mainly to get down those gov-
ernment deficits which would in turn enable us to get down inter-
est rates and to get down the over-valued dollar on international
markets which, both of which are killing us in trade and farmers
along with it.

It seems to me those are the questions we have to face. I thank
you all for taking the time to help put out a record designed to get-
ting those who are interested in those issues an opportunity to
think about the questions you raised.
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Thank you all very much. The committee is adjourned.
[Whereupon, at 1:10 p.m., the committee adjourned, subject to
the call of the Chair.]



APPENDIX

STATEMENT OF HON. ANTHONY S. EARL, GOVERNOR, STATE OF WISCONSIN

I would like to thank Representative Obey for holding this hearing and once
again demonstrating his interest in communicating with Wisconsin farmers during
this critical time. 1 sppreciate the opportunity to present thjs testimony and
offer the pgrspective of one who must develop state farm policy within the
parameters of federal policy.

In all honesty, it is particularly frustrating to me, and to governors of other
agricultural states, that the agricultural economy is determined by forces largely
outside the control of state officials. Yet I am not here merely .to identify
these forces and recite the well-known roster of cu}prits threatening rural America.
We all know the chief of these is the federal deficit with its consequent choking
_fnte'rest rates and overvalued dollar. And we all recognize {alling land values and
& crumbling price support system as major co-conspirators.

Instead, I wish to take a moment or two to outline the negative consequences
the national' and international farm crisis is having upon Wisconsin in particular.

To understand ‘the potential depth of the farm erisis, it is imperative to
remember that a farmer does not operate in a.vacﬁ;xm that begins and ends with
the property lines. Each farm f;ﬁlure adverée]y affeets implement dealers and
manufacturers, seed and fertilizer operations, lending institutions,'transportation
firms, markets, and many "Main Street" businesses with which farmers interaect.
Tell city folk that only three percent of the ‘U.S. population lives on farms and
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they remain guite complacent. However, tell them that over 20 percent of the
Wisconsin econo>my is agriculture-related and they begin to take notice. It is
estimated that each farm dollar has seven doliars worth of impact on the state
economy. Cash receipts, alone, for Wisconsin agricultural commodities total well
over $5 billion per year.

Due to the diversity of the Wisconsin agricultural economy and the federal
dairy price support system, we have so far been fortunate enough to avoid the -
critical situation faced by many of our neighboring midwestern states. Yet
Wiééonsin farmers are hurting. And when farmers hurt, the Wisconsin economy
hurts . with them. ‘ Agribusiness comprises one quarter of the Wisconsin
manufz-acturing sector. Since 1879, over 1,000 jobs per year have been lost 'in.
the top five Wisconsin agribusiness industries. _

Wisconsin has about 85,000 farms and about 50,000 full-time farmers. In
early 1985, between 7,000 and 10,000 of them were finéncially stre§sed; that is,
having debt-to-asset ratios over 40 percent. Most of these were small to medium
sized farmers. .Last spring a state-operated emergency farm credit program was
instituted. In order to qualify for a loan from a participating lender, the lending
i‘nst;tution had to be the .farmer's "lender of last resort.” Over 800 "ast resort™
loans were made last spring in order to allow farmers to commence spring planting
and give them the opportunity to work themselves through these trying times
while remaining on their farms as productive members of the rural commur;ity.
Hundreds of other farmers were denied loans because they could not find

participating lenders or because they were considered too high-risk, despite a. 90
percent state loan guarantee. And after another year of low prices and high
interest rates, things will, no doubt, be worse in the spring of 1986.

Farmers cannot obtain credit, in part, because of declining land values. In

1984, Wisconsin farmland decreased in vsalue by nine percent, or $1.2 billion.
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This loss has held the overall growth of taxable propertv in the state to less
than one percent, the smallest yearly increase since 1941. As local units of
government rely less on farmland to generate re\.r‘enue for services, there becdmes
increased pressure on the elderly and other rural residents to provide the support
for such services.

The -ﬁnancial difficulties of the farming community have harmful non-
economic consequences on the state as well. Immeasurable are the educational
opportunities that have been lost by rural students because of the pre.;;sure on
local school boards to keep costs to an absolute minimum. For farmers, and
rightly so, are not eager to pay property taxes on unprofitable land. Rural
families have been disr'upted. due to the emotional weariness occasioned by financial
struggle. People have become politically and socially aliented from mainstream
Wisconsin life because they are unable to control their own destinies.

If administration policies continue unchecked, the pain we féel will only
get worse. Based updn some mythical "free-market-concept” for agriéulture,'the
Reagan plan is yet another example of the administration's insensitivity to those
of us who are neither large corporate enterprises nor wealtﬁy individuals. It is
ce‘rtainly appropriate that U.S. Secretary of Agriculture John Block is taking a
lot of heat for the administration these days. His vision for the future of
agriculture is unacceptable and.virtually indefensible. It is inappropriate, however,
that the heat Jack Block is feeling does not seem to be reaching the Oval Oft;ice
wherein resides the ultimate leader of federal policy. If we are to affeect
xﬁeaningful changes, we must tak? President Reagan to task on this issue and
make it stick as a permanent blemish on what has until now been & teflon
presiden;:y.

Farmers and farm leaders from around the state have contacted me regarding

various federal proposals. The sentiments they have expressed have been far
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from unanimous. Thus, I have not yet presumed to offer my official support on
behalf of Wisconsin farmers for any particular ferm legislation. At present, I
simply join most of rural Americe in staunchly op‘posing the administration's pian.
Beyond that, I feel the eventual farm bill must boost farm income while minimizing
subsidy payments, promote sound conservation practices, and target benefits to
small and medium sized farmers.

Rather than devoting energy petitioning the Wisconsin congressional
delegation to do a good job of representing Wisconsin farmers in Congres;, which
1 am sure most of them will do, I have concentrated my efforts on developing
state initiatives designed to help reduce the negative effects of federal policies.

1 am particularly pleased with the help we were able to provide rural‘
Wiseonsin within the context of the 1985-87 budget. Foremost in my mind is
the $885 million in new property tax relief afforded taxpayers, much of it
channeled through the school &id formula in the form of direct credits on individual
tax bills. Greater property tax relief is also being achieved through th.e Farmland
Preservatijon pr.ogram. Under this budget, funding for the program is bolstered
by .$15.4 million.

- Moreover, the budgét requires that state school aid be caleulated according
to current vear data on equalized land values. School aid distribution will
therefore more accurately reflect the falling land values in many rural areas.

Other budget provisions specifically designed to help the rural economy ;are:
sales tax exemptions on farm production items suqh as dairy equipment, animal
bedding, milkhouse equipment and animal m:edicine, elimination of tax code
incentives to engage in tax-loss farming, more money for the Wisconsin Farmers
Fund énd the Soil Conservation Program, and increased state support for direct

marketing efforts.



303

Despite these successes, our efforts to return profitability to the family
farm must not wane. In the special session of the Legislature I recently convened,
we introduced proposals to make farm assessmenf; more fair and to increase staff
support for the state's intensive efforts at expanding overseas markets for our
agricultural products.

1 certainly hope that the federal government will come to its senses and
together we'll be able to breathe new life into rural Wisconsin. 1 know
Representative Obey and the Wisconsin delegation will do what they. can to
prevent the administration from further eroding rural Wisconsin. And I know
they will remain advocates for the needs of the Wisconsin dairy-based agricultural
econofny. 1 _thank them for their efforts on behglf of the state and again thank
Representative Obey for this opportunity to portray the effects on Wisconsin of .

current federal farm policy.

O



