$10 Corn? $20 Wheat?: The Urgent
Need for Strategic Reserves (W,

WHY Do WE NEED A STRATEGIC RESERVE?

With corn prices hovering near $8, up from $4 a few months ago, and carryover
stocks, both domestically and internationally, at dangerously low levels, we are just
one drought or natural disaster away from catastrophe, both for our livestock
industry and for our own food security. In 1996, government-held and farmer-owned
reserves were eliminated under the Farm Bill. Such a short-sighted decision has left
America’s food security in severe peril. A Strategic Reserve akin to the Strategic
Petroleum Reserve is urgently needed for several reasons:

1. Ensure Viability of Our Livestock Industry. Many agriculture and commodity
groups are clamoring for stability in corn prices, a “safety valve” to ensure
that corn doesn’t reach $8-10. Dairy farmers besieged by low prices now have
to also deal with speculative feed costs. While some commodity groups, such
as the National Chicken Council, National Pork Producers Council and
United Egg Producers, are arguing that we need to dismantle our
conservation programs (such as CRP) to stabilize corn prices, a far more
responsible and sustainable approach would be to establish a grain reserve.

2. Preserve Our National Security. Few Americans realize that when our nation
went to war five years ago, we only had 5 hours worth of corn reserves. We
only had 8 hours worth of soybeans and 11 days worth of wheat. But we had
30 days supply of petroleum in the Strategic Petroleum Reserve.

3. Guarantee Stability to Farmers and Reduce Government Outlays. Farmers
for the past few years have had to endure low prices that do not meet their
costs of production. Million in taxpayer subsidies were needed to help make
up for lost income. As recently as 2006, corn was selling for under $2 and
many farmers are still struggling with exploding costs of production, even
with relatively higher commodity prices. Farmers deserve a price that covers
their costs of production and having a reserve would help buffer against low
commodity prices while also putting a damper on speculative markets.

WHY IS A RESERVE SO URGENT?

Dangerously Low Reserves
» USDA Predicts Lowest Global Food Stocks on Record! On May 11, 2007,
USDA released predictions that world grain supply stocks will plunge to a




53-day equivalent—the lowest level ever recorded since USDA began
publishing this data 47 years ago and possibly the lowest level in over a
century.

» U.S. Wheat Stockpiles Lowest since 1948! The U.S. Department of
Agriculture said in a report on February 8, 2008, that inventories will be
the lowest since 1948 when farmers grew less wheat and shipped supplies
overseas to help countries rebuild after World War II. Global stocks are at
30 year lows.

Concern Over Low Reserves Widespread

House Agriculture Chairman Collin Peterson: “We are looking at creating an
ethanol reserve and maybe even an animal-feed reserve—similar to the
petroleum reserve. It would take money, and there are differences among people

about whether we should do it or not. But I think it would be a good thing.”
(NVational Journal, 4/14/07)

USDA Economist Keith Collins: “We are in a much riskier environment because
of the very tight supplies we have in the United States and in the rest of the
world.” (National Journal, 4/14/07)

Gregory Page, CEO of Cargill: “We just have to be sure that the more-is-better
mindset [regarding ethanol] doesn’t get way out ahead of the capacity of the land
to provide the fuel. ... What we would like to see is some thoughtfulness about
what we will do if we have a weather calamity.” Such concerns are more than
theoretical: In 1970, a widespread outbreak of a fungus called Southern corn leaf
blight destroyed 15 percent of the U.S. corn crop, and in 1988, drought reduced
U.S. corn yields almost 30 percent.” (Washington Times, 5/25/07)

DTN Washington Columnist: “At the same time, the system is clearly becoming
more vulnerable to shocks of all kinds—especially from bad weather in any large
area almost anywhere in the world. If that happens, as it inevitably will sooner
or later, questions about the wisdom of restructuring the level of market risk
with no safety net for most of the participants can be expected to be asked
pointedly of policy officials everywhere. It deserves to be a serious part of this
year’s farm bill debate before, not after such an event, Washington Insider
believes.” (DTN, 5/15/07)

Joy Philippi, National Pork Producers Council: “Of immediate concern is the
availability of corn next summer. Economist Bob Wisner at Iowa State projects
that, based on data available as of April 1, an end-of-year corn carryover of only
788 million bushels for 2007. This is less than four weeks’ worth of utilization.
The last time there was this small a level of carryover was in the fall of 1996

when supplies got down to about two and a half weeks’ worth.” (Testimony before
Senate Agriculture Committee, 4/18/07)




WEATHER DISASTERS NOW THREATEN U.S. FOOD SECURITY

Disastrous Midwest Floods Threaten to Further Cut Corn Production. 55 of Iowa’s
99 counties have been declared disaster areas due to the recent June floods.
According to the USDA, as of June 1st, about 74 percent of the Iowa corn crop had
emerged from the ground, compared with the previous five-year average of 89
percent. Hundreds of thousands of acres of corn and soybeans are in jeopardy in
Southern Wisconsin. In Indiana, 29 counties have been declared disaster areas,
with an additional 15 counties possibly joining in that designation.

USDA Projects Corn Shortfall for 2008. In response to adverse weather and crop
production reports from the Corn Belt, USDA revised its forecasts on June 10 for
the 2008 corn crop, projecting yields to fall 10 percent short of government forecasts,
the biggest drop in 13 years. USDA is predicting corn production to fall to 11.73
billion bushels.

Corn Broke $7 on the Chicago Board of Trade in June 2008. Due to the weather
calamities in the Midwest, corn prices broke the $7 barrier on the Chicago Board of
Trade in June 2008 and was approaching $8 with no end in sight.

Economists Predicting Severe Food Inflation. “Given the flooding we see today,
we're likely to see prices go significantly higher based on the weather,” said Chad
Hart, an agriculture economist at Iowa State University. “This is a significant
event. We were already having production issues before this occurred, all across the
Midwest. This can have gigantic implications.”

Economist Predicts 9% Food Inflation Per Year Thru 2012. A study issued in June

2008 by the former chief economist of ConAgra Foods predicted U.S. food prices may
rise 9 percent a year through 2012, partly due to increased demands from biofuels.

UNITED STATES CUPBOARD IS BARE

USDA Sells off Last of America’s Remaining Grain Stocks.
Currently, the U.S. only possesses a very small Emerson
Humanitarian Trust Reserve. In May 2008, USDA said it
would sell off 18.3 million bushels of wheat from the Reserve
for international food aid, leaving only 5.8 million bushels on
hand as our entire cupboard. That is about one loaf of bread
for 300 million Americans with no other stocks available. No

peanuts, milk, rice, corn, sugar are left in America’s pantry.
(CCC Commodity Inventory, 5/1/08)




