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Introduction
Dear Senator Lieberman and Ranking Member Collins:

I thank you for the opportunity to provide this written testimony concerning the nexus between federal renewable fuels policy – specifically, the use of ethanol, most of which is currently produced using corn – and the recent spikes in staple food prices for consumers.

As you know, on May 1 I wrote President Bush and Congressional leadership on this subject, expressing my deep concern about bruising pressure Connecticut families are facing from the vise of spiraling energy prices and soaring prices for such basic foods as milk, meat, eggs, bread and cereal.
In Connecticut today a gallon of regular unleaded gasoline costs an average of $3.787. A month ago the average was $3.35; a year ago the average was $3.06. At the local grocery store, a dozen eggs costs around $3, while a gallon of milk runs about $4. A box of Kellogg’s Corn Flakes costs $4.29 while a top round beef roast and chicken breasts are both priced at $4.99 a pound.

As unrelated as the cost of a gallon of gas and a gallon of milk might seem, these price increases actually have a common link: corn. The demand for ethanol – either as an oxygenate for gasoline or as the primary component in fuels such as E85 – has increased sharply in recent years. Since most ethanol is made from corn, that demand has meant there is less of the crop for use as food for people and animals.

Moreover, some farms are opting to switch from other crops to corn or alter their crop rotation schedules because of the higher price its commands. This has implications for the supply of other field crops (and, consequently, the price of those crops), for the environment (given the large amounts of fertilizer and other chemicals used in corn production) and for energy consumption (inasmuch as corn is one of the most energy-intensive crops to produce).

I recognize that ethanol is an increasingly important component of the nation’s efforts to decrease its dependence on foreign oil imports and to improve air quality, and I value these efforts. Indeed, in Connecticut we have incorporated ethanol, other biofuels and other renewable energy sources into our own energy policy planning, setting targets such as having all commercial transportation fuels sold in the state to contain a 20 percent mixture of alternative fuels by 2020. I have also proposed state-level incentives to develop and establish a biofuels industry in Connecticut.

However, the current unsupportable increases in global energy prices – especially when compounded by equally intolerable increases in food prices – strongly argue in favor of action now to relieve the economic misery of ordinary consumers.

I believe there are two actions Congress and the President can take that will have a positive effect on these dueling price spirals: ending the current $0.54-per-gallon tariff on imported ethanol and a temporary waiver of the federal Renewable Fuels Standard (RFS).
Neither of these actions should have significant, long-term negative effects for the environment, the nation’s strategic energy goals or American farmers.
Background
Nearly half of all gasoline sold in the nation contains ethanol. In 2006 the United States consumed 5 billion gallons of biofuels (mostly ethanol) mixed with some 65 billion gallons of gasoline.
 Ethanol production is currently subsidized in several ways including the import tariff and a $0.51-per-gallon tax credit to fuel blenders.
Virtually all (98 percent) of the ethanol manufactured in the United States is made from corn. The U.S. Department of Agriculture estimates as much as 35 percent of the crop will be diverted to ethanol production in 2008.
Demand for corn has increased as the demand for biofuels has increased – and so has the price. July corn futures on the Chicago Board of Trade were priced at $6.12 per bushel on Monday. In January, by comparison, May futures traded at $4.98¼ per bushel.
While ethanol production capacity is increasing, all but a handful of the more than 50 plants currently expanding or under construction propose to use corn as the feedstock.

Production of ethanol from sources other than corn (cellulosic ethanol) in the United States is virtually zero. The U.S. Department of Energy (DOE) is supporting six demonstration projects using a variety of feedstocks such as wood, municipal solid wastes, agriculture residue such as leftover corn stalks or wheat and barley straw.
USDA estimates that corn plantings will likely be 86 million acres this year, down by 8 percent from last year’s record production. However, this week USDA said only a little over a quarter of the crop has been planted due to a cool and wet spring. That compares with about 45 percent at this time last year and an average of 59 percent over the last five years. Inasmuch as delayed plantings result in significant yield declines, these statistics have real import for future corn prices.
At the same time, there are warning bells about the effects of diverting more and more corn to ethanol production:
· Since corn accounts for about 60 percent of U.S. animal feeds, increased prices have resulted in increased production costs for poultry, pork and beef. Poultry and pork prices are especially subject to this effect, since dairy and beef cattle have somewhat greater flexibility in feed.

· Producers are seeing increased demand for corn as feed as a result of the growing popularity of meat diets in nations such as China.

· While price-sensitive importers may be able to use alternative grains, importers that are “wedded” to corn may opt to bid up prices in an attempt to divert more of the crop away from ethanol production.

· The ethanol production process is itself an energy consumer, usually fueled by natural gas – a resource already in high demand, especially as a fuel for electric generating plants.
Among additional complications:

· Ethanol separates from gasoline in pipeline transportation and is not suitable on its own for pipeline transportation due to its corrosive nature.

· Since most ethanol production is located in the Midwest, the product must be transported – typically by rail or truck – to areas of use, including the Northeast and West Coast. There is some question about the ability of the rail infrastructure to carry additional capacity.

Finally, it is worth noting that the Energy Information Administration’s Short-Term Energy Outlook for May 2008 projects a national average retail gasoline price of $3.71 by the third quarter of this year – $0.10 above the current (already astronomical) price and an increase of a staggering 29.9 percent from the same quarter a year earlier.
Challenge and Response
Given ethanol’s central role in national energy strategy and efforts to reduce carbon monoxide (CO) and other greenhouse gases (and as an important market for American corn producers), and corn’s intimate connection to a vast array of food and other products, how can policymakers effectively break the cycle of demand-driven price increases without having significant negative effects on energy policy or the agriculture industry?
I believe action on two fronts will provide relief for consumers without compromising energy goals or hindering the farm economy:
· Lift the current $0.54-per-gallon tariff on imported ethanol
· Waive temporarily the federal Renewable Fuel Standard nationwide
Ethanol Imports
Only Brazil approaches the United States in its annual production of ethanol (about 5 billion gallons in 2007 versus U.S. production of about 6.5 billion gallons). The third-largest producer, the European Union, produced approximately 570 million gallons.

Brazilian ethanol is produced largely from sugar.
 Currently only a small fraction of Brazilian ethanol is imported duty-free into the United States – approximately 2 percent of the U.S. supply – under the terms of the Caribbean Basin Initiative (CBI).

Under the CBI, up to 7 percent of U.S. demand could be supplied in this manner, although CBI reprocessing capacity is limited.
Enacted in 1980 to protect domestic producers from low-cost foreign suppliers, the tariff does not reflect current realities of ethanol demand (or, for that matter, demand for corn).

Removing the tariff would not only provide an incentive for increased CBI capacity but is warranted given the projected long-term, worldwide demand for corn.
It seems unlikely that American corn producers would be significantly affected by an increase in ethanol imports, given the high demand for corn for other uses. Nor would this be a significant disincentive to investment in the domestic ethanol industry, which – with or without a temporary waiver in the RFS, as discussed below – must unquestionably continue to expand if long-term national energy goals are to be met.
Finally, imports through coastal ports could help reduce the transportation costs currently associated with ethanol use in the Northeast and West Coast – which, as noted previously, are geographically distant from the primary centers of U.S. production.

Temporarily Waiving the RFS
A temporary waiver of the RFS will further relieve demand pressures for corn – pressures that have driven futures prices to unprecedented levels. This would assist in reducing not only consumer prices for corn-based products but – by reducing costs for livestock and egg production and opening cropland to other products – prices for other staples as well.
A temporary waiver would not significantly detract from long-term energy sufficiency goals, given the lengthy phase-in of increases in planned ethanol and biofuel consumption. A pause in the rate of mandated consumption would also give additional time for demonstration projects such as those currently under way through the DOE to come to fruition and for the development of other potential ethanol feedstocks.
Nor would a temporary waiver cause significant short- or long-term effects to the environment, particularly inasmuch as reformulated fuels requirements would remain in place for CO non-attainment areas.
Ultimately, however, the most persuasive argument must be the competing pressures on American family budgets. The twin hammer blows of energy price increases and food price increases warrant this action.
Additional Considerations: Energy Stimulus
American families are now receiving their checks under the Economic Stimulus Act of 2008. At the time of its passage, the package appeared to be just the shot in the arm families needed. However, much has changed since the plan was approved in February.

To further assist families through this difficult time, I have asked Congress and the President to develop a second, energy-related stimulus package. Many of the families receiving checks in the coming weeks will be using the money to catch up on bills instead of stimulating the economy through consumer spending – the original objective of the program.

More and more families could benefit from a second payment to help them bridge the widening gap between income and the costs of gasoline and groceries. Consumer confidence is in a steep decline – and small wonder, given how many families wonder what difficult choice they will be forced to make tomorrow. A second stimulus payment would provide families with a glimmer of hope, helping them do more than simply keep their heads above the turbulent economic waters.

Conclusion

We must have a coherent national energy strategy – a plan that recognizes all of the competing needs and demands and positions us to meet them in the most economical, environmentally sensitive and common-sense way.
In addition, it is critical that the federal government significantly expand its investments in the development of, and experimentation with, alternative fuels and fuel crops. States have taken some steps, as has the federal government, but these efforts have not been effectively coordinated. It is becoming increasingly clear that only by joining forces and making strategic investments will we achieve our mutual goal of decreasing reliance on foreign energy sources and providing a fuel that is affordable to American families and which does not have as substantial an impact on food prices.

Our people, especially the elderly, are struggling – struggling to cope with the endless, upward spiral of energy prices, struggling to cope with the effects of an economic slump, struggling to make ends meet when the prices of basic staples have shot up by double digits even as more and more of our household budgets are consumed at the pump or burned to heat our homes.
We need help now. Congress and the President must review current policy and take effective action on a national scale to address these problems. To allow the current instability to continue leaves individual taxpayers and their state governments at the mercy of unimpeded market forces and will lead to further price escalation, further erosion of state and local economies and further pain for consumers everywhere.

It is a difficult challenge. But it is one that must be faced.
Thank you for the opportunity to submit this testimony.
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