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When the market moves, there is
usually more than one single factor
involved. This is especially true the
more long-term we look at the market.
But it is also common that one factor
or another may have a stronger influ-
ence at any given time on the status of
the market.

It seems strange that over the past
few months a rise of price in the cattle

market has coincided with concern
over the new rules proposed by GIP-
SA. It is a fact that cattle numbers are
down to historic lows. This has been
brought into being because of a his-
torically lengthy fourteen year liqui-
dation phase. Such a long liquidation
phase is an indicator of a broken mar-

ket. There is no reason not to believe
that such a short supply would have
an effect on the market. But it is also
easy to believe the short supply is not
the sole factor at work.

Human nature makes us check our
speedometer when we see a cop car
by the side of the road. We instinctive-
ly make sure our speed is just under
the limit. Usually that involves slow-
ing down just a bit when we think we
are being watched.

I also think that the meatpackers
and others in the supply chain have
been guilty of collusion in the mar-
ket. Much of that collusion, I think,
has been tacit, and therefore difficult
to see and prove. But as the supply
diminishes, the possibility to collude
quietly diminishes with it. The meat-
packers, knowing they are being
watched, and with new regulations on
the table, they are driving more care-
fully now.

Therefore, I think part of the cause
for our good prices for cattle right

Please see STEVENSON on page 5
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Disclaimer

The opinions of the authors
presented in our newsletter are
their own and are not intended to
imply the organizations position.
OCM has membership with diverse
viewpoints on all issues. OCM is
commiitted to one and only one prin-
cipal; competition.
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What’s next?

THOMAS F. “FRED” STOKES
ExecuTtive DIRECTOR

n a February 9th Iletter to

Agriculture Secretary Vilsack

and Attorney General Holder,

Senators Patrick Leahy and

Charles Grassley state; “we

would appreciate an update as to

what the DOJ and USDA plans

for its next steps.” The two senators, Chair-

man and Ranking Member of the Senate

Judiciary Committee, were referring to

following-on actions after the conclusion

of last year’s joint DOJ/USDA workshops.

“What’s next” seems to be the question on

the minds of lots of folks these days. I fre-

quently hear; “They’'ve given us hope and

the expectation of better days for farmers

and ranchers, but when will we see some
action?”

In 2009, plans were announced for a his-
toric series of workshops to examine the

Ing the Marketplace:

competitiveness and fairness of markets
that affect the livelihood of farmers and
ranchers. Also at that time, DOJ began an
investigation of anticompetitive practices in
the transgenic seed industry.

Between March and December of 2010,
a series of five workshops were conducted,
dealing with row crops, dairy, poultry, live-
stock and retail margins.

On June 22, 2010, the proposed GIPSA
Rule was posted on the federal register.

During July of 2010, the results of a per-
formance review of the NCBA handling of
the Beef Checkoff Program revealed seri-
ous irregularities, which precipitated an
audit by the USDA Inspector General.

The above events generally worked
to the chagrin of big agribusiness, meat
packers, poultry and pork integrators and
their associated organizations, politicians
and various other colluders. But, these
happenings help break the cynicism of in-
dependent farmers and ranchers and gave
them hope that our government was going
to finally address the marketplace ills that
had systematically shortchanged them and
unjustly rewarded processors and retail-
ers. Just maybe the prices they received
for their crops and livestock in the future
would be the product of a dynamic and
competitive market rather than the reflec-
tion of the market power of buyers.

Please see STOKES on page 6
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The Missouri legislature is passing laws that makes the world safe for Big Pig.
That means, the world is a lot less safe for the rest of us.

ey RICHARD OSWALD

My dad, when he was about 10 years old — back when Big Pig was just a hog.

One of my favorite pictures is one of
Dad when he was about 10 years old,
standing next to Granddad’s prize hog.

A good caption would be “Are you
gonna eat that?’

That’s about the way some of us in
Missouri feel about the current CAFO
hog craze raging through the Missouri
state capitol, Jefferson City. (CAFO, as
in Concentrated Animal Feeding Opera-
tion.) The House and Senate have both
passed bills allowing Big Pig CAFO cor-
porations to do just about anything they
want.

According to the wisdom of our elect-
ed leaders, if a CAFO damages a neigh-

bor, damages are limited to the sale price
of the property. Wreck my home and all
you have to do is hire an appraiser, get a
price and buy me out.

If this had been science fiction instead
of a real life story of bad legislation the
title would have been “The Hog That Ate
Missouri.”

What the Missouri General Assembly
affirms is that there’s no such thing as a
bad CAFO. If you want to compete with
corporations, big or small, or simply live
next to them, then you’ll have to do it on
their terms even if you were living there
first.

Don’t get me wrong, I'm a farmer. I've

had fertilizer of the livestock variety on
my boots and I'm not allergic to it. It's
just that what’s going on here is an insult
to responsible livestock producers wher-
ever they are.

Whether you like them or not, not ev-
ery CAFO is all bad. Some facilities are
well designed and maintained, placed in
just the right spot. Others are chronic
bad actors. The good ones don’t deserve
to be lumped together with the bad.

But that’s what Missouri has done by
taking away the incentive to be good.

The St. Louis newspaper writes: “State
lawmakers have embarked on an un-
precedented expansion of government
power to intrude on private-property
rights.”According to Missouri House Bill
209 and Senate Bill 187, if Big Pig en-
croaches on my rights, the best I can
do after hiring a lawyer and fighting all
the way to the Supreme Court, is win
the amount they cost me. They're free
to take, and take, and take again, until
they’'ve taken the full value of my prop-
erty without ever paying a penalty. If the
stink from a Big Pig operation devalues
my $200,000 property by $75,000, the
CAFO is liable for $75,000. That’s it. No
damages.

Once the value of my home is eaten
up, I'm fresh out of luck.

When the House and Senate blend

Please see OSWALD on page 6

... Now that Missouri has
greased a path for Big Pig pol-
lution that resembles corporate
take-all power of eminent do-
main, and Missouri voters have
lost a big slab of their property
rights. ...how big can Big Pig in
Missouri grow?
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which
own Olive Garden and Longhorn

Darden Restaurants,

Outlets, believes food prices and
net energy costs will rise 1.5-
2% this year and 3.5-4% in 2012.
Darden has locked in 100% of its
seafood for this year and 30% for
2012. It has bought 75% of its beef
needs for 2011 and 40% for 2012.
These two foodstuffs, fish and
beef, account for 80% of Darden’s
food costs.

The Restaurant’s holding com-
pany thinks that it will make mon-
ey, boosting its profit projections.
Darden is running a good busi-
ness. What we are going to find
out, what I believe will be a rev-
elation to many, is that raw com-
modity prices can rise so much,
products like corn and cotton can
double, and yet it will have “little”
impact on retail food and clothing
prices.

At $4/bushel for corn, a 10 oz
box of cornflakes has 5 cents of
corn in it. At $8/bushel, it's 10
cents. When that happens, it trig-
gers this reaction in food compa-
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nies. They raise the price of corn-
flakes 45 cents a box and blame it
on ethanol.

The truth is that ethanol, used
as a scapegoat, is making food
processors richer. Food ingredi-
ents make up such small price
components of finished foodstuffs
that they can double, triple or even
quadruple without much impact
on net costs to consumers. When
corn prices fell as they did in
2009, food processors didn’t lower
prices. They profited. When the
price of cotton doubles, the price
of clothing won’t double. Cloth-
ing manufacturers spend more on
labor, energy and marketing than
they do on cotton.

Many will be surprised at how
easily commodity cost increases
are absorbed by mills and proces-
sors, although as their margins
will be squeezed, they will want
everyone to think that is the rea-
son that they are raising prices so
much. I think what we will find out
is that commodity prices in terms
of relative value to equities, wag-
es, salaries and Wall Street bonus-
es, had gotten just too cheap and a
long delayed adjustment was nec-
essary.

It took China and biofuels to
unleash ag values. Many don’t
like it. The complaining will get
louder. They loved the cheap food

policy that kept farmers farming
for the government, living off
subsidies that depressed prices
for endusers. That period, which
has passed, will be thought of as
the good old days for endusers.
China’s economic growth is the
primary driver behind world food
price inflation, soaking up world
commodity production capacity.

Other factors include Europe-
an rejection of biotechnology by
limiting crop production to lower
productivity, non-GMO crops and
raising prices by restricting mar-
ket access to non-GMO commodi-
ties when GMO food/feedstuffs
are much lower cost. The rising
cost of energy, factoring into pro-
duction, processing, and transpor-
tation costs is a primary general
food cost inflation factor.

One time weather events
have significantly impacted grain
prices, drought in the Black Sea
region, floods in Pakistan, floods
in Australia, drought in Argentina
and numerous weather events
trimming acreage and yields
elsewhere combined to tighten
stocks. I believe biofuels as a fac-
tor raising food prices comes in
below all these others in signifi-
cance, contrary to how ethanol is
portrayed in the media.

Ben Bernanke doesn’t see in-
flation as a major threat. The

David Kruse is president of CommStock Investments,Inc., author and producer of The CommStock Report, an ag commentary and
market analysis available daily by radio and by subscription on DTN/FarmDayta and the Internet.

CommStock Investments, Inc., 207 Main St., Royal, IA, 712-933-9400,

www.commstock.com. E-mail to: info@commstock.com
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1970’s saw a wage and price in-
flation spiral. We are so far away
from producing any wage inflation
as the U.S. workforce is so much
more worried about getting a job
than what it pays, business labor
costs are low with no prospect of
any tightening of the labor mar-
ket enough to significantly raise
wages.

QE2 was absorbed into credit
markets so fast that the sea of li-
quidity feared by inflationists, is
imaginary. Wage and price infla-
tion occurs when labor and prod-
uct market capacity get too tight.
Agricultural products are only one
small ingredient in general con-
sumer products and proving that
they can adjust without triggering
a general wage and price inflation
spike. If one occurs, it won't be be-
cause of what the Fed has done.
China is managing its commodity
stocks well. They maintain strate-
gic reserves and import to man-
age supply relative to consumer
demand.

The country producing more
risk to me is India. India protects
its ag markets by restricting im-
ports. The modernization of their
agriculture has bogged down and
the Green Revolution is exhaust-
ed. The result is a much less con-
tent population and higher infla-
tion. India’s population growth is
unsustainable, poised to exceed
China’s. They don’t have the cash

reserves that Beijing has and is
blocking further ag trade liberal-
ization in Doha that could open
their markets, allowing an import
component to managing Indian
food price inflation.

The Economist Magazine ad-
vises, “Central bankers should
not be very alarmed either by the
scale or by the dynamics of over-
all inflation. Inflation is up, but
hardly high. In no big economy,
emerging or rich, is it at the peaks
reached in 2008 (in America it is
merely 1.5%.) Much of its recent
rise is driven by what are clearly
one-off factors, from weak Rus-
sian harvests that sent grain
prices soaring to the rise in value-
added tax in Britain. Central bank-
ers should ignore such temporary
shocks. Their role is to prevent
one-off surges from translating
into persistently higher pressure
on prices. So far, there is little evi-
dence of that.”

I don’t believe that surging
commodity prices will necessarily
turn into the inflation that so many
fear. I think that it is just a neces-
sary repricing of an under-valued
sector. Food has been too cheap
too long. I think that China and
populations of new consumers be-
ing created by global economic
growth in emerging nations is the
primary driver for higher com-
modity prices.P¥

STEVENSON (continued from
page 1)

now might be partially due to some-
thing we could legitimately call “the
GIPSA Bubble”. Because of the ob-
vious watchfulness on the part of
regulators, the ones regulated are
more cautious and let the ordinary
market forces work properly in-
stead of struggling together against
them.

At the same time, we see anoth-
er anomaly. While the retail price
of beef is going up a little, the rise
does not even closely match the
rise in the value of fat cattle. What
that tells us is that something either
has been or is amiss in the market
signals going from feedlot to con-
sumer. Retailers are apparently will-
ing to give up some of their share of
the share of the retail dollar, keep-
ing the eyes of the regulators look-
ing elsewhere.

The bottom line is that just be-
cause the price of cattle is good
right now, it doesn’t mean that the
broken market has been fixed. It
only means that some of the players
have slowed down a bit because the
cops are watching. We should not
see the increase in prices as and in-
dicator of a cured market. One thing
we should ask is whether feedlots
are getting more and competitive
bids and inquiries than before. It
could easily be the case that meat-
packers are not necessarily being
more competitive, but rather that
they still possess the same market
power that they always have. They
just haven’t been abusing it as they
have before.®S
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STOKES (continued from page 2)

The workshops clearly showed that the
markets were broken. Perhaps the best
evidence was revealed at the December
event in DC on retail margins. Irrespec-
tive of their rapidly increasing production
input costs, the farmer’s share of the food
dollar consistently gave way to increases in
the share of food retailers. Claims that this
was due to inflation and advances in conve-
nience ring hollow.

The posting of the GIPSA Rule on the
Federal Register was greeted with a fire-
storm of opposition from meatpackers and
their cabal. Their efforts to intimidate, stall
and confuse the issue were at least moder-
ately successful. The comment period was
extended and their demand for an econom-
ic impact study was granted.

The 60,000 comments are now being
evaluated and the final decision on the
GIPSA Rule becoming final will be well into
the future. If it is ultimately finalized in any-
thing close to its current form, it will almost
certainly be challenged in court with an un-
certain outcome.

The poultry workshop graphically
showed the gross abuses of contract grow-
ers by integrators. DO]J officials seemingly
were incensed at the poignant stories told
by some 50 growers. Yet, some of these
same growers who testified at the work-
shops have since had their contracts termi-
nated without prompting an investigation
to determine whether or not this was a re-
prisal action.

Some eighteen months after DOJ initi-
ated an investigation, no court action re-
garding the outright monopoly in the GMO
seed market is in evidence.

Farmers and Ranchers are still being
put out of business by market concentra-
tion and anticompetitive practices.

An audit of the Beef Checkoff is now un-
derway but will likely not be completed un-
til this fall. In the meantime, NCBA contin-
ues as the prime contractor (handling some
$30 million per year) after being exposed

as having failed in its fiduciary responsibil-
ity and as betraying the trust of producers
who are required to pay the checkoff.

The flawed Appellate Court rulings
which require a showing of harm to com-
petition before consideration of individual
harm continue to shield packers and inte-

grators from the consequences of their vio-
lations of the Packers and Stockyards Act.
Mr. Secretary and Mr. Attorney Gener-
al, your unprecedented initiative renewed
our hope; but when can we expect relief
from the dire situation you so eloquently
portrayed at the joint workshops?

- . S

OSWALD (continued from page 3)

the two bills and make them one, about
the only hope left is that Governor Jay
Nixon, a long time proponent of local
control since his Attorney General days,
will refuse to sign such stinky political of-
fal into law.

What prompted this bill? Well, last
year 15 residents in northwest Missouri
sued Premium Standard Farms (a CAFO
with a reputation) and won $11 million in
damages. PSF is owned by the momma
sow, Smithfield, and they site this ver-
dict as evidence that Big Pig needs the
overreaching protection of the Missouri
legislature. The folks who rendered this
lard in Jefferson City say like it or lump
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"LONGTIME FAMILY FARMERS DON'T KNOW THE FIRST THING ABOUT MODERN AGRICULTURAL PRACTICES!”
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St. Louis Post-Dispatch

it, that’s the way the sausage sizzles.

Look out below, they’re not done yet.
The Missouri Senate must now consid-
er SB 278 that would give Big Pig pro-
tection against damages under the water
laws.

There’s one unanswered question that
lingers in the minds of many; Now that
Missouri has greased a path for Big Pig
pollution that resembles corporate take-
all power of eminent domain, and Mis-
souri voters have lost a big slab of their
property rights....how big can Big Pig in
Missouri grow?r0

Richard Oswald is a fifth generation Missouri
farmer, a regular Yonder columnist and Presi-
dent of the Missouri Farmers Union.
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Competitive Markets

this year to help in our mission to work for
transparent, fair, and truly

competitive agricultural and food markets.

We can make a difference.
0CM is an approved nonprofit, charitable
organization pursuant to IRC 501(c)(3).

All donations are
tax deductible.
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RECLAIMING THE AGRICULTURAL
MARKETPLACE FOR
INDEPENDENT FARMERS, RANCHERS
AND RURAL COMMUNITIES!



