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PURPOSE OF THE STUDY

The basic goal of Iowa is to strengthen the competitiveness
of Iowa grain in both domestic and foreign markets.
Therefore, Iowa producers and policymakers in this study seek
to identify and define reasonable roles for the State of Iowa
to perform in improving the quality of grain available from
Iowa and in expanding both domestic and foreign markets for

Iowa grain.



INTRODUCTION

* IMPORTANCE OF STATE INVOLVEMENT IN AGRICULTURE.

State government must never lose sight of the fact that Iowa
agriculture is a vital renewable resource to be nourished,

not merely a major tax source to be taken for granted.

American agriculture is now facing critical challenge

and revolutionary change. 1In recent years the American
automotive and steel industries faced such challenge and
failed the test by not remaining competitive. We must not

let that happen to Iowa's most basic industry.

There should be no illusions in state government. This will
require a major, continuous reinvestment of a larger share
of the revenues the State has grown accustomed to receiving

from agriculture and spending for other purposes.

* NO MAGIC SOLUTIONS.

Quite naturally political leaders search hopefully for
a simple, low-cost, dramatic solution to each serious

problem. Few are ever found. Certainly during this study



no magic solution was found for the problems of grain

guality and marketing. None are suggested in this report.

The report does outline a numoer of relatively undramatic
actions that could bebtaken by the State of Iowa.
Collectively, over a period of time, these would contribute
substantially to resolving the problem. This would benefit

both end users and producers.

Most important, the report describes the direction
of change that is beginning to transform the grain

industry as it moves into a new age of marketing.

A significant contribution of the report may be to minimize
the potential for costly errors by the State. 1In a time when
the competition for scarce resources is great it is essential
to make spending decisions carefully and to target resources
to areas where the probability of actually contributing to

solutions is greatest.









Section I. EXECUTIVE SUMMARY.

TECHNICAL ASPECTS OF THE GRAIN QUALITY PROBLEM.

* Many foreign customers of our grains are
dissatisified with the quality of corn and
soybeans they receive from the U.S. The
principal complaint is not that they are unable
to buy grain of high quality from us, but that
they often do not receive the quality for which
they pay. There are solid grounds for this
complaint, and our customers are beginning to

buy elsewhere.

i Unfortunately, official grain standards and
procedures have been (and still are to some
extent) worded in a manner to give the seller
a marked advantage over the buyer. In the
buyers' market for grains which currently exists
worldwide, shortchanging the customer is extremely
poor national policy. Some progress is being made

to correct this situation.



Subdivision in foreign ports of large export
cargoes presents a serious challenge. It 18
difficult to ensure that each foreign consumer
receives grain of the quality and value to which
he is legitimately entitled. Segregation that
occurs after final U.S. inspection is passed on

to the users. Some receive grain of significantly
lower quality and some of higher quality than
expected. This does not help our efforts to

retain or increase markets for U.S. grain.

Other problems contributing to foreign

dissatisfaction with our grains include:

- Standards differ among countries.

This leads to misunderstandings.

- Countries differ in how they define such
things as what constitutes a damaged kernel
and how to define the moisture content of grain.

. This too leads to misunderstandings.



- Grain, particularly corn, has a tendency to
deteriorate in handling, transportation, and

storage.

* To assume that all grain quality problems originate
and can be corrected at the export terminals would
be a serious mistake. A substantial share of the
problems can only be corrected by grain producers

and local warehousemen.

* U.S. seed producers emphasize yield rather than
post-harvest quality, because yield is what

producers request.

TECHNICAL FEASIBILITY OF IDENTITY-PRESERVED SHIPMENTS OF

HIGH QUALITY GRAIN.

* Foreign consumers of our grain have great interest
in buying directly from producers, going around the
major grain companies and utilizing identity-

preserved shipments to assure the quality received.



The logistical arrangements for identity-preserved
shipments are entirely feasible for both
containerized and bulk cargoes. However, the
additional cost required to move grain in this
manner is relatively high. The price may be
prohibitive for routinely utilizing identity-
preserved shipments. Preserving quality
specifications may be a more efficient means of
assuring grain quality. However, the price required

for such services is unknown.

DIFFICULTIES WITH IOWA GRAIN EXPORTS.

Few foreign consumers of our grains are willing to
i JiDRRL

pay a substantial premium for quality. What they

want is to actually receive the quality for which
they have been paying, or the quality they can
obtain from other origins at equal prices. This
means that average quality of our grain may have

to. be raised just to remain competitive.



There are far more foreign consumers of grains

interested in buying directly from U.S. producers

and small grain merchants than there are producers

and small grain merchants willing and able to sell.

Some of the more important reasons for this

shortage of sellers include the following:

- ’The huge tonnages and large dollar values
involved alarm potential sellers;

- The large risks:

- The small profits that would be possible:

- La;;)of undefgg;gggﬁéwéf the long and complex
export process; and

- 1Inability of would-be sellers to mobilize
sufficient tonnages of grain of the required
quality largely because:

—-- Producers and small warehousemen now do
little to segregate their grains by quality
characteristics and many have too few bins
to do so.

-- Many would-be sellers do not have access
to a large grain collection network such as

those developed over many years by the major

grain companies.
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-- Local warehousemen holding grain of good

current standards by blending their good
A SIS &

e

q;ality grain with grain of lower quality.
-— There is qgiﬂzgw any_gﬁgfqi;eq”natiqnal
market for grains of high quality or
special characteristics.
-- The Commodity Credit Corporation is holding
huge tonnages which will gradually be
marketed in a much deteriorated condition

by warehousemen responsible for maintaining

quality of the corporation's stocks.

Probably the most complex and difficult subject
an exporter of grain must master is that of

export contracts.

The stéEgigﬁ_LQﬂa_ls not a veryrloglqa} ggggraphlc
unit upon which to build a quality grain program.
The Mississippi and Missouri Rivers are better
viewed as arteries of grain transportation than as

boundaries for a special production area.

11



MOVING TOWARD SOLUTIONS OF GRAIN QUALITY AND EXPORT PROBLEMS.

Technology is rapidly evolving to permit quick
measurement of many quality characteristics of
grains, characteristics that could not be readily

measured in the past. Examples include:

- Protein content.

- O0il content.

- Starch content.

- Hardness of kernels.

- Stress cracks.

- Maximum variation of moisture in kernels
constituting one lot or cargo of grain.

- Presence of toxins and residues.

The sophistication of grain users is increasing
rapidly in terms of understanding the profit
implications of small differences in such things

as protein, oil, and starch content.

Users of grains will demand more special
A L2

characteristics in the grains they purchase.

Given current market conditions, large premiums in
S 3 SR AN i
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exchange for guarantees on these characteristics

cannot be expected However, substantial premiums

can be expected for var1et1es of corn and soybeans
that contaln above average amounts of o0il, protein,

starch, etc.

If we are to upgrade the quality of grains moving
in commercial channels, we must change the existing
marketing system to provide producers and small

warehousemen with economic incentives for

segregating good grain and preserving quality.

At present there is no efficient means of communica-

tlon between potential sellers (producers and small
merchants) of quality grain and buyers (including

exporters) wanting to acquire such grains. Exports
of Iowa quality grains and profits of producers and
small merchants would be enhanced by development of
a new marketing mechanism specifically designed to

bring together these potential buyers and sellers.

13



EVALUATING AND CHANGING FEDERAL GRAIN STANDARDS.

*

A high priority should be given to bringing about
change in the official U.S. grain standards and
procedures for corn and soybeans. Change should be

in a direction to:

- ensure that foreign buyers receive the

full value for which they pay, and

- provide more information on intrinsic factors
needed by end users to determine the economic
value of grain (oil, protein and starch
content). This will encourage the production
and sale of high quality grains. There are a

number of methods for achieving this goal.

14



RECOMMENDED POLICY FOR THE STATE OF IOWA.

* The strategic goal of state policy should be to
increase demand for Iowa corn and soybeans in all
markets both domestic and foreign, and to ensure
that commercial markets can fairly compensate

producers and small grain merchants for grain

quality.

The short-term promotional and mgg}g&ipgﬁefforts

e

of Iowa and its producers should focus on the
outstanding ability of the state to consistently
produce corn and soybeans not only of good quality
but also, and more important, of high inherent value
to users of raw grains. TIowa should capitalize and
build on this ability to produce grains with superior
oil, protein, and starch content, etc. This effort
should also focus on the ability of Iowa producers to
tailor their products to meet specific needs. The
time is right for this strategy, technically and

from the point of view of both end users and Iowa

producers.
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RECOMMENDED OPTIONS FOR THE STATE OF IOWA.

Iowa should develop a computerized quality grain

i gy o o s :
marketing system. The goal should be to facilitate

the maffgéing of grain with specific quality

characteristics (oil, protein, and starch content,

etc.) desired by domestic and foreign users of raw
grains. The system should provide a means of
disseminating information on the location, quantity,
and selected characteristics of grain offered by
potential sellers of such grains. Also, similar
information on the specific needs of potential
buyers should be dispensed. A pricing mechanism
utilizing bids and offers should be included. The
system should generally be accessible to all
parties from the smallest producer to the largest

grain merchant.

The State of Iowa should initiate an export and
marketingrsupport program. The purpose of the
program is to encourage the development of grain
merchants, large and small, who desire to sell Iowa

grain in international markets. The key to success

16



of such a support program will be a clearinghouse

for information. The clearinghouse should provide

detailed information on how the grain marketing and

export system functions.

Specifically, the informational needs of those who

would export quality grain include, but certainly

are not limited to:

Assistance on using the Iowa computerized quality
grain marketing system;

Domestic and foreign marketing opportunities;
Assistancehon export contract terms;

Guidance on export financing:

Assistance with relevant federal programs
such as PL 480, GSM 102, GSM 103, and

export enhancement:

Assistance with transportation and freight
rates;

Data on approximate prices for grains

at important U.S. and foreign points;
Information on elevation and inspection
services at inland and coastal terminals;

Assistance on ocean shipping brokers;

17



- Sources and approximate costs of other services
such as stevedoring, stowing and trimming,
insurance, demurrage, barge fleeting facilities,
freight forwarding, bagging of grains, etc.; and

- Data on the grain quality characteristics

of corn and soybean varieties.

Support should be given to an Iowa certificate

program that would confirm measurements of the

economic value characteristics of grain.

Serious consideration should be given to a program
to distribute samples of Iowa grains to prospective

customers so that they can examine the grains and

perform tests of economic value characteristics.

Increased support for research, development, and

testing is required if Iowa is to be a leader in

marketing quality grain. The most important goals

of this work are:

- Increased testing of corn and soybean varieties
to determine their ability to produce grain with
the quality characteristics preferred by our

customers.

18



A strengthened program to develop new varieties

and lines in soybeans and corn with improved
grain quality characteristics.

Equipment to quickly measure grain quality
characteristics such as o0il, protein, and
starch content. This is needed in the field
at the earliest practicable date.

Fielding equipment as soon as practicable to
measure the moisture content of individual
kernels of corn and soybeans.

Determining new uses and markets for low
quality grain, broken grain, foreign material

and grain dust.

19









Section II. BACKGROUND OF STUDY

Agriculture is encircled by significant change. There is

no consensus among producers or policymakers as to the

overall solution to agriculture's problems. However, in a
world awash with grain, grain quality is fundamentally more
important than it was in the 1970's. The world is changing --
rapidly becoming a society that expects and demands "quality"
in products and services. Thus, even when the grain surpluses
diminish there can be no reversion to a cavalier approach to
the quality concerns of consumers of U.S. grains. The
increased recognition of the importance of quality provides
innovative leaders an opportunity to build on the inherent

strengths of corn and soybean production in the Midwest.

Iowa producers are concerned with the growing dissatisfaction
of their customers, both foreign and domestic. The declining
U.S. share of the world market is especially troubling.
Declining export markets are not caused by poor grain quality:
howeve;, emphasis on quality is a key to retaining market
share. The reluctance of major grain companies to adapt

their practices and attitute toward end users' needs is simply
no longer acceptable to producers. Even with encouraging signs
of change at many levels, continued pressure from producers and

end users is needed to speed the process.
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A review of U.S. official standards and procedures
substantiates the reason for concern. These standards
and procedures have for many years favored the exporter

over the end user.

The Governor, the Iowa Secretary of Agriculture, and the Iowa
Legislature share producers' concern. An increase in volume

of Iowa grain sales would benefit many -- local grain merchants
and the transportation industry, as well as producers. The
primary goal in seeking an appropriate state role is to provide

a strong advocacy for producers.

It is essential to develop a greater understanding of the
problem. Grain quality is not an issue well suited to quick
legislative or executive solutions. Influencing product
quality is a more efficient means of solving the problem than
attempting to control the export process. There is great risk
in any hastily defined program. The State's response must
serve the needs of users of raw grains. End users agree that
they want something different in terms of quality, but many are
not yef certain what specifications they want or need.
Marketing opportunities exist if more information about end-use
value is provided. However, change in any segment of the grain
industry will have an echo effect on other segments, with the
greatest impact on producers. Therefore, careful consideration

must be given to their interests.

21




As a result of the State commitment, an indepth study of grain
quality was conducted under the contract that has produced this
report. The Iowa Department of Economic Development in
partnership with the Iowa Corn Promotion Board and the Iowa
Soybean Promotion Board approved funding for a study to
determine what roles are appropriate for the State, and to

evaluate the merits of each option.

A task force was established to assist the study contractor.
It consisted of representatives of the Iowa Corn Growers,

Iowa Corn Promotion Board, Iowa Soybean Association, Iowa
Soybean Promotion Board, exporters, grain merchants,
transportation industry, Iowa State University, international
finance, Department of Economic Development and the Department
of Agriculture and Land Stewardship. The task force served as
an advisory committee to its chairman, Cooper Evans. Public
participation in the study was enhanced through four
subcommittees: finance, marketing, standards, and
transportation. Membership lists of the task force and

subcommittees are attached in Section X.
The task force met frequently, often twice monthly. An

interim report was issued in August, 1987. The final report

was released in early November, 1987.

22



The reports, written by Evans and Associates, are not intended
to be consensus documents. The task force's discussions have
significantly influenced the views set forth in the reports.
However, individual members may not hold the perspective

expressed by the authors.
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Section III. TECHNICAL ASPECTS OF THE GRAIN QUALITY

PROBLEM.

* CUSTOMER DISSATISFACTION.

Many foreign buyers are dissatisfied with the quality of corn
and soybeans they purchase in the United States. As a result,
these overseas customers tend to shop elsewhere in times like
these when there is a surplus of grain in the world and there

are many other sources of supply.

Unfortunately, this surplus is likely to persist for at least
several years. If we in the United States are to maintain our
share of world grain markets under these conditions, we must
understand the dissatisfaction of our customers and what must

be done to regain their confidence.

A point of great importance is that the principal complaint of
foreign customers is not that they are unable to buy grain of
high quality from the United States, as many people seem to
believe. The real complaint is that regardless of whether they
order grain of high or low quality they often do not receive
the quality for which they have paid. There are solid grounds

for this complaint.

24



* PROBLEMS INHERENT IN THE UNITED STATES STANDARDS AND

PROCEDURES.

Another misconception is that the blame rests largely with the
export elevators. Actually there is overwhelming evidence that
virtually all grain leaving the United States technically meets
our national standards and the terms of the export contracts
under which it is sold. But great emphasis must be placed on

the words "technically meets" the standards and terms.

This gets at the heart of the matter. The truth is that the
official United States grain standards and procedures for
determining grain quality have been flawed for many years.

They were written in a manner which virtually guarantees that a
buyer can be deceived if a sophisticated grain exporter chooses
to do so. U.S. exporters are certainly sophisticated and
sometimes have chosen to do precisely that. The temptation is
great to legally ship grain of a quality lower than called for

by an export contract, for the profits can be large.

* PROCEDURES FAVOR UNITED STATES SELLERS.

To illustrate how substandard grain can be legally exported,
consider the official procedures for determining whether a

sublot of grain scheduled to go aboard a vessel at a terminal

25



equipped with loading bins meets the required specifications.
This determination is made by carefully examining and testing a
small sample, one of two taken from the grain. The sublot
usually contains several million pounds of grain. The sample
weighs a bit over two pounds -- far too little for a high
probability that the sample is truly representative of the
sublot. If the sample passes all of the tests, as determined
by the Federal Grain Inspection Service, the grain is approved
and loaded aboard the vessel. If the sample fails the tests
the sublot is not rejected, as one might expect. Instead, the
second sample is tested to determine if this sample meets the
specifications. If it does, the grain is loaded. Should the
second sample also fail the tests, and the elevator is equipped
with loading bins, the sublot can merely be moved to an
adjacent loading bin and new samples taken during the process
of moving. Then these new samples can be tested in a
continuing search for one which will pass and allow the grain
to be legally put on board the ship. Permitting such a search
for an acceptable test is a statistical travesty. The
procedure allows a high probability that the quality of a cargo
of grain, even though officially certified by the government of
the United States, will not actually meet requirements of the

export contract.

26



To make matters worse, the official testing procedures contain
other loopholes. To illustrate, a contract may call for grain
with a maximum permissible moisture content of 14 percent. TIf
so, some sublots graded as containing as much as 14.5 percent
may be deliberately and legally loaded. Similarly, if
specifications require not more than 4 percent broken corn and
foreign material, the official procedures permit some sublots
graded as containing 4.6 percent to be included in the cargo.
Small wonder our customers are dissatisfied and now come to the
United States for grain only reluctantly. Clearly the

statistical soundness of our official loading procedures must

be improved.

* STANDARDS MISLEAD FOREIGN END USERS.

Unfortunately, problems are not limited just to loading
procedures but extend to official grain standards as well.
Rounding of numbers provides a good example. Until very
recently the standards stated that the amount of dockage
present in wheat would be rounded downward to the nearest full
percent or half percent. Thus, 1.49 was rounded to 1 percent
and 1.99 to 1.5 percent. Similarly, the amount of foreign
material in barley, rye, and sorghum was rounded downward to
the nearest full percent, as was the percentage of split

soybeans. All of these roundings overstate quality.

27



Determination of the extent of insect infestation in grain is
also biased against the purchaser. Under United States
standards only live insects are counted. Dead insects are
disregarded, in spite of the fact that flour millers complain
that dead insects make dark spots in flour just as live insects

do.

In determining the amount of stinkbug damage to soybeans the
first step is to count the number of beans stung by stinkbugs.

That number is then divided by four.

Even the way grains are defined can lead to trouble. As an
example, the official definition of soybeans states that
soybeans are a grain which contains "not more than 10 percent
of other grains...". This means that if soybeans are worth $5
a bushel and oats are worth $1 a bushel, it will be possible
under some circumstances to increase profits by adding oats to

the beans as an officially acceptable foreign material.

The official U.S. standards for corn state that Nr. 1 corn
shall not contain more than 2 percent broken corn and foreign
material. So a buyer can expect Nr. 1 corn to contain 98
percent whole kernels, right? Not so. Nr. 1 corn can include
up to 48 percent broken kernels in addition to the 2 percent
broken corn allowed by the standards. Why? Because the

official definition of corn states that corn must contain only

28



50 percent whole kernels, and the standards define broken corn
as material passing through a 12/64 inch sieve. Many broken

kernels are larger than 12/64th of an inch.

To make matters worse, a whole kernel is defined as one from

which not more than 25 percent is missing.

Obviously some elements of approved procedures and official

standards are better suited to shortchanging customers than

to pleasing them.

Even the U.S. official appeal procedure offers little
opportunity to the buyer for a fair hearing. The procedure
consists only of grading a duplicate sample taken at the time
of loading and does not address the real issue -- the potential
for a significant deterioration in quality after the point of
final elevation and during shipment. The review process is so
meaningless that dissatisfied customers often do not file a
formal complaint. Therefore, FGIS reports stressing the high
quality of grain exported from the U.S. are of doubtful
validity. They are based only on the small number of formal
complaints received. This is not an adequate measure.
Informal complaints are also an important reflection of

customer satisfaction and must be included in any meaningful

analysis.
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* GRAIN STANDARDS AMENDMENT OF 1986 -- ENCOURAGING SIGNS

OF CHANGE.

There are, however, encouraging signs of change. The Grain
Standards Act was amended by Congress in 1986. The amendment
includes a new statement of principle which is of great
significance. The Act now says that the principal purpose of
grain standards shall be to "describe the true condition of
grain as accurately as practicable". Clearly, present

standards and procedures do not comply with this statement of

purpose.

This has led to a great flurry of activity in the Federal Grain
Inspection Service. A number of proposed changes in official
standards and procedures have been drafted and published in the
Federal Register for public comment prior to final adoption.
These changes would go a long way toward correcting the
deficiencies noted in this report. Unfortunately, few
concerned citizens see the Federal Register, let alone comment
on proposed changes. However, the major grain exporters read
the Register carefully and comment in great detail.
Predictébly, these special interests often resist changes.
Those who favor the status quo are vocal and have powerful
influence in Congress and the Department of Agriculture. It
remains to be seen how rapidly the Federal Grain Inspection

Service can bring about needed change. However, up to this
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point the Inspection Service seems determined to implement the

1986 Act.

* GRAIN STANDARDS AND PROCEDURES DIFFER AMONG COUNTRIES.

Another difficulty with grain standards is that they vary in
detail from country to country around the world. This can lead

to serious misunderstandings between sellers and customers.

The calibration of meters to measure the moisture content of
grain is a good example. In the United States such meters are
calibrated differently than meters in many countries which buy
from us. Corn exported from the United States testing 14
percent moisture on our meters will test about 14.7 percent

moisture on the meters of purchasers in many countries of the

world.

Another difference is the way damaged kernels are defined. 1In
the Far East a discolored soybean is generally considered a
damaged bean. In the United States a discolored bean is
classed és damaged only if the interior of the bean as well as
the hull is discolored. It should be noted that here again the
sophisticated exporter in the United States has an opportunity
to take advantage of an unsophisticated overseas buyer.

Frequently the net effect of these country-to-country
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variations is to leave our customers with the feeling they

have been shortchanged.

* IMPACT OF GRAIN SURPLUS ON QUALITY.

In addition, there is another whole class of problems which

have less to do with grain standards per se, but are serious

nonetheless.

The very existence of our huge surplus of grain in the United

States illustrates the point. Surplus grain must be stored for

extended periods of time. Grain in storage deteriorates in

quality. Sound grain is often stored until it begins to spoil.
Then the spoiling grain is moved into marketing channels and

replaced by grain that is still sound. To put it differently,

our massive grain storage program can be viewed as a system for

converting good grain into bad on a continuing basis.

* TENDENCY OF CORN TO BREAK IN HANDLING.

There is a tendency for grain, particularly corn, to break and

pulverize as it is handled and moved through export channels.
Numerous studies have demonstrated a truly dramatic increase in

broken and pulverized kernels as corn is moved from the
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Iowa-Illinois area down the Mississippi River and overseas to
our customers around the world. This is true even of
identity-preserved shipments of corn that are not blended with
other grain at the export elevator. It is not unusual for a
shipment which leaves a farm in the Midwest containing two
percent broken kernels and is loaded at the export elevator
containing three or four percent BCFM to contain 10 percent of
such material when it reaches the retail customer in Europe or
the Far East -- the increase caused solely by breakage in
handling. The customer is always displeased to receive such
grain because its storage life is short, and it is very likely
to heat and mold. Unfortunately, in the United States little
emphasis has been placed on developing corn varieties and

handling procedures to minimize kernel breakage.

* PRODUCERS HAVE AN IMPORTANT ROLE IN IMPROVING GRAIN

QUALITY.

Finally, it would be a mistake to ignore the fact that those
who grow the grain are responsible for some of the problems.
Producefs base their choice of seed almost entirely on the
amount of grain the seed should produce, not on the quality of
grain which will be harvested. They often yield to the
temptation to begin combining corn at the earliest possible

date when the corn kernels are relatively soft and susceptible
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to damage. They are not always careful about precisely
adjusting the combine. 1In the rush of harvest, producers run
the combine too fast in the field, thus reducing grain quality.
They often dry corn at temperatures so high that corn kernels
develop stress cracks that make those kernels less resistant to
breakage. They run augers faster than necessary and thereby
increase breakage. And finally, producers are not always as
careful as they might be in monitoring the condition of grain
stored on the farm. Farmers, too must clean up their act.

This is discussed in more detail in the Grain Standards

Subcommittee's Report attached in Section X.

* GRAIN QUALITY, A KEY TO RETAINING MARKET SHARE.

Correcting all of these deficiencies and restoring confidence
among our overseas customers will take time. Necessary changes
in this country will include altering attitudes and practices
of long standing as well as improving our official grain
standards. Substantial capital investments will be required.
And we cannot assume that when these things have been
accomplished our export market will dramatically improve. But
one thing is certain, we cannot effectively compete in today's
world grain markets unless our customers feel assured of fair

treatment when they buy grain in the United States.
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Section IV. TECHNICAL FEASIBILITY OF

IDENTITY-PRESERVED SHIPMENTS OF QUALITY GRAIN.

The popular perception of the nature of the grain quality
problem leads to great interest in identity-preserved grain
shipments. The problem is perceived to result from the grain
industry's reluctance to deliver high quality grain to foreign
customers. As a result there is a natural interest in
maintaining quality by going around the major grain companies

and preserving the identity of grain.

An initial assumption was that the challenges of creating a
logistical organization for identity-preserved grain shipments
without using the facilities of major grain companies might
prove insurmountable. Despite the complexity of the problem it
was quickly determined that in fact the elements for such a
logistical organization already exist -- even for bulk grain

shipments.

Much of the appeal of identity-preserved shipments is

a result of the rapid growth of the container shipment
industry. There was never any real question that identity-
preserved grain shipments by container are technically feasible
and well suited to specialty grain markets. However, achieving

the desired impact on Iowa's economy is another issue. To
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significantly increase the volume of Iowa grain that is
marketed, the focus simply must go beyond developing specialty
markets. Then the real question about container shipping is
whether large tonnages can be moved at an acceptable cost
rather than whether the identity of grain can be preserved.
Here the answer is that probably costs will be excessive

except perhaps under very unusual circumstances.

Relative to exports in bulk, Iowa is well served by an
independent network capable of collecting and transporting
identity-preserved bulk grain. The grain may be originated
from producers, cooperatives, or farm management firms.
Independent elevators and loading facilities exist along the
Mississippi and Missouri Rivers. Independent barge lines and
railroads can preserve identity as they transport the grain to
export points. There, publicly owned elevators, mid-stream
elevators or export terminals not owned by the major grain
companies can be used to transfer the grain to vessels. 1In
short, it is entirely feasible to preserve identity and to

ship bulk grain from Iowa to foreign destinations without an

exorbitant increase in costs.

However, as is noted elsewhere in this report, there is some

question as to the maximum tonnage of quality grain that can be

collected within the state in a short time.
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Skepticism exists in the industry regarding identity-preserved
shipments. Another term, "specification preserved", is
evolving in the industry, to describe the way they would prefer
to assure that the grain meets contract specifications. The
problem with substituting the specification-preserved concept
for the identity-preserved approach is that the former allows
the grain companies to blend to the maximum limits on all
factors specified in a contract while the latter does not.
There is merit in the specification-preserved approach, but the
term certainly is not synonymous with the identity-preserved

concept.

Despite the lack of enthusiasm within the industry, identity-
preserved grain shipments, and to a large extent specification-

preserved shipments, offer attractive marketing tools for Iowa.

There are several possible markets for identity-preserved
shipments of grain. The following paragraphs describe in more
specific terms the logistical chain involved and how grain

identity can be preserved as it moves to these markets.

As noted previously, one of the simplest approaches for moving
identity-preserved grain into a variety of world markets is to
utilize the standard 8 foot by 8 foot by 20 or 40 foot shipping
containers. These containers have to a great extent replaced

general cargo in recent years. Once grain, either bagged or in
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bulk, is sealed in such containers the problem of preserving
identity is essentially solved. There are two serious problems
with such shipments however. The first is cost. Even under
very favorable conditions freight rates for containerized grain
are far higher than for grain moved in bulk. The second is the

practical limit on tonnages that can be moved. Shipping enough

grain in containers to have a significant impact on midwest

markets is unlikely.

Therefore containerized movement of grain seems best suited to
relatively small quantities of high value grain which would be

seriously degraded by multiple handlings.

A second market presenting few problems for identity
preservation is the rail market to Mexico. There is a thriving
market for corn to feed Mexico's poultry and hogs and for beans
as raw materials for her crushing plants. Much of this grain
moves from the Midwest through Laredo, Texas. Once grain is
sealed in hopper cars at the local elevator it is protected and

undisturbed until delivery to its final destination.

Another relatively simple logistical chain exists for moving
Iowa grain through the ports on the western shores of Lake
Michigan. These ports are marginally within trucking range of
eastern Iowa and are served by railroads operating in Iowa.

However, a problem is the absence of independently operated
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grain terminals at nearby ports of Milwaukee, Kenosha, and
Chicago. Existing facilities at each port are owned by major
grain companies. 1Indiana's port at Benton Harbor is also of
some interest, but this also lacks an independent loading

terminal.

For moving very large tonnages of Iowa grain to most overseas
buyers, export through the Gulf ports is clearly of greatest
interest. Here the logistical chain can be long and complex,

but identity preservation is entirely feasible.

One of the simplest examples is by hopper rail car shipment
from interior Iowa points to the public elevator at Corpus
Christi. This terminal elevator is modern, well managed,
interested and experienced in handling identity-preserved
shipments. The harbor is excellent and of deep draft.
Stevedoring problems are rare. Charges are reasonable.
Houston-Galveston is also a possibility. The public elevator
there can also function as an export terminal. However, at
present it is full of stored grain, mostly Commodity Credit
Corporation (CCC) stocks. Being filled to capacity of course

limits usefulness as an export terminal.

Often the lowest cost route for exporting grain from the
Midwest is through terminals in the Baton Rouge to New Orleans

area of Louisiana. Generally, the cheapest way to move grain
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to these terminals is by barge down the Ohio-Illinois-Missouri-
Mississippi River System. Of course, the northern reaches of
this system are closed during the winter months. 1In the
winter, and occasionally at other times, rail shipments are
most practicable. From the standpoint of preserving the

identity of grain either form of shipment is workable.

For grain moving by barge the logistical chain is long. On the
northern end of the chain the key to identity preservation is
finding facilities to load barges -- facilities not associated
with the major grain companies. In Iowa examples of such
independent firms on the Mississippi include Pattison Grain of
Clayton, River Gulf Grain in Davenport, and the Italgrani
elevator near Wever. On the Missouri there is Terminal Grain
Corporation near Sioux City and a small operation having no
storage capacity located just north of Council Bluffs.
Generally speaking, movement of grain to these facilities is
more practicable by truck than by rail. Most of the elevators
are small so that identity preservation is simplified. The
negative characteristic of such small facilities is that they
have only a limited capability to act as "surge tanks" to

accumulate grain and smooth the flow.

There are a number of relatively large and reliable
independently owned barge lines very willing to move and

coordinate identity-preserved shipments. An example is
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Alter Barge Lines of Davenport, Iowa. These facilities and
barge lines permit representatives of buyers and sellers to
be present during loading. Alter Barge is also willing to

allow a representative to accompany tows down the river to

assure identity preservation. 1In the New Orleans area an

example of a loading facility ideally suited to preserving

grain identity is the floating elevator operated by Delta

Bulk Terminals. Here the grain does not disappear into a

labyrinth of concrete silos. Barges are brought to one side

of

the floating terminal. The grain is unloaded, weighed,

graded by federal or private inspectors and moved directly

aboard the cargo vessel moored on the other side of the

floating terminal.

An example of a very different approach would be to utilize

the capacious and technically complex terminal at New Orleans

owned by ZEN-NOH, a Japanese grain cooperative. It is capable

of
1f
of

of

by

handling identity-preserved shipments of high quality grain
that is the desire of the seller and buyer. The management
ZEN-NOH will perform these services for a fee. Advantages
facilities such as ZEN-NOH are that they can receive grain

both barge and rail, and can temporarily store large

gquantities of corn and soybeans in anticipation of the arrival

o.f

a vessel, and can clean grain at time of loading. It is

important to note that most of the major grain companies will

be

pleased to handle virtually all aspects of identity-
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preserved grain shipments for a fee. The question is whether

the fee will be reasonable.

Report, Section X.)

( See Transportation Subcommittee
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Section V. DIFFICULTIES WITH EXPORTING IOWA GRAIN.

* GENERAL.

Predictably, the study has identified many problems associated
with exporting U.S. grain during this period of world
surpluses. This section is not intended as an analysis of the
overall grain export problem. The purpose is to note some of
the difficulties, frequently unforeseen, that complicate the
task of exporting quality grain from Iowa. The focus is on
factors that could influence possible roles of the State of

Iowa in increasing such exports, particularly large bulk

exports.

* SHORTAGE OF SELLERS.

One of the unforeseen difficulties is that contrary to popular
perception there seem to be far more foreign consumers of grain
interested in buying directly from Iowa than there are Iowans
prepared and willing to sell. Those who wish to buy make it
very clear that they do not want to purchase through any of the
major grain companies. At present few Iowa companies are
willing to assume the very considerable risks involved,

particularly for substantial shipments of bulk commodities.
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Several of the major reasons for this reluctance are outlined
in the following subsections. But it is important to note
here that during the course of this study a number of serious
requests for bids were received to which Iowa companies were
unable to respond. Admittedly it is possible that a wider
dissemination of the requests might have resulted in bids if a

mechanism for such dissemination had been available.

However, a good example of the nature of the problem grew out
of the visit to Iowa by two senior representatives of the
Mexican oilseed processing industry. They were interested in
direct shipments of Iowa soybeans. They visited an Iowa
country warehouse facility and talked with the elevator
managers in detail about how such transactions could best be
handled. Then they returned to Mexico where they structured
two requests for bids specifically to match the requirements

of the Iowans as the Mexican representatives understood them.
One request was for 6,000 metric tons. The other was for 6,500
metric tons. Both were to be shipped by rail.

Iowa firms were

unwilling to submit bids in a timely manner. A copy of the

telex requesting these bids is attached as Annex B.
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* COMPLEXITY OF EXPORT PROCESS AND LACK OF EXPERIENCE AND

KNOWLEDGE IN IOWA COMPANIES.

The logistical and business sequence involved in transferring
grain from Iowa producers to foreign users is long and
complicated. Only a handful of Iowans have some understanding
of the total sequence. In general, Iowa producers and
warehousemen have focused their attention only on the small

segments of the sequence affecting them personally.

* COMPLEXITY OF EXPORT CONTRACTS.

Probably the most complex and difficult subject an exporter of
grains must master is that of export contracts. Here a great
deal of assistance will certainly be required by any novice.
In many instances mastery will probably prove to be impractical

for a would-be exporter of bulk cargo.

Included as an annex to this report is a summary document on

this subject prepared by C.J. Huffman. To quote from that

summary :

"The complexity of grain contracts, diminished when

presented in this format, should not be overlooked
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or dismissed. The most skilled domestic grain trader
would be cast adrift when trying to arrange shipment
and/or financing of export sales. The logistics;,
domestic politics, international politics, and
financial arrangements demand a wealth of knowledge,
personnel, staff time, legal experts, and resources.
[One must] Add to these demands the everchanging

dynamics of a biological product."

Anyone interested in understanding further the complexity of

the grain trade should certainly take the time to read

Huffman's summary of grain contracts included as Annex A.

* GSIZE OF TRANSACTIONS.

Most Iowans interested in exporting grain are discouraged by
the size of typical transactions. The USSR has little interest
in individual purchases of less than 250,000 metric tons of
corn -- such a contract would require a commitment of roughly
$20 million. Many soybean processors like to buy 250,000 tons
of beans for delivery over a period of several months -- that
quantity of beans is worth about $60 million. One
average-sized ocean vessel carries about 40,000 metric tons --
so the value of a single cargo of corn is worth roughly $3

million and one cargo of beans is valued at about $9 million at
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current prices. These are overwhelming numbers to most Iowa
producers and warehousemen. Containerized shipments for
specialty markets are, of course, typically much smaller and

more manageable.

* RESPONSE TIME TO TYPICAL REQUESTS FOR BIDS.

Most tenders for bids announced by overseas buyers allow a very
short response time. Typically the specified time ranges from
a few hours to at most several days. Often the bids submitted
leave some details open for further negotiation, but the first
round bids generally determine who will get the contract. Such
short response times have generally been incompatible with the
decision making process existing in the Iowa grain

merchandising community.

* TOWA BANKS AND THE FINANCING OF GRAIN EXPORTS.

For the most part, Iowa banks seem to have little interest in
financing the export of agricultural commodities on the scale
necessary to have any significant impact on the economy of the

state.
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With very few exceptions, they have little or no experience
with such transactions or with foreign letters of credit,
government credit guarantee programs, fluctuations in
international currency values, export enhancement programs,
etc. There is, however, serious interest in providing such

financing by some regional banks and by some multinational

banks such as Norwest Bank, First Interstate Bank, and Rabobank
of The Netherlands. For cooperatives, financing could be made
available by the Farm Credit System's Bank for Cooperatives if

they wished to do so.

* HOW TYPICAL IOWA GRAIN ELEVATORS AND WAREHOUSEMEN EARN

PROFITS.

To understand the reluctance of typical elevators and
warehousemen to bid on export tenders, it helps to understand
how an Iowa grain merchant makes money in today's business
climate. At the risk of oversimplification, profits are
earned by:
- Storing corn for farmers or the CCC -- keeping all
bins full and earning storage is crucial to profits:
- Blending low quality grain acquired at a discount with
high quality grain purchased without paying any

premium; and
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- Elevation charges (and sometimes transportation)

on grain moving into and out of the facility.

To say it another way, typical Iowa merchants do not like to
own grain, except for very short periods as it passes through
their hands. They much prefer that farmers and the USDA own
the grain and pay the warehousemen to store it. Therefore,
they seldom hold title to enough grain to respond quickly to a
large export inquiry. 1In addition, they are usually reluctant
to sell at market prices any high quality grain they may own
(for which they probably paid the producer no premium) without

blending it with low quality grain.

* INDEPENDENCE IN DECISION MAKING BY TYPICAL ITOWA GRAIN

ELEVATORS AND WAREHOUSEMEN.

The typical Iowa grain merchant is not large enough

to handle a substantial export order for bulk grain.

Therefore to respond to a tender a number of grain merchants
must join together. 1In practice, this has proved difficult.
It is the opinion of some that it will prove impossible to get
most Iowa grain merchants to work together effectively on the
scale necessary for export sales (although there are a few
encouraging exceptions); and that a better base for such sales

may be large farm management organizations and producers.
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* JOWA GRAIN PRICES COMPARED TO PRICES AT THE GULF COAST.

Frequently a comparison of Iowa grain prices and prices at
Gulf ports will show that the difference between the two is
less than the cost of transporting grain from Iowa to the
Gulf. This is most discouraging to the Iowa producer or
merchant exploring the feasibility of exporting identity-

preserved grain. There are several reasons for this. One is

that Iowa has very good local markets for grain. Other reasons

are noted in following paragraphs.

* NEGOTIATED FREIGHT RATES.

USDA recently stated that as a result of the Staggers Rail
Act approximately 60 percent of the grain moving by rail to

the ports now moves under negotiated rates. (Agricultural

Outlook, June 1987, pp .23) These preferential rates are
seldom if ever made public and are agreements between very
large shippers and the railroads. The small or "captive"
shipper unable to negotiate such rates must move grain at the
published tariffs, which are much higher. However, some
railroads indicate the size of shipments typically involved
(40,000 to 250,000 tons) makes it possible to negotiate
competitive contract rates for quality grain shipments. The

problem once again is the lack of sellers willing and able to
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commit to such large shipments. A contributing factor is the
seeming reluctance of anyone in a position of authority from
the major rail companies to sit down and seriously discuss

negotiated rates with new shippers.

* . CONTROL OF STOCKS BY USDA.

Export efforts of the small warehouseman are complicated by
the fact that during this period of grain surpluses a major
portion of their inventories is owned or controlled by the
CCC. However, it is possible through the use of PIK

certificates to free grain stocks.

* SHOULD GRAIN BE GRADED AT POINT OF ORIGIN OR AT

DESTINATION?

When a farmer sells grain to a local elevator the grain is
graded when delivered to that elevator. When a small elevator
sells to a major grain company the grain is also graded on
delivery. These are called transactions based on "destination
grade". When a large U.S. exporter sells grain to a foreign
buyer the grain is graded while being loaded aboard ship. This
is called an "origin grade" transaction. One should note that,

in general, major grain companies much prefer to buy grain from
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producers and small elevators on destination grades, but export
grain only on origin grades. Foreign buyers are increasingly
skeptical about receiving the quality for which they pay under
origin grade contracts. As a result, they are becoming more
insistent that the condition of grain at destination play a

role in determining the purchase price of the grain.

This feeling of mutual mistrust greatly complicates export
sales by small U.S. grain merchants. One important
distinction, however, is that the seller willing to emphasize
grain quality has far less to fear from destination grades than
the one bent on providing the absolute minimum quality
necessary to legally meet contract terms. Nevertheless,

sellers must be extremely cautious about agreeing to terms

other than origin grades.

* PROFIT MARGINS ARE SMALL ON GRAIN EXPORTS.

Generally speaking, profits earned on exports of grain are
small. One Iowan who has a long association with foreign trade
and in the past exported grain, recently stated that he "never
could figure out how you make money exporting grain". Another
Iowan at one time responsible for extensive foreign sales of
grain agreed. He then added, "When I did make money it often

was on the storage, transportation, and elevation rather than
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on the grain sale itself."

Today average profits on export sales from the U.S. probably
are in the range of one to four cents a bushel on corn and
somewhat more on beans. This is of course only an estimate,
exact profits being closely held secrets in virtually all grain
companies. However, the point of importance is that profits
per bushel are often less than the typical daily fluctuation in
the price of grain on the Chicago Board of Trade. This raises
a serious question about whether the State of Iowa should focus

entirely on increasing export sales.

* MERITS OF GREATER USE OF CONTRACT SPECIFICATIONS.

U.S. producers and their customers have a mutual interest in
correcting the shortcomings of current grain trade practices.
Increased use of more specific contract terms to make clear the
quality factors desired by the end user is one promising means

of achieving this goal.

Major grain companies would prefer that customers not specify
more than a simple numerical grade. If they do call for more
complex specifications the large exporters will ask substantial
premiums. Today these premiums can be justified on the grounds

that stocks in storage are not segregated according to these
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quality factors. The fewer additional factors specified by
contract the better for the major grain companies. Simplicity
of specifications facilitates collecting suitable grain,
encourages profitable blending, and permits companies to swap
and trade grain. However, the industry has adjusted to changes
in the grades in the past and can certainly adjust to the use

of more complex specifications.

Producers and foreign customers must take the lead in bringing
about this change. But we must keep in mind that more time
will be required for producers and exporters to make the
adjustment than for foreign end users to write the desired new
specifications into contracts. The U.S. has a great
opportunity to be the first to make this adjustment, ahead of

our competitors. The opportunity will not last forever.

* IMPORTANCE OF WELL-ESTABLISHED RELATIONSHIPS WITH

OVERSEAS CUSTOMERS.

Selling grain into the regular commercial markets of the U.S.
is a very simple process for the producer or small grain
dealer. Selling direct to an overseas user of our grain may
require a well-established relationship based on trust and
mutual understanding that often takes considerable time and

money to develop.
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* LIMITATIONS OF IOWA AS AN INDEPENDENT ENTITY IN GRAIN

EXPORT MARKETS.

As a political entity, the land area known as the State of

Iowa is well established, totally accepted and known world
wide. The same cannot be said about Iowa as a logical entity
upon which to base a grain export program. From the standpoint
of ability to raise and ship high quality corn and beans Iowa's
boundaries are totally artificial. The Mississippi and
Missouri Rivers are much more the natural arteries of commerce
than they are logical economic boundaries for commerce in
grain. Politicians can perhaps prevail in making Iowa a
successful grain exporting entity in spite of this fundamental
disadvantage. However, geography and economics suggest that a
regional approach in cooperation with one or more neighboring

states such as Illinois could be far more successful.

* GOVERNMENT CREDIT GUARANTEES AND EXPORT ENHANCEMENTS.

A major share of U.S. grain exports are now made with federal
assistance. Credit guarantees under the USDA's GSM 102 and
GSM 103 programs are very common. Use of the Administration's
export enhancement programs is expanding rapidly. Other
guarantees can be available through the Export-Import Bank.

The small firm interested in exporting grain is at some
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disadvantage in trying to participate in these programs.
However, a thorough understanding of how they function is

essential.

* IMPORTANCE OF WAREHOUSE LOCATION.

Grain companies, railroads, and barge lines prefer

strategically located grain warehouse facilities that provide
a special advantage. Railroads want warehouses located along
their own rights-of-way and dislike those located at "gateway"

points where two railways intersect, giving a shipper a choice

and thereby increasing rate competition. Rails and barge lines

have the least enthusiasm for warehouses located where grain
can be loaded out to barges or to one or more rail companies.
However, such alternatives in shipping provide sellers of

grains with major advantages.

* ADVANTAGES HELD BY MAJOR INTERNATIONAL GRAIN COMPANIES.

In spite of their tarnished reputations on grain quality, the
major international grain companies remain the source of U.S.

grain preferred by most of our foreign customers. Principal

reasons include:
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- A proven record of being able to marshal and deliver
large quantities of grain on schedule, even though
there may be serious questions about meeting quality

specifications;

- Ability to provide the grain at least cost because of

the many economies of scale available to the majors:

- Well-established relationships with their foreign

customers:;

- A well-established relationship with USDA, CCC and other
federal agencies that facilitates access to credit
guarantees, export enhancement assistance, and

government grain stocks through swaps, etc.

- A vast array of elevators, warehouses and very efficient
terminals to facilitate collection of grain to fill

large orders.

- Staffs, skilled at all aspects of complex international

transactions.
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Section VI. MOVING TOWARD SOLUTIONS TO GRAIN QUALITY

AND EXPORT PROBLEMS.

* GENERAL.

This section examines steps that would be helpful in improving
grain quality and in increasing grain exports. In general the
subject is approached without attempting to differentiate
between steps that could best be taken by the private sector
and those that should be taken by government. Exceptions to
this general approach of course exist in areas which are
clearly government functions, such as what to do about

changing federal grain standards discussed in Section VII.

* HOW CAN THE GROWER OF QUALITY GRAIN OBTAIN A PREMIUM?

Usually the farmer who takes pride in producing grain of high
quality is not rewarded for his efforts. The U.S. grain
merchandising system fully expects such producers to surrender
their superior products to the market at the standard price
without premium. This not only makes profitable blending
possible for the grain merchant but also enables him to

minimize painful discounts charged farmers who sell him grain
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of low quality -- discounts which, if too large, could cause

these producers to sell elsewhere.

The point of importance is that quality will never receive
premiums so long as no premiums are necessary to bring grain

of high quality into the local elevator.

The farmer who produces quality grain must play an active role
in correcting this situation. Fortunately, there are a number
of things he can do to deny blenders free access to above
average grain. These include a constant search for markets

that will pay a premium for quality, and until such markets

are found:

- Consumption of the best grain on the farm as

livestock feed:;

- Sale of high quality grain without premium, but only
to end users who will consume rather than blend and

sell the grain; and

Sale, into the traditional merchandising channels,
only of grain of the minimum quality necessary to
avoid discaunts, even though such practices may be

contrary to the natural instincts of the farmer
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committed to quality.

In other words, reducing the available supply of quality grain

will help build demand and speed the payment of premiums.

* FORGOING PREMIUMS IN ORDER TO DEVELOP MARKETS FOR

QUALITY GRAINS.

The major grain companies like to ask, "Why should we give
foreign buyers of grain higher quality than they're willing

to pay for? 1If they want premium grain let them pay a premium

for . ™

From the standpoint of the major grain companies this is a
very rational argument. So long as they can profit by
blending quality grain they cannot be expected to give away

that advantage.

However, this argument is not necessarily sound from the
viewpoint of the grain merchant or producer trying to develop
a market for such grain. Forgoing a premium to help develop
a market can make more sense. From the standpoint of the
producer working to change the attitude of the commercial

blending markets toward premiums, such sales also tighten
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the supply/demand balance for quality grain. This increases

the pressure for premiums in this country.

* NEED FOR A QUALITY GRAIN EXCHANGE OR COMPUTERIZED

BID AND OFFER DATA NETWORK.

Today, few producers have any way to market corn and soybeans
of high quality other than into the regular commercial markets
where that high quality is dissipated by blending. Similarly,
few grain merchants interested in exporting high quality grains
have access to sufficient quantities of such grains to meet
their needs. The quality is lost by the U.S. merchandising
system beforé the grain can enter their hands. Clearly, there
is a need for a new marketing mechanism that facilitates the
preservation of quality and the movement of such grain into the
hands of those who will best use it. This can be accomplished
most easily by a new system designed to bring together
potential buyers and sellers of high quality grain who now have
no communication with one another. Two basic approaches to

accomplishing this can be envisioned.
- One is a cash grain exchange utilizing the

traditional open outcry system. An excellent

example of this approach is the St. Louis
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Merchants Exchange which brings together buyers
and sellers of barge-load lots of standard grain

and barge freight.

- The other is a computerized clearinghouse which
collects information regarding quantity and
location of grain based on quality factors.
Such an electronic network could also include a

mechanism for bids and offers.

* THE POSSIBLE ROLE OF A PORT AND EXPORT AUTHORITY.

Several years ago the State of Indiana took steps to encourage
the formation of a port authority to promote exports, including
grains, from that state. The port authority functions on both
the Great Lakes and the Ohio River. It has had aggressive and
imaginative leadership and has been highly successful in
assisting the private sector with moving Indiana products into
world markets at competitive costs. Other states on the major
rivers have initiated similar efforts. A comparable authority
operating in Iowa on the Mississippi and Missouri Rivers could

be beneficial and warrants detailed consideration.
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* ENSURING MORE COMPETITION IN TRANSPORTATION AND BROADER

ACCESS TO THE LOWEST TRANSPORTATION COSTS.

As noted in Section V, the cost of transportation within the
United States is a very important factor in determining whether
quality grain can be offered at the ports at competitive
prices. Generally speaking the lowest transportation costs are
available only to the largest grain merchants. At the present
time these merchants have not demonstrated any great enthusiasm
for changes that would improve the quality of grain delivered
to foreign users. It follows then that exports of quality
grain would be enhanced by steps to make lower transportation
costs available to smaller exporters eager to provide quality.

Such steps include:

- Negotiation of lower rail rates for more shippers
by organizations with sufficient leverage to do so;
such organizations include producer groups,
associations of cooperatives, shipper associations,
port authorities, and most important in the view of
the authors, organized alliances of these groups with

foreign users of grains.
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- Support and incentives for construction and
operafion of grain warehouse space that ensures
maximum competition in transportation costs;
essential characteristics of such warehousing
include:

—-- Capability to load out grain to barges
and to rail cars on one or preferably more
than one railroad:;

-— Consistent availability of access to such
warehousing by producers and small grain
merchants as opposed to tight control of
access by narrower interests:; and

. —— Extensive capability of the warehousing to

segregate grain according to quality factors.

* WORKING WITH OVERSEAS USERS OF CORN AND SOYBEANS ON

CONTRACT TERMS TO ENSURE QUALITY.

Rapid progress in improving the quality of exported grain

is poséible by educating foreign consumers of our grains on
appropriate terms to be included in export contracts. Customer
complaints can be quickly reduced if producers in the U.S.
inform users of a few small changes in the fine print of many

standard contracts which would go a long way toward ensuring
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customer satisfaction. Such changes include:

- Specifying that the cumulative sum loading
procedure in its present form shall not be used
in determining grain grades:

- Specifying not only average moisture content as
is now customary, but an acceptable variation of
moisture among kernels constituting a cargo:; and

- Specifying appropriate discounts for failure of
cargo to meet contract specifications at port of
destination, as determined by testing by an
international inspection company, mutually acceptable

to the buyer and seller.

* IMPROVING QUALITY BY AVOIDING SHIPPING BIN TERMINALS.

Export elevators can be divided into two classes -- those with
shipping bins and those without. A strong case can be made
that grain quality will be better in cargoes shipped from
terminals not having shipping bins. In an elevator not
equipped.with shipping bins the grading of samples is not
completed until the grain is in the hold of the vessel. If the
grading indicates that corn or soybeans do not meet contract
specifications the grain must be removed from the ship. This

is a very expensive process. Hence, exporters do not risk
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trying to load corn or beans that only marginally meet the
specifications when loading at a terminal not having shipping
bins. At an elevator equipped with shipping bins, grading of
samples is completed before the grain can be put aboard the
vessel. Failure of a bin of corn or beans to pass inspection
can be corrected at far less cost to the exporter than removal
of that grain from the hold of a ship. An exporter can cut
margins on quality with far less risk at a loading bin
elevator. However, as the use of rigid quality specifications
becomes more common, a shipping bin house may be the type best

suited to meeting the specifications at a competitive price.

* SUBDIVISION OF GRAIN CARGOES IN IMPORTING COUNTRIES.

Few end users in importing countries consume an entire grain
cargo. Shipload lots are typically subdivided for
transshipment to several end users. The usual practice is to
issue a copy of the original Federal Grain Inspection Service
loading certificate on the entire shipload to each end user.
Rarely, however, does an individual sublot of grain have the
same characteristics as the entire shipment. These
inconsistencies are usually caused by disaggregation during
the loading process and are due to differences in particle

size. Rarely is this disaggregation reversed by reblending

66



during unloading at importing ports. This results in some end
users receiving much lower quality grain than indicated on the
copy of the original loading certificate. There is a need to
present information to importing end users on the cause of the
problem and the alternative solutions including:
- Reblending or cleaning at importing ports:
- Cleaning the grain to a low level of foreign
material at shipping elevators:; and
- Providing end users a purchase contract specifying
quality to be delivered, i.e., destination grades or
discounts for receiving lower quality grain than is

indicated on the loading certificate.

* PROMOTING DOMESTIC MARKETS AND USES FOR LOW QUALITY AND

FRAGMENTED GRAIN.

The best location to consume low quality grain and fragmented
grain is as close as possible to the point of its origin. At
present the economic incentives are to blend this material
into cargoes destined for overseas use. As these export
incentives are reduced more must be done to promote domestic
utilization of this material for livestock feed, industrial

feedstocks, and fuel.
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* EDUCATING PRODUCERS, WAREHOUSEMEN, PLANT BREEDERS,

POLITICIANS AND THE PUBLIC.

Any program to improve grain quality and exports of Iowa grain
must include a strong effort to better inform all parties
involved of the true nature of the problems and how they can be
solved. To a considerable extent this educational effort must
include on-going programs that extend over a considerable
period of time. The areas needing attention include the
following:
- Dispelling a number of misconceptions that
seem to be popular, including:
—— Misconception: all foreign customers want
high quality grain;
—— Misconception: most foreign customers
will pay a premium for quality:
-- Misconception: most of the problems are
concentrated at the export terminals, and
if the exporters could only be stopped from
adding foreign material to grain that would
take care of the matter; and
-— Misconception: Iowa grain producers deliver
only high quality grain into commercial

channels.
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- Better informing producers on a variety of subjects

including:

How good grain quality benefits the producer
by reducing drying costs, aeration costs, and
spoilage;

The grain quality characteristics of the many
seed varieties available:

How grain quality can be improved on the farm
by better harvesting, handling, drying and
storage techniques;

How to market high quality grain to ensure
the best possible price and avoid giving to
the grain merchants all the economic benefits
of blending:

Keeping producers informed of the rapid
changes taking place in the quality
characteristics desired by the users of

our grains;

Market price information on high quality and
specialty grades of grain and prices of grains
at the export terminals; and

What foreign producers are doing about

grain quality.
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- Educating Iowa grain dealers and warehousemen and

keeping

them informed on:

The rapidly changing requirements of our
overseas customers for particular quality
characteristics in grain:

Foreign sales opportunities;

The grain export process and how it
functions;

The growing importance of more segregation
of grains by quality characteristics on the
farm and at the point the grain first enters
commercial channels; and

What our competitors are doing to provide

quality grain to their customers.

-~ Seminars for legislators and other state employees

on grain quality and grain export problems.

- Seminars for plant breeders and seed dealers on

grain quality and exports.
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* SUPPORT FOR APPROPRIATE RESEARCH, DEVELOPMENT, TESTING,

AND DEMONSTRATION.

Clearly, more financial support is needed for research,
development and testing in a number of areas related to grain

quality and exports. These include the following:

- New equipment for measuring and testing grain
quality characteristics. No longer are the classical
measurements of grain quality such as average moisture
content, percentage of foreign material and percentage
of total damage adequate to describe the quality of
grain. Increasingly our foreign customers want to know
the range of variation in moisture content among the
kernels comprising a cargo, kernel hardness, protein
content, o0il content, etc. The technology to measure
these characteristics is well understood and test
equipment should be made available for commercial use

as soon as practicable.

- Plant genetics and breeding for the grain quality

characteristics our foreign customers desire.
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- The economics of growing and exporting grains in a
world that is rapidly increasing in sophistication
relative to grain quality and the importance of
specific characteristics in grains that effect

end-use value.

- Grain handling and storage with emphasis on reducing
post-harvest damage and identifying cost-effective
ways of doing more to segregate grain according to

quality characteristics.

- Improved and more cost-effective ways to transport
identity-preserved grains and grains shipped to
developing countries characterized by lack of adequate

infrastructure for receiving and distributing grain.

- New uses for and better utilization of grain that

is fragmented or of low quality.

* SUPPORT FOR THE SMALL EXPORTER.

The individual or small firm wanting to export quality grain
from this state should be encouraged and will require a great

deal of support and guidance. Since there is no substitute for
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the enthusiastic and vigorous entrepreneur in promoting
progress, provision of such support on a continuing basis

must receive high priority in an Iowa quality grain program.
Often it may be necessary for a number of firms to respond
collectively in order to acquire the quantity necessary to fill
the contract. Providing a means for such consolidation should
be an important goal of the State. This will include state
efforts to encourage entities capable of fulfilling the

"seller" function.

* PROVIDING INCENTIVES FOR GRAIN QUALITY.

Generally speaking, few if any economic incentives to produce
guality grain are now included in the U.S. grain production
and merchandising system. Many authorities believe that

incentives for maintaining quality offer the simplest and most

effective means of overcoming many of the difficulties noted

in this report. Some viable approaches to providing such

incentives include:

- Changing Commodity Credit Corporation policy to
include payment of premiums on forfeited grain that
exceeds quality standards in addition to the current

practice of charging discounts on grain which does not
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meet those standards;:

- Changing the U.S. grain standards to measure
grain weight (tonnage) on a dry matter basis;

and

- Changing the U.S. grain standards to measure grain
weight (tonnage) on a basis that does not include

the weight of any foreign material in the grain.

* IMPORTANCE OF QUALITY GRAIN PROGRAMS WITHIN THE

COMMODITY ORGANIZATIONS.

To be successful, any program to expand markets for quality

grain must have the continuing support of the state's corn and

soybean associations and promotion boards. Certainly such

support exists today. There is no reason to suggest that this

support will not continue in the future. The point of

importance is that, as an Iowa quality grain program evolves,
the state's commodity groups must be involved intimately in

both the planning and implementation of such a program.
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* NEED FOR PRESSURE ON THE MAJOR GRAIN COMPANIES TO

CHANGE.

The major grain companies favor the existing U.S. system for
merchandising grain. 1In the past this system has served them
and this country well. But the world grain trade is changing,
and the major grain companies feel compelled to resist such
change. It should be noted, however, that the major grain
companies can and will change when it becomes imperative to

do so. They will not be displaced. The point of importance
is that realistically the principal goal should be to maintain
pressure on the major grain companies to change as opposed to
being determined to replace them. However, the principal means
of maintainiﬁg such pressure is to demonstrate that there is a
substantial world market for quality grain and that they could
eventually lose market share if they persist too long in

resisting change.
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SECTION VII. EVALUATING AND CHANGING FEDERAL

GRAIN STANDARDS AND PROCEDURES.

* DEFINING QUALITY.

Discussions of grain quality tend to imply that the quality of
grain is always good or bad. In fact, quality can be measured

in terms of the extent to which the grain is:

- free from defects.
- shippable and storable.

- tailored to its intended end use.

On the basis of the first two criteria grain can be judged

good or bad. However, in terms of end use quality represents
something different for each industry. Extra or better quality
is not the issue. Markets exist for all qualities of grain.

(See Grain Standards Subcommittee Report, Section X.)

* END USERS ARE SEARCHING FOR A WAY TO FIND QUALITY

INFORMATION IN THE MARKET PLACE.

Our customers know that American farmers produce good grain,

but what is missing is a way to identify and deliver the kind
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of grain needed for their end use.

A tremendous marketing tool will exist for those who first

make this information readily available and solve delivery

Eroblems.

* PRINCIPLES FOR EVALUATING GRAIN GRADES.

"Grades do not determine quality, neither do they determine
the distribution of profits between the buyer and the seller.
What they do provide is a means of communication about value
in the marketplace . . . that enables buyers and sellers to
arrive at a market value as quickly, simply and reliably as

possible." (Hill, Principles For Use In Evaluating Present And

Future Grain Grades, September 1985.)

As set forth in a statement of principle included in the
Grain Quality Improvement Act of 1986 the primary purpose

of the grain standards is:

"To describe and certify the quality of

grain as accurately as practicable";
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More specifically the purposes are:

"(a) to define uniform and accepted descriptive
termé to facilitate trade in grain:
(b) to provide information on storability:;
(c¢) to offer users information on
end-product yield:; and
(d) to provide the framework necessary for
markets to establish grain quality

improvement incentives."
Clearly, present standards and procedures have not yet been

brought fully into compliance with the 1986 Act in spite of

the efforts of the Federal Grain Inspection Service to do so.

* INADEQUACY OF CURRENT GRAIN STANDARDS.

The factors used to determine the official grades of grains
and oilseeds are largely inadequate today and will be even more
so tomorrow. The standards do not completely meet any of the

purposes, nor do they fully describe any one aspect of quality.

U.S. grades do contain useful information about defects and to
some extent storability. However, they simply have little

correlation to the intrinsic end-use value of grain. They fail
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to measure factors economically important to end users of

grain such as starch, protein, and oil content.

To illustrate, the official U.S. grade of a cargo of soybeans
is determined by test weight of the beans, percent of split
beans, percent of damaged beans, percent of damaged kernels,
percent of foreign material, and percent of soybeans which are
not "yellow". On the other hand, the profitability of a
soybean processing plant is determined largely by the protein
content, the o0il content and the quality of the meal and oil
that can be obtained from the beans entering that plant. Today
the official grade yields only a limited amount of information
useful in assessing the profitability of processing a a cargo
of soybeans.. The same principle applies to corn and other

grains.

Since, numerical grades are accepted and well understood,

they should be retained and modified rather than abandoned.

e CHANGES IN FEDERAL GRAIN STANDARDS.

- General.

A high priority should be given to bringing about change in the

official U.S. standards for corn and soybeans. Changes should
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be in a direction to provide incentives for the production and
sale of high quality grains. The objective of these changes
will not be to favor Iowa grain per se. However, since higher
quality grain will be found most often in the Upper Midwest,
Iowa corn and soybeans will begin to increase in value relative
to average values as the standards are improved. Such changes
may be resisted by states which traditionally have marketed
lower quality corn and soybeans by blending with grain

originating in the Upper Midwest.

Major responsibilities for maintaining pressure for change
should be assumed by the Governor, the Secretary of
Agriculture, the Department of Economic Development, both
houses of the Iowa General Assembly, Iowa State University,
the Iowa Corn Growers Association, and the Iowa Soybean
Association. Each should be a vocal advocate of improving

the standards.

It should be recognized that this is a time of changing
attitudes toward the subject of grain quality and marketing,
and that the official U.S. grain standards are steadily being
revised; In other words they are a moving target. Therefore,
the specific proposals suggested in this section should not be
viewed as rigid recommendations, but rather as examples of the
directions in which change should progress. There is often

more than one way to achieve the desired results.

80



* CHANGES IN OFFICIAL LOADING PROCEDURES.

The cumulative sum method of grading grain during loading of
export cargoes should be altered to make it statistically
sound. Presently the procedure is biased to favor the seller.

This bias must be removed.

* SPECIFIC CHANGES IN THE STANDARDS FOR CORN.

- Basic changes should be made in the definition of corn:

-- The requirement that corn consist of at least 50
percent: whole kernels should be tightened
substantially to require a minimum of 75 percent.

-- The allowance that permits corn to contain up to
"10 percent of other grains for which standards have

been established” should be modified to permit not
more than 3 (?) percent of other grains.

(This may require a change in the definition of
mixed grains.)

- Tﬁe section that defines a whole kernel as one from
which not more than 25 percent of the kernel is
missing should be tightened greatly.

—-- The standards currently contain the statement,

"U.S. Sample Grade shall be corn which -- in a
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1,000 gram sample (about 2.2 lbs.) contains 8

or more stones which have an aggregate weight

in excess of 0.20 percent of the sample weight,

2 or more pieces of glass, 3 or more crotalaria
seeds (Crotalaria spp.):; 2 or more castor beans
(Ricinus communis), 8 or more cockleburs, 4 or
more particles of an unknown substance(s) or a
commonly recognized harmful or toxic substance(s)

or animal filth in excess of 0.2 percent -- ",

This means that a bushel of corn grading U.S.
Nr. 1, 2, 3, 4, or 5 could conceivably contain
178 stones, and 25 pieces of glass, and 51
crotalaria seeds, and 25 castor beans, and 178
cockleburs, and 76 particles of an unknown
substance(s) or a toxic substance(s), or animal

filth.

This is, of course, a ridiculous example that
would never actually occur. However, the point
is that the official U.S. standards should not
‘'suggest the possibility of ridiculous examples.
Clearly, this portion of the standards should be

tightened by providing a single cumulative

permissible total allowance for all such

contaminants.
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A much improved version could read:

U.S. Sample Grade shall be corn which -- in a

1,000 gram sample contains a cumulative total of
more than 5 (?) stones, pieces of glass, crotalaria
seeds (crotalaria spp.) castor beans (Ricinus
communis), cockleburs, particles of unknown
substances(s), commonly recognized harmful or

toxic substance(s), and animal filth.

At present the standards treat broken corn and foreign
material (BCFM) as a single grade determining factor
and provides specific percentage allowances for BCFM
for each of the five numerical grades of corn. The
Federgl Grain Inspection Service is attempting to change
this approach and should be vigorously supported by the
State of Iowa in this effort. The proposed changes
would:
(a) Treat broken corn and foreign material
separately;
(b) Continue to consider broken corn as a grade
determining factor and provide an allowance for

broken corn in each of the five numerical grades;

and
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(c) Most important, remove the economic incentive to
have foreign material in the corn by guidelines
that the weight of such material not be included
in the weight of any lot of corn being bought or
sold. A buyer would not have to pay for the foreign

material.

-- The State of Iowa should also vigorously support a
similar change in how moisture in corn is treated,
i.e., not consider the weight of excessive water in
corn as part of the weight of the corn itself. To
put it another way, corn should be bought and sold on
a modified dry-matter basis. More specifically, the
standards should recognize that corn ought to contain
something like 14 percent moisture to minimize breakage
in handling, but moisture in excess of some such figure
should not be included in the weight for which the buyer
is expected to pay. This change would go a long way
toward eliminating the economic incentive for

unreasonably high moisture contents in corn.

- Corn.standards as they exist today facilitate trade and are
very useful to grain merchants. However, grading grain
according to these standards yields little information which
is helpful to wet millers, dry millers and feed processors in

judging the suitability of corn for their purposes. As a
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result, foreign consumers of grain are increasingly
dissatisfied and are suggesting changes so that the
standards will better serve their needs. Remarks
representative of customer dissatisfaction include Korean
soybean processors who express, "It becomes harder and
harder to achieve the level of meal protein required due

to the increase in foreign material and the lower content
of protein in the beans themselves." Another example from
a Japanese corn processor, "There is no difference in the

quantity or quality of starch extracted from Nr. 2 corn

compared to Nr. 38 corn."

The State of Iowa should actively encourage efforts

to make thé standards more useful. The goal should be to
bring about this needed change without complicating the
~existing standards to such an extent that they lose their
utility in trade. The existing corn standards provide a
precedent for how this could be accomplished. An example is
the treatment of "waxy corn". The standards now have the

following to say about waxy corn:

"Waxy corn-

"(1l) Requirements. Waxy corn shall be corn of any class
which consists of 95 percent or more waxy corn, as

determined by a test approved by the Administrator.
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(2) Grade designation. Waxy corn shall be graded and
designated according to the grade requirements of
the standards applicable to such corn if it were not
waxy, and there shall be added to and made a part of
the grade designation immediately following the word

'corn', the word 'waxy'."

A similar approach in this form could be taken for new
designations to meet new needs, i.e.: "corn, wet milling",
"corn, dry milling", and "corn, livestock feed". The authors
of this report consider this to be a practical approach, among

several possibilities.

The following two subsections are believed to be technically
reasonable recommendations to begin more extensive discussions.
The discussions should also include other methods of achieving

the same goals.

The State of Iowa should take steps to ensure that such

discussions begin in the immediate future.

Corn, wet milling:

(1) Requirements. Wet milling corn shall be corn of any
class which meets the following requirements, as

determined by tests approved by the Administrator:
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(2)

(a) Starch content, not less than (??) percent,
basis (??) percent moisture.

(b) Fractured kernels, not more than (2?2
percent.

(¢) 0il content, not less than (2?) percent,
basis (??) moisture.

(d) variation in moisture, not more than (2?)
percent of the kernels shall contain more

than (??) percent moisture.

Grade designation. Corn, wet milling, shall be
graded and designated according to the grade
requirements of the standards applicable to such
corn if it were not for wet milling, and there shall
be added to and made a part of the grade designation
immediately following the word "corn" the words

;, wet milling".

Corn, dry milling:

(1)

Requirements. Dry milling corn shall be corn of any
class which meets the following requirements, as

determined by tests approved by the Administrator:
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(a) Whole kernels, not less than (??) percent.

(b) Kernels with stress cracks, not more than
(??) percent.

(c) Minimum test weight, 56 pounds per bushel.

(d) variation in moisture, not more than (2?2
percent of the kernels shall contain more

than (??) percent moisture.

(2) Grade designation. Corn, dry milling, shall be
graded and designated according to the grade
requirements of the standards applicable to such
corn if it were not for dry milling, and there shall
be. added to and made a part of the grade designation
immediately following the word "corn" the words

"y, dey'milling™.

A point of major importance here is that a cargo of Nr. 2

yellow corn, wet milling, or Nr. 2 yellow corn, dry milling,

could also be bought and sold as ordinary Nr. 2 yellow corn

if anyone wished to do so.

The largest quantity of corn in both domestic and foreign
markets is used for feed. At least 50 percent of the corn
produced in Iowa is consumed as livestock feed as is 70
percent of the corn exported from the U.S. Existing grain

standards have been more useful to the feed industry than to
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the food processors. However, it also may be appropriate to

establish a special grade for feed to describe characteristics

related to feed performance. For example:

Corn, livestock feed

(1) Requirements. Livestock feed corn shall be corn of
any class which meets the following requirements, as
determined by tests approved by the Administrator:
(a) Starch content, not less than (2?) percent.

(b) Protein content, not less than (??) percent.

(c) 0il content, not less than (??) percent.

(d) Crude fiber content, not more than (2?)
vpercent.

(e) variation in moisture content, not more than (2?)
percent of the kernels shall contain more than

(??) percent moisture.

(2) Grade designation. Corn, livestock feed, shall be
graded and designated according to the grade
~requirements of the standards applicable to such
corn if it were not for livestock feed, and there
shall be added to and made a part of the grade
designation immediately following the word "corn"

the words ", livestock feed".
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Another suggestion of interest to the livestock industry is to
develop a separate grade and standard for broken corn. This
would complement the effort to improve grain quality by finding

uses for the screenings.

* SPECIFIC CHANGES IN THE STANDARDS FOR SOYBEANS.

Just as there is a need to change corn standards to provide
more information to the end user, there is a need to make
similar changes in the soybean standards. For soybeans the
end user in need of better information is the processor who
converts beans to meal and oil. It is strongly recommended
that the sfate of Iowa support the concept of a processing

designation in the soybean standards.

Soybeans, processing:

(1) Requirements. Processing soybeans shall be yellow
soybeans of any class which meet the following
requirements, as determined by tests approved by
the Administrator:

(a) Protein content, a minimum of (??) percent,

basis 13.0% moisture.
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(c) Moisture content of individual beans, not more
than (?) percent of the individual beans shall
have a moisture content in excess of (2?
percent.

(d) Average moisture content, not more than (?2?)
percent.

(e) Discolored beans, not more than 5 percent of the
beans shall have seed coats which are green or
are other than yellow in color. The hilum of a
soybean is not considered a part of the seed coat

for this determination.

(2) Grade designation. Processing soybeans shall be
graded and designated according to the grade
requirements of the standards applicable to such
soybeans if they were not processing soybeans, and
there shall be added to and made a part of the grade

designation immediately following the word "soybeans"

the word ", processing".

-— Basic changes should be made in the definition of
soybeans. The current definition has few if any

virtues. It reads:
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"Definition of soybeans.

Grain which consists of 50 percent or more of whole or
broken soybeans (Glycine max (L.) Merr.) which will not
pass readily through an 8/64-inch sieve and not more than
10.0 percent of other grains for which standards have been

established under the United States Standards Act."

This says that a mixture consisting of 50 percent broken
beans and up to 50 percent foreign material would legally
be considered soybeans. Therefore, such a mixture could
legally be blended with beans of higher quality in spite
of the recently adopted federal law prohibiting the
addition of foreign material to grain. A suggested

revised version would read:

Definition of Soybeans.

Grain which consists of 75 percent or more whole soybeans
(Glycine max (L.) Merr.) and not more than 3 (?) percent
of other grains for which standards have been established
under the United States Grain Standards Act. (This may

require a change in the definition of mixed grains.)

-- The definition of yellow soybeans should be amended to

tighten the standards with respect to green beans and
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soybeans of other colors. The definition now reads:

"Yellow soybeans.

Soybeans which have yellow or green seed coats and which
in cross section are yellow or have a yellow tinge, and
may include not more than 10.0 percent of soybeans of

other colors."

Basically this says that green beans shall be considered
to be yellow beans. This leads to misunderstandings

with our overseas customers. An improved version would

read:

Yellow soybeans.

Soybeans which have yellow seed coats and which in
cross section are yellow or have a yellow tinge, and
may include not more than 5.0 percent of soybeans of
other colors. The hilum of a soybean is not considered

a part of the seed coat for this determination.

—-- As discussed at some length in the preceding section on

the corn standard, the soybean standard also contains
separate generous allowances for each of a number of

possible contaminants such as stones, broken glass, etc.
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As was recommended for corn, it is also recommended
for soybeans that strong consideration be given to
changing the standards to provide only a single

cumulative numerical limit for all of these

contaminants.

* TIGHTEN STANDARDS TO MINIMIZE DETERIORATION IN TRANSIT.

It is important to note that as yet no legislation has been
adopted or changes proposed by FGIS to address two major
shortcomings of our national grain merchandising system.

These problem areas are:

'— One of the most common complaints of overseas users
of our grains is that spoilage or undesirable chemical
changes occur in cargoes of U.S. grains because very wet
grain has been blended into these cargoes. This causes
problems even though the average moisture content of a
cargo remains at an acceptable level. This must be
addressed. One approach is to limit the permissible
difference in moisture contents of grains that may be
blended. Four percentage points has been suggested by
some authorities. Another approach is to limit the
maximum variation in moisture among kernels constituting

a cargo or a lot of grain. As noted in Section VI, more
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testing needs to be done of equipment suitable for
measuring such moisture variations, but such equipment
will soon be in the field, probably during 1988. A
third approach would be to define corn and soybeans

as grain containing not more than 14 (?) percent
moisture. With such a system grain of higher moisture
would not be available for blending. Brazil approaches
the problem in this manner. A high priority should be

given to bringing about change to address this problem.

At present there is nothing to prevent the export from
the U.S. of officially certified cargoes of grain which

are known by FGIS to be absolutely certain to spoil

before they reach their destination. An example would be

a cargo graded U.S. Nr. 3 yellow corn containing only 10
percent completely whole (unbroken) kernels, having
maximum allowable broken corn and foreign material, with
16 percent average moisture content and a major fraction
of kernels containing over 18 percent moisture, loaded
hot, and destined for a long voyage through the tropics.
FGIS has no authority to refuse to certify or to prevent
such shipments. This constitutes totally unacceptable
national policy. FGIS should at least be given
authority to test to identify such lots and to withhold
certification, according to objective criteria

established by the Administrator.
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* OTHER SOLUTIONS.

A substantial portion of this section of the report has been
used to outline how the "waxy corn" approach could be used to
modernize our corn and soybean standards. The authors
emphasize that this is not the only way to adapt our current
system of numerical grades to convey more information on
intrinsic value to end users. One other approach involves more
extensive use of detailed specifications in contracts. Another
is for the Federal Grain Inspection Service to report
measurements of such things as protein, oil and starch contents
on export certificates in addition to stating a numerical grade
and moisture content. Each method has its strengths and
weaknesses. : The really important goal is to make rapid
progress toward providing end users better information on
intrinsic values that are important to them. As a matter of
principle, buyers should have to go out of their way to receive
poor quality, but not to receive good quality. The base grades
should assure grain of good quality. Any means that will

achieve this goal should be supported by the State of Iowa.

* POSITIONING OURSELVES FOR THE FUTURE.

It is time to stop expecting customers to buy what we produce

and to begin producing what they want. More and more, what our
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grain customers want is quality tailored to their specific
needs. This will require producers and country elevators to
do far more segregating of grain according to these factors

than they do at present.

The State has an important role in enabling Iowa producers
and warehousemen to be in a position to meet the challenge
of the future. The response of the Federal Grain Inspection
Service to grain quality concerns is generally encouraging.
However, Iowa can provide needed leadership to bridge this

period of transition and ensure that the desired change is

not long in coming.
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Section VIII. DISCUSSION OF OPTIONS

FOR THE STATE OF IOWA.

* GENERAL.

The basic purpose of this study is to identify various options
for the government of the State of Iowa to pursue in response

to the grain quality challenge. It is not the purpose of this
report to urge upon the State a set of rigid recommendations.

Rather, the report provides guidance to state policymakers as

they search for an approach to the quality grain issue that

makes political, fiscal, and economic sense.

This section addresses directly the task of identifying

such options.

* BROAD STRATEGY FOR IOWA GOVERNMENT.

- General.

In developing a broad strategy for how the State of Iowa
should participate in solving the problems of grain quality,

the choice of a principal policy goal should receive careful

consideration.
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Basically, the choice is whether the focus should be on the
rather narrow goal of increasing exports or on the broader goal
of enhancing Iowa's natural advantage as a source of quality
grain. The authors urge the latter. The following paragraphs

outline important factors in making this choice.

- Limitations Of Increasing Exports As The Principal

Policy Goal.

Both the United States and the State of Iowa must strive

to increase grain exports. But the State of Iowa should

recognize that:

-- Profit margins on exports are thin;

-- Competition, both domestic and foreign, is fierce;

-- Obstacles are many and serious:; and

-- The State of Iowa is not an especially good
geographic unit for development of a separate

policy on agricultural exports.
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- Comparative Advantage Of Iowa And The Upper Midwest In

The Production Of Quality Grain.

Unquestionably Iowa and the Upper Midwest are naturally endowed
with many agricultural advantages. The region is ideally
suited for consistent, cost-efficient production of high
quality grain. Such areas are rare in the United States and in
the world. A strong case can be made that Iowa would be better
off if the less efficient producing regions both here and
abroad stopped raising corn and soybeans. Iowa must compete

against such inefficient regions, both domestic and foreign.

- Role Of Iowa Quality Grain In The U.S. Marketing System.

In the U.S. grain marketing system a principal role of quality
grain from the Upper Midwest is for blending material to make
marketable low quality grain from other regions of the U.S.
This is not in the best interest of Iowa agriculture,
especially when Iowa producers are not fully compensated for
the quaiity of their grain. Obtaining full compensation for

quality is just as important as increasing exports.
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- Strategic Goal Of State Policy.

The authors of this report conclude that the goal of

state involvement in the quality grain issue should be

to increase demand for Iowa corn and soybeans in all

markets, both domestic and foreign, and to ensure that

commercial markets can fairly compensate producers and

local grain merchants for grain quality.

* STATE GRAIN EXPORT TRADING COMPANIES.

- General.

For several years Iowa politicians have vigorously debated the
merits and demerits of establishing a grain export trading

company associated in some manner with the government of the

State of Iowa. This study has not focused narrowly on this

possibility. However, many of the subjects the study has
examined in some detail do provide insight into the prospects

of export trading companies associated with governments. This

subsection summarizes the views of the authors of this report

on the subiject.
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- The Vacuum To Be Filled.

In recent years AGRI-Industries has been the only major Iowa
company to focus on exporting grain. The break-up of
AGRI-Industries several years ago, following legal and
financial problems, created something of a vacuum. To date
that vacuum has not been completely filled. Iowa now has
little direct access to world markets. The grain producers
and warehousemen of Iowa are still largely dependent upon the
major international grain companies to export the state's
production. Under these circumstances it naturally occurs to
political leaders that perhaps state government could act to
speed the evolution of a system that provides more direct

access to world markets. In short, a need does exist.

- Obstacles To Success.

"There are few success stories in this fledgling [export
trading company] industry. Only 28 of 41 bank-owned export
trading companies founded since the enactment of the 1982
Export Tfading Act have survived. 1In all, there are only
100 export trading companies in the United States. Even the
successful ones are struggling." (Heinz, "Our Hogtied Export

Traders," Journal 9£ Commerce, October 13, 1987.)
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For new export trading companies, whether privately held or
publicly owned, many of the obstacles to quick success are
identical. Such obstacles include, but certainly are not

limited to, the following:

-- The very narrow profit margins in the grain export
business today (a few cents per bushel) and the

resulting difficulty of keeping a company in the black;

-- The large size and high dollar value of a typical
transaction, with the resulting need for solid

financial backing by a major bank.

-- The absolute necessity of a large, totally dependable
network for collection and timely shipment of grain to
export terminals, and the substantial quantities of

grain involved (Four 100 car trains for a single

vessel):

The short time available to respond to typical

ténders (1 to 2 days):

Complexity of the grain export business and
unfamiliarity of newcomers with many of the vital

details (See Summary of Grain Contracts, Annex A.)
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-- Opposition of the major grain companies to any
serious challenge, including failure to cooperate
except on their own terms, and determined efforts

to underbid any newcomer;:

—-— The difficulty of negotiating railroad freight rates
that are competitive with the unpublished rates that

have been negotiated by the major grain companies:

-- Lack of assured access to major terminal facilities in
Iowa where grain can be assembled and from which it can

be shipped by either river or rail; and

-- The huge capital costs of building such facilities,

should that be necessary.

-~ Degrees Of State Involvement.

There are, of course, many possible degrees of involvement of

the State of Iowa in an export trading company. For the

purpose of simplification this section briefly considers 3

representative possibilities:
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——- A state owned and operated export company;

-- A company in which the state retains partial

interest, control, or liability:

-~ Numerous companies in which the state has no
financial interest, control or liability but
which evolve naturally and are encouraged and
assisted by support services established by the
state -- available to any person who wishes to

become involved.

The following 3 subsections briefly discuss each of

these possibilities.

- State Owned And Operated Export Company.

-- Government owned and operated grain companies
which have national monopolies are common on a
world-wide basis. Their records of success or
failure vary widely. Two examples of the many
that have been successful are the Canadian Wheat
Board and the Exportkleb of the USSR. Total
disasters have resulted from the policies adopted

by others, many in Africa and among developing
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countries elsewhere.

Success stories for government grain trading
companies that do not have national monopolies,

or function only within a political subdivision
such as a state of the United States, are much
harder to find. Actually, the authors of this
report are not aware of any they consider to be
successful. In other words, empirical evidence
suggests that without a national or regional
monopoly, the probability is very low that a
government owned and operated grain trading company
can be a financial success. Such institutions seem
unablé to compete with a vigorous private sector.
There seems to be little evidence to suggest that a
grain trading company owned and operated by the State

of Iowa would fare differently.

Finally, the option of state ownership and liability
seems to be blocked by the provisions of Article VIII,
Section 3, of the Iowa Constitution which states, "The
State shall not become a stockholder in any corporation,
nor shall it assume or pay the debt or liability of any
corporation, unless incurred in time of war for the
benefit of the State." Changes to the Constitution are,

of course, possible, but difficult to say the least.
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- Export Company With Partial Interest, Control, Or

Liability Retained by State.

The words, "partial interest, control, or liability
retained by State" obviously cover a wide range of
possibilities. Therefore, comments in this

subsection are necessarily general in nature.

Once again, as noted in the preceding subsection,
constitutional restraints exist. In addition to
Article VII, Section 3, quoted above, other relevant
parts include Article I, section 6; Article III,

sections 1 and 12; and Article VII, section I.

Constitutional considerations aside, partial state
control or participation in management is far more
likely to reduce rather than enhance the effectiveness
of a grain trading company. A state grain trading
company must compete successfully with the best
entrepreneurs in the grain business. These are
persons who have devoted essentially all of their
pfofessional lives and personal energies to trading
grain. As a result they have risen above all
competition. Such people are essential to any
export company. Generally speaking, such persons

recognize the limits of a state owned trading company
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and avoid service in companies associated in any
way with government. 1In addition, the salary
requirements to attract qualified, experienced
personnel will almost certainly exceed what the
state could pay. For example, North Dakota is
currently having difficulty in hiring a manager for
their state owned flour mill. No one with the
necessary qualifications is willing to accept the

position.

Government participation in management not only
drives away the most talented, but has other

negative effects including:

(a) Slows and complicates the decision making
process.

(b) Offers the constant temptation to allow the
organization to become more of a political
than a merchandising enterprise.

(c) Leaves the organization more exposed to
political pressures brought to bear by other

economic interests or the press.

-- North Dakota provides an excellent case in point.

Unlike Iowa, the State of North Dakota owns a flour

mill, a bank, an elevator, and has formed an export

108



trading company. The bank and elevator should
significantly increase the likelihood of success

for the trading company; however, the first effort
was a dismal failure and has paralyzed the trading
company. The future of the company remains uncertain
as the political leaders try to salvage the company

with a public stock offering.

The misfortunes of North Dakota's export trading
company (Complete story attached as Annex C.)
illustrate how quickly the complexity of exporting

can overwhelm the inexperienced. This is of course

a problem that is not limited to the public sector.
North Dakota's difficulties also highlight the concern
that political pressures become inherent disadvantages.
Despite sincere intentions to help producers, in the
end it is the farmers who have been failed. Elected
leaders in Iowa and other states should exercise

caution when tempted to create such enterprises.

In short, a grain trading company in which any
significant management authority is retained by
the state will not be able to compete, in spite

of state efforts to tilt the balance in its favor.
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- Trading Companies Encouraged And Assisted By Support

Services Provided By The State.

The most promising approach to state participation in grain
trading is by providing appropriate incentives, information
and support. This assistance should be available to any
person who wishes to become involved. The following

subsections outline ways of providing such assistance.

* COMPUTERIZED QUALITY GRAIN MARKETING SYSTEM.

- General.

One of the most promising options for action by the State of
Iowa is development of a computerized information system to
serve agriculture. A major goal would be to expand both
domestic and foreign demand for quality grain from Iowa and
similar areas of the Upper Midwest. The computerized network,
serving as an electronic warehouse, would provide the
information needed to remove quality grain from the generic
market channel. Such a system would bring producers and end
users one step closer together. It should not be confused with
a marketing advisory service. (See related story, "A Grain

Marketing Revolution?" as Annex D.)
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- The Quality Connection.

This report has noted the lack of an adequate system of open
communication between those who would sell high quality grain
and those who would buy such grain for export or consumption.
Until such a direct channel is opened the principal economic
function of good grain from Iowa will be to provide blending

material to the trade.

The key distinction of this service will be identification of
grain by quality factors. The function of the computerized
network will be to collect and disseminate information on the
location, quantity, and intrinsic characteristics of grain
offered by potential sellers. The system should also make
available information setting forth the needs of potential
buyers. A pricing mechanism utilizing bids and offers should
be included. Such a marketing service should not be limited to

Iowa grain.

Time will be required for the service to become widely used.
Commodity organizations have an important role in promoting
this as a marketing mechanism through their members. Once the
system is developed it may be appropriate for the service to
become a private sector enterprise. If the interest in quality
grain is sufficient, the computerized information network could

evolve into a cash grain exchange specializing in quality.
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- Precedent For State Participation.

The State of Iowa has a long history of providing financial
support to ensure that up-to-the minute marketing information
is available to all farmers and commercial interests. The
system has been, and now is, highly efficient and cost
effective. It uses the best technical means that were
available when the system was initiated. But both the system
and the State's financial commitment to assure Iowa farmers
access to markets must be expanded to meet the challenge of the

computer age.

It is important to note that other states are developing
computerized marketing systems. For example, the University
of Illinois recognizes the potential of modern communication
systems and is aggressively pursuing program development in

this area.

- Cooperation With Other States.

The State of Iowa should proceed to establish a computerized
marketing system with or without participation of neighboring
states. However, a joint effort with neighboring states would
offer many efficiencies including identifying sufficient

quantities of quality grain to attract more buyers to the
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marketing service.

- Placement Of Responsibility Within State Government.

The authors suggest that principal responsibility for such a
computerized information and trading system be assigned to
Iowa State University. Other organizational approaches could
of course also be used. However, a number of factors support

the logic of such an assignment:

-—- Historically the University, the Extension Service and
the WOI stations have provided comparable services, but

through. much simpler communications techniques.

-— A computerized system must, eventually, for reasons of
economic efficiency among others, provide Iowa
agriculture with a wide range of technical information
services beyond marketing. The University is ideally

suited to these other functions as well.

-- The chances for interstate cooperation are far better
among the land grant universities than with other
political institutions of the states. The land grant
universities have long cooperated in a variety of ways

on support of agriculture, and well-established channels
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exist for federal financial assistance to such efforts.

-— An university/industry partnership is a a favorable

possibility.

-— Iowa State University has recently received federal
funding for an international trade information service.
Close coordination with that program as it develops is

desirable.

- Financial Commitment.

There should be no illusion in either the executive or the
legislative branch of state government that the goals of this
option can be accomplished with only token financial support

from the State. A long term commitment of considerable

resources will be required.

- Re-examination Of Current Information Programs At Iowa

State University.
Initiation of a new computerized marketing and technical
information system at Iowa State University should be

accompanied by an examination of the effectiveness of existing
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information systems. Given the competition that exists today
for limited state and federal financial resources, the need to
expand and revise existing programs to provide new services

may require discontinuing some of the older programs.

* MIDWEST INTERSTATE GRAIN COMPACT.

" An interstate compact is one way in which two or more states
can address an issue of common interest. Generally compacts
are formed in response to a problem that goes beyond a state's
individual ability to resolve, or to one which the federal
government is unable or unwilling to satisfactorily address."

( Nichols, The Development And Uses Of Interstate Compacts,

September 1986.)

Five states; Iowa, Nebraska, Minnesota, Wyoming, and

New Mexico, have formed such a compact on agricultural grain
marketing. The purpose of the compact is not restricted to
grain quality:; however, dissatisfaction and frustration with
the federal government's attitude toward grain quality makes

this an issue of great interest to the compact.

The purpose of the agricultural grain marketing compact as

defined in the law is generously broad:
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to protect, preserve, and enhance the economy,
general welfare, . . . and continued production of

agricultural grains."

The powers and duties of the commission are limited.

They are:

- to conduct studies of agricultural grain

marketing practices, procedures, and controls:

- to make recommendations for solutions or develop
alternatives -- including development, drafting,
and recommendation of proposed state or federal

legislation.

As noted several times elsewhere in the report, there is a
need for states in the Midwest to work together. The compact
offers a means for exchanging information and advising state

policymakers.

The authors are encouraged by the spirit of cooperation
exhibited by the commission, especially an apparent movement
away from a minimum pricing concept for grain, which originally

seemed to be a major objective.
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The commission's first organizational meeting was held in

late September, 1987, and they have yet to define specific

goals.

Final judgment on the compact's role in solving grain quality

problems is reserved until such goals are known. Towa, having

advanced further in the study of grain quality and marketing
than the newly organized compact, should take a leadership

role in developing the compact's response to this issue.

The effectiveness of the compact is limited unless more states

join. Today most of the participating states other than Iowa

are oriented more toward wheat than corn and soybeans. From

Iowa's perspective states with common interests are needed,

such as Illinois, Indiana, and Ohio that also produce corn

and soybeans in large quantity.

* SPECIAL GRAIN STANDARDS FOR IOWA OR THE MIDWEST.

This report discusses at length the technical shortcomings of

existing U.S. grain standards. Recommended corrections are

also identified. Quite naturally state leaders, with a sincere

desire to overcome inadequacies in federal standards, may
consider the possibility that establishing special state or

regional standards might increase both domestic and foreign
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sales of Iowa grain.

This appears to be a simple and straightforward solution.
However, it is a thicket best avoided. The reasons for

this view are:

- Establishing a set of state standards as a substitute
for U.S. grain standards would result in further
confusion. It is increasingly recognized that many
quality grain problems are the result of differing
national standards. Differences in standards among
the political subdivisions of individual nations
would be disastrous. More uniformity around the
world and not less is what is needed. In fact, it
has been suggested that an international certificate
of quality be developed. Such a certificate would
report intrinsic characteristics of the grain. No
country's standards currently measure these factors.
Iowa should support discussions of this concept.
However, it should be recognized that establishing

such a program would take time.

- Similarly, simply establishing an Iowa premium grade
is not adequate. Quality desired is different for
each end use. Several sets of requirements for
defining a "premium" grade exist. For the grade to be

meaningful, a large volume of grain fitting the criteria
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must be available. End users need a supply that is
reliable in terms of quantity as well as quality.
A single state is unlikely to have sufficient

quantities of grain in each category to generate trade.

* AN TOWA CERTIFICATE PROGRAM.

There is no reason to establish Iowa standards in order to
provide customers the information they seek. Upon request,
FGIS provides information for non-grade determining factors
the comments section of the export certificate now in use.

Following this precedent, Iowa could establish an Iowa

certificate program.

The certificate would affirm measurements of requested
nutrient factors and related characteristics as opposed to
reporting that the grain meets an established set of
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