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Thank you, Gale (Martin).   It’s always good to be in Jackson.  I’ve been looking forward to getting together with you to talk about challenges and opportunities I see for beef producers in 2007.  
Exports
One topic that falls into both columns—challenges AND opportunities—is exports. The good news is U.S. beef and veal exports were up significantly in 2006—by an estimated 71 percent in dollars over 2005, based on figures from the first 10 months of the year.  The bad news, of course, is the value of total beef exports is also about 70 percent of the high water mark set in 2003.

But perhaps the most important news, the best news, is that we are making good  progress in restoring our markets.  One of Secretary Johanns’ top priorities is normalizing beef trade.  He’s committed to establishing a scientific foundation for trade standards throughout the international market.

We’ve been using a two-pronged strategy to re-open beef markets.  The first part of this strategy is negotiating individual agreements with our trading partners—getting our foot back in the door with export verification programs.  The EV programs have restored significant access to a number of key foreign beef markets, without sacrificing the integrity of U.S. food safety programs and internationally-accepted standards.  
The second part of our strategy is seeking harmony among the varied requirements—by emphasizing the value of universally-accepted, internationally-recognized, science-based standards for animal health and food safety.  Over the long term, this approach will minimize costs and decrease confusion for packers.  It will improve market access and reduce the need for USDA involvement and oversight of the beef trade.
Value of Exports
I think it’s important to understand that the value of our export trade is far greater than simply providing an outlet for increased production.  It also increases the value of our beef.  
Most of the beef we export to our Pacific Rim markets is in cuts and parts, offering opportunities for premium prices for the short plate, the short rib and the chuck roll.  These cuts that are exported would otherwise end up as lower-valued ground beef if they remained in the domestic market.  
In addition, tongues, livers and tripe are more highly prized in other parts of the world than here, again, bringing more money.  There’s also a strong international market for hides, embryos and semen, as well as breeding cattle.  
Further, the benefits of trade extend beyond beef producers. USDA’s Economic Research Service estimates that every dollar of exports creates another $1.48 in supporting activities to process, package, finance and ship agricultural products.  
Thus, beef trade alone in 2006 contributed an estimated $1.6 billion directly and an estimated $2.4 billion in total benefits to the economy.  If we add in breeding cattle, variety meats, hides, semen and tallow, the estimated total for 2006 goes to $4 billion of direct returns and nearly $6 billion in total benefits to the economy.
As you know, strong domestic demand and reduced inventories have kept prices strong.  As producers rebuild herds and weight gains continue, U.S. beef production is forecast to increase over the next several years.  That means cattle prices will likely remain below recent high levels.
We need to rebuild our export markets to maintain returns for producers.  The demand for U.S. beef is there—we just need to work through the barriers—and we will.
Where We Stand

Dr. Chuck Lambert, one of my deputies, is spending most of his time on the road—or perhaps I should say in the air—seeking to increase market access for U.S. products, particularly beef.  Along with others working on trade issues, he is getting results.
I know you’ve been particularly concerned about the Korean market.  We’ve been tussling with them on reducing trade barriers.  Dr. Lambert has been meeting with Korean officials this past week to discuss Seoul’s rejection of American beef shipments.  Hopefully, we’re going to resolve the issues involving bone chips, and we won’t see any more shipments rejected.  
Where We Want to Go
The ultimate resolution is getting our global trading partners to agree on science-based international standards and adopt them as national trading policies.  That also means we also need to meet international standards.  And we are working to do that.  

We have submitted a detailed application package to the OIE—the World Organization for Animal Health—to be recognized as a country with negligible or controlled risk for BSE—which, of course, is the disease that virtually every country that imports beef is concerned about.  Either designation would create an open door for U.S. beef exports—provided, of course, that a country relies upon the OIE designation as the guiding word in animal safety.  
As you can imagine, it’s a lengthy and involved process that includes review and recommendations by an ad hoc group of experts and then voting by member country delegates in May.  A final report with designations for countries that have submitted applications appears each May.
Having the OIE designation is a critical step in boosting beef exports.  But it also has implications for imports.  Even as we’re seeking to have other countries follow the OIE guidance for safety of beef imports, we need to do the same.  
That means we need to make changes in our own import regulations to bring them into line with OIE guidance also.  It will take time, but we are moving forward.  
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.  

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—the date when Canada began enforcing the ruminant-to-ruminant feed ban.

APHIS proposed expansion of imports after conducting a risk assessment following the OIE guidelines that the U.S. will have to meet for the negligible or controlled risk designations.  Comments on the proposal are due by March 12.

NAIS
I want to turn now to an important opportunity for the beef industry.  And that’s the chance to participate in the National Animal Identification System—a modern animal identification system that will enable us to respond timely to animal disease events—ultimately within 48 hours.    
Secretary Johanns has made it clear that NAIS is, and will remain, one of his top priorities.  We all know that the threat of a foreign animal disease outbreak in the United States is real,  and 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.

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 pure and simple 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.  
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.
Of course, commercial producers, especially those in the beef industry who’ve watched international markets dry up over BSE concerns, know that animal identification and tracing will be essential for beef headed across the border or across the ocean.
We’ve also modified NAIS to increase confidentiality.  We have specifically built safeguards into the system 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.

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 now have nearly 357,000 premises registered, out of about 1.4 million.  
But the ultimate goal—having a critical mass of producers on board by the end of January 2009—will be much more challenging.  We need your participation.  About 1200 have registered.  We need more.
We recently signed cooperative agreements with pork to reach out to farmers and ranchers and promote registration.  We’ve asked other producer groups, including NCBA, to submit requests for proposals for additional cooperative agreements.  
There’s another new development as well.  On February 1, we published three documents in the Federal Register for public comment:  the NAIS User Guide, a Program Standards and Technical Reference document, and a technical specifications document for the animal tracking databases.

We put the draft NAIS user guide—the most detailed and up-to-date information on animal ID—on the website in November and asked for comments.  Putting it in the Federal Register expands the opportunities for people to comment on it.  

I want to say just a word about our progress on Phases II and III of NAIS.  The databases containing animal identification numbers issued are scheduled to become operational in April.  
As you know, keeping information on distribution of AINS in state or private databases rather than in USDA’s AIN Management System is part of USDA’s effort to respond to producers’ concerns about privacy.  We are currently working on technical requirements to integrate private and state animal tracking databases with NAIS.  Very soon, we expect to complete the Animal Trace Processing System that we’ll use in Phase III.

COOL
Let me turn now just briefly to another related issue for livestock producers in the U.S.—Country of Origin Labeling.  As you know, COOL was mandated by the 2002 farm bill and became effective for fish and shellfish in April 2005.  Congress has delayed it for other commodities until September 30, 2008.

At this point, we’re reviewing the experience we’ve had thus far with fish and shellfish to see what will also apply to beef.  On November 27th, the Agricultural Marketing Service published a notice in the Federal Register seeking comments on the implementation of COOL for fish and shellfish.  We’re especially interested in actual versus expected cost-benefit ratios.  
We’ll use that information as we prepare to implement COOL for other commodities and livestock as directed by the statute.   Comments are due in a couple of weeks—on February 27, so I hope if this is an issue you’re interested in, you will let us know what you think.
I know there are mixed views about COOL.  It’s been controversial.  We in the Administration have long thought it should be voluntary.
The only thing that everyone seems to agree on is that they dislike the proposed rule.  And we need to re-do that—and it may take two years to get it right!

The Administration has been clear in its concern about the unnecessary burden imposed by COOL, but regardless of where you stand, I want you to know that our goal is to implement these requirements in a fair and balanced manner with least possible cost and lowest possible burden to everyone in production chain.

2007 Farm Bill Proposal
I want to take just a couple of minutes to talk about Secretary Johann’s farm bill proposal that came out recently and what it means for the beef industry.
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.  
In addition, the Secretary has proposed a simple, common sense approach o 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.  It also would expand funding for the Market Access Program to $225 million annually.
In addition, there’s a focus on energy independence by increasing reliance on alternative fuels, including ethanol, biodiesel and methane.  In his State of the Union address, President Bush pledged to support research to find new methods of producing ethanol—“using everything from wood chips to grasses to agricultural wastes.”  

The farm bill proposal includes $1.6 billion in new research funding focusing specifically on cellulosic energy research.  We know that most ethanol is currently made from corn, affecting prices for livestock producers.  Cattle producers can use  the high protein corn residue—distillers’ dried grains—DDGs—for animal feed.  
Others can’t.  
The Secretary’s proposal recognizes that energy independence and livestock production must co-exist and thrive.  Livestock producers should not fear renewable energy.  In fact, livestock growers can contribute to energy independence by using methane digesters, conserving energy and being a steady, reliable market for DDGs.
Conclusion
As some of you know, I grew up on a farm near Gann Valley in South Dakota.  
I still own farm and ranchland in my home state and have a cow/calf operation.  
So I confess to perhaps just a little bias when it comes to the beef industry.  And like everyone who’s involved in agriculture, I’m an optimist.
With that in mind, I have to tell you I’ve been looking forward to 2007.  It’s going to be a good year.  This year, NAIS will be fully operational.  This year, the U.S. will meet OIE standards and get our beef export market back on track.  This year will provide an opportunity to work on a farm bill. The Secretary has set forth an integrated proposal that makes sense for 2007.  
That’s a lot of good things to look forward to.  I hope it’s a good year for each and every one of you as well.
