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It is a real pleasure to be with you this morning, and I too want to add my welcome to all of you to USDA's 78th Agricultural Outlook Forum.
I also want to compliment the organizers, Dr. Collins, Jerry Bange and their colleagues for a very comprehensive program.


When you sort through all of the material that Jim  (Moseley, USDA deputy secretary) mentioned earlier, I'm certain that everybody will find something of interest and something of use in the next couple of days.


Also as Jim indicated in his opening remarks, this is a very eventful time for our industry on many fronts, on the market front, technology front.  There are lots of challenges before us today, and I want to talk about developments on one of those fronts, the policy front.


Specifically, what I'd like to do in the time I have this morning is to first review some of the highlights of the past year on the policy front, and then to look ahead, to survey the policy landscape before us for the next 12 months, sort of a where-are-we and what can we expect sort of thing.


First I want to turn to the farm bill with my very first slide.  I miss having that clicker here, you know, you lose control and it makes you nervous.
[Laughter.]

DR. PENN:


“But the first thing that I want to talk about, of course, is the farm bill, which as the Deputy Secretary indicated, is highly contentious, and controversial.  The House has completed its bill.  It did so last October.  The major features of that bill are now fairly familiar to all of us.  And just a little over a week ago the Senate completed action on its bill.  And now the further refinement of those two into one product, the farm bill, shifts to the Conference Committee.


“Well, this farm bill, as all of you know, has been a long time in the making.  Its consideration started well over two years ago, well before the expiration of the current law, which is not until sometime later this year.

-more-

-2-


“Numerous, numerous hearings have been held all around the country and in Washington.  This farm bill has been the subject of a major commission examination and report, and there has been very intense congressional debate over the past several months.


“Now, when it's all done, this bill is going to be notable in several respects.  We won't know just how notable until see the final product, of course, but there are a few things that I think we can safely say now.


“The first is the spending level.  It's pretty clear now that this farm bill is going to add $73.5 billion to the existing budget baseline.  That's a 78 percent increase from where we stand now.  And basically this farm bill is going to build in the ad hoc assistance payments that the Congress has provided in each of the last four years since 1998.


“Now, another notable aspect of this farm bill is that it's the first bill to be developed when international trade considerations are extremely important.  When the 1996 FAIR Act was passed, we were only beginning the implementation of NAFTA and the Uruguay Round Agricultural Agreement.  Prices were at record highs and trade considerations were not very important at that point.


“But it's much different this time around, and especially with all of the additional funding for the farm bill.  There's been a much-increased emphasis on the specific means by which we provide domestic support, green box, amber box, and again, this is especially important because of the additional funding.


“Well, when will the Conference Committee conclude?  It's absolutely impossible to know.  There are lots of office pools around town.  Lots of old hands that have followed farm bills for years are giving their estimates, and I can tell you they range anywhere from three weeks to six months.  So it's just absolutely impossible to tell how all of this is going to get worked out.  But it is very clear that we have two products on the table,  which are fairly substantially different, and there are some very highly contentious issues that face the conferees.


“First of all there's the difference in spending levels.  The outlays for the House bill are $33 billion over 5 years, while the Senate bill is some $10 billion above that.  And it brings to mind that old challenge about stuffing 10 pounds of something in a five-pound bag.  


“Next are the loan rate levels.  The Senate bill levels are well above the House, 10 to 20 percent above, except for soybeans, which are only about 5 percent above.  And then there are payment limits, and this has proved to be highly controversial.  It brings the big farm/small farm issue, selected commodity and regional issues all wrapped together into one big highly contentious issue.

“There's the water amendment, another regional concern that 

involves always-sensitive water rights.

“Packer ownership of livestock, again brings regional differences and very strongly held views on both sides.
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“And dairy provisions, again regional differences, strongly held views.

“So these issues alone, not to mention a whole host of less controversial and less visible issues, illustrate why the length of the conference, how long it's going to take to get all this resolved is just simply impossible to predict.


“But when it is all over, this farm bill is going to importantly affect   the market outlook that Dr. Collins laid out for us so well, and it's going to define the policy landscape for our industry for next year and for the next several years to come.  So it's a very important part of the overall outlook for our industry.


“Next--I forgot to move my slides.  So could we move forward? How about the next slide, the next slide and the next slide, and the next slide?
 [Laughter.]

DR. PENN:


“Okay.  I caught up.  See, that happens when you don't have a clicker.  You know, you're thrown off the axis.  I'll try to be a little better.


“Okay.  I want to now turn my attention to international trade policy.  I can't begin that topic without again emphasizing the importance of trade to our industry.  We've stressed that repeatedly.  As everyone knows, here in the United States we are blessed with an accommodating climate, abundant natural resource, the ingenious application of technology, enormous capital investments.  And the result of all of that is that we can produce far, far more food and fiber than we can consume.


“So having access to foreign markets is absolutely essential to our industry.  Having growing access to markets is essential because all of this technology means that our domestic capacity grows every single year.


“So it's absolutely essential, if we're going to have a vibrant and prosperous farm sector and food industry over the long term, we have to have access to these growing foreign markets.


“Today one acre in every three is planted for export.  Almost 25 percent of the gross cash sales are generated by exports.  As Keith indicated, exports are forecast to be $54.5 billion for this fiscal year.  That's a lot of sales.  And our farmers and ranchers, our agricultural sector is 2-1/2 times more dependent on exports than is the average level of the American economy.  So trade, foreign trade is a very important aspect of the economic health of this industry.


“Now, we had some very significant accomplishments on the trade agenda in the past year, as the next slide will show.  First of all we completed the U.S.-Jordan and U.S.-Vietnam Free Trade Agreement, major accomplishment.  There was passage of trade promotion authority in the House of Representatives by a whopping one-vote margin, but it passed the Senate Finance Committee by a 18 to 3 vote, and we understand that that bill is likely to come up in the Senate early next month.
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“And I think perhaps most notable of all, very historic, is that we had the successful launch of a new round of international trade negotiations, now called the Doha Development Agenda, which will pick up and begin to build on the progress that was achieved in the historic first-ever Uruguay Round Agricultural Agreement.  And that agreement in Doha has some very substantial provisions for agriculture.


“Other accomplishments include the admission of China and Taiwan into the WTO as the 143rd and 144th members.  These are two very large economies, and of course, China being one of the world's largest in terms of population.


“In the next slide I also note that we resolved several bilateral trade disputes.  There is a long list of disputes that were cleared up in the past year.  Most notable I think are bananas, the lamb case, and wheat gluten, along with stone fruit, dried beans, and there's a long list of other disputes.


“So there were very significant accomplishments on the trade front last year, and the foundation was laid for some significant achievements in the year ahead.


“I want to point out in the next slide something that is sometimes overlooked, but the trade agenda being pursued by this administration now is very, very ambitious, and it has the potential to significantly alter the trade landscape for our industry, and to do so in a relatively short period of time.  Trade is among this administration's top priorities.  It's among the President's top priorities, Secretary Veneman's priority.  And Ambassador Zoellick at USTR is bringing new and vigorous leadership to this area, and we're seeing a major advance on several fronts.


“Now, the overall strategy that is being pursued with the trade agenda is trade liberalization on multiple fronts.  Globally we are pursuing negotiations in the Doha Development Round, the WTO, as I indicated, first and foremost.  But secondly, there are regional agreements.  The Free Trade Area of the Americas would create the largest free trade zone in the world, provide U.S. producers and exporters greater access to 450 million consumers, not counting those in the NAFTA countries, who will have $2 trillion in income by 2005.


“And then just a couple of weeks ago the President announced the exploration of a Central American free trade agreement, another regional endeavor.


“And then bilaterally, in addition to the free trade agreements that I mentioned that were accomplished last year, there is Chile and Singapore, which are both to be completed this year.  Other free trade agreements, bilateral agreements, are being considered.  AGOA suggests several agreements with sub-Saharan African countries.  Australia, New Zealand are frequently mentioned, so there is a list that is to be developed of bilateral free trade agreements to be pursued this year.


“Overall, these agreements involve a broad mix of developed and developing countries, and it's a broad geographic mix, as you can tell.


“Now, in the next slide I think the quote fairly clearly lays out what the strategy is.  “The strategy creates a competition and liberalization with the United States as the central driving force.”
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The importance of that is that if progress stalls on one front, emphasis can be shifted to another, with the party responsible for the impediment running the risk of being left behind.  So if you can't make progress on a multilateral front, then you can move to a regional front, or you can move to a bilateral front.


“Now, in terms of the timeframe, as I show in the next slide, not only is the scope ambitious, not only is this a very broad-based trade agenda, but the schedule is also very ambitious.  The Doha Development Round has a completion date of January 2005.  The agricultural sector negotiations have been ongoing for two years so they've already got a head start on that.  But that's just three years away.That's not some point in the way-distant future, January 2005.  The same for the Free Trade Area of the Americas, exactly the same completion target date.


“And then with respect to the bilateral, as I said, there are two that are well under way and may easily be completed this year, and others are likely to be begun.


“The point of all of this is, in terms of an outlook conference, is in just three short years, not the far-distant future , the trade policy landscape for agriculture and the food industry could be significantly different than it is today, to the benefit of all of our farmers and ranchers.


“Now, in the next slide, I note that there are pending bilateral issues, which are on the landscape in front of us.  Some of these are longstanding like the EU beef hormone issue.  We would hope to get that finally resolved.


“The China GMO regulations.  China's behavior with respect to these regulations is a disappointing development after such a long process of accession to the WTO; some 15 years were involved.  This is extremely important to our soybean producers; this is a billion dollar market; and it's extremely important to the prospects for our corn producers.


“I understand that President Bush had his first meeting with the Chinese Premier just a few hours ago, and we full well expect that that issue was on the agenda.


“Another longstanding issue is Mexican sweeteners.  This is a lingering NAFTA irritant that needs to be resolved.


“Other issues before us that are going to be taken up in the year ahead include Russia's accession to the WTO.  This has a lot of old Cold War baggage, but I think it has become a priority now, but it's not without some considerable controversy, especially as to the approach involving the Jackson-Vanik Amendment and other things.


“So in the next slide I note that the trade landscape before us is very ambitious in both the scope, what's trying to be achieved, and in the timeframe for achieving that.  And in the year ahead, we can expect intensified activity with the ongoing negotiations on several fronts.  The expansion of existing trade agreements, development negotiation in new trade agreements, and on the resolution of a lot of these bilateral issues, some which are of some considerable long standing.
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“Now, in the next slide I want to just briefly mention that the administration has proposed some changes in the international food assistance programs.  There was an interagency task force that was formed early on.  It conducted a review that encompassed some six months or so, and developed some proposed changes that we hope will increase the effectiveness, improve the administration, reduce the annual variability in the food assistance program.  These changes are proposed in the President's FY 2003 Federal Budget.


“Now, the reason for all of this is that the food assistance programs have grown very considerably in recent years, and they're not always in a coordinated fashion.  And these programs, mainly since the time they were initiated, serve several laudable but sometimes competing objectives.


“With these programs we're providing humanitarian assistance, we're trying to achieve foreign policy goals.  We have domestic farm support goals, economic development goals, and foreign market development goals.  So we've got a lot of objectives that we're trying to achieve with these programs, and they're sometimes in conflict, and so the idea is to try to rationalize that to the extent possible.


“The other major factor in the food assistance programs is that recent changes in the farm bills, especially in the commodity loan program, mean that we no longer accumulate large stocks of surplus commodities, as we used to do in the past. Now, with the marketing-loan program we simply don't have those.


“So in the next slide I show the main changes that we've proposed, and that is first and foremost to shift the focus to P.L. 480, Titles I and II, and to propose an increase in the discretionary funding for Title II.  We want to streamline program development, give USDA responsibility for the government-to-government agreement, and the U.S. Agency for International Development responsibility for agreements with the private voluntary organizations and with the World Food Program.


“The ad hoc Commodity Purchasing Authority using USDA's CCC authority, the so-called 416(b), would be phased out in 2003.  The Bill Emerson Trust, which is a 4 million ton food reserve would be used then in case of dire emergencies for unexpected circumstances.  The Food for Progress Program in USDA would be funded through a P.L. 480 Title I account.  And then finally, there has been a concern about monetization, about market disruption, about displacement of commercial sales.  So the idea is to try to rationalize the monetization and minimize the commercial disruption to the extent possible.


“In the next slide I show that the United States consistently provides about 50 percent of the food aid worldwide.  We provide far more than any other donor nation, and we hope that these changes now will improve the predictability of the food supply to hungry people and to the nonprofit organizations that are still very admirably serving them.


“So to summarize, in my very last slide I want to note that the past year has been one of considerable activity, as I outlined.  We made some very considerable progress on the policy front in several areas.  That includes movement toward a new farm bill.
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That includes the elaboration and implementation of a new far-reaching trade strategy.  And from that progress we look ahead to the coming year and we see that there are several developments of potentially enormous importance to our industry, completion of the farm bill and its impact on the farm economy and the agricultural industry, as I noted, and progress in these various negotiations on the trade front will be important determinants for the longer-term health of the farm and food system.


“So overall, like Dr. Collins, I would judge the prospects for the coming year on the policy front to be fairly bright, but again, not without some very interesting challenges.


“With that, I will stop.  Thank you very much.”
 [Applause.]
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