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INTRODUCTION

Hops are a perennid crop requiring substantial production inputs. The annua cost of production
is gpproximately $4,000 per acre, but the investment to enter the businessis substantial. Hops
require a specidized trelis system and harvesting equipment not suitable for any other crop.
Today, American commercia hop production islimited to three states, Washington, Oregon,
Cdiforniaand Idaho.

The hop and brewing indudries have experienced tremendous technologicad breskthroughs in
recent years. New technology at the hop processor and brewery level has improved utilization,
resulting in a need for fewer hops to sisfy exising demand. New technology and more
efficient varieties a the grower leve have resulted in the converson of subgtantid acresge to
more efficient varigties, resulting in the need for fewer acres. With few dterndive crops and
incredibly high fixed costs associated with hop production, growers are unable to leave the hop
indudry without incurring a subgtantid loss.  Low prices and eroding equity have left many
growers unable to invest in new equipment. The result has been the deady erodon of farm
equity brought about by over supply and the resulting poor prices. To further compound the
problem, hop growers have no "exit drategy” if they wish to reduce acreage or leave the industry
al together. Thereissamply no market for ahop farm or its equipment.

From 1966 until 1985, a Federal marketing order regulated the amount of hops that could be sold
by growers, bringing it more in line with anticipated demand. During that time, grower numbers
remained dable Almost every year the maketing order was in place, the sdesble was
responsibly managed which resulted in fair market prices returned to growers.  Growers did not
get rich but they made a comfortable living, something that cannot be sad of today’'s hop
indugtry.  Circumgtances beyond growers control led to the demise of the previous Federd
marketing order. Since that time, as was the case before the last marketing order, wild swings in
acreage and price have plagued the hop industry. The hop industry has undergone a traumatic 65
percent reduction in grower numbers in the 17 years since the last marketing order.

American hop growers understand that their problems developed over time and that ther
problems will not disgppear over night. They recognize the need to remove a subdantid
percentage of current acreage from production as quickly as possble and in an orderly fashion.
They know they need a permanent solution to their problems. They ae willing to make
substantiad  sacrifices to achieve the god of a more orderly and profitable hop industry, but they
canot do it done A Federd marketing order will provide the marketing tool necessary to
manage the flow of hopsto the market.
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PROBLEM STATEMENT

Problem 1: Brewers have moved away from long-term contracts attracted to an abundance of
lower-priced hops on the "spot" market. The movement toward the spot market has transferred
the risk of sdling the product to growers aready burdened with growing risks. The hop industry
has traditiondly rdied on multiple-year contracts to provide price dability through difficult
times. Over supply guarantees that contracts are scarce. When future supply is guaranteed due
to chronic oversupply, it is economicd for the brewery to trade away some of the Stability
inherent in forward contracts to purchase its hops on the spot market where prices are often very
low. This practice will likely continue until the over supply is ether gone or not avalabdle for
sde on the world market and it is in the brewers financid interest to Sgn multiple year contracts
again. The hop industry enters 2002 with approximately 65 percent of total hop production
contracted as of March 1, the lowest percentage in history (typicaly 80 percent or more of the
current crop year has been contracted by March 1). The graph below shows the March 1 sold
ahead figures (adjusted in December of each year for actud production) for the past decade
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In thistable, note

Crop Y ear 2002 2003 2004 | 2005 2006 | 2007

the absence of
Pounds | 44491407 | 32666807 | 19687,823 | 15107,081 | 2033794 | 650,261 long-term forward
%of Crop | 6657% 48.88% 20.46% 22.60% 3.04% 0.97% contracts
Source: USDA NASS. All sold ahead percentages use the 2001 crop final production figures to )

avoid speculation on future production volume.
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Problem 2: There is no dructure currently in place to manage the quantity of hops produced or
sold. Asst fixity and the few dternative crops avalable has been the simulus for growers to
continue producing hops despite poor prices in the hopes that economic recovery is right around
the corner. There have not been any price spikes for over a decade and German crop failures,
once fairly common (one in every three years or 0) are dso now ararity.

Problem 3: The drong dollar places American growers & a competitive disadvantage making
American hops relaively expensve on the world market. At present, the industry reduces
acreage through attrition to compensate for the exchange rate inequities. After severd years of
losses, the banking community is skepticd and hestant to finance hop growers.  Incressing a
fam's effidency through new varieties or improved technology requires substantid investment.
The drength of the dollar combined with the current market conditions brought on by over
supply meansthereis little hope that a grower will receive areturn on that investment.
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In the graph above, you can see the dramatic increase in the drength of the U.S.
dollar versus the German mark over the past ten years.

The United States is the most efficient producer of apha acid in the world and can in
many cases produce over 50 percent more alpha acid per acre than the average German

hop grower.
The cogts of production in Germany and the United States are such that the
DM:USD exchange rate should be between 1.6 and 1.8 DM/USD for the U.S. to be

competitively priced on the world market while till providing areturn to the grower.
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Problem 4. In the past forward contracts guided the growers planting decison. Through the
Internet and e-mall, contacts worldwide routindy provide vduable information on market
demand. Vduable information is regularly reported to growers and arguably growers today are
more informed on market conditions than ever before.  There is, however, no dructure or
authority to use this information to manage the marketing of the hops the industry as a whole
produces.

Accumulated U.S. Alpha Surplus/ Deficit 1990 - 2001
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HYPOTHESIS

A Federa Maketing Order will dlow growers to manage marketing through a base dlotment
sysem. The dructure a Federd Marketing order offers will dlow growers to manage the release
of production into the world market theréby managing the negative effects of over production.
The rdease of only tha inventory necessary to satisfy estimated demand will result in a fair and
stable market price for hops.

OBXECTIVES
The primary god of creating a Federal Marketing Order is to bring stability and Structure to the
hop industry. To do this, the hop industry must:

(& Accuratdy egtimate the annud demand for apha acid and apha acid products on the
world market and maeke adjustments that will bring supply in line with estimated
demand to satisfy the market’ s needs,

(b) Produce a sufficient supply of both dpha and aroma hops to meet the edtimated
demand for American hops and hop products,

(c) Manage the rdease of any over production of apha acid through a pooling
arrangement,

(d) Influence the ability of growers to preserve a continud and sustainable market in
which the needs of the market may be consstently met.
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SIGNIFICANCE OF THE PROPOSAL
The proposed Federd Marketing Order will cause three fundamental changes in the hop industry.

It will:

PROPONENT COMMITTEE

1. Sabilize the hop indudtry, ending the reactionary planting cycle in which some growers
respond to a high price for hops by planting additiond acres and respond to low prices by

removing acreage.

This cycle has continued snce the termination of the previous

marketing order with condant changes in production and price. The greph beow

represents the pounds of alpha acid produced and the average price per pound paid to
Washington Growers for the past decade:
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In the graph above, you can see effects of the “reactionary planting cycle’ over the past ten
years. The reectionary planting cycle is smply where growers react to a good market by
planting additional hops and to a poor market by removing hops. The result, as evidenced by
this chart, is great fluctuations in dpha production and therefore price from year to year leading
to ingability and unpredictability in the market.

Washington hop growers have the ability to plant a hop crop in the spring and receive
respecteble yields later that fdl. The United States is the only country in the world that can
maeke this dam. Without production management, this “swing” acreege is hamful to the
industry because it enables the wild changes in production that we see above. With responsble
production management, the Washington “swing” acreage can be a strong asset through which
U.S. growers could respond to legitimate demand quickly.

The cods of production in Germany and the United States are such tha the DM:USD
exchange rate should be between 1.6 and 1.8 DM/USD for the U.S. to be competitively priced
on the world market while ill providing areturn to the grower.
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2. Stabilize the price recelved for hops a the fam to a more equitable level. Example: A
commonly accepted cost of production figure used among growers is $4,000 per acre.
The 2001 average yidd in the United States was 1,861 pounds per acre. Using 2001
average cost and average yidds, the average farmer must receive $2.15/b. just to bresk
even. The 2001 U.S. season average price was $1.9V/1b. This represents an average loss
of $0.24/lb. in 2001. Totad 2001 production was 68.8 million pounds, representing a tota
loss of over $16.5 million to the hop industry in 2001 done!  Using this same logic and
based on the season average prices between 1996-2001 as listed in the Hop Growers of
America datisticd booklet and the 1999 Washington State University cost sudy figure of
$3900/acre as a cost of production, the U.S. hop industry has lost over 192.6 million
dollars during the past five years. The graph bedow demondrates the changes in U.S
Season average price over the past 52 years.
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The U.S. season average price, includes both aroma and dpha varieties an
contracted and spot/free hops sold between December 1 and November 30 of the
following year.

In the graph above, you see the history of U.S. season average prices since 1950. In
this graph, please notice the smilarities between season average prices both before and
after the marketing order. There is a marked difference in the trend of U.S. season
average prices during the marketing order.

The marketing order itsdf cannot take the entire credit or blame for the 300 percent
increase in season average price during its existence. Severe crop shortages in Europe
in the find years of the marketing order contributed greetly to the dragtic increase in
Season average price.

Prior to 1980, the trend of season average prices moved steadily upward alowing for
radualy increasing expenses associated with inflation and other factors.
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3. Manage the production of apha acid from year to year s0 that acreage and production
does not fluctuate wildly unless the market requires such fluctuation. The graph below
demondtrates the fluctuation in acreage from 1983-2001.

U.S. Hop Acreage 1983-2001
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Panting or removing hops is a costly process. Panting hops is generdly
thought to cost $1,000 per acre and removing hops is generaly thought to cost
approximatdy $500 per acre athough costs vary depending upon the individua
grower and higher cultura practices.

Between 1983 and 2001, growers removed 20,671 acres and planted 19,161
acres in response to perceived market conditions. This does not count acres that
remained in production on which varieties were changed, adso a costly process.

This demondrates the inefficiency of the industry in properly measuring the
needs of the market under the existing system.

Usng the aforementioned figures, these over corrections cost the industry
$295 million over an 18year period. This means that growers spend on
average $1.6 million per year trying to produce an adequate supply of hops to
meet the demand of the market.
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ASSUMPTIONSAND LIMITATIONS
A Federd Marketing Order with marketing volume limitations would:

1.
2.

3.
4.

5.

6.
7. Enable a more dtable price for growers from year to year without the highs and lows of

8.

0.

Provide stable and fair prices for merchants and end users,

Enable growers to measure and produce for the anticipated world demand for their
product,

Set an annua sdeable amount to satisfy anticipated world demand,

Influence the amount of hops produced each year by controlling the annud sdesgble
available on the world market,

Enable exiging inventories to make their way into the market through annua adjustments
in the amount salesble,

Enable a grower to plant to accurately meet the needs of the market from year to year,

the current market,
Enable amore equitable price for growers from year to year,
Increase grower efficiency as dphaacreage is converted to higher yidding varieties,

10. Provide an ample amount of aroma hops to satisfy the aroma market,
11. Insure that the needs of the market are met every year.

COST OF THE PROGRAM:

The proposed Federa Marketing Order will not add significant cost to producers, handlers or the
USDA. The U.S. hop indugtry currently has the infragtructure in place to adminigter an effective
marketing order. Because of this, the incrementa costs of administering a Federal Marketing
Order and dl that it will ental will be low.
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“What isdifferent THIStime?” The World Market
The major differences:

PROPONENT COMMITTEE

1966-1985

TODAY

Cluser variety hops a approximady 8%
dpha and a dable 10 bales to the acre
dominated the industry.

New super-dpha hop vaiedies enabling 14+
bales to the acre with apha acids a 15% or
higher.

Fewer and less dramatic swings in acreage
from year to year.

Trend toward reduced acreage due to high
efficiency varieties and less bitter beers.

Stability for the grower caused by 3-5 year
forward contracts by brewers and merchants.

Increased risk for grower. Very few forward
contracts. Most sales on ayear-by-year basis.

Alpha acids available in hops in rav hop and
pellee foom which degrade over a rdativey
short period of time  Extracts not yet &
sgnificant component of the market.

Alpha acid extracts and further processed
products avallable enabling prolonged <torage
of the product. The qudity of the raw product
after processing is not easily discernable.

Rddivey diverse brewing industry with very
feaw large brewing ettities Regiona
Segregation

Rapid brewery consolidation. The 35 largest
brewery groups control 2/3 of the world's beer
production.

More than 10 merchants in the U.S. done.
More competitors for sdes to brewers and
purchases from growers.

Merchant olligopoly. Merchants, can if they
choose, dictate the price of hops to growers.
Sporadic  market  activity  incresses  the
likelihood that growers will take prices offered
while avalable.

Rdatively secure traditiond production regions
(i.e, United States & Europe, some activity in
southern hemisphere).

Potentiad loss of dpha production base and
market share to China & other Centra
European countries.

Cold war world with firm borders (i.e, USSR,
Warsaw-pact countries, China).

Globd economy offering esser trade and
sourcing of goods and services worldwide.

Pre-Internet. Rdiance on established chamnds
of information for decison-making.

Internet, e-mail and increased communicaions
among breweries and grower groups.

WHAT WouLD CHANGE UNDER THE PROPOSED FEDERAL MARKETING ORDER?

CURRENT PRACTICE

UNDER PROPOSED MARKETING ORDER

Farms may produce unlimited hop acreage and
sd| whatever is produced.

Hop acreage produced is not limited. The
quantity of hops that may be sold is governed
by a base dlotment. Excess hops will go into
an individua grower pool.

Hops produced in excess of demand are either
stored or processed and held by growers.

Hops produced in excess of demand are
entered into a pool, managed by the producing
gower and used to sy the sdeable
alotment in subsequent years.

Everybody is left to discern the sgnds of the
market and make decisons accordingly.
Individua decisons may reult in a nd
increase or decrease in acreage and production.

The Indudtry is producing for a common god.
Individua farms may increase or decrease thar
acreage  within  the boundaries of the
established gods for any particular year but the
tota amount of product avaladle for market is
regulated to meet the needs of the market.
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PROPONENT COMMITTEE

“What is different THIStime?’ The Federd Marketing Order

The major differences:

PREVIOUS FEDERAL MARKETING ORDER
1966-1985

PROPOSED FEDERAL MARKETING ORDER
2003

Production of al hops regulated by pounds of
hops produced.

Marketing of alpha acid regulated by pounds of
apha acid produced:

No opportunity for new growers to enter the
indudtry.

Provisons for new base alotments in each
year of expanding demand to both existing and
NEW growers.

Base often sold, traded and leased without
regard to the owner’s intent to produce.

Bona-fide effort clause that will require the
owner of baseto or that base will be los.

One grower, multiple entities, multiple votes.

All fams run by a sngle decison making
body (i.e, common banking, ownership,
directorship, etc...) shdl be entitted to only
one vote.

Pool managed collectively by the committee.

Each grower's individud pool is managed
independently. Only the regulation of sdedble
for the entire industry will govern how much a
grower may sdl. Tha sdesble may be filled
through newly grown hops or pool hops a
hisher discretion.

This document was prepared by
Hop Growers of America
On behdf of the
Federa Marketing Order
Proponent Committee
Fall 2002
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