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Chairman Boswell, and Members of the Subcommittee, my name is Mechel Paggi, I am the Director of the Center for Agricultural Business at California State University, Fresno. I appreciate the opportunity to testify today on the state of the farm economy in California. 
California has the largest agricultural economy in the United States.  If California was a country it would be the 5th largest agricultural producer in the world in terms of agricultural revenue as a percentage of GDP.  Farm production generates around $36 billion in annual revenue to our state.  In addition, activities related to the processing, transportation, handling and marketing of products such as milk, tree nuts, grapes, processing tomatoes, cotton, vegetables and nursery products create additional jobs, income and tax revenues that are vital to state. For every $1 billion in farm sales, there are about 18,000 jobs created in the state in the farm sector itself plus another 7,000 in other industries. 
About one half of all the fruits, vegetables and nuts grown in the United States come from our state. California products play a major role in programs designed to enhance child nutrition by supplying fresh fruits and vegetables for school lunches and snacks.

California agriculture is also integrally linked to the global economy. On average 28% of California’s agricultural products go to international markets. Exports of some important crops such as tree nuts regularly amount to over 50% of California production. The on-farm value of California’s agricultural exports exceeds $10 billion and the final export value is many times greater. For every $1 billion in exports 16,000 jobs are created. Our nation’s agriculture is one of the few segments of our economy that enjoys a positive world trade balance and California is a big part of that accomplishment.  
Unlike many other states the majority of California agricultural producers are not participants in commodity programs that provide direct income and price supports. Government payments make up less than 3% of gross farm revenue in California compared to areas like the Midwest where farm payments account for around 11%.   However, California agriculture does benefit from some federal and state programs and policies that provide support in areas such as marketing and market information and plant and animal health and safety.   

Today the economic viability of California agriculture is being challenged. A number of factors have combined to create an environment that is making it difficult, if not impossible, for growers who are among the nation’s most innovative, in one of the most productive agricultural areas in the world, to maintain their current operations.  
Arguably the most important and immediate challenge facing California agriculture is the availability of water. California is currently in the third year a drought with conditions among the worst in recent memory.  The lack of adequate rainfall and snow pack has resulted in the lowest average reservoir levels in 17 years and severely diminished recharge of ground water supplies.  In addition federal judicial action has restricted deliveries of water from the north to the south in efforts to enhance the environment for certain endangered fish species.  
The climate related drought and legal restrictions will combine in 2009 to severely restrict the flow of water from the two largest water storage and conveyance projects in California. The U.S. Bureau of Reclamation has informed producers in the western central San Joaquin Valley they can expect to receive zero deliveries of water from the federal Central Valley Project (CVP) this year, down from 45 percent last year.  The CVP supplies about one-fourth of the water used by California farmers and is the primary source of water for the 600,000 acre Westlands Water District (WWD) in western Fresno and Kings Counties. The WWD is the largest irrigation district in the United States; farms in the district produced about $1.3 billion in agricultural products in 2008. Reports indicate deliveries from the State Water Project (SWP) are expected to decline to 15 percent, from 35 percent last year. The SWP is the state’s largest water delivery system serving Southern California 
A recent study by UC-Davis estimates that as a result of the cutback in water availability we'll lose about $2 billion in income Central Valley. That same study estimates about 850,000 acres of cropland in California will be idled resulting in a reduction of about $800 million from lost farm revenue and additional $1.2 billion decline in income associated with a loss of some 70,000 jobs in farming and support industries, many in the valley's small, rural towns.  Towns like Firebaugh and Mendota, where unemployment is likely to reach the 40 percent range.  While conditions are most severe in the San Joaquin Valley, the Department of Water Resources estimates indicate losses of around $300 million distributed across the North, Sacramento Valley, Central Coast and Southern regions. 
At the same time California producers are struggling under drought conditions, the worst economic recession in the 26 years in the U.S. and related global economic downturn has created another set of problems for California agriculture.  For example, the tightening of credit markets has made access to funds for investments in water saving technologies (e.g. subsurface drip systems) and new wells for supplemental ground water supplies, more difficult. Declining export demand has contributed to a collapse in commodity prices.  The decline in foreign demand for cheese has contributed to a rapid decline in California milk prices. The current downturn in the dairy industry has negative spillover effects in the California feed and hay markets as well as support industry services. Cut backs in orders from China, India and other important overseas customers in the face of another record crop have contributed to a fall in almond prices. Few, if any, agricultural products in the state have not seen negative effects from current economic environment.

A few specific examples help demonstrate the magnitude of the problems facing California Agriculture.  The statewide average price for Class 1 milk was $18.81 May, 2008; the March 10, 2009 reported price was $11.60 a decline of over 38%.  The reference prices for dairy products (butter, cheddar cheese, non-fat dry milk and dry whey) have declined from $18.91 per lb. to $12.05 per lb.  State average milk production costs, even with reduced feed costs are in the $12 to $14 dollars per cwt range.  
As one California analyst put it, when the buyer of 75 percent of the hay and feed produced in the state is hurting financially we have a problem.  The weighted average price for supreme alfalfa hay delivered to dairies in the Tulare-Visalia-Hanford area sold for around $265 last year, on March 27, 2009 that same class of hay is selling for $163 per ton.  
These problems are hopefully cyclical in nature; rain and snow will return to replenish our reservoirs and recharge the ground water; and the economy will recover here and abroad. However there are elements of the current water crisis and other issues facing California agriculture that involve programs and policies effecting the agricultural economy that persist across market and climate fluctuations.     

The current problems associated with the lack of water available to agriculture will not disappear with a return to normal weather patterns.  California water use within the context of the existing storage and conveyance systems is likely not sustainable. Department of Water Resources reports indicate that even in periods of average precipitation California has an overdraft of around 2 million acre feet.  The solution to this problem will require a combination of increasing storage capacity, increased conveyance capability and increased adoption of conservation practices among all users. To implement these solutions will require a public/private sector partnership at the local, state and federal level. In addition some consideration must be given to modifications of existing endangered species act provisions. In periods of extreme drought short-run needs to make water available for citizen use and food production may take precedent over the long-run species protection goals, an issue that will need to be addressed at the federal level. 
Another area of continued concern is linked to California agriculture’s dependence on a reliable supply of agricultural labor. In a recent poll of California Grape and Tree Fruit League Board of Directors, immigration reform was rated the number one priority issue for 2009. The single biggest expense for these producers is labor costs. Since the fresh market is the first choice for most fruit producers, hand picking insures minimal damage to the fruit, insuring a greater share of the crop will meet the qualifications for selling in the fresh market. Farm labor is also critical to tree nut production, dairy operations and to a lesser extent in grain production. California producers, particularly grape, tree fruit and berry farmers, employ around 450,000 workers during peak harvest season and 300,000 in off peak periods. Some reports indicate that as much as 85 percent of this farm labor payroll is made up of undocumented workers. The development of a program to establish a legal and reliable agricultural workforce is critical to the California agricultural economy.  

California producers have adopted farming practices that comply with most stringent standards for food safety in the world. Our dependence on foreign markets and reputation for high quality require it. Despite these efforts the difficulties associated with the existing programs and policies related to the detection and control of outbreaks of food borne illness in the U.S. can result in substantial negative economic consequences for the agriculture industry.  Most recently an outbreak of salmonella Saintpaul was initially attributable to fresh tomatoes consumption. Ultimately the outbreak strain of salmonella Saintpaul was traced to Serrano peppers grown on a farm in Tamaulipas, Mexico.  Not a single tomato linked to ill persons and randomly collected from the distribution chain in outbreak states were found to test positive for Salmonella. But the damage was done. Industry estimates put the losses to the tomato industry in excess of $100 million. In California retail sales of tomatoes were down more than 50 percent even after tomatoes had been cleared from suspicion. These events suggest the need for an examination of FDA programs and policies with a view toward discovering what can be done to prevent future unsubstantiated warnings and related market disruptions. 
As mentioned earlier, the returns for many California agricultural products are highly dependent on export markets.  However in some cases producers are subject to market disruptions that result from trade policy decisions over which they have no control.  The recent canceling of a NAFTA cross-border program that gave Mexican truckers access to U.S. markets is a ready example. In retaliation Mexico has targeted a total of 36 agricultural products for increased import tariffs.  Included in the 36 agricultural products targeted for tariffs are: onions, strawberries, cherries, pears, wine, almonds, juices and peanuts. Some will be taxed at 10-15 percent, some at 20 percent.  Among the most disturbing for California producers is the intention to place a 45 percent tariff on imports of fresh grapes. Mexico is the second largest market for California fresh grape exports, accounting for over $49 million in 2008.  Clearly this policy action can have negative effects on the growing market for California agricultural products in Mexico. In contrast Congressional inaction on pending trade agreements with Columbia, Panama and South Korea may prevent California and other U.S. producers from capitalizing on potential market opportunities.  To provide a more competitive international market place for California and U.S. agricultural products will require Congressional action leading to the adoption of pending beneficial trade agreements, compliance with obligations under existing agreements and continued efforts to secure meaningful trade liberalization with increased agricultural  market opportunities in a multilateral setting (Doha).  
There are many other areas that need to be addressed such as infrastructure revitalization for roads, ports and rail; the development of programs designed to promote agricultural contributions to carbon sequestration; the role of bio-fuels; improvements in border security to prevent entrance of damaging foreign pests and diseases to name a few.  

The agriculture community in California and our elected representatives will need to continue to work with our colleagues from other states and in other industries and interest groups to develop innovative policies and programs that address the issues discussed today.  Identifying areas of concern and understanding the issues involved is a first step in that direction. Hopefully the information provided in this hearing has helped in that regard.  At the end of the day we all need to work toward improving the system that can provide assistance to the resolution of immediate crises and establish the elements of a strategic pathway to a prosperous future for U.S. Agriculture and rural America. 
Thank you again for arranging this public hearing to better understand the state of the agricultural economy and for allowing me to share my views of current issues facing California agricultural interests. 
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