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Attachment_l___

Arizona House of Representatives
House Majority Research

MEMORANDUM

Tom Savage

Legislative Research Analyst 1700 West Washington

Committee on Agriculture, Water and Lands Phoenix, AZ 85007-2848

Committee on Energy, Environment and Natural Resources tsavage@azleg.gov
Phone 602-926-4543

To: Members of the Committee on Agriculture, Water and Lands

Re: First Committee Hearlng January 15, 2015 (HHR 3 at9:00a.m.)

Date: January 13, 2015

The Comumittee on Agnculture Water and Lands'=m]l meet on Ianuary 15, 2015, in
House Heanng Room'3 to transact business as follows: “=.. -

1. Adopt Committée Rules - House Rule 9 (C) requires each Standmg Committee
to adopt and file-a- ‘copy-of its rules of procedure-in the. Office of the Chief
Clerk. [Attachment A] ease note Rule* 7, Whlch SUpulates “Any
amendment over one.page.i ]e.ngth and any SubStélHtIVé' amendment shall be
pﬂnted emd delivered to cach commlttee ‘member’s office byZ 00 p.ai. the day
before “the committee meeﬂng at ‘which At will be oﬁ‘"ered NO verbal
amendments maybe offered.” = .

2. Appomt Committee of Reference (COR ___:Tltle 41, Sectxon 2954 ;_-Anzona
Revised Statutes; requu‘es cach Standmg Committee to ‘appoint a five-member
stibcommittee to serve joi ly'as a Committee: of Reference. [Attachment B]
The C haurm:= will apy 01nt the follomng Members to the COR -

| Agnculture Water and Lands CO'R': Mem_b_éfs
: Representatlve Brenda Barton, Chamnan
”'Representatwe Darin Mitchell
Representatlve_T] Shope F
Representatlve Jennifer Benally
Representatlve Rosanna. Gabaldoh

3. Bills noted on the Committee agend =
Presentation on Arizona Agriculture by Dr George Frisvold, Department of
Agricultural and Resource Economics, University of Arizona.

If you need additional information or have questions, please contact my office.
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COMMITTEE ON AGRICULTURE, WATER AND LANDS

RULE 1.

RULE 2.

RULE 3.

RULE 4.

RULE 5.

RULE 6.

RULE 7.

Standing Committee Rules

A majority of the members of the commitiee shall constitute a quorum. No official
action may be taken unless a quorum is present in person at the time of taking
such action.

The chairman sets the agenda and determines the order of measures.

The following motions are customary and in order relating to actions on
measures:

1. Do pass

2. Do pass as amended

3. Return for consideration of the House
4. Hold for further study

5. Do not pass

6.

Be assigned to subcommittee for....
The affirmative vote of a majority of those voting is required to take any action.

On a roll call vote the names of committee members shall be called
alphabetically by surname; except that the vice chairman and the chairman shall
be called upon last. Each member present shall be allowed to pass on one call
of the roll, and shall vote “yes” or "no” (aye, nay) or respond “present.” Members
may change their votes before the announcement of the results and members
may explain their vote on any measure.

Whenever a measure is reported from the committee on a divided vote, any
member may request a minority report.

Any amendment one page or over in length and any substantive amendment
shall be printed and delivered to each committee member's office by 2:00 P.M.
the day before the committee at which it will be offered. No verbal amendments
may be offered.

In accordance with Rule 9 of the House Rules, the following House Rules are also incorporated
into the Committee Rules:

RULE 9(C).

Each Standing Commitiee shall adopt and file with the Chief Clerk’'s Office rules
of procedure consistent with the House Rufes and shall include the following:

1. With the exception of executive session ordered by a majority of the
committee constituting a quorum, all commitiee meetings shall be open to
the other members of the Legislature, the press and public so long as
proper decorum is maintained.



RULE 9 (E).

January 15, 2015

2. All committees shall meet at regularly scheduled times and places unless
canceled with the permission of the Speaker. In the absence of the
chairman, the vice chairman shall preside. In the absence of both the
chairman and vice chairman, some other committee member designated
by the Speaker shall preside.

3. The committee chairman (presiding officer) other than the chairman of the
Committee on Rules shall prepare an agenda and distribute copies to
committee members, the Information Desk and the Chief Clerk’s Office by
4.00 p.m. each Wednesday for all standing committees meeting on
Monday of the following week and by 4:00 p.m. each Thursday for all
standing committees meeting on any day except Monday of the following
week. Except by unanimous consent of the committee, the committee
chairman may add a legislative measure to a distributed agenda by
distributing a revised agenda to committee members, the Information
Desk and the Chief Clerk’s Office no later than 4:00 p.m. on the second
previous working day, excluding Saturdays, Sundays and holidays, before
the committee meeting.

4, A bill not on the committee agenda shall be scheduled for discussion at
the next subsequent commitiee meeting by a presentation of a petition
containing the signatures of two-thirds or more of the committee
members.

5. A roll call vote shall be taken in each standing commlttee when final
action on any bill is voted.

6. Written committee minutes shall be filed with the Chief Clerk’s Office
within a reasonable time but no later than two weeks from time of
completion of meetings. An audio recording of the meeting shall be open
to public inspection in the Chief Clerk’s Office three working days after the
meeting. Attendance records of all committee meetings shall be filed with
the Chief Clerk’s Office within 24 hours from time of completion of
meetings.

7. Special meetings may be called by the chairman but require permission
of the Speaker and notice to members and the general public at the
Information Desk by 4:00 p.m. on the previous day, except that the notice
of a special meeting of the Committee on Rules may be given in open
session prior to the meeting and does not require the Speaker's
permission.

No committee other than the Commiitee on Rules shall meet while the House is
meeting in session without special permission of the Speaker.
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Executive Summary

What s the Issue?

¢  Agriculture’s contribution to the Arizona
economy is maore than just the economic
activity generated by farms and ranches
across the state, Many industries in the state
depend on agriculture as a basis for their
economic activity. Estimating agriculture’s
contribution to the state economy warrants
an examination of the entire agribusiness
system in Arizona.

+  Arizona’s agribusiness system includes pri-
mary agriculture (crop and livestock produc-
tion) and its supporting input-supply and
food and fiber processing industries.

¢ Inaddition to the agribusiness system’s direct
effects on the Arizona economy, a “ripple”
of economic activity is stimulated in other
sectors of the Arizona economy to meet the
demands of agricultural producers, proces-
sors, and households. Economists call these
the indirect and induced multiplier effects.

e Indirect effects measure the economic
activity that is generated by agribusiness’s
demand for inputs. These effects occur
in other, non-agricultural sectors of the
economy that provide goods and services
as inputs to agricultural production and
processing, sach as the warehousing,
transportation, and banking industries.

o  Induced effects measure the economic
activity that is generated when house-
halds employed in agribusiness industries
spend their earnings (profits and wages)
on Arizona goods and services. These
effects occur in industries that provide
goods and services to households, such
as the retail, healthcare, and restaurant
industries,

+ This report takes a comprehensive look at the
role of agriculture in the Arizona economy,
conducting an economic contribution anal-
ysis that considers the direct, indirect, and
induced effects of the agribusiness system.

Agriculture in Arizona’s Economy

What Did the Study Find?

There are more than 20,000 farms and
ranches in Arizona that manage roughly
three-quarters of the state’s total land area.
Arvizona farmers and ranchers manage cap-
ital assets (land, buildings, and machinery)
valued at $18.1 bitlion.

Based on data from the 2011 production year,
the contribution of Arizona’s agribnsiness
system o state output (sales) was 517.1
billion (valued in today’s 2014 dollars). This
figure includes direct effects as well as the
indirect and induced multiplier effects.
Agribusiness’s total contribution to
Arizona’s state gross domestic product
{GDP) was $7.3 billion (valued in teday’s
2014 dollars).

More than 88,000 full- and part-time jobs
were supported by Arizona’s agribusiness
system. While nearly 50,000 of these were
jobs within agriculture and its supporting
industries, an estimated 38,000 additional
jobs were supported in non-agricultural.
sectors.

Fvery 100 jobs in the agribusiness system
support an additional 78 jobs in other
industries in Arizona.

How Was the Study Conducted?

¢

'The economic contribution analysis was
conducted using input-output modeling and
the premiere software for this type of analysis,
IMPLAN Version 3.1. IMPLAN is a modeling
system of a regional economy that is based
on national averages of production condi-
tions. This model was refined based on the
best available, recent data to more accurately
reflect production conditions in Arizona.
The contributions of agriculture and its sup-
porting industries to the state economy were
measured through the following metrics:
total output {sales), value added (GDP), labor
income, and employment,

"The results are broken down to demonstrate
the economic contributions from primary
agriculture (on-farm production), agricul-
tural support industries (input-supply and
food and fiber processing industries), and the
agribusiness system as a whole. Additional
detail reveals whether the contributions were
a result of direct, indirect, or induced effects.
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Introduction

As a leader in the production of many agricul-
tural commodities, it is clear that agriculture is
an important activity in Arizona. Arizona ranks
second in the country (only to California) in the
production of lettuce (head, leaf, and romaine),
cauliflower, broceoli, spinach, cantaloupes, hon-
eydews, and lemons (USDA, NASS, 2011). It also
ranks in the top ten in the production of pima
cotton, upland cotton, cottonseed, durum wheat,
barley, tangerines, pecans, cabbage, chile peppers,
watermelons, and principal vegetables (USDA,
NASS, 2011}. Turning to livestock production,
Arizona ranks 10th in the nation in the number
of cattle on feed (USIXA, NASS, 2011). Clearly,
Arizona is a prominent player in national agricul-
tural production. But, closer to home, how does
agriculture contribute to Arizona's economy?

The contribution of Arizona agriculture to the
state economy extends beyond the commodities
directly produced on farms and ranches. Several
industries provide critical support for agricultural
production, basing their own economic activity
on Arizona agriculture. First, there are industries
in Arizona that almost exclusively provide goods
and services as inputs to agricultural produc-
tion. These agricultural service and input-supply
industries, such as pest management consultants,
fertilizer manufacturers, and farm equipment
manufacturers, provide jobs and wages for local
residents and contribute to the overall economic
activity of the state. Secondly, industries that
process and pack agricultural products, or agri-
cultural processing industries, also contribute to
the economic activity of the state. Both of these
agricultural support industries depend on Arizona
agricultural production, thus increasing agricul-
ture’s role in the state economy.

'This analysis examines the contribution of the
entire agribusiness system to the state economy.
It includes primary commodity agriculture (crop
and livestock production) as well as the closely
related input-supply and processing industries
that depend on agricultural activity in Arizona.’

In addition to the direct effects from the agri-
business system, these industries stimulate further
demand for goods and services in other, non-ag-
ricultural industries. For example, industries

1 The Appendix contains an in-depth description of
the agribusiness industries included in the economic
contribution analysis.

that provide water, electricity, gas, warehousing,
transportation, and banking services, among
others supply critical inputs to agribusiness firms.
Yet, these industries are not exclusively agricul-
tural. They also provide their goods and services
to other industries. A good example of this is

the warehousing industry. While warehousing
services are critically important to agricultural
producers and processors, non-agricultural retail
sectors and wholesale sectors also rely heavily

on warehousing services. So, warehousing is not
exclusively agricultural. Nevertheless, because

of agriculture, there is more demand for ware-
housing {and other non-agricultural goods and
services), than there otherwise would be.

Economists cail these increases in demand for
inputs outside the direct industry indirect effects.
Indirect effects also account for the fact that
non-agricultural suppliers of inputs to agriculture
must themselves purchase more inputs to deliver
goods and services. Thus, demands for agricul-
tural inputs have additional backward linkages to
other sectors of Arizona’s economy. This “ripple”
of economic activity is one part of the multiplier
effect of agricultural activity. Induced effects are
another important economic multiplier. Induced
effects measure the economic activity resulting
from proprietors and workers in agribusiness
firms—as well as employees at input-supply
firms—spending their earnings on consumer
goods and services within the state. These house-
holds take the paychecks they earn and spend
them at the grocery store, doctor, and restaurants
and movie theaters, thus generating economic
activity in sectors completely unrelated to agricul-
ture. These indirect and induced multiplier effects
are combined with the direct effects to measure
the total contribution of the agribusiness system
to Arizona’s economy.

The first section of this report provides a basic
profile of Arizona agriculture, compiling data
from the 2012 Census of Agriculture, the most
recent and comprehensive report on agriculture
available. Next, we present estimates of the total
economic contribution of Arizona’s agribusi-
ness system, including the indirect effects from
non-agribusiness suppliers and the induced effects
from household spending of proprietors and
workers in the agribusiness sectors. The contribu-
tions of the agribusiness system to the state econ-
omy are discussed in terms of output (sales), value
added (GDP), labor income, and employment.




Profile of Arizona Agriculture

According to the 2012 Census of Agriculture,
Arizona has more than 20,000 farms and ranches
spanning across the state (Table 1). In fact,
farmers and ranchers are the primary managers
of Arizona’s lands, with cropland and grazing
land representing roughly three-quarters of the
state’s land area (USDA, ERS, 2014). Table 1
shows the number of farms in Arizona by farm
type, as defined by the North American Industry
Classification System (NAICS). The NAICS
classification identifies farms by the commodity
that they “specialize” in, in other words, by the
commodity that constitutes the majority (greater
than 50%) of the total sales of the operation.”
The most prevalent type of agricultural oper-
ation in Arizona is operations specialized in

Amnimal aquacultire and other animal production.

There are 5,506 of these operations followed by
Sheep and goat farming (4,593), Beef cattle ranch-
ing and feedlots (4,215), and Vegetable and melon
farming (1,625). While the NAICS definition is
useful in identifying the number of operations

2 Personal communication, Steve Manheimer, USDA,
NASS, Nov. 26, 2013,

Agriculture in Arizona’s Economy

specialized in the production of a particular
commodity, it may not provide a completely accu-
rate description of Arizona agriculture. A great
example is the Animal aquaculture and other
animal production category. According to USDA,
this category includes “establishments primarily
engaged in raising a combination of animals with
no one animal or family of animals accounting

for one-half of the establishment’s agricultural
production” (USDA, NASS, Appendix B B-9). This
means that an operation with beef cattle account-
ing for 49 percent (or less) of its production would
be counted in the Animal aquacuiture and other
animal production category. Nevertheless, these
statistics demonstrate that although Arizona is
known for its contribution to national production
of many specialty crops, livestock production is
an important component of Arizona agriculture.
Nearly 75% of operations specialize in some form
of livestock production.

3 North American Industry Classification System.

4 Farms are defined by the Census of Agriculture as
any agricultural operation with the potential for sales
of $1,000 or more, or farms that would normally he
expected to sell agricultural products of $1,000 or
maore.

Table 1. Number of Farms in Arizona by Farm Type, 2072,

Type of Farm by NAICS? Number of Farms?®

Qilseed and Grain Farming 718
‘Vegetable and Melon Farming . 1625
SRy Farmmg .............................................. I
“Greenhouse, Nursery, and Floriculture Production © 400
R L S S
. Hay S mps ................................................... e
HCIOPFAIMS e 5109
‘Beef Cattle Ranching & Farming and Feedlots ~ © - a21s
. Da.rycatueand I TR RO
e Farmmg ..................................................... S
R T S P
“Sheepand GoatFarming . . 4593
 Animal Aquaculture and Other Animal Production : 5506
MllLivestockFarms | L..148s6
BT S s

Source: USDA, 2014, 2012 Census of Agriculture-Arizona 5tate and {ounty Data: Table 68,



Agriculture in Arizona’s Economy

Figure 1. Percentage of Arizona Farms by Farm Size (Acrenge), 2012,

Sixty percent of Arizona operations
39 2% 3% farm 9 acres or less.

110 9 acres
& 10to 49 acres
50t0 179 acres

180 to 499 acres

500 to 999 acres

© 1,000 10 1,999 acres

2,000 acres or more

Source: USDA, 2014, 2012 Census of Agriculture-Arizona State and County Data: Table 1.

Figure 2. Percentage of Arizona Farms by Farm Size (Annual Sales), 2012,

1% 1% 2% Eighty percent of Arizona farms had sales
below $25,000in 2012,

Less than 525,000

$25,000 to $49,999

$50,000 to $99,999

$100,000 to $249,99%

i i

$250,000 to $499,999

$500,000 to $999,999

$1,000,000 and more

Source: USDA, 2014, 2012 Census of Agriculiure-Arizona State and County Data: Table 1.
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Capital assets (land, buildings, and machinery)
managed by Arizona farmers and ranchers are
valued at $18.1 billion (USDA, 2014: Tables 46
and 47). Land and buildings account for $16.8
billion of this total, with an average value of nearly
$850,000 per farm.

Specialization and market value of capital
assets are just two of the ways to characterize the
profile of Arizona agriculture. Another would be
to look at the distribution of farm size by land
area. As seen in Figure 1, a large majority of farms
operate on a small area of land. More than one-
half of Arizona agricultural operations have less
than 10 acres in production and approximately
80% of farms have less than 50 acres in produc-
tion. On the other side of the spectrum, only
three percent of Arizona farms have acreage of
2,000 acres or more.

Finally, one cannot talk about Arizona agricul-
ture without recognizing that, consistent with
national trends, a majority of farmers and ranch-
ers are small-scale producers. As seen in Figure
2, more than 85% of Arizona farms have annual
sales receipts of less than $25,000. In fact, taking
a closer look at small-scale operations, over 50%
of farms in Arizona have sales of less than $1,000.
This is in contrast to the 2% of Arizona opera-
tions that have annual sales receipts of $1 million
Or more.

Even more staggering, ninety-three percent of
all agricultural sales in Arizona originate from
agricultural producers with sales of more than
$500,000, further demonstrating that a relatively

“small number of operations account for the bulk

of the agricultural sales in Arizona. To put this

in perspective, just 10 farms account for 25% of
all agricultural sales revenues; 46 farms account
for 50% of sales and 168 farms account for 75% of
total agricultural sales in the state (USDA, 2014:

Table 44). In other words, less than 1% of farms

account for 75% of Arizona agricultural sales with
the remaining 99% of farms accounting for 25% of
total agricultural sales.

5 Data from U.S. Department of Agriculture {USDA),
Economic Research Service (ERS), .5, and State-Leve!
Farm hircome and Wealth Statistics.

6 Data from Department of Commerce, Bureau of
Economic Analysis (BEA), Annual State Income and
Employment.

Agriculture in Arizona’s Economy

Economic Contributions
of Arizona’s Agribusiness
System

The contribution of Arizona agriculture to the
state economy extends beyond the commodi-
ties produced on farms and ranches across the
state. Industries that rely on Arizona agriculture
for their own production, such as agricultural
input-supply and processing industries, would not
have the same level of activity without Arizona
agricutture. Furthermore, economic activity is
stimulated in other industries in the Arizona
economy to meet the demands of agricultural
producers and processors (indirect effects) and
households (induced effects). An economic
contribution analysis was conducted using the
input-output modeling software IMPLAN Version
3.1 to estimate the total economic contribution of
Arizona’s agribusiness system.

'The IMPLAN (IMpact analysis for PLANning)
modeling software provides a detailed account
of the Arizona economy, demonstrates how each
sector in the economy is linked to one another,
and essentially tracks the flow of all goods and
services in the economy. In this analysis, it is used
to assess the economic contribution of the agri-
business system by “removing” it from the model
and examining how the removal affects economic
activity in other sectors of the economy. The
analysis estimates the total contribution (direct,
indirect, and induced effects) of the agribusiness
system on output (sales), value added (GDP),
labor income, and employment.

Before running the model, several modifica-
tions were made to the IMPLAN baseline data to
reflect conditions in Arizona. First, the data was

~modified to reflect state-level employee com-

pensation of hired farm labor,” farm proprietor
income,” agricultural taxes on production and
imports,” and on-farm employment.® Secondly, as
the modeling system is based on national average
conditions, the production functions (the mix of

7 Data from 1.5, Degartment of Agriculture {USDA),
Economic Research Service (ERS), U.S. and State-Leve!
Farm Income and Wealth Statistics.

8 Data from Department of Labor, Bureau of Labor
Statistics (BLS), Quarterly Census of Employment and
Wages and Department of Commerce, Bureau of
Economic Analysis (BEA), Annual State Income and
Employment.
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Table 2. Economic and Employment Contributions of the Agribusiness System lo

Arizona’s Economy, 2071,

Direct Effects Indirect Effects induced Effects Total

Total Output ($ billion)®

All Agribusiness $11.5 528 $2.8 $17.1
Primary Agriculture $5.8 51.1 $1.7 $8.6
Supply and Processing 55.7 51.7 $13 $8.5

Value Added ($ billion)'®

All Agribusiness $4.0 $1.6 $1.7 $7.3
Primary Agricutture $3.1 50.7 $1.0 $4.8
Supply and Processing 50.9 $0.9 $0.7 $2.5

Labor Income ($ billion)*’

All Agribusiness $22 50.9 $0.9 340
Primary Agriculture 516 50.3 50.6 $2.5
Supply and Processing 506 506 503 $1.5

Employment'?

All Agribusiness 49,981 17,155 21,635 88,771
Primary Agriculture 39,312 6,788 13,404 59,504
Supply and Processing 10,669 10,368 8,233 29,267

Source: Calcudations by the authors, data from IMPLAN Group, LLC, 2011a; USDA ERS Farm and Wealth Statistics, 2011;
Depariment of Commerce BEA State Income and Employment Summary, 2011; Department of Labor BLS, Guarterly

Lensus of Employment and Wages, 2011,
MOTE: Prasented in 2014 (inflatior-adjusted) dollars,

inputs used in primary agricultural sectors) were
modified to reflect agricultural conditions and
practices in Arizona, particularly regarding the
use of irrigation. Finally, the model was redefined
to ensure that there was no double counting in the
agribusiness system. A more detailed discussion
of the model specifications is presented in the
Appendix.

Table 2 presents the results of the economic
contribution analysis. The contributions were esti-
mated for primary agriculture, its supply and pro-
cessing industries, and for the agribusiness system
as a whole, State-level IMPLAN output (sales)
data for the 2011 production year for Arizona
were used to calculate all contributions. All dollar
figures presented have been inflation-adjusted to
today's (2014) dollars.

g Qutput s the value of industry production, or gross
sales (IMPLAN Group LLC).

10 Value Added is the difference between an indus-
try's total output and the cost of its intermediate
inputs. It is comprised of wages and salaries paid o
workers, nrofits to the industry, and taxes on produc-
tion and imports IMPLAN Group 110,

Summary of Contributions

In the 2011 production year, the agribusiness
system directly and indirectly contributed to
approximately $17.1 billion in economic out-
put to the Arizona economy (valued in today’s
2014 dollars). This total is composed of a variety
of effects as illustrated in Figure 3. The total
contribution of $17.1 billion is the result of $5.7
billion in sales generated in agricultural supply
and processing industries, $5.6 billion in sales
generated in non-agribusiness supply indus-
tries and other industries affected by household
spending, and $5.8 billion in sales generated by
on-farm production in primary agriculture. A
closer look at primary agriculture demonstrates

11 Laborincome is all forms of employment income,
including employee compensation {wages and
salaries including benefits) and proprietor income
(IMPLAN Group LLC).

12 Employment is the number of annual average
monthly jobs in the industry. It includes self-em-
ployed, wage and salary employees, and all full-time,
pari-time, and seasonal jobs (Day, 2014},
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Figure 3. Total Economic Contribution of Arizona’s Agribusiness System to State Gutput

by Industry, 2617

Total Contribution
of Arizona Agribusiness System
{including multiplier effects)

irect Effects from
Agricultural Supply and
Processing Industries

$5.7 billion

ndirect and induce:
Effects from
Arizona Agribusines!
$5.6 billion

Total Sales
by Primary Agricultural Sector

Crop Production

2 bilki

Source: Calculations by the authors, data from IMPLAN Group, LLC, 2011a.

NOTE: Presented in 2014 (inflation-adjusted) dotlars.

that crop preduction accounted for a majority

of these sales with a market value of $3.2 billion.
Livestock production accounted for an additional
$1.9 billion and agricultural support services,
largely farm labor contracting and other on-farm
agricultural support services, accounted for an

" additional $0.7 billion.

While this measure provides a cumnulative
view of sales attributable to agribusiness activity,
measuring the economic contribution or impor-
tance of the system using the output metric can be
misleading. This is because the value of a product
may be double counted—once as an end-product
and once as an input in the production of another
commodity. This is particularly the case with
agriculture as many agricultural products are used
as a production input in other agricultural opera-
tions. A great example is the relationship between
feed crops and livestock operations. Feed crops
sold by Arizona farms may be purchased as inputs
by other Arizona farms and ranches, leading to
a double counting of the value of the feed. Value
added alleviates this problem because it measures
the net incremental change in value from the last
stage of production. In other words, value added
does not include the value of the inputs used in

producing the final good. It measures the addi-
tional gain in economic activity and is comprised
of the wages and salaries paid to its workers, the
profits of the industry, and the taxes paid to the
government (IMPLAN Group, LLC).

Economists prefer to use the value added met-
ric to describe the contributions to the economy
because it prevents double counting, but also
because it is consistent with the official measure
of gross domestic product (GDP), the measure
used most often to measure the size of the econ-
omy. As shown in the second section of Table 2,
primary agriculture and agricultural supply and
processing industries combined to generate $4.0
billion in direct value added. This level of activity
supported an additional $3.3 billion in indirect
and induced effects to bring agribusiness’s total
contribution to state GDP to $7.3 billion.

The estimate of $2.2 billion of direct labor
income to agricultural producers, suppliers, and
processors is comprised of wages and salaries
paid to employees as well as proprietor income,
Primary agriculture accounted for a majority
of this, with $1.6 billion: $460 million in hired
farm worker income, $730 million in farm
proprietor income, and $420 million in farm

11
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contract-worker income. Accounting for indi-
rect and induced effects, the total labor income
contribution from the agribusiness system was
approximately $4.0 billion.

Finally, according to model estimates, the
agribusiness system directly supported nearly
50,000 part- and full-time jobs in Arizona,

79 percent of those in primary agriculture.
The purchase of production inputs from

non-agribusiness firms supported an estimated
17,000 additional jobs in the state while house-
hold spending from agribusiness and non-agri-
business workers accounted for an additional
21,600 jobs. In total, the estimated employment
contribution of agribusiness was moye than
88,000 jobs. This means that every 100 jobs in
the agribusiness system support an additional 78
jobs in other economic sectors the state,




Appendix

Defining Arizona’s Agribusiness System

The agribusiness system is defined as “the pri-
mary agricultural sector plus the closely related
industries that depend on agricultural activity in
Arizona.” This definition was originally developed
by Jorgen Mortensen’s 2004 University of Arizona
Department of Agricultural and Resource
Economics publication Economic Impacts from
Agricultural Production in Arizona. The agricul-
tural production, supply, and processing indus-
tries (and their respective IMPLAN sector codes)
defined as the agribusiness system are listed in
Table 3.

Primary agriculture included all industries in
sector 11 of the NAICS industry classification
scheme with the exception of forestry and logging
(NAICS subsector 113) and fishing, hunting, and
trapping (NAICS subsector 114). Thus, primary
agriculture included all crop production, animal
production, and agricultural support industries
(IMPLAN sectors 1-14 and 19).

Agricultural supply and service industries
included in the model are the fertilizer manz-
Sfacturing sector (NAICS 32531 and IMPLAN
sector 130), the pesticide and other agricultural
chemical manufacturing sector (NAICS 35320
and IMPLAN sector 131), and the farm machin-
ery and equipment manufacturing sector (NAICS
333111 and IMPLAN sector 203).

Agricultural processing industries included all
sectors of the food manufacturing sector (NAICS
311), with the exception of a few industries that
were determined not to exist in the Arizona
economy by the IMPLAN model. Only the winery
subsector (NAICS 31213 and IMPLAN sector
72) is included from the beverage and tobacco
product manufacturing sector (NAICS 312). Many
fiber processing industries were excluded from
the model because a majority of textile mills did
not have a direct link to cotton. The only sectors
included from textile mills (NAICS 313) were sub-
sectors fiber, yarn, and thread mills (NAICS 3131
and IMPLAN sector 75) and broadwoven fabric
mills (NAICS 31321 and IMPLAN sector 76).
Finally, we included the leather and hide tanning
and finishing sector (NAICS 3161 and IMPLAN
sector 92).

Agriculture in Arizona’s Economy

Table 3 Arr.zona 4 Agrrbusmess 5y§tem éﬁy iMPmN
_ Econom;c Sector ) : : 3
lMPLAN!ndustryNumberand Descrrpt;on . e :
L1 Qilseed farmrng : S
: 'Gram farmrng .
j Vegetable and melon farmrng
L Fruit farmrng
: Tree nutfarmlng : e s
: Greenhouse nursery, and ﬂorlcu!ture productron
P Tobacco farmmg ' : '
: Cotton farmlng sl
g Sugarcane and sugar beet farmang
-:10° All other cropfarmrng e
i1 Cattle ranchrng and, farmmg S
' 12 Dairy cattle and m||k productron
Sl 'Poultry and egg product:on L R,
14 Animal product:on except cattle and poultry and eggs .
119 Support actrvrtres for agrlculture and forestry S
41 Dog and. cat food manufacturmg :
5: 3212.-_An;mal food rnanufacturrng
3 43 Flour: mrJi;ng and malt manufactunng
R L Soybean and oa[seed processrng = o
. 46 Fatsand oils refining and blending: o
51 Chocolate confectronary manufacturlng from purchased__' ;
i chocolate . : i i
.y, Nonchocolate confectronary manufactunng
53 Frozen: food manufacturlng T
[ 54 Fruitand veggie canning, prckrng, drylng L
-7 55 Fluid milk and butter manufacturmg RN
S 56'-._Cheese manufactaring *
577 Diry; condensed; and evaporated darry product
.._'__.”__._'.':manufacturmg L RS
58 Jeacréam: and frozen dessert ma_ facturang
~ 597 Animal (except pouitry} slaughter rendenng, and
v processing. s G
62 Bread and bakery manufacturlng
' :.-_-Cook;e, cracker pasta_manufacturing :

Loy c\__u-r_"'.é. _L;u:-ru'

92. Leather. and hlde tannlng'and'ﬁnrshmg
] Fertrhzer manufacturmg D
; “Pesticide and other agrrcultural-chemrcal manufacturang: '
:: Farm machrnery and equlpment manufactunng ' -
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iV estsmate of agncultures role fil the Anzona ecoh
o omy. The Department of Agricultural and Resource
~Economics (AREC) at the Umvers'lty of Arlzona has
I 'produced several reports’ n the past the_iatest of W h’-:;ﬁ.

2004} to $103 bnhon in 2007 (Mortensen 2009)
i Esttmated tcta! employment had been trendmg down-' :

Data Sources and Methodology

Data from the 2011 IMPLAN model for the state
of Arizona was used to estimate the economic
contribution of agricultural production. Due
to IMPLAN's ability to provide estimates for
non-disclosed data and reconcile multiple data
sources, we elected to use IMPLAN industry
output data as the basis of this analysis. However,
primary agricultural industry sales were compared
to commuodity cash receipt data obtained from
NASS's Annual Statistical Bulletin and USDA
Economic Research Service’s (ERS) Farm Income
and Wealth Statistics to identify inconsistencies.
IMPLAN estimates for total primary agricultural
output were within 2% of USDA ERS figures.
Modifications were made, however, to IMPLAN
baseline data to reflect state-level employee com-
pensation of hired farm labor,'? farm proprietor
income, ' agricultural taxes on production and
imports,'* and on-farm employment.'® This 2011
state-level data was distributed among primary
agricultural industries based upon the shares
reported by the 2012 Census of Agriculture.
Additional modifications of the IMPLAN data
were required to accurately represent agricultural
practices in Arizona. The baseline production

13 Data from U.5. Department of Agriculture (USDA],
Economic Research Service (ERS), U.5. and State-Level
Farm income and Wealth Statistics,

14 Data from Department of Commerce, Bureau of
Econamic Analysis {BEA), Annual State Income and
Employment.

isto prowde an up-to-date

ward Wlth approxrmate!y 94 339 Jobs iy 1990 (Leones

- and Conkline 1993) 72,620 1ob5
B 2004), and 59,066 jobs in 2007 (Mortensen, 2009’

sastent With' prewous AREC reports, a: reyiew of samiiar s
_'stud:es (Engllsh Pop, and: Mlller-32014_Ward Jakus,
._.and CouhbaEy, 2013) anﬂuenced thls répor! to :nciude L

functions {also known as industry spending
patterns) for each agricultural sectoy in IMPLAN
are based on national averages. This means that
for some commodities, the spending pattern
for Arizona can vary drastically from the same
commoaodity in another region. The primary reason
for this is irrigated agriculture (IMPLAN Group,
LLC). The national average spending pattern may
represent non-irrigated crop production, which is
certainly not the case for semi-arid Arizona, Farm
expense data was obtained from the 2012 Census
of Agriculture and primary agriculture industry
spending patterns were modified to reflect the
shares of input expenditures.

Finally, as this analysis examines agriculture
and its backward-linked supply industries and
its forward-linked processing industries, the
model must be redefined to ensure that there is
no double counting. The model was modified so
that each industry was not able to purchase inputs
from the previous stage of production—com-
ponents that were already being captured in the
model. IMPLAN’s procedures for a multi-contri-
bution analysis were followed to eliminate double
counting in the estimates of indirect effects
(IMPLAN Group, LLC, 2011b).

15 Data from 1.5, Department of Agriculture (USDA),
Economic Research Service {ERS), 11.5. and State-Level
Farm Income and Wealth Statistics.

16 Data from Department of Labor, Bureau of Labor
Statistics (BLS), Quarterly Census of Employment and
Wages and Department of Commerce, Bureau of
Economic Analysis {BEA), Annual State Income and
Employment.

000 (Mortensen,

While efforts were made to keep

-"_31 1) as par of'the Anzona agnbusrness system some '_ :
__:of whlch were not rnc!uded iR prevrous AREC: reports
Due to these few cﬁscrepancres
_"agrrbusmess system, drrect compansons-from prev:ous"- :
B reports cannot be'made with thls report Future analy— =
ses by the AREC Department will follov the methodo G
0gy outlmed |n thls report : . T

i'the eﬁmt;on ofthe -
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