ANALYZING THE COSTSAND THE BENEFITS
By John MiranowsKi

date. It is critical that the people of lowa are informed on the tradeoffs involved as they help shape that
future direction.

All decisons to produce and consume goods and services involve benefits and cogts. Decisions
with respect to the future of the lowa economy are no exception. Increased hog production enhances
crop prices, vaue added opportunities, farm incomes and loca jobs. At the same time, increased
production increases anima waste and odor, water quality, property vaue, health risk, structure and
qudlity of life concerns.

Such tradeoffs have long existed in rurd lowa. However, the scale of modern agriculture,
coupled with rurd living patterns, community development and occasona failure of large scae waste
handling facilities, has increased public awareness, concern and debate.

As decisons are made on the future of the hog indudtry, it simportant to andyze the key costs
and benefits associated with future hog production in the sate. These costs and benefits can be viewed
as tradeoffs associated with expanding the industry versus preventing expansion.

M easuring the Changes

Expansion of the indudtry is typicaly measured by numbers of hogs. But it can dso be
characterized by concentration and size of operation, type and location of facilities, waste management
practices, and ownership of production activities. It is probably safe to say that any expansion of hog

production in lowawill raise questions and concerns over these characterigtics of production. Because



of the changing structure of the industry, most new and expanding operations will attempt to minimize
the cost of production to compete with pork producersin other states and countries, and with
competing mests and food products.

Another important characterigtic is the method of productionfarrowing versus finishing versus
farrow-to-finish operations. Farrowing is typically more labor-intensive and requires higher skilled,
higher paid labor. These different labor demands for each type of production have important
implications for local job markets and rural communities.

Thelist of potential negative impacts associated with expanson includes increased animal
wadstes and odors as well as concerns for property values, potential surface and groundwater quaity
damage from lesks, spills, and abandonment, reduced qudity of life, and increased safety and hedlth
risks.

Potential positive impacts include increased organic plant nutrients for crop production, more
vaue added products, more loca and state products, greater tax revenues, maintaining the state
packing plants, more jobs, and more people in agriculture and rural aress.

Both the costs and benefits are critica in aloca and state context. The costs become even more
important when they are localized and impact individuals and families. Likewise, the benefits are
important, especidly when you are a primary beneficiary.

Other impacts of expanding hog production have less definitive impacts. For example, livestock
wadte can sgnificantly enhance soil productivity when handled optimally. Likewise, industry expansion
can cregte new job opportunitiesin rurd communities, such as new feed mills, waste management and
equipment firms. But industry expanson may reduce retal trade in some small communities.

Tax revenues are increased but socia service demands for health and education may aso



increase. New economic development opportunities are created but some firms may be discouraged
from locating too near waste and odor problems. Rura road maintenance demands may increase but
from these road improvements other rurd resdents also may benefit.

Studying the Trends

Another way to view the economics of the hog indudtry in lowaisto ask,
and benefits of preventing expansion, larger-size operations, and outside investment and ownership?
other words, what are the costs and benefits of maintaining the status quo?

Welivein avery dynamic environment and economy. lowa agriculture has continued to evolve
snce the settlement days of the 19th Century. The trend to fewer and larger farms has continued
unabated since the Great Depresson. Even the farm financid crisis of the 1980s had relatively minor
impacts on this trend.

Agriculture has become more specialized in both livestock and crop production. There have
been government programs designed to diversfy agriculturd activities, including efforts to encourage
sugtainable systems that use fewer purchased inputs. But economic incentives and forces have
overwhelmingly maintained the trend to larger-sze and fewer operations. Even though federa farm
programs may have dowed the transtion, these have been unsuccessful & reversing this trend.

Given the dynamic nature of the economy, the clock cannot be turned back, nor can it be
stopped to maintain the present situation. Policies can be adopted to halt growth of the industry, but
they will lead to disnvestment and the industry will continue the current decline that is occurring in lowa
Competition from surrounding states and other countries will make it less profitable to invest in
traditiona production activities. Declining production will encourage the packing industry to move

outside lowa and further reduce returns to lowa producers.



The choices we face are growth, possibly modified by policies to protect environmenta qudity,
or continua decline of the pork industry. We need to consder the explicit costs and benefits of both
options and articulate the tradeoff that 1owa people face.

M easuring the Costs

What are the costs of an expanded pork industry in lowa?

» If not managed as aresource, livestock waste can cause air quality (odor) problems and
concerns. The larger scale production facilities have increased quantities of manure to store and thus
created greater potentia for problems if gppropriate technologies are not employed. A second odor
problem can occur &t the time of gpplication.

To ded with these codts, attention can be given to the type of storage facility being used, as
odors generated by these facilities vary sgnificantly. New technologies aso have the potentia to reduce
odor from storage facilities. In addition, odor at the time of land application can be reduced by
incorporating the manure into the soil.

»  Water qudity problems are primarily tied to leaks and spills during storage and application
to frozen and non-tilled ground. Improperly constructed waste management facilities can potentialy lesk
or spill directly into waterways, drainage wells, and underground tiles, contaminating both surface and
groundwater. Surface waters have been impacted by spills and leaks in lowa, fish kills have occurred
and water use has been redtricted. One case of prohibited discharge has been pursued where livestock
wastes entered an agriculturd drainage well following land application.

Documented cases of groundwater contamination, which is amore persstent problem and more
codlly to rectify, have not been directly connected to large Sze hog operationsin lowa. A sgnificant

concern does exist because the increased risk of pathogen contamination of water suppliesfrom alarge



Sze operation could be costly with respect to safe drinking water supplies.

But if properly constructed, lesks and spills should not occur from storage facilities unless there
isan episodic storm event. And if properly managed as a vauable nutrient, land application of manure
can be done without the danger of water contamination.

» Concerns exigt about the community impacts of large scale hog operations, with the possibility
that fewer operations will lead to fewer people doing business on Main Stret.

But opinions surfaced in 10 focus groups convened by ISU researchers in the summer of 1997
showed the fiscal and employment impacts of large operations are positive. Participants said the loss of
ag suppliers can be attributed to reductions in farm numbers, rather than changesin the pork industry.
Both producers and agribusinesses said that without the adoption of new technology and production
systems, there would be even fewer farmers to trade locally.

M easuring the Benefits

What are the benefits of an expanded pork industry in lowa?

» lowamarkets about 24 million hogs a year, generating sales revenue of gpproximately $2.6
billion. Pork production and processing adds more than $3 billion to state product (vaue added), $2.9
billion to persona income, and 89,000 jobs. Hogs account for more than haf of livestock sdlesand 30
percent of agricultural sales. An expanded pork industry would increase these numbers.

»  The magnitude of the hog industry in lowaincreases loca corn and soybean prices (lowers
the bass). Further, hog numbers support alarge processing industry (11 packing plants and numerous
smdler plants that further process pork) in the state which leads to more favorable prices for local pork
producers because of reduced transportation costs. An expanded pork industry would maintain or

improve the current Stuation.



» If managed as aresource, the vaue of the nutrient components of hog manure is estimated
at $2.00 to $3.00 per hog produced. In addition, hog manure improves soil propertiesin ways that
commercid N and P cannot.

» Fiscd impacts of new hog facilities provide a Sgnificant net benefit to local communities,
counties and the state. For a 1,200 sow operation, local revenues exceed loca expenditures by more
than $10,000 and net revenues to sate government exceed $17,000.

» Countiesthat attract or retain pork processing facilities have greater employment and
earnings growth than the State average.

* A nationd survey finds that large scale pork operations use new technologies more
intensvely, thus they employ more skilled and speciaized labor and offer higher sdlaries and benefits
than small scale competitors.

Deciding the Future

What will happen to lowa s agriculture indudtry if future growth of large Sze operationsis
congtrained?

* Over theladt five years, the number of farms producing hogs declined by 40 percent, or
14,000 farms. Farms with less than 500 hogs accounted for 84 percent of this decline. Farms with more
than 1,000 hogs market more than 50% of the state s hogs but account for less than 15 percent of the
producers. There is no economic reason to expect areversa, or even dowing, in the rapidly declining
number of smal producers. Condraints on invesment in larger operations would probably diminate
new investment, and lowa hog production would continue the current decline.

» Every hog produced uses about 13 bushels of corn and amost four bushels of soybeans.

The pork industry creates employment, value added products, and incomes that are typically spent in



lowa s communities. lowa has lost roughly 20 percent of the state s hog inventory in the last four years.
Declining hog production will mean reduced prices and incomes to corn and soybean producers,
packing plant closings that reduce the prices paid to local hog producers (e.g., on average lowa pork
producers receive $2 per hundredweight more than producers in Kansas and Missouri), and reduced
tax revenue and expenditure impacts on rurd lowa

» With fewer hogs, the continued trend to larger sze grain farms will likely be hastened to
more efficiently utilize available operator |abor and management skills as competing labor demands are
reduced. This means more unprocessed corn and soybeans will be exported out of lowa to other states
and countries. Larger grain trucks will be hauling more grain further distancesto railroad and barge
loading terminds.

Thereislittle doubt the questions surrounding lowa s pork industry are difficult and the answers
are complicated. But a careful comparison of the costs and benefits of the current industry, and the
potentia costs and benefits of elther expanding or contraining the industry, must be an important part of
the search for answersto the questions that exist.

W hat choicesdo | owans face?
Reduce the numbers and limit the size of pork production facilities to protect the environment and
qudlity of life.
Increase hog production facilities in lowa with little concern about environmental and qudity of life
concerns.
Develop policies that encourage growth of profitable pork production in lowaand, at the same
time, protect the environment and quality of lifein rura lowa

According to our survey of rurdl lowa resdents, most believe the third option is possible. Now



isagood time to shift the debate away from the first two options and focus on solutions beneficia to

lowa



