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worth of pork (see chart below). While more purchases
will probably be forthcoming after the new fiscal year
2010 begins on October 1, these federal purchases

are insufficient to move the market. By comparison,
$62 million was spent in 2008 to buy pork for federal
feeding programs.

The real key to the pork sector righting itself lies in
herd reduction. Conventional wisdom in the industry
holds that the swine herd needs to be reduced by up
to 10 percent—three times what’s been achieved. Herd
reduction is difficult for the swine sector due to the
structure of the industry. Individual producers reducing
their herds face higher breakeven costs when spread
over their large investment in barns and facilities. The
on-farm economics make more sense to eliminate,
rather than reduce production. While sow slaughter
increased in August 2009, there is still a long way to go
before herd reduction will be realized. In short, there
will be difficult economic decisions ahead in the pork
production, processing and financing sectors.

Source: ERS/USDA, WPI
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The NPPC asked USDA Secretary Vilsack to:

e Immediately purchase an additional $50 million

of pork for various federal food programs—other

than ones in USDA's Section 32 program—using

fiscal 2009 funds. Fiscal 2009 ends September 30.

The funds would not come from USDA’s Section 32
program (USDA annually buys pork for food programs;
it bought $62.6 million worth in 2008, for example).

e Urge Congress to lift a spending cap on the

Section 32 program, and use $50 million of $300 million
available to purchase pork for the program, which

uses customs receipts to buy non-price-supported
commodities for school lunch and other food programs.
e On October 1, buy a minimum of $50 million

of pork, using fiscal 2010 funds. Fiscal 2010 begins

that day; the purchase would be in addition to USDA's
annual buy.

e Use $100 million of the $1 billion appropriated for
addressing the H1N1 virus for the swine industry. This
would include $70 million for swine disease surveil-
lance, $10 million for diagnostics and H1N1 vaccine
development and $20 million for industry support.

e Work with the U.S. Trade Representative to open
export markets to U.S. pork. Several countries, including
China, continue to impose unwarranted bans on U.S.
pork because of the H1N1 flu.

e Study the economic impact on the livestock industry
of an expansion of corn-ethanol production and usage.
The U.S. Environmental Protection Agency has pro-
posed raising the cap on blending ethanol into gasoline
to 15 percent from its current 10 percent.
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Global Climate Change

By Gary Blumenthal, World Perspectives, Inc.

Basics of the Dispute

The healthcare debate is receiving much of the
media attention in Washington, but an equally
important issue to agriculture is Congressional debate
over climate change mitigation legislation. The U.S.
House of Representatives passed so-called “carbon cap
and trade” legislation back in June, generally referred
to as the “Waxman-Markey bill” after its authors.
Its proponents argue that the bill’s impact in raising
energy prices will be minimal and likely greatly
reduced if farmers receive credits (monetary benefits)
for carbon emission reduction schemes —so-called
“offsets” such as employing no-till or planting trees.
To its opponents, energy-based inputs can equal 60
percent of production costs and not all farmers have
the geographical location or land attributes that
enable participation in any offset program.

Offset Hurdles

Offsets would reduce the economic cost of comply-
ing with Greenhouse Gas (GHG) reductions (see graph
at right). However, there are many unanswered
qguestions about their construct, and several environ-
mental groups are opposed to them. Their difficulty is
illustrated by the latest analysis from the Organization
for Economic Cooperation and Development (OECD),
which acknowledges that “well functioning” offsets
would halve the cost of meeting GHG reduction targets.
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Yet the OECD avoided any consideration of alternative
land use or forestry because the policy mechanism was
deemed complex. This conclusion was echoed by the
bipartisan U.S. National Commission on Energy Policy,
which warned that there are too many hurdles for the
immediate use of offsets. Their difficulty in practice is
evidenced by the recent loss of accreditation by a major
European offset certifying agency.

USA CLIMATE CHANGE MITIGATION COSTS
BASED ON OFFSET PROGRAM SCALE
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U.S. and Global Roles

Nations like China and India are reluctant to partici-
pate in any GHG reduction effort for three reasons:
1) rich nations caused global warming, 2) poor
countries contribute only a small share to the problem
(U.S. and Europe equal 11 percent of the world’s
population but 25 percent of emissions; India has
15 percent of world population but only 4 percent
of emissions and 3) capping GHGs reduces economic

CLIMATE — CONTINUED ON PAGE 7
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On The Horizon

Water, water somewhere

The Stockholm Statement for “World Water Week”
issued in late August recommended that the heads of
state meeting later this year in Copenhagen on global
climate change be expanded to include strategies
and funding to address predicted changes in water
availability. Despite a world that is four-fifths water,
having inadequate supplies of fresh water is a chief
fear more precisely that water will not be consistently
available where it is needed as a result of climate
change. Certainly there will be less water available from
spring melting if snowfall is reduced under global

warming, and that will affect agriculture in the western U.S.

Of course, water is transportable, and thus regular
and evenly distributed rainfall is not necessary to have
a productive agricultural area like California’s Central
Valley. Irrigation is what enables farmland in semi-arid
Idaho—with average annual rainfall of 11.7 inches—to
be valued at almost as much as farmland in Tennessee,
which receives average annual rainfall amounts of 48.4
inches. But the distribution and intensity of irrigation

varies greatly around the world.
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Agriculture is Water

The old saying is that “grain is water”—meaning
food is most efficiently produced where there is water.
Moving water to where production is desired is
expensive, which is why only about one-third of
arable land worldwide is currently irrigated. The U.S.
has the third largest area of land under irrigation but
it pales in comparison to India and China (see map
below) where large populations pose great human risk
in the event of drought.

More than 80 percent of the water used by human
beings goes toward agriculture production, with large
amounts also used in food processing. But overall
demand for water has risen so high that the Colorado
River now rarely meets the Sea of Cortez (a.k.a. Gulf of
California), and its value has grown as well. This has
increased the demand for more efficient drip irrigation
systems. Seeing both a need and an opportunity, farm
equipment manufacturer John Deere made acquisitions
this past year to become the world’s third-largest irriga-
tion company, and publicly traded Jain Irrigation has
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WATER — CONTINUED FROM PAGE 5

seen its stock value rise seven-fold over the past
five years. Meanwhile, drought-resistant crops
that promise to better endure several additional
days of dry conditions will soon be offered by
technology providers.

Outlook for Water and Agriculture

Ultimately, the availability of water is about energy
and price. Since food is a necessity, consumers will
have to pay higher prices in order to defray the cost of
preparing and moving the water to where agriculture
needs it. However, the risk for agricultural producers
and processors is the potential gap between when
they invest in water efficiency and availability, and
when that cost can be passed through to consumers.
Given the huge budget problems at both the state
and federal levels, private financing is likely to play
a larger role in the future in helping the industry
obtain the water it needs and convert it into value
for which the consumer is willing to pay.

INDIA — CONTINUED FROM PAGE 1

begin selling its relatively huge hogs in the gigantic
Indian motorbike market. The propensity of the Indians
to buy when they have means is belied by an AC
Nielsen survey in the country that showed, quite similar
to Americans, one-third of Indians consider shopping

a form of entertainment.

Foods They’ll Eat

For U.S. agriculture, the most important metrics
to keep in mind are that Indians eat 35 percent fewer
calories from vegetable sources than Americans, and
half as many grams of animal protein. At the same time
they have 4.5 times fewer arable acres per person than
the U.S. A predominantly Hindu country and therefore
vegetarian, Indians are proving that animal protein
consumption is nonetheless correlated to income,
and the country’s poultry production is expanding
by 15 percent or more per year in response to Indians
getting richer. This results in a projection that India will
increasingly become a net importer of food stuffs.
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In particular, India will need more soybean meal
and maize for its animal rations. As a traditionally
large vegetable oil consumer, India has been exporting
surplus quantities of low quality soybean meal, often
in competition with U.S. exports. However, this should
begin to decline as domestic livestock production
expands. While other feed ingredients are available,
the country is projected to become an importer
of coarse grains (see graph below).

India also presents interesting dynamics for other
parts of the food sector. One of the reported reasons
for Kraft Foods recent effort to buy Cadbury’s is the
latter’s foothold in India. The south Asian juggernaut is
thought to be a $500 million chocolate market growing
at 15 percent per year. Moreover, half the population
has still not even tried chocolate.

Risk Management

While India is a large nation with immense promise,
it is nonetheless a riddle. Politics may well slow the
country’s ability to rationalize its perverse economic
policies and thus buy more American agricultural
products. There is also immense potential political
instability with global warming causing huge disrup-
tions in regional water supplies as the Himalayan
glaciers begin to permanently melt. All of this points
to a need for intensive U.S. diplomatic and commercial
efforts in the region to satisfy both political and
economic needs.

INDIA’'S PROJECTED NET COARSE GRAINS TRADE
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growth needed by billions of poor people. Meanwhile,
countries like Brazil, Russia, India and China (BRICs) have
the fastest growing rate of GHG emissions, and if they
do not mitigate this growth, any reductions by rich
nations would be insufficient to prevent global warming.

Agricultural Trade Risks

If all countries do not join in capping GHGs, then
those that do fear that industries will simply relocate
to where the cost of mitigation is not imposed. This
phenomenon is referred to as “leakage,” and the
Waxman-Markey bill includes tariffs that would be
applied to goods from countries failing to restrict GHG
emissions. Actual leakage is expected to be small, and
instead there is concern that countries may block U.S.
agricultural exports in retaliation for any anti-leakage
tariffs that Washington imposes on others.

Next Steps

The initial ambition of the White House and the
Congressional Democratic leadership was to pass GHG
mitigation legislation before an international meeting in
Copenhagen in December at which the Obama Adminis-
tration is expected to make binding commitments on the
part of the U.S. However, the difficulties being encoun-
tered in passing healthcare reform coupled with the
many challenges in passing climate change legislation
have potentially altered the strategy. Senate Majority
Leader Harry Reid (D-Nevada) recently indicated that the
legislation would not be considered in 2009, which some
analysts contend bumps it to 2011 since next year is an
election year.

Instead, the goal may be to use the Clean Air Act of
1992 to limit GHG emissions via regulatory mandates
by the U.S. Environmental Protection Agency (EPA). This
approach is also risky given that opponents are planning
lawsuits against the EPA on at least three different levels.
One of the challenges would force the agency to follow
the literal wording of the Act and restrict carbon dioxide
(CO2) emissions from sources emitting little more than
250 tons per year. This started some in agriculture to
warn of an impending “cow tax” since a 35-cow dairy
operation produces 250 tons of GHG per year.

This report is current as of October 1, 2009 and is of a general nature only. Great West-

ern Bank makes no representations or warranties that it is accurate, reliable, complete
or up-to-date. You should independently verify any information from the report before
using or relying on it. Please note that past performance is not a reliable indicator

of future performance, and projections and/or forecasts may not be realized. © 2009
Great Western Bank.
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Market Forecasts

Wheat: Even if the U.S. production
forecast drops a little, the world market
is awash in wheat supplies.

Feed Grains: Barring a serious yield-
cutting frost, the bumper crop of over 13
billion bushels will keep prices pressured
lower, even if farmers are reluctant to sell.

Oilseeds: Chinese buying has enabled
attractive price levels, but there are
growing doubts about its sustainability
given the global production response.

Biofuel: Margins are back in positive
territory after suffering through much of
the recession, but its future depends on a
government decision on mid-level blends.

Inputs: Natural gas prices and its
correlated products returned to more
normal levels, but a return to global
economic growth plus policy could turn
them up again.

Capital: The cost of capital remains favor-
able but as soon as inflation reappears,
interest rates are expected to shoot up.

Land: Farm land values finally took a turn
downward after years of accretion but
many still bet there is good value yet to
be gained.

Farm Income: The spring forecast called
for 2009 farm income at $77.3 billion,
but now it is figured at $68.2 billion,

a 30 percent reduction from 2008.

Dollar: The dollar has been declining,
which is good for agricultural exports.
At some point world leaders may decide
to stabilize the greenback.

Exports: The U.S. agricultural export
estimate was raised to $97.5 billion

in value. Though down from 2008,

the upside is a cheap dollar and global
economic recovery.

Processing: Brand names have been
battling it out with store brands even as
companies tried to recoup their losses
from commodity buying in 2008.

Retailing: The recession brought in traffic
at supermarkets, but competition is stiff
as lower commodity prices enable a price
war in some products and geographies.

World Perspectives, Inc.

Great Western Bank



