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P R O C E E D I N G S


	MR. QUINN:  Good afternoon, everyone.  This is Larry Quinn speaking to you from the USDA Broadcast Center in Washington.





	With me today to talk about farm outlook and today's crop reports that were issued, Keith Collins, the Chief Economist for the U.S. Department of Agriculture, and Gerry Bange, who is Chairman of the World Agricultural Outlook Board.





	Keith, would you like to make an opening statement today?





	MR. COLLINS:  Yes, I would, Larry.  Thank you.


Larry, it's not often that Gerry and I join with the media to talk about these reports after we've released them, but we thought it might be a prudent thing to do today because the economists and the statisticians at USDA have been unusually productive in the last couple of days.  We put out seven reports this morning, and we put out our first farm income forecast for 2002 yesterday, and I can tell you that I have been getting a lot of calls about these reports, and some of the people who are calling me are a little confused.  And the last thing that we want to be here at USDA is people that create confusion.  We want to create clarify.  So we thought it might be useful if we came on and talked a little bit, and gave people an opportunity to ask questions about the implications of these reports, just what they mean.





	And I'd like to just take a minute to talk about the Farm Income Report that was put out yesterday, and I want to talk about that one for a second, and then maybe say something about the commodity market reports that went out this morning.





	But I want to talk about the Farm Income Report because there's been some stories about how the USDA sees a precipitous drop in farm income in 2002, and we think that right here at the start of the 2002 year, with Congress coming back, and us taking our first look at the prospects for 2002, we want to be sure that people understand just what it is that we're saying.





	And what it is that we're saying is that we see no change in the fundamentals of the farm economy in 2002 compared with 2001.  We did put out a Farm Income Report.  Over the last few years our farm income, our net cash farm income has variously been between 55 and 59 billion dollars.  And we put out a forecast that said it was going to be about $51 billion in 2002, compared with almost 60 billion in 2001.  And so that's led to some reports that there's a 15 to 20 percent drop in farm income.  And I want to be sure that people understand just what it is that we said here.





	Our analysts that put out these numbers do not assume any legislation in effect until it has been passed.  And so, therefore, because we have not yet acted on the Farm Bill or supplemental assistance legislation for 2002, they've assumed that the only government payments that would be made would be those that are in the underlying 1996 Farm Bill.





	Now, we all, as economists, don't think that's going to be the case here in 2002.  So you'd be misreading what we think about the strength of the farm economy if you just looked at that farm income number.





	Let me tell you what we think is going on in the farm economy overall.  The farm economy bottomed.  Following the currency crisis in 1998, it bottomed in 1999.  In 1999 we saw our cash receipts from the sale of farm commodities drop all the way down to $188 billion.  They've been rising every year since, and we expect them to rise again in 2002, to rise from $202 billion last year to $204 billion in 2002.





	In addition to that we think that farm production expenses will be under control in 2002 for the first time in several years, and that's mainly going to be the result of lower interest rates and lower energy costs.  We expect to see interest expenses by farmers down about half a billion dollars in 2002, and we expect to see fertilizer expenses down by half a billion dollars as well in 2002.





	So let me do a little example here, and give you a couple of numbers.  This is net cash farm income, excluding government payments.  Let's take the government payments out of the question, and just look at what's happening to farm income excluding government payments.  Farm income hit its bottom in 1999, as I said, the bottom of the cycle we're in now, at $34.2 billion.  It went up to 35 the next year.  It went up to 38 in 2001.  And in 2002 we think it will be $40.2 billion.  That's an 18 percent increase in net cash farm income excluding government payments since 1999.





	So that's the story for 2002.  The story for 2002 is stronger agricultural exports, stronger cash receipts, production expenses in line, higher returns from the marketplace.





	What the decline in farm income forecast that was reported is all about, it's all about what happens with government payments, and that forecast assumed an over $10 billion decline in government payments.





	Well, let's look at the reality of the situation.  We've had four successive supplemental assistance bills enacted by Congress.  We have a farm bill that's in play before Congress now, and we certainly expect a farm bill.  And also in the concurrent budget resolution, there was an earmark of $7.35 billion made available for supplemental assistance in 2002.  So for even a dense economist like me, it's pretty apparent that we're going to have supplemental assistance in one form or another, for farmers in 2002.





	So we do not think farm income is going to fall 20 percent in 2002, and we don't think there is just going to be any kind of financial disruption for American agriculture.  And I want to be sure to point out to lenders to farmers, equipment suppliers to farmers, people who are the input suppliers to farmers, that they too should expect that there will be the assistance provided to farmers.  Congress is going to make it happen.  USDA's going to make it happen.  And we're not going to see a 20 percent drop in farm income.





	I would go on and say that the balance sheet of American agriculture also looks pretty strong.  We've seen a slowly recovering farm economy since 1999, but it's been a steadily recovering farm economy, going up year in and year out.  We saw, for example, in 2001, farm real estate values rise 3 percent nationally.  And the debt-to-asset ratio at the end of 2001 in American agriculture was 15.8 percent, which when we consider it under 16 percent, we think that's pretty good.  So things generally are in pretty good control.





	So the only other thing I would say is we had a series of market reports that went out today.  Generally, those market reports showed that domestic demand for a number of commodities was strengthening, that market prices this year will be a little bit higher than last year.





	And I think maybe at this point if people want to ask specific questions about the markets or the market reports we can just open it up to questions, Larry.





	MR. QUINN:  Thank you very much, Keith.  And our first question will come from Shelly Byer of Brownfield Network in Jefferson City Missouri.  Standing by should be Jeff Naley.


	Shelly, go ahead with your question, please.





	QUESTION:  Thank you, and good afternoon, gentlemen.  I'd like to ask a question about soybeans.  I had talked to a market analyst this morning who said that it looked like the stocks were lower for soybeans.  Gentlemen, how much of an impact will a large South American crop have on that, on prices for U.S. producers?





	MR. COLLINS:  A large--we are going to have a large South American crop.  We raised our forecast of production in Brazil today to 42 million tons.  We're going to have a pretty good-sized crop in Argentina as well.  These are big increases compared with a few years ago.  And they certainly are having an effect on our prices.





	The good news that came out of our report today is that we are forecasting, despite the big Southern Hemisphere crops, record high soybean exports in the United States for the 2001-2002 crop, 1.01 billion bushels.





	The other thing that we reported today was that when we got our final data on planted and harvested acreage for soybeans for the 2001 crop, it turned out to be smaller than we though.  Some of the soybeans in the top-producing states wasn't planted until late in the springtime, and when we take our survey then, it's not in the ground yet, and it turned out that it never got in the ground. So we lowered our acreage estimate by 1.1 million acres today for soybeans, so that the 2001 plantings are no longer a record high.





	And as a result of that, we lowered our carryover forecast for soybeans for September 1st on 2002, we lowered it from 330 million bushels, which was extremely high, down to 285 million bushels.





	So the market's not going to be quite as over supplied as we thought for soybeans.  The downside of this, of course, is we still have the very large Southern Hemisphere crop.  That's still a pretty high level of stocks, and we're still looking for a price of only in the neighborhood of $4.30 a bushel.





	MR. QUINN:  Jeff Naley will be the next questioner, and standing by is Don Wick.  Jeff Naley from WBKR, Owensboro, Kentucky.  Go ahead, Jeff.





	QUESTION:  Larry, thanks for the time to be with you this morning, and Mr. Collins, Mr. Bange, thank you for recognizing the power of radio, and on behalf of NAFB, thanks for working with us and providing the information this morning.





	Your work here is to both look behind and look ahead. And over the past few weeks, I remember, Keith, a story that came from the USDA, or at least the details coming from the USDA, suggesting that the outlooks for exports would be determined by two things:  first of all the value of the U.S. dollar, and also the performance of foreign currencies.  While it's not in the reports that we saw this morning, it could influence future reports, the devaluation of the peso in Argentina by 29 percent against the U.S. dollar.





	When we look back on 2002 where will that particular news event play in our ability to sell corn and soybeans and wheat, and what are the fundamentals that we're going to be watching over the next few weeks that determine the play of that fundamental news?





	MR. COLLINS:  Real good question.  And we're studying that ourselves right now.  First of all, the devaluation that you mentioned is the percentage change that the Argentine Government announced for their official transactions.  The peso is going to float internally.  We don't know where it's going to end up, but wherever it ends up, it's going to be a very sizable devaluation.





	Normally, a sizable devaluation would have, in a competing exporting country like that, would have an impact on us, and it will have an impact.  We don't think over the near term it's going to be very large.  Remember that all of their crop is basically just about planted in the ground and growing in Argentina right now, so they're going to be harvesting a crop here as we move toward our spring, and we know what Argentina does.  They sell and export most of what they produce.  They do that year in and year out.  They don't store it, and so they're going to be putting on to the world market the same amount of crop that they would have had they not devalued.





	So we don't think for the 2001-2002 season there's going to be much impact for U.S. agricultural markets.  But as we look out for the next year, when Argentina gets to plant their 2002-2003 crop, that's where we're going to see some impact of the devaluation.  And what we think is going to happen is, that the devaluation is going to make corn production in Argentina less attractive, and soybean, wheat and other crops, other oil seed, perhaps, more attractive.  And the reason for that is, is that Argentina imports most of its nitrogen that it uses for corn, and so the devaluation is going to increase the import price of their imports that they use to produce corn, and we think that's going to make crops like soybean a little more attractive.





	And so we're probably going to see a little more competition I the soybean and wheat area from Argentina.  And that would mean they'll be able to sell a little bit more overseas and put a little more downward pressure on world prices, but I don't think it's going to be a tremendous amount.





	MR. QUINN:  Don Wick will be our next questioner, followed by Keith Mercks.  Don Wick from WCCO, Minneapolis.  Go ahead, Don.


	QUESTION:  Larry, and Mr. Collins, we've been in a bear market dating back to 1996.  When you take a look at the number of reports that we've had out from USDA to day, and you go back the past couple days, anything in those numbers that will significantly change the direction of this market?





	MR. COLLINS:  I think the market turned in 1999, but I'm not going to dispute your characterization of it as a bear market.  There's no question about that.  I think we've come off the floor, but we're still in the trough.  And I don't think there's anything in these reports that change that very much.





	Now, the one market that looks the strongest of all of the markets continues to be the cattle market, and that's the one where we've been waiting for a fairly sharp rise in prices to occur.  It hasn't occurred as soon as we thought it would, mainly because cattle producers have liquidated far more heifers than we thought they would liquidate.  We thought they would hold them back to rebuild their herds, but bad weather and hay problems and forge problems hurt that.  And then we had these animal disease problems around the world, most recently the finding of BSE in Japan.  Japan takes 50 percent of our beef exports, and Japan has cut their imports of beef by 50 percent.  So, you know, that's a 25 percent cut potentially in our exports to Japan.





	And so the beef market hasn't rebounded the way we thought it would have by now, but the fundamentals there look very good.  So that's one market that I would point to that our reports--and we're showing a fairly higher price for 2002 in our reports today.





	But for the other commodities, I would say no.  It's a slow but steady progression of working down the stocks, and then getting prices a little bit stronger.  We're very dependent on a rebound in the world economy.  And macroeconomic forecasters are telling me that the fourth quarter growth in the world economy was the lowest rate of growth for the world in a generation.  People don't have good GDP statistics going back by quarter for the world, so it's hard the pinpoint that, but people who are familiar with the data are saying that it's one of the lowest rates of growth in the fourth quarter than we've seen in decades.





	And so we've got to get by this disruption in the world economy, and then I think we'll start to see a little more strength in the farm economy.





	MR. QUINN:  Gerry, did you want to say something?





	MR. COLLINS:  Gerry, go ahead.





	MR. BANGE:  I would just add to that, if you look at another report that was released this morning on the winter wheat seedings report, it shows that basically winter wheat seedings for this country are flat, and even declining slightly, and they've been declining just a little bit over the last several years.





	And if you look also at our 2001-2002 balance sheet, we're showing a substantial decline in wheat stocks for the U.S., coming down more than 23 percent.





	MR. COLLINS:  Well, that's bad news and good news.  The bad news is that that's a symptom of the bear market.  Wheat returns have been so low, acreage has gone down.  The good news is the market's adjusting and we may be able to see a turning point there in those wheat prices.





	MR. QUINN:  Keith Mercks from Texas State Network has the next question.  Go ahead, Keith.





	QUESTION:  Thank you very much, Larry.  I haven't been able to find much comment yet on the cotton numbers that came out this morning, and was hoping you might be able to address that, give your interpretation of that.





	MR. COLLINS:  It's been, for economists, a little bit of a surprise in that returns over the last couple of years have been so low, yet we have seen record production in 2001.  What we did today was that we raised our production forecast by 20,000 bales for the 2001 crop.  That's not as much as many people in industry thought, so that was probably a little bit good news.  Unfortunately, however, though, we raised our ending stock estimate to 8.6 million bales, and that is the highest carryover level since 1985-86.





	Now, the problem with that, or the reason for that has been the incredible weakness in our domestic use of cotton, and this is a symptom of a couple of things.  It's, first of all, a symptom of the slowdown in our own economy, when personal incomes go down and unemployment goes up.  You know, people don't buy as many blue jeans, they don't buy as many shirts.  You know, apparel and textile sales get hurt, and so that's one problem.  The second problem is that the value of the dollar has been so high, as many of you know, that the value of the dollar compared to 1995 is about 25 percent higher against the currencies of countries that import from us.  That has led to a big surge of textile imports into the United States.  And so that our domestic mill use of cotton, which a couple of years ago was running at 11 million bales, we think this year will be down to only 7.7 million bales, and we lowered that estimate by 200,000 bales this morning.





	So it's good for you to ask that question.  Cotton is probably, I would say, among the major commodities right now, our weakest market.  And of course, cotton is the commodity that's probably most tied in the world to gross domestic product growth in the world.





	MR. QUINN:  I do know of a couple of broadcasters that has joined us and had to go on the air.  I just want to double check to see if they may have been able to come back.  From WNAX in Yankton, South Dakota, would Michelle Rourke or Judy Stratman be on the line?





	[No response.].





	MR. QUINN:  Okay.  Keith, would you like to comment about any of the other crop reports that came out today?  I know there was one on rice and some of the other crops.





	MR. COLLINS:  Well, among the seven reports we put out today, one was on grain stocks.  One was on rice stocks.  We did some revisions to the 2001 acreage numbers.  I think I mentioned the highlight of that which was the soybean revision.  We also did revise our corn acreage down a little bit.





	With respect to rice, I'll only mention that that is another market where we've been chasing our crop forecast all year long, and today, we raised our crop production forecast again for rice.  And so that we did raise our carryover level a fair amount this morning.  I think the good thing about that, however though, is we are seeing stronger domestic use and stronger export use in rice, but that's still price wise a fairly weak market.





	Gerry, I don't know if you would want to comment on it.





	MR. BANGE:  I guess I'd say a couple of things on this.  We've been blessed in a way with very good weather I would say, and if you look at yields on rice, for example, we increased, or the National Statistics Service increased that estimate to 6,429 pounds an acre this morning.  That's up 55 pounds from our previous forecast and is another record, 148 pounds above the 6,281 that we recorded in 2000-2001.  With the increase in the yields and a little bit of an increase in area, and if you look at the numbers especially out of Arkansas and other parts of the South, we did increase--the USDA did increase the production forecast to 213 million hundred weight.  Again we're talking record numbers there.





	Unfortunately, when we start looking at the ending stocks number, we're looking at very high numbers there to, and unlike rice--or unlike wheat, where we're working the stocks numbers down, perhaps for not the greatest reason, in the case of rice, we're really going up on our rice ending stocks number.  We're increasing that nearly 50 percent year to year.





	So the bottom line here is we're seeing very, very weak market prices, down around 4 and a quarter, as you well know, and that's even below the weak 5.56 that we recorded in 2000-2001.





	MR. QUINN:  Keith, do you have any final summary comments?


	MR. COLLINS:  Well, yeah, Larry.  I would just go back to the opening comment that I made.  I am--as we look at the farm economy and we look at the market, we see returns from the marketplace rising steadily since we hit the low in 1999, and we think that net income from the market in 2002 will be up nearly $2 billion.  And I don't want people to be confused by the fact that when we put out our overall income estimate we assume no congressional action on financial assistance, because we think there will be congress action, we think there will be financial assistance.





	We think that the farm sector remains financially secure.  It is helping to remain financially secure through the provision of government programs, and we think that the Congress and USDA are going to work to maintain that support for American agriculture in 2002.





	MR. QUINN:  Thank you, Keith Collins, Chief Economist at the U.S. Department of Agriculture, Gerry Bange with the World Agricultural Outlook Board, for being with us today to talk about farm outlook and today's crop reports.





	This is Larry Quinn bidding you a good afternoon from the USDA Broadcast Center in Washington.


	[End of broadcast.]
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