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Chairman Conaway, Ranking Member Peterson, and members of the Committee, thank you for
inviting me to testify on the importance of trade to the U.S. dairy industry. My name is Pete
Kappelman. I'ma 4™ generation dairyman from Twin Rivers, Wisconsin and I’'m Chairman of
the International Trade Committee of the National Milk Producers Federation (NMPF).

NMPF develops and carries out policies that advance the well-being of dairy producers and the
cooperatives they own. NMPF’s member cooperatives produce the majority of the U.S. milk
supply, making NMPF the voice of more than 32,000 dairy producers on national issues.
International trade is one of those issues and in recent years it has been one of the most
important to our industry. NMPF works closely on international trade issues with the U.S. Dairy
Export Council whose partnership between producers, proprietary companies, trading
companies and others interested in supporting U.S. dairy exports, has contributed greatly to
the success of the industry.

Introduction:

This industry has come a long way on trade in the past several years. Our nation has gone from
exporting dairy products valued at less than S1 billion in 2000 to exporting a record $7.1 billion
in 2014, an increase of 625 percent. That reflects not just a tremendous jump on a value basis
but also a dramatic increase in the proportion of U.S. milk production that’s finding a home
overseas, as reflected in the chart below.

Fifteen years ago we were exporting roughly 5% of our milk production, now we’re at three
times that level, even as overall U.S. milk production has continued to grow. That means that
the equivalent of one day’s milk production each week from the entire U.S. dairy industry
ultimately ends up overseas, making exports integral to the health of my farm and our dairy
industry at large.
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It is not coincidental that the enormous growth over this period occurred during a time in which
the U.S. was implementing a number of market-opening free trade agreements, each of which
were approved through the use of Trade Promotion Authority. These agreements lowered and
ultimately removed tariffs and in many cases they gave our products a preferential advantage
over other supplying countries. They also often helped remove technical and regulatory barriers
to our trade. In every case, our dairy exports to countries with which we implemented free
trade agreements have shown substantial, sometimes dramatic, increases (Attachment 1).

The fact is that 96 percent of the world’s population is overseas. That population is growing
faster than ours and that is where the output of our increasing dairy productivity must find a
home. This means that for our farmers to continue to grow and processing companies to
continue to likewise expand, overseas markets are critical.
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As a producer myself, | know first-hand what this means to me and my bottom line. When our
exports increase, | benefit. And when, for whatever reason, our exports are impeded or we give
up market shares, the effect is ultimately felt by the farmer in the price we receive.

But it is not just dairy producers who are affected for better or worse when exports rise or fall.
USDA’s Economic Research Service (ERS) estimates that each billion dollars of U.S. dairy exports
generates 20,093 jobs at the milk production level and that $2.76 dollars of economic output
are generated for each $1.00 of dairy exports. It is remarkable that, while for agriculture as a
whole each billion dollars in exports generates 5,780 jobs®, in the dairy sector each billion
dollars in exports generates over three times as many jobs. Thus, the $7.1 billion that we
exported in dairy products in 2014 supported more than 142,000 U.S. jobs at the production
level. And according to the ERS multipliers, those exports generated nearly $19.6 billion in
additional economic activity at that level.

At the manufacturing level, where the milk is turned into cheese and other processed dairy
products, ERS estimates that each billion dollars of exports generates 3,150 jobs. So, our
exports in 2014 supported 22,300 jobs at the manufacturing level. This, in turn, generated
additional economic activity of nearly $25 billion.

! http://www.ers.usda.gov/data-products/agricultural-trade-multipliers/effects-of-trade-on-the-us-economy.aspx



Exports account for approximately 31.7 billion pounds of U.S. milk, equating to the milk from
1.4 million cows. As global demand for dairy continues to rise, U.S. dairy exporters are meeting
the challenge by making the right products with the right packaging and the right specifications
for each customer. The U.S. is now the world’s leading single-country exporter of skim milk
powder, cheese, whey products and lactose, thereby benefiting millions of customers in
hundreds of countries around the world.

To best understand the level of importance that exports have today for the U.S. dairy industry
and farmers in particular, a key barometer is the percentage of incremental milk solids going to
support U.S. dairy exports. Since 2003, total U.S. milk production increased by nearly 35.7
billion Ibs. Over that time, 61 percent of the increase in U.S. milk solids produced was required
to supply U.S. dairy product exports. That means that more than 21.8 billion |bs of the
additional milk the U.S. has produced since 2003 has been devoted to exports. At the 2014 all-
milk price of $24.00/cwt, this represents nearly $5.2 billion in additional dairy farm revenue.
That amount of milk also represents the amount that more than 4,800 average sized (i.e. 204
cows per farm) dairy farms would produce.

There is no doubt that exports will continue to play an increasingly important role within the
U.S. dairy industry. Our future is dependent on continued growth in dairy exports.

USDA'’s long-term baseline projects U.S. milk production to increase to 230.4 million Ibs. by
2019, which represents an increase of 24.354 million Ibs. If 57% of new milk continues to supply
export markets, an additional 13.882 million Ibs will be used for exports. During that time
period, milk production per cow is expected to increase to 24,580 pounds per cow. That means
that, without growth in dairy exports, 623,676 fewer cows would be required to produce milk in
the United States and 5,423 fewer average-sized farms would be needed to keep up with the
supply and demand for U.S. milk. For U.S. milk producers to continue to see robust milk
production growth, exports must increase in not only absolute terms, but also in relative terms
because the rate of domestic consumption growth is insufficient to maintain milk production
growth, as projected by USDA.

When we talk about the importance of agricultural exports, or in my case, dairy exports, it is
easy to wade too deeply into statistics, and for that | apologize. It is important to also stress
that the benefits of agricultural exports go not just to the farmers in your districts back home.
The benefits also go to the people who sell farmers fuel, fertilizer, seed and other inputs, and to
the people involved in processing, packaging, storing, transporting and marketing the farm
products that end up moving overseas. And, of course, the multiplier effect goes even farther --
to the benefit of people in the communities where farmers buy goods and services, from school
clothes to haircuts.

| have painted a rosy picture so far of the potential trade offers. But when it comes to trade,
those who stand still fall behind. Our competitors are negotiating trade agreements all over the
globe. Unfair import barriers remain in place and new ones are erected all the time. These



types of challenges are detailed in our 2014 National Trade Estimate comments. They range
from unjustifiable health and safety measures to certification requirements to the more recent
and extremely protectionist efforts by the EU to prevent the use of common cheese names --
by misusing Geographical Indications to give its producers a lock on international markets. If we
aren’t in the game actively negotiating on these issues, we’re ceding ground to our competitors
and those looking to make it tougher for us to do businesses in their markets.

That’s why we need to continue to be able to use trade agreements to keep expanding export
opportunities. Not one of the free trade agreements that have been so beneficial to us in the
past has been implemented without some form of trade negotiating authority from Congress
(TPA). Knowing that a trade agreement will be considered by Congress under such a process is
what allows our negotiating partners to make their best offers on issues and products of
greatest sensitivity. Inevitably, dairy and many other agricultural products fall into that
category.

A case in point is the Trans-Pacific Partnership (TPP) negotiations. Access to the TPP’s most
protected dairy markets — Japan and Canada — is essential to us and both countries have
pointed to the importance of having TPA in place as TPP talks enter their final stages on
agricultural negotiations. Our negotiators have moved the ball forward on many key issues but
in order to ensure that we conclude a high-standard, balanced agreement that delivers net
trade benefits for the U.S. dairy industry, we need to have TPA in place.

We also see tremendous value in TPA’s ability to not only spur our trading partners to make
hard decisions in the final hours of trade negotiations, but also in its ability to highlight issues
that Congress deems to be of critical importance in order to direct the Administration to focus
on addressing those topics. The TPA legislation introduced last year included strong new
provisions instructing U.S. negotiators to tackle sanitary and phytosanitary (SPS) measures in a
heightened manner and address the abuse of geographical indications to impede U.S. exports.
Both of these types of nontariff barriers have posed sizable challenges to U.S. exports in fast-
growing markets and we very much look forward to seeing TPA legislation introduced that
retains a focus on addressing these critical issues.

In addition, TPA has given U.S. negotiators the direction to prioritize products that are subject
to significantly higher tariffs in major producing countries. This prioritization is extremely
important for our industry since dairy tariffs, particularly into large and developed dairy
markets, are often extremely high. A case in point is Canada where dairy tariffs typically range
from 200% — 300%. We want to ensure that our negotiators devote particular priority to the
highest tariffs confronting U.S. agricultural exports and see TPA as a vital tool in ensuring that
that appropriate focus is not lost.

All of this is why TPA is so important in order to allow us to deal with these tough issues
effectively via well-negotiated trade agreements. TPA is a clear directive to the Administration
about what types of agreements will be acceptable to Congress and a reassurance to our
trading partners that if they make tough calls to address those problems the U.S. has identified,



they can take confidence in seeing the agreement get a fair hearing by Congress. That is why we
sent the attached letter (Attachment 2) to Congress earlier this month to urge swift action on
TPA.

In Conclusion:

The attached table, which | mentioned earlier, reflecting our dairy trade balance with all U.S.
FTA partners in the past 2 decades, is strong evidence of the progress that can be made with
TPA in place. We can be competitive & increase sales in markets as diverse as Latin America,
the Middle East and Asia — what we need are well-negotiated agreements and the necessary
avenue to achieve and implement them. TPA is that avenue. Without TPA, though, we run the
risk of instead losing market share as our trading partners forge ahead with their own
agreements that address their tariff and nontariff concerns while at the same time putting us at
a disadvantage.

The U.S. dairy industry is thinking globally and it is prepared to do what our customers want
and need. Our industry recognizes the market opportunities that exist overseas. We are
prepared to capitalize on the good name that the U.S. has established as a reliable supplier of
safe and nutritious products. Moreover, many throughout the U.S. dairy industry are
undertaking significant long-term investment commitments in order to meet foreign demand.

What we need now is for Congress to move forward with TPA so that the Administration can
conclude high-quality trade agreements that preserve our ability to compete and deliver net
trade benefits to the U.S. dairy industry.

| appreciate the opportunity to provide comments on this important issue to this committee.
Thank you.



Attachment 1

U.S. Dairy Exports to Free Trade Agreement Partners

U.S. Dairy Exports

FTA Date Entered into Force \,(Ae;rresg;or:f 2014 Growth

Million Dollars Percent
Mexico -NAFTA 1/1/94 252 1,586 +529
Canada -NAFTA 1/1/94 65 343 +428
Jordan FTA 12/17/01 2 7 +250
Singapore FTA 1/1/04 8 98 +197

Chile FTA 1/1/04 3 59 +1,867

Australia FTA 1/1/05 6 171 +2,750
El Salvador (CAFTA) 3/1/06 5 14 +180
Honduras (CAFTA) 4/1/06 8 23 +188
Nicaragua (CAFTA) 4/1/06 4 19 +375
Guatemala (CAFTA) 711/06 30 36 +20

Morocco FTA 1/1/06 0.1 97 +96,900

Bahrain FTA 8/1/06 0.6 27 +44,000
Dominican Republic 3/1/07 17 75 +341
Costa Rica (CAFTA) 1/1/09 3 16 +433
Oman 1/1/09 0.6 1 +67
Peru 2/1/09 20 63 +215
South Korea 3/15/12 220 410 +86
Colombia 5/12/12 8 55 +588
Panama 10/31/12 32 45 +41

Source: USDA GATS



Attachment 2

March 2, 2015
Dear Member of Congress:

The National Milk Producers Federation (NMPF) and the U.S. Dairy Export Council (USDEC) support
the introduction and enactment of Trade Promotion Authority legislation as quickly as possible. Trade
Promotion Authority (TPA) is a critical piece in the effort to secure and pass balanced, well-negotiated
trade agreements.

TPA legislation would be a vital step forward in strengthening Congress’s role in trade negotiations. By
having a clear framework through TPA for participating actively in the negotiating process, Congress
increases its ability to influence the agreements as they are being written and to help craft a deal that will
be beneficial for the United States. In this way, TPA plays a key part in supporting a strong trade policy
agenda. That type of active trade policy agenda is particularly important to our industry in light of the fact
that we are now exporting the equivalent of one day out of every week’s milk production. Last year the
U.S. dairy industry exported over $7 billion last year, making trade vital to our industry’s future.

At this stage of TPP, we have significant concerns regarding how critical elements of the TPP talks —
particularly those related to dairy market access and the use of common food names — will ultimately be
resolved in ongoing negotiations. Given the strong dairy export potential TPP could offer, it would do our
companies and farmers a disservice to accept an agreement that could disproportionately increase imports
while forgoing comparable export openings for the U.S.

Our goal is an agreement that on balance offers net trade benefits to the U.S. dairy industry. To get there,
market access into the region’s most protected dairy markets — Japan and Canada — is imperative. Our
negotiators have worked extremely hard and moved the ball forward on key issues such as expanding
access to the Japanese market and improving safeguards surrounding the use of common food names in
the face of the EU’s abuse of geographical indications to erect barriers to U.S. exports. However, Japan
needs to do more; in particular it needs to provide avenues for U.S. export growth in all areas. Likewise,
Canada has yet to put forward an offer on dairy. In order for TPP to be successful and truly
comprehensive, it is imperative that Canada provide significant market openings for the full range of U.S.
dairy products.

TPA support is not a blank check on TPP; TPP must be considered on its own merits. However, without
TPA, we will not be able to seize the opportunities that well-negotiated agreements may ultimately
present. That is why we urge Congress to move forward with TPA without delay and simultaneously
actively engage in the final stages of TPP negotiations.

Sincerely,
Thomas M. Suber James Mulhern
President President & CEO

U.S. Dairy Export Council National Milk Producers Federation



