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ECONOMIC RESEARCH SERVICE

Purpose Statement

The Economic Research Service (ERS) was established in 1961 from components of the former Bureau of
Agricultural Economics principally under the authority of the Agricultural Marketing Act of 1946 (7 U.S.C.
1621-1627). The mission of ERS is to inform and enhance public and private decision-making on
economic and policy issues related to agriculture, food, the environment, and rural development.

Activities to support this mission and the following goals involve research and development of economic
and statistical indicators on a broad range of topics including, but not limited to global agricultural market
conditions, trade restrictions, agribusiness concentration, farm and retail food prices, foodborne illnesses,
food labeling, nutrition, food assistance programs, agrichemical usage, livestock waste management,
conservation, genetic diversity, technology transfer, and rural employment. Research results and economic
indicators on such important agricultural, food, natural resource, and rural issues are fully disseminated to
public and private decision-makers through published and electronic reports and articles; special staff
analyses, briefings, presentations, and papers; databases; and individual contacts. Through such activities,
ERS provides public and private decision-makers with economic and related social science information and
analysis in support of the Department’s goals of enhancing international competitiveness of American
agriculture; enhancing the competitiveness and sustainability of rural and farm economies; supporting
increased economic opportunities and improved quality of life in rural America; enhancing the protection
and safety of the Nation’s agriculture and food supply; improving the Nation’s nutrition and health; and
protecting and enhancing the Nation’s natural resource base and environment. More information on ERS’s
program is contained on the ERS Web site (www.ers.usda.gov).

The ERS headquarters is in Washington, D.C. ERS does not have any field offices. As of September 29,
2007 there were 365 permanent full-time employees, and 27 other than permanent full-time employees.

ERS did not have any Office of Inspector General or Government Accountability Office evaluation reports
during the past year.



Available Funds and Staff Years

ECONOMIC RESEARCH SERVICE

2007 Actual and Estimated 2008 and 2009

Actual 2007 Estimated 2008 Estimated 2009
Staff Staff Staff
Item Amount Years Amount Years Amount Years
Economic Research Service........c..occeeeveennans $74,615,545 376 $77,943,000 407 $82,106,000 409
Rescission under P.L. 110-161a/ . : - $546,000 -
Total, Salaries and Expenses..................... $74,615,545 376 $77,397,000 407  $82,106,000 409
Obligations under other USDA appropriations:
Agricultural Marketing SErvice..............c.o..... 15,000 - 20,000 - 20,000 -
Agricultural Research Service........c.c............. - - 30,000 - 30,000 -
Cooperative State Research,

Education and Extension Service.................. 71,638 - 72,000 - 72,000 -
Foreign Agricultural Service...........cccccoennn 693,369 4 200,000 1 200,000 1
FOTest SETVICE. . ceuevrenrenrininniiniinieieinrinrnanns, 25,000 - - - - -
National Agricultural Statistics Service............. 6,938 - 7,000 - 7,000 -
Office of the Chief Economist..............cccuuunt 18,800 - 20,000 - 20,000 -
Office of the Inspector General..............c........ 1,500 - 2,000 - 2,000 -
Risk Management AenCy.........c.oeeevuuneennnnes 169,000 - 170,000 - 170,000 -
World Agricultural Outlook Board................. 2,000 - 2,000 - 2,000 -

Total, Other USDA Appropriation. .. 1,003,245 4 523,000 1 523,000 1
Total, Agriculture Appropriations.... 75,618,790 380 78,466,000 408 82,629,000 410
Non-Federal Funds:
Washington State 12,500 - - - - -
Trust Funds......cocoeeveinennnns - - 50,000 - 50,000 -
Total, Non-Federal Funds............. 12,500 - 50,000 - 50,000 -
Total, Economic Research Service... 75,631,290 380 78,516,000 408 82,679,000 410
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Permanent Positions by Grade and Staff Year Summary

2007 Actual and Estimated 2008 and 2009

2007 2008 2009
Grade Wash, Wash, Wash,
DC DC DC

Senior Executive Service........................ 7 7 7
GS-15. et 70 70 70
GS-14. . 92 92 92
GS-13. it 101 105 105
GS-12. it 44 47 49
GS-11. i 24 28 28
GS-10. it 2 2 2
GS-0. e 20 24 24
GS-8.iieeiii R 14 14 14
GS-T et 8 8 8
GS-6. et 4 4 4
GS-5. e 4 4 4
GS-4 e 0 1 1
GS-3 i 0 0 0
GS-2 i 2 2 2
Total Permanent Positions................ ST 392 408 410
Unfilled Positions, end-of-year................ -27 - -
Total Permanent, Full-Time

Employment, end-of-year.................... 365 408 410
Staff-Year Estimate................cooeevnnnn... 380 408 410
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ECONOMIC RESEARCH SERVICE

The estimates include appropriation language for this item as follows (new language underscored; deleted matter enclosed in brackets).

Salaries and Expenses:

For necessary expenses of the Economic Research Service in conducting economic research and analysis, [$77,943,000] $82.106,000.

ECONOMIC RESEARCH SERVICE

SALARIES AND EXPENSES
Appropriations Act, 2008 $77,943,000
Budget Estimate, 2009....... 82,106,000
Increase in Appropriation +4.163.000
Adjustments in 2008:
Appropriations Act, 2008...........ooiiiiiiiiiiiiie e $77,943,000
Rescission under P.L. 110-161a/..........ccouuiiiiiiiniiiiiiiiie e -546,000
Activities transferred to Departmental Administration
OFfice Of BHhICS B/ ceeeieiiiiii i -73,000
Adjusted base for 2008.........ooiuiiiiiii 77,324,000
Budget Estimate, Current Law, 2009... 82,106,000
Increase over adjusted 2008...........cooouiiiiiiiiii . +4.782.000
a/ The amount is rescinded pursuant to Division A, Title VII, Section 752 of P.L. 110-161.
b/ Beginning with 2008, the Department will transfer and consolidate all Ethics activities under the Office of Ethics in
Departmental Administration (DA). On a comparable basis the full annual cost of the activity is $73,000 for 2009.
SUMMARY OF INCREASES AND DECREASES
(On basis of adjusted appropriation)
2008 Program 2009
Item of Change Estimated Pay Costs Changes Estimated
Market Analysis and Outlook Program.............. 1,500,000 - 3,523,000 5,023,000 -
BIOENETY. . .eeuueiiiiiiiiieeiiii e 1,000,000 - 357,000 1,357,000
Broadband ACCESS.......c.oveniieieiiiininiiiineiennns, 250,000 - -250,000 0
Homeland Security.............ccooeeiiiinnennns 983,000 - 17,000 1,000,000
AN Other........cooooiiiiiiii 73,591,000 $1,135,000 - 74,726,000
Total Available............c.ccoooueneiins 77,324,000 1,135,000 3,647,000 82,106,000
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PROJECT STATEMENT
(On basis of appropriation)

2007 Actual 2008 Estimated 2009 Estimated
Staff Staff- | Increase or Staff-
Amount Years Amount Years Decrease Amount Years
Economic Analysis and Research $73,625,545 376 $76,341,000 407 | $4,765,000f  $81,106,000 409
Homeland Security 990,000 983,000 17,000 1,000,000
Unobligated Balance 577,455 - - -
Total, Available or Estimate 75,193,000 376 77,324,000 407 4,782,000 82,106,000 409
Total, Appropriation 75,193,000 376 77,324,000
Rescission 546,000 a/
Activities transferred to
Departmental Administration
Office of Ethics 73,000 b/
Total, Appropriation 75,193,000 376 71,943,000

a/ The amount is rescinded pursuant to Division A, Title VII, Section 752 of P.L. 110-161.
b/ Beginning with 2008, the Department will transfer and consolidate all Ethics activities under the Office of Ethics in
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Justification of Increases and Decreases
(1) An increase of $4,782.000 for economic analysis and research ($77,324,000 available in 2008)

(a) An increase of $3,523,000 to strengthen and enhance the ERS market analysis and
outlook program

Overview: ERS proposes an initiative to strengthen and enhance the market analysis and outlook
program to provide timely analysis of global agricultural product markets. Agricultural

- commodity markets are experiencing rapid changes driven by external forces, including
globalization, increased product differentiation, and a growing ethanol industry. The uncertainty
resulting from these developments, along with the potential for significant changes in both
domestic farm programs and trade policy over the next few years, means that commodity market
information and analysis is critical to policymakers and to the private sector. This initiative will
strengthen the ERS market analysis and outlook program through succession planning,
recruitment, and human capital development to ensure the continuity and quality of ERS market
analysis and outlook. The initiative will enhance the existing ERS market analysis and outlook
program by extending the coverage of global markets and markets for differentiated products,
including organics.

Background: Economic analysis and forecasting for agricultural markets have been an important
activity for ERS and its predecessor agencies since the 1920s. Outlook and forecasting activities
were initiated in an effort to enhance farmers’ well-being by providing them with prospective
market information so that they could make better management decisions. However, with the
advent of direct government intervention in agricultural markets during the 1930s the objectives of
the Department’s market analysis and outlook program expanded to include Federal policymakers.

The current ERS market analysis and outlook program includes vital participation in the USDA
Interagency Commodity Estimates Committees and development of the Department’s monthly
World Agricultural Supply and Demand Estimates (WASDE) for grains, oilseeds, cotton, sugar,
livestock, poultry and dairy. The WASDE report itself provides a very succinct presentation of
forecasts and market developments, while periodic ERS commodity newsletters provide in-depth
analysis and insight into the economic analysis underlying the forecasts. In addition to the
WASDE, ERS also publishes newsletters for specialty crops, including fruits, tree nuts,
vegetables, tobacco, and other horticultural products. ERS analysts and researchers also publish
special reports that provide in-depth analysis of factors that shape agricultural commodity markets.

Agricultural markets today are in a period of rapid change driven by globalization and the
increasing differentiation of agricultural products and markets. While export markets have been
important to U.S. agriculture for decades, increased global economic integration has brought with
it new and different markets as well as new competitors. Agricultural product markets in the
United States and around the world are increasingly consumer driven as rising incomes have
allowed consumers to look not only for a greater variety of food products but also for different
product characteristics, like organic certification. In response to consumers’ demands, the food
marketing system, from farm to retail, has taken advantage of developments in biotechnology,
food processing, and transportation to provide consumers with a growing array of increasingly
differentiated products. Nonfood industries, such as ethanol production, are changing demand for
such basic commodities as corn and oilseeds, creating new products (e.g., dry distillers grains) that
require new and more sophisticated analysis of national and global markets, and affecting rural
economies to a far greater degree than has agriculture over the last several decades.

Policy issues are also changing in an environment of global markets for differentiated products.
Policies have changed as government intervention in markets (stock management, supply control
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and price support) has been replaced by alternative forms of support (conservations programs,
direct and countercyclical payments). But even more importantly, new policy issues are rising to
the fore in today’s market environment. For example, the economic effects of managing animal
disease outbreaks are much more important in an environment of global markets than they were
when trade in animal products was more limited.

ERS’s market analysis and outlook program has historically addressed markets for bulk
commodities. Making sound economic and policy decisions in an environment of global markets
for differentiated products is a more difficult proposition than for bulk commodities. More data
on global markets for a broader array of products are required and so are new analytical methods
and techniques. Historically, market analysis and outlook has focused primarily on the supply
side of markets because that was the greatest source of variability in bulk commodity markets.
However, in today’s consumer-driven markets, the demand side often becomes a greater source of
variability. For example, consumer response to avian influenza outbreaks has disrupted poultry
markets around the world, yet little data are available to monitor these consumer demand shocks
or to predict their effects on poultry markets. We were faced with similar issues when trying to
analyze the market effects of food-born illnesses resulting from e.coli found in fresh spinach.

At the same time as public- and private-sector decision-makers are being confronted with new
information needs, USDA’s capacity to provide agricultural market information and analysis is at
a tipping point. After a sustained period of downsizing, ERS staff levels have reached a point
where the agency can no longer do more with less. For the past five years, the Agency has made
case-by-case responses to vacancies by reallocating existing staff and by developing automated
information systems to increase efficiency and transparency of outlook processes. However,
today, human capital issues are clearly looming. ERS is only one deep in most critical outlook
positions, a situation that leads to a narrowing of perspective, job dissatisfaction and “burn out.” It
also creates a major succession planning challenge since at least one-third of the core market
analysis and outlook staff are likely to retire within the next two to three years. These
developments jeopardize USDA’s ability to ensure the quality and continuity of market analysis
and outlook for both public- and private-sector decision makers,

This proposed initiative will strengthen the ERS market analysis and outlook program through
succession planning, recruitment, and human capital development to ensure the continuity and
quality of ERS market analysis and outlook.

Research Activities and Specific Issues: Beginning in FY 2008, ERS required an increase of
$5,023,000 in its annual funding to assure the continuity and quality of the market analysis and
outlook program and to extend coverage of global and differentiated product markets. ERS
received $1,500,000 in FY 2008 to begin enhancing the existing ERS market analysis and outlook
program by extending the coverage of global markets and markets for differentiated products,
including organics.

An increase of $2,236,000 to support a new staffing plan to ensure the continuity 'find qua.lity of the
ERS market analysis and outlook program, and to extend coverage of globa} and differentiated
product markets. The initiative would support the hiring of junior 0011.11'n0d1'ty analysts (GS-9/ 12? to
provide data development and individual commodity analysis. In add1hop, it supports selected hires
at senior levels, including Senior Scientific Research Service (SSRS), to infuse cutting-edge _research
into the outlook program and to address key questions and issues arising from m.arket analy31‘s.
through more in-depth research questions and programs. The staffing plan also includes additional

editorial and IT support staff.

An increase of $150,000 will support data acquisition for analysis of global and differentiated
product markets. Analysis of these markets increasingly requires retail and consumer data,
especially for foreign markets, often available only from private vendors.
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An Increase of $928,000 will support extramural programs to leverage USDA analysis and its
delivery to a broad base of users. These programs would include targeted relationships with land
grant faculty for analytic support on specific issues or regionally important commodities and a
competitive program to encourage research in support of commodity market analysis and
forecasting.

An Increase of $209,000 will support human-capital development to enhance the capacity of ERS
staff to conduct analysis of global agricultural product markets. Human-capital development
initiatives would include continued training and professional development in forecasting and
economic analysis, foreign language training, and travel funds to provide exposure to agricultural
production and processing in a global market context.

Relationship to USDA Goals and Objectives: The initiative contributes to USDA Strategic
Goal 1 to enhance international competitiveness of American agriculture and Strategic Goal 2 to
enhance the competitiveness and sustainability of rural and farm economies. The desired outcome
of the market analysis and outlook program is informed decision making based on the forecasts
and analyses that comprise the program’s outputs. ERS analysis supports efforts to expand and
maintain international export opportunities. Improved analysis of global markets for increasingly
differentiated agricultural products will help policymakers to determine what changes in trade
policy will be most beneficial and will provide private-sector decision makers with the
information they need to develop markets for their products. Regular provision of rigorous market
analysis and forecasts for a broad range of agricultural products by ERS increases the efficiency of
domestic agricultural marketing systems and provides farmers and ranchers with tools for
managing markets by providing public access to objective market information. ERS stakeholders
who would benefit from the enhanced market analysis and outlook program include Congress;
senior executive branch officials; the land grant extension community and the farmers and
ranchers they serve; USDA agencies (Farm Service Agency; Foreign Agricultural Service;
Cooperative State Research, Education, and Extension Service; Animal and Plant Health
Inspection Service; and Agricultural Marketing Service); the U.S. Departments of Commerce and
Energy; and the Office of the U.S. Trade Representative.

Relationship to ERS’s Current Program: The budget request is fully consistent with ERS’s
mission to inform and enhance public and private decision making on economic and policy issues
related to agricultural product markets. In particular, the initiative contributes directly to
achieving ERS’s Strategic Goal 1 to enhance the international competitiveness of American
agriculture and ERS’s Strategic Goal 2 to enhance the competitiveness and sustainability of rural
and farm economies. The investments in staff, human capital development, data, and extramural
partnerships will ensure the continuity and quality of the ERS market analysis and outlook
program.

(b) An increase of $357,000 to address infrastructure issues associated with the increased
demand for Bioenergy.

Overview: ERS requests $357,000 to extend its research to address implications of increased
ethanol production on U.S. infrastructure. The proposed initiative will strengthen the ability of
ERS to analyze the regional impacts of bioenergy production and evaluate issues related to
transportation networks, feedstock storage, marketing channels, and shifts in commodity
production. A spatial analysis of the shifts in rural resources and economic development
opportunities will provide decision makers with information to direct policies to enhance
efficiency and rural well-being. Research in these areas will require funding for data acquisition,
additional staff years, and funding of extramural research.



12-9

Background: Demand for bioenergy is expected to grow rapidly in the next se veral years. Corn
is currently the most important ethanol feedstock in the U.S., and soybeans are the primary source
for biodiesel. The increase in biofuel production will put a strain on the current infrastructure for
transporting and storing the feedstock, delivering the fuel, and handling the byproducts. As the
conversion of cellulosic material to ethanol becomes more efficient, new feedstock sources will
need to be produced and transported. Economic analysis is needed of the potential upstream
logistical costs associated with supplying cellulosic material to the plant. A recent calculation for
a 70-million-gallon-per-year plant estimates supplying corn stover would require 67,000 semi-
trailer loads and storage over more than 100 acres stacked 25 feet high. Changes in production
will change the rural landscape both physically and economically. More research is needed to
capture the spatial impacts of bioenergy development on the agricultural sector and rural
communities.

Research Activities and Specific Issues: In the short run, most of the infrastructure adjustments
associated with increased bioenergy demand will be focused on corn and soybean production.
With this initiative, spatial analyses will be conducted to assess potential logistical problems with
shipping by rail, truck, or barge. Corn and soybeans will need to be stored to provide a continuous
feedstock supply for ethanol and biodiesel production. Will the commodity be stored in existing
grain elevators, cooperatives, on-farm, or at the biofuel plant? The choice of alternative will
depend on the marketing channels and contracting arrangements that will be available to farmers.
In addition, each alternative has a potential impact on current infrastructure resources. Ethanol
byproducts also need to be shipped to livestock producers and other users, which may induce a
structural change in the industry and a relocation of infrastructure. Will cattle and other livestock
feedlots be relocated closer to ethanol plants? These questions will transform when cellulosic
feedstocks are used more widely, and forward-looking analyses are essential to anticipate and
monitor production locations and resource requirements. With detailed spatial analyses, policy
makers can better understand the impact the rapidly changing biofuels industry has on
infrastructure resources, and the affects that infrastructure constraints will have on agricultural
production, agricultural markets, rural communities, and environmental quality.

Regional analyses are needed to determine the effect of bioenergy policies on rural employment
and development opportunities. This budget initiative will allow ERS to support two new staff
members needed to extend spatial analysis capabilities, and to focus on regional and rural
analyses. These staff will also contribute to outreach efforts to communicate with stakeholders,
and disseminate research results.

(¢) A decrease of $250,000 to research deployment of broadband service to households with no
or limited broadband access.

Data and other purchases needed to support completion of the effects of the diffusion of
broadband access on rural communities will be completed during FY 2008. While analytical and
report writing efforts will be advanced during FY 2008, completion of the report writing, review
and clearance will extend into FY2009.

(d) An increase of $17,000 for Homeland Security.

The proposed funding increase will continue to provide support for program activities.

(e) An increase of $1,135.000 to fund pay costs.

This increase is necessary to maintain the current ERS program and to avoid a reduction in the
university cooperative agreements programs. Cooperative agreements are critical for building
links between university and ERS research and for strengthening USDA land-grant partnerships.
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Geographic Breakdown of Obligations and Staff Years
2007 Actual and Estimated 2008 and 2009

2007 Actual 2008 Estimated 2009 Estimated
Staff Staff Staff
Amount Years Amount Years Amount Years
Alabama.........ccevenennene. $20,767 - - - - R
ATrZONA....ceueerinininenenne. 39,768 - ' - - - -
Arkansas........cooeveenennnns 179,802 - - - - -
California.........oceeenennnent 1,139,010 - - - - -
Colorado......ccveevueenennnn.. 11,832 - - - - _
Deleware......ccoeveeneennnn. 109,390 - - - - -
District of Columbia......... 65,389,980 376 $77,324,000 407 $82,106,000 409
Florida........cccovvvenrneenen.. 75,000 - - - - 2
Georgia........vvuvenieninnnns, 25,000 - - - - -
TlNOIS. .o eueveeeneneenenneee. 1,223,063 - - - - -
Indiana.........cooeeeneneenenn. 141,411 - - - - -
Towa..oooiveieineiiienens 448,245 - - - - -
Louisiana...........cceueen... 40,000 - - - - -
Maryland........ccoeuninnnnns 313,879 - - - - -
Michigan........coceevennnnns 82,700 - - - - -
MiInNnesota......evveeeenenenenn. 42,960 - - - - -
MisSiSSippi....vevverneinnnnnns 374,772 - - - - -
MiSSOUM..eeveneneenennanennn. 25,000 - - - - -
Montana........coeeveeneninenen 28,000 - - - - -
New Mexico...evevveenenennnn. 25,000 - - - _ _
New Jersey.....cooeevnrennnns 597,800 - - - - -
New YorK....oooeveieneinnnnan. 264,698 - - - - -
North Carolina................ 277,000 - - - - -
North Dakota.................. 50,000 - - - - -
OhiO...evinereeieieiiaaens 154,910 - - - - -
Oklahoma...........cceenenene 25,000 - - - - -
Oregon........coouvveenennnnns 85,207 - - - - -
Pennsylvania.................. 461,557 - - - - -
South Carolina................ 212,000 - - - - -
Tennessee......covueuenenennnn. 227,550 - - - - -
TeXas....cevvveieneiianennnnn. 5,000 - - - - -
Utah...oovieieiieieecneene 100,000 - - - - -
Virginia........ocoveeveniininns 124,998 - - - - -
Washington................... 50,000 - - - - -
WisSCOnSIN. ...cuveuennennnnennn. 244,496 - - - - -
Wyoming.......cccooveeennn. 1,999,750 - - - - -
Subtotal, Available or
Estimate.............. 74,615,545 376 77,324,000 407 82,106,000 409
Unobligated balance.... 577,455 - . - - = _
Total, Available or
Estimate.............. 75,193,000 376 77,324,000 407 ° 82,106,000 409

Note: The distribution of 2008 and 2009 funds by State has not been determined at this time.
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Classification by Objects
2007 Actual and Estimated 2008 and 2009

2007 2008 2009
Personnel Compensation:
Washington, D.C.
11 Total personnel compensation........... $38,319,904 $40,313,238 $43,088,922
12 Civilian personnel benefits.................. 8,328,744 8,864,762 9,344,078
13 Benefits for former personnel.............. 0 11,000 11,000
Total pers. comp. & benefits.... 46,648,648 49,189,000 52,444,000
Other Objects:
21  Travel and transportation of persons....... 711,464 715,000 715,000
22  Transportation of things.............ccuu.ee 9,539 10,000 10,000
233 Communications, utilities, and
miscellaneous charges..........ccoeueeunene 567,892 570,000 570,000
24  Printing and reproduction................... 187,560 190,000 190,000
25.2 Other ServiCes.......oecvveuvrnrereenennnnn 3,506,449 4,080,000 4,437,000
25.3 Other purchases of goods and services
from Government accounts................ 11,814,442 11,527,000 11,527,000
25.5 Research and development contracts.... 7,905,702 7,634,000 8,804,000
25.7 Operation and maintenance of
EQUIPMENt. ...veininirniiiieiiiiieeeinenenee 168,039 170,000 170,000
25.8 Subsistence and support of persons..... 89,723 39,000 39,000
26  Supplies and materials................cuueees 982,245 1,000,000 1,000,000
31 Equipment........c.coeeveveniiiineneeneinnens 804,918 1,000,000 1,000,000
A1 GrantS.......eeeeeeeeneenernenneneennrennennees 1,218,232 1,200,000 1,200,000
43 Interest........cocveveviieiiniieniiiiiieninnnns 692 0 0
Total other objects.... 27,966,897 28,135,000 29,662,000
Total direct obligations.........ccccevervenvenieninnnnnnns 74,615,545 77,324,000 82,106,000
Position Data:
Average Salary, ES positions.............ccccoeenene $159,792 $166,228 $188,503
Average Salary, GS positions............c.......... $96,627 $97,630 $103,915

Average Grade, GS positions.........c..cc.ccuuuene. 13.0 13.0 13.0
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STATUS OF PROGRAM
Economic Research and Analysis Program
Enhance International Competitiveness of American Agriculture

Current Activities:

Competitiveness in the global economy means being able to create and sustain comparative advantages
consistent with resource endowments and technical capabilities. The Economic Research Service (ERS)
assesses policies and programs intended to understand barriers to trade including tariff and non-tariff
measures and key domestic policies of foreign countries in order to capitalize on U.S. comparative
advantage. Regular market analysis and outlook provide insight into major U.S. export markets
opportunities and understanding of competitors’ comparative advantage in global markets.

ERS continually develops and disseminates research and analysis on the U.S. food and agriculture sector’s
competitiveness. Key emphasis areas include analyzing trade liberalization proposals under the Doha
Round, domestic policy reforms, and changes in foreign consumer demand, particularly demand related to
emerging markets such as China, India, and other Southeast Asian countries. ERS activities provide a
foundation of research, analysis, and data to support USDA goals. In-depth analysis of agricultural market
conditions and research and analysis aimed at fostering economic growth and understanding foreign market
structures round out the range of emphasis areas that enhance international competitiveness of American
agriculture.

Selected Examples of Recent Progress:

Trade Negotiations and Policy Analysis. ERS research on trade policy is focused on providing analysis that
evaluates the impacts of changes in U.S. and other countries' agricultural trade policies. ERS research in
support of World Trade Organization negotiations has helped to inform and strengthen U.S. negotiating
positions on agriculture. ERS has developed quantitative estimates of the impacts of market access and
export subsidy liberalization proposals. Research on the impacts of the U.S.-Korea Free Trade Agreement
provided insight into the expected changes in trade resulting from freer trade between the two countries. In
recent work, ERS examined the economic gains from trade liberalization and found that lowering tariffs
would produce the greatest share of benefits but was the most contentious area of trade negotiations.

Global Growth and U.S. Agricultural Trade. After a decade of uneven export growth and rapid import
growth, U.S. agriculture has begun to reassert its position in global trade markets. Rising exports and signs
of moderating import demand are in marked contrast to previous trends. ERS researchers examined the
role of two specific factors that heavily guide U.S. agricultural trade patterns: global growth and shifts in
foreign economic activities that affect U.S. exports; and macroeconomic factors underlying the growth of
U.S. imports. Renewed export growth is being sustained by increased incomes and strong food import
demand in emerging economies. In contrast, the rapid growth of U.S. agricultural imports appears less
related to domestic income growth than to changing consumer preferences.

China in 21* Century Agricultural Markets. ERS continues to maintain an active research program that
investigates how policy and economic developments in China affect global agricultural markets. Recent
research, China Currency Appreciation Could Boost U.S. Agricultural Exports, points to the fact that U.S.
exports of soybeans and cotton to China have boomed in recent years, but the undervalued exchange rate
for the Chinese yuan keeps prices of most other U.S. food and agricultural products too expensive vis d vis
Chinese products. With an undervalued exchange rate, China’s prices are not high enough to attract
imports of grains or most livestock products.
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India’s Emerging Global Presence. As is the case with China, India is experiencing rapid income growth
and consumers are increasing their demand for the quantity and quality of food. Indian agricultural imports
have been increasing, most notably in wheat, peas, and beans. In the ERS report, Indian Wheat and Rice
Sector Policies and Implications for Reform, alternatives to current Indian agricultural policy are shown to
maintain current market support but offer less market distortion and at lower cost. India’s food and
agricultural imports from the United States are approximately $250 million but India does not import wheat
because of phytosanitary concerns.

Enhance the Competitiveness and Sustainability of Rural and Farm Economies
Current Activities:

ERS research and analysis provides insight into market conditions facing U.S. agriculture, avenues for
innovation, and market expansion. In addition, the ERS program identifies and analyzes market structure
and technological developments that affect efficiency and profitability. The program also includes research
and analysis to help farmers and ranchers manage risk. ERS monitors the structure and performance of the
food marketing system (food manufacturing, wholesaling, retailing, and service), both as to how efficiently
the system performs its role and, in the consumer-driven agricultural economy, how effectively it conveys
market signals from consumers.

The research program emphasizes the economic and financial structure, performance, and viability of the
farm sector and of different types of farms; the state of food security; technological innovation and
productivity advance. ERS is researching the structure of agriculture by examining several elements,
including the distribution of farm sizes, the diversification of farm operations, linkages between resource
ownership and farm organization, and business relationships among farms and with agribusinesses.

ERS also examines agricultural research and development (R&D) and its implications for agricultural
production. The impressive productivity gains of the agricultural sector rest on years of R&D efforts.
Public sector research is a powerful tool to promote various missions of USDA, thus ERS examines the
level and direction of public R&D and its implications for agriculture. Research identifies and measures
the importance of factors promoting private sector contributions to agricultural R&D, including expanded
technological opportunities, strengthened intellectual property, collaboration with the public sector, and
globalization of markets.

Selected Examples of Recent Progress:

Market Analysis and Outlook. ERS continues to work closely with the World Agricultural Outlook Board
(WAOB) and other USDA agencies to provide short- and long-term projections of U.S. and world

" agricultural production, consumption, and trade. Recent efforts to enhance the quality, transparency, and
accessibility of data and analytical support in USDA and across agriculture include the Commodity and
Food Elasticity Data Product. This new product provides market analysts and researchers with
fundamental data for market analysis of fruits, vegetables, meats, grains, oilseeds, and some processed
foods. ERS is also developing new delivery methods based on ERS publications. A narrated slideshow,
featured on the ERS Web site, provided an overview of the rapid rise in ethanol production on crop and
livestock markets, farm income, and retail food prices. Another effort led to the revision of the Livestock
and Meat Trade Data product. Active collaboration with researchers from Pennsylvania State University
and the International Life Sciences Institute and private industry, continues the ERS revision and validation
of conversion factors for livestock and crops that are critical to the analysis of how agricultural
commodities are used in the creation of a wide range of consumer goods.

Ethanol and Agricultural Markets. A large expansion in ethanol production is underway in the United
States. Cellulosic sources of feedstocks for ethanol production hold some promise for the future, but the
primary feedstock in the United States currently is corn. Market adjustments to this increased demand
extend well beyond the corn sector to supply and demand for other crops, such as soybeans and cotton, as
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well as to the livestock industries. In Ethanol Expansion in the United States: How Will the Agricultural
Sector Adjust? USDA’s longterm projections, augmented by farmers’ planting intentions for 2007, are used
to illustrate anticipated changes in the agricultural sector.

The Impact of Big-Box Stores on Retail Food Prices and the Consumer Price Index (CPI). The differences
in prices across store formats are especially noteworthy when compared with standard measures of food
price inflation over time. Over the past 20 years, annual food price changes, as measured by the CPI, have
averaged just three percent per year, while food prices for similar products can vary by more than ten
percent across store formats at any one point in time. Since the current CPI for food does not fully take
into account the lower price option of nontraditional retailers, a gap exists between price changes as
measured using scanner data versus the CPI estimate, even for the relatively low food inflation period of
1998-2003. This study estimates that the CPI for dairy products overstates food price change by 0.5 to 2.5
percentage points per year for dairy, eggs, and butter/margarine.

How Do Americans Spend their Food Dollars? Average yearly expenditures on food in U.S. urban
households increased between 2003 and 2004. Over the period, annual per capita spending on food rose
from $2,035 to $2,207. The 2004 average comprises $1,347 spent on food consumed at home and $860
spent on food consumed away from home. These amounts reflect a year-to-year increase of 7.9 percent in
food-at-home expenditures and 9.3 percent in food-away-from-home expenditures. Wealthier urban
households tended to spend more than other urban households for both food at home and food away from
home, and they spent a larger share of their food budget than other households on food consumed away
from home. The share of the food budget spent on food consumed away from home varied from 30 percent
for the poorest group to 44 percent for the wealthiest.

Recent Developments in the U.S. Food Marketing System. Major recent developments in the U.S. food
system include the increasing presence of nontraditional grocery retailers, such as supercenters and
drugstores, and competitive responses by traditional grocers, such as supermarket chains. These
developments have contributed to sharp increases in concentration in the grocery retail sector, changing
conventional relationships among retailers, wholesalers, and manufacturers. In such a competitive
domestic food market, food companies are attempting to differentiate themselves from the competition by
reporting voluntary activities that demonstrate social responsibility and by more-tailored advertising
campaigns and product offerings.

Productivity Growth Drives U.S. Agriculture. This brief introduced productivity measures, summarized
trends in U.S. agricultural productivity between 1948 and 2004, and identified the sharp short fluctuations
in measured productivity around its trends. It shows the importance of productivity growth to agricultural
output growth, and compares trends in agricultural productivity to that in the private non-farm economy.
Finally, it links productivity growth to agricultural input and output price trends.

Forecast of Farm Income, Assets and Debt. Estimates of farm income, assets and debt were developed and
presented at the Agricultural Outlook Forum. An estimate of value-added to the U.S. economy by the
production of farm goods and services was also estimated. Updated income and balance sheet forecasts
were developed and reflect the most recent information available on production, prices and quantities of
crops and livestock and products and other outputs and services generated from farms. The updates also
reflect inputs consumed in production. Updates include disaggregated value-added/farm income account
information to the Bureau of Economic Analysis’ (BEA) National Income Staff for their use in developing
their estimates of Gross Domestic Product and National Income Accounts and their estimates of Personal
Income and Outlays, and Corporate profits.




12g-4

Support Increased Economic Opportunities and Improved Quality of Life in Rural America
Current Activities:

ERS research explores how investments in rural people, business, and communities affect the capacity of
rural economies to prosper in the new and changing global marketplace. The agency analyzes how
demographic trends, migration and immigration, job training and employment opportunities enhance rural
economic welfare. Also examined are how Federal policies, public investment in infrastructure and
technology enhance economic opportunity and the quality of life for rural Americans. Equally important
are our efforts to research and understand economic activity of the Nation’s small farmers who increasingly
depend on these rural economies for employment and economic support.

ERS continues to monitor changing economic and demographic trends in rural America, particularly the
implications of these changes for the employment, education, income, and housing patterns of low-income
rural populations. ERS uses the most up-to-date information on conditions and trends affecting rural areas
and provides the factual base for rural development program initiatives and seeks ways to enhance our
ability to monitor important rural trends. The rural development process is complex and sensitive to a wide
range of factors that, to a large extent, are unique to each rural community. Nonetheless, ERS assesses
general approaches to development to determine when, where, and under what circumstances rural<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>