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Farm and Trade Prospectsfor 2000

My colleague, Keith Callins, hasjust given usan overview of what islikely in sorefor the
farm economy. As Kaeith indicated, thiswill be yet another chalenging year for America sfamily farmers.
Thank you, Keith, for that excellent overview.

Today, | planto review:

1). Steps the Administration has taken to support the farm economy,

2). Stepsthe Adminigtration’ proposes in our budget for agriculture for FY 2001, and

3). Future chdlenges for America s family farmers.

Again, | do not haveto tell you how bad it has been for family farmers over the past few
years. Last year U.S. farmers experienced the lowest whest pricesin 8 years, the lowest corn pricesin
more than a decade, the lowest soybean prices in 27 years, the lowest hog prices since the Great
Depresson, and the steepest decline in milk prices in history. Even cranberries, known as the
Massachusetts mortgage lifter, have plunged from $65.90 a barrel in 1996, to $38.80 abarrel in 1998 --

down some 37 percent.
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Supporting the farm economy

When the U.S. Congress passed the Federd Agriculture Improvement and Reform Act
(FAIR Act) in 1996, the Administration had seriousreservations. It wasnot clear that thelegidation would
provide adequate counter-cyclical assistance to producers when markets weskened. These reservations
have proven to be on the mark, as the collapse in farm cash receipts revealed serious problems with the
farm income safety net.

To addressthe post-1997 downturninfarm prices, the Adminigtration hasused dl thetools
available to support family agriculture:

1) In 1998, the President exercised hisveto powers on Congress $3.9 hillion emergency

package. The find package provided some $5.9 billion for rural America— or a quarter

of net cash farm income in some statesin 1998.

2) Alsoin 1998, following the collgpse of the Agan economies, USDA powered up its

export credit and food aid programs to assst those countriesin ensuring a stable source

of foodstuffs. We are beginning to see some improvement in this region, particularly in

Korea, whichisexpected to buy 5 percent morefrom the U.S. thisyear compared to last.

3) Last year, the Presdent asked USDA to expand the use of its food aid

authorities, and together, USDA and USAID responded by shipping more

than 9 million metric tons of grains, meats, and other products oversess as

food ad. This ad benefitted an estimated 40 million people in around 50
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countries-the largest tonnage in many years-from Kosovar refugees to

Hurricane Mitch victims in Honduras.

4) Aganthisyear, we ll be shipping alarge quantity of grainsand other productsto assst
tens of millions of hungry people around the world as well as asssting farmers with
discretionary actions by Secretary Glickman to freeze loan rates, re-start the on-farm
storage facility program, initiate abio-energy program and start the enhanced conservation

reserve program.

FY 2001 Budget Proposalsfor American Agriculture

Lagt month, in his State of the Union Address, the Presdent made clear his commitment
to this country’ sfarmers. The President said “We must work together to strengthen the farm safety net,
inveg in land conservation, and create new markets by expanding our program for bio-based fuels and
products.”

Let me be clear today, Government farm policy cannot smply keep lurching from one
expendve ballout to another. It' sexpengve, it' sinefficient -it’'s hard on our farmers, its hard on our over-
worked USDA gaff—and it' shard on thetaxpayers. Itistimeto move beyond annua “damage control,”
to a gable policy that helps farmers prepare for disastersand price downturns, invest in long-term market
development and export promotion programs, and givesthem the tool sthey need to thrive—not just survive.

Current farm policy since Freedom to Farmin 1996 continuesto create great uncertainty

inthecountryside. Frankly, | don’t think thereismuch support for its continuation asit ands. Farm policy
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in the future could conceivably take a number of directions; let me mention three turns-and perhaps
handicap some possible outcomes.

Option 1. Keep Freedom to Farm asitis. Supporters of this gpproach are hoping for
aconfluence of factorssuch ashigher commodity pricesin 2001, early resultsfrom WTO farm negotiations
in Geneva, an early reform of EU farm policies, especidly on EU distortive export subsidies and
ubgtantid and early impact of gains from Chinajoining the WTO.

Option 2. A second approach may be favored by those who will press for higher loan
ratesfor bas c program crops, someform of mandatory or discretionary supply control, an expanded CRP,
a broader crop insurance program with higher levels of subsidy for buy-up coverage, and expanded
conservetion initigtives.

A third option may be more likely -- Option 3 -- the Administration’s proposd for a
major budget initiative of gpproximately $11 billion, fully offset and within its basdine, to provide an
improved safety net for America s farmers through the remaining years of the current farm hill.

| liken this Adminigiration safety net submisson to a solid oak mid-western farm kitchen
chair, with four firm legs and awell-built chair back.

Solid oak leg one isthe counter-cyclical income support for the basic program cropsplus
the freezing of loan rates and an extension of the dairy program -- gpproximately $6 billion over three
years.

Solid oak leg twoisthereformed and broader risk management/crop insurance package.

Solid oak legthreeisacresative conservation package $2.6 billion that expands CRPto

40 million acres, provides for aconservation security reserveinvestment for dl farmersin al regionsof the
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country and provides for farmland protection cost sharing.

Solid oak leg four isan expanded trade initiative that aggressvely uses dl of our export
programs and, in additionrequests authority to use any remaining EEP funding for long-term investment in
trade promotion as well asfor food aid.

Equdly important is the well constructed oak chair back, which supports the farmer
when the farmer leans back on the back legs of the chair. This back includes proposals for bio-fuels, for
strong support to processing and marketing cooperatives and for stabilizing the crucid USDA workforce,
especidly at the county level that has become over stressed the past three years.

This Adminigration farm policy/budget proposa has anumber of benefits. it is flexible
it benefits farmers in al regions; (of vitad importance following 1999 eastern droughts and floods and
Cdifornia freezes), it is targeted; it continues to provide planting flexibility; it has conservation initiatives
bendfitting dl farmersin dl regions, it ison budget and offset, minimizing impact on the non-socid security
aurplus; it is congstent with our trade commitments; and most importantly, it provides some stability—and
aconsgtent framework -- for anew farmbill in 2002. We need afirmer kitchen chair with astronger back
for Americalsfarmers,

In essence, our budget proposa moves U.S. farm policy in a new direction:
» From ad hoc emergency ad toreliable, counter-cyclical assistance that makes planning easer for
farmers,
» Fromaid unrelated to need to assistance that istargeted to smdl- and medium-gze producers during
times of greatest need; and

» Fromafragmented sysemtoamoreholisticand national approach that coversmore commodities,
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more producers, and more regions of the country -- and includes additional conservation efforts and
expanded crop insurance.

Thisplan would help prevent costly, ad hoc emergency assistancebills likethe ones
we ve passed for the past two years. Instead, a plan for assistance would aready be in place, ready to
kick inwhen farmersneed help. And, unlikethe aid Congress provided last fal, the President would target
ass gance to those farmers who have actudly experienced |osses.

Second, the plan will promote conservation. Last month, Vice President Gore announced
a$1.3 hillion conservation initiative that will provide $600 million to farmers to encourage soil and water
protection efforts.  This plan will dlow us to enroll 3.6 million acres in our successful and popular
Conservation Reserve Program, and will invest $300 million to strengthen other USDA conservation
programs. This plan will not only benefit farmers -- it will protect our natural resourcesfor al Americans.

The third component of the plan will encourage investment in new markets. Our nation’s
farmers are the most productive in the world. Ther future depends on developing new markets for their
products. One of the more exciting new marketsisfor renewable, bio-based fuels and ails.

Under therecently announced bio-fuesproposa, ownersof productionfacilitieswill receive
cash or bushd-for-bushd incentives for usng corn or soy in the production of bio-fuds and oils. This
program will help reduce our dependency on foreign oil, while helping develop a new, strong, and
dependable market for corn and soy.

In addition, Secretary Glickman recently announced that USDA will help smdl farmers
develop new, creative ways to market their products. And USDA will offer technica assstance to help

smdl farmers and ranchers form cooperatives to export crops and livestock to international markets.
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While not a cure-al, these proposals will put farmers and ranchers in a better position to
succeed than they are in right now.

We want to see the U.S. Congress address these proposals as quickly as possible so we
can have a concrete idea of where we stand. And <o that farmers can plan wisdly, working with their
bankers, to know at the beginning of the planting season what leve of financia help to expect come harvest

time

Crop Insurance

Even with such improvements in our farm programs, redigtically we know that we will
continue to need strong risk management programs.  That brings me to our efforts to reform our crop
insurance programs. Crop insuranceisand will continueto be USDA’ s primary means of helping farmers
survive mgjor production losses. In 1999, American farmers purchased some 1.8 million crop insurance
policies covering 193 million acres. Liability coveragerosefrom just $14 billionin 1994 to more than $30
billion in 1999, with indemnity payout in 1999 a $2.3 billion.

Past reform of the crop insurance program was made in the context of an agricultura
program that no longer exists. Plunging prices, the effects of multiple years of crop losses, and
under-insured farmers have prompted us to develop an aggressive crop insurance reform proposa.

While crop insurance has't been the panacea for dl our producers problems, thereis a
certain irony about the crop insurance program: When people say the system is broken, what they mean
isthereign’t enough crop insurance coverage.

Today’ s crop insurance program was designed to work in tandem with our farm programs.
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We need a program with sturdy underpinnings , solid steady, reliable legs, that can withstand price and
wesether voldtility.

We need a strengthened crop insurance program, a program that provides premium
discounts, a strong risk management education effort, new product development, asssts livestock
producers, and lifts the NAP areatrigger. | understand the Senate Agricultura Committee will go to
“markup” in early March, 2000, with the House of Representative’ s having already passed itsverson on
“voicevote’in 1999. Some Senators favor amenu-driven gpproach, while others like the aternative of
blanket coverage for dl producers. Crop insurance has become a hot palitical item. There are high
expectations that cannot be met by current resources.

But we are confident of good legidation coming from this new Congressond session.

International Trade

It was the market ramifications of the Asan financid crigs that highlighted the gaps in our
farm safety net. Our producers clearly depend on the world market. However, asyou well know, 1999
was not agood year for U.S. farmers and our agricultura exportsdidn’'t fair well either. Last year, U.S.
exports totaled $49 hillion, faling $4.6 billion, or 9 percent from thefisca year 1998 leve of $53.6 hillion,
—and $10.8 hillion, or 18 percent, from the higtoric high of $59.8 hillion in fiscal year 1996.

The good newsisthat thisyear our exportsfor fisca 2000 are expected to hit $49.5 billion-
-anincrease of $500 million over lagt year. Gainsin livestock products and poultry products, horticulture

products, and cotton are driving this modest increase.
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Prices of livestock products have begun to rise and cotton demand has strengthened. The
bad news is that low prices and strong foreign competition are preventing overall recovery in grain and
Oilseeds.

Probably one of the hottest issues this year on the trade agendais China s bid to join the

WTO.

ChinaWTO Accession

With Chind s accession to the WTO, U.S. agriculture will have access to an economy
projected to grow 7 percent annudly, creating significant opportunitiesfor expanding U.S. agriculturd, fish,
and forestry exports.  No other economy in the world is projected to grow this fast. U.S. direct
agricultural exportsto Chinain fisca year 1999 were $1.1 billion, and our exports to China and Hong
Kong combined were $2.2 hillion.

Its interesting to note that some of what we sdll to Chinawe don't use herein the United
States. For example, we export some $455 million of chicken products to China and Hong Kong, of
whichchicken feet are akey component. For chicken paws, thisearnsthe U.S. poultry industry about 10
times per pound what they would get if they sold these chicken feet here in the United States. [2 cents
domestic/rendering — compared to — 36 cents per pound in Ching)

| am confident that China sSWTO accessonwill srengthenthe globd trading system, dash
barriersto U.S. agriculture, give U.S. farmers and agribusinesses stronger protection againgt unfair trade

practices and import surges, and creste amore level and consstent playing field in this critical market.
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But before U.S. farmers can redize the full market-opening benefits of China s entry into
the WTO, Congress must grant China permanent Norma Trade Relations (NTR) satus. Thisisthesame
arrangement we have given to 132 countries that are members of the WTO. Doing 0 is necessary to
guarantee to U.S. exporters the full market-opening benefits of the agreement we negotiated with China.

This afternoon at the WTO session, the U.S. Ambassador to Chinawill be here to share

his thoughts on permanent NTR gatus for China

Challenges Beyond 2001

Looking at the chdlenges for the baance of thisyear and into next year, let’ s examine some
of the mgjor issues facing production agriculture.

1. Internationally, the chalengeslook difficult. Getting a quick sart and early results
fromthe build-in agenda negotiations at Geneva on agriculture and services does not look easy. Policies
on food safety and biotechnology in the EU will continue to symie progressin Geneva, at the Codex
Alimentarius and at the WTO. Getting resolution of the beef hormone issue and earlier moves on biotech
gpprovas will be difficult. Protectionist Japan and Korea will continue to be hardened negotiating
partnersfor further market access. Once Chinaentersthe WTO, monitoring the agreement implementation
will be amgor task if the expected benefits are to materidize to agriculture exports.

M exico on the positive Side continues to be a strong market even during therun up to its
ealy summer Presdentid eection. The vdue of U.S. farm exports to Mexico for fiscd year 2000 are

projected a $5.9 hillion, up from $5.7 billion in 1999.

-10-



2. Roleof Statesin Farm Policy; One SizeDoesn’t Fit All. Anunexpected outcome
of disagtersin the east in 1999 were mgor new dtate financia initiatives to help their stricken farmers.
Legidaturesof some 8 statesvoted disaster programsto assist their hard hit farmers. Inmany of these state
programs, their legidatures desgned initiaives that supplemented or expanded upon Federd efforts. Will
these policy initiatives continue, fostered by available budget surpluses in many of these states? What
impact will these initiatives have on federd palicy in the future?

3. Structural Changesin America’ sFood System, TheChallengeof Concentration.
Continuing productivity increasesin production agriculture, concentrated ininput suppliers, processing, and
increasingly the retail sector, are likely to continue pressure towards a bifurcated farm structure -- on the
one hand you have larger family production units with sales over $500,000 and on the other, smdller, often
part-time operators, with sales below $250,000, while middle sized production agriculture continuesto be
sueezed.

The chdlenge for farm cooperdtives will be intense. Let meillugtrate: In the main grain
processing sectors, four companies control 55 to 80 percent of the 1t stage business, in food service, the
top sx firms control 40 percent and in the retail sector, the 10 top grocery chains increased their size 25
percent injust oneyear -- 1997-1998. It seemsthefood systemisconcentrating rapidly. Thusthe question
and the chdlengefor the family farmer—where are you going to get accessto thisfood system? A stronger
cooperdative system is one answer and the Adminigtration’s budget proposes $130 million for stronger
cooperatives.

4. Diverdty in Farm Operators.  With some exceptions, academic work inthe Land

Grant system has done little research on the location, production, marketing, and credit needs of the
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increased diversity of our farm operators. . The 1997 U.S. Census data indicates that some 165,000
Americanfarm operatorsarewomen -- dready 17 percent of farm operatorsin New England. Inaddition,
there are 75,000 Native American, Asan-American, Hispanic-American or African-American farmers.
In Fresno County, Cdlifornia, acounty with the largest farm output of any county in America, fully athird,
2000 of the county’s 6000 farmers are Asian and Hispanic. Over 50 percent of USDA'’s farm loansin
Fresno County areawarded to Asian American and Hispanic farmersand Hispanic farmersareincreasingly
evident in Centrd Washington and South Western Michigan. USDA’s mgor efforts in civil rights under
Secretary Glickman's leadership are furthering this trend, as farmers find USDA offices and programs
accessible,

5. Hunger, Agricultural Development and Resear ch in Developing Countries. In
the past severd years, hunger dleviation around the world hasfocused policy makersinterest. Longer term
structural improvements in developing countries agriculture however, will be chalenging -- especidly now
that emerging markets account for closeto half of U.S. farm trade -- valued a over $25 billion. Thefuture
roles of many internationd ingtitutions, such as the FAO, Intern-American Ingtitute for Cooperation on
Agriculture (I1ICA) and other UN organizations, the Consultative Group on International Agricultura
Research (CGIAR) system, the World Bank, regiona development banks, and others will need to be
reexamined. Are these organizations organized today a the start of the 21t Century to assist emerging
and deve oping countries meet the chalenge of modernizing their farm and food systems?

6. E-Commerce— Another structural change facing American agriculture is the rgpidly
developing Internet Sites that offer producers and agribus nesses the opportunity to buy and sdll online. In

fact, this sector is developing so rapidly that in the last few weeks done, 10 startup ag.coms raised over
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$250 million in initid public offerings (IPO's). Add in the $100 million that Rabobank is putting up for
inveding in ag.coms, and the private capita that is flowing into a myriad of dtes, and you see how
agricultura isdevel oping into the 4th largest e-commerce industry in the next four years, according to some
estimates. All this adds up to increased trangparency in agriculturd trade, and provides producers more
information about markets. More information equates into more power in the marketplace.

USDA, not surprisngly, isat theforefront of thismoveto e-commerce. TheFarm Service
Agency developed thefirst electronic document of title, eectronic warehousereceiptsfor cotton. Through
legidation we tend to propose, we will expand these documents not only to other commodities, but also
different types of documents. We cdl this "e-documents for e.commerce.” And, we also are purchasing
commodities online for our food aid programs.  Our domestic program purchases, including thosefor the
National School Lunch Program, come online this spring. Further, just last month, the Commodity Credit

Corporation began to sdl its cotton inventory through an Internet auction.

Conclusion

In closing, | am reminded of an event a which Secretary Glickman was taking about
helping farmers through tough times — helping them to survive, which is a common theme these days. All
of a sudden a farmer in the front row stood up and shouted, “Hey, | don’'t want to survivel | want to
thrivel” We are doing dl we can to help American family farmersreach that god. Aswework to pull our
farmeconomy up from these tough times, | encourage your input and look forward to an ongoing didogue
with you.
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Thank you.
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