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Senate Hearing Cheers
Great Biofuels Bubble

by Marcia Merry Baker

The latest update on the impact and expansion of the Great
Biofuels Bubble was presented to the Senate, at a Sept. 6
full committee oversight hearing on the “Federal Renewable
Fuels Programs,” held by the Environment and Public Works
Committee. Witnesses from the Environmental Protection
Agency (EPA) and the Departments of Energy (DOE) and
Agriculture (USDA) gave testimony, on what amounts to
drastic shifts in farming, threats to the food supply, and a
stampede by big money funds to get in on the action.
Sounding no alarms, eight Senators—Democrat and Re-
publican alike—weighed in on how to further the wild pro-
cess. Ranking Minority Leader, Sen. Jim Jeffords (I-Vt.), re-
minded people that he had first sponsored a renewable fuels
initiative to replace gasoline in the 1970s, with his “Replace-
ment Motor Fuels Act of 1979 bill. Sen. Johnny Isakson
(R-Ga.) said that construction of a new 100-million gallon
ethanol plant is to start this October in Mitchell County.

Federal Bubble Mandate

This Senate Committee has oversight, because it over-
sees the Environmental Protection Agency, which was man-
dated, under “EPAct”—the Energy Policy Act of 2005,” to
decree annual Renewable Fuel Standards (RFS), beginning
with 2006, on the volume and make-up of biofuel that must
be blended into gasoline. Thus, this law created what’s called
“market reliability” for the mad-dash underway into biomass
refineries, distribution and speculation.

EPA Acting Assistant Administrator William Wehrum
said, “The renewable volume [to be blended into gasoline]
begins at 4 billion gallons in 2006, and increases to 4.7
billion gallons in 2007, 5.4 billion gallons in 2008, and
continues to scale up to 7.5 billion gallons in 2012. EPAct
requires that EPA annually establish the percentage require-
ment, which will apply individually to refiners, blenders,
and importers to ensure the total volume of renewable fuels
specified for that year in EPAct is achieved.” True, this
year’s 4.8 billion gallons of ethanol is barely 3% of the
gasoline used nationally, but when it comes to bubblenomics,
size doesn’t matter.

On Sept. 7, the EPA issued its proposed new rules for
2007, which introduced a new feature: a “marketplace” for
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buying and selling under- and over-used allotments among
the entities involved in meeting the RFS.

In fact, today’s pace of new biofuels capacity and output
exceed EPA mandates. In 2000, 1.6 billion gallons of ethanol
(mostly corn) were produced in the U.S.A.; in 2005 this had
grown by 150% to 4 billion. But then a 20% jump occurred
from 2005 to 2006. This year, nearly 5 billion gallons will
be produced. Over 100 corn ethanol plants are running in
20 states, with 42 new ones and 7 expansions under construc-
tion. Once this capacity is completed, ethanol output in the
United States will be 7.7 billion gallons a year, which is
expected well before the EPA mandate of 7.5 billion gallons
in 2012. And this doesn’t even factor in the 60 ethanol plants
now in the “talking” stage.

We want to proceed even faster, was the message of
Alexander Karsner, Assistant Secretary of the DOE’s Office
of Energy Efficiency and Renewable Energy. The DOE is
pushing all kinds of R&D programs to add other “energy
feedstocks” to the refineries, besides corn, to figure out how
to “convert corn stalks, sawdust, or waste paper into fuel
ethanol, and to do so cost-effectively and on a large industrial
scale.” The DOE and the USDA already give grants under
the “Biomass Research and Development Act of 2000,” to
study converting wood chips, citrus peel, potato skins, and
other biomass into liquid fuel, but now the R&D interest is
reaching the mania stage.

The DOE and USDA did a study in 2005, known as the
“Billion Ton Study,” which Karsner said, “indicates that
there are enough agricultural and forestland resources in the
U.S. to sustainably produce up to 1.3 billion tons of biomass
feedstocks by 2030. This would be enough feedstock to
potentially produce at least 60 billion gallons of ethanol.”
This would be roughly 30% of yearly motor gasoline used.

Admitting that the idea is just “a resource potential
study,” Karsner nevetherless gave a wild-eyed vision of
farmers and foresters everywhere producing “dedicated en-
ergy crops.” He said that “Different regions could potentially
support different feedstock crops—for example, switchgrass
in the South Central region and willow in the Northeast.”

The Biofuels Bubble That Ate Your Lunch

Such shifts would radically change the landscape, under-
cutting the food chain, already strained from globalization.
USDA Chief Economist Keith Collins reported that in 2000
about 6% of U.S. corn production went into ethanol. In
2005, about 14% of the U.S. corn crop was so used. This
year, it is expected that 20% of the U.S. corn crop will be
converted into motor ethanol; and next year, it could be
26%. In volume, the amount of corn now going into ethanol
is about the same as what the U.S. typically exports. Either
that corn export flow is eliminated, or use of corn for domes-
tic livestock feed is stiffed, or some other trade-off occurs,
if corn-for-ethanol becomes king.
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Staying within the biofuels logic, Collins gave a “value-
free” briefing to the Senators on whether corn output can
be expanded, and what trade-offs to expect. While corn
yields may go up a bit, mainly, more land needs to be
cropped for ethanol. “If exports and feed use are to be
maintained, corn acreage would have to rise to about 90
million acres in 2010 ... nearly 10 million more than the
average planted during 2005 and 2006.” He proposed that
farmers could start corn-growing on land now in the Conser-
vation Reserve Program, which was set up to nominally
protect the environment (by not growing row crops). Collins
said that the USDA has done a study to estimate that “4.3
to 7.2 million acres currently enrolled in the CRP could be
used to grow corn or soybeans in a sustainable way.”

More bluntly, Collins said, that as corn commands higher
prices because of pressure from ethanol-use, then “land must
be bid into corn production and away from other crops.”
Yes, food supplies will be affected. He noted that Brazil
and Argentina should be expected to start exporting corn to
world markets that the U.S. no longer serves.

Even with all these shifts and trade-offs, Collins points
out that, “Corn stocks are likely to be increasingly tight and
corn prices high, so the corn sector will be highly vulnerable
to market disruptions. . . .” In fact, the USDA estimates that
because of the current High Plains drought, the U.S. corn
crop this year will be down by 7% from 2004. The famous
“Corn Palace,” in Mitchell, S.D., the 114-year-old building
that is a tourist site, which is decorated every year with
corn designs, will not be re-covered in 2006. Governors are
begging for Federal farm relief.

No matter. The DOE, USDA, and EPA are co-hosting
a “national renewable energy conference to help create
partnerships and strategies necessary to accelerate commer-
cialization of renewable industries and distribution systems.
The conference, ‘Advancing Renewable Energy: An Ameri-
can Rural Renaissance,” is scheduled for Oct. 10-12 in
St. Louis.”

Flying into biofuels are a swarm of hedge funds, and well
known names such as Bear Stearns. Stock share values of
Archer Daniels Midland, cartel leader in ethanol, have almost
doubled over the past year. Bill Gates has bought into $84
million worth of Pacific Ethanol, Inc. based in Fresno, Cali-
fornia, which is not even built yet. Mania grips the farm states,
where farmer-owned facilities are making hyper-profits, be-
cause ethanol prices are double their costs of production. Ini-
tial Public Offerings have been snapped up this summer for
VeraSun and a couple of others.

The DOE is courting the crowd. In August the DOE “Bio-
mass Program” held a “30x’30” workshop for “industry and
academia,” which Krasner said, “refers to the theoretical po-
tential of replacing 30% of current U.S. gasoline consumption
with ethanol, or producing about 60 billion gallons of ethanol
by the year 2030.”
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