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r"'ASHINGTON 

120250-0100 
I 

MEMORANDUM FOR THE PRESIDENT 
i 

From: Sf~cretary Dan Glickman I 

Subject: 
I. 

Bovine Spongiform Encephalopathy 
1 

. '. . . i . 
~,ll ...'1 

I want to let you know the steps the Department has taken and is taking to address concerns 
about Bovine Spongifonn Encephalopathy (BSE). While BSE is frequently called "mad cow 
disease" in the media, I strictly avoid that'tenninology. . .. . I 

Animal Health ! 

BSE is not knovm to exist in the United States. USPA's Animal and Plant Health Inspection 
Service (APHIS) prohibits the importatiop of live ruminants such as cattle from countries where 
BSE is known to exist. The import ban on live cattle from Great Britain was first imposed in 
1989. . I 

. I 
As part of its in4;reased surveillance for ~SE, APHIS has traced 496 head ofcattle imported from 
Great Britain between 1981 and 1989. Only 34 of those cattle are still alive and none has BSE. 
They are under movement restrictions an~ will not be pennitted to enter. the food chain. Thirty­
three additional cattle have not been traced; these cattle were probably imported in the early 
1980's and are most likely dead. . I. ." . 

. I'· 

APHIS has also increased surveillance td detect BSE if it is acCidentally ~troduced into the 
United States. Active surveillance beg~ in 1990. As of the end of January,. we have examined. 
over 5,300 cattle brains arid have found rio evidence of BSE. These brains are collected from 
cattle in the mast at risk population, including those rejected for slaughter, to increase our 
chances of detecting BSE should it emerge in this couiltry. 

. I. . . 
Since 1994, we, have been using the most up-to-date technology to conduct these tests. We are' 
th~ only cOuhtry in the world that is syst~matically using this technology to survey for BSE. 

Human Healtl~ 

There is a great deal ofconcern, and inc~easing, though not direct, evidence that BSE is linked to 
variant Creutzfeldt-Jakob disease (v-CIP) in humans, a fatal brain encephalopathy disease 
which include~; swelling and varioUs other adverse symptoms. A survey of the medical 

• • 1 • 

. community by the Center for DiseaSe Control and Prevention last swnmer foUnd that no cases of 
v-cm have oc:curred in the United Stat~s. . 

I 
The World Health Organization has stated that "[c]ountriesshould not pennit tissues that are 
likely to contain the BSE agent to enterl any food chain". Studies ofconfinned field cases of 



BSE in the U.K. found th~. BSE agent only in the brain, spinal cord, retina, and distal ileum 

(intestine). It is most often present cattle between 2 and 8. years ofage. 


USDA's Food Safety and Inspection ServiCe (FSIS) inspects cattle before they are slaughtered 
and after slaughtc;:r to assure that only heal~y animals and parts are used for human food. The 
U.S. does not currently import meat produ~ts from countries where BSE is known to exist, 

although this is not the result of import resm,ctions .. 


. I 

FSIS regulations prohibit the use ofanima}s With central nervous system disorders for human 
food. The regulations also restrict the use bfspinal cords for human f09d but do not specifically 
state that spinal cords are inedible. Brainsl are sold in small quailtities for edible use in this . 
country, and spinal cords are exported for ruman food. Both of these tissues, as well as retina, 

. may be rendered to produce an edible proquct for use in other human food products. 
. 	 I· '. . . 

We are actively considering ways in whic~to deal with the use of these tissues that have been 
shown to carry the BSE-agent, even though BSE is not known to exist in the U.S. This is a 

I 	 , 

sensitive area because some regulatory options could impose significant costs thafsome could 

criticize for addr(~ssing a risk that is not scientifically demonstrated. For example, FDA's 


. 	proposed rule for a complete ruminant-to-iuminant ban in animal feed products, which. USDA 
fully supports, halS been criticized by som~as lacking an adequate scientific basis, even though it 
has been scientifically shown that BSE can be transferred in this manner. 

Given USDA's import restrictions and the, fact that BSE is not known to exist in this country, the 
risk ofcontracting a human disease from consumption of these products in the U.S. is very smalL 

. Before deciding what regulatory steps to take, ifany, I have directed our agencies to organize a 
meeting of top public health scientists throughout the Federal government to discuss the state of 
scientific knowledge in this area. The me~ting is scheduled to occur next week. 

. i 	 . . 
Consumer groups and others have also recently focused attention on a technology called 
Advanced Meat i{ecovery (AMR) systemJ, a mechanical process to remove residual meat from 
carcass bones, in contrast to hand de-boni~g such meat. In particular, they argue thatFSIS 
should issue a directive requiring spinal cqrd removal from carcasses prior to entering AMR 
systems. FSIS will be issuing such a directive shortly on the basis that the spinal cord is not 

. meat, as now defined in regUlation. : 

I 	 • 

Attention to this issue has heightened folloWing the public discussion of preliminary and partial 
findings ofa USDA study ofAMR produCt, which included finding central nervous system 
tissue in a small number of samples. The media have made repeated inquiries about these data. 
USDA Will completed its analysis ofall data this week and released the results to the public. 
today. 

In addition to issuing the directive on spm,al cords, FSIS is reviewing the data to determine 

whether and how to revise USDA's regul~tions on AMR systems,.which currently allow the 

product of these systems to be labeled as meat. Consumer groups are likely to be strong . 

supporters of such regulatory action.' I 


I Will keep you posted on our efforts. 
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but remain cautious ' 

PRICES..................... 

~O'Illbrl.l4dftvr7f. Pa.g. IA 

But SeU Hart. an Iowa State t;ni­
versity ~nomist who has studied . 
connec::ttons between the tann ee:ono­
my and politics, think.i 1996 w1ll be 
an exception. . 

"Widespread RevuJalon'· 
"t think there's a great deaJ of·di,. . 

pleuvrt... he said, " ... a wldesp1:-ead 
revu.lsion. at what's been happeilUnl 
in Congress, at posittons taken (by
Republlcans)on taxes, employment, 
the environment. especially In the 
House. 

"So there Will be some erOsiol\ of' 
traditional rural Republican sup­
por1, especially amonl women.'· 

ClaytOn feutter, agriculture se.::re­
tal")' u.nde.r ~tBush and a :I<oy 
player In mobillzinl the tann vOtil in 
sevenfpresidcndal ~p&tgna. siuc!.. 

. "Everyone expects. thi b~Lnd... 
ot th1I~campai~tO~~Wthe Mld~ 
we.t.m Ita_ the one.' whert I;M 
race could be really dose. The :ill'm 
vote, while relatively small in tel'ml 
of the total. electorate, can be c:ru.:!aI. 
in these states.of . 

Hart agreed, sayinf, uTheti .Ut 
probably 12 to 115 states where·the . 
rarm vote is a very signiltca.nt r~ 
tor, Indeed. and dose to three d~1eI\ 
where it can be adecidlnl tactor l!rl a 
dose campaign.·'

Iowa is amona them. 
And here. as In Other tarm states. 

views of the agrtcuJtUraJ econOtllY 
vary, dependlnl on whetber you.
have &nin to sell or don~ or on 
whether you raise eattJe. 

Just west of GUdden. the site Ol~ a 
planned tarmei'~wned ethanol plane 
sits vacant. leav1nl Norm So),er, a 
local ranner and seed dealer, to la­
men' the lack 01 fin.a.ncinl tor tJ:\e 
project. . . . 

Soyer summed it up this way: 
"With '5 com, the only people that 
can take advantage ot \, are the peo­

. pie that clon't need the money." 

.WlUlam Deuel. an 80·year-o.\d


. sralntanner and cattleman trOm 
We City, Is OM of the tew Wii:b. 

.graiA to sell ..:...; two years' worth III 
com a.nd ac least that much of soy- . 
beans. 

.When he and his Witt o( 55 yean 
were .nrst married.ithey decided not 
to buy anything u.\Uesa they could 
pay for it with cas~ . 

Sow tarm.lng wit,h his son, Ulrry. 
Deuel has appUed the same philoso­
phy to grain sales: Bank it UlItil the 
price is right and se~ tor cash only, .. 

"This year, it's paid oCt," he said 
one day recently. artor dumping a 
load of soybea.ns at West Central Co· 
operative In Ralston; 

The prospect ot atnuence in rural 
America is so strong;that the USDA's 
EconomiC Researdl! Service has is­
sued an internal briermg paper on 
how tanners can avoid being pusij,ed
into the highest tax :bracket!. advi.&­
irlIon optiOttS available tor defeni.na . 
income a.nd accelerlung deductible 
expenses. ~ 

. \ ~ost ot a&ricuJt~e's income and 

fitW\ce numbers are upbeaL . 

. Commod1ty recei~ are estimated 
to top 1200 billion,! almost IS per
cent higher than the 1990-96 aver· 
age. Net cash inco~, money podc.
eted after expe.nses. is seen rising as 
mudl as 20 percenti to $60 billion. 
ThIs Includes .8 bUlion in federaJ 
subsidies under the new Freedom lO 
FannAct. 

.At the same time, :tann expenses 
art estimated to rise 8 percent or less 

.~~~'f.~.~;:~:
'~lt" tNt bt.Iidw'acon. withr 

. I • 

the USDA estimatina cash receipts . 
as high as .23 bUlIon this year, 
40 percent above the avense of the 
1~ ,,: 

E>.-po1U ale set to tOp S60 billion. 
50 p!!n:tftt higher than In 1992 and 
translating, says G llclo..'1l\a.n, into a 
total of almost 1 million agricultural, 
processing, ha.ndIing a.nd tra.nsPOrta~ 
tIonjobS. . i 

\ . 

"Period ofExUberance" . I 
Iowa State's Hari ca.lls an this "a 

period 01 exuberance; which comes 
aboUt every two decad4l!S:' . 

But Harl. Gliclanan· 3lId Bergland 
emphasize ranners shOuld beeareful 
not to let this "exuberance" push 
them into the same kii'Id of peU·mel! 
rush to buy land and ,~ital equip. 
ment as In the 1910., factors that led 
to coUaJ)St of the agriCulture econo­
my in the 1980s.·\ . 

I, 

Glickman also emphasizes the 

bounty won't be shared by all be. 

C:1use of drought in the Southe!n 

Plains and excessive rain in the east. 

em Corn Belt. along with low live· . 

~tock prices, 
 .,;. 

Wiilker. who has been :1 banker in 

Glidden for 18 years. LS well aware 

o(:hat two-sided pictUre. 


Carroll County is one of [owa:s 

leading !lvestock·prodilcing areas, 

and at least a third of IUs borrowerS 

are in the cow-caltbusiness. 


~any have had to sell cattle - :~\ 
,'\~"and some, la.nd - to stay in bUll i­ ., \ 

. ness. ALew may.be rorcedou~ :\ 
Walker Is encounllted by the high· ., 

est grain prices in decades, but he 
- also is concerned. EVidence ot un·· 

evenness in the rarm econom.,:!1t 
groWinI at his ba.nk, where ta~ 
lated debt is mounting and cuh..nO.w 
rates are slipping. .• ,{ 

Last year, tor the first time since 
. the' '80s, some of his' borrowers . 

couldn't repay their operadns loans . 

- an indication, he says. tnac 


. ''things are hurting OUt here. " 
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THe: Se:CRe:l'ARY OF' AGRiCULTURe: 
I·' " 


WASHINGTON, O. C. 20250-0100 


I 

I II 
Aug,ust 10, 1997 

I 

MEMORANDUM FOR THE PRESIDENT 


From: Secretary Dan Glickman 


i 

Subject: ~ Department of Agriculture ilnih Ive to FiglitF()od Stamp Fraud 

I 
I i 

1
I want to bring to your ~ttention 0 departmental initiative I am taking that will lead 
to the capture of thousands of fugitive felons, many of whom are violent and 
threaten the safety of.9'Jr Nation's citizens, and rid thefood stamp program of 
thousands ~f i~ible recipients ~:. saving millions of dollars every year and 
restoring i!RFlty to our Nation's Iprimary nutrition assistance program. 

I _ I' I I I : • 

Through this initiative, we will mafchinformation about fugitive felons and prison 
• I I 

inmates a~Jainst the rolls-of the fOQd stamp program, enabling law enforcement 
agencies fe) locate and capture th~ fugitives then remove them and prison inmates 
from the fc)od stamp rolls. Our Office of Inspector General (OIG) has already 
tested this initiative on a small scdle and scored a remarkable success -- which is 
one of the reasons we are confident that the initiative will succeed. I I 

In early 19'97, a task force of USDA, local, State, and other Federal law 
enforcement officers operating in Itwo Kentucky counties found 207 fugitives who 
had receivied an estimated $300,900 in food stamps. Over half ofthem had prior 
felony coniiictions, including assault, attempted murder, and trafficking in drugs. 
Over a 3-week period, 85 felons ~ere taken into custody. I ­

. The OIG also matched the nameJ of prison inmates against the food stamp and 
other welfclre programs recipient foles in Maryland and Virginia and found that 
1,175 inmates had improperly received a total of $142,300 in benefits. To date, 
one individual has been indicted by the U.S. attorneys office and another 30 are 

• r. ' 

pending prosecution by Federat or State authorities. The General Accounting 
Office performed a similar review~ in other States and found the same problem: 
prison inmates were receiving foo~ stamps in spite of their disqualification. 

I I 

Under the ne,w initiative, the QIG ~i11 expand its scrutiny of felons and inmates on 
a national scale, starting in 20 cities and focusing on those individuals who are the 

I 
I 
I 

I 

I 
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I Memorandum for the President 
\ . . From Secretary Glickman 

August 10, 1997 

. I·" . 
most violent and dangerpus, as rell as those who have failed to meet their child 
support responsibilities .. The Inspector General believes that with the help of other 
Federal, State, and local Ipw enf~rcement authorities, his organization will capture 
at least 2,000 felons and will save the food stamp program at least $12 million 
per year. We derived thatestima,e by extrapolating nationally the results of the 
pilot program; adual savings may be much more because fugitives will find it . 
impossible, to slip back into the prfogram,once they realize that law enforcement 
officials will be scrutinizing their request for. food stamps will bring. . 

I > 

In addition, OIG plans to expand\the matching of food stamp recipients rolls with. 
Federal, State, and local inmates roles in all 50 States and the District of 
Columbia. We. are calculating th6t such matches, and the subsequent 
investigaticlns, will identify about ~6,938 people who are improperly receiving 
food stamps and whose benefits are costing the program over $1.9 million each 
month. The inmates will be removed from the food stamp program rolls and, in 
some cases, prosecuted, saving the program approximately $24 million annually. . I . 

While this initiative will severely strbin the resources of our OlG, to the extent other . 

priority invE!stigations will be affected, I am committed to it because our citizens will 

be safer and our tax dollars will b~ spent onthose who are tru,y in need. 

Moreover, this critically important program .... food stamps -- will regain the 

integrity it rilay have briefly lost to those who believe they can' hide from the law 

and still demand entitlements from it. . 


\ 

. . 

I will keep you informed as we progress, particularly in advance of future 
announcements we may make repprtirig the success of the initiative .. 
.' i· 

I 
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MEMORAt'~DUM FOR THE PRESID~NT 

From: Secretary Dan Glickman 
I 
! 

SubJect: USDA Response to th~ Current Crisis In Pork Prices 
I 

Beginning November 23. when I ann~unc8d that USDA will" buy this fiscal year SSO 
million wor'th of pork and donate It ti) school feeding programs and programs that feed 
the needy, USDA has taken several additional steps. summarized below. to alleViate the 
current enlds In pork prices. a slump :u,at has pushed prices to their lowest In 5 decades . 
and one-thnrd of the level of Just last year. Given our conversation today. I am also 
sending a sllmilar memorandum to President Carter so he is fully infonned. . 

. '. . 	 ! 

i 


• 	 On December 21, the VlcePrtSSicient announced th;lt USDA will purchase an . 
additional $1 S million worth ~ pork for programs that feed the needy. . 

: 
ThEiSe purchases will be made only from hogs slaughtered and processed on 
Saturdays and Sundays, which lIs significant to ameliorating the current slump 
because though slaughter ra~ are near historically high levels,. they are not 
keeping pace with consumer demand nor the amount of hogs ready for market 
becwse many plants are only:operating singte daily sbifts and not on weekends. 
The: conditions of the purch~es the Vice President announced provide an 
inctintlve to processors to utilize their unused capaci1:J. to ease the bottleneck . 

. c:ontributlng to weak cash prices. 
. 	 . I 

• 	 On December 23. Iannounc8d that under the tenns of the Russian food aid 
pi.c1ica&e jUst completed. USDf' will provide 50.000 tons of pork. Additiona.lly. . . 
we are worldn, on an export credit guarantee package for South Korea tha.t will. 
we believe. Indude a Slgn~cat?t amount of pork. . 

• 	 On December 28, I placed a moratorium on further USDA landlill for pork 
production facliities. BeaUMJ part of the problem lies with the rapid Increase in 
pork production over the I~year, USDA's programs should not exacerbate the 
problem by providing IncentlV,as to increase supply. 

In a.ddltlon, I announced that ~SDA will accelerate its psuedorabies eradieation 
program. This actton. could remove as many as 1.7 miliion hogs and pigs from 
Inv4N1tory, easing d'lesupply.,ut as well as helping the US achieve psuedorables­
fref'~ status sooner than scheduled. which will ultimately help open additional 
. 	 I 
export marketx.. 

, . 
, . , 

I 

i 
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Memorandum for the President from Secretary GlICkman 
, USDA', R.esponse to the Crisis 11'1 Pork Prices 

~ 2 0( 2; December 30, 1998 

,. 	 T onlorrow, December 31, I~ill announce that USDA will ease its lending , 
regLilations to permit borrowers who have suffered from low commodity prices ' 

, 	 ',
In 11~98 to defer their 1998 paymenu undl the end of the loan. Next month. ' 
USDA will also (mplement neW, procedures streamlining our credit programs, 
making them easier for farmets and for banken, whose loans USDA guarantees. 

, I ' 
HoweVer. USDA does not have the legal authority to offer a loan program 
exclusively to ,pork. producen, Is they have requested. By statute, our credit 
proilra.m5 are available to all t'irmerS who meet the eligibility SUideilneS. 
Norletheless. while the cha~ to our fann credit prOgrams will apply to all 
bon"OWers, they were preclp~ted by the cl,lrrent crisis in pork prices. 

" , 

• 	 I a.tr11 continuing to examine other options within my present authority to 

, all.nriate the cr~sls. including a4ditionaJ fontign humanitarian donations and 
whether USDA can make dir~ct payments to pork producers to help bridge the 
cur~..nt slump. I hope to aCt 6n thase options next week. I am also stUdying 
whlcher we should seek legislation for other and additional forms of ~d. 

, " 

I . 	 . •
I ' " 	 ,

While currl~'"t prices are depressingly (ow, they strengthened $2.50 last week; partly in 
reaction to USDA·s steps and the arl'l0uncement by twa packers who have instituted 
minimum plrices they will pay for live hogs. and this slump may continue - funber 
pressuring farmers, heightening public Interest. and increasing the already very significant. 
Interest It has generated among Memf-'s of Congress and SenatOrs.. 

I 
However. USDA's most recant estimate~of industry trends. released yesterday, and 
futures pric:es are cautiously positive. IThe US hogs and pigs Inventory is down 2% from 
September I j and breeding stOck Is d~ 3%. Farrowing intentions are off '" for the 
December to February quarter and 'down 7% for the March to May quarter. These 
proJectfons suggest some eaSing of th~ over supply problem; a factor helping to 
strencmen April fucures prices that. When equated to cash hogs prices, are roughly 
double cun"ent levels and June futur~ almost three times last week's price. 

This has been a top prtorlty of mine for the last couple of weeks. and. will continue until 
we begin a' Work our way out of it. ~we have done ,Is discussed in greater d~1 
in the attached mater1als. ' ' , 

! 
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, 
" I 

MEMORANDUM FOR THE PRESIDENJ 
I 

• . I· 

From: Secretary Dan Glickman' 

Subject: " State of the Agriculturall Economy and USDA Actions 
I 

I 

I 

I I. OVERVIEW 

" "I" "" 

, After a gj:merally strong perforrr'ance during "1996 and much of 1997, the U.S. 
agricultural economy is weakehing. Agricultural prices, net farm income, and 
export selles set records in 19:96 but have since fallen, with especially sharp 
declines for some commodities and in some geographic regions, such as the 
Northern Plains -- as reported i,n a front page article in today's The Wall Street" 
Jdurnal. "On the Northern Plains, Free-Market Farming Yields Pain, Upheaval." 

I 
A few k4:!y indicators illustrat~ the magnitude of the adjustment now taking 
place in U.S. agricultural markets. The Asian economic problems combined with 
lower U.S. commodity prices h~ve reduced the value of U.S. agricultural exports 
from nearly $60 billion in fisca', year 1996 to $56 billion -- and this, our current 
forecast, is likely t6 be reduce'd further in late May: We expect net cash farm 
income to fall to $51 billion ini 1998, down $4 billion from last year, and down 
15%fro'm 1996's $60 billion.1 The drop is prima"rily due to lower crop" receipts 
and higher productionexpens~s. 

I 
The wealkest commodity markets are wheat and hogs. Wheat prices have hit 
their lowest level in 5 years, f~lIing over 25 percent during the "last 12 months. 

"U.S. stocks compared with c6nsumption are the highest since 1991 and, with 
the warni winter, a very large winter wheat crop is likely to be harvested 
starting in late May, putting further heavy pressure on prices. The weak wheat 
market, combined with several years of crop disease, has been especially 

". punishing for fa~mers in the Northern Plains. Hog pric~s are down 30 percent' 

i 
"I 

I 
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In other markets, corn and soybean prices are below year-ago levels, although 
they are $till near the 5-year av~rage. Cotton prices have recently weakened as 
China be!~an the unusual step 0if exporting cotton into a declining market. Rice 

. f<umers, ,after some initial misgi'vings following enactment of the 1996 farm bill, 
have actually seen their prices istabilize and remain fairly strong: Cattle prices 
have been low, but after 2 ye:ars of herd reductions, prices are expected to 
strengthe'in as the year unfolds. i Broiler prices have been average and producers' 
are earning positive 'returns. Milk prices were record high during the first qu~rter 
of 1998 bLit are now rapidly ~eclining, although prices are still expected to 
aVcgrage ('I little higher this year! and feed costs lower, compared with 1997. 

Crop conditions around the viorld are generally favorable and longer term 
weather forecasts do not suggest problems for the 1998 growing season here 

. I 

. or abroad. With limited sales expected to Asia this summer and into the fall and 
tough export competition expected from South America, favorable U.S. growing 
conditions could further aggraJate the current dec./ine in crop prices and farm 

, 	 . I 

financial conditions. ' I 

, . 	 " " ..:, 
In response to these developments and the concerns I am increasingly hearing 
from farmers and ranchers, p~rticularly during the farm forums the Deputy 
Secretary and I conducted last month, I have initiated several actions to provide 
assistanc'eand am proposing a~ditional measures. While these steps will help, 
the prospects for improvement: in the state of the farm economy this fall will 
depend h'eavily on the size of 't~is year's crop harvests in the U.S. and abroad 
and the pace of recovery of Asian economies. 

II. ACTIONS TAKEN TO DATE 

International. USDA reacted qJickly to the Asian financial crises and since late 
1997' has made available $2 Ibillion worth of export credit guarantees to 
countries throughout the reQion~ On April 24, USDA announced a further $400 
million allocation to South Kore~. 

USDA has made $4.5 billion in eixport credit,guarantees available worldwide, up 
50% from the $3 billion allocate!d at this time last year. USDA and the Agency 
for Interm:ttional Development h1a've also allocated the full amount of available 
funding, '~~ 1.1 billion, for exports under PL 480. 

, 	 I 

I 

USDA has aggressively award~d export assistance under the Dairy Export 
Incentive Program (DEIP) to bOist dairy exports. In fact, we expect to reach 

I . 
I , 



" 
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Page 3, May 4, 1998 

I 

this year':; limit permitted underr the Uruguay Round Agreement on Agriculture 
well before the agreement year, concludes ..,,' ,!, 

USDA and USTRhave successfully concluded farm market access initiatives to, ' 

open the IBrazilian market to U.S. wheat; Taiwan to meats and rice, arid which 
allow U.S. pork producers to sl" to the Phillippines. 

Domestic. Thus far this fiscal year, USDA has purchased '$442 million worth' 
of beef, pork, and poultry. for domestic food assistance programs: USDA has 
also purclhased about $55' million of nonfat dry milk under the dairy,price 

I ' , 

support ptrOgram, which is being phased out by the 1996 farm bill. 

,I ' , 

The emer!~ency supplemental appropriations bill you signed, will provide $105 
,million in additional farm operating loans and $43 million in additional farm 
ownership loans for this fiscal :year, actually slightly above the amounts the 
Administrc~tion, requested. With,out these funds, USDA would now be running 
out of money in some of these accounts. Although the Senate version of the 
legislation included the Administration's proposal to fix the 1996 farm bill's 
provision 'that denies farmers from receiving additional USDA loans if they 
receive a write down, the confetence report dropped it from the final bill; I will 
continue working.to get Congress to fix this onerous credit provision. 

Last month, I met with several Northern Plains Senators and Congressmen and 
announced a package of reforms we will initiate ,to revise crop insurance, 
regulations to provide more eUective assistance to farmers in the Northern 
Plains and other regio'ns whe~e successive disasters have sharply raised' 
premiums and reduced c;overage;. 

III. FURTH9R ACTIONS PROPO,SED 

Internationa/~USDA has develqped a series of recommendations to simulate 
additional exports that are pending final approval before the relevant interagency, 
groups. These actions i~clude Jnew export credit initiatives, including direct 
credit for selected countries;; limited export subsidy activities for certain', 
commodities; and proposed legislation to use unexpended export subsidy 

, funding for alternative programs: to strengthen ,exports and prices. 

Domestic. USDA will to continu~ supporting commodity prices through 'the use 

purchases for dom~stic feeding programs and price support purchases, where 

possible and will 'press Congres~ to enact its legislative agenda to provide me 
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I , 
more authority to respond to errergency situations and to strengthen the farm 

safety net. 
 I 

I 
I 
, 	 ' 

In addition, I have begun prepar!ng an initiative designed to bring all of USDA's 
resources to bear on helping farmers adjust to and compete in the changed farm 
policy and farm ,economy envir~nment described in the Journal article. While 
your Administration has made profound changes in USDA's conservation and 
natural re~;ource policies and has had innumerable farm trade successes, we 
have not been as successful as , would like in advancing an initiative designed 
,at traditional production agriculture. Without undoing the premises of .the 
current farm bill, we can still, ndnetheless, playa more active and constructive 
role in helping farmers, ~ancherJ and rural communities adjust to the changes 
they face and' my initiative wiU be designed to meet those needs. To do . 
something meaningful and to le~ve a legacy in this area, we need to develop a 
much boldEH proposal to stabiliz~ family farm agriculture. 

! 

Ivl CONCLUSION 
I 

IR"'closing, the administrative anf legislative items of critical, and immediate, 
interest to U.S. agriculture are: , 

! 

• 	 interagenCies need to support the USDA 
for expanding and amending American agricultural 

I 	 ' 

In the 10ntJer term, we have proposed a series of legislative items to' the 
Congress that would enable me ito provide eme.rgency assistance, within the 

,confinesot the current farm bill. l Beyond that, I am developing a longer term 
,initiative, perhaps for consideration as part of the fiscal year 2000 budget, 
designed at better helping farme~s adjust to the changing farm economy. 


, 

I , 

Finally, it i~; my judgment that m10st on Capitol Hill believe the Administration 
has been n~sponsive to their concerns. While we' continue to respond to the 
individual and immediate crises in farm country, I remain concerned about the 
. political and economic ramifications of further market weakness. 
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MEMORANDUM FOR THE PRES I DENT.. 

FROM: Dan Glickman, pecretary of Agriculture 

Brian Atwood, ~oordinator US .Foreign Df~~~~J.i~ . 
Relief! f!J~ 

SUBJECT: TRIP REPORT: Mexican Fire Situation 

SUMMARY 

Our trip underscored thei uniqueness and gravity of the fires 
still burning in Mexico, partl.cularly in the biodiversity-rich 

.states of Chiapas and Oaxaca.: AS·you know, the El Nino prompted 
the worst drc,ught of the cent~ry. This combined wi th a delayed 
rainy season and traditional slash and burn farming produced the 
current crisis. We have helped to control it; but the end will 
come.only·with the rains. . 

i
The Mexican government is handling the fire response nearly 

as well as we could, given the fires' remote location, the 
complexity of' finding, and fighting them in isolated parts of the 
rain ~orest, and the drought-induced dryness of the forests. 

We agreed on continued t~chnical and. air support. Our people 
are totally integrated into tp.e Mexican government's fire­
fighting teamr. We. alsd agreed! on a US environmental, 
reforestation and fire prevention response to the restoration 
program President Zedilloann9unged today .. That US res onse is 
being detaile 'Memorandum of Understand'- . si ed 
d~~-Nationa omm1s~1on session on Environment next 
~ay.- ", I . 

Despite the still bitter'reaction to Casablanca, we did not 
detect any negative spillover! on our fire-fighting collaboration 
with the Mexican Government n6r on plans for future environmental 
cooperation. The Mexican Environmental Agency, SEMARNAP (which 
combines our EPA, Forest Service, Interiori and NOAA) publicly 
and privately expressed their! great appreciation for USG 
assistance. 

1300 PENNSYLVA~IA AVENIJI!. N.W.' 
WASHll'IbTON. D.C. 20'23I . 
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FIRES 
I 
I 

. Since the Mexican reques't two weeks ago' and our response, 
the number o:E fires has declined almost daily. Although new fires 
start almost daily, they have: been quickly contained by the 
Mexican fire fighting effort.: The highest level for active fires 
was 277 on Ma.y 22 and is now :down to 143. Large priority fires 
have declined tole. . I.. '. . .' 

Our reSI)OnSe has been coordinated and financed by USAID IS, 
Office of FOJ:"eign Assistaricewith the Department of Agriculture I s 
Forest service doing the lion"s share of our actual fire-fighting' 
technical support, providing ~dvice on helicopter water drops and 
infrared aerial fire pinpointIng. NOAA satellite weather reports

_and fire spo~ting photos are integrated daily and·techni~al 
support has come frof!! the Dep!artment of Interior's Bureau of Land 
and Mines, paLrticularly on handling the subterranean fires in the 
rain forest. 

i 
In Chiapas, the total nuinber of fires dropped from a high of 

76 from May 24th 1;0 15 today of which 3 remain large· priority 
fires that threaten importa'ntl biodiversity reserves. In Oaxaca, 
fires were sElemingly burning pn ev~ry ridge line as we flew over 
the area. Those 64 fires are; in particularly remote areas. 
Fortunately most of the burning has been beneath the rain forest 
canopy, feedi.ng on the ground I cover built up over centuries. Both 
the smoke frc:.m the burning and the canopy cover has made 
identifyingc,nd combatting th~ a~tual fires even more difficult. 

IMMEDIATE AC'l'IONS I (i) 
We agree:d with the secret.ary of Environment to continue our 

'technical and" aj ~upport until the rains come. We also agreed 
t"8conduct a post disaster a,s~essment--theirs and ours. A. key to 

..~ reme'iTiber when. hearing crl. tl.Cl.sm of the Government of Mexico is
, V that they had already trained. 15,000 fire-fighters late last. year 

. and early this year in preparation for what we all knew would be 
a difficult ,fire seasonbecau~e of the prolonged drought. 
Everyone I S assessm,ent at the, time was, that they had the early 
fires under control. 'But whet;l the 'rains didn't come anywhere 
near the norrci.al April-May time frame, a few deceptive drops of 
rain ,in mid-May prompted ano~tbreakof small farmer land ' 
clearing burnings. Instead of stopping at the edge of the rain 
forest, the fires kept burning and simply outdistanced the 
government's capacity. That o/as when the requests to us finally 
came. We. responded within 2 days of the request, initially with 
an assessment team, then in less than a week with helicopters, 
equipment and fire-fighting e~erts. 

http:norrci.al
http:tl.Cl.sm
http:feedi.ng
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, . ! 
.PO~-CRISIS l!'OREST RESTORATION· . I 

'We have agreed on a Me~kandl1m .Sf .rTnde~standing that USAID 
w d sign wi,th the secrltary10f Environment next week on 
Cooperation i:-n Conservation o~ Forest Resources. It would cover 
our .support for their program! announced today to restore through 
reforestation arid/or protection,and conservation of the areas 
affected by the fires. The Mexicans already have, 270 million 
seedlings to reforest 'aSiigni~icant area, but the right kinds' of 
species only to cover 6,000 of the 14,000 hectares burned in the 

,forests. ,The. program also would include'institution- . 
stremgthening for SEMARNAP" assessing and bolstering their forest 
fire fighting capability thro~gh Forest Service training and 
technical assistance, and a special action plan to respond to the 

..;damage in the high-value biodiversity Chimalapas.reserve in 
Oaxaca. Finally, it will cov~r a review of how to support a 
Mexico national effort to address the dangers of slash and burn 
farming. 

I 

I 

,i 

I 
I 
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, I THE WHITE HOUSE 

WASHINGTON 

I 

DATE: March 18 I 1997 

I 
i 

I 

I 


NOTE FOR: ! 
Th~ Honor~ble-Dan Glickman 

111e President has reviewed the attached, and it is forwarded to you 
I " 

for your: :" "" ". 

Infonnation :" !:Xl 
Action 0 


"Dan, ". 

This is ver~ good. Also, I think you 

should highlight ~dvocacy worko£ USDA when 
you can - rural development, rese~rch,­ '!'
alternative use of crops, new exports, ,etc- ---.__.----- j

I , Be" 

Thank you.- Staff Secretary 
(x6-2702) ­

cc: 
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OEPARTMEI'!'T OF AGRICULTURE 


OFFICE OF THE SECRETARY 


WASHINGTON. D.C. 20250
! . . . 

February 21, 1997 
1 

Honorable Paul S. Sarbanes I 

IUnited States Senate 
. , 

I 
309 Senate Hart Office Building 
Washington, D.C. 20510-2002 

Dear Paul: 

I 
You may be hearing concerns from your constituents regarding proposals in the budget 

with respect to the staffing levels and stru,cture of the Department of Agriculture's (USDA) 
county-based delivery system. Some. of tl;lese concerns are coming frQm county and Federal 

. employees ofUSDA who. are concerned about their futures. Other 'concerns are coming from 
. I 

constituents wh() are worried about the Department's ability to deliver programs at the local level, 
particularly the Conservation Reserve Pr6gram, for which we will soon start sign-up under the .. 

• r ..' , ' 

. new rules we just announced. : 
1 
I 

I want tl:) do everything possible ~o assure that you have accurate information about the 
status of USDA's county-based delivery system and the actions we are taking related to the . 
proposals in th(: budget. In the first placF, it is 'important to understand the context in which these 
developments are occurring . 

. We have been downsizing our c6unty-based delivery system since 1994 when the 
Congress pass(~d major reorganizing le81slation. Pursuant to commitments made when that 
legislation was passed, we have been clqsing or consolidating approximately 1,200·county 
locations and c;reatmg 2,500 service centers to deliver programs at the local level. At the same 
tim~, we have significantly reduced employment in our county-based agencies. Between fiscal 
years (FY) 1993 and 1996, we have requced Federal staffing in the Farm Service Agency (FSA) 
by 16 percent, ~ounty office staffing by! 15 percent, staffing in .our Rural Development agencies by 
16 percent, and staffing in the Natural ~esources Conservation Service (NRCS) by 14 percent. 
Our ability to continue serving our customers while making these structural changes and 
.personnel reductions has been a major ~chievement for USDA. 

. In the past year, additional events have taken place which have caused us to take another 
look at the cClunty.-based structure. Tije 1996.Fann Bill changes our programs in many significant 
ways. Because of these changes, the Rresident's budget proposes additional reductions during the 
FY 1998-2002 period. FSA faces furt,her reductions in non-Federal county and Federal staffing. 
Further reductions in Rural Developm~nt staffing will come, also. Staffing in NRCS remains 
significantly below the FY 1993 levei and will not be reduced further because of the additional 

1 • . 

conservation workload created by the;fann.bill. 

1 • 

I 
I. 

'" tU c/,,\., •• ,..,,.. .... _ ........ ' ......... 1 _.
....... _~.,*";"_ 
, 



2 Honorable Paul S.Sarbanes 

I asked each ofthe involved USDA agencies, as well as our USDA Service Center 
Implementation Team, to take a hard look at ~he budget and give me their best advice as to how 
we can organize within those budget levels.· I have asked them to examine these agencies at every 
level including headquarters, regional, State, kdfield offices, and to review every possibility for 
improved efficiency through sharing administrative services and adjusting staffing. We have . 
indicated that we will hire an outside consu1~tto assist in this effort. 

It is my und(~rstanding some ofyou n$y have received infonnation based on the internal 
work done by some ofthe individual agenCies or read news accounts about this work. I want to 
be very clear and emphasize that this work, however well intentioned, is speculative at this point. , 
While we have madl~ a general commitmenttb,at we will reduce the number ofour service centers, 
I have made no decisions· about individual offices. I am committed to working with the Congress 
as we proceed with our review, and will keep!you fully apprised ofour plans. In short, any . 
information you recl!ive which does not come from me or my authorized representatives does not 
represent any official proposal on the part .of USDA. 

. With respect, to program delivery, I bJlieve we have adequate resources to deliver 
I 

programs authorized in the farm bill. In addition to the State and county offices, we have clear 
legal authority for other USDA agencies to h~lp program delivery if that should prove necessary. 
I am advising our State directors and other k~ personnel to make maximum use of this authority 
to assure we have the resources in place to c6nduct an effective signup for the Conservation 
Reserve Program and carry out our other responsibilities. To the eXtent that there are problems at 
individual locations, we will move rapidly to ~ddress those situations. 

. , I . 
. I·. 

I hope you find this information helpful. There is'no doubt that we face difficult decisions 
as we try to adjust our delivery system to the :dual reality of the changes in programs made by the 
fann bill and the effi)rt to balance the budget.: We look forward to working with you on these 
Issues. 

, . 
I
I· 

I 
I 



REMARKS FOR AGRICULTURE SECRETARY DAN GLICKMAN 
, I 

1997 FARMERS UNION ANNUAL CONFERENCE 
NASHVILLE, TN - FEBRUARY 28, 19,7 

i 
, I 

INTRODUCTION 
Thank you, Leland. It's good to be back he~e with all ofyou ... on the home turf ofour vice 
president. You know, with the world transfixed by Dolly, the genetically cloned sheep, the 
debate's now shifh~d to when the firsthuma,n will be cloned. In Washington, that's translated into 
which politician will go first. The immediate answer from the White House was Vice President 
Gore. He's into all this technology stuff, and come to think of it, I have seen him in quite a few 
places lately. You'd almost think there werel2 ofhim ... maybe more. , 

I was with Vice Pr,esident Gore -- or at leas~ what I thought was him -- recently for a trip to 
South Africa. We were there opening up doors to our agricultural goods. Among other things, 
South Africa will now buy $34 million in qup-antined wheat that's twice tested negative for ' 
Kamal bunt. South Africa was aproductive trip, and an inspirational place to visit. 

Regrettably,J can't Say the same about this ~own. Nashville, for me, will always be the'city of 
hard truths. Before I became Secretary ofAgriculture, I was a Member ofCongress from Kansas. 
I served on the House Agriculture Committee, and I came here for a conference. One day~ I found 
myself lucky enoug:h to be asked'to sing a duet with Tammy Wynette. , 'i 
We sang' Stand By Your Man.' Tammy did : ... through the entire song. We got a good round of 
applause ... in hindsight it was probably for ~er fortitude. But at the time, I was halfway to the 
Country Music Awards in my head ... until spe leaned over and whispered, fDon't quit your day 
job:' That's about when I decidt".d that Secretary ofAgriculture would be OK, too. 

I 
, I 

Actually, it's been much more than OK. Ear~ier this week, I gave the agricultural outlook for 
1997. It's no state secret that the future of ~erican agriculture looks very bullish. 

I 

We're coming off a, year ofrecord-high pric~s, and strong farm incomes. Ag exports reached 

close to $60 billion, Cash receipts ,are at an all-time high. The value offarmland's gone up 7%. 


, I 

DAIRY " , 

It hasn't been all easy. It never is on the f~. Cattle was squeezed by drought, $5 com and $7 

wheat. Dairy had trouble with weak prices. This Administration goosed exports, and accelerated ' 

government purchases~ Partly as a result, milk and cheese prices are headed back up. We still have 

a ways to go, but-we're hopeful the worst is 'behind us. ' , 


, ' I ' 

We~re now taking at hard look at the Nationil Cheese Exchange ... like you asked us to. We're in 
the comment period right now, so I don't have much new news. But I will say that the, debate Will, 
certainly get a lot rriore interesting and com~licated now that the Commodity Futures Trading 
Commission has decided to approve milk futures and oversee the cheese exchange. , - ,I, 



I 
! 
I 

The debate's also ab~ut to heat up on the structure ofClass 1 or fluid milk prices. As many ofyoll 
. know, the '96 Fann Act mandated the reforin offederal milk marketing orders. Next Friday, .' 
USDA will release: a set ofoptions that are under consideration. They'll serve as the starting point 
for public debate. We'd like to hear from yqu -- in as much detail as possible -- on what you think 
would work or wouldn't and why. You;re t,he experts, too. . 

, ! 

FSA REORGANIZATION : 
. 	 ' I 

You're also the experts on the job we're doing for our producers out in the field. I know you 
have concerns abemt USDA reorganizationt We're working to balance the budget by 2002, and 
that's going to require us to continue strea~ining our county field structure. . 

. . I 
', 

This will save taxpayers an estimated $8 billion. It also reflects the simple fact that farm programs 
have changed drlJimatically, and USDA's going to have to change, too. 

I 
There are a lot of rumors, so I want you to hear/rom me that there is no 'master plan' that says 
which offices will close and which will stay open. Those decisions will only be made afterwe've 
consulted with state and local officials. I' n1t, committed to an effective county field structure, and 
my bottom line will be preserving custom~r convenience ... your convenience. 
", 	 I, • 

iAMERICA'S FARM ROOTS I 

So we've got our challenges, as we always do, and we'll work through them together. But 

overall, I believe: we're headed into a neW; era offarm prosperity. Now, we need to ensure that all. 

of agriculture -- big and small, in every s~:Ctor ~- comes along for the ride: 


I 
I 

I like your theme this year, 'A Proud Heritage, A Bright Future.' Ifs true. Farmers are the 
quintessential Americans. In fact, great A'mericans throughout our history have been farmers.· 
Take our 18th president. He once said, 'I am more ofa farmer than a soldier. I take little or no 
interest in military affairs.' That's a prettY standard statement for the late 1800s '," except for the 
. fact that it was made by the great civil war general Ulysses Grant. It justgoes to show the central 
role the farm way ofHfe has played in building the American identity, 
. ' 	 I 

I ' 
I 

Thomas Jefferson once said, 'the cultivators of the earth are the most valuable citizens. They are 
the mostvigort;us, the most independe,Jt, the most virtuous, and they are tied to their country 
and wedded to its liberty and interest by:the most lasting bonds.' , 

. 	 ,1 
I . 

. . . That tells me that agriculture is as much!a system ofvalues as anything else, They are core 
American valw:s -- ciVic virtue, commurpty, thrift, hard work, and self reliance. Whether we live 
in a city highri!Je or on 100-acres offarm, it's critical that we all value the land and the people 

. I 	 . 

who feed us. 	 . 

CRP: OUR FARM BILL FOR THE FUTURE . .' 
We have a new Conservation Reserve Program that reflects America'sstrong environmental 
ethic. Thedirty '30s warned us that welcan push Mother Nature beyond her generous limits. Ifs 

, 	 . 
I 

. I 
I 
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I 

.1 
I 
1 

I 



I 

I 


i
, < 

in our hands not tc;. 
, 

That's why the new CRP is a true cdnservation program. It means what its name in:aplies. It will 
no longer be government' sway ofc6ntrolliilg supply and demand. It will simply be government's < 
way ofhelping fanners be good ste~ards ofthe land. We will take only the most environmentally 
sensitive land -- to prevent soil erosibn, to protect wildlife habitat, and to improve our water and 
air quality. 	 < . 

, 
. I, 	 '. 

In the longest of runs, we have no higher p'riority than feeding a growing world without 

destroying the environment. The CRPis oJr #1 tool for ensuring that agriculture's growth is 

<sustainable. With commodity progr~ms ph~ing out, the new CRP is <,mr farm bill for the future. 


< 	 I ,< < < 

Sign-up starts this coming MondaYjand lasts through March 28, so you'll have ample time to 

make your Fall pllanting decisions. yve als~ have a continuous sign-up underway for high< priority 

practices. I encourage aU ofyou toitalk to~your local field office and consider your options. 


, .' ,I 	 .! ' 	 . 
RURALAMER1CA i< 

A successful farm policy can'tjustifocus on the land. Throughout this century,one of the biggest 
challenges we've faced in agriculttire is the mass exodus -- especially ofyoung people-- from the 

< countryside. This Administration'~ started to tUrn that trend around. Last year, 1 million more 
Americans mov(~d into rural com~unities! than moved out. Rural incomes, both on and off the 
farm, are starting to climb back up. I . 

I 	 ;, 

USDA's committed to innovative!rural d~velopment efforts. It ~ould be hard not to when we've 

got a President from Hope, Arkansas -- population 9,768. 


< < 	 i! < 

• 	 We've used the Internet ahd satellite technology to bring quality education and health care 
to the n~mote countryside!: < < < < 

< I 	 , 

• i 
, < 

• 	 We're bringing safe, running wat~er to I million rural Americans who've never had it. 
< I' 

I: < < < 
• And, we've helped nearlY, 2 million rural Americans buy or hold onto their home -- options 

j I ' 	 • 

they prl()bably wouldn't otherwise have had. < < < < < 
, , I I 	 . 

< , , 	 <, I 

RURAL HOUSING ANNOUNCEMENT < 

< Home owm~rship is the cornerstone of the American Dream. President Clinton's National < 
Homeownership Initiative sets <aft ambitious goal, of8 million new homeowners by the turn of the 
century. I'd like to see a spike in: rural h,omeownership put us over the top. . 

I; < < • 

< < I i 	 < < < < < « • 

V!e have a lot of innovative programs. ~ome folks hammer nails and raise drywall on weekends, 
helping build I.ow-incomehousing, and<earning sweat equity toward the cost of their own home. 
And we're stretching scarce fed<eral dollars as far as they'll go through public/private partnerships. < 

< i 

I 

I < 


, I 


i 
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I 

One of the most successful of these e'ndeavors has been USDA's Rural Home Loan Partnership. 

USDA provides a ~;ubsidized mortgage for part ofthe cost, and a local bank offers a fixed-rate 

mortgage for the r~~st. . 


In its first year alone, this program has helped do~ens of low-income rural Americans buy a home 
... like the Markgrafs, a family of five in rur~l Vienna, Ohio. Both husband and wife work hard to . 
make end meets, but they still couldn~t get a' home loan from their bank. This partnership gave 
them the boost they needed to mov~ but of ~ 2-bedroom apaitment and into'a 4-bedroom house. 
L~st.JanuarY, they Irang in their first New Year in a home of their own. 

; 

This is government at its finest. I'm ~roud t6 announce today that I will double the funding for 

this program in 1997. This will allowithe pannership to reach 150 families, like the Markgrafs, 

and help them live jthe;,. American Dream. I . . .' , 


. I I 	 ' 
I 
, 


RISKMANAGEM'ENT I 
I 

. 

For many rural citizens, I know the dteam isa farm oftheir own, and that's even harder to hold 
on to. This Administration's proposeo estat~ tax relief in our '98 budget, so it's easier to pass the 

. family farm from g(meration to generation. : . . 
. I , 

! I 
But we've also got to do more to adqress all of the risks farmers face on a daily basis. 

. I 	 ' 
. :'I' 	 . 

I know there's'a good number ofyou;here today from the Dakotas. The blizzards there have 

caused tremendous cattle loss, and fl~ods are now feared to be just around the comer. 

USDA's going to b,e there with assist;:mce as Ilong as we're needed., 


. . . . 
, I ':, 	 • 

We also n~d to be equipped to help farmers' when disaster strikes in the form ofweak: markets. 
That's why, during last year's farm bill debate, President Clinton promised you a new safety net. 
USDA delivered in our 1998 budget.: . 

, • We're seeking to expand out ~evenue. insurance pilot programs nationwide. 
I 
, 	 ' 

• 	 We want to eliminate theone":'strike-you're-out farm credit policy that disenfranchised a 

whole class ofgood farmers who wertt under in the '80s. They deserve a secoild chance. 


. 	 . I , 	 , 

• And, we want to extend commodity (oans and allow haying and grazing on conservation 
I , . 	 ' . ' 

reserve land when markets get choppy..' 	 , . 

CONCENTRATION' 
. Beyond the safety net, government can also help farmers manage risk by serving as an information 

I· 	 , 

broker. No one mote than our smaller producers understands that knowledge is power. In the 

Information Age, our farmers and ranchers need accurate, timely data to be competitive. That's 

why you see so mallY computers cropping up on the farm. ' ", , . 


4 

, , 



·1 

I 
.! ..' 

Agricultural information has always been ctitical. In fact, it was the USDA Weather Service that 

referred two brothers to Kitty Hawk, North Carolina, because of its optimal wind conditions for 

their aeronautic experiments. The 2 brothers? Orville and Wilbur Wright. 


But today, inform:ition is more important t~an ever. It's our great equalizer. Take livestock 

concentration. Market transparency has be~n our first line ofdefense. Ifsmall ranchers have 

accurate pricing information, they've 'got a better chance at a fair shake in the marketplace. 


- i 
I know you'd like to see us go further. I ha~en't said I'm through yet We're in the midst ofa 

spirited public debate. And I've already said that ifvoluntary price reporting doesn't give 

adequate protection to small producers, I "'fill support legislation on mandatory reporting. 


We're also looking into poultry concentration, and questioning whether or not it's time to step in 
and regulate a,baseline of fairness in the relationship between large poultry companies and their 

, I 
contract producers. Usually, when a govemmentofficial says the word 'regulate,' folks pull out 

the rotten tomatoes. But this may very wellibe a case ofgood regulation -- to ensure we have a 

system that exploits no one and gives everYone a fair opportunity. That's allwe ask.
',' I' . 
I do have serious ,concerns about what I se~ going on out there . 

. I 

Listen to this qu01:e from anesteemed Uni~ersity ofMissouri extension economist: 'The founding 
of our country was basically an escape from the feudal 'system in Europe in which the lords owned 
all the land and the serfs worked it for the~. Now we're moving toward an industrial situation 
where the farmers. become wage employees, and the masters are a few large corporations.' 

That gets my atte'ntion. 
; 

Now, we see contracting moving into hog~ and row crops where it hasn't been before. It's 
important that the) department actively engage these changes, ask questions, and make sure that 
family farmers arf~ treated fairly under these new arrangements. 

. • I 
I 

TRADEIVALUE·ADDED CO-OPS I 
! 

We want to see the same in trade. Last year, ag exports hit a record $60 billion. I know that 

doesn't mean much ifyour own wallet's not getting any fatter. ' 


, i , 
We need to do more to ensure that our smhller producers get a real opportunity to engage world 
markets. The smaller you are, the harder itican be to compete internationally. That's why the rise 
of co-ops has been so important. They've evolved from bulk seed buying clubs to sophisticated 
vertically integrated market-savvy allianceJ. . '. ' 

, 
. , I 

While our export:~ ofbulk commodities are expected to drop off slightly in the coming year, 
grOWth in value-aidded exports is expected! to continue at a record pace. I'd like to see our smaller 
producers share rnore ofthe rewards. ' , 

5 
,I 

i 



. I 

Value-added's potential is laid out quite clearly in the old Farmer's Prayer. It wonders why
I .' . . 

cotton's overpric,~d at 60 cents a pound, while a $20 cotton T-shirt's a bargain. Farmers aren't 
getting the full value of their product. The more you control the product -- from the soil to the 
final sale -- the more profits you can earn. : . 

I . 

Obviously, it's easier for the big guys to a~ass the financial resources they need to have that kind 

of operation. But co-ops can do the same for smaller producers. Just ask the small cotton farmers 


. down in Litdefiel'd, TX, who pooled their resources to become the biggest u.s. supplier of denim 

to Levi Strauss. I)on'ttell them they're o~t of their league. . -'. .. 

This Administratiion wants to doeverythin,g we can to promote these kinds of success stories. 

. , 
I've designated $1.7 million from the Fund for Rural America to help cooperatives move into or 
expand their value-added processing. In fact, we're about to start accepting grant proposals. 

. . ! . 

I 

THE FUTURE OF THE SMALL FARM . 
We're working hard to expand opportunities for small producers. Just thisaftemoon. I spoke to 
all my agency heads, subcabinet officials, ~nd via satellite to our field staff across the country. I 

I 

was talking primarily about civil rights, b4t I said that our department has not done enough for 
small farmers -- not for the past month, not for the past year, not for decades. . 

It's a personal priority of mine to see thai change. I'm also going to establish a national 
,. 

-commission on the future of the small An)erican farm. 

It's important to me. I know it's important to you, and it's important to this President. When I see 
him these days, often the first 2 question~ out of his mouth are: What are you doing for small . 
farmers? What are you doing to bring more young people into agriculture? 

I 

Those are 2 of the most important questibns in agriculture today. USDA needs to come up with 
. I . 

better answers, and I hope you'll work ~ith us to do that. . 

Thank you. 

### 

I 
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REMARKS OF SECRETARY DAN GLICKMAN' , 
GOVERNOR'S AGRICULTURE SUMMIT 
RALEIGH, NC -- MARCH 10, 1997 

INTRODUCTION, 

Thank you, Goveinor Hunt. I'm proud to be here in North Carolina. I just want to say that I 

know these are divisive times here in the Tfiangle. Some will say it's a state issue, and I really 

should keep my 1l10uth ·shut. But when I se¢ neighbor pitted against neighbor, I can't help but say: 

It's time to heal. It's time to let go ofpast pifferences ... It's time to get over yesterday's game~ 


I'd like to congratulate North Carolina and N.C. State on a battle well fought. The record of 

North Carolina's college basketball teams ~his season rivals that ofyour agriculture - #1 in 

tobacco, #2 in hogs, #4 in broiler production ... This is a great agricultural state. 


I •. . 

, 

I feel a bit like the warm-up act. President! Clinton will be 'here on Thursday to talk about 
education. He picked the right state. Jim :aunt is the education governor. It's programs like Smart 
Start that will help 'ensure America succe~ds 'and prospers in the Information Age. 

Governor Hunt, I must say that it's good to be back here under brighter skies. My last visit was 
not'as enjoyable. Itoured the aftermath o,fHurricane Fran, and talked to folks about what USDA 
could do. We'v(~ been here ever since. In:fact, we're still here helping restore bridges, roadways 
and farms. W,e'll stay as long as we are n~eded. 

, , 
, 

We have a strong record ofcustomer se.yice to live up to. Most folks don't know it, but USDA 
and the Tar He(~l State have along histor.y of cooperation and success. It all started with one 
letter which I n!centIy pulled from our ar,chives. 

It is from a Joseph 1. Dosher, U.S. Depa,rtment ofAgriculture, Weather Bureau, Office of the 
Observer, Station Kitty Hawk, North Carolina. 

, I 

The letter reads, 'In reply to yours of the 3rd, I will say the beach here is about 1 mile wide, clear 

of trees or high hills and extends for n~rly 60 miles same condition. The wind blows mostly from 

the north and northeast September and October, which is nearly down this piece of land, giving , 


, you many miles of a sturdy wind with a;free sweep ... I am sorry to say you could not rent a house 

here, so you v,1jl1 have to bring tents. ' ; , 

i 

That last line gives away the fact that tl}is letter is slightly dated. It was written on August 16, 

1900. The recipient? AMr.Wilbur Wright; owner ofWright Cycle Company, Dayton, Ohio. 


The rest, as they say" is history. 

, I'm proud of tile fact that when the WQght Brothers needed a big gust ofwind, USDA delivered 
here in North Carolina ... I just hope die same's not said ofme after this speech. 

, 
I 1'I 

I 
I 
i 

I 

,1 
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! 

Standing atop Kill Devil Hill, the Wright Brothers probably looked more like daredevils than the 
fathers of modem aeronautics. Even they'd ~robably have a hard time envisioning today'sjumbo 
jets ferrying hundre:ds around the world, or the space shuttle taking a man to the moon. 

I· . 
.But those events are commonplace not 100 :years later. In 20th century America, progress and 
change have outpaced our greatest expectations. That's certainly true in agriculture. 

I . . . . 
. I 

I 

America started· the century a nation offa~ers. Most folks worked the land, but mainly it was 

just enough to feed our families. Today,lesslthan 2% of us farm. The police have their 'thin.blue 

line.' Agriculture's 2% are our 'thin green litte.' They help feed the world .. 


I . 
- I . 
Basic laws of nature will prevent us from ev~r reaching the Star Trek phase -- where a computer 

instantly offers whatever food we ask for. But we're close. For most Ainericans, safe, abundant, 

affordable food is a constant in life ... so reliable it's simply taken for granted. 


That security and p~ace ofmind is, of cours~, a stark contrastto farm life. Agriculture is risk and 

uncertainty. Farmers and ranchers stare do~n from Kill Devil Hill every day. 


I 

You never know when a hurricane's going tp tum your bam into perfectly stacked firewood or a 

flo()d's going to replant your cotton crop 2 ?ounties over. But we do know, and all America 

should know, that our farmers and ranchers perform the most essential work around. 


i . 
Your success i~ in the national interest. That's one reason we have a U$DA. With all the changes 

taking place in agriculture -- from freer trade, to technological breakthroughs, to free-market 


·1 

reforms and an increased focus on conserva~ion -- we need to work more closely together than 
ever before to mini.mize risks and maximize :opportunities. 

I 
TOBACCO ANNOUNCEMENT 
1996 saw a sea-change in farm p~licy. The farm Act replaces deficiency payments with lump 
sum, gradually dec.lining, market transition payments. That was a dramatic and very positive. 
change thatunleashed the full market poten~ialofU.S. agriculture. 

But it's not been without its kinks. I know t,hat tobacco farmers, in particular, have been put in a . 

bind by productiort flexibility contracts. Be~ause of theway the law was written, you've not been 

able to combineccmtract and non-contract farms. That's not an acceptable position to put you in. 

You need more fle:xibility to rotate your crqp acreage. Today, I'd like to announce that I've made 

an exception on combining contract and n09-contract farms for flue-cured tobacco purposes only.. 

By the end of this week, your FSA office w~ll have the details. 


SAFETY NET I 
Government is eas,ing out of the marketplade, and that's a good thing. But it must never mean that 
government ducks its responsibility to help farmers manage risk -- whether it comes in the form of .. 
a powerful hurrica.ne or a weak market. ' . . 

2 


http:hurrica.ne


President Clinton promised farmers a new safety net. USDA's proposal would: 

• 	 expand YSqA pilot revenue insurari~e programs nationwide; , 

• 	 end the one~strike-you're-out farm c~edit policy; and 
, 	 I 

• 	 allow commodity loane~ensions and haying and grazing on conservation reserve land 

when mark~~ts get choppy. I . 


I 
.1 


None of these proposals bust the budget. In :fact, they're all accounted for in the President's 

balanced 'budget pl::m. ' 


i 
I. 

Government can also help as an informationibroker -- on new research, new markets, new 

conservation techniques --.and by giving straightforward assessments ofall the new risk ' 

management tools .(crop and revenue insunmce, new futures and options products, forward 

contracts). ' 


'I 

REORGANIZATION 	 J 
I 

It's a more hands-off role for the federal go~ernment, but it's an important role. It requires a 

strong USDA. ' 


I, 
I 

I know that many of you have heard rumorslabout office closures in the Farm Services Agency. 
, For the most part, they are just that-- rumors. I have made no decisions yet as to which offices 

will close and which will stay open, and I want you to hear from me today that those decisions 
will only be made a,fier I've talked to Governor Hunt and Members ofCongress. 
, I ' 


I 

There willbe no sllrprises. I 


1'cflike to also make clear that. we are not zeroing-in on FSA. We'U take a hard, fresh look at the 
entire field structure, inchlding both the Na~ral Resources Conservation Service and Rur~ 
Development. 1'm committed to preserving an effective field structure, and iny bottom line will be 

, 	 I 

customer ~onvenience ... your convenience. " 	 ' 

USDA's reorganization will save taxpayers about $8 billion, and make a sizable contribution to 
, President Clinton's effort to balance the fed~ral budget. I don't see any other way of reaching that 
goal without cutting into market transition payments, which this Administration will not do. 

We should recognize the fact that faim progfams have changed dramatically since FDR first 

created the county field structure. USDA h~s to change, too. We need to refocus on the ' 

challenges of the fbture, not the programs of the past. . 


I 

APHIS HUB ANNOUNCEMENT 
One challenge aheald is to more effectively Use science to strengthen all aspects of agriculture.

I " , 
! 
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..	One way we do this is by more closely linkif1.g USDA services with the forward-thinking research 
that's going on in government, our universities, and the private sector. . 

As many of you krIOW, USDA's Animal and Plant Health Inspection Service has been planning for 
some time to cons()lidate its 13 regional offibes into 2 hubs -- one in the east, one in the west. .. 

, 

I know the location of the eastern hub has ))een ofparticular interestto you. I can't think ofa 
better place to build for agriculture's future!than right here in Raleigh. . , 

," j. 	 . 

APHIS already ha:; a research lab nearby in :Oxford. Our Plant Protection and Quarantine 
Program's Plant Health Center is already h~re. But most importantly, APHIS and the State of . 

. North Carolina have a strong history ofcooperative achievement. In the '80s, we eradicated the 
boll weevil. We're now closing in on witch~eed. 

, , 

The Raleigh hub will allow us to apply that same teamwork to tomorrow's challenges: whether 
. it!s cutting through phony science trade barrers, improving disease prevention or using the latest 

technology to eradicate pests. 
• 	 i 

And, the Raleigh hub will once and for all dstablish the work being done at Centennial Campus 
and thro\lghout the Research Triangle as on the cutting~edge ofagricultural advancement. 

I 

I don't have a stre:et address for you yet. T~ere's a separate process noW getting underway to 
detennine the exact location of the hub. But over the next 2 to 4 years, 6 ofoUr APHIS regional 
offices and 150 jobs will move here. The western hub will be inFort Collins, Colorado, and will 
work closely with Colorado State Universi&. . 

I 

EQIP ANNOUNCEME"!T.' i '. . 
Another challengtl ahead IS to better protec~ the land that feeds u~. That's something Governor 

, Hunt's been leading the way on. The cost-~haring initiatives he's started here are setting the 
national standard for state conservation efforts. 

i 
I 

Governor Hunt's carrying on a strong lega~y. North Carolina's own Hugh Hammond Bennett 
was the father of the modem conservation 'movement in agriculture. He was the founder of the 
Soil Erosion Service -- now NRCS -- as wbll as the conservation district movement back in the 
'30s -- ~hendustbowls gave us all a somber warning that we could push the Earth too far. 

I 
Locally-led conservation is the wave of the future. USDA's devoting tremendous resources to 
these efforts~' 

I 
I'm sure you've heard about the new Conservation Reserve Program. It's a true conservation 
program, ,It focuses solely on preventing soil erosion, protecting wildlife habitat and improving air 
and water quality.. It will no longer take hehlthy land out of production, but accept only the most 
environmentally ~;ensitive land. I 
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I don't see major geographic shifts under th~ new CRP -- certainly not here in North Carolina. 

Most CRP acreage: here is highly sensitive. Much of it' s also been planted to trees, which is a plus . 

. under the new program, because it offers binefits beyond the life of the contract. 


. . I . . 

We also now have the Environmental Quality Inceritives Program which will help family-sized 
farmers and ranch~:rs address p'riority natun¥ resource and environmental concerns. EQIP's . 
particularly important in places·like North Carolina because it's the first major recognition that the 
federal government should put its money where its mouth is and help family-sized livestock 
operations address environmental concerns. i . 

I 
. ' .! . 

Under EQIP, USDA can provide up to 75% of the costs of certain conservation practices, like 
, . ! • 

better nutrient, manure, irrigation water, wildlife and integrated pest management practices. 
USDA has designated $3.9 million in EQIP :funds for North Carolina's producers. EQIP sign-up 
will take place later this Spring, after the CRP sign-up is completed on the 28th. 

. . I. . 
Government should be a strong partner to local efforts to protect important natural resources, like 
the Neuse [NOOSE] River. EQIP funds will be available to farmers in the Neuse River BaSin. But 
USDA wants to dc) more: I will provide adqitional funds for technical assistance for the state's 
'planned interverition' project -- to work on a basin or watershed basis to help entire fanns 
develop.best management practices and m~t the state's goal of30% nutrient reduction .. 

! . , 

, 
, ,The new CRP can help improve water quality in the Neuse Basin through our continuous sign-up 

for buffer strips, gl;asS waterways and riparifn areas, I encourage all of you to talk with the folks 
I at your local USDA Service Center about what you can do to protect your land, and what USDA.L 

can dQto help.. 

TRADE 
No vision of our fhture is ~omplete without!a look around the world. This Administration's done 
more than any other to open doors for Amerca's agricultural products. Today, when people 

. around the world buy American, more than 'any other product they buy American agriculture ... 
including North Carolina tobacco, cotton, spybeans, pOUltry, pork and beef. ' ..! . 
North Carolina is well positioned, to succeed in the global economy. Between '94 and '95, your 
exports shot up 27% to $1.4 billion. We do~'t yet have the full figures for '96, but we have some 
pretty strong indicators. North Carolina had a 16% increase in broiler exports last year. U.S. 
poultry's expecting a 12% growth year ahead. 

. I 
U.S. pork export demand rose sharply in '96, most ofthe export growth coming out ofNort~ 
Carolina. Soybean:; look very bullish. Despite 3 humcanes, North Carolina tobacco saw a 21% .. 
increase in yields last year. Then a wann summer took your cotton almost to the million-bale 
mark -- the highest: since 1926.· . : 

. This Administration's going to kee~ pushin~ doors open for you. We'll continue aggressively 

5. 
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. chall~mging phony i;ciencetrade barriers wh~rever they crop up. We'll make sure that we have 
agriculture tradecCtncessions from China before they enter the WTO. We'll push hard for freer 
and fairer agricultural trade in the '99 round lof GATT negotiations. And we want to extend 
NAFTA further sOlith of the border into the high:..growth markets ofLatin America. Many 
countries already have trade agreements there. We need one quicldy to stay competitive. 

I . 

With global populations and incomes on the ~rise -- especially in the Pacific Rim and Latin America 
-- there's a world of opportunity out there, ifwechoose to embrace it. We should. It's no . 
coincidence that ag exports and farm incomes are setting simultaneous records. America's fanners 
and ranchers are succeeding in the global marketplace. . . 

, 
It reminds me ofihe old joke about the chic~ens out scratching in the yard. A football's 
accidentally kicked over the fence. The rooster struts over, inspects it, turns to the hens, and says, . 	 , 

'I don't mean to criticize, but look what thefre puttin' out next door!' 

America's got the football, and we're running with it. We're setting the world standard -:-- on 

productiVity, on quality, on safety -- in everYr aspect ofagriculture. • 


,. 
'. 

CONCLUSION 
. 	 I' . . 

You know, I look at how strong North Car~lina agriculture is. I look at how strong your 

economy is, under the leadership ofGovernor Hunt, arid I see America's futUre her~ in North 

Carolina. It's a bright future that includes a ~ew era of fann prosperity. 


I 

In preparation for coming here. I looked up your state motto. I'm not going to even try and say it 
in Linin, but it roughly translates as 'to be ra~her than to seem.' I think that's something most 
folks in agriculture can appreciate. There's no fudging our success. It's measured in bales 

produced, tons exported, mouths fed. '.J .' . .' 	 . 

In the past few years, we've enjoyed a great 'deal of success, despite adversity. But there is still so 
much potential. We: can harness it together, and ensure agriculture's future surpasses even its own 
stunning history. . I . . • 

Thank you .. 

### 

I . 	 I 
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THE SECRE·TARV OF' AGRICULTURE 
I 

:WASHIHQTOH 

·1202150"0100 

I 

MEMORANDUM FOR THE PRESIDENT 
I 

... I 


FROM: S(!Cretaly' Dan Glickman .1 


• 
SUBJECT: First Term Accomplishme~ts d Second Term Agenda for the Department of 

. Agriculture : 

I
i . 

During your first term, the Department ofAgriculture focused on four areas: .1) providing a 
· reasonable economic safety net for farmers and all rural Americans; 2) enhancing the goal of 
sustainable man~lgement ofour natural re~ources; 3) asSuring a safe, affordable and nutritious . 
food supply; and 4) reinventing USDA. j. 

I 

ACCOMPLISHMENTS 

. I. Providing an Economic Saf~ty Net r~r Farmers and Rural Americans 
• I . 

I 	 . 

Expanding Trade Opportunities for Agncultural produCts: Creating strong global demand 
for U.S. agricultural products has been critical to the recovery of the agricultural sector from its 
financial crisis of the 1980s and exports have increased dramatically, establishing new records in 
FY95 and FY96 at $54 and $59 billion respectively. This is a 50 percent increase over 1992 and 
double the level of 10 years ago. Notewohhy accomplishments includeopenfug markets in both 

. China and Japan for Washington, Oregoniand Idaho apples as well as opening the Japan market 
·for U.S. rice. TIle department also expeditiously resolved the Russian poultry crisis as well as 
Kamal bWlt whe:at crisis. In 1996 alone, V.S. agricultural exports supported 1 million jobs, on 

. third ofwhich w'ere located in rural areas.1 . 

'. ! 

Implementing it Reformed Federal Crop Insurance Program: In 1994, the Administration 
·	won passage of the Federal Crop InsuranCe Refonn Act, which did away with crop disaster aid 
and required producers to purchase crop msurance in return for income supports which doubled 
the number ofp!)licies and expanded insured acres by approximately 220 million acres. While 
the 1996 farm bill weakened the requirerJent to purchase crop insurance, producers are still 

· buying large arnoWlts ofcrop insurance coverage as a result ofthe Administration's initiative. 

Implementing the 1996 Farm Bill: In Wlder seven weeks, the department enrolled nearly 99 
. percent of eligible producers iii the new f~bill.' . 

. 	 i 

1 

I 
I 
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: ' 

~ . I . 
Expediting Technology Transfer: The Department worked with private sector partners in over 
650 instances to develop technologies that were transferred to private industry for 

.' commercializati()n~· Products currently av8.ilable as a result of this effort include BioSave, ~ 
natural protectioil for fruit rot; ASPIRE, a!biological control against post harvest diseases of 
apples and pears:; BioVector-355, Devour, and VectorMC, products based on a method to control 
pests in a variety ofsettings from citrus stoves to golf courses. 

, Livestock Concientration: To ensure that family fanners get a fair price for their products, 
USDA created an advisory committee comprised ofprooucers, industry representatives, and 
academicians to investigate the effects ofconcentration and various pricing arrangements in the , 
meat packing industry on producers' prices. USDA is beginning to implement the committee's 

. , 

recommendations. In addition, USDA filed an administrative action under the Packers and 
Stockyards Act flgainst IBP, alleging that the packer gives an undue or unreasonable preference 
to one group of feedlots and subjects,others to an undue orurueasonable disadvantage through 
certain procurement I?ractices. 

Providing Credit to Beginning Farme~: The agency has increased the number of fann loans 
provided to beginning farmerS over the laSt few years, increasing them by 56 percent in FY96 
alone. . 

Water 2000: TIle Water 2000 initiative, Which strives to bring safe, affordable and reliable 
. drinking water to the estimated at-risk 2.5: million rural Amencans, has provided nearly $70 

million in loans and grants, leveraged witlt another $20 million from local governments and 
private partners, for a total of over $90 mi,llion. About 50,000 households and over 145,000 rural 
,Americans will benefit from this Administration Initiative. 

. f· 
. President's National Homeownersbip Ihitiative: The Department'sRura1 Housing Service is 

I • 

a key player to your National Homeowne~hip Initiative. After four years of ciramatic decline in 
rural home owm:rships, 1995 saw a rise ofover I percent The Expanded Guaranteed Rural . 
Housing loan prfJglam has assisted famili~s that previously could not qualify for existing home 
loan programs and, during the past three years, the number ofguaranteed rural housing loans has 

. increased by 33$ percent over the previoUs three year period. 
. . I. 

, I 

I 

Rural Homelesimess: The rural housing ;Service, in response to the A4ininistration's 
homelessness conferences, directed field StafTto become apart of state and localhomeless 
coalitions and to. work with organizations1serving the homeless to use RHS's mainstream 
housing programs to serve homeless rural, persons and families. RHShas helped in identifying 
vacant rental units and has set aside $2 million under its verylow~income home ownership, 
program for homeless families who are p~epared to won their own homes. 

The Rural EmltOWerment Zones and Enterprise Communities Initiative (E7lEq: The 
Administration has designated 30 rural enterprise communities and three rural empowerment . 
zones to suppoI1 education and increase employment for farmers and other rural Americans. 

~ . 
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USDAgas set aside $11S million in 1,995 and 1996 for the rural EC/EZ's to enhance 
, - I \ 

·employment, education and opportunities for rural Americans.. 
. . I . . . 

,Expanding Ruril) Businesses: In FY96 ~onet USDA provided more than $955 million in 
guaraJ)teed funds for economic developme~t in rural areas, creating 7,381 new jobs and saving 

· 16,416 more. ' . I'.·. , 
. ..' I 
InCormation SUI,erhighway for Rural Ahtericans: USDA is a' major participant in the 

I 

Administration's National Information In.rfastructureSuperhighway initiative. In the last four . 
years, the amount of loans USDA has approved for advanced telecommunications facilities has

I . 

:more thandouble:d. In FY95. alone, a subsidy ofonly $4~8 million generated $585 million in 

Federal loans arid loan guarantees which Jill leverage an additional $2.6 billion of private 

investment, resul:ting in a total investment iof $3.2 billion in rural 'telecommunications . 

infrastructure, im.proving service for 75,OqO families, installing over 8,000 miles of fiber optic 

facilities, and pui:chasing nearly 200 new digital switches. . 


Revitalizing PaCific NorthwestRu"1'l clmmunities: As a resUJt of the creation of your forest 
plan iri the Pacific Northwest, the economic assistance component has created, retained and 

· expected-to.;be-cJeated nearly 15;000 jobs Iregion wide..Additionally, the Administration has ' 
provided approximately $550 million in economic assistance to the regio'n. . . 

. . I '.' " 
. . . .' 

n. Sustainable Management oCNatural Resources '. . 

President's Northwest ForestPlan: vol plan continues to be successful in meeting its goals. 
The Forest Service estimates that it will m'eet its 1.1 billion board feet target by the end of FY97. . I " . 

. Embracing Eco:system Management: The Forest Service initiated this approach beginning With 
your, Pacific Northwest forest plan and it 90ntinues to evolve as it develops plans for the' , 
Tongass, the Columbia River Basin area (15 million acres), and for the majority of forests in ' 
California. NReS, the agency which hel~s private landowners conserve water and soil with the 

. ,I . . . , 

help of local conservation districts, is imp~ementing its programs on a broad watershed.. 

. ecosystem basis rather than the more loCalized approach. Also, much improved interagency 

collaboration wi1th Interior and Commer~ Departments is making the adoption ofecosystem 


. ' j . 

management take hold faster. j 

ConserVation Title oCthe 1996 Farm Bill:, With the leadership ofyour Administration. the 
farm bill contains the most progressive cobervation program in history. Its focus is to provide a 

· wide array ofcoinservationprogram tools ifor private landowners; including education, technical 
and financial as:sistance. Tools, such as the Conservation Reserve Program, which now has 
approximately 36 million acres enrol1ed tit 10 year contracts to preserve soil~ which also benefits 
to water quality and wildlife, will continu~ under the new farm bill. The farm bill also created 
the $200 million, per year Environmental Quality Incentives Program, which provides technical 
and fmancial ~:istanCe to help farmers arid areas ofstates with major environmental p~blems. 
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Impr9viDI Wattlf Quality: Under this A:dministration, we now have a no net loss ofwetlands 
due to agriculmnll production; In fact, we ~ay have a net gain in the coming year. The Wetlands 
Reserve Program has enrolled 400,000 acres ofcropped wetlands and the SwampbuSter program, 
since its inceptioll in 1986, has precluded the draining of remaining agricultural wetlands. The 

I 
Administration bas proposed that the ConServation Reserve Program enroll additional cropped. 
wetlands to rerunl them to their natural status for the life of the contract and the Department has 
embarked on an tmbitious plan to enroll niore filterstrips and riparian buffers along rivers, 
streams, and large water bodies in the CRP; and other programs .. All of these efforts, coupled 
with the promise ofstate money and increased emphasis on maximizing private partnerships and 
funds, will mean cleaner water in the yearS to come. . 

. . . . I 

SaviDg Wildlife: All of the department's ~onservation programs, inchiding the ecosystem . 
management approach, will enhance and save wildlife on private and public lands. [n addition, 
the Department continues to work on an ititeragency basis with states and private parties to 
develop conservation plans that people and companies in a region will follow in return for "safe 

· harbor" from the Endangered Species Act.i To date, we have several agreements with timber .. 
companies in the Pacific Northwest (illd are working with other private landowners and the states 
·in that region on similar agreements to pr~tect fish habitat USDA 'also participated in . ' 
· reintroducing wolves in Minnesota and Montana. 

. I 
. . I . . . . 

Alternatives to lIazardous Chemicals: Over the last four years, USDA has made substantial ' 
progress in repla(:ing the environmentally ~amagingchemical, methyl bromide, which is a crop 
fumigant used he.avily on fruits ,and vegetables particularly in California. Research for replacing 
other environmecttally damaging chemicalS remains a high priority.

I 

Pest Managemei:It:[n an effort to balance food production with environmental protection, 
USDA continues its research and .on the ground application ofIntegrated Pest management 
strategies. USDA has rese8rched and promoted natural enemies to crop pests. For instance, in 
one study in Texas, 20,000 jobs were saved and more than $1.5 billion in pesticide applications 
was avoided in on.ly one year using na~ pests. 

m. ,Assuring Slife, Affordable, and Nutritious Food Supply 

Meat Handling ~IDd Inspectio~ Overha~1: [n response to major food-bOrne illnesses in early 
1993, USDA bas required instructional cooking and handling labels on raw meat and poUltry 

. products; initiated a nationwide e.coti sampling program in federally inSpected plants and retail 
, . stores that process raw ground beef; elevated food safety responsibilities to a new sub-cabinet 

office; and most importantly, as you annoUnced last summer, has replaced the 100 year old meat 
. I· , 

inspection systerrl from a command and cOntrol, "sniffand poke" system with one that is science 
based 'and founded onthe Hazard Analysis and Critical Control Point system with an emphasis 
on testing for bacteria in plants that slaughter and grind meat and poultry. ". . , 
" ! • 

I 

, . 
I 
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Reducing Risk! to Consumen: USDA's research branch continues to pursue new food-borne 

illness testing technologies to improve accuracy and reduce the time needed for test results. , New 

technologies are ,also 'being developed and studied by USDA and'the private sector to reduce 


, further the level of pathogens entering the food supply, such as e. coli and salmonella. 
, .' , . 

Food Recovery: Using the Americorps Jd many other volunteersandorgaruzatioris, USDA is 

leading a national effort to recover more fdod that would otherwise be thrown away. As you 

announced last month, you signed into la~ a bill that provides clarifications and limitations on 

food donor liabiHty. USDA is working with states and private entities to give direction in this


' I ' ,effiort. I' 

, ' , 

School Meal Initiative: To improve the popularity and nutritiousness of school meals, USDA 
overhauled the national school lunch and breakfast programs for the first time in 50 years. New 
dietary guideline:s will upgrade the nutritional quality of meals served. This effort will improve 
the long-term henlth, increase life expectancy, and lead to taxpayer savings of between $4.4 
billion and 26.5 billion over 20 years. In addition, USDA has worked to ensure that commodities 
purchased and provided for the feeding prqgrams will promote healthful diets. ' . 

, . 

Team Nutrition:: In addition to upgrading nutrition requirements for school lunches, USDA 

launched Team Nutrition to educate chilmen, parents, school staff, and school lunch workers 


I ' , 

about the importtUlce ofhealthful eating. The program has reaChed over 50 million children in 

,94,000 schools with the helpofthousandsbfvolunteers, professionals and corporations, such as 


, I , 

Walt Disney. Also, through the extension! service, such as 4-H activities, millions of youth
I " 

across the country learn about healthy li~g, including increasing self-esteem, developing 

prob~em solving skills, and learning about 'agriculture's contribution to societr. , 


, , 

Linking Scientme Research to Consumer: USDA created the Centerfor Nutrition Policy and 

Promotion to link scientific research to the; consumer. The Center conducts applied research and 

analysis in nutrition and nutritional status, dietary guidance, and nutrition education. ' 


Full Funding rOlr WlC: The Administrat~on, through USDA, continues: to request for full 

funding of,Wle iUld participation hasexpapded by 25 percent over the last three years. 


. .:' .' 

I " 

Food Stamps: the Administration succes:sfully fought back the block granting of food stamps 

which would have drastically weakened oUr national nutrition safety net. The fOod stamp , 

program is reaching over 10 million familiFs or 25 million people; . ' 


I 

IV. Reinvendoll Efforts and Saving MOJIey 

Electronic BenelitTransrer ror Food Stamps: You set a goal ofusing electronic benefit 

transfer for food stamp delivery in all states and 14 percent of food stamp households now 

receive benefits througbEBT, compared With 2 percent in 1993. Thirteen states have'EBT 
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systems in place now and 24 more states Will implement EST in the next two years. This will 
cut down on fraud and abuse as well as same million in administtative eosts. 

Welfare Refoml:. To provide stateswithjneeded flexibility, USDA has approved nearly 700 
state requests for' food stamp regulatory waivers and has approved·34 welfare reform 
demonstration pl'ojects .and is working wi~ the Administration to implement the new welfare . 
reform bill. 

Fighting Food Stamp Fraud: USDA de;veloped with its OIG and obtained passage of the Food 

. Stamp Anti-Fraud Initiatives, which inclu{ied stiffer penalties against violators. These initiatives 

will save millions and help sustain suppo~ for such an.important program. _ . 


. . . 

Redu~ed Food Stamp Program Error Rates: USPA embarked on a major initiative to 
. improve the payment accuracy in the food stamp program. As a result the error rate has dropped 
significantly saving taxpayers $350 millidn. . ' 

. I· . 
I. 
i 

Single Family Housing Loans: The single family housing loan program (DLOSS) has recently 
been announced that will centralize the mortgage process from USDA field offices all over the 
country to one CI~ntra! location. This will :affect 650,000 borrowers. Streamlining will improve 
customer service~, reduce loan delinquencies,and will save taxpayers more than $250 million 
over the, next five years and $100 million ;every year thereafter. . . .' 

Dairy Bid-rigging, Suspension and Debarment: Through USDA's aggressive efforts, it has 

suspended or debarred 72 companies and :individuals guilty of bid-rigging or other illegal 

activities. Many more are .being investig~ted. These efforts will save up to a rec.ord of$75 

n;lillionannually. '.' . . !" '. . 


USDA Reorganization and One-Stop Shopping for Farmen: Your administration won 
passage of the dc~partment's reorganization which has reducedthe number ofagencies from 43 to. 
29. USDA is on. track to reduce staffyea.rs by 10,000, already saving $900 million. Byl999, 

USDA .will save more than $4 billion. U$DA's county offices and research stations are being 


. closed in many areas and those that rem~ open are being.eo-located with other agencies to 
improve efficiencies and provide one-stop shopping for farmers and other customers. In short, 
all ofthe departrnent's agencies are undergoing partial to massive streamlining and restructuring 
to cut doWn on s.taffyears and costs. . : 

. . I .... 

Regulatory Reform Initiative: In ~spo~ to your call to reduce red tape, USDA has 

eliminated 80,000 pages of forms and 61,il83intemal management regulations, which is a 51 

percent reduction. For example, regulati~ns and applications for niraI development loan 

programs have been significantly streamlined and as a: result received the Vice President's 


. Hammer Award. . . i
I 

. '. . . . 
I 
I 
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SECOND TERM AGENDA 

Below is a list often priorities for the seco;nd tenn; they are listed in order of importance and.fit 
into the four broader objectives ofprovidiJ!lg a safety net for.rural Americans; managing natural 
resources respon~dbly; assuring safe, nutritious, abundant food with special attention to the needs 
of the poor; and reinventing government while saving money. 

. .,1· . 

I. MANAGING NATURAL RESOURCES . . ! 
, 

USDA's goal iri the second tenn should ~ .to implement and popularize imaginatively the 

Department'.s new conservation programs bong all eligible private landowne~ This 

Administration can go down in history as making the greatest strides in protecting the 

environtnent on'firivate lands using volun~, cooperative programs that partiCipants, 

communities and states will come to relytipon to solve wide ranging and localized 

environmental problems. Just this year, USDA will place in the Conservation Reserve Program 

20-plus million acres. These decisions, aslwell as implementation of the Environmental Quality 

Incentive Program and other farm bill provisions, mark the transfonnation of the Department 

from a commodity-progr~ based agency'lto one with a conservation base. 


. i 
With regard to public land management, tills Administration's legacy of managing on an 
ecosystem wide basis and for multiple use~ must be more firmly established. The salvage rider 
precluded much progress in this area over the last two years. This Administration's overall goal 
must be to exterminate, once and for all, die past management practices which emphasized heavy , 
commodity production at the expense ofother uses and needs ofpublic lands. Over the next four 
years, USDA wallIS to emphasize the recr~tional vdue of public lands to increase their base of " 
public support across the country for wise iuse ofth~se forests~ Lastly, administrative changes 
should be made in the way the federal government manages fire on forests. ' 

, I ' 

I ' 
ll. RURAL DEVELOPMENT ! 

I ' 

. The department's goal in the second tenn is to ensure that rural Americans have the ability to 
. I . 

take advantage oJfthe same opportunities for economic growth that exist in urban areas. Rural' 
America continuc:s to be the stepchild ofeconomic growth and recovery. Enough groundwork 
was laid in the first tenn to provide a solid foundation for a lasting legacy to improve the lives of 
Mal Americans imdbolstereconomic op~rtunities to the main stieets of rural towns. . 
Affordable housing and updated infrastructure and technology continue to be the fundamental 
building blocks of economic development lin rural areas. . ' . 

The Administration should propose expanding the lending authority of the Farm Credit System 

to more rural areus. With regard to rural housing, USDA has a series ofreforms to these 

programs to implement, but it is facing severe funding shortages in them this year. USDA's 

Water 2000 and ECIEZ initiatives are verY popular in communities and will continue. More 


, . 

attention to the DepartmeIlt's infonnation ~echnology-related programs - distance learning. for , . I . . ., 
. .. ., , 
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example, and telecommunications techno~ogy transfer - will continue as well. USDA plans to 
use the Fund for Rural America autho~ in the 1996 fann bill to provide seed money for 
private capital leveraging to continue funding some of these technology and infrastructural 
initiatives. : 

i 

. III. HUNGER 

The department's goal in the second term :should be to ensure that no child goes to bed hungry at 
night in this COWltry. The ramifications of the welfare reform bill will likely increase hunger.at 
home while the hungry of the world contibue to suffer. The department ~ill focus imaginatively 
on these issues beyond the normal routine! business. . 

, 

The department's food recovery efforts n~d continued attention and expansion to help feed 

people, particularly those locked out ofwetfare. The Administration should also consider 

expanding school feeding programs to aftJr-school activities on or off school grounds for the 

needy~ On the irlternational side, the World Food Summit should be the launching pad for a 

sustained effort to fight hunger around the; world. . . ..'.. 


. I 
IV. MANAGING THE DEPARTMENT 

i , 

USDA's goal in the second term is to strengthen the implementation of streamlining and 
downsizing as well as the management of1technology across the department Also, the 
department will focus heavily onimproviQ.g its management ofcivil rights issues an4 cases. The 
civil rights agenda the agency has begun holds great promise for all employees, but more 
attention needs to be given to it by the upPer management of the agency, especially while 
downsizing and i'estructUrlng, to make it a,lasting legacy. . 

. . ! . 

Over the last year, USDA has been making progress on strategic planning and management and 
over the next four years it will be heavily emphasized and implemented. With decreasing . 
budgets, the agetlcy needs to analyze the cpntinued need for certain functions in all agencies and 
this can only be done through planning. 

v. RESEARCE[:.. 

The agency's gotLl in the second term is tolmodeinize the.department's research - make it more 
responsive to its ,customers, internal as welt as external- and maintain its stature as a 
government leadi~r in agriculturaI research! The department has one of the most prolific, 
productive reseatch operations in. government. However, with budget reductions compounded. 
with expanded responsibilities to respond to a whole host ofproblems, from food safety to . 
nutrition research, the agency needs to pri9ritize and maximize its resources. 

The agency will encourage the. review boafds implemented as a result of the farm bill to be bold 
in their recommendations in preparation fqrcongressional oversight and expected legislation. 

I' 
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I 

, I ' 
The agency's programs ought to venture into new areas: a human nutrition initiative being an 
excellent example., '1)te dep~ent will ~ursue linking the F~d for Rural America to research 
in rural developl1l1en~ natural resource pol~cy, and hunger to increase its contribution to solving 
other problems. 

VI. RISK MANAGEMENT i 

The agency will ,continue to develop a menu of products and services -- in consultation and with 
the cooperation (If the private sector - th~t permit farmers to fashion effective safety nets to 
absorb the risk pJrOtection functions that trkditionai fann programs assumed Risk management is 
the future of production agriculture as wi~essed by the popularity of some of its new crop 
revenue coverag(~ insurance policies. The Idepartment has a role in raising this infant industry 
and will seize th(~ opportunity. : 

! • 

Th~ department will be playing a critical r~le in educating fanners about these new risk 
management toots in addition to educating them about other market products using land grant 
unive~ities, the Internet, and other outreach mechanisms through the private sector. In addition, 
educating beginning fanners, who are the ~ost vulnerable to unfavorable market and weather 
swings, as well as providing them access tp the agency's credit programs, will be a high priority 
over the next four years. 'I ' 

j ,! 
Vll.TRADE 

The department ,viII become American a~culture's number one salesman -- opening markets, 
expanding existirlg ones, and fighting barI1ers. AgricUlture's growth and prosperity counts on it. 
The agency will c:ontinue fighting individ~ battles, like honnone bans, genetically modified 
organisms, and poultry restrictions. The agency's larger agenda includes opening Asian markets 
through the Asia PaCific Economic Cooperation talks, for example. When agency heads travel, 
more emphasis will be placed on securing lactual agreements with host govemrnentsor 
companies so it h.as concrete deliverabies ~t the end ofeach trip. 

VIll. CONCENTRATION 

USDA should ensure that small and medium-sized farmers and companies are not victimized by 
the large and that the playing field remainS level for all. The advisory committee on 
concentration has: advised, the department to make a number ofadministrative changes. While it 
has embraced a number of recommendations, the department will move ahead with another , 
announcement of regulatory and administrative actions and possibly create a legislative package 
to address the renlaining issues. 
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! 
. I 

IX. FOOD SAFETY 
I . 

The department vviH continue its emphasis,on ensuring Americans have the safest food supply in 
the world. The ndes that the department finalized last summer need to be implemented and it 
will continue to focus on sound implementation; Communicating with the public on safe 
handling ofraw lineat will also continue tOibe a priority as well as researching and identifying 
pathogens and where they enter into the p~duction and slaughtering ofanimals. 

I 
I, 

I 

I 
I· 

i' 
I 
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OEPARTME~T OF AGRICULTURE 


OFFICE OF THE SECRETARY 


WASHINGTON, D.C. 20250 


The President 
The White House 
waShington, D.C.' 20500, 

Dear Mr. President: 
I 

On April 30, 1996, you announced a tive~step program to assist the U.S. cattle industry 
respond to low cattle prices, high feed costs,and drought-reduced forage supplies. One step was 
a commitment to examine the credit needs orcattle producers and report any recommendations 
for leniency. Enclosed is that report, "Asses~ing the Credit Needs ofCattle Producers". 

This report concludes that the curre~t situation is difficult but manageable, provided 
weather permits a rebound in feed productiqn and supplies and cattle prices continue improving as 
expected. Policy a,ctions taken to date combined with the Department ofAgriculture's (USDA) 
credit programs will help meet producers' d'edit needs for the remainder of 1996. However,' 
there is a risk that conditions could deteriorate. Ifpoor weather or other factors continue the, 
cost~price squeeze: during much of 1996, th,e financiat pressure on cattle producers will,escalate, 
increasing the need for additional policy an~ program response. The report recommends that 
USDA should COfttinue to monitor grain, f~rage and cattle conditions for signs ofrising financial 
stress. This monitoring should be done on;a regular basis; it should use the most timely available 
data; and it should be done in concert with:other Federal agencies that have jurisdiction and other 
entities that can provide useful information. Iffinancial conditions deteriorate, additional actions 
should be consid(~red. : 

I . 

I 

Enclosure' 
, 
, , 

l 

I 
I, 

I 
AN EOUAL OPPORTUNITY E~PLoYeR 

I ' 
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. . 	 . 

ASSESSING THE CREDI'f NEEDS OF CATTLE PRODUCERS . . 


I'
, 
. 	I 

! 

A RftpOrl to tlte President : 

I 	 .
U.S. Department of Agriculture 

: June 6, 1996 . 

. I 
, 

I, . 

. I 



" 

,I 
I, 

Assessing the Cred~t Needs of Cattle Producers, , 
I 

Executive Summary , 

Cattle Market Developments ..• 

• 	 The cattle market is currently under sigruficant financial pressure due to a combination of 
long-tenn tnmds and short-tenn developments., Cattle prices have been falling since 1993 
because of unusually large increases i~ beef production and record supplies ofcompeting 
meats. The problems caused by large/production worsened in 1996, with meat production up 
5 percent and beef production up 7, percent during the first quarter. Low cattle returns 

, during late 1995 and early 1996 led many producers to reduce herds, scaling back production 
capacity for late 1996 and 1997. 

, 	 i 
, , I' 	 , ' , 

• 	 Several developments have exacerbated the cattle market conditions. Strong export demand ' 
for com and soybeans, poor weatheq lower grain yields per acre for 1995 and for 1996 winter 
wheat arid ~ow stock levels have raised feed costs sharply in 1995 and 1996. Forage crops, 
particularly in the southwestern qua4rant of the country which accounts for one-fourth of the 
cattle herd,. have also been poor. S9me operators in this region are eXp'eriencing a third 
straight year of poor weather and a rombination ofgrain, forage and livestock losses. 

• I • 	 " 

• , Seasonal lows for cattle prices wer~ likely made in the early spring, with cattle coming out of 
feedlots (fed cattle) priced in the mi,d-$50's per cwt,and cattle entering feedlots (feeder cattle) 
near $50. The large beef and competing meat supplies reduced fed cattle prices. This, in tum, 
combined with record-high grainpnces and drought to reduce the prices feedlots would pay 
for feeder cattle. Adjustments to e~se the cost-price squeeze are underway as cattle numbers 

, are being reduced and high feed prices are reducing foreign demand. With more nonnal 
weather, this fall's harvests will rel~eVe some ofthe tightness in feed grain supplies. By this 
fall, catti/! prices are expected to rise 10 to 20 percent from this spring's lows. 

. ; 	 . 

. 
Cattle producer financial conditions!... 

I 
I 

• ,The fin8Jrtciai pressure on cattle operations varies widely. Commercial-sized operations 
,($50,000 or more in annual saIes):which received a majority offarming income from cattle 
likely face the greatest stress froni the current cattle market conditions. These 76,000 
commercial-sized beef farms repr~sented about 7 percent ofall farms with beef cattle but 
accounted for 38 percent of the year ending cattle inventory in 1995. The other 1,042,000 
fanns with cattle generally have a broader mix ()f fanning activities or sufficient off-fann 
income to make them less depen~ent on the cattle market. 

• 	 Overall. U.S. commercial cattle producers started 1995,ina relatively favorable financial 
position. Only 4 percent were ~lnerable to failure, that is, they had riegative farm income and 

i 
I 

I 

1 

I 

I 
I 



, , 


I 

I 

high debt-to-assetratios., These operators face the prospect of liquidating assets in a weak, . 
market or attempting to borrow more wh~en debt-to-asset ratios are already high. 

I 

'. 	Cow-calf operaRions--the operations that :produce feeder cattle--continue to be affected the 
most by the low prices, particularly in the drought:-plagued Southwest, Cow:'calf producers 
are likely to 10Sf~ $50:"$60 per head this y~ar. Financial pressure on feedlot operators have 
been,eased by the sharp drop in feeder cattle prices and the use of forward contracts to lock in 
prices. Prospec:ts.for cow-calfproducer~ going into 1997 appear to be improving due to ' 
expected higher fed-cattle prices and 10"'fer fee~ costs. ' 

• 	 Commercial cattle producers in the southwest (Arizona, New Mexico, Texas and Oklahoma) 
started 1995 in a weaker financial position than in other areas. At that time, 16 percent ofthe 
18,000 producers in this region had higq debt-to-asset ratios and insufficient cash flow to' 
cover operating expenses and loan payrrjents; that share could double in 1996. 

Status ofLenders ... 
I 

. I 

• 	 Commercial banks hold over 40 percent of the tot81 farm debt owed by commercial beeffarms 
and over 70 p(~rcent oftheir debt that is' for farm operating and other nonreal estate purposes, 
which is less secure than real estate deb,t. ,Banks also hold the largest portion ofdebt to, farms 
that are wlneJ'able to failure. USDA's ,Farm Service Agency (FSA) holds only about 5 
percent of the nonreal estate debt but also has guaranteed a p'ortion ofthe loans originated by 
banks and others.' i' ",' 

i, 

, I , ' 

• 	 Historically, dleteriorating farm financiaI conditions have a lagged impact on agricultural 
lenders which is just beginning to regis~er. Farm lenders nationwide and in major cattle 
producing regions ended 1995 in soun~ financial shape. First quarter 1996 information 
suggests some isolated bank problems may be emerging, particularly for small, rural banks 
with a signifi(;ant share of their portfol,oin agricultural loans: however, there is no evidence of 
a lender financial crisis. ., . 

• 	 A survey by FSA completed in May 1996 found 26 percent ofFSA's direct loan cattle 
·1. . 

borrowers were delinquent on their accounts. This compares with FSA's entire direct loan 
portfolio which had a28 percent deli~~uency rate. Guaranteed cattle loan borrowers had a . 
1.6 percent delinquency rate compared with 3 percent for all .guaranteed borrowers.' 

I 	 ' 
I 

• 	 The capital positions and income levels ofcommercial banks'and the cooperative Farm Credit 
System are at near-record levels. Th~se healthy conditions will enable them to accommodate 
many cattle producers who may need:to restructure debts. 

. i 
I 

! 
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I 

. I . 

. r 

·1 

Administration response ... 

• 	 The administration has implemented a series of actions during 1996 to augment feed and 
forage supplies and to stabilize cattle markets. These actions have ranged from expanding 

. beefdemand through export programs and beef purchases for domestic food programs to 
permitting haying andgrazing ·on Consetivation Reserve Program acres to allocating additional 

. funds forUSDNs Emergency Loan Program. In addition, the Office of the Comptroller of 
the Currency encouraged lenders to wor,k with producers affected by drought and that 
prudent efforts to adjust or alter terms on existing loans should not be subject to examiner 
criticism. I· . . 

, 
.. . i .' ,. . . 

• 	 The current situation is difficult but ma~ageable provided weather permits a rebound in feed 
production and supplies and cattle prices continue improving as expected. Policy actions 
taken to date, f:ombined with FSA's loah programs, ~U help meet producers credit needs for 
the remainder 'of 1996. However, there: is a risk that conditions could deteriorate. If poor' 
weather, strong feed grain demand or large livestock liquidations maintain the cost-price 
squeeze during much of 1996, the finanpial press~re on cattle producers will escalate and 
expand to a much larger portion of the nation, increasing the need for additional policy and 
program response. The USDA should ~ontinue to monitor grain, forage and cattle conditions' 
for signs of ris.ing financial stress. This :monitoring should be done on a regular basis; it should 
use the most timely available data; and it should be done in concert with other Fedc:ral 
agencies th~t have jurisdiction and oth~r entities that can provide useful information. If 
financial conditions deteriorate, additiohal actions should be considered.. 
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AsSessing the Cre4it iNeeds of Cattle Producers 

Cattle Market Conditions 
I' 

Drought and record high com prices have altered 1996 beef production patterns, expected at the 
beginning ofthe,year. First quarter producti6n was up 7 percent, above the expected 4 percent 
rise. Second half production is now expected: to be down 1 to 2 percent, whereas it was expected 
to·rise somewhat. The largest year·to-year increases in production are already behind! us, with 
year·to·year increases slowing this quarter. Production during the second halfofthe year is ' 
expected to decline from a year earlier due to declining feedlot placements brought on by high 
feed costs and low 1M cattle prices. Beef production for the whole year is now estimated at a 
. little over 1 percent above last year. ! . " 

i. , 

Slaughter ofsteers .md heifers this summer through winter is expected to move below a year 
earlier ievels, although slaughter weights will, remain heavy. Cow slaughter will remain above a . 
year earlier until falll, as feeder cattle prices remain under pressure from high grain prices. Beef 
production this summer is expected to rise less than seasonally and be about 2 percent below the 
large levels ofa year earlier. Fall productionl may be little changed from a year earlier, particularly 
with beef cow slauB',hter holding at last years, leveL . . . 

Seasonal lows for cattle prices were likely m~de in ~Iy spring with fed cattle prices averaging in 
the mid-$50's per C\:vt and prices for yearling' feeder cattle averaging near $50. Prices rose to near 
$60 in May and are likely to remain in the loy.. $60's through summer. Fall prices are expected to, 
average in the mid-:$60's as beef supplies continue to tighten. 

Emerging DeveloJllmenu 

Fed cattle prices have been under pressure fr,om large beef supplies, and large supplies of 
• competing meats this winter and early spring. Stocker·feeder cattle prices have come under the 

pressure of the lowest fed.cattle prices since!the mid-1980's, record grain prices, and drought 
, through much ofthe Great Plains and South)vest. . 

'. By. late May, these pressures were easing. ~uch ofthe drought is now concentrated from 
. Southern California·to Texas, with parts ofTexas receiving some relief(see map). Hay stocks in 
this area are tight and this years harvest is very uncertain. About two-thirds of the calfcrop is 
born in the first halfofthis year. Fall calving areas are largely concentrated in the southern States, 
including the Southwest. Calves born last fall are being weaned this summer and producers are 
facing not only low feeder cattle prices; but ~so poor forage prospects. Consequently, larger 
numbers ofbeefcows are being culled in areas with poor forage supplies. Unless moisture 
conditions improve, so additional forage growth occurs before temperatures rise this summer cow 
slaughter is this area will r~ large. I 

. I 
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, , 

For cow-calf operations with spring calving, ~onditions and prospects are improving. Tightening 
beef supplies are expected to result in fed cattle prices moving toward the mid-$60's this fall and 
into the upper'$60's next winter. In addition,. improved moisture conditions and grazing and 
'forage prospectswiU allow producers not o~y to maintain their cow herds, but utilize more 
forage to hold calves to heavier weights before being marketed.. Harvest prospects for this fall 

, appear promising with a 9..4-billion-bushel corn harvest being forecast, up 27 percent from . 
1995196. Although feed grain carryover stocks are expected to remain tight in 1995196, stocks in . 
1996/97 are expected to rise. The season-a~erage farm price ofcorn is expected to average $2.70 
.to $3.10 per bushel, down from $3.15 to $3 ..25 in 1995196. The farm price ofcom averaged a 
record-high $4.26 a bushel in mid-April. ! 

Feeder Cattle Prke Prospects More Promising 
. I 

I 

Feeder cattle break-even prices provide a framework to examine the likely progression for feeder 
cattle prices into this fall under the present forecasts. Fed steer prices now are averaging near $60 
per cwt, and corn prices in the South Plains~ are near $5.65 per bushel. Consequently, the break­
even price that a feedlot can pay for 750-8~0 pound feeder steers is about $51 per cwt. 

: 
Most of the first-half 1996 calf crop.will be: weaned in late summer through fall. Fall fed cattle 
prices are expected to average near $66 pet cwt and corn prices decline to near $4.65 in the . 
Southern Plains. This would allow cattle feeders to pay over $66 per ewt for feeder cattle and 
still break~even., Since fed cattle prices in first-quarter 1997 could average fn the upper $60's due 
to a 5-7 percent drop in cattle on feed invehtories from a year earlier, feeder cattle prices could be 
even stronger. Pdce prospects will improve this fall jfgrain production appears likely to increase' 

. I , 

, grain stocks to more comfortable levels. ! . • . ". 

Cow-Calf Returns Likely to Improve Going Jnto 1997 
. I, 

1 
. I 

Cow-calf producers that calf in the fall and wean their calves in the spring, particularly those in 
the Southwest, have had the greatest mis(ortune. In many situations, producers were forced to 

.cull their cow herd closely to keep the mqst productive cows to maintain a base for future 
production. No1t only. were ~hey forced to sell their calves, but often calves were weaned and. sold 
early due to decHning forage supplies at aitime when grain prices were at record levels and fed 
cattle prices wel'e under pressure from laJige' supplies. . 

I 

Market returns :above cash costs for cow.:.calf operators in 1995 resulted in an estimated loss of 
about $10 to $15 ahead~ Losses this ye~r, assuming prices strengthen this fall as expected, are' 
likely to average about $50 to $60 a head. Continued tight grain stocks in 1996-97 and grain 
prices well above the ranges in 1990 thrqugh mid-1995 could result in producers still loosing $20 

. to $30 a head U.11997. 1 . 
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Financial Condition of Cattle Producers ! " . . 

Characteristics of Cattle Producers 

Over half ofall U.S. farms, or 1,119,000 farms, reported having beef cattle in 1994. Most of 
these are cow-calffarms, but would also include stockers and some" farmer-owned feedlots." 
While beef cattle are produced in nearly everly rural county in the contiguous United States, beef 
production is concentrated in 10 States in the Great Plains and Southwest. Almost o"ne-third of 
the farms reporting sales and/or inventory o~beefcattle in 1994 were located in these two regions 
as was 50 percent ofyearend beef cattle inventory (table 1). Therefore, a downturn in economic 

" conditions facing beef cattle producers will have a strong regional economic effect. 
" 	 '" ! 

Commercial-sized operations (S50,000 or more in annual sales) receiving a majority offarrning 
"	income from cattle are most likely to be ad~ersely affected by current cattle market conditions. In 

1994, only 76,000 commercial-sized farms~pecialized in beef cattle production--about 7 percent 
ofall farms with beef cattle. These fan:ns r~ceived82 percent oftheir gross cash income from 
livestock sales, accounted for 38 percent o(the year end cattle inventory, and averaged 340 head . 
ofcattle per farm. Another 21 percent of c~ttle are produced by 1'71,000 commercial~sized farms 
where cattle "is not the primary enterprise. While these producers have lower receipts from 
livestock sales, many may have higher crop~ receipts as a consequence ofcurrent high grain prices, 
helping maintain the farm's financial health: 

i 
I 

" OfaU farms with beef cattle in 1994, nearly 78 percent were noncommercial-sized farms. These 
" farms produced about 40 percent ofall cat~le. While these producers will experience reduced 

cattle receipts, nearly all have either the wealth or the off-farm income which can be used to off­
set losses.' Over '90 percent of the operators of these noncommercial farms received most oftheir 
income from nonfarm sources. With an average debt-to-asset ratio ofonly 0.05, ihese operations 
have a strong cw.hion which many could use, if needed, to cover losses from cattle. 

. 	 ! . 

Among commerdal producers where cattle is the primary enterprise, cow-calf operations and 
cattle producers located in the drought-ridden Southwest are mdst likely to experience financial 
stress. While stocker and feed-lot operat~rs are harmed by poor pasture conditioris and high feed 
costs, they benefit from lower prices paid!for feeder animals: 

. 	 I 
I 

Income For Cattle Producers Is Expec~ed to Fall Again in 1996" 
I " 

"" I 

Nationally, cattle receipts for commercial beef producers are expected to decline by 6 percent in 

" 1995, and are expected to be flat in 1996~ At the same time, higher expenses will lower net cash' 

incomes by 3 to' 7 percent in 1996 when compared to 1995. " 


I 

," 

'" 6 

" ; 
I, 



I , .' 

i 
I 

I, 

Table 1. Distribution of beefcattle fanns and beef,cattle in 1994, by region and fann size. 
-------------------_.._-_., .._..--------_...._---_.....__ ..------,------.-----.._------------------------------------...._-----------­

Fan$ with beef cattle I Beefcattle fanns ::••••---•••••••••••-;- Non· 
I Non· 

Characteristic Total commercial' Commercial" commercial Commercial ..-....-....-...-.-...~.-.--.--..........---......-.-------.T...---------.......------.----.-.-.-... ..---.----..-..-----...
~ 

Number of fanns (thousands) 
Fanns with sales of: 
5500,000 or more 17 NA 17 NA 6 
5250,000-5499,999 30 NA 30 NA 7 
550,000-5249,999 201 NA 201 NA 63 
549,999 or. less 871 811 NA 566 NA 
All fanns 1,119 871 248 566 76 

Fanns located in: 
Great Plains S 133 61 66 40 24 
Southwest 6 221 195 31 141 18 
All other. States 758 608 150 385 33 

Percent ofcattle 
. Cattle on fanns with, sales of: 

5500,000 or more 15 I' 

I NA 25 NA 30 
5250,000-5499,999 9 I NA 15 NA 15 
550,000-5249,999 36 NA 60 NA 55 
549,999 or less 40 100 NA 100 NA 
Total 100 100 100' 100 100 

Cattle on fanns located in: 
Great Plains S 25 12 34 11 35 
Southwest 6 25 28 23 30 29 
All other States. 50 60 43 59 36 
Total 100 100 100 100 . '100 

. '. 

--------------~·--------------·--------------I--------------.------------------------------------------

Source: USDA 1994 Fann Costs and Retwns Sw"vey.. 
I Fanns that sold beef cattle in 1994 and/or with beef cattle inventory on December 31. 1994. 
1 50 pen-:ent or more ofthe total value offann sales was from beefcattle in 1994. 
1 Non·ci:munerciitl. fanns had sales of $49,999 ot less in 1994. 
4 Commercial farms had sales of $50,000 or mote in 1994., Colorado, Kansas, Montana, Nebraska, North Dakota, South Dakota, and Wyoming. 
6 Arizona, N~Mexico, Oklahoma, and Texas : 

. . I " ' . 

The most recently available farm household survey data on farm financial conditions is for 1994. 
Those data show commercial beef producers' net cash income (gross cashr~tums minus total 
cash expenses) is the lowest in some tim~. Net cash income ofcommercial-sized cattle farms 
averaged $27,000 in 1994, down from a recent high of$48,000 in 1992 (table 2). At $13,000, 

. I • 

net farm income! in 1994 for these produ~ers was its lowest level in recent years,While 70 
I 

I 
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, ,. 

'. I 

percent ofcattle operations earned positive net cash income in 1994, the level was a 10­
percentage-point dedine from,the average of~he previous three years. 


I 

Livestock receipts are the most important source offarm income for commercial beef prodilcers, 
accounting for 80 p(lrcent ofgross receipts in; the 1990's. In contrast, commercial beef producers 
earn only about 10 percent of their gross farm income from crops sales. Because they produce 
crops and have participated in governritent farm programs, some commercial.beeffarmers will be 
.eligible to receive government payments under the FAIR'Act of 1996. In the 1990is, government 
payments provided only about 5 percent ofcommercial beef farm income. Despite accounting for, 
a relatively small proportion ofthe gross incCj>me earned by commercial beef producers; the 
expected increase iri crop receipts and govertunent payments should largely offset the potential 
dip in livestock receipts for cOnlmercial beef; producers, in the aggregate. This will not be true for 
cattle producers suffering both cattle and cr9P losses in the Southern Plains. 

. Many Producers Have Equity Reserves t~ Meet Obligations , 
, , 

In general, most c()mmercial beefproducer$ were in a strong financial position going into 1995 
and are likely to still have substantial equity; reserves going into 1996. In contrast to the farm 
financial crisis of the 1980's, land values have remained strong. Data through 1995 show that land 
values continue to, increase in many cattle producing regions. The circumstances which 
contrlbuted·to the 1980's land value collapse are absent. Also, good 'prospects for crops,except

! . 	 . . 

for winter Wheat, should help keep land values strong. Thus, many commercial beef farms have 

equity reserves which are available, if need~d, to meet cash obligations. 


j 

Some highlights ()fthe financial condition?fcommercial beeffanns as of January I, 1995 were: 

• 	 Average asset values were $1,044,000~ while average farm liabilities were just $147,000. This 
gave an overall debt-tp-asset ratio of (4 percent going into 1995, which is low relative to . 
other comrm:rcial-size farms.' . 

• 	 . Just under 60 percent ofcommercial ~eefproducers were in a "favorable" financial condition-­
defined as those with positive farm income and low debt-to-asset ratios. In contrast, only 4 
percent ofcommercial beef producers were classified as "vulnerable"--having negative farm 
income and high debt-to-asset ratios. iProducers in this classification group are most likely to 

.experience financial stress that could .lead to the financial failure of the operation. , 

• . While only ,4 percent ofcommercial oeef farms were financially vulnerable to failure, these 
'. I· 	 . 

farms account for a disproportionate: share of total gross cash income and debts owed by 
commercial beef farms, about 12 an4 20 percent, respectively. On average, vulnerable 
commercial beeffarms have gross sales of$503,OOO.and total expenses of more than 
$646,OOO,)eaving a cash shortfall of: $143,000. Also, these farms had an average debt-to­
asset ratio of 70 percent, which is ~gh by industry standards..Farm assets averaged about 
$967,000 while liabilities averaged ~ver $676,000. 

8 




The net worth of most commercial beef opeqitions indicate that many of these farms have been 
,profitable over the longer term. This netwohh provides a reserve which may be used to cover 
temporary cash shclrtfalls. At the start of 1995, 36 percent 'of commercial beef operations had ' 
insufficient cash in(;ome to cover cash operaiing expenses and loan principal and interest payments 

'(cash shortfalls), but three-quarters of these .could meet all of their obligations by borrowing 
against existing a~sets without their debt-to-:asset ratio rising above 40 percent On~ quarter of 
farms with cash shortfalls were considered to be limited equity operations since their debt-to-asset 
ratio would rise above 40 percent if the 199~ cash shortfall was met through additional 
borrowing. " 

I 

While the strong-I!quity operations experienced an average short-term cash shortfall of $40,000, 
this amount could easily be collateralized by borrowing against existing assets. These farms . 
reported total assets of$1.37 trullion and n¢t worthof$1.26 million. Such increased indebtedness 
would have raised the average debt-to-asset ratio for this group only slightly, from 8 percent to 11 , 
percent. 

' 

I 

• . I '. 

However, many I:>fthe limited equity oper~tions, with an averagedebt-to-asset ratio exceedmg 50 
percent, may be unable to cover any shortfall using debt Borrowing the average shortfall of 
$160,000 would have increased their aver~ge debt-to-asset ratio to over 70 percent. Smce these 
operations reported owning less real estate,, they are less likely to be able to refinance short-term 

' ' 

shortfalls with lqng-term real estate mortgages. These operations had over $3 billion in debt 
,outstandingat the beginning of 1995, o~ng almost 28 percent ofthe total debt owed by all 
commercial beef producers ' 

Up To 14,000 l!)eer Cattle Farms May ~e Vulnerable to Serious Stress 
, 
I , 

U.S. farm cattlc~ prices have progressively declined since 1993..Projections indicate that 1996 
cattle receipts may be about '13 percent below 1994 levels. The share ofcommercial beef 
operations with cash flow shortfalls may!have increasedfrom 36 percent in 1994 to 55 percent in 
1996. But lwcl-thirds ofth~se farnis wopld still have strong equity positions, with debt-to-asset 
ratios less than 40 percent. The number; ofcommercial beef farms with cash income insufficient to 
cover operating expenses and loan paynients and with limited equity could rise to 12,000 to 
14,000 farms in 1996 from7~006at the:start of 1995. These farms wouldbe more likely to face 

, I ' " . 

partial or full liquidations, foreclosures, land bankruptcies if cattle prices remain low for an 

extended period. The greatest concent~ation offinancial stress appears to be in the Southwest 

(Arizona, New Mexico, Oklahoma and ,Texas) where one-third or6,000 commercial beef farms 

may have becom~ vulnerable to failure.,: . 


. , 
" 

9 

http:worthof$1.26


I' 
',' , 

Credi~ Conditions ' 

,Larger Beef Farms Depend'on Credit 

Not aU commercial-sized beeffarms ~e 
equally reliant on debt financing, .A 
strong contrast in debt usage exists 
between farms with over $100,000 in 
sales and those with $50,000 to 
$lQO,OOO in sales. The 76,000 
commercial-sized farms are split evenly 

, between these two groups, but the larger 
, group carries higher debt loads and is 
more dependent on farm income as the 
primary source ofhousehold income 
(table 5). 

Only 40 percent of the operators with 
ann~al sales between $50,000 and 
$99,999 were dependent on farm income' 
for the majority of their household 
income whereas 72 percent ofproducers

,, 

Table 2. Debt characteristics for commercial beef farms. .,-I ...--.--.. -- ...-.. -......, ~-.---- ..--..-...-- ....--.. ...~.-.-

Amual sales All ' 
, -.--.-------~----.-.-- commercial 

$100,000 $50,000- beef 
" or more 99,999 farms 
" ,.._-- .....-...... __ ........--- ................ _- .._--- ..... _- .. 
'Number of farms 37,000 38,000 75,600 
, ! , ---Percent--' 
IDistribution of fartll debt 84 16 100,
I 

, 

" 
, Farms reporting: 

, ._.-.'._.----...---..._----------._--_ ..._--------_ ...----._--­

, Monreal or operating debt 72 50 61 
, Real estate debt 63 29 46 
i Any debt ' ': 86 60 73 
I Distribution of farms by 

'debt-to-asset ratio: ' 
.0- .10 36 55 46 
.11-40 42 33 37 
OVer 0.40 22 12 17 

I 

; , Mortgage debt/real estate assets 24 4 13 
I ' 

, HOuseholds dependent on fartll inc. 72 40 55 

: Source: 1994 FanD Costs ~ Returns' Survey. 
A household was considered farm dependent if 50 percent 
or more of household income came from farming 

with over $100,000 in sales depended I 

heavily on farm income. 'Over 86 percent of the larger farms carried debt, while only 60 percent ' 
of those in the smaller size category carried/any debt going into 1995. ,Smaller and larger 
commercial farms both reported substantial: equity in real estate, especially smaller farms which 
reported that real estate debt equaled only 4 percent of the total value of real estate owned. As 
previously mentioned, real estate equity ca~ be used to finance temporary cashflow shortfalls. 

. . ..' I 

, I " 
.Commercialbeeffarms with over $100,00q in annual sales rely on.Ienders for much of their 
working capital, ,with 72 percent reporting jeither operating or nonrea! estate debt. Financial stress 
would likely be ~f;>ncentrated among opera~ors in this group. Of all commercial-sized beef farms, 
with negative incomes and debt-to-asset ratios over 0.40 going into 1995, 83 percent reported 

,annual sales exceeding $100,000. The 3,4pO farms falling into this category owed over 20 
percent ofall commercial beeffarm debt. :IRis suggests that lenderswhich serve these producers 
will experience' greater loan repayment pr<?blems if low cattle prices and high feed costs persist. 

, I . 

Which Financbd Institutions Might BeiAtTected! 
I 

I , 


Data from the e~lrly 1990's show that cOn¥nercial banks are the primary lender to commercial beef 
, , farms. supplying; 42 percent ofall credit (table 6). Banks are an especially important ,source of 

nonreal estate credit. with a 72 percent m~ket share. Nonreal e,state lenders will likely be, " 
, affected by cash flow shortfalls before re~ 'estate lenders. 
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Financial institutions which serve the vulnerable farin group are likely to experience loan 
~elinquencies, refinancing, and' possibly some :restructuring. ' 

I 
, ', 

Compared with other lenders,' the Fann Credi~ System (FCS) may be affected less from sustained 
low cattle prices and high feed costs. The sh~re ofdebt owed to the FCS by vulnerable beef 
farms is low.(12 percent), and most ofthe . 
FCS's debt is secured by real estate. As 
long as real estate prices do not decrease, , 
their losses willlike:ly be minimal. " 

Little Current Eviidenee of a Lender 
Fhianeia) Crisis 

Most lender data reported for the end of 
1995 shows only a, very slight decline in 
loan quality for commercial banks and FCS i 
institutions in cattle producing regions. 
However, these. data may not provide a 
good indication ofcurrent (i.e., 1996) 
financial stress because ofdelays in , 

Table 3. Lender I118rket shares for beef farms with $50,000 
or more fnannual sales. 

Lender Total debt By purpose 
Gr~ 

All Vulnerable, Real Monreal 
fan. farms/1 estat~ &'op.loans 

···Percent··· 
FCS 24 12 34 12 
Bankl,5 42 42 19 n 
FSA 14 27 20 5 
All others ,20 19 27 11 
Total 100 100100 ~ 100 

Source: 1991-93 FanD Costs and Returns Survey 

11 Vulnerable fal'lllS reported negative fanD inccme and debt~asset ' 

ratios of 0.40 or greater. 


, ' 

,reporting loan delinquencies. Also, annualiloan payments for cow/calf producers often come due 
after the fall months when the calfcrop is sold. ' 

, I 

As ofthe end of 1995, the FCS' was not ~periencing an appreciable rise in defaults on cattle 
producer loans. Nationally, the delinquen~y rate on FCS beef cattle loan volume was under 2 
percent. This' rate is only slightly above tqe delinquency rate of 1.4 percent for all FCS loans 
(including loans made by the Bank for Copperatives) and for all farm loans made within the 
Wichita and Texas Farm Credit Bank districts where cattle loans are concentrated. ' 

Survey data collected by the American B~nker's Association found an average default ratio of 
l.15 percent among farm banks lending primarily to cow/calf operators as ofJune 30, 1995. This 
ratio was very nearly equal the average d~fault rate for' all agricultural banks (I. 12 percent). 
However, 43 perc~nt ofthe farm borrow~rs ofcow/caIfbanks were at their loan limit compared 
to 33 percent offarm borrowers at all agricultural banks. 

A survey by th(~ FSA's credit team, completed in May 1996, found that 26 percent ofF-SA's 
direct loan catde borrowers were deIinq~ent on their accounts. This compares favorably to FSA's 
entire direct loan portfolio which currenlly has a 28 percent delinquency rate. While delinquency 
rates on its guaranteed loans are much lower, the same pattern holds. Guaranteed cattle loan 
borrowers have a lower delinquency rate than all guaranteed borrowers (1.6 percent versus 3 

- , I,· ,
percent). .! ' 

i 
, I' 
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Filing activity under Chapter 12 of the bankru'ptcy code also provides a measure of farm financial 
, stress, but it too is a lagging indicator.' As of:theend of 1995, there was no indication ofa rise in 

farm bankruptcies ir~ major cattle regions. However, State farm loan mediation services are 
reporting increasing demand for their services. These voluntary services, which are often 
administered through State Departments ofAgriculture, provide a method outside the legal

I " 

system to resolve farm borrower and lender disputes. North Dakota estimates it will have handled 
around 1,000 cases by mid-year, whereas, it qandled 793 for all of 1995; cases for Texas doubled 
over last year.' " , ' 

i 

Credit conditions expected to deteriorate!in 1996 
, 

"Surveys of commercial bankers' opinions of the agricultural credit conditions conducted during 
the first quarter of 1996 by the Kansas City,: Minneapolis, and the Dallas Federal Reserve Banks 
show that bankers in cattle producing regions expect credit conditions to deteriorate in 1996. 
These surveys provide information on mor~ current conditions, but are not nearly as accurate and 
comprehensive as data reported to regulato,rs.

, 

The surveys note a sharp drop in loan repayment activity and a ri~e in loan renewals or extensions 
during the last qu,arter of 1995 and first quarter of 1996. largely the result of weakness in cattle 
loans. These are some of the first types of;loan servicing actions implemented when aproducet: 
can not make a specified payment on time.: On the other hand, bankers have a much stronger 
outlook on grain producers' prospects in 1~96 and are still generally reporting rising farmland 
values, albeit at a. slowing pace. ,! ' 

, 

A Farm Credit System survey of its memb;'er associations confirms the trends reported by 
commercial bankers. Ba,sed on condition~ at the end of 1995, the FeS survey shows that financial' 
,stress is building, in the Plains States where ,cattle production is important. While 48 percent of 
" respondents nationwide expected increas~d financial stress in 1996, 85 percent of reporting 
associations in the Northern Plains and 74 percent in the Southern Plains expected increased 
financial stress in 1996. When asked about farm income, associations in the Northern and 
Southern Plains were much more pessimlstic about the prospect for farm incomes in 1996 than 
were associations in other regions. 

FSA's agricultural credit teams also exp~ct repayme'nt problems to increase on their direct and 

guaranteed cattle loans. Respondents believe that 26 percent of the direct program cattle 

borrowers whet are current 'on their loan:payments will become delinquent in the near future. Of 

those who are already delinquent, 35 percent are believed to b~ unable to resolve their credit 

problems and ".111 eventually liquidate tHeir farm ,holdings. The corresponding figures for the 

guaranteed loan programs are lower, b~t the trend for guaranteed cattle loans is also toward 

worsening loan quality in 1996.' ' , 


I 
, 

I 

, 
12 



I' 

LenderS Remain Healthy 

Based on the latest . ,I 


indicators. there is no doubt 

that financial stress will lead 
 Table 4. Return on assets for fana banks In selected States, 

Dec.31, 1995.;, ..' " to more loan repayment ._-..._- .. ----.---- ............................. __ .'...-...........
--~.-. 
problems among cattle 

Number of Net income/assets .
producers. 	 Howevf:r, as a ! fana banks 	•• -~-.-.---------- •••...•• -- .. -•. -.. _,_.- .. - •• 

Below 0.5X 0.5·1.0X Above 1.0X Above 1.OXgrouP. fann lenders are 

financially healthy and are 
 N\.II'ber N\.II'ber , N\.II'ber. Number Percent 

well positioned to weather a All fana banks 3.351 213 1.022 2.116 63.1 
Colorado' 63 2 8 53 84.1 
lCansas 305 32 ' 122 15,1 49.5

temporary decline in the 
farm economy. Montana 61 5 6. , 50 82.0 

. Nebraska 284 16 85 183 64.4 
North Dakota I 117 6 27 84' 71.8

The capital positions and Oklahoma I 173 21 , 48 104 60.1 
South Dakota I 98 6. 25 67 68.4income levels ofcClmmercial 
Texas ' : 314 18' 88 208 66.2

banks serving agriculture 1Iy0000ing I 26 4 6 16 61.5 
_~ •••••••• __ l ••••·._. ___ ••••• _•• __ ~._ •• ~ ____ ._. _______ _••• ~. ___ •___ ._. __ _

and the cooperative Farm 
Source; Report;ofCoodition and Report of~. Board oCOovemon 

ofthe F~ Re;servc: System, Decemba- 31. 199' .Credit System, the two 
, primary lenders to 

agriculture. are at near:- ' I 

record levels. The healthy financial conditi9n ofmost banks will enable them to accommodate 
many livestock producers that might need to restructure debts. However. some smaIJer banks, 
with large lending exposure to the cattle in-dustlymay experience sharp rises in default rates and 
could experience financialyroblems if the downturn in the cattle industry becomes protracted. 

Analysis of 1995 year-end data on agriculttiral banks in major cattle producing States shows that 
these banks are generally sharing the good; fortune- of the overall banking industry" with strong 
balance sheets and high profits. About 63 ;percent'ofall agricultural banks achieved a return on 
assets (ROA) abc:)Ve 1.0 percent in 1995. ;At the lower extreme~ pnly 6 percent ofthe banks had 

, anROA below 0:5 percent. There is no eVidence that farm bank profitability is being affected by 
problem cattle loans at this time. . i 

lethe financial condition olcattle produc~rscontinties to deteriorate to the extent that some are 
unable to repay their loans. the strong capital reserves ofmost banks will en~ble them to write off ' 
bad loans as needed: At the end of1995,; equity capital was less than 8 percent ofassets at 541 
agricultural banks-·16 percent of the Nat~'on's fann banks. Only 24 of these banks had equity 
amounting to le!;s than 6 percent ofassets. The average for all fannbanks was 10.8 perCent, 
above the 10.21>ercent average for nonagricultural banks. Hence most banks, even in major cattle 
producing States, are in no immediate danger of failing due to problems with their cattle producer 
borrowers. 
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After receiving Federal assistance 8 years ago, the FCS is now on a finn financial footing and is 
very well capitalized. The ratio ofat-risk capital-to-total assets (capital ratio),for PCS institutions 
in major cattle pr~ducing regions is about 20 percent, way above the statutory minimum of7- ' , 
percent. An insurance fund is also available to provide additional backing for FCS securities. 
Total FCS net income topped $1 billion ' 
fo~ the third year in a row in 1995 and r-:-j-----------'--______-, 

record first quarter 1996 profits were Table 5. Equity capital,to-asset ratios for farm banks in selected States, Dee. 31, 1995. ' reported. __,' _. -_. __ . -__ , ... _.. , .._.. , ...",. __ ,.. ,' ,'" ..._....._..... " 
Nurtler of Equity caphal/assets 

farm banks
District Fann Credit Banks and local Below 6X 6-81 Below 8X 

associations with high concentrations Nurtler Nurtler Percent
ofcattle loans tend to be in the Plains 

All farm banks' 3,351 24 517 16.1and Mountain States where cattle' Colorado 63 1. 14 ' 23.8 
Kansas 305 3 52 18.0 
Montana 61 o 7 11.5

production is concentrated. The 
highest concentrations are in the , 1 N~raska 284 , 40, 14.4 
Wichita FCS district (Colorado, North Dakota 117 1 15 13.7 

Oklahoma 173 2 31 , 19.1 
Kansas, Oklahoma, New Mexico) Sbuth Dakota 98 o 16, 16.3 

Texas 314 8 61 22.0where 27 percent of the lending 
lI}toming 26 ' o 4 15.4

volume is to cattle !producers and in the -~....-.. ~ .... --.~.--....---..---..-.-.--.--... ~.-.-...._---­
, I Source: Report of Condhfon and Report of lnccrne, BoardTexas district where 41 percent is to, 
! 0.1 Governors of the Federal Reserve System, Decentler 31, 1995 

livestock producers (primarily cattle). 

FCS associations with high , 

concentrations ofcattle loans might 'be more adversely affected by current economic conditions 

than what aggregate or even district level figures might indicate. All but a few associations in 

cattle producing regions reported capital ratios of at least 15 percent at the beginning of the year, 


, i 

with most exceeding 20 percent. 
I

.' 

,Good Capacity for Further Lending 
i 

, . . I .. . 

The generally healthy financial condition of~ommercial banks and the FCS.will enable them to 
.. accommodate many livestock producers tha,t might need additional credits or need to have debts 

restructured. By the nature ofits fUnding tlie Farm Credit System is generally not constrained 
from obtaining funds for additional lending. i However, commercial banks and other deposit taking 
financial institutions can be constrained. 

, I 
Loan-to-deposit ratios (LD) are typically used to indicate a bank's level of liquidity, with lower 
, ratios suggesting that banks could easily meet increased loan demand. LD averaged almost 62 

percent for all fann banks in December 1995. In the past, loan ratios above 60 percent might , 

have caused farm bankers to consider slo~ng their lending activity. Today banks have alternative 

sources in addition to conventional deposit : accounts for obtaining loanable funds. 


, ,. 
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For agricultural banks in 

Table 6. loan·t~·deposit ratios for fana:banks in selected States, 
cattle producing States~ the Dec. 31, 1995. . . . . 

• ! • ~.....__ ......-.--- ...........•.•. _-- ..._-......._--...----.-... ..-.-.
~Joan-to-deposit ratiol 
. Ni.,m,er of loans/depos1tsaveraged 66 percent in faha banks., •••••••••••••••.••••••••••••••••••••••••••••• 

. Nebraska and South I Below 40X 40·601 Above 60X Above 601 
iDakota, 65 percent in 
I Nl.IIIber NUlt>er NUlt>er . Percent ,

Colorado, and 56 p(!rcent. 1 
All fana banks 1 • 3.351 339 . 1027 1985 59.2in Oklahoma, but only 47 Colorado '. 63 1 4319 68.3 


percent in Texas. Federal 
 Kansas 305 36 112 . 157 51.5 
Montana 61 o 27 34 55.7Reserve District surveys of Nebraska 284 18 70 196 '. 69.0 
North Oakota . i '117 9 ,40 68 58.1. agricultural banks fbund 
Oklahoma 173 36 58 79 45.7


that the majority ofbankers . South Oakota 98 3 26 69 70.4 

. Texas . 1 314 116 121 n 24.5
donot view these ratios' as 

Ilyoming 26 5 8 13 50.0
being too high, and that the 
availability offunds. for 
making new loans is good. 

I 

I 

While the financial data suggest that most agricultural banks are able and willing to maintain or 
increase their lending to the agricultural sector, some caution is in order. Banks do not make 

" 1 '. • 

loans just because they have the capacity to do so--Ioan applications will be rejected ifcontinued 
poor weather and Jow beef prices make it urilikely that the loans will be repaid.

. ' ! J'. 

I 

Administration Pdlicy and Program Response . 
, I " . 

. I 
There is little cummt evidence ofa widespread financial crisis (delinquencies, foreclosures, 

. ~ 

bankruptcies) among cattle producers. Yet, there is growing concern expressed by lenders and 
verified by fann financial data that a prolonged downturn into 1997 will adversely affect more 
cattle producers, primarily cow/calf produc~rs, and the lenders serving them.. Most commerCial 
cattle producers have the equity or off-fanri income to withstand the current downturn. However, 
some producers aJie already facing significapt financial stress in 1996. The Administration has 

, program options a"ailable through current law to assist financially stressed cattle producers and 
has taken a series ofactions to hwlp stabili~e the caule market. . 

1 • 

Existing FSA Programs, 
, , 

Current Farm Service Agency (FSA) credit programs provide onJy a relatively small portion of 
operating 'credit used by cattle producers. ,If economic conditions deteriorate significantly or 
become protracted, some modifications to ;these programs may be necessary.' FSA currently . 
operates guaranteed and direct falm ownership (FO) and farm operation loan (OL) programs, and 
a direct Emergency Disaster (EM) loan program that can be used to assist cattle producers~ 

. . I . , 
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• 	 Operating Loans. The direct and guarant~d OL programs are availaple to producers needing 
credit to maintaiil their operations and are:the primary source ofFederal credit assistance 
currently available to financially stressed ~attle producers. Funding for the guaranteed OL . 
program is $1.851 billion in fiscal 199,6 aqd is sufficient to handle expected applicationsfor 
the remainder of the year. Authority to gyarantee OL loans with an FSA interest rate subsidy 
and authority for the direct OL program(~579 million) are expected to be exhausted by the 
end of summer. However. this is commonty the case for both programs and not necessarily an 

.indication that commercial farm credit is hard to find. 	 . 

• 	 . Farm ()wnershij1 Loans. The Farm OwnJrshipprogram is available for the purchase offarm 
and ranch land. The guaranteedFO program, which generally has good funding. can also be 
used to refinance the existing debts of financially distressed cattle producers. Direct FO 
lending authority is small and is mostly targeted to beginning farmers. . 

• 	 Emergency Distrsler Loans. EM loans ar~ available to livestock' producers in counties 
designated as disaster areas~ due to flood,. droughts, and other natural disasters. Funding for 
fiscal 1996 was exhausted in mid-May due to high program demand, but some funding has 
been transferred from other USDA programs. The default rate io. this program has been 
extremely high, with loan losses totaling over $6 billion over the last 6 fiscal years. . 

! 
I 

Administration Response 

Recognizing the developing financial stress o'n U.S. cattle producers caused by reduced cattle . 
prices, high feed prices and reduced availabiltiy offorage and pasture, the administration has 
implemeted a series of steps beyond use ofejasting credit programs'to provide feed assistance and 
stabilize cattle markets. . 

• 	 The Export Enhancement Program (EEP,), which subsidizes the export of grains and other 
products, ha~ not been used' for wheat, ~heat flour or barley since mid-1995. 

.' 	 . 

• 	 In early 1996, reflecting the reduced ava;lability of U.S. grains for dome~tic users, the 
President released 1.5 million tons ofwh'eat from the Food Security Wheat (now Commodity) 
Reserve to meet humanitarian food aid commitments. . . 

• 	 .In January 1996, the administration anndunced that certain lands enrolled in the Conservation 
Reserve Progi2lJ11 (CRP) with contracts expiring in 1996 would.be permitted to leave the CRP . 
early so that they could be broughtback; into agricultural production. On April 5, one day . 
after enactment of the 1996 Farm Bill, t~e administration broadened this early-out provision' 
by announcing that non-environmentallYi sensitive hmd under contract for at least 5 years 
could leave the CRP early. Approved contract terminations would receive a ,prorated rental 
payment for 1996 and would be eligible :ror the 1996 Farm Bill's production flexibility 
contract paymc:nts, if the CRP acreage has a crop acreage base history. 

, I· 	 .: ' 
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I 
•. 	As the drought in the Southern Plains de"reloped, the administration authorized grazing of 

livestock on CRP acreage on an emergency basis in numerous Southern Plains counties.. In 
early April, it was announced that the redhction in the CRP rental payment would be 5 percent . 
for each month grazed up to 25 percent, rather than the 25 percent reduction previously 
assessed for any grazjng of CRP acreage.I . 

.. 	 . I 

• 	 The sales closing dates for catastrophic risk protection coverage for spring-planted crops was . 
extended to May 2, 1996. This extensio~ provided livestock producers that also produced . 
crops an added opportunity to buy crop insurance. 

., 
. . I 

• 	 On April 30; thfl administration announc~d a ·5-step program to assist the cattle industry: 

1) Grazing and haying ofCRP acreage W:as expanded nationally and permitted on all but the . 
most environmentally sensitive land. . 

! . 

2) Opportunities for exporting beefand ~attIe were increased by expanding USDA efforts to 
identify potential purchasers, expanding *nd amending GSM 102 and 103 credit guarantees, 
and pressing th,~ trade complaint with the WTO against the EU ban on imports ,of U.S.- . 
produced beef. During early May, USDA amended-GSM programs to indclude livestock and 
livestock products for Turkey, Poland, ¥orocco, and the Central American region. On May 
20, the administration announced that the World Trade Organization has accepted the U.S. 
request for, and established, a dispute settlement panel to examine the EU's ban on imports of 
beef from animals raised with the benefitlofgrowth hormones. 

3) Up to $50 million in beef will be purchsed in advance for 1996/97 school year. In late 
May, USDA announced the purchase of:S.2 million pounds of frozen ground beef at a cost of 
$5 million for the 1995-96 school year ahd confirmed that purchases would continue on a 
weekly basis for the 1996-97 school year.· . . 

, .. 
I 

4) The credit needs oflivestockproduc~rs will be examined and anyneeds for leniency. 

reported to the President in 30 days (this report fulfills that commitment). 


I 

5) The administration will meet with livestock producers i.n the cattle and beef i~dustry to 
monitor the actions taken. Initial meeti~gs took place in May. 

. . 	 . 

• 	 On May 24, the administration announc~d th~ transfer of$16.4 rni1lion in unobligated funds 
from the, CRP to the Emergency Loan Program. The Emergency Loan Program, which 
provides loans to producers to help overcome natural disasters, had exhausted the $109 . 

. inillion avaiable for FY 1996. The tran~fer offunds from the CRP enables.an estimated $56 
million in emergency loans to be made. IIn the event these funds are insufficient, additional 
action will be considered.· .. 

. ,I 
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• 	 On May 30, the administration announced the Noninsured Crop Disaster Assistance Program 
is being expanded to cover the value of f~rage losses on·small giains affected by drought. The 
Livestock Feed :Program was also extended by 90 days for producers previously approved to 
receive emergency livestock feed assistan~. This program, terminated by the .1996 Farm Bill, 
helps livestock producers facing a shortage offeed due to natural disasters by cost-sharing 50 

. percent ofthe feed purchased to replaceihe feed normally producced on the farm. Although 
the program ha::; been terminated, applica;tions approved prior to termination, have been 
extended for 90 days past May 31 to Au~st 31, 1996. 

, 

• 	 On May 31, th(~ Office ofthe Comptroller of the Currency (OCC) issued a bulletin to all Chief 
Executive Offic;ers pfNationaI Banks and all examining personnel to encourage bankers to 
work with bon'owers in communities affected by drought. With proper controls and 
management oversight, OCC indicated ~xtended repayment terms or other such restructuring 
can contribute to the health ofthe local ~ommunity as well as serve the long-term interests of 
the bank. And, OCC indicated such efforts, done in a prudent way, will not be subject to 
examinert criticism.! . 

• 	 On June 4, USDA requested authority from the President to release 45 million bushels of 
feedgrains cUITently stored in the Disaster Reserve. A concurrent resolution ofCongress Was 
passed during the first week ofJune, declaring that the reserves should be released.. USDA is 

. now developing a plan for disposing th~ reserves. . . . , . , , 

• 	 On June 6, the Advisory Committee o~ Agricultural Concentration issued its report' to the 
Secretary ofAgriculture on recommenaations for addressing the adverse effects of, 	 . 

concentration. With the four leading steer and heifer slaughter This committee was formed 
by the administration to advise onand/to investigate the effects ofconcentration on 
agriculture, c:specially in the meat industry. The CQmmittee report contains.over 80 specific 
recommendations for action. USDAi~ now reviewing the report and preparing a strategy for 
achieving its recommendations. 

, 

•. 	 The current situation is diffi~li but nianageable provided weather permits a rebound in feed 
production and supplies and cattle prices continue improving as expected.. Policy actions 
taken to date, combined with FSA's loan programs, will help meet producers credit needs for 
the remainder: of 1996. Ifpoor weather, strong feed grain demand or large livestock 

. liquidations maintain the cost-price squeeze during much of 1996, the financial pressure on 
cattle producers will escalate and expand to a much larger portion ofthe nation, increasing the 
need for additional policy and program response. The USDA should continue to monitor 
grain, forage and cattle conditions for signs ofrising financial stress. This monitoring should 
be done on. a regular basis; it should.use the most timely available data; and it should be done. 
in concert with other Feder8J agenci~that have jurisdiction and other entities that can provide . 
useful information. Iffinancial con~tionS deteriorate, additional actions should be considered. 

. , 
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. Appendix. Review of Past Efonomic Emergency Loan Programs 

• 	. The Emergency Livestock Credit Act of11974 (p.L 93-357, July 25, 1974). This legislation 
provided temporary livestock ilnancing through a guaranteed loan program. Like today, 
livestock producers faced high feed grain1prices and low livestock prices. The stated purpose 
of the Emergency Livestock (EL) progratn was to enable livestock operations to maintain. 
current rates ofproduction and to receiv~ financing (including the refinancing ofeXisting 
debts) that was necessary to allow the applicant to remain in business. . 

I 

Under the EL program, USDA guaranteed up to 80 percent ofthe principal and interest loss 
on a livestock loan. Loans had to be adequately secured and the total amount ofJoans . 
guaranteed to anysingle applicant could :notexceed $250.000. 'loans were to be r,epaid 

. within three years. but could be renewed! for another two yea.t:s. 

Authority fordle program was for one y~ar, but the Secretary could extend the.program for 
six months, if needed. Outstanding loans were capped at $2 billion. As is the case with many 
such programs, the authority was exten~ed. with the last extension coming in 1978.· Authority 
finally expired on September 30, 1979, qver 5 years after it was first authorized. A total of 
$1.046. billion was obligated. 

Relative to other emergency loan programs, the loss rate was a low 4.5 percent of the total . 
amount guaranteed. This was due to th~relatively. strict eligibility requirements. short lerigth 
ofthe loans, and the 80-percent guarant~e it offered.. The guaranteed loan program was new 
in 1972 ,and leilding authority minimali~ 1974. This type ofassistance would only work today 
if authority from the existing 90-percent guarantee program was insufficient to meet demand. 
Today, the existing loan guarantee programs are widely used, accounting for over 75 percent 
ofFSA annual farm credit lending. . 

I 
• 	 Emergency Agricultural Adjustment A~t of1978 (Ii/Ie II ofthe Agricultural Credit Act of 

1978, P.L. 95·.334. August 4, 1978) .. This legislation created the Economic Emergency 
program (EE), which became a huge and expensive mechanism for providing temporary relief 
for economic stress; The EE program operated as a direct and as a 90-percent guaranteed 
lending prognun and was authorized to, have up to $4 billion outstanding. Borrowers could 
obtain loans upto·$400,000, provided fotal FSA indebtedness did not exceed $650,000. . 

I 

Compared to the EL program created in 1974. eligibility requirement for the EE program 
were loose. Any produc.er was eligible' if he or she was unable to obtain credit at "reasonable 
rates and terms due to national or area 'wide economic stresses. such a general tightening of 
agricultural credit or an unfavorable re~ationship between costs and prices received for 
agricultural commodities." Because tqe language was so broad, most applicants were eligible.. 
The loans could be used for a broad range ofpurposes and could be repaid over long periods 

. i . 	 . 
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of time, as much as 20 years. Loan securi~y requirements were minimal, often leaving USDA 
with little or no c:ollateral, to back the lo~. The statute only required that the loans be secured 
by "collateral as is available, that together1with the confidence of the Secretary, and, for 
guaranteed loans, the confidence ofthe lepder.... .is adequate to protect the Government's 
interest." Assets pledged as collateral could be less than the principal value ofthe loan. 
.. .~. .. 

, " 

The EE progralTl was originally set to expire May 15, 1980, 21 months after enactment. 
Legislation in March 1980 (P.L. 96-220) ~xtended the program until September 30, 1981 and 
boosted the·cap to $6 billion. A total of$6.629 billion was loaned under the program when 
the authority finally lapsed, with guaranteed loan volume accounting for just 5 percent of this 

I 

total. In December 1983, the U.S. Distri~tCourt in Washington, D.C. directed the Secretary. 
to reopen the program'for a limited time pntil September 30, 1984~ An additional' $600 
million was loaned. . ! " ' 

The losses from the EE program are extr,emelyhigh, totaling $3.373 billion thr~ugh the end of 
fiscal 1995. Nearly 12 years after the p(ogram was finally halted, ii still has an outstanding 

, balance ofjust over $1 billion--most ofi~ delinquent. EE program losses will continue to 
mount for years to come. 
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THE SECRETARY OF' AGR'ICULTURe;,, ' 

WASHINGTON! O. C. 202S0 -0100 

, 
Monday. December I. 1997 

MEMORANDUM FOR THE PRESIDENT 

From: , Secretary Dan Glickman 

Subject:. Current Dairy Issues 

Dairy is thf! most complex. controversial farm problem before the Department.. . , 

" 

Four factors have converged. creating the current, contentious political climate over the 
future of dairy policy: I) long-standing. sharply divisive regional views; 2) the 1996 farm bill 
phases out dairy price support programs and requires me to. reform' the remaining 
structure Qf dairy programs. federal milk marketing orders; 3) weak prices. compared to, 
those of 1996; and 4) a recent lederal district cO.urt decision negating one of the 
fundamental. decades-old tenets of dairy programs. . 

. I . ). 

The prop()sal brought to your attention -- that I establish a floor on milk prices -- is but one 
of the options I have been weighing; they. the background I outlined, and the steps I am 
planning are discussed in this report in four sections: I-The Dairy Industry Today; 11­
Highlight... of Current Dairy Policy; III-Federal District Court Strikes Down Key Dairy 
Program Provision; and IV-USDA;$ Actions and Options. . 

I-T~e Dairy Industry Today 

i . 
Many dairy producers continue t~ experience financial difficulties. Reports of dairy farm 
closing$ are frequent.occurrences across the country. Unfortunately. dairy producers can 
expect lower returns later next,'year as normal springtime production increases occl!r. ' 
.High feed and forage costs. low c,ull cow and calf prices. and only a modest increase in milk 
prices. f,'omhistoric levels contiryue to aggravate these trends. 

, 

These trends are playing out across a dairy industry markedly different than the one which· 
opened this decade. It is far more concentrated. its geographic center has shifted. and its 
numbel"s h~ve declined sharply.; 

In the last .10 years. the number pf dairy farms has dropped by 44%; since 1990 •.the number 

. has faHen by nearly one-~ird. ; Dairy farms total, 126.800., or about 6% of all US farms. 

Meanwhile. milk production haS actually increased 8% over the last decade. T oday's dairy 

farms are larger than those of ~ decade ago. and more productive. . , . 
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Importantly, they are also in different parts of the country. While the traditional milk belt 
I 

'remains pOf)ulated by sizeable numbers of generally smaller dairy farms, the locus of 
production has shifted to the South and West, where large farms - those with 100 cows 
or more -- out produce the small, traditional farms in the Upper Midwest and New 
England. C.L/ifornia dairies produce ~t 124% of the national average rate; Arizona, 125%; 
and New Mexico dairy farms produte 117% the national average. In contrast, Wisconsin 
dairy farms now produce at only 94% of the national averag~ rate and Minnesota at 96% 
of the natiolhal rate. 

, ! : , . 
Earlier this year, the Department responded to the dip in dairy priCes from 1996 levels by 
increasing dairy product exports through the Dairy Export Incentive Program (DEIP) and 
by expanding the use ofdairy products in its food and nutrition assistanCe programs, which 
were up nearly one-third jnfiscalyea~ 1997. These actions have been somewhat successful: . 
Milk prices increased steadily over the past several months. USDA expects the all-milk 
price to average $13.35 per hundredweight (cwt) in 1997, well below last year's record of 
$14.87, but slightly above the 1990-96 average of $13.20. . 

I 

II-Hlghl'g*s of Cu,.,.ent Dairy Policy 

The 1996 f'Lrm bill phases out the dairy price support program, ending it January I, 2000 .. 
The phase-out began at a level of $1 0.20 per cwt, nearly 25% below the peak support price 
of the early I 980s ..On January I, 1998, the support level steps down again to $10.05, then 
to $9.90 on January I, 1999. 

In stark contrast.to the policies for g'rain. oilseed, and cotton farmers in that legislation, the 
1996 farm bill did not provide dairy farmers any transitional assistance as their support 
programs end. Congress provided aireCt, fixed payments over 7 years for grain, oilseeds, 
and cotton farmers to ease the tliansition to the end of traditional price and income 
suppo~, but dairy producers rece,ve no transition assistance •. 

I 
Instead•. CI:;)ngress mandated the. consolidation and reform of milk marketing orders by 
April 1999- a reform I supported. The Department is developing a proposed rule, which 
will be released late this year, and which is discussed in greater detail in section IV. 

I 
1II.,Fede,.al Dist,.ict Court St,.ikes Down Key Dairy p,.og,.am P,.ovision 

In 1990, the Minnesota MilkProducers Association filed suit in the local federal district 

court challenging certain pricing provisions of milk marketing orders~ On November 3, 


. 1997, the Court issued a decisio1n finding~ in essence. that class I differentials -- the 

premiums milk purchased for f1uid~ use earns-- are unlawful. The court enjoined USDA 


. from enforcing them except in cef1:,ain deficit production areas, primarily the Southeast. 

http:p,.og,.am
http:1II.,Fede,.al
http:contrast.to
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i 
This decislcm has received ext(msiv~ media, congressional. and public attention and fueled 
the fires of regional polarization o,!er dairy policy. Farmers and their representatives in . 
Wisconsin and Minnesota are ecsta~ic with the decision and do not want the Government 
to appeal. Producers in the Northeast and other areas are deeply concerned about the 
decision and ·the possibility they wit'l no longer receive prices which Include a differential. 
Producers 'in the South are concerned that, while their prices will still Include a differential, 
cheaper milk will flow toward thei~ region, driving down their ultimate returns. 

I . 

Given the c:haos that will result fro~ the immediate implementation of the decision, I am 
working with the Justice Department on seeking a stay of the dec/sion and appeal. The . 
motion will be filed as soon as pos~ible. 

IV.USDf4. '$ Actions and Options: . 
Federal Milk Marketing Order Reform. Flooring the Basic Formula Price. and 

. the Northeast Interstate Dairy Compact
i· . 

Having. boosted the use o.f our prbgram to subsidize dairy exports and to increase the 
amount of dairy products used in qur feeding programs as oudined in section I, last Jury I 
sent a letter to Congress indicating that further actions were beyond the'Department's 
current authorities, inconsistent with, the directives contained in the 1996 farm bill, and 

I .• 

.require congreSSional action. While regionally based congressional interest in dairy issues 
has been keen, Congress took no ~ction in response to. my letter.. 

I 

Federal Milk Marketing Order Reform 
I 

I. . 

The 1996 farm bill directed. USDA to consolidate an~ reform Federal Milk Marketing 

. Orders (FIMMO); I supported this reform. Since May 1996, USDA has requested comment 


on various options prior to issuing ~ proposed rule. The farm bill requires a proposed rule 

· to be pubfished by April 1998 and la final rule must be in place by April 1999. 

FMMO reform involves three prin~ipal issues: I) consolidating 31 orders into fewer and . . 
· larger market areas; 2) reviewing the Basic Formula Price (BFP), which Is used to establish 
·prices for various classes of milk, slich as fluid milk, cheeses. and dried milk; and 3) changing 
the minimum class I price surlace. !Including the. use a':ld level of price differentials. 

Various regions of the country ha~e longstanding and strongly held differences of opinion 

as to how FMMOs should be. reformed. particularly with regard to the minimum· class I 

price surface. The debate on thl.s point tunis on whether the price surface should. be 


.. flattened. In general, the price of milk Increases th.e farther east. southeast. and south it is 
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purchased from Eau Claire. Wisconsin as a result of the current class Idifferential system. 
Eliminating or reducing differentials rattensthe national price surface. 

Because the existing price surface in:creases the price of milk the farther the milk Is from 

Wisconsin, the Upper Midwest be"~ves the present system discriminates against It and 

encourages overproduction in ar~s with higher class I prices.· The Upper Midwest 

supports a flatter class Iprice surfac~, with lower or no differentials. to reduce the price 

differences between It and other regipns. who adamandy oppose this course. For example. 

48 Senators and 113 members of the: House have written to me urging that USDA propose 

. a class 1 price surface that is not significantly different than the existing system. . 


. i .. . 
Nonethele:;s. I believe a flatter class:1 price surface is preferable to current policy or one 
that would make only marginal changes because it is a· more market-oriented system, 
consistent 'filth the overall direction pf other farm programs. However. such an approach 
would decr'ease dairy producer income and exacerbate the decline in dairy producers In 
areas, outside of Wisconsin and Minnesota, where class I price differentials would be 
re~uced. Accordingly. I am exami'1ing a transitional aspect to this reform that would 
include a tE~mporary flooring of the BFP as the flatter differentials phase in. , I .. 

F'oorin~ the Basic Formula Price 

Iam evaluating flooring the BFP for class Imilk regulated under FMMOs ,in conjunction with 
reforming orders to stabilize or in~rease returns to dairy farmers in areas covered by 
FMMOs. VYhile several farm groups support a floor of betwe~ $13.50 to $14.50 per cwt. 
Iam considering setting a floor of the BFP at or near current levels, approximately $12.83, 
to minimize market distortions' because that level is related to recent market forces 

I' . 

compared to a floor which raises th~ BFP. 
I 

Any effort to floor the BFP will s~nd a positive meSsage to dairy producers that the 
Administration is taking action on, their behalf., In addition. the primary benefit of such a 
floor would be to protect dairy producers from a dramatic reduction in returns which Is 
likely to occur this spring. Our initla'analysfs indicates that this action could increase cash . 
receipts from milk marketings by about $400 million over'the current system. , . 

I 

Flooring the BFP would be controversial, and I am not inclined to propose it without 
simultaneously announcing reforms io the price surface ofFMMOs. Such an action would 
generally be at odds with Congress' ,directive in the 1996 (ann bill to phase out the price 
suPPort program and might attract criticism from other agendes In the Administration. 
Since milk marketing orders were :not Intended to provide Income support for dairy 
farmers. handlers or processors wf:to would, be required to make higher payments to 
farmers might mount a successful legal challenge against the action. 

I 
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Flooring the BFP would require s~veral months to accomplish. The Secretary has no 
emergency orother discretionary authority to amend milk marketing orders and this action 
could be ac':complished through a ~ulemaldng procedure. that would include notice and 
comment. including.comments from many who will argue that establishing a BFP floor Is not 
the most d.!sirable policy option~ qther policy considerations include: 

i 

I. Flooring the BFP would i"crease, or hold steady. the minimum class Iprice paid 
to producers who market lthefr milk in areas regulated by FMMOs.. Not all 
producers would benefit from flooring the BFP, since FMMOs are not in effect for 
many areas. FMMOs regulate about 70% of all milk marketed. In areas not 

. regulated by.Federal orders., such as California. the all-milk price could fall•. 
! . 

2. In areas regulated by Fed~ral orders. flooring the' BFP would have widely varying .. 
effects, since the increase iin producer milk prices depends on .the relative 
proportion of milk used in class Iproducts. which varies conSiderably between the 
exis"ting 31 Federal orders. Producers in low class I'utilization markets. such as the 
Upper Midwest would likely see . little .or no increase in their. prices. Higher 
minimum price for milk use~ in class I.could reduce fluid milk consumption and 
cause producers to increase:further mHk production. which could place additional 
pressure on the price of mil~ in non-fluid uses. . 

. . !'. '. 
3. Flooring the BFP transfers income to dairy producers by raising the retail price 
of fluid milk. Increasing class il milk prices would be reflected in higher retail prices 
for fluid milk and per capita ,consumption of fluid milk would decline. However. 
sinc!! only about one-third of aU milk is used in class I products, only a fraction of 
the increase in the BFP wou'ld be reflected in the price for all uses of milk. Our 
initial analysis indicates that ~is action could increase national average price offluid 
milk by 3S to 4S cents per pilon for milk marketed in FMMOs and would increase 
the average retail price for all milk by about 20 to 30 cents per gallon. 

I 

4. Higher retail fluid milk prices would have an immediate affect on low-income 
households. The Increase In 'retail milk prices could, trigger increases in outJays for 
-the IDepartment's food and nutritiOil assistance programs. Higher retail fluid milk 
prices might also reduce t:I:le number of program participants served. by the 
Women.filfant. and Children's Program (Wlq.; 

.. I . . 

~e Northeast Interstate Dairy Compact 

Another fac:tor to consider in setti~g dairy policy is the Administration's approval of the 

Northeast Interstate Dairy Compact. a decision a Federa,1 district court upheld and which 


. Is now under appeal In the Orcuit ~ourt Of Appeals for the District of Columbia where 


I 
" 
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oral arguments were heard on Noyember 20. 1997, USDA's 'analysis suggests that the 
compact will not have a significant effect on other regions of the country. However. the 
Upper Midwest believes the compact exacerbated proQlems with the current fMMO 

. system. since the compact has inct-eased class I prices for dairy producers in the six 
compact states. Consequently, Senators Kohl and others from the Upper Midwest added 
a provision to· the agricultural appropriations bill for fY 98 that requires the Office of 
Management and Budget to conduct! a stUdy on the effects of the compact. 

Meanwhile. dairy interest in other iregions of the country have expressed Interest in' 
establishing their own compacts. which the uncertainty created by the Minnesota litigation 
increased. This sentiment seems pariticularly strong in the Southeast; " Several states have 
already passed legislation authorizing compacts if ratified by Congress. The expansion of 
compacts c()uld reinforce regional disputes and undermine any effort to develop a market­

,. oriented nadonal dairy policy. . ' 

, V-Conclusion 

. ! ' , 
While dairy producers in many areas continue to confront a difficult financial picture.' 
regional and other differences have for years prevented consensus on action --perhaps 
most recently best illustrated by tJ;le fact that Congress was unable to co'me to any 
agreement onfuture dairy policy in the 1996 farm bill. These regional disputes were 
heightened by a federal ,district Iudg~'s decision throwing out the·decades-old system of 
class I price differentials. ' 

The 1996 farm bill provides me no iauthority to act aggressively on behalf of the dairy 
producers ,and Congress. to date. has expressed little interest in acting - perhaps because , 
of ~e regional differences which divide it. 

However, I do expect to announce, in the ,near future proposals to reform the milk 
marketing and pricing system coupled with a program of flooring the BFP to assist dairy .. 
farmers thr10ugh the transition to a more market-oriented. simpler dairy policy. . 



Thursday, Qecember 4, 1997 USDA 
GREG FRAZIER

I . - Ii Chief of Staff 
, "II 

The Deputy 

Charlie Rawls 

Carl Whillock: 

PaJ.!:iek Steel 

~hn Gibson 

I 

,Please disre~}ard the previous copy of the dairy memo the Secretary sent to the 
President and replace it with the attached. ' 

I 

I, 

. : 
I 



THE SECRETA~Y OF' AGRICULTURE 
. . 

WASHINGTON, D. C. 202S0-0100, 

Monday. December I. 1997 
I 

. MEMORANDUM f:OR THE PRESIDENT 

From: Secr'etary Dan Glickman 

Subject: Current Dairy Issues 

Dairy is the most complex. controversial farm problem before the Department. 
,, 

Four factors have converged. creadng the current, contentious political climate. over the 
future of dairy policy: I) long-standi'ng, sharply divisive regional views; 2) the 1996 farm bill 
phases out dairy price support programs and requires me to reform the remaining 
structure ofdairy programs. fede~l milk marketing orders; 3) weak prices. compared to 
those of 1996; and 4) a recent, federal district court decision. negating one of the 
fundamental. decades-old tenets of dairy programs. . 

, 
, j , . • 

The proposal brought to youratte,htion -- that I establish a floor on milk prices -. is but one 
of the options I have been weighing; they. the background I outlined, and the steps I am 
planning are discussed in this report in four sections: I-The Dairy Industry Today; II. 
Highlights of Current Dairy Poli~y; III-Federal District Court Strikes Down Key Dairy 
Program Provision; and IV-USDA's Actions and Options. . 

, . 
1-~he Dairy Industry Today' 

, 

Many dairy producers continue to experience financial difficulties. Reports of dairy farm 
closings are freqUent occurrenc~s across the country. Unfortunately, dairy producers can 
expect lower returns later ne~ year as normal springtime production increases occur. 
High feed and forage costs,low ~ull cow and calf prices. and only a modest increase in milk 
prices from historic levels continue to aggravate these trends. 

, 
I , 

These trends are playing out act;oss a dairy industry markedly different than the orie which 
opened this decade. It is far mc?re concentrated, its geographic center has shifted. and itS 
numbers have declined sharplyi 

In the last 10 years. the n~~ber:of dairy farms has dropped by 44%; since 1990, the number' 
has fallen by nearly one-third.;' Dairy. farms total 126.800, or about 6% of all US farms. 
Meanwhile. milk production has actually increased 8% over the last decade. Today's dairy 
farms are larger than those of:a decade ago. and more productive. . 
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Importantly, they are also in different parts of the country. While the traditional milk belt 

remains populated by sizeable nu~bers of generally smaller dairy farms. the locus of 

production has shifted to the South and West. where large farms -- those with 100 cows 


, or more .. out produce the smalll traditional farms in the Upper Midwest and New" 

England. California dairies produceiat 124% of the national average rate; Arizon~. 125%; 

and New MeXico dairy farms produce I 17% the national average. In contrast. Wisconsin 


, ,I , ' 

,dairy farms now prod!Jce at only 94% of the national averag~ rate and Minnesota at 96% 
'of the natic)nal rate. ' 

. . .' : 

, 
I. .' .: 

' 

Earlier this year, the Department responded to the dip in dairy prices from 1996 levels by 
increasing dairy product exports t~rough the Dairy Export Incentive Program (DEIP) and 
by expanding the use of dairy products in its food and nutrition assistance programs, which 
were lip nl!arly one-third in fiscal year 1997. These actions have been somewhat successful: 
Milk prices increased steadily over: the past several months. USDA expects the all-milk 
price to average $13.35 per hundredweight (cwt) in 1997, well below last year's record of 
$14.87, but slightly above the 1990-96 average of $13.20. ' , " 

II-Highlights of Current Dairy Polley 
! 

, I 

The 1996 farm bill phases out the; dairy price support program, ending it January I. 2000. 
The phase-out began at a'ievel of $1 0.20 per cwt, nearly 25% below the peak support price 
of the early I 980s. On January I. ,1998. the support level steps down again to $10.05, then 
to $9.90 on January I, 1999. 

In stark c:ontrast to the policies for grain. oilseed. and cotton farmers in that legislation. the 
19-96 farm bill did not provide d~liry farmers any transitional assistance as their support 
programs end. Congress provided direct. fixed payments over 7 years for grain. oilseeds. 
and cotton farmers to ease the transition to the end of traditional price and income 
supports. but dairy producers receive no transition assistance. , ' 

Instead" Congress mandated the consolidation and reform of milk marketing orders by 
. April I ~J99 -- a reform I supported. The Department is developing a proposed rule. which 
.will be released late this year, and which is discussed in greater detail in section IV. 

" .' . 

III-Federal District Co~rt Strikes Down Key Dairy Program Provision 
, . 

In 1990. the Minnesota Milk Producers Association flied suit in the local federal district 
, court challenging certain pricirig provisions of milk marketing orde~. On November 3. 

1997, the Court issued a detision finding, in essence, that class I differentials -- the 
premiums milk purchased for fluid use, earns -- are unlawful. The court enjoined USDA 
from .~nforcing them except in: certain deficit production areas. primarily the Southeast. 
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, 
, i 

This deciskm has received extenslv~ media, congressional, and public attention and fueled 
the fires of regional polarization over dairy policy. Farmers and their representatives In 
Wisconsin and. Minnesota are ecsta,tic with the decision and do not want the Government 
to appeal. Producers in the Northeast and other areas are deeply concerned about the 
decision and the possibility they will no longer receive prices which Include a differential. 
Producers in the South are concerned that, while their prices will still Include a differential, 
cheaper milk will flow toward their region, driving down their ultimate returns. , . , 

Given the chaos that will result from the immediate Implementation of the decision, I am 
working with the Justice Departm,ent on seeking a stayof the decision and appeal. The 
motion will be filed as soon as pO$sible. 

IV-USl;>A's Actions and Options: " 
Feder4'll Milk Marketing Order Reform, Flooring the Basic Formula Price. and 

the North~ast Interstate Dairy Compact 
, 

Having boosted the use of our program to subsidize dairy exports and to increase the ' 
amount ()f dairt products used ini our feeding programs as oudined in section I, last July I 
sent a letter to Congress indicat,ng that further actions were beyond the Department's ' 
current authorities, inconsistent :with the directives contained in the 1996 farm bill, and 
require congressional action. While regionally based congressional interest in dairy issues 
has beerl keen, Congress took no action in response to my letter. 

, " 

Federal 
, 
Milk Marketing Order Reform 

,The, 1996 farm bill directed USDA to consolidate and reform Federal Milk Marketing 
Orders (FMMO): I supported,this reform. Since May 1996. USDA has requested comment 
on varic)us options prior to issuing a proposed rule. The farm bill requires a proposed n.lle 
to be published by April 1998 a~d a final rule must be in place by April 1999. 

FMMO reform involves three principal issues: I) consolidating 31' orders into fewer and 

larger Inarket areas; 2) reviewin~ the Basic Formula Price (BFP). which is'used to establish 

prices for various classes ofmilk, such as fluid milk, che~es. and driedmilk; and 3) changing 

the minimum class 1 price surfa~e. includrngthe use' a'."d level of price differentials. 


i 
Variolls regions of the country !have longstanding and strongly held differences of opinion 

,as to how FMMOs should be reformed. particularly with regard to the minimum,class I 
price surface. The debate on: this point turns on whether the price surface should be 
flattetled. In general. the price :of milk increases the farther east. southeast, and south It Is 

, I . 
, , 



• 
, , 
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purchased from Eau Claire, Wisconsin as a result of the current class Idifferential system. 
Eliminati~g or reducing differentials flattens 'the national price surface. 

I, 

Because the existing price surface increases the price of milk the farther the milk Is from 
Wisconsin" the Upper Midwest believes the present system discriminates against It and 
encourage.'S' overproduction In' areas with higher class I prices. The Upper Midwest 
supports a flatter class I price surfa4e, with lower or no differentials. to reduce the price 
differences between It and other regions. who adamantly oppose this course. For example, 
48 Senator's and 113 members of th, House have written to me urging that USDA propose ' 
a class 1 price surface that is not sigrificantly different than the existing system. 

, 

NonetheIE~s,', believe a flatter clas~ I price surface is preferable to current policy or one 
that would make only marginal ch~nges because it ,is a more market-oriented system, 
consistent with the overall direction of other farm programs. However. such an approach 
would de(:rease dairy producer income and exacerbate the decline in dairy producers in 
areas, outside of Wisconsin and Minnesota, where class , price differentials would be 

,reduced. Accordingly, I ~ exam,!ning a transitional aspect to this reform that would 
include ~temporary flooring of th~ BFP as the flatter differentials phase in. , 

, I 

Floori~g the Basic Formula Price 
1 ' 

1 

I am evaluating flooring the BFP for ¢Iass Imilk regulated under FMMOs In conjunction with 
reforminJ' orders to stabilize or i~crease returns to dairy farmers in areas ,covered by 
FMMOs. While several farm groups support a floor of betwe~n $13.50 to $14.50 per cwt, 

. I am cons;idering setting a floor of the BFP at or near current levels. approximately $12.83, 
to minimize market distortions' because that level is related to recent market forces 
compared to a floor which raises the BFP. 

- ! ' 
. '.. 

Any effort to floor the BFP will ;send a positive message to dairy producers that the 

Administration is taking actIon on; their behalf. In addition. the primary benefit of such a 

floor'would be to protect dairy producers from a dramatic reduction in returns which is 

,likely to occur this spring. Our in(tial analysis indicates that this action could increase cash 

receipts from milk marketings by ,about $400 million over the current system. 


Flooring the BFP would be controversial, and I am not inclined to propose it without' 

simultaneously announcing reforms to the price surface of FMMOs. Such an action would 

generail'y be at odds with CongreSs' directive in the 1996 fann bill to phase out the price 

support program and might att.ract criticism from other agendes in the Administration. 

Since milk marketing orders' were not intended to provide income support for dafry 

farmers. handlers or processorS who would be 'required to make higher payments to 


, fannen; might mount a successful legal challenge againSt the action. ' 
. . r ' . 

1 ' 
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Flooring the BFP would require s~veral months to accomplish. The Secretary has no 
emergency or other discretionary authority to amend milk marketing orders and this action 
could bea<;complished through a rulemaking procedure. that would include notice and 
comment, 'jj,cluding comments from;many whowill argue that establishing a BFP floods not 
the most dl~sirable policy option. qther policy considerations include: 

I. Flooring the .BFP would I~crease. or hold steady. tfle minimum class Iprice paid 
to producers who market Itheir milk in areas regulated by FMMOs. Not all 
producers would benefit from flooring the BFP. since FMMOs are not in effect for 
many areas. FMMOs. regu,late about 70%' of all milk marketed. In areas not 
regulated by Federal orders; such as California. the all·milk price could fall. 

, 
2. in areas regulated by Fed~ral orders. flooring the BFP~ould have widely varying. 
effects, since the increasei In producer milk pr;ices depends on the relative . 
proportion of milk used in class Iproducts. which varies considerably betWeen the 
existing 31' Federal orders. Producers In low class I utilization markets. such as the 
Upper Midwest would Iike,ly see little or no increase in their prices. Higher 
minimum price for milk used in class I could reduce fluid milk consumption and 
cause producers to increas~ further milk production. which could place additional 
pressure on the price of milk in non~~uia uses. . 

, 
3. Flooring the BFP transfers income to dairy producers by raiSing the retail price 
of flula milk. Increasing class Imilk prices would be reflected'in higher retail prices 
for fluid milk and per capiJ consumption of fluid milk would decline. .However. 
since only about one-third pf all milk is used in class I products, only a fraction of 
the increase in the BFP wo'uld be reflected in the' price for all uses of milk. Our 
initial analysis indicates that ,this aCtion could increase national average price offluid 
milk by 35 to 45 cents per ganon for milk marketed. in FMMOs and would increase 
thEI average retail price for !all milk by about 20 to, 30 cents per gallon. 

4~ Higher retail fluId' milk prices would have an immediate affect on low-income 
households. The increase ip retail milk prices coul,d trigger increases In 9udays for 
'the Department's food and nutrition assistance programs. Higher retail fluid milk 
prices might also reduce ,the number of program participants served by the " 
W'omen, Infant. and Children'S Program (Wlq. 

. . . 
. 1 

I 

The Nortlleast Interstate Dairy Compact ' 
, ' , 'I". ' " 

Another factor to consider in setting dairy policy is the Administration's approval of the 
Northeast Interstate Dairy Comp~ct, a decision a Federal district court upheld and which 
is now under appeal in the Oreult Court of Appeals for the District of Columbia where 

I ' 
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, , 

oral arguml:mtS were heard on Noyember 20, 1997. USDA's analysis suggests that the ' 
compact will not have a significant effect on other regions of the country. However, the .' 
Upper Midwest believes the comp~ct exacerbated problems with the current FMMO ' 

, system, since the compact has increased class I prices for dairy producers In the, ~ix 
compact stiltes. Consequently, Sena,tors Kohl and others from the Upper Midwest added 
a provision to the agricultural appr:opriations bill for FY 98 that requires the Office of 
Managemerlt and Budget to conduct a study on the effects of the compact. 

I 

Meanwhile, dairy interest in other regions of the country have expressed Interest in 
I , 

establishing thelt own compacts, which the uncertainty created by the Minnesota litigation 
increased. This sentiment seems pa.rtlcularly strong in the Southeast. Several states have 
already passed legislation authorizing compacts if ratified by Congress. The expansion of 
compacts could reinforce regional disputes and undermine any effort to develop a market.. 
oriented national' dairy policy. ' i . . 

V-Conclusion , . 

While dairy producers in many areas continue to confront a difficult financial picture. 
regional and other'differences have for years prevented consensus on action -- perhaps 
most recently best illustrated by the fact that Congress was unable to come, to any 
agreement on future' dairy policy (n the 1996 farm bill. These regional disputes were 
heightened by a federal district judge's decision throwing out the decades-old system of 
class I priC,e differentials. . 

i 
i, 

The 1996 farm bill' provides me no authority to act aggressively on behalf of the dairy 
producers and Congress. to date, h~s expressed little interest in acting - perhaps because 
of the regional differences .which divide it. 

I . . . 
However. I do expect to announce in the near future proposals to reform the milk 
marketing and pricing system coup~ed with a program of flooring the BFP to assist dairy 
farmers through the transition to a! more market-oriented. simpler dairy policy. 

p.\ · 
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THE SECRE'TARY OF AGRICULTURE 

~WASHINGTON , 

, 20250-0 I 00 

I 

A~gust 15, 1997 
I 

MEMORANDUM FOR THE PRESIDENT 

From: Secretary Dan Glickman : 

Subject: Department of Agriculture;'s 

I want to update you on our progress in fi,'ghting fraud and abuse as well as inform you of several 
new initiatives that we are about to unde~e to maintain the integrity of our programs as well as 
ensure taxpayer dollars are being appropr;iately spent. 

Feeding Programs 

Food'Stamp FJraud: As I wrote to you on-August 10, USDA is embarking on a nationwide 
initiative to locate and capture fugitives by studying food stamp participant rosters. USDA, with 
the cooperation of state and local law enforcement officials, is also using these rosters to identify 
prison inmates who are illegally collecting food stamps. In early 1997, a task force of USDA,' 
local, state and other Federal law officer~ operating in two Kentucky counties identified207 
fugitives who had received an estimated'$300,000 in food stamps. The task force also found that 
1,175 Maryland and Virginia inmates h~d collected $142,300 in food stamp benefits. As this 
two-pronged program expands nationally, USDA expects to save taxpayers $36 million per year. 

I 

Food Stamp I:rror Rate: Through inc~eased oversight of state programs, USDA has cut the 
food stamp error rate for the third conse,cutiveyear. The rate is' now 9.22 percent, saving, , 
taxpayers $660 million since 1993. Errors mostly occur when state agencies payout in excess of 
the amount foJ' which applicants qualify. 

I 

Retailer Inspections for Food Stamp :Program: USDA is conducting on-site review of retailers 
authorized to accept food stamps or El~ctronic Benefits'Transfer (EBn to ensure that they are 
not illegally participating. In 1995 alo~e, USDA's site inspections resulted iii catching 860 ' 
stores illegally participatirj.g and identifying another 450 questionable stores. 

I 

I 

Child and Adult Care Food Prograrri (CACFP): USDA has initi~ted a nationwide on-site 
review, or "sweep,"ofsponsors who participate in feeding children and senior citizens using 
CACFP funds. USDA re~ently audite~ 12 sponsors, 11 of which had either allowed their day­
care homes to claim payment for children they did not feed, shortchanged those they did feed 



., 


with unhealthy meals or used funds for personal enrichment. In some cases, they kept children 
in crowded, unhealthy, and unsafe living sp~ces, such as basements, which USDA immediately 
reported to local authorities. In another case, a sponsor who managed 170 day-care homes and 
20 centers syphom:d off CACFP money to pay for their children's college educations and their 
$1.6 million mansion. USDA, through the proper authorities, is pursuing criminal prosecution 
on charges ranging from filing false claims to extortion, bribery, and mail fraud. 

, 

Women, Infants and.Chiidren (WiC): USDA is developing regulations to strenghten states' 

computer monitoring of WIC retailers, to detect program abuse. Our chief concern is retailers' 


. practice ofinflatingWIC vouchers above t~e cost of the the food purchased. For example, we 

. have caught some retailers inflating the voucher to its maximum level when the cost of goods 
purchased by the \VIC participant is actually less. 

! 
: 

Rural Housing Programs 
, , 

Rural Housing Ftaud and Abuse:'USDA~is planning a major on-site inspection program of 
properties and activities of individ\!als partipipating in the Rural Rental Housing (RRH) Program, 
which has a loan portfolio of $11.6 bill~on. lOur preliminary investigation indicates that some 
property owners ate converting program funds, reserve maintenance accounts, and tenant 
security deposits to personal use. As a resu~t, the multi-family complexes they own are in, 
deplorable condition, risking the safety and Ihealth of families living in them. USDA has new 
legal authority to impose cnminal sanction~, restitution and fmes. We have already found two 
individuals who converted in excess of $1.8 million in project funds to their personal use and 
were subsequently sentenced to prison and ~rdered to pay restitution and fines. 

Farm ProgramS 

. Cotton Export Program: USDA is investi'gating over 40 corporations participating in the 
Upland Cotton Domestic User Program/Exporter Program which may have submitted false 
statements and claims from 1992 through 1995. These corporations collected $152 million in , , 

program funds ov(:r this 3 year period. This multi-agency investigation is comprised of the IRS, 
the U.S. Customs Service, and INTERPOL We expect guilty pleas from 4 corporations in the 
next month. 

Tobacco: USDA will assess nearly $40 million in marketing quota pemilties to as many as 65 
tobacco dealers and 185 tobacco auction w¥ehouse operators in North Carolina, South Carolina, 
Virginia, and Geo:rgia for violating over several years the marketing provisions of the flue-cured 
tobacco program. Some of the illegal pract,ices employed included creating fictitious rights to 
sell tobacco, also referred to as marketing quota, falsifying records, and evading required 
penalties on selling excess tobacco. The as,sistant U.S. Attorney is interested in pursuing civil 
cases against many of the dealers and warehouse operators. During this period of illegal 
trafficking of tobacco, fanners most likely paid more out of their pockets to support the tobacco 
program than would have otherwise been ~e case. . 

. i 
I will keep you informed about these initiatives as they proceed. 



, , 

, 
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THE SECRETARY OF AGRICUL.TURE 

WASH'INGTON, D.C. 

Z0250'OIOO 

VVednesday.~mber23. 1997 


Subject: 

I urge you to consider including a school bt;eakfast initiative as part of your State of the Union 

message. VVhile I briefly outlined the issue at the budget appeal on Friday December 19.1997, 

I want to explain the ,proposal in more depth land outline how it dovetails with your child care and 

education initiatives. 


The nation's major child nutrition programs ~xpirein 1998, and require reauthorization. Not since 
the carter Administration has a President hadithe opportunity to set forth his coriunitment to proviqe 
'school meals to millions of children. Democrats in both houses of Congress. including Senators 
Daschle, Johnson and R~ of Rhode Island: and Congressman Miller of Califomia,are preparing 
major initiatives to augment the school nutri~ion programs, with particular emphasis on pro~iding 
free school breakfast for most elementary school children. 

! 

What we are proposing is school breakfast a~ no charge for all children in pre-kindergarten through 

third grade. 26 million childrencurrently participate in the school lunch program, and approximately 


I ' , , 

14 million receive free or reduced price schQC?llunches. By comparison. the current school breakfast 

, program only reaches 7million children each day. In schools where breakfast is available, only 20% 

of children eat bre:akfast and more than 8S~ of these children are low income. VVe estimate that 

large numbers of Jniddle and upper-middle Income also do not eat,breakfast at home or at school. 


, 'I', , 

By making schoo:! breakfast available at nq cost to all children in pre-kindergarten tllrough third 

grade, we will, remove the stigma that accotnpanieseating breakfast at school, and we will be able ' 


.' I " , \ 
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to reach additional at-risk children. We estimate that 600,000 additional children will participate 
. I . 

in school breakfast the first year and one million by the third ye~.' The cost of the initiative I 
proposed for grades pre-kindergarten through third grades is $217 million for the frrst year and 

, I ' " 

1.2 billion over 5 years while the congressional initiative (kindergarten through six grades) will cost 
• . • I .' 

nearly double thilt amount. 

I ' , ' 

Why do this? What is its impact? Recent research by the State of Minnesota and the Harvard! 
Kellogg Hunger Breakfast Project shows that students who eat school breakfast have improved 
math grades. reduced hyperactivity"decreasd! absences, and tardy rates,and improved behavior. 

I . 

The researchers observed that the students dispJayed fewer signs of depression. anxiety, 

hyperactivity, and other behavioral problems: therefore they were more inclined to learn. Two new 


I 

, studies which support these findings will belPublished in Pediatrics in January and in the Journal 
of the American Aiademy of Child and Adolescent Psychiatry in February. The initiative is 
compatible with th€: findings of the White Hpuse Conferences on the Brain. Child Care. and other 
education initia:tives; it reinforces my belief iliat the school breakfast program should be seen as an ' 
education program, riot a welfare program. ' 

I 
,,. 

Let me emphasize that point: This is an education and child development initiative, not an income 
, . I . 

security proposal. We provide every chi1d bqoks, desks. and transportation nolas a form of income 
supplement. but to enhance their education and that is what this proposal is about. What is missing 
from our education initiarives now is the fou~dation upon which the value ofth~se other investments 

,.' . 

rest: A good breakfast so our children can ~ the best stupents possible. 

I.want to see the Administration get credit f9r a good idea that I believe Congress will act on. 
Even if we need to phase-in the initiative to fit budget constraints, we can do so and still get credit 
for the, idea. We need to be leading and nOr following on this initiative. We will also have the 

. . I 

support of the food and education advocacygroups in the process, aswell as a number of groups who 
represent labor andllow and middle income working Americans. ' 

I 

I 

In the l04tb Congress, the Republican attack:on the school lunch program was devastating for them. 
Some believe that the attack was the,most Irthal attack on the Republican agenda, largely because 
food for children has strong. middle class appeal. A school breakfast initiative has the same 
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I 

programmatic and political advantages. We hhe the opportunity to make abOld statement of policy 
concerning the direct relationships between child nutrition and learning and the importance of school 
nutrition programs, particularly school bre~asL 

i 

I understand the competing budget pressures, but this is an outstanding opportunity to leave an 
. imprint and legacy like the Truman Administration did in 1947 when it first proposed the school 
lunchprogram. j 

• 

I 


I I I I I I I I 
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THE SECRETARY OF AGRICULTURE 

! 
WAS!"IINGTON,I),C. 

20250'0100 
I 

VVednesday;~mber23, 1997 


Subject: 

I urge you to consider including a school preakfast initiative as part of your State of the Union 
message. ,While X briefly outlined the issue at the budget appeal on Friday December 19,1997, 
I want to explain the proposal in more depth and outline how it d~vetails with your child care and 

. I 

education initiatives. 

The nation's major child nutrition programs expire in 1998, and require reauthorization. Not since 
• . I . . 

the Carter Administration has a President had ili.e opportunity to set forth his commitment to provide 
school meals to millions of c;hildren. Democrats in both houses of Congress, including Senators 
Daschle, Johnson and Reed of Rhode Island, and Congressman Miller of California, are preparing 
major initiatives to augment the school nutrition programs, with particular emphasis on providing

I ' 

free school breaJrlast for most elementary~school children. 

I 

VVhat we are proposing is school breakfast at no charge for all children in pre-kindergarten through 
third grade. 26 million childrencurrently participate in the school lunch program, and approximately 

. . I , "' 

14 million receive free or reduced price school lunches. Bycomparison. the current school breakfast 
, program only reaches 7 million children ~h day. In schools where breakfast is available. only 20% 

I . . . 

of children eat breakfast and more than 85% of these children are low income. VVe estimate that 
. I 

large numbers I)f middle and upper-midclleincome also do not eat breakfast at home or at school. 

By making school breakfast available a, no cost to aU children in pre-kindergarten through third 
grade. we will remove the stigma that aCcompanies eating breakfast at school, and we will be able 

I • 
I 
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to reach additional at-risk children. We estimate that 600,000 additional children will participate 
, I ' 

in school breakfast the first year and one million by the third year: The cost of the initiative I , ... 

proposed for grades pre-kindergarten throup third gr~es is $217 million for the first year and 
1.2 billion over 5 ye~while the congressionM initiative (kindergarten through six grades) will cost 

, I
nearly double that amount. 

, ' 

I ' 
Why do this? What is its impact? Recent ~search by the State of Minnesota and the Harvard! 

, I ' 
, Kellogg Hunger Bri~akfast Project shows that students who eat school breakfast have improved

I 
math grades, reduced hyperactivity, decreagep absences and tardy rates, and imprOVed behavior. 
The researchers observed that the 'students displayed fewer signs of depression, anxiety, 
hyperactivity, and other behavioral problems!therefore they were more inclined to leam.Two new 
studies which support these findings will be published in Pediatrics in JanuarY and in the Journal 
of. the American Academy of Child and ArJolescent Psychiatry in February., The initiative is 
compatible with the findings of the White House Conferences on the Brain, Child Care, and other 
education initiatives; it reinforces my belief that the school breakfast program should be seen as an 
education program, not a welfare program. I 

i, 
Let me emphasize that point: This is an education and child development initiative, not an income 

I ' 

security proposal. We provide every child books, desks, and transportation not asa form of income 
supplement, but to enhance their education and that is what this proposal is about. What is missing 
from our education initiatives now is the foundation upon which the value ofthese other investments 
rest: A good breakfast so our children can ~ the best students possible. 

I want to see the Administration get credit fo.r a good idea that I believe Congress will act on. 
, Even if we need to phase-in the initiative to fit budget constraints, we can do so and still get credit 

for the idea. We need to be leading and not following on this initiative. We will also have the 
support of the fOOd tlDd education adv~y~ups in the process, as well as a number of groups who 
represent labor and low and middle income ~orking Americans. . 

I 

I 

In the 1041h Congress, the Republican attack qn the school lunch program was devastating for them. 
,Some believe thattllle attack was the most lethal attack on the Republican agenda., largely because, 
food for children hilS strong, middle class appeal. A school breakfast initiative has the Same 

' 

_ 

' 
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programmatic and political advantages. We ~ave the opportunity to make a bold statement ofpolicy 
• j 

concerning the direc~t relationships between cijild nutrition and learning and the importance ofschool 
nutrition programs, particularly school breakfast 

I understand the competing budget pressur~s, but this is an outstanding opportunity to leave an 
'imprint and legacy like the Truman 'Administration did in 1947 when it first proposed the school 
lunch program. 

• 

. i 

, I 
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MEMORANDUM FOR THE PRESIDENT 

From: Secretary Dan Glickman 

Subject: Current Dairy Issues 

I 

Dairy is thEl most complex, controv~rsial farm problem before the Department. 

. 	Four factors have converged, creating the current, contentious political climate over the 
future of dairy policy: I) long-standing, sharply divisive regional views; 2) the 1996 farm bill 

I 	 . . 

phases ow: dairy price support programs and reqUires. me to reform the remaining 
structure M dairy programs, federa! milk marketing orders; 3) weak prices, compared to 
those of 1996; and 4) a recent federal district court decision negating one of the 
fundament.al, decades-:old tenets of,dairy programs. 

The propc)sal brought to your atten~ion -- that I establish a floor on milk prices -- is but one . 
of the options I have been weighing; they, the background I outlined, and the steps I am 

. planning are discussed in this rep;ort in four: sections: I-The Dairy Industry Today; 11­
~ighlights of Current Dairy Policy; III-Fed~ral District Court Strikes Down Key Dairy 
Program Provision; and IV-USDA's Actions and Options. 

1-The Dairy Industry Today 
, 
i 

Many dairy producers continue to experience financial difficulties. Reports of dairy farm 
I 	 . 

closings ,ire frequent occurrences;across the country. Unfortunately, dairy producers can 
expect lower returns later next year as normal springtime production increases occur.. 
High feed and forage costs, low C411 cow and calf prices, and only a modest increase in milk 
prices from, historic levels continue to aggravate these trends. 

.. 7 • 	 ~ 

. These trends are playing out acrQss a dairy industry markedly different than the one which 
opened this decade. It is far mo~e concentrated, its geographic center has shifted, and its 
numbers have declined sharply. : . 

, 
.' . 	 , . 

In the last 10 years, the number of dairy farms has dropped by 44%; since 1990, the number 
has fallen by nearly one-third. ,Dairy farms total 126.800. or about 6% of all US farms. 
Meanwhile. milk production has 'actually increased 8% over the last decade. Today's dairy 
farms are larger than those of a;decade ago, and more productive. . . 

, 

http:fundament.al
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Importantly. they are ,also in different parts of the country. While the traditional milk belt 
remains populated by sizeable numb~rs of generally smaller dairy farms, the ,locus of 
production has shifted to the South arid West, where large farms-- those with 100 cows' 
or more -- ()ut produce the small. traditional farms in the Upper Midwest and New 
.England. California dairies produce a~ 124% of the national average rate; Arizona. 125%; 
and New Mexico dairy farms produce I' 7% the national average. In contrast, Wisconsin ' 
dairy farms now produce at only 94%, of the,national averag~ rate and Minnesota at 96% 
of the national rate. . 

Earlier this year. the Department responded to the dip in dairy prices from 1996 levels by 
increasing dairy product exports through the Dairy Export Incentive Program (DEIP) and 
by expanding the use of dairy produc~ in its food and nutrition assistance programs, which 
were up nearly one-third in fiscal year 1997. These actions have been somewhat successful: 
Milk prices increased steadily over tije past several months. USDA expects the all-milk 
price to average $13.35 per hundredweight (cwt) in 1997, well below last year's record of 
$14.87. but ,slightly above the I 990-9!6 average of $' 3.20. ' , 

II-Highlights of. Current Dairy Policy,
I 

,The 1996 farm bill'phases out the dairy price support program, ending it January I. 2000. 
. . I . 

The phase-out began atalevel of $1 0~20 per cwt, nearly 25% below the peak support price 
of the early 19805., On January I, 1998. the support level steps down agai~ to $10.05. then 
to $9.90 on January I, 1999. 'i· 

, , 

In stark contrast tothe policies for grain. oilseed. and cotton farmers in that legislation, the 
1996 farm bill did not provide dairy, farmers any transitional assistance as their support 
programs end. Congress provided direct, fixed payments over 7 years for grain. oilseeds. 
and ,cotton farmers to ease the transition to the end of traditional price and income 
supports. but dairy producers receiye no transition assistance. 

Instead. Cc:mgress mandated the consolidation and reform of milk marketing orders by 
AprilI999'-~ a reform I supported. The Department is developing a proposed rule. which 
will be released late this year. and Yfhich is discussed in greater detail ,in section IV. , 

III-Federal District Court ~t,=;kes Down Key Dairy Program Provision 

In 1990, the Minnesota Milk Producers Association filed suit in the local federal district 
court challenging certain pricing prbvisions of milk marketing orders. On November 3. 
1997, the Court issued a decision finding, in essence. that. class I differentials -- the 
premiums milk purchased for fluid ~use earns -- are unlawful. The court enjOined USDA 
from enforcing them except in cen;ain deficit production areas; primarily the Southeast. 
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This decisioll has received extensive media, congressional, and public attention and fueled 
'the fires of regional polarization ovet dairy policy. Farmers and their representatives in 
Wisconsin and Minnesota are ecstatic with the decision and do not want the Government 
to appeal. Producers in the Northeastand other areas are deeply concerned about the 
decision and the possibility they will no longer receive prices which include a differential. ' 

, , I 

Producers in the South are concernea that, while their prices will still include a differential, 
cheaper milk will flow toward their region, driving down their ultimate returns. 

Given the chaos that will result from! the immediate implementation of the decision. lam 
'working with the Justice Department on seeking a stay of the decision and appeal. The 
motion will be filed as soon as possible. 

I 

, IV-USDAtsActlons and Options: 

Federal Milk Marketing Order Reform, Flooring the Basic Formula Price, and 


the NortheaSt Interstate Dairy Compact 


Having boo:ited the use of our program to subsidize dairy exports and to increase the 
amount of dairy products used in ou'rfeeding programs as outlined in section I. last July I 
sent a letter' to Congress indicating that further actions were beyond the Department's 
current authorities, inconsistent wit~ the directives contained in the '1996 farm bill, and 
require conl~ressional action. While regionally based congressional interest in dairy issues 
has been keen .. Congress took n6 action in response to my letter. ' , 

Federal Milk Marketing Order Reform 
, i ' , 

I ' , 
The 1996 farm bill directed USDA I to consolidate and reform Federal Milk Marketing 
Orders (FMMO): rsupported this reform. Since May 1996. USDA has requested comment 
on various ~)ptions prior to issuing a proposed rule. The farm bill requires a proposed rule 
to be published by April 1998 and aflnal rule must be in place by April 1999. 

I , 
; 

FMMO reform involves three principal issues: I) consolidating 31 orders into fewer and 
larger market areas; 2) reviewing the Basic Formula Price (BFP). which is used to establish 
prices for vClrious classes of milk, suc~ as fluid milk, cheeses. ,and dried milk; and 3) changing 
the minimum class I price surface. inCluding the use a~d level of price differentials. 

Various regions of the country have,longstanding and strongly held differences of opinion 

, as to how FMMOs should be reformed. particularly with regard to th~ minimum class I 


price surfa~:e. The debate on this Point turns on whether the price surface should be 

flattened. In general. the price of mi,k increases. the farther east, southeast, and south it is 




MEMORANDUM FOR THE PRESIDENT 
. ! . From Secretary Glickman on Dairy Policy 

.. December I .. 1997 - Page .. 

purchased from Eau Claire: Wiscon~in as a result of the current class I differential system. 
Eliminating or reducing differentials ,flattens the national price surface. 

. I 

Because the existing price surface i'1creases the price of milk the farther the miik is from 
Wisconsin. the Upper Midwest beli'eves the present system discriminates against it and 
encourages overproduction in areas with higher class I prices. The Upper Midwest 
supports a flatter class I pricesurfade. with lower or no differentials. to reduce the price. 
differences between it and other reg!ons. who adamantly oppose this course. For example. 
48 Senators and 113 members of the House have written tome urging that USDA propose 
a class I price surface that is not sig~ificantly different than the existing system. 

I . 

Nonetheless. I believe a flatter class I price surface is preferable to current policy or one 
that would make only marginal changes because it is a more market~orientedsystem. 
consistent with the overall direction of other farm programs. However. such an approach 
would decrease dairy producer inc?me and exacerbate the decline in dairy producers in 
areas. outside of Wisconsin and Minnesota. where class I price differentials would be 
reduced. Accordingly. I am examining a transitional aspect to this reform that would 

. I . 
include a temporary flooring of the! BFP as the flatter differentials phase in. 

Floorin~ the Basic Formula Price 

. I am evaluating flooring the BFP for ~Iass I milk regulated under FMMOs in conjunction with 
reforming orders to stabilize or increase 'returns to dairy farmers in areas covered by 
FMMOs. While several farm group~ support a floor of between $13.50 to $14.50 per cwt, 
I am considering setting a floor of the· BFP at or near current levels. approximately $12.83. 
to minimize market distortions because that level is related to recent market forces 

• j , • 

compared to a floor which raises the BFP. 

Any effort to floor the BFP will send a positive message to dairy producers that the 
Administration is taking action on their behalf. In addition. the primary benefit of such a 
floor would be to protect dairy pr6ducers from a dramatic reduction in returns which is 
likely to occur this spring. Our initial analysis indicates that this action could increase cash. 
receipts f"om milk marketings by a~out $400 million over the current system. 

Flooring the BFP would be controversial. and I am not inclined to propose it without 
Simultaneously announcing reforms to the price surface of FMMOs. Such an action would 
generally !be at odds with Congres~' directive in the 1996 farm bill to phase out the price 
support program and might attract criticism from other agencies in the Administration. 
:Since mill< marketing orders were not intended to provide income support for dairy 
farmers. handlers or processors ~ho would be reqUired to make higher payments to 
farmers might mount a successful !egal challenge against the action. 

I . 
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, , t "­

Flooring the: BFP would require se~eral months to· accomplish. Th~ Secretary has n~ 
emergency or other discretionary authority to amend milk marketing orders and this action· . 
could be acc:omplished through a r~lemaking pr.ocedure, that would include notice and . 
comment, indudingcomments from many who will argue that establishing a BFP floor is not 
the most desirable policy option. OtHer policy considerations include: " 

I. Flooring the BFP would increase, or hold steady. the minimum class I price paid 
to producers who market their milk in areas regulated by FMMOs. Not all 
producers would benefit from flooring the BFP,since FMMOs are not in effect for 
man)' areas. FMMOs regLiI~te about 70% of all milk marketed. In areas not

I . . . 
regulated by Federal orders, such as California. the all-milk price could fall. 

! . 

2. In areas re~ulated by Federal orders, flooring the BFP would have widely varying 
effectS. since the' increase in producer milk prices depends on the relative" 
proportion ofmilk used in class I products, which varies consigerably between the 
existing 31 Federal orders. Producers in low class I utilization markets, such as the 
UppEir Midwest would likely see little or no increase in their prices. Higher 
minimum price for milk used, in class I could reduce fluid milk consumption and 
CaUSE! producers to increase further milk production. which could place additional 
pressure on the price of milk! in non-fluid uses. . . 

I 
I 

.3. Flooring the BFP transfers iincome to dairy producers by raising the retail price 
of fluid milk. Increasing class I milk prices would be reflected in higher retail prices 
for fluid milk and per capita consumption of fluid milk would decline. However, 
since only about one-third otall mifk is used in class I products, only a fraction of 
the increase in the BFP would be reflected in the price for all uses of milk. Our 
initial analYSis indicates that th,isaction could increase national average price of fluid 
milk !by 35 to 45 cents per gallon for milk marketed in FMMOs and would increase 
the average retail price for al\ milk by about 20 to 30 cents per gallon. 

I 
. ! 

4. Higher retail fluid milk prices would have an immediate affect on low-income 
households. The increase in ~etail milk prices could trigger increases in outlays for 
the Department's food and nutrition assistance programs. Higher retail fluid milk 
prices might also reduce the number of program participants served by the· 
Wonlen, Infant. and Children's Program ·(WIC). 

The Northeast Interstate Dairy Compact 

I 
Anotherfac1:or to consider in setting dairy policy is the Administration's approval 'of the 
Northeast Irlterstate Dairy CompactJ a decision a Federal ~istrict court upheld and which 
is now under appeal in the Circuit qourt of Appeals for the District of Columbia where 
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oral arguments. were heard on No~ember 20, 1997. USDA's analysis suggests that the 
compact will not have a significant effect on other regions of the country. However, the 
Upper Midwest believes the compa~t exacerbated problems with the current FMMO 
system, since the compact has increased class I prices for dairy producers in the six 
compact states. Consequently, Sena~ors Kohl and others from the Upper Midwest· added 
.a provision to. the agricultural appropriations bill for FY 98 that requires the Office of 
Management and Budget to conduct ~ study on the effects of the compact. . 

i 

Meanwhile. dairy interest in other ~egions of the country have expressed i'nterest in 
establishing their own compacts. which the uncertainty created by the Minnesota litigation 
increased. This sentiment seems particularly strong in the Southeast. Several states have 

I . 

already passE!d legislation authorizing:compacts if ratified by Congress. The expansion of 
compacts, could reinforce regional disputes and undermine any effort to develop a market-
oriented national dairy policy. . 

V-Conclusion 
I 
I 

While dairy producers in many are~s continue to confront a difficult financial picture. 
regional and other ·differences have for years prevented consensus on action - perhaps 
most recently best illustrated by the fact that Congress was unable to come to any 
agreement on future dairy policy in :the 1996. farm bill. These regional disputes were 
heightened by a federal district judgeis decision throwing out the decades-old system of 

.dass I price differentials. 

The 1996 farm bill provides me no ~uthority to act aggressively on behalf of the dairy 
producers and Congress. to date, has expressed little interest in acting -- perhaps because . 
of the regional differences which divide it. 

I 

However, I do expect to announce iin the near future proposals to reform the milk' 
marketing and pricing system coupled with a program of flooring the BFP to assist dairy 
~rmers through the transition to a m6re market-oriented,simpler dairy policy. 

j 
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MEMORANDUM FOR THE PRESIDENT 

From: . Secretary Dan Glickman 

Subject: Current Dairy Issues 

Dairy is the most complex, controveisial farm problem before the Department. 

Four factors have converged, creating the current, contentious political climate over the 
future of dab"y policy: I) long-standing; sharply divisive regional views; 2) the 1996 farm bill 
phases out dairy price support programs and requires me to reform the remaining 
structure of dairy programs, federal rililk marketing orders; 3) weak prices, compared to 
those of 1996; and 4) a recent federal district court decision negating one of the' 

. fundamental, decades-old tenets of d~iry programs. 

The proposal brought to your attention -- that I establish a floor on milk prices' -- is but one 
of the OptiO/lS I have been weighing; fhey, the background I outlined, and the steps I am 
planning .are . discussed in this. report in four sections: I-The Dairy Industry Today; 11­
Highlights of Current Dairy Policy; III-Federal District Court Strikes Down Key Dairy 
Program Provision; and IV-USDA's Attions andOptions. . '. . 

I-The Dairy InduStry Today 
I 

Many dairy producers continue to experience financial difficulties. Reports of dairy farm 
closings are frequen~ occurrences acr\':>ss the country. Unfortunately, dairy producers can 
expect lower returns later next year as normal springtime production increases occur. 
High feed and forage costs, low cull cow and calf prices, and only a modest increase in milk 
prices froni. historic levels continue to aggravate these trends. 

, 

These trends are playing out across a aairy industry markedly different than the one whicli 
opened this decade. It is·far more concentrated. its geographic center has shifted, and.its 
numbers have· declined sharply. . ' 

In the last 10 years, the.number of dairy farms has dropped by 44%; since ',990, the number 
has fallen by nearly one:..third, DairY farms total 126,800, or about 6% of all US farms. 
Meanwhile, milk production has actually increased 8% over the last decade,' Today's dairy 
farms are larger than those of a decade ago, and more productive, . . . .. 
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Importantly, they are also in different parts of the country. While the traditional milk belt 
remains populated by sizeable numtiers of generally smalier daii-y farms. the locus of . 
production has shifted to the South ahd West, where large farms -- those with 100 cows 
or more -- out produce the small, ;traditional farrTIs in the Upper Midwest and New 
England. California dairies produce at 124% of the national average rate; Arizona. 125%; 
and New ME!xico dairy farms produce I 17% the national average. In contrast, Wisconsin 
dairy farms now produce at only 94% of the national averag~ rate a.nd Minnesota at 96% 
of the national rate. 

Earlier this year, the Department res~onded to the dip in dairy prices from 1996 levels by 
increasing d.liry product exports through the Dairy Export Incentive Program (DEIP) and 
by exparidin~~ the use of dai'ry produc~in its food and nutrition assistance programs. which 
were up nearly one-third in fiscal year!1 997. These actions have been somewhat successful: 
Milk prices increased steadily over the past several months. USDA expects the all-milk· 
price to average $13.35 per hundredweight (cwt) in 1997, well below last year's record of 
$14.87. but slightly above the 1990-96 average of $13.20. .. . 

II-Highlights of Current Dairy Policy 

The 1996 farm bill phases out the dairy price support program, ending itJanuary I, 2000. 
The phase-out began at a level of $1 0~20 per cwt. nearly 25% below the peak support price 
of the early 1.980s.0n January I. 199~, the support level steps down again to $10.05, then 
to $9.90 on January I, 1.999. I 

In stark contrast to the policiesfor grain. oilseed. and cottonfarmers in that legislation, the 

. 1996 farm bill did not provide dairy farmers any transitional assistance as their support 

programs end. Congress provided direct, fixed payments over 7 years for grain. oilseeds, 

and cotton farmers to ease the transition to the end of traditional price and income 

supports. but dairy producers recei'le no transition assistance. 

Instead. Congress mandated the corsolidation and reform of milk marketing orders by 
April 1999·,·- a reform I supported. The Department is developing a proposed rule. which 
will be released late this year. and which is discussed in greater detail in section IV. 

i 

III-Federal District Court Strikes Down Key Dairy Program Provision' 

In 1990, the Minnesota Milk Producers Association filed suit in the local federal district 
court challenging certain pricing provisions of milk marketing orders. On November 3. 
1997. the Court issued a· decision finding; in essence, that· class I differentials ~- the 
premiums milk purchased for fluid ~se earns ;.. are unlawful. The court enjoined USDA 
from enforcing them except in cercaindeficit production areas. primarily the Southeast. . I· .; . 

I 
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This decision has received extensive, media. congressional, and public at~ention and fueled 
the fires of regional, polarization over dairy policy. Farmers and their representatives in 

I ' , 

Wisconsin and Minnesota- are ecstatic with the decision and do not want the Government 
to appeal. ,Producers in the North~ast and other areas are deeply concerned about the 
decision and the possibility they willi no longer receive prices which include a differential. 
Producers in the South are concerned that, while their prices will still include a differential. 
cheaper milk will flow toward their region, driving down their ultimate returns. 

I 

Given the chaos that will result from the immediate implementation of the decision, I am 
working with the Justice Department on seeking a stay of the decision and appeal. The 
motion will be filed as soon as possible. 

I 

IV-USDA~s Actions and Options: 

Federal Milk Marketing Order Reform~ Flooring the Sasic Formula Price~ and 


the NortheaSt Interstate Dairy Compact

I 

Having boosted the use 'of our program to subsidize dairy exports arid to increase the 

, amount of dairy product5used in our feeding programs as' outlined in section I, last July I 

sent a letter to Congress indicating, that further actions were beyond the Department's 

current aut.horities. inconsistent with the directives contained in the 1996 farm bill, and 
, I " 

require congressional action. While'regionally based congressional interest in dairy issues 
has been kE!en. Congress took no action in response to my letter. " 

I 
" I ' , 

r- Federal Milk Marketing Order Reform 

The 1996 farm bill directed USDA to consolidate and reform Federal Milk Marketing 
Orders (FMMO); I supported this reform. Since May 1996, USDA has requested comment 
on various options prior to issuing a:proposed rule. The farm bill requires a proposed rule 
to be published by April 1998 and alfinal rule must be in place by April 1999. ' 

FMMO refc)rm involves three princ!pal issues: I) consolidating 31 orders into fewer and 

larger market areas; 2) reviewing the Basic Formula Price (BFP). which is used to establish 

prices for various classes of milk. su~h as fluid milk. cheeses. and dried milk; and 3) changing 

the minimum class 1 price surfacedrkluding the use and level of price differentials. 


Various regions of the country havE1'ongstanding and strongly held differenceS of opinion 
as to how FMMOs should be reformed. particularly with regard to the minimum class " 
price surface. The debate on this 'point turns on whether the price surface should be 
flattened. lin general, the price of m~lk increases the farther east, southeast, and south it is 
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.. . 

purchased from Eau Claire. Wisconsin as a result of the current class' differential system. 
Eliminating or reducing differentials ~attens the national price surface. 

! . 

Because thl3 existing price surface increases the price of milk the farther the milk is from 
Wisconsin. the Upper Midwest believes the present system discriminates against it and 
encourages overproduction in areas with· higher class I prices. The Upper Midwest 
supports a Ratter class I price surfac,e, with lower or no differentials. to reduce the price 
differences between it and other regions. who adamantly oppose this course. For example. 
48 Senators and 113 members of the; House have written to me urging that USDA propose 
a class I price surface that is not sig~ifjcantly different than the existing system. 

Nonetheless, I believe a flatter class:1 'price surface is preferable to current policy or one 
that would make only marginal ch~nges because it is· a more market-oriented system, 
consistent with the overall direction of other farm programs. However, such an approach 
would decrease dairy p'roducer incdme and exacerbate the decline, in dairy producers in 
areas, outside of Wisconsin and Minnesota, where class I price differentials would be 
reduced. Accordingly. I am exami"ing a transitional aspect to this reform'that would 
include a temporary flooring of the BFP as the flatter differentials phase in. 

Flooring' the Basic Formula Price 
! 

I am evaluating flooring the BFP for class I milk regulated under FMMOs in conjunction with 
reforming c)rders to stabilize or inc,rease returns to dairy farmers in areas covered by 
FMMOs. While several farm groups ~upport a floor of between $13.50 to $14.50 per cwt, 

I am considc~ring setting a floor of the BFP at or near current levels. approximately $12.83. 
to minimize market distortions because that level is related to recent market forces 
compared to a'floor which raises the BFP. 

I, 
Any effort to floor the BFP will serd a positive message to dairy producers that the 
Administration is taking action on th,eir behalf. In addition. the primary benefit of, such a 
floor would be to protect dairy producers from a dramatic reduction in returns which is 
likely to occ:ur this spring. Our initial anaiysis indicates that this action could increase cash 
receipts from milk marketings by about $400 million over the current system. 

FloC;;ring the BFP would be controv~rsial. and I am not. inclined to propose it without 
simultaneously announcing reforms t~ the price surface of FMMOs. Such an action would 

. generally be at odds with Congress' directive in the 1996 farm bill to phase out the price 
support program and might attract criticism .from other agencies in the Administration. 
Since milk marketing orders were flot intended to provide income support for dairy 
farmers, handlers or processors who would be required to make higher payments to 

farmers might mount a successful legal challenge against the action. 

I . , 
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Flooring thE! BFP would require seyeral months to accomplish. The Secretary has no 
emergency C:)r other discretionary a~ority to amend milk marketing orders and this action . 
could be accomplished through a rulemaking procedure. that would include notice and 
comment, including comments from many who will argue that establishing a BFP floor is not· 
the most desirable policy option~ Other policy considerations include: 

I. Flooring the BFP would increase. or hold steady. the minimum class I price paid 
. to producers who market ~eir milk in areas regulated by FMMOs. Not all 

producers would benefit from flooring the BFP. since FMMOs are not in effect for 
many areas.FMMOs regulate about 70% of !ill milk marketed. In areas not 
regulated by Federal orders. such as California. the all..:milk price could fall. 

. !. '. . . 

2. In areas regulated by Fedetal orders. flooring the BFP would have widely varying· 
effects, since the increase in producer milk prices depends on the relative 
proportion of milk used in cla~s I products, which varies considerably between the 
existing 31 Federal orders. Producers in low class I utilization markets. such as the .

I . 
Upper Midwest would likely, see little or no increase in their prices~ Higher 

J minimum price for milk used; in class I could reduce. fluid milk consumption and 
cause: producers to increase further milk production. which could place additional 
pressure on the price of milk 'in non-fluid uses. ' 

3. Flooring the BFP transfers ,income to dairy producers by raising the retail price 
of fluid milk. Increasing class I ;milk prices would be reflected in higher retail prices 
for fI,jid milk and per c;:apita c,onsumption of fluid milk would decline. However, 
since only about one-third of~1I milk is used indass I products, only a fraction of 
the increase in the BFP woulc;f be reflected in the price for all uses of milk. Our 
initial analysis indicates that this action could increase national average price of fluid 
milk by 35 to 45 cents per gallon for milk marketed.in FMMOs and would increase 
the a"erage retail price for alilmilk by.about 20 to 30 cents per gallon. 

I 

4. Higher retail fluid milk pri~es would have an immediate affect on low-income 
. households. The increase in retail milk prices could trigger increases in outlays for 

the Department's food and nJtrition assistance programs. Higher retail fluid milk 
prices might also reduce th~ number of program participants .served by the 
Women, Infant, ana Children's Program (WIC). 

The Northeast InterState Dairy Compact 

Another factllr to consider in setting'dairy policy is the Administration's approval of the 
Northeast Interstate Dairy Compact,:a decision a Federal district court upheld and which 
is now. under appeal in the Circuit Court of Appeals for the District of Columbia where 

. I ..• I . . 
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oral arguments were heard on November 20. 1997~ USDA's analysis suggests that the 
compact will not have a signi,ficant effect on other regions of the country. However, the 
Upper Midwest believes the comp~ct exacerbated problems with the current FMMO 
system, since the compact has inc~eased class 1 prices for dairy producers in the six 
compact states. Consequently, Sena~ors Kohl and others from the Upper Midwest added 
a provision to the agricultural appropriations bill for FY 98 that requires the Office of 
Management and Budget to conductia study on ~he effects of the compact. 

Meanwhile. dairy interest in other ;regions of the country have expressed interest in 
establishing their own compacts, which the uncertainty created by the Minnesota litigation 

1 !. . 

increased. This sentiment seems particularly strong in the Southeast. Several states have 
already pass,ad legislation authorizing compacts if ratified by Congress. The expansion of 
compacts could reinforce regional di~putes and undermine any effort to develop amarket-
oriented national dairy policy." . 

iV-Conclusion 
, 

While dairy producers in many are~s continue to confront a difficult financial picture, 
regional and other di~erences have for years prevented consensus on action - perhaps 
most recently best illustrated by th'e fact that Congress was unable to come to any: 
agreement on future dairy policy inl the 1996 farm bill. These regional disputes were 
heightened by a federal district judg~'s decision throwing out the decades-old system of 
class I price differentials. . 

The 1996 farm bill provides me no ~uthority to act aggressively on behalf of the dairy 
producers and Congress. to date, haslexpressed little interest in acting -- perhaps because 
of the regional differences which divide it. 

However. I do expect to announcei in the near future proposals to reform the milk 
marketing and pricing system coupled with a program of flooring the BFP to assist dairy 
farmers through the transition to a more market-oriented, simpler dairy policy. 

. I 


