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Thank you.  I appreciate the warm welcome and the opportunity to join you for your annual convention.  
I’ve been in my new position as Under Secretary for Marketing and Regulatory Programs at USDA for just about seven months now.  At this point, I’m completing that “walking the fields” phase of getting to know the lay of the land.  

I’m talking about that exploratory time after you’ve bought or rented a new quarter section.  I still have a lot to learn, of course, but this is an exciting time to be serving American agriculture.  

As some of you know, I grew up on a farm near Gann Valley, South Dakota.  
I still own farm and ranchland in my home state and have a cow/calf operation.  
But when I was very young, my father owned a small dairy herd, about 20 cows, I think.  I can’t remember too clearly.
One of my earliest memories, from when I was maybe four years old, is going with my older sister to walk the dairy cows in.  I can still hear Dad calling, “Soo, Bossy.”  
Of course, if my father had maintained that dairy herd, I probably never would have slid down the slippery slope of politics and wound up in Washington, D.C.
Changes in the Dairy Industry
Things have changed dramatically in the dairy industry since my father milked cows.  We need to consider these changes as we look at farm policy and programs.  
Our agricultural programs actually pre-date my father’s little cheese herd.  In fact, most farm programs were begun in the 1930s, which pre-dates most of us here today. 
Yet farming has moved far beyond those horse-drawn plow days to GPS and precision agriculture and automatic feed systems. And dairying has moved beyond the days when 60 percent of milk marketed went for fluid consumption by customers near the farms where it was produced.  
In the past 25 years, milk output per cow has risen 50 percent, and milk production has increased by nearly one-third while the number of cows has declined.  Herds are 300 percent larger, but the number of dairy farms has dropped by 70 percent.  

In addition, the product mix has changed.  Fluid milk consumption in the U.S. has declined to 36 percent of output.  But per capita cheese consumption in the U.S. is up 75 percent in the past 25 years.  Production was 182 billion pounds last year and is forecast to be higher this year at about 184 billion pounds.
2007 Farm Bill
As we look toward the next farm bill, we need to keep these changes in mind.  Seven decades ago when our farm programs were created, we had 6 million farms.  

Today we have 2 million.  Further, in 2007, most of our food and fiber will actually come from about 150,000 farms and ranches.  

Today one in three acres of crops is planted for export.  And half the nation’s milk comes from the 4 percent of farms with 500 cows or more.

Yet despite the changes in farming and dairying, many farm and dairy programs are still based on the original approaches created 70 years ago.  We need to bring them up to date.
About a month ago, Secretary Johanns announced his 2007 farm bill proposal, including some changes to dairy programs to bring them more in line with other farm bill countercyclical programs that use historical production as the basis for payments.  

The proposal that the Secretary presented takes a far-reaching, integrated approach to agricultural policies.  It’s a balanced strategy that offers detailed suggestions for change to improve current farm programs and reduce price and production distortions while maintaining a safety net for America’s farmers and ranchers.  

This proposal fulfills Secretary Johanns’ commitment to develop a farm policy that is “equitable, predictable and beyond challenge by our trading partners.”  

It includes an unprecedented commitment to conservation and the environment 
by creating one enhanced cost-share program for conservation with total funds of $21.5 billion over the next 10 years.  The enhanced EQIP would retain the traditional 60/40 funding allocation between livestock and crops.

In addition, the Secretary has proposed a simple, common sense approach to management improvements.  He’s recommending reducing and simplifying programs while maintaining support for American agriculture and improving fairness.

The USDA 2007 farm bill proposal would increase equity by improving distribution of income support and expanding market opportunities.  Especially exciting to me are the provisions that open doors for beginning and socially disadvantaged farmers, expanding opportunities for those who want to get into farming and help for those who want to stay in it.

It’s the most market-oriented approach I’ve seen since 1985.  It will meet U.S. WTO obligations both today—and tomorrow.  
In addition, there’s a focus on energy independence by increasing reliance on alternative fuels, including ethanol, biodiesel and methane. 
The specific provisions covering dairy include:

· Continuing to support the price of milk at $9.90 per hundredweight and continuing the current marketing orders

· Extending the Milk Income Loss Contract, basing payments of $16.94 per hundredweight

· Payment rate would remain at 34% for FY2008, but would then begin to decline…

· With 31% for FY 09

· 28% for FY10

· 25% for FY11

· 22% for FY12, and 

· 20% for FY13 through FY2017

· Establishing MILC payments based on 85% of the three-year average of milk marketed from FY 04-06.  Payments would be subject to:

· The current quantity-based limit of 2.4 million pounds per year.
· The commodity title countercyclical payment limit of $110,000, and

· The Adjusted Gross Income limitation of $200,000.

· Making milk payments consistent with other farm bill countercyclical programs calculated on historical production.

As the debate heats up on the next farm bill, I encourage you to think about what’s best for American agriculture and what’s best for the dairy industry for the long term.  If you’re nearing retirement, the status quo may look good.  

But if you want to spend another 20 or 30 years in this business, what makes sense for the future of your industry and your operation?  Keep that in mind as you consider the various options.

Globalization
And as you ponder what dairy policy should be, remember to consider it in context of the ever-shrinking planet on which we now live. The world is growing smaller, but international marketing opportunities are growing larger.    

The market for milk products has moved beyond Kalamazoo and Kansas City to include Kazakhstan, Kuwait and Korea.  In fact, South Korea has been an expanding market for cheese—partly due to the popularity of pizza there!   
Instead of local, regional or national markets, we’re facing a global market.  Greater transparency and the speed and increase in the flow of information are spearheading greater openness in markets worldwide.  These are global trends we ignore at our own peril.

Exports
Dairy products are now a vital part of our export picture.   Since the U.S. is the strongest dairy-producing country in the world, the potential for export of milk products is tremendous.  

With the phase-out of subsidies in the EU, drought in Australia and poor weather and other difficulties in New Zealand, the U.S. has surged ahead.  We surpassed New Zealand in 2005 as the leading exporter of nonfat dry milk with exports valued at more than $557 million—and exports will be even higher in 2007.  

The U.S. is also a top exporter of whey products with estimated exports valued at nearly $289 million in 2006.  And increased exports are driving prices up—nearly $1.10 per pound for nonfat dry milk and record levels of more than 61 cents per pound for dry whey.  

Innovations
One of the keys to increased exports as well as domestic sales is innovation.  
And the dairy industry has been wonderfully innovative.  

USDA has helped with dairy promotion and research programs.  These programs are working to stimulate sales and to increase awareness for future sales.

There are some exciting programs and possibilities—marketing single serving milk products in vending machines in schools as sugary drinks are removed.  (As a parent, I love this one!)  

Another promising possibility is increasing sales of yogurt in fast food offerings.  

For cheese producers, the international appetite for pizza seems to be unlimited.

As we all know, the key to survival in any business, and increasingly in farming, is innovation.  If you don’t invest, adapt and grow, you will die.  Those who innovate and find ways to use every last drop of their product to add value to other foods will have a chance to thrive.

MRR2
I want to talk for just a minute about the other side of the trade equation—imports.  

Early last month, we proposed to expand the list of allowable imports from countries with minimal risk of BSE—specifically Canada.  This is part of our effort to make U.S. standards consistent with science-based international guidelines.  I know this has been controversial, especially with the recent finding of a ninth BSE case in Canada.

Since 2005, we’ve permitted importation of live cattle and ruminant products from cattle under 30 months of age.   APHIS is proposing to allow imports of live cattle and meat products from cattle born on or after March 1, 1999.
APHIS proposed expansion of imports after conducting a risk assessment following the OIE guidelines that the U.S. will have to meet to receive an OIE designation of controlled risk.   Comments on the proposal are due by March 12.  I encourage you to file comments.  Please let us hear from you about this proposal.

Federal Milk Marketing Program
I want to touch briefly on a few issues related to the Federal Milk Marketing Order Program.  We’re still analyzing the proposal submitted by National Milk Producers Federation and all of the evidence included on the record of the hearing held in mid December regarding Class I and Class II price levels. We’re also reviewing the industry comments submitted at the end of January
Of course, we are still involved in the make allowance issue.  We issued an interim final decision late last year.  The new make allowances were scheduled to be used for February prices.  
But a request to stop the Department from implementing these new make allowances was filed in District Court.  The District Court held a hearing on February 15, and we are awaiting a court decision.  Meanwhile, comments on this proceeding were due January 22, and we will consider them before we issue a final decision on make allowances.

Also, a public hearing on all parts of the Class III and Class IV pricing formulas began on February 26 in Strongsville, Ohio.  As part of our efforts to enhance the transparency of the rulemaking process, we held a pre-hearing informational session in December to begin the dialog on all the Class III and Class IV proposals we had received.  We do understand the need for speed on these proposals, and this is part of our effort to move more quickly.

NAIS
Another issue that dairy farmers need to be involved in is animal identification.  
As you know, the focus of this system is animal health, pure and simple.  NAIS is a tool to help each of you and all of us together to quickly pinpoint and stop the spread of disease among our Nation’s flocks and herds.
Secretary Johanns has made it clear that NAIS is, and will remain, one of his top priorities.  That’s because, as we all know, the threat of a foreign animal disease outbreak in the United States is real.  We need to be prepared since we can’t predict when an outbreak might occur, where it will hit or how severe it will be.

At the same time, we want to be responsive to the needs and concerns of the farmers and ranchers for whom we are developing this system.  So we’ve made some changes in the system in response to feedback we’ve received from producers.  

That includes making clear that at the federal level, NAIS is a voluntary system.  
It’s designed to protect animal health, to protect consumer confidence, to protect domestic and world markets, and most of all—to protect producer economic investment and income.  

You can choose the extent of your participation.  You can choose to simply register your premises and stop there.   

Voluntarily registering your premises today does not commit you to participating in the tagging or tracing phases of NAIS down the road.  That will be a separate decision on your part.

We’ve also improved NAIS to increase confidentiality.  We’ve had producers ask:  

· Are you going to track my animals on my farm?  

· Are you going to give out my private business information in response to Freedom of Information requests?  

· Will other federal agencies have access to information about my operation?

The answer to all these questions—and many more we have received—is NO.  

We have specifically built safeguards into NAIS to ensure that private business information is protected.  Animal identification and tracing information will be kept in state and private databases, not with USDA.  It will only be accessed when there’s a need to trace animals in a disease outbreak situation.

Secretary Johanns has said repeatedly that USDA will protect farmers and ranchers’ private information.  We take our responsibility for confidentiality seriously.  We will not betray the trust that farmers and ranchers place in us through NAIS.  That trust goes to the core of the development of NAIS as a true partnership.

Producers also told us they’re concerned about costs.  Of course, the first step—premises registration—is free.  But animal identification and tracing will have costs involved.  

Our goal is to keep those as low as possible by encouraging a wide variety of options for tags and multiple databases for tracking.  We want as much competition in the marketplace as possible.

If you’d like more details on any aspect of NAIS—premises registration, animal identification or tracing, please visit our new improved website:  www.usda.gov/nais.  You’ll find all our new outreach materials—and more!   

So, where do we stand?  Right now, and for the next year or so, our primary focus for NAIS is going to be on getting premises registered.  The big push is on commercial operations, but we’re encouraging everyone who has livestock—even just a backyard flock or a couple of riding horses—to register their premises.

Secretary Johanns challenged us to get 25 percent of premises registered by January 31.  I’m pleased to report to you that we’ve met that challenge. We’ve signed up more than 363,000 premises out of about 1.4 million.  

In California, you have about 32,500 premises, and you’ve got nearly 14 percent—just over 4,500—registered.  And I assume many of them are dairy! 
So we still have a ways to go to demonstrate to folks in California—and across the country—that NAIS has value for them.  We know that meeting our ultimate goal—having a critical mass of producers on board by the end of January 2009—is going to be much more challenging.  
We recently signed a cooperative agreement with the pork producers to reach out to farmers and ranchers and promote and push registration.  We’ve asked other producer groups to submit requests for proposals for additional cooperative agreements.  We expect to allocate $4 to $6 million for these agreements in FY 2007.  I encourage you to apply.
Conclusion
In summary, I think 2007 will be a pivotal year for American agriculture and for the dairy industry.  Milk production will rise, but exports should continue strong as global demand continues and the value of the dollar favors exports.  Opportunities for innovative products and marketing ideas will continue for the domestic market as well.
Discussions on future farm policy will intensify.  The Secretary has proposed a strategy to move forward with programs that will support producers and keep trade flowing.    
I hope 2007 will be a good year for each of you.  
