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Agribusiness Guarantee

What is Agribusiness?

The Agribusiness Guarantee helps small businesses

develop new products using Wisconsin’s raw
commodities.

Does my business qualify for Agribusiness?

It probably does if it is located in a community
with a population under 50,000, purchases a
substantial percentage of its raw agricultural
commodities from Wisconsin suppliers, and;

@ Develops a new product, method of processing,
market, or improved marketing method for a
Wisconsin product, or;

@ Produces a specialty cheese product that is
new to the business, or;

@ Commercially harvests whitefish in Lake
Superior.

How much guarantee is available?

Your maximum guarantee is 80% on loans up
to $750,000.

How can | use an Agribusiness Guarantee?

Agribusiness can be used for equipment, land,
buildings, permanent working capital, inventory
and initial product marketing expenses.

Lhoase nhntoaranh ramafimants af tha Wiernzein itk Markatinn Anard Sanurinht 1007

Interested in growing
your operation?
Then pick up the phone!

Before beginning your project, contact your
lender or call WHEDA at:

1-800-334-6873

TTY/TDD

Teletypewriter/ Telecommunication Device
for the Deaf: 1-800-943-9430

Wisconsin Housing and Economic
Development Authority

201 West Washington Avenue
Madison, Wisconsin

53703

(608) 266-7884

WHEDA Milwavkee

101 West Pleasant Street
Milwaukee, Wisconsin
53212-3962

(414) 227-4039

World Wide Web

wheda.com

Created 2/98




CROP: Your production
financing resource.

What does CROP offer me?

CROP features 90% guarantees on loans of up to
$20,000 made by local lenders. Interest rates are
competitive, and payment is not due until March
31 of the following year.

Do I qualify for CROP?
You probably do if you can answer “yes” to

three questions:

@ Are you unable to get conventional financing
at the lender’s standard interest rate?

@ Is your debt-to-asset ratio 40% or greater?

@ Do you meet your lender’s prudent
underwriting standards?

How can | use CROP?

CROP can be used for feed, seed, fertilizer,
pesticides, land rent, custom hire, animal feed,
UCKC filing fees, crop insurance, feeder animals,
tillage services, equipment rental or repair, or
utilities for commodity production.

You cannot use CROP for property taxes, farm

house utilities, existing loans, capital improvements,

CROP loan interest, accounting services, or
revolving lines of credit.

FARM: Is your operation
ready for the 21st Century?

Is FARM for me?

FARM is for the producer who wants to expand
or modernize an existing operation. You qualify if
your debt-to-asset ratio is 85% or less (including
your FARM loan and newly acquired assets), and
you meet your lender’s underwriting standards.

What does FARM offer me?

FARM gives you access to credit by guaranteeing
a loan made by your local lender. The maximum
loan guarantee is the lesser of your net worth,
25% of the loan amount, or $100,000.

Your loan term can be up to ten years for facilities/
land acquisition, or up to five years for agricultural
asset purchases or facilities/land improvements.
FARM can be used with other loan programs.

How can [ use FARM?

You can purchase agricultural assets including
machinery, equipment, facilities, land, and
livestock. You can also make improvements to
farm facilities and land for agricultural purposes.

FARM cannot be used for a farm residence,
existing loans, maintenance, or other working
capital needs that are eligible under CROP.

Beginning Farmer Bonds: Isn’t
it time for your own operation?

How can | use a Beginning Farmer Bond?

Use a Beginning Farmer Bond to purchase
your first farm including land, equipment,
livestock, or buildings.

Do I qualify for o Beginning Farmer Bond?

You probably do if your net worth is less than
$250,000, the farm will be your primary livelihood,
and you have adequate training and experience
in the type of farming for which the loan
will be used.

If you previously owned farmland, you may still
qualify. Check with WHEDA or your lender
for details.

What are the terms?

Your interest rate will be below prevailing
market rates. Your maximum loan is $250,000.
Loan terms and credit decisions are negotiated
between you and your lender, and approved
by WHEDA. Beginner Farmer Bonds can be
used with other loan programs.

Can | purchase assets from o family member?

Yes. The law has been changed to allow Beginning
Farmer Bonds to be used for transactions between
related persons.



@ Wisconsin Agribusiness Council
@ Wisconsin Agri-Services Association
Wisconsin Aquaculture Association

Wisconsin Association of
Meat Processors

Wisconsin Bankers Association
Wisconsin Cattlemen's Association
Community Bankers of Wisconsin
Wisconsin Egg Producers Association

Equity Cooperative Livestock
Sales Association

Wisconsin Farm Bureau Federation
Wisconsin Farm Credit System
Wisconsin Farmers Union

Wisconsin Federation
of Cooperatives

Wisconsin National
Farmers Organization

Wisconsin Pork
Producers Association

Professional Dairy
Producers of Wisconsin

Wisconsin Sheep
Breeders Cooperative

Wisconsin State Grange
» Wisconsin State Horse Council
Wisconsin Turkey Federation

@ Wisconsin Veterinary
Medical Association

@ Wisconsin Women for Agriculture

Wisconsin Veal Growers Association

Wisconsin Department of
Agriculture, Trade, and

Consumer Protection

@ Wisconsin Department of
Commerce

» Wisconsin Department of
Natural Resources

University of Wisconsin -
CALS - Extension

Consortium of >=5§
Agriculture Resource Development

Wisconsin Department of Agriculture
Trade & Consumer Protection

Wisconsin Department of Commerce

Fwoﬁzmmos
Resources
Livestock Producers

A mimﬂ#ﬁ&
Consultants

Wisconsin Department of Natural Resources

University of Wisconsin - Madison

s00111 hitp://badger.state.wi.us/agencies/datep/
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Pig Farmers in Crisis

As Hog Prices Collapse

By DAVID BARBOZA

MARSHALLTOWN, Iowa, Dec. 8
— It is just after 7 AM, and Rex
Hoppes is shuttling a herd of squeal-
ing pigs out of a long gooseneck
trailer and onto the loading dock at a
bustling meat-packing plant here,

On this cool wintry morning, Mr.
Hoppes, a 34-year-old fifth-genera-
tion farmer, has just driven an hour
and a half northeast of his farm near
Des Moines to bring 22 plump hogs to
the market..But as he. watches a
steady stream of giant 18-wheelers
pull in to unload thousands of addi-
tional hogs, he begins to sour. The
price he will get for his hogs is about
as welcome as the frost that has
painted the .surrounding fields a
snowy white. ’

“In my wildest dreams, I wouldn’t

have believed. we could have gone.

this low,”” Mr. Hoppes said. “This is
the lowest I've ever sold hogs, and I
hope I never see these levels again.”
- A year ago, Mir. Hoppes was selling
pigs or hogs — the terms are used
interchangeably in the industry —
for $46 every hundred pounds, or
about $118 for a 250-pound hog; the
price this morning: $17 every hun-
dred pounds or $45 a pig.

Not since 1971 has the market for

hogs slipped so low, and economists

say that with inflation factored in,
hog prices stand at their lowest level
since the Depression. ,

The causes of the crisis are simple,
and yet devastating to thousands of

- people who have staked their lives on

hogs. After years of spectacular
growth and soaring demand for pork
products around the globe, the na-

tion’s hog farms — many of which

are now huge corporate operations
— produced the equivalent of a
bumper crop of pigs, a supply so

huge and unwieldy that slaughter-

houses this fall are overflowing.
As a result, meat packers are no
longer bidding up the prices of hogs,

and farmers — who have plowed -

great sums into new hog operations
- are facing devastating losses and
the prospect of financial ruin.

““This is the most stressful time for

a hog producer that I have ever seen,
and I have been on the scene for 50

years,” said Glenn Grimes, an emer-
itus professor -of agricultural eco-
nomics at the University of Missouri
at Columbia. “This is going to break
an awful lot of farmers.”

Though the economy in this part of
the country remains strong, with un-
employment at just 2.6 percent in
lowa, farmers throughout the Mid-

west are beset with problems. Slow-

ing demand from Asia and large
stores of grain have sent corn and
soybean prices down 20 percent from

-a year ago. Meanwhile, the sense of

crisis in the hog industry — a power-
ful engine of the nation’s farm econ-
omy — is so sharp that the National
Pork Producers Council has asked
meat packers to further stretch their
capacity, and the National Farmers
Union has petitioned Congress to

‘hold ‘hearings to “investigate the

devastating plunge in hog prices.”

- Here in Iowa — where swine are
king and where the state elects a
‘“‘pork queen’ each winter — farm-
ers are beginning to talk of shooting
pigs that are too costly to feed and
too undervalued to sell.

Around here hogs were once
known as “mortgage lifters,” and it
was almost a cliché to hear farmers
call hog stink the “smell of money.”
But the nation’s leading hog state,

where more than $12 billion a year inr

revenues and 94,000 jobs are at
stake, is making a reassessment.

Many people in the hog industry -

are wondering whether smaller
farms are doomed. Government offi-
cials are rushing to the aid of farm-
ers. The newly elected Secretary of
Agriculture in Iowa is commission-
ing a blue-ribbon panel; the State
Attorney General is conducting an
investigation into whether hog farm-
ers are being cheated, and outgoing
Gov. Terry E. Branstad is honking
the horn for Federal assistance.

" “In the early 60’s I was raising and
selling hogs. for the prices they are
right now,” Governor Branstad said
in an interview. “It’s pretty bleak. I
bought a Ford convertible in 1963 for
$1,725, so you can see what happened
to automobiles and what happened to
hog prices. I'd like to see pork go to
the Food for Peace program.”

The steep decline in hog prices has

not yet reached the nation’s consum-

ers, who continue to pay an average
of about $2.20 a pound for pork, about

the same as a year ago, according to .

the United States Department of Ag-

riculture. Indeed, economists say

that' the spread between the price
hog farmers get when they sell to
meat packers and the price of pork
at the supermarket counter is at or
near a historic high. A pig that gar-
ners $45 for Mr. Hoppes yields as
much as $331 worth of pork at the
supermarket, economists say.

That is because retailers are re-
luctant to slash prices (partly out of
Jear that a future increase might be
more disturbing to consumers). But
thev are offering more discounts. -

Rex Hoppes feeding his pigs on his 160-acre

they did last year — has forced him to take

“We're: moving - product,” said
Paul Bernish, a spokesman at
Kroger Company, one of the nation’s
largest supermarket chains. “But if

- your question’ is- why. haven't our
" prices come down, that doesn’t gen-

erally happen. They don’t go up when
hog prices are up and go down when
hog prices are down.”

Farmers who-are losing $50 tc $75
for every pig are not pleased about
the enormous profit imbalance. Nor
are they optimistic about the future.

“I've farmed for 20-something
years,” said Craig- Hill, a tall, lean
middle-aged: farmer in Sandyville,
Iowa, who sent- 230 hogs to the mar-

ket this morning at a loss of more

than $14,000. “I’ve had droughts, I've
had interest rates at 18 percent, I've
had all sorts of calamities. But these
prices make me wonder whether I
can stay in this business.”

There is a sense among some
farmers that something bigger is
amiss,; the National Farmers Union
thinks that the advent of large corpo-
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Low prices
“make hog
“debate moot

T 121048 >
By Margery Beck
Associated Press

OMAHA, Neb. — The David-and-Goliath debate beﬂ
tween giant hog facilities and small, independent opera-,
tions may be a waste of energy — at least as long as
producers are losing $25 to $30 a hog, producers and
analysts say.

“When prlces are this low, no one is thinking aboub
expansion,”’ said Gale Schafer, agriculture operations:
‘manager for Sand Livestock Systems Inc. of Columbus. ¢

Though Sand Livestock intends to complete projedts:
already under way in western Nebraska, other plans for:
expansion have been put on hold.

“1 thmk all of us in the business are reassessing those:
plans,” Schafer said. “There (aren’t) really a lot of do-:
mestic projects that are too attractive to us at this time.
This has been devastating.”

Nancy Thompson, an analyst with the Center for Rurals
Affairs in Walthill, said several large operations nation-:
wide have announced plans to halt expansions that haveS
fired controversy in the industry in recent years.

Smaller pork producers, she added, are pred1cted to.
leave the mdustry in.droves..

“I think it’s affectmg everybody, Thompson said.
“But I would say it's affecting the smaller producers;
more heavily than the larger ones, because they don't
have the deep pockets that will allow them to hold out as
 long.”

, If pork prices do not rebound soon, 20 to 25 perce}:ﬁ;§
of producers will go out of business in six months,;
Thompson said, citing national reports.

“Jim Pillen, part owner of Progresswe Swine Technolo- *
gies of Columbus with facilities in a six-county region,
also said expansion plans within the industry will not ma—
terialize if the market stays where it is.
~ “I guess I would say that for any size facﬂlty,,
you go through something like this, it's like getti:
' cer — it doesn’t discriminate,” Plllen said. ‘It affec

- size producer. The only producers that are going't
vive are the most efficient producers.”

But Plllen does not-agree with predictions tha
farmers — -even the smaller ones — will be leavm
mdustry voluntanly Y :

“Nobody s going to be excn;ed to get out of the busi¢
ness,” he said. “Evezybody that’s in the business is there
because they feel they can compete. The only reason
they’ll get out is if they're forced to - because there’s no
more money to pay the bills.”

Steve Cady of Hickman, the new director of the Ne~
braska Pork Producers Assoc1at10n argues that' thé
forced exodus already has begun.

“Yes, there are a lot of them getting out,” Cady said. ;g

g
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J st @ nightmarc! Cash hogs are $18 as 1
witte. 11 this isn't the bottom of the mar-
ket, then hogs will be free. I never thought
fie days of $30 hogs, but that day is here.
feleaning the 1998 Pork Powerhouses® sow
ainbers {October, page 19], I'm often asked, “How
bsing %iii this market stay unprofitable?” I've gone
sck over my numbers to see how many sows went
into the breeding herd within the past six months,
meaning their pigs haven’t come to market. I find
145,000 gilts being bred this summer by the largest
producers, Murphy Family Farms alone has 40,000
sows that haven’t sent any pigs to slaughter yet.

This means market hog prices could stay unprof-
itable for quite a few more months, unless we get
massive liquidation.

Seeing some liquidation

Carroll’s Foods in North Carolina sent 10,000
pregnant sows to market this fall — there was no fin-
ishing space for the pigs and no profit in selling
them. Other producers in the Southeast are dropping
contract sow farms. “By next year, we will have
8,000 fewer sows,” says one North Carolina produc-
er. “We are getting rid of some inefficient units.”

“We are seeing depopulation among folks with 600
to 3,000 sows,” reports another producer. “They are
closing down the oldest parts of their units.”

The Midwest is not immune. One 1,600-sow unit
has liquidated and another 3,000-sow farm is just
about out of money. Another 400 and an 800 are
depopulating now, along with three 200-sow farms.

It’s a buyer’s market

Two 10,000-sow units in Minnesota may change
owners this winter, with a couple thousand of those
sows heading to market. Any diseased units will be
cleaned out and sit empty until the market improves.

A big unit in Colorado has given up and is ship-
ping sows to market, I hear. The prospects for large-
scale production in Colorado dimmed on November
3, when voters approved an amendment requiring
strict environmental regulations for large hog farms.

By Betsy Freese, Livestock Editor

messossevucesven e csoevsosnecocesosaen

Keep your eyes on the biggest players in the indus-
try, especially the packers and grain traders. I hear
one packer is in the process of buying a 20,000-sow
producer right now. Speculation is that another pack-
er will buy one of the largest producers by the time
we emerge from this black hole. I'm told the players
involved in this deal will shock me. Wrong. Nothing
would shock me about this industry anymore.

The highly leveraged hog companies have hung in
there longer than some people expected this fall.
Cheap feed and good marketing contracts have
helped a few. One large producer reports he hedged
all his hogs in November and December of 1997 for
$44. He’s hedged at that profitable price all the way
through April 1999. “We weren’t smart,” he says.
“We just figured we couldn’t stand to lose any more.”

We’ve learned something

Another producer says he’s learned something
about borrowing money. “If I borrow $10 from you,
it’s my responsibility to pay you back. But if I bor-
row $100 million from you, it’s your job to find out
how to get it back from me.”

Last week, I drove by a $2 million home under
construction in a gated community outside Des
Moines. The house is being built by the CEO of one
of the Pork Powerhouses®. It’s not uncommon for
company executives to build mansions, but the timing
of this one is a bit hard to stomach.

I’m not going to forecast prices, but I'll tell you
what I heard yesterday from one of the largest pro-
ducers: “People who wish us ill are going to be dis-
appointed. But the next six months will be rough. It’s
going to be very dark by April.”

BUSINESS Highlights
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~'The Contract Collapse

Plummeting hog prices create legal nightmares

ost farmers who sign contracts think of them
as written in stone. After this year's market
collapse, many hog farmers may now think
they were sealed in blood.

Both ledger and weaned pig contracts ex-
perienced chaos in 1998. Many farmers who had signed producer-
to-producer segregated early weaning (SEW) contracts learned they
were worth little more than the paper they were written on. And
finishers who did honor contracts were bound to lose money.

I0Us gone bad. Perhaps worse, farmers who had ledger con-
tracts, also known as cash flow contracts, learned they could end
this marketing cycle owing their packer so much money their whole
operation was at risk. A 500-sow farrow-to-finish operation with
a $43 payment ledger contract could wrack up $600,000 in annual
debt to their processor, says Paul Strandberg, who handles con-
tracts for the Minnesota Attorney General's Office.

“Ledger contracts could be as bad for producers as hedged-to-
arrive,” says Steve Reno, contract-attorney with the lowa Attorney
General's Office. Here's why: Although they vary, ledger contracts
are structured to provide packers with an established market price
and farmers with an even cash-flow. In most cases, the contracts
offered producers somewhere around $40 per cwt. for the life of a
contract, often five to seven years.

If prices go above $40, as they have in years past, the processor
or buyer merely puts that money in an escrow account and the
producer-seller continues to receive $40. If prices fall below the
contract rate, the difference is debited from the escrow account.
Or, should the debit eat up the account, the farmer could find
himself in a negative cash position to the processor. If farmers are
in a debit situation at the end of the contract, many contracts give
them the option to renew.

“What no one counted on was a 27-year low in hog prices," says
Reno. The end result was that some producers were wracking up
hundreds of thousands of dollars in debts to their processors—and
farmers worried that processors would close their doors rather than
continue to pay. ‘

If plants close, or change ownership this winter, some contracts
automatically terminate, allowing processors to demand immedi-

Laura Sands.
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ate payment instead of carrying the contract to term, warns Reno.
“We have heard stories where producers simply won't be able to
pay back the money,” he adds. Farmers with ledger contracts had
best see a lawyer—some of the contracts allow the packer to de-
mand payment, some don't, he Says.

SEW contracts, which tend to be producer-to-producer, also col-
lapsed. Often buyers backed out of contracts for SEW pigs, valued
in recent years for $30 to $35. Prices soon plummeted to as low as
$4 to $7 a pig in lowa and lllinois.

If there are lessons from the contract crunch of 1998, it may be

Hogs break the

Prices in 1998 will be
remembered as the
cheapest U.S. hog prices in
more than 70 years, once
adjusted for inflation.
Unadjusted prices were the
lowest since 1972,

that there is no ironclad security.
Contracts do give producers and their
lenders the sense of price security,
“but realistically no one should be
surprised that people don't want to
perform on contracts in this environ-
ment," notes Neil Hamilton, director
of the Drake University Agricultural Law Center, Des Moines, lowa.

Flexibility may be necessary. “There are often unforeseen cir-
cumstances. If people buying hogs have a loan, their lender might
have cut them off," Hamilton says.

In the end, the choice may come down to renegotiation or liti-
gation. “It may be cheaper to try to patch interim deals together
that reflect the new market reality,” says Hamilton. “Otherwise you
face a long legal action that could cost you $40 a hog." B
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Locked in Limbo

. P nti-corporate farm initiatives approved by vot-
‘ ers in South Dakota and Colorado last November
. : are creating economic havoc, business leaders and

L ' economists say.
; In South Dakota, voters approved a constitu-

tional amendment tightening corporate farming bans. The law “has
implications reaching far beyond the large hog integrators tar-
geted by Amendment E's proponents,” warns Denny Everson, a vice
president with First Dakota National Bank in Yankton, S.D., and
chairman of the American Bankers Association Agricultural Com-
mittee. "It's a poorly written constitutional amendment
designed to block Tyson or Murphy Farms from mov-
ing into the state,” Everson says. "But the provi-
sions are so broad, they'll drastically affect the
rights of family farmers.”

The new South Dakota law clearly pro-
hibits non-family corporations and syndi-
cates from contracting livestock more than -
two weeks ahead of slaughter. "That will
prohibit a family-run cow-calf operation
from forward contracting with a corporate
feeder,” says Everson. "In an era when risk man-
agement is more important than ever, we've done
a great disservice to the state's producers.”

The rules also effectively outlaw the use of limited li-
ability companies (LLC), a business structure that many indepen-
dent family farmers had used to compete with corporate integra-
tors. "In the last 13 months, our bank alone financed four hog
units, totaling 9,600 head of sows," says Everson. "Those units were
owned by 60 farmers and 17 investors. The 200,000 pigs they pro-
duced should eat 10 bu. of corn per pig. You can do the math and
see the impact of what losing a 2-million-bushel market for local
corn means to grain producers, but these are the kinds of arrange-
ments that will be illegal in the future.”

Bye-bye markets. South Dakota’s inhospitable business climate
and a 38% drop in hog numbers since 1992 discouraged a packing
plant from locating there last year, says National Pork Producers
Council executive Al Tank. “That's kill capacity the industry desper-

By Marcia Zarley Taylor

State mandates put ag on hold

ately needed today to handle record-level slaughter,” Tank says.

Action by voters in Colorado poses an even more ominous trend
for U.S. agriculture, Tank says. Voters approved a statewide initia-
tive imposing rules on waste handling, groundwater monitoring,
financial assurance and odor control for farms with more than
800,000 Ib. live weight. Starting in July, covers will be required for
anaerobic lagoons. One-mile setbacks for waste application and
manure storage structures are also imposed.

“The hog initiative is a lose-lose situation for livestock and crop

producers,” says Jim Geist, a pork producer and the executive of
the Colorado Corn Growers. The pork industry purchases
11% of the state's corn crop, and other livestock
consumes the balance, he says. “There is no other
use for corn in this state if livestock is chased
out,” Geist says. But that is a very real con-
cern since the state legislature is expected
to consider similar regulations for other
confinement animals in the next session.

With pork prices at 27-year lows, "l
wouldn't be surprised if some of these hog
guys just walked away from their invest-
ments," says Geist. “Even with $30 market hogs,
you can't justify the investment" Colorado de-~
mands. One farm estimates it will spend $10 million
to cover about 8 million square feet of lagoon surface.

State attempts to outlaw corporate structures in agriculture are
fighting a powerful economic trend, cautions Mark Drabenstott,
an economist with the Kansas City Federal Reserve. Technology
knows no boundaries and can easily skip to the state or country
where investments are welcome, he says. Manitoba, Canada, for
example, is the fastest-growing pork region in the world.

“Farmers in those states that adopt a tough approach [to live-
stock regulation] may wonder if they can stay in business for the
long haul,” Drabenstott says. “States are closing the door on one
important part of agriculture's future.”

Neil Harl, an lowa State University ag law expert, agrees. Ad hoc
environmental or anti-corporate farming rules just create pressure
for producers to leave states for greener pastures, says Harl. "l don't
think South Dakota offers any special economic attraction over
other states,” he says, so the net impact is that South Dakota could
lose out on economic development. I

TOP PRODUCER ®m JANUARY 1999 m A-9



Time to step up

B One of the main causes behind to-
day’s headlines about falling commodi-
ty prices, crumbling stock markets and
currency devaluation in other countries
lies close to home. The U.S. has aban-
doned the fight in expanding world
trade. And in doing so, it could send
global capitalism, which has allowed the
economies of many developing coun-
tries to flourish, into retreat.

While the U.S. weighs the merits of
the North American Free Trade Agree-
ment (NAFTA), our competitors are
negotiating trade agreements that pro-
vide preferential treatment against our
products. In short, their governments
have fast-track negotiating authority.

The world economy today is stronger

because the U.S. historically plays a .

forceful role in trade talks. We led the
way in negotiating and signing the Gen-
eral Agreement on Trade and Tariffs
(GATT), followed by NAFTA. As a
result, millions of high-paying jobs have
been created worldwide. Many impov-
erished economies that required food
aid during the past three decades are
now cash buyers of agricultural prod-
ucts. Farm product prices are higher
than they would have been otherwise,
resulting in more income for farmers
and more investment in America’s
heartland. However, not every sector

~ or region of agriculture benefited from

this trade boom. Some aspects of our
existing agreements have fallen short of
expectations. To fix these problems, we
must continue to negotiate in good faith.

As I'see it, we have only one option—
the United States must resume its lead-
ership role in global trade. We must
reinvigorate a strong global trade poli-
cy that opens markets and promotes the
economic development of our interna-
tional customers, thus strengthening our
own economy.

Later this fall, Congress will debate
two critical pieces of legislation in this
regard. First is the replenishment of the
International Monetary Fund (IMF),
which provides stability and credit to
countries at no cost to the U.S. taxpay-
er. Second is'the passage of fast-track
negotiating authority.

These two measures will fortify our
nation’s commitment to world prosper-

ity through a free-market system. The
more comprehensive our trade policy,
the greater the potential for individual
Americans and businesses to thrive
internationally.

With this in mind, Congress and the
administration chose to continue nor-
mal trade relations with China.

By being a reliable, consistent and
competitive supplier to promising mar-
kets around the globe, we ensure that
U.S. industry will continue to hold sway
in the future.

For the world economy to be healthy,
countries must also have sound fiscal
and ‘monetary policies. Countries that
maintain these policies are better trad-
ing partners and more quickly improve
their citizens’ standard of living. This is
why we must fund the IMF. One critical
difference between the world economic
depression of the 1930s and the situa-
tion we face today-is that the IMF is
there to stabilize the world economy in

“The U.S. has
abandoned the fight
in expanding
world trade”

—Harry Cleburg
Farmland Industries

times of need. Without the necessary
funding to this organization, Asian and
Russian financial difficulties would lin-
ger and pass their ill effects to our own
economy.

We must alse be mindful to see that
American agricultural producers are not
unduly burdened when U.S. economic
policy intersects with foreign policy.
Many trade sanctions have hurt Ameri-
can agriculture largely because of the
industry’s exposure to international
markets. However, a significant stride
was made in June when Congress passed
a temporary relief measure from man-
datory sanctions on agricultural goods
to India and Pakistan. This was a step in
the right direction, but much work is
still needed. While sanctions are an im-
portant foreign policy tool, they need to
be reformed, goals need to be set, and

eventually sanctions need to be re-
moved. And most important, we should
not deny people of poor and developing
nations food and agricultural products
for purely political reasons.

Finally, while these items are impor-.
tant for differentiating us as world lead-
ers and expanding the global
marketplace, they would be hollow vic-
tories without fast-track negotiating au-
thority. Fasty -track authority provides
our negotiators legitimacy in current
and future international trade talks. This’
authority: is necessary as negotlatlons
commence in 1999 at the World Trade
Orgamzatnon (WTO) and continue this
fall in Miami for the Free Trade Areas
of the Amerlcas (FI‘AA) '

The economlc-well being of individu-
al Americans, farmers and businesses is
dependent upon a strong trade policy.
Congress has the chance to underscore
our nation’s conviction to a free-mar-
ket system that has spurred progress in
many emerging nations, providing U.S.
industry with long-term customers.
Some Congressional members are
poised to find refuge in protectionism,
while others are forward-thinking and
believe in America’s ability to compete
and win in the global marketplace.

On behalf of independent farm fami-
lies, I urge Congress to trust in Ameri-
ca’s ability and pursue a strong trade
pohcy this fall and in coming sessions.

~—H.D. “Harry” Cleberg

- President and

Chief Executive Officer
Farmland Industries Inc.

Editor’s Note: This Kansas City-based
company is the largest farmer-owned
cooperative in North America and one
of the top 200 of Fortune 500 companies.
In 1997, company sales of $9.1 billion
encompassed all 50 states and 80 coun-
tries. When third-party sales of Farm-
land’s venture businesses and the gross
sales of its international grain marketing
subsidiary are included, total sales ex-
ceeded $11.7 billion.

With its half-million farmer-owners in
the United States, Canada and Mexico,
Farmland is a highly dwerszﬁed compa-
ny with major business lines in crop pro-
duction products, livestock feeds,
petroleum, grain processing and mar-
keting, and the processing and market-
ing of pork and beef products.
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Narrow pass

B As we enter a time of sustained low
prices, it is easy to get frustrated and
fearful regarding the future of the in-
dustry (and your partin it). Nearly ev-

eryone on the production side of the-

industry is losing net worth due to this
sustained period of below-cost prices.
As you think about strategies to pinch
pennies and get your operation through
the “narrow gate,” it is probably best to
revisit the basics of profitability.

First, for most producers this means
concentrating on a few key costs. Even
though all costs are paid in U.S. curren-
cy, not all costs are created equal. The
cost of some items has a much bigger
impact on profitability than others. As
you might suspect, feed costs are the
biggest concern since they are the great-
est cost associated with pig production.

However, not every operation will
have the same cost structure. Farrow-
to-wean farms have: a much different
distribution of costs than farrow to-fin-
ish operations: The primary difference
is how much of total cost is carried in
any one item. Because weaned pigs are
sold before they consume practically any
feed, total feed costs as a percent of the
cost of a pig marketed will be much less
than for farrow-to-finish production.

Note in Tables 1 and 2, feed
costs are currently about one-
third of the total cost of pro-
ducing a weaned pig. For the
finished animal, feed makes up
almost two-thirds of total cost.

This means other costs of
production tend to be more
important in the overall cost
structure of weaned pig produc-
tion. For instance, labor can
approach 20% of the total cost
of a weaned pig, whereas it
tends to be only about half of
that or -about 11% for farrow-
to-finish production. The cost
of genetics also weighs in at a
substantially heavier percent of
total cost for the weaned pig
producer compared to the far-
row-to-finish operation.

Regardless of the percent,
the most important costs of pig
production tend to be captured
in four or five key input costs.
These are feed, labor, genetics,
building costs (both deprecia-

tion and interest) and
utilities. A good cost-
control strategy will
address these issues in
order of importance.
Take a look at your
records and break out
the costs of these items
on your farm. With that
information, develop a
set of detailed strate-
gies to control cost for
each of the key items.
Keep in mind the fig-
ures in the tables pre-
sume a reasonable level
of total production. In
each case, a 75th. per-
centile level of produc-
tion/breeding female is assumed This
is approximately 20 weaned pigs/breed-
ing female for the farrow-to-finish case
and about 21 weaned pigs/breeding herd
female for the weaned-pig farm. Main-
taining these levels helps keep average
costs/pig marketed low. While some
costs/unit of sales are not primarily af-
fected by throughput (notably feed
costs), almost every other cost is fixed.

This means the more you produce, the

less it costs per unit of production.
Previous articles have demonstrated

that the long-run break-even level of

' DENNIS DIPIETRE

output for a newly
constructed farrow-to-
wean farm is about 18
to 18.5 weaned pigs/
breeding female.
Since the farrow-to-
wean farm cannot
make up for lost op-
portunity in the nurs-
ery or finisher, the
value must be there in
numbers of weaned
pigs produced. ‘

For the 75th per-
centile farrow-to-fin-
ish farm, the long-run
break-even number of
pigs required/breed-
ing female is closer to
16. For 90th percentile farms only 14.5
pigs/breeding female are required to
break-even in the long run since more
money is captured in the finishing phase
to subsidize poor performance in the
breeding herd.

Paradoxically, in times of low prices,
producers who are receiving a price for
their output greater than feed costs
should continue to produce as much as
possible since this lowers the total loss.
If prices received for output consistent-
ly fall below the cost of feed, it may be
time to consider exiting the business.

We all know that costs are only half
of the picture. Profits are determined
by revenue minus costs. Total revenue
is determined by the amount of output
(salable throughput) times the price of
output. An audit of issues affecting price
can ensure you are covering the impor-
tant bases in minimizing the impact of
this protracted, low-profit period.

No doubt the future holds tremen-
dous promise. Getting there will not be
easy for most producers—not as easy as
it was to reach the current level of week-
ly salughter. Unfortunately, this period
of low prices is the only means a free
economy has to allocate precious op-
portunities to 21st century producers.
Plan to be there if you poss:bly can.
We’re pulling for you.

Dennis DiPietre is a University of Mis-
souri agricultural economist and mem-
ber of the Commercial Agriculture
Program hog focus team. He consults
with hog producers and their lenders on
financial matters.
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The urgency to find a home for the
profusion of pork will only heighten.
“We will see increasing slaughter into
November and December,” says Kropf.

Slaughter supplies could run more
than 2 million head per week from mid-
October through mid-December if sea-
sonal patterns hold, says Gietz. But the
impact of those kills will be determined
by packers. Gietz figures Saturday kills
may run 155,000 head in November,
compared to 256,000 head on Saturdays
in November 1994, when prices tanked.

“The flow of hogs will determine fall
prices and the downside potential will
almost all come from packer margins,”
he confirms. “Packers will need a cush-
ion to get the job done.”

Packer margins in November 1994
were about $18, compared to $9in 1997.

Analysts are waiting to see if slaugh-
ter weights contribute to slaughter pres-
sure. “Weights are down, which means
less tonnage. Producers aren’t going to
feed any more than they have to,” says
Durchholz. “Packers are claiming there
are not enough big hogs, so it may be an
uphill struggle for weights to increase.”

Conversely, Tom Morgan, Morgan
Consulting Group Ltd., Paola, Kan,,
says seasonally adjusted Iowa barrow
and gilt weights have begun to rise mod-
estly, having increased to 254.6 1b. by
the first of September. That’s up 4.9 Ib.
from the week ending May 22.

Actual slaughter weights bottomed
at 248.1 Ib. during the weeks ending July
24 and Aug. 7, he says, and have now
increased 1.1 Ib. Morgan says the bot-
tom came earlier than normal and was
an increase of more than the average
amount for this time of year.

“While weights were increasing on a
seasonally adjusted basis, prices de-
clined more than seasonally to their low-
est levels in almost three decades,” says
Morgan. “It appears the increase in

- Jan- g8 Jan-ﬁz Jan- 94 Jan-86  Jan-9g
: *SCHestimates Aug 98 forward
SOURCE: SPARKS COMPANIES INC.

weights indicates that hog
marketings were begin-
ning to backlog due to the
large supply of market-
ready hogs.”

Take cover. Cheap feed has
likely not contributed
much to recent slaughter
weights. “Cheap feed is
good news for producers,
but it eventually means
cheap meat,” Kropf says.
“Hog prices are not profitable right
now, even with cheap feed factored in,
so why feed more?”

Producers should take advantage of
cheap corn and protein this fall by lock-
ing in costs. Durchholz expects a 5/~
year low in corn and a 24-month low in
soybeans before prices head higher.

break-evens ($/cwt)

- John Lawrence, Iowa State University,

agrees. “Lock in feedstuffs if you have
the opportunity, for the coming year or
longer,” he says. “It’s hard to drain the
swamp when you’re up to your arms in
alligators, but you should consider it.”
Cheap feed may only prolong the ag-
ony of the low point in the hog cycle.
“Liquidation is starting to occur,” says
Lawrence. “Sow slaughter has begun to
increase, and may result in a smaller
breeding herd by December.”

In the meantime, Durchholz expects

a major 3Y»-year low in the hog market,
perhaps this fall. “It may not be rosy for
a couple of years, but it will eventually
get better,” he says.

Before the clouds clear, Kropf antici-
pates the cash hog market to trade in
the low to mid-$20s, depending on
fourth-quarter supplies and slaughter.

“The lows will be in place by this
month or in November,” he says. “I
don’t think prices will fall as much as
usual from the fourth quarter to the first.
We are unlikely to move higher until
December at the earliest.”

Kropf pegs cash hog prices in the up-
per $20s to low $30s in the first quarter
with more improvement in the second
quarter. Prices may peak seasonally in
June-July in the high $30s.

To get through the next few months
of slim or zero profits, Lawrence sug-
gests producers work with lenders to
restructure debt and spread it out over
a three-to-five-year period, if necessary.
“If you had good years in 1996 and 1997,
and you wanted to pay debt back in 1998,

restructure it over a longer period of
time,” he advises.

“It’s hard to find a bright spot in the
market right now,” he says. “This cycle
might be different than the others, and
we may not see $50 to 60 prices.”
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A producer’s plea

Mark Schindler is an independent pork producer from Elgin, Neb., who
was so fed up with low prices last month that he sent the following
letter to Washmgton “I haven’t received any replies,” he says. “Maybe
no legislation is needed if Americans are content to have three car
makers, three grain merchants and three livestock producers.” His
sentiments, however, reflect those of the dozens of pork producers
who have called Hoes Topay with snmﬂar concerns.

I don't really know where to begin or how to say
what has been on my mind lately. I'm not politi-
cal in the least and I've never written to anyone
in government until now. But with the recent
happenings in agriculture, I feel compelled.

After a two-year associate’s degree in techni-
cal agriculture, I went to work for a ‘mega’ hog
producer. I worked about five years and then
went on with my goal to be an independent
farmer and hog producer. I moved back to my
hometown in 1988 and began renting hog facil-
ities and producing feeder pigs, which I sold to
my dad to finish out. It worked well, and soon |
was expanding my herd and building barns of
my own. Ithen began renting some farm ground.
Soon after, a younger brother moved home and
began doing the same things.

It has all been working pretty well for my dad,
brother and myself. We share machinery costs
in the farming operation and help each other out
on the labor. The hogs have almost always
made money and have allowed me to buy some
farm ground.

This brings me to my point. Hogs currently are
18¢ to 20¢/Ib. This price compares to about a
dollar a bushel for corn. The hog and cattle
producer is losing way more money than the
grain producer, yetreceives no government help.
Why help one sector of agriculture and not the
other?

I'm going to share some of my ideas about this
dilemma. We need a farm bill to protect livestock
producers from times like these. The bill needs
to be written in a way to help the young inde-
pendent producer. How about a $50,000 limit
on deficiency payment for each hog producer?
For example:

$40/cwt. target price - $20/cwt. current price

= $20/cwt.

H o4'S Tojﬂ\t‘)

$20/cwt. x Ib. pork sold = deficiency payment.

Payment cannot exceed $50,000 in one year.

You have to be cautious on who fits the defini-
tion of hog producer. Each megafarm counts as
only one producer and thus receives the limit,
and not a penny more. A mega hog producer
doesn' take the risk all by himself, and therefore
should not stand to gain as much by the aid
payment. This would put us on a level playing
field. Their payment would probably only amount
to pennies per hog.

We have these low prices because of overpro-
duction. The overproduction isnt coming from
the family farm; it is coming from the mega hog
farms with outside investment. The outside in-
vested farms are more apt to use bankruptcy as .
a management tool, change a few names and
keep on producing in the blink of an eye. The
family farm producer is simply forced to sell out.

If a good bill could be written, it would solve a
lot of problems. It would encourage indepen-
dents to stay in the hog business and entice
young producers to get started in agriculture.

Eventually it would solve the wars between
rural communities and the mega hog farms. This
bill would greatly help the family farm pork pro-
ducer and would hardly help the outside invest-
ed mega farm. This could help some of the hogs
get back into the family farmer's hands. Maybe if
that happened, hogs wouldn't be so concentrat-
ed so heavily in one area, resulting in pollution
problems.

I hope something can be done before it is too
late. I don't know if any business should be con-
trolled by just a few, and that is exactly what is
happening. If we don't act now and make things
a little less enticing for outside invested agricul-
ture, we are going to lose the family farm.

If competition is limited, so is efficiency.

o1 |1



“That the low end of what’s out there

ing paid

a prod and don’t un-

derstand that process, you may have
less than good information for market-

ing your hogs,” Davis say

The pork producer s cry“for. morem
price information helped launch the

USDA investigation into Western Corn

Belt hog procurement practices. Overa -
one-month-period-in-January 1996,

GIPSA officials gathered data on hogs
18 '

hog' : is_says..

where good enough in terms of
leanness,” Meyer says. “It proves that

“leanness matters, and it’s disconcerting

eanness is size-correlated.”
Producers should know that USDA’s
market reports always have been accu-
rate in what they report, Davis says.

" The problemis simply: what has been
“reported--the -wrong type of hog.

The current price reporting system

n-major pork mdustry issues.
“*For-economists like Plain; the revxsed
price reporting brings a few more head-

~aches. “Now.I'll have to make a conver-
“sion when: comparing hog prices over
‘time,” Plain jokes. “The new reports
- wilk give. ;Sr‘odmérs a‘more accurate av-

erage t0.go- on, ‘butit makes life more
difficult for me.”
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Believe it or not?

B Guessing where hog prices may
be in six months is a little like
taking a shot in the dark . . . and -
largely dependent on whether or
not you believe USDA’s most re-
cent quarterly outlook.

~ “There is no middle ground in
this report. Either you believe far-
rowing intentions and look for
further herd growth and sub-$40
live hog prices for the next 15
months, or you look for continua-
tion of the gradual pullback in the
breeding herd, lower production
and higher prices by next June,” says
Ron Gietz, Sparks Companies, Memphis.

Analysts don’t put much faith in
USDA’s predictions for farrowing in-
tentions to rise above year-ago levels,
primarily because the statistic’s track
record is so poor. Gietz notes farrowing
intentions often miss turns in the hog
cycle. In addition, recent farrowings
have fallen short of intentions.

“To follow through with intentions
above year-ago levels, producers would
have to add sows during one of the worst
periods of losses in history,” says Gietz,
adding that the bearish tone was fueled
by the September report. “Expansion
during the last quarter occurred only in
Oklahoma, Missouri and Minnesota.”

PRICE TRENDS

SOURCE: MORGAN CONSULTING GROUP LTD.

Mike Zuzolo, Utterback Marketing
Services, New Richmond, Ind., can
make a case for adding sows to the herd
but believes liquidation is more likely.
“Large hog producers are either at a
point of expansion, with the assumption
that good times in the global economy
will come back in 1999, or are consider-
ing liquidation with continued weak hog
prices,” he says. “We think the greater
likelihood is for liquidation. We will not
infer that expansion is going on until
USDA tells us that in December.”

Sow slaughter this fall may be the
most accurate indicator. “We’ve seen
some bigger slaughter weeks already,
but we’ll have to continue to watch,”

_says Gietz. -
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Tom Morgan, Morgan Con-
sulting Group Ltd., Paola, Kan.,
says sow culling rates have been
below average, yet sow prices are
low relative to market hogs. “This
may indicate that demand for sow
meat is down,” he says.

Sow prices relative to barrow
and gilt prices dropped to their
second-lowest level ever, and the
lowest since 1994 during a Sep-
tember, Morgan says. “Sow pric-
es for the week ended Sept. 11
averaged 51.8% of barrow and
gilt prices,” he says. “The only
time they were lower was the
week ended Dec: 22, 1994, when they
reached 51.2%.”

The rate of gilt retention may also
hold some clues to producer thinking.
Gietz says producers surprisingly kept
back more gilts during the June-August
quarter vs. a year ago, which implies
new gilts were added to the herd. But
assuming market gloom persists; he says
fewer gilts will be added during Sep-
tember-November vs. a year ago.

USDA's forecast for herd expansion is
not the only factor weighing on the hog
market. “We think it is extremely nega-
tive to see USDA's all hogs and pigs at

- 108% of September 1996 estimates and

market hogs at 109%,” says Zuzolo.
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Weekly slaughter levels have been
tracking above levels implied by USDA,
which suggests the government may
have underestimated the March-May
pig crop, observes Gietz. He expects
big slaughter to continue this fall, but
with less of an increase than last fall.

“We will see more 2-million-head-
per-week slaughter levels this fall, but
we will peak in mid-November under
2.1 million,” he predicts. “We could see
a decline in slaughter from a year ago
by late December or by Jan. 1.”

Zuzolo is not ruling out some weeks
of slaughter exceeding 2.1 million head.
“The most disturbing and reliable data
is that the 120-1b. and 180-1b. categories
were both up 6% over last year, imply-
ing major league weekly slaughter for
the next couple of months,” he says.

One saving grace may be market
weights, which are still below a year ago.
Gietz suspects producers are staying
current out of fear of even lower prices.

In order for the market to absorb all
of this pork, Zuzolo says hog producers
need the active demand seen in 1996/
97. However, he doesn’t foresee the glo-
bal economy changing course quickly,
especially if U.S. consumption slows.

“There is every indication that the
Fed is telling us'a domestic slowdown is
imminent and, therefore, consumption
here may have peaked and may slide
as we close out the year,” he explains.

Gietz expects a lift at the retail meat
counter. The anticipated increase in fall
pork production may be good news for
consumption during the holidays. “Hams
may fare better than usual against tur-
keys for the holidays,” he says.

U.S. consumers could end up with
more chicken at their disposal this fall
than originally thought, though. “In-
creasing poultry supplies due to a de-
cline in Russian purchases, may make

up for decreasing beef supplies and very
low belly supplies,” says Zuzolo.

The virtual loss of the Russian mar-
ket has also pressured pork trimmings
prices. “Recent trimmings prices have
been 50% to 60% below year-ago and
are exhibiting the largest price declines
of all pork products,” notes Jim Mint-
ert, Kansas State University. “Contin-
ued weakness among lower-valued pork
cuts is expected this fall and winter,
which will contribute to price declines.”

Fourth-quarter average cash prices
may bottom in November, says Zuzolo.
He pegs the November live average
price at $25 and December at $29. “The
weight breakdown in the Hogs and Pigs
report is the primary reason for our
bearish outlook,” he says. “When I look
at the December futures chart and see
the contract low in September at $35.52,
we can at least match that low during
October-December if demand doesn’t
pick up.”

Low prices don't offer hog producers
much in the way of forward pricing op-
portunities or hope of higher prices, says
Gietz. He recommends concentrating
on lowering production costs by lock-
ing in input costs when appropriate.

Locking in low feed costs should not
be difficult. Dan Zwicker, AgriVisor
Services Inc., Bloomington, Ill., says up-
side price potential is limited the next
several months. “Cash corn prices are
near 10- or 11-year lows,” says Zwicker.
He suggests locking in six months of
feed in the bin or on paper and main-
taining that supply.

“Worldwide corn inventory is not
excessive, which means that the door
is open for-price gains,” he warns. “Dol-
lar weakness now should keep U.S.
commodities competitively priced in
world markets and the export pace may

pick up.” :

Zwicker ex-
pects $2.50 on
the lead corn fu-
tures contract
before spring,
barring a weath-
er event, and $6
soybean futures,
depending on
South American
production and
weekly export
sales.
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to 400 million board feet. “Small and intermediate-size tim-
ber companies got hammered,” says Moseley. “| saw tears in
people’s eyes as they told me how their family businesses were
devastated. | knew something like that could happen again.”

No tolerance rule. in reality, pollution from hog farms is
well down the list of ag's environmental problems, says Moseley.
(Soil erosion remains No. 1, he claims.) But the industry had
given its opponents an opening, he says, “by defending some
operators who were knowingly getting by with environmen-
tal violations."

NPPC leaders decided to try to shape the regulatory issue.
They promised to bar membership to known offenders, and
proposed science-based standards that all pork producers could
afford to comply with. The standards could provide a pattern
for state legislators, who were searching for guidance.

“It's important that NPPC kept states in the forefront,” says
Grubbs. “It is states that do the regulating [by issuing dis-
charge permits under EPA guidelines]."

To succeed, all "stakeholders” had to sign off on the pack-

age the industry wanted to propose to EPA. Pork producers
asked America's Clean Water Foundation—a neutral party—to
facilitate the dialogue between the diverse parties.
Negotiations lasted most of 1997. But the environmental-
ists dropped out after one meeting. They charged that envi-
ronmental, family farm and grass-roots groups weren't suffi-
ciently represented, that NPPC was using the dialogue to "de-

o) rail" state legislation and that "the apparent agenda was not

sufficiently directed towards environmental improvements.”

NPPC thinks they left because the producers refused to link

farm size issues to environmental issues.
"We had to decide whether to continue or fold up,” says

- Moseley. "We decided to write a document so good they
" couldn’t say anything bad about it."

Two organizations representing local governments also
pulled out after producers insisted on keeping regulatory au-
thority at the state level. "That was a make-or-break issue
with pork producers,” says Becky Doyle, director of the lllinois
Department of Agriculture. "And representatives of state gov-
ernments knew that local control would be almost impossible
to administer.” i

The framework was adopted in USDAJEPA's draft strategy
for managing animal feeding units. It calls for permitting of
new and existing hog operations of all sizes, with public par- -
ticipation for permitting of new or expanded operations. It
includes setback requirements for new lagoons and manure
application areas; requirements for nutrient management
plans; emergency response planning; inspections; and penal-
ties for producers who intentionally pollute.

Still, not all farm groups blessed the effort. Farm Bureau
faults the pact because it fails to exempt small producers.

However, NPPC earned points with regulators. “If the
framework's provisions are adopted by other states, they will
level the playing field for producers across the country,” says
Allen Stokes, director of the Environmental Protection Divi-
sion of the lowa Department of Natural Resources. That may
stop corporate farms from shopping for the states with the
weakest environmental oversight.

Negotiations “are in the best interest of agriculture,” says
Doyle. “If you can show that you're doing everything neces-
sary to prevent pollution, the majority of the populace will
say, fine, we'll leave you alone.” W
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College of AgﬁcuLMal and Life Sciences ¢ University of Wisconsin—Madison
Department of Animal Sciences + 1675 Ovservutory Drive + Madison, Wisconsin 537061284 » TEL 608:263-4300 + FAX 608-262-5157

Vernon D. Lelbbrandt, Professor
249 Animal Sciences Building
608-263-4312 -

email: vdleibbr @facstaff. wisc.edu

December 1, 1998

Attention:
Name: Al Ott
Affiliation: Wisconsin State Assembly

Telaphone: (608) 266-5831
Fax: (608) 282-3603

Representative Oft,

| assembled some Information to provide you with an overview of the pork industry and to addrass
some of the issues that we discussed after the USDA/EPA Animal Feeding Operation listaning
session. Because the amount of material is sizable, | will organize it into issue areas and refer to
~ page numbers that can be found on each sheet. | will be out of my office until Wednesday morning -
 at which time I will call you to discuss any questions you might have and additional information that .

you might need.
Vernon D. Leibbrandt
Extension Livastock Specilallst, Swine

Contents of Materials Transmitted

Page ) Description

1-2 This recent Wall Street Journal article provides general Information about the *hog price
crisis” on page 1 and on page 2 mentions ledger contracts and related concerns,

3-5 The article written by Neil Harl and John Lawrence, two lowa State Univ. Ag Economists,
discusses packer contracts and raises financial and legal questlons regarding ledger or

loan contracts

University of Wisconsin-Madison provides equal opportunities for admission and employment.
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Page ; Description

Summary of Pork Price Spreads & Profitability

6-9 ® The graph on page 6 shows the profitabliity for farrow-to-finish operations over the past
14 years and draws values from the table in the middie of page 7.

s The table at the botiom of page 7 shows the value per pound of retall weight at farm,
wholesale and retail lovels. Pages 8 & 9 shows a letter from the National Pork Producers
Council which mentions the disproportionately high share of the retail pork dollar that
retailers received during September 1998 compared to values for 1886-1998.

10 The table at the top of the page shows & breakdown of pork operations by size. Note that
in Wisconsir, 160 operations are larger than 1000 hd inventory (approximately equivalent
to a 120 sow farrow-to-finish operation).

1112 These pages concemn the distribution of pork operations by size in Wisconsin.

» The tables on page 11 show the distribution of Wisconsin pork oparations based on size
for the years 1992 through 1997, Note that during 1997 operations having grater than
1000 hd on hand (160 operations) accounted for 44% of the Inventory (see bottom
{able).

» The graph on pﬁgs 12 deplets the size distribution uaing the values from page 11. Note
~the trend toward decreasing percentage of production over time for farms having 1000
hd whlie the percentage increases over time for those farms having greater than 1000

13.14 Thesse pages show production volume over tima,

» Shest 13 shows that US hog slaughter reached a high of 96,5 mlillon head in 1996.
The number of hogs to be slaughterad during 1998 is projacted to reach 100 million
head and demonstrates why market prices are low and packing capacity Is becoming a
limited. ,

e Page 14 shows that annual Wisconsin hog production reached a high of 4 million head
twice, during 1943 and again during the late 1950s. Hog production has decreased
steadily since the early 1980s.

Other items for your Information

15-16 This letter from the President of the NPPC to President Clinton lays out many of the issues
facing the pork industry nationally. The points presented show policy changes that might
help pork producers during the financlal tfrauma.

This page contalns comments by Dr. Ron Plain, a University of Missourl Ag Economist who studies
the pork industry. His comments provide & conclse statement of production prospects and pricing
characteristics for pork.



