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Thank you, Chairman Hayes, for inviting the American Meat Institute to testify here
today.

AMI represents the interests of packers and processors of beef, pork, lamb, veal and
turkey products and their suppliers throughout North America. Together, AMI's members
produce 95 percent of the beef, pork, lamb and vea products and 70 percent of the turkey
products in the U.S.

AMI's member companies business practices are governed nationally not only by the
Sherman Act, the Clayton Act, the Robinson-Patman Act and the Uniform Commercial Code,
but also by the Packers and Stockyards Act, a statute unique to our industry that clearly prohibits
meat packers from engaging in unfair or deceptive business practices that disadvantage their
livestock suppliers. To my knowledge, there is no other sector of the U.S. manufacturing or
service economy in which the federal government plays such a watchdog role with respect to
materia suppliers.

And yet, ironically, as the meat and poultry industry operates with this additional, daily,
government oversight of our business transactions with livestock producers, we are here today to
discuss whether meat packers should receive additional scrutiny, enforcement or business
restrictions in order to protect or benefit livestock producers.

Questions about the structure of the meat industry have been raised throughout AMI's
100-year existence. While some suggest our laws and enforcement of them are inadequate, |
would suggest another theory: perhaps we haven't done a good job of pinpointing some of the
real problems and coming up with constructive solutions that benefit everyone.

Let me try to characterize the environment in which my member companies operate
today. AMI membersinclude 250 of the nation’s largest and smallest meat and poultry food
manufacturers. Collectively, they produce 95 percent of the beef, pork, veal and lamb food
products and 70 percent of the turkey food productsin the U.S.

AMI’s members have one common objective: to produce products consumers will buy.
It is the consumer who determines the value of our products, which in turn determines the value
of our raw materials. So we must start any discussion with the consumer. Market research tells
us that U.S. consumers have diverse tastes and that 95 percent of them eat meat and poultry



regularly, so there is room in the marketplace for many different meat and poultry products with
many different attributes. We also know that there is arobust global appetite for U.S. meat and
poultry products. We now export 9.3 percent of our beef products and 6.9 percent of our pork
products, principally to Japan, Mexico and Canada. These exports have grown exponentialy in
the past decade, in large part because we produce what consumers abroad want to buy.

In fact, livestock producers have raised and spent hundreds of millions of dollars over the
past decade through check off programs designed to build consumer demand for beef and pork.
A large part of these efforts has been to send clear signals from the consuming public back to
producers, so that producers can deliver the type of livestock that will yield the meat products
most in demand. These efforts have had many benefits, including improved communications
throughout the meat chain among retailers, packers and producers. This, too, has led to vertical
integration.

In order to create the foods people want to buy, AMI’s members have done many things.
They have increased their coordination with livestock producers so that the raw materials they
purchase produce the foods consumers want to buy. They have increased their coordination with
their retail and foodservice customers, sometimes changing management or operations in order
to meet their customers’ needs. This increased coordination has led to increased vertical
integration, which has sometimes included complete or partial ownership of some of each
packer’s livestock supply. Some positive outcomes of this increased coordination may be
familiar to you:

L eaner Beef and Pork for Consumers. Retailers, meat packers and livestock producers
heard loud and clear in the 1980s that consumers wanted leaner meats. Working together, these
three sectors accomplished an average 27 percent fat reduction in a serving of beef and a 31
percent fat reduction in a serving of pork. Among the actions taken were: packers and retailers
trimming fresh meats to ¥+ inch of external fat; hog producers and pork packers working together
to develop leaner hogs; cattlemen and meat packers petitioning USDA to create a new “ Select”
grade for leaner beef; and meat processors developing vast new offerings of low-fat hot dogs,
luncheon meats, ham, sausage and bacon products. Increased coordination among producers and
packers has provided for greater information exchange, helped improve herd management, and
aided producersto deliver at the optimum time, which are all essential items that have assisted in
producing a leaner, more desirable products.

| mproved Risk Management Options for Producers. The volatility inherent to
farming and ranching has been reduced for many livestock producers through the increased use
of contracted sales with meat packers and many other creative risk management plans. The
benefits to farmers were perhaps most vivid during the hog market crash of 1998, when spot
market prices for an unarticipated over-supply of hogs dropped to as low as $9 per cwt. Those
hog farmers with contracts had locked into much higher prices for their hogs — generally $35 and
more per cwt. — and were protected from the low market prices. Packers with contracts, on the
other hand, were obviously paying far over the market value for their hogs at the time. Both
parties to the contract, however, benefited from the certainty provided by a steady, consistently
priced, contracted supply of hogs.

More Optionsfor Young Producers. During the past three decades, the average age of
livestock producers has been steadily increasing. Thisis of great concern to the packing
community who are dependent on reliable supplies of quality inputs at affordable prices.
Contracting options, marketing agreements, and other producer-packer arrangements provide a
means for young producers to access the capital necessary to carrying on or enter the livestock
production profession. Many young people have the educational background and herd
management knowledge but lack the ability to enter because of the capital requirements.



Arrangements between producers and packers assist in retaining the valuable herd management
knowledge in the production agriculture segment of our economy.

Steady Investment for Rural America. A maority of AMI’s 250 members operate
their plants and facilities in towns with populations under 100,000. The economic value and
employment generated from our member’ s operations are significant economic driversin
hundreds of rural and mid size communities across America. An essential component to their
ability to continue to employ thousands of individuals in their facilities is the assurance of a
reliable supply of inputs.  Contractual relationships, marketing agreements, and other
arrangements provide a means to ensure that the facilities can run at optimum levels and can
make planning decisions for their daily, weekly, and monthly operations. Il conceived
limitations on the procurement process place into jeopardy the ability for plants to reasonably
anticipate workforce requirements on adaily, weekly, and monthly basis. Producer-processors
arrangements provide a means for processors to adequately plan workforce needs.

Before | leave thistopic of the benefits of coordination and even integration between
manufacturers and their suppliers in the meat industry, | would just note that thisis a trend
throughout the manufacturing and service economy. It isdriven largely by consumer demand for
consistent product quality at the lowest possible price. The demand for low prices has led to
fewer and larger retail chainsin fields as diverse as home improvement products (Home Depot),
video rentals (Blockbuster), food and consumer products (Wal-Mart) and fast food (McDonalds).
In fact, these companies not only owe their success to these qualities and business practices, they
advertise them to consumers. The consolidation at the retail level has driven consolidation at the
manufacturer level — for tools, appliances, consumer goods and food products, among others.
The demand for consistent product quality has led many firms to exert greater control over their
supply chain. Just ask anyone who supplies products to Wal-Mart or McDonalds what that
means. it means you must meet their standards or you can’t sell to them. It often means you
must subject your products and plants to periodic customer audits. Thisisthe way businessis
done today — and the meat industry should be no exception.

Against this backdrop | have described of businesses trying to compete for the
consumer’s dollar, | hope you can understand why the American Meat Ingtitute strongly opposes
efforts that would make it illegal for meat manufacturers to do what the rest of the global
business community is doing, which is to form relationships with suppliers of raw materialsin
order to produce consistent quality, low-priced products that consumers will buy. In our view,
the proposed ban on packer ownership, control or feeding of livestock would do just that.
Further, we will oppose any effort to restrict meat packers who comply with existing antitrust
and fair business practice laws from sourcing their raw materialsin any way. It isunfair to make
itillega for the meat industry to compete with the poultry industry or any other industry for the
consumer’sdollar. But let us not forget the ultimate consumer during this debate.

Over the last three decades, Americans have benefited from increasing meat industry
efficiency that has made meat more affordable, abundant, convenient and varied. Each year,
consumers spend less of their disposable income on meat and poultry. Today, that number
stands at 1.9 percent, compared to 4.1 percent in 1970. Thisisatrend of which we are proud —
and one that provides consumers a distinct benefit. We should not rush to undo the foundations
of this success without understanding the ramifications for everyone involved.

AMI has long standing policy in opposition to legislation proposing to ban packer
ownership, feeding or control of livestock. We believe the strength of the current livestock
marketing system in the U.S. is the flexibility it provides to producers, packers/processors and
retailers in responding to market signals, while maintaining a variety of choices for the producer



through to the consumer. Producers have a multitude of options in marketing their livestock:
spot market transactions, cooperatives, bargaining associations and other programs that allow
them to align themselves with packers through contractual arrangements to manage risk.

We believe that the most appropriate government role in today's livestock marketing
system is to enforce the existing laws and regulations that ensure fair and nondiscriminatory
business practices among producers and packers, while allowing producers the freedom of
choice on how best to market their livestock. The government should exercise its current and
vast authority under the Sherman Act, the Clayton Act, the Robinson-Patman Act, the Packers
and Stockyards Act and other state codes.

If there is consensus that the livestock market is not working properly, then we advocate
athoughtful, reasoned, fact-based approach that will help all businesses — farms, ranches,
processors and retailers -- pinpoint problems ard develop targeted and effective solutions.

In fact, as you continue to contemplate possible policy changes to the current marketing
system for livestock, we would like to remind you of an important provision included in the
Omnibus Appropriations Bill for FY 2003, which provides $4.5 million to USDA to conduct a
comprehensive study on this subject. The provision requires the Secretary of Agriculture to
conduct a study of the issues surrounding a ban on packer ownership, particularly as to the
economic impacts on the United States as awhole, and on individual states. The study shall
include, but not be limited to, examination of alternative procurement and transfer methods for
livestock in the farm to retail chain, including producers that participate with packersin
vertically-integrated livestock or meat production; agricultural credit for livestock producers,
livestock and grain prices and the quality and consistency of meat products and livestock under
such a ban.

On May 30, 2003, GIPSA released a notice seeking comment on the parameters of the
study. There will we aformal Request for Proposals for the study itself after USDA reviews the
comments from this notice. The comment period closes on June 30.

Again, thank you for the opportunity to testify before your committee on this important
issue.



