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Mr. Chairman, Ranking Member and members of the committee: thank you for the opportunity to testify on the critical state of America’s dairy industry.  My name is Tom Wakefield and I am a dairy farmer from Bedford, Pennsylvania.  My brother, Jim, and I own and operate J.T.J. Wakefield Farms, Inc. with the help of family members.  My nephew, Scott, works full-time on the farm and my sons, JT and Thad, work part-time, as they are a junior and freshman respectively at Penn State University.  We milk 150 cows and crop a total of 600 acres, which includes corn, soybeans, alfalfa and barley.  

I am on the Board of Directors for my cooperative, Land O’ Lakes and I also serve on the Board of Directors for the National Milk Producers Federation (NMPF).   NMPF develops and carries out policies that advance the well being of dairy producers and the cooperatives they own.  The members of NMPF’s 31 cooperatives produce the majority of the U.S. milk supply, making NMPF the voice of more than 40,000 dairy producers on Capitol Hill and with government agencies, and I am offering this testimony on their behalf.  

First, I would like to express the dairy producer community’s strong appreciation to the many members of this Committee, as well as several other Members of Congress who have been devoted to the health of the dairy industry in their district or state, and who have worked with the Administration to try to effectively use the tools at USDA’s disposal in an effort to preserve our nation’s dairy farms during this period of widespread economic hardship.  Congress put in place several measures in the 2008 Farm Bill that USDA has the authority to use to try to address this problem.  We have been fortunate to have good partners in many in Congress and in Secretary Vilsack in trying to find ways to best utilize those programs during this historically trying time for our industry.  These very useful measures have helped to blunt the impact of the crisis currently facing U.S. dairy farmers.  
Economic Crisis:

U.S. dairy farmers are currently experiencing an unprecedented financial catastrophe.  The sudden loss in late 2008 of export market-based demand equivalent to about three percent of domestic milk production has thrown the industry into a supply-demand imbalance of magnitude never before experienced.  During January through May this year, the U.S. average all-milk price reported by USDA/NASS has averaged $4.80 per cwt. below the U.S. average cash cost of milk production, as reported by USDA/ERS.  As a result, approximately $3.9 billion dollars of dairy producer equity has been lost during these five months.  More recently, the milk-feed price ratio for both May and June (which remained the same for both months) was at its lowest level since the current form of that calculation was created in 1985.  The chart below demonstrates visually just how extreme the discrepancy between milk prices and input costs is currently and in comparison to recent years.  
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The primary cause for the severely challenging situation facing America’s dairy producers is the abrupt decline in export market demand beginning last fall.  That was brought on due to an ill-fated combination of the onset of the global economic crisis, combined with a resurgence of milk supplies in Oceania once New Zealand and Australia’s recent drought problems abated.  This combination of events contributed to a sudden imbalance whereby global demand fell significantly short of available supplies.  Because the U.S. market had gradually increased production to respond to the international market signals being sent in recent years that indicated higher demand for U.S. dairy products, U.S. producers found the rug pulled out from under them when such a significant portion of the market for U.S. milk evaporated in the latter part of 2008.

Some have claimed that the problems we face are a result of a surge in unrestricted imports, particularly Milk Protein Concentrates (MPCs) and casein products, two tariff loop-hole avenues that importers have made strong use of in recent years.  NMPF has long called for establishing tariff-rate quotas on MPC and casein, in keeping with our WTO rights and obligations.  However, it is important to set the record straight regarding the cause of the problem we are now facing in order to develop the best response tools to address it in both the short and long term.  

The truth is that we have not seen a significant surge in imported dairy products into the U.S.  Imports of MPCs through April are up slightly at 3% over last year, although this is a small change.  By the official import data, imports of caseins are actually down somewhat from the same period in 2008.  Imports of other notable dairy products such as butterfat (up 40% from a relatively small 2008 volume) and cheeses (down 7%) face limitations due to existing tariff-rate quotas.  NMPF continues to support the creation of TRQs for loop-hole products such as MPC and casein and it is essential that we zealously enforce importers to comply with U.S. standards and trade obligations; however imports are not the cause of the problem we are facing.  Stepping blindly back from active engagement in trade and from the global market would do more to harm the future prospects for our industry than to help them.
The chart below depicts the U.S. dairy trade balance on a milk solids basis as a percentage of U.S. milk production.  The chart shows that on a total milk solids basis in 2009 year-to-date, imports of dairy products are actually down compared to recent years.  What is particularly notable – and the largest  cause of the current economic crisis facing our industry – is the steep drop in exports from 2008 to 2009, driven by a much lower global demand and larger supplies from exporters that are moving aggressively to push their own products off their shores at whatever price necessary.   
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Response to Situation:

What is widely acknowledged within the dairy producer community is that we need a combination of approaches to deal with the current situation.  To address the underlying problems that caused this crisis and the many industry factors that have contributed to its depth and protracted nature, we need to focus on solutions that avoid recurrences of the present milk pricing dilemma in the future. 
These dire conditions have caused many in our producer community to begin to cast about for various solutions to this problem.  As a national organization representing dairy producers throughout America, NMPF is keen to ensure that we spend our industry’s and our government’s valuable time and energy pursuing only realistic and rational proposals that would appropriately address the situation we are now facing.  

Towards that end, NMPF has created a Strategic Planning Task Force to build consensus across the dairy producer community with respect to the underlying factors affecting producer prices and to examine ways in which the producer community can realistically work to address those factors.  The goal of this Task Force is to analyze and develop a long-term strategic plan for consideration by the NMPF Board of Directors which will have a positive impact on the various factors influencing both supply and demand for milk and dairy products.

Through a round of listening sessions, the Task Force will bring in organized producer groups representing different segments and constituencies all across the country to obtain widespread input and access to the best ideas.  Individual cooperatives have also been invited to provide proposals to the Task Force for consideration and review.  Following its meetings with the various dairy producer organizations, the Task Force will analyze and discuss the many proposals and options, and ultimately develop recommendations for the NMPF Board of Directors.  We believe this is the best way to get input from the producer community in order to develop a plan for the future which can be embraced across the many dairy-producing regions of America.  
While that long-term planning process is underway, however, actions are needed in the interim to address the significant economic plight of dairy producers on an immediate basis.  A combination of several measures is needed to try to deliver short-term relief to dairy producers to see them through the current crisis and to bolster demand domestically and internationally for U.S. dairy products.  
To do our part to address the immediate crisis facing the industry, the National Milk Producers Federation, through its CWT program, has been attacking the supply-demand imbalance directly at its roots, by removing dairy cows from the national herd.  Dairy producers have spent $115 million of their own hard-earned money this year on our most recent herd retirement program, the largest one in CWT’s history, and are prepared to spend up to $160 million more in subsequent rounds of our program in the near future.  More than 150,000 producing cows have been removed through the two most recent rounds of CWT dairy herd retirements, and subsequent rounds will follow soon.

Given the magnitude of this situation, however, we also need continued active involvement from the Administration to help see America’s dairy farmers through this crisis in the short-term so that our industry can make better and more sustainable plans for the future.  It is because of this that NMPF has recently asked USDA to temporarily increase the CCC purchase prices for cheese and nonfat dry milk under the Dairy Product Price Support Program and that USDA offer to purchase cheese that meets commercial standards (Chicago Mercantile Exchange or NASS reporting standards), which could be immediately used in food assistance programs.

Mindful of the budgetary pressures facing our nation, we proposed that the higher CCC purchase prices be put in place for only three months and be set at the levels NMPF originally proposed for the DPPSP program in the 2008 Farm Bill:  $1.19 per pound for block cheese, $1.16 per pound for barrel cheese, and $0.84 per pound for nonfat dry milk.  As this committee is well aware, such an action is expressly authorized by the 2008 Farm Bill which merely directs USDA to purchase those products at prices “not less than” those specified in the legislation.  We are thankful that Congress had the foresight to allow USDA the leeway to set higher purchase levels if they were determined to be necessary.  If both the price increases and the equally important commercial cheese standard proposal were put in place during July through September, they would prevent the loss of approximately $235 million in U.S. dairy producer income during that period.  
An equally important measure is the use of our WTO-authorized, Dairy Export Incentive Program (DEIP).  NMPF is urging USDA to build on the positive step taken in May to announce the 2008-2009 Dairy Export Incentive Program (DEIP) by moving quickly to open the 2009-2010 DEIP year for bidding.  We are appreciative of the step USDA took early last week to announce the full allocations for the current DEIP year and hope to see the critical next step of opening the bidding process to use the entire amount of the allocations soon thereafter.    Full use of DEIP, which would be facilitated through allowing the maximum time period possible for submission of bids in the current 2009-2010 marketing year, has the potential to move the equivalent of more than 1.5 billion pounds of milk to overseas markets.  This would be a strong positive step towards alleviating considerable pressure on U.S. markets and the DPPSP.

In addition, we applaud the steps that USDA has taken to use Food and Nutrition Service funds to purchase dairy commodities for use in the feeding programs so much in demand in these currently challenging economic times.  This is a useful tool to help provide much-needed support to dairy producers while also helping to feed the many hungry families throughout our country.  The use of Section 32 funds, once they are provided to USDA through the current appropriations process, would also help significantly to achieve these same goals.
We ask the members of this Committee to join with us and our fellow dairy farmers across this country in calling on USDA to use those tools already at its disposal in order to help dairy men and women make it through this historic economic catastrophe.  We hope that through continued industry actions such as CWT, we can bolster the effectiveness of the programs USDA can bring to bear on the problem to jointly address the suffering in the dairy producer community.  
NMPF looks forward to working with the members of this Committee on the best use of existing USDA programs and authority to address this crisis in the near-term.  We also would be pleased to provide additional information at a later date on the producer-driven outcome of our Strategic Planning Task Force once it develops a longer term plan for how to help ensure that we do not find ourselves back in a similar situation any time soon.

Thank you.
