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Good morning? I enjoy being back before the Outlook Conference
to provide a consumers perspective on food price and consumption
in 1984. I have spoken to this conference several times. I remember
giving the consumer response in 1979, a year in which food prices rose
by double diqit rates. Since that time, as we have learned, food
price increases have fortunately been far more moderate. I guess
the first conclusion I would draw is that it takes a good strong
dose of inflation to get the Department to put us on the program.

While there may seem to be no relation between these events, in
truth there is. There is no question that when food prices rise or
are projected to rise, policy makers and members of the industry
become highly concerned about what consumers think and what they are
going to do. Yet it is supremely ironic that what causes such
concern in the long run is of precious little concern when the policies
that cause, or at least risk, the inflationary impact are being
formulated.

This morning we have heard that while over the short term
higher feed prices will encourage animal producers to reduce animal
inventories, thereby increasing slaughter and meat supples—putting
a downward pressure on retail meat prices, the chickens will come
home to roost, so to speak, later next year. As meat supplies are
reduced, and then farmers deliberately hold animals off the market
to rebuild cattle herds, meat supplies will rebound downward, exerting
a strong upward pressure on meat prices.

Our speaker has suggested that overall food prices will rise
between four and seven percent next year over this year, with the
bulk of that increase coming from higher meat prices. Most of that
increase will occur for pork and the greatest impact will be felt
in the third quarter. I certainly hope consumers take advantage of
the good price opportunities available today!

We have heard that this increase is the result of a severe
drought which has cut production of corn and soybeans primarily used
for animal feed, by 40-50 percent. But we should not overlook the
fact that another key reason for reduced production— and for the
higher prices consumers will next year pay--are the policies adopted
by the U.S. government.
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It is ironic that an Administration which came to power pledging
to reduce federal expenditure and to get government out of the nation's
business has put into effect one of the most expensive and interven-
tionist farm programs in history. Yet this is what has happened in the
form of the Payment in Kind or PIK, program and it is what is aggra-
vating the effects of the drought and its impact on consumers and the
general economy.

The PIK program has been criticized for a number of reasons

—

including the fact that it will benefit mainly larger farmers with
the greatest acreage under production historically—especially because
the Administration chose not to apply the traditional $50,000 payment
limitation to the program. In addition, many have expressed great
concern that the conservation goal of the program would not be reached.
Policing compliance is another problem, but the big criticism of the
program is cost— largely to provide the payments in kind required by
the PIK program, a total bill of over $20 billion is expected to be
paid by the U.S. taxpayer.

While the consumer price increases expected next year can
not be blamed on PIK; there is no doubt that by reducing production
and drastically drawing down federal grain reserves, prices will be
boosted next year and we will be placed in an extremely vulnerable
position for future years. If, for example, we should have, a repeat
performance for the weather next year I don't see how we could ever
expect to get out of the economic mess caused as a result, with anything
less than double digit food price inflation.

It is the lack of planning for the possibility of drought that
bothers me most; in its eagerness to build farmer participation, the
Administration built sizable incentives into the program and agreed
to pay corn farmers 80 percent of their average yield and wheat farmers
95 percent. This generosity with publicly-owned grain reserves has led
to an excessive idling of land and an unnecessarily large give-away of
grain and it has placed us in a very vulnerable position for the future.

Unfortunately, the dye is cast for foqd price impact from PIK and
other federal programs for 1984; as far as that program goes there does
not appear to be too great a use for a continuation into next year simply
because the stocks aren't there to permit it. But in other areas, are
there actions that the government could take to reduce the pressure of
food price inflation for this year and next?

The answer most certainly is yes . Especially in the areas of
dairy and sugar could the Administration be instrumental in reducing
food prices over the coming months.

The dairy program offers perhaps the best opportunity. The
program has been running out of control for some time and government
purchases of surplus products and the expense of buying such products
is staggering. This year taxpayer expenses for the program will
exceed $2.5 billion.
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Currently there are two proposals pending to solve or at
least diminish the dairy price support problem. One would continue
to assess dairy farmers 50C for every hundredweight of milk they
produce, set up an additional assessment for product promotion
purposes, and implement a new PIC program for dairy producers. By
PIC I do not mean the term in the way it has been applied to the
grain programs--for dairy farmers the acronym would be PIC or
"payment in cash"—each farmer would get $10 for every hundredweight
of milk not produced. Again, with no limitation, payments to
producers will be greatest for the largest farmers and government
checks will reach hundreds of thousands of dollars for many. While
some have said that the 50C assessment will pay for the diversion, I

ask you—where does the assessment come from? It comes from dairy
incomes supported through a 2.5 billion dollar support program.

While this proposal would reduce the support price by 50C
and possibly more in the future, there is another proposal that
would cut the price by as much as $1.50 per hundredweight are likely
around $1. To us this plan is clearly preferable as it would
significantly reduce consumer prices and give a substantial boost to
milk consumption. In fact, as compared to the other option, the
alternative we favor would spare American consumers nearly 4 billion
dollars in purchases of dairy products , and lead to an increase in
milk consumption of nearly 4 billion pounds— or almost one
gallon of milk and one pound of cheese annually per capita.

With respect to sugar, current legislation supports domestic
sugar producers at levels 8-10 cents per pound above the world
price, and the Administration provides, through duties, fees and
quotas on sugar imports, a domestic market price substantially
above the loaned rate to insure that sugar producers have a profitable
market for their product and thus do not default on their loans.
Yet it is widely observed that the price maintained by the Administration
is far higher than that necessary to accomplish this objective, and
that the "market stabilization price: could be reduced by 3.5 cents if
minor Administrative changes were made in the program. These changes
would save consumers up to 1 billion dollars annually, but the
Administration has refused to consider them seriously.

As the evolution of these policy issues illustrates, consumers have
come to realize the great stake they have in agriculture policy.
Since the explosive period of food price increases in the 1970 's,

consumer involvement in the policy debates have grown. In an era
of volatility and vulnerability, consumer participation is becoming
a critical component in the decision-making process. As we face
the prospects of steep price increases in the second half of 1984,
it will become necessary for Congress and the Administration to
address the consumer perspective in the process. Only if this
happens will it be possible to bring balance to the policies and
stabilize food prices and budget costs.
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