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INTRODUCTION

Agriculture has been in decline throughout Hawaii,
and the imminent closing of the last sugar plantation
on Maui has put the future of farming and ranching
in question.

In order to save Hawaii agriculture, one must first
understand the economic policy issues which have led
to the decline of the industry since the 1980s.

'This report will identify the key reasons for the
decline of agriculture throughout the islands and offer
solutions which may help the agricultural industry
remain competitive.

THE DECLINE OF AGRICULTURE IN
HAWAII

A report from the Department of Agriculture,
prepared by Jeft Melrose and his team at the
University of Hawaii, shows that since 1980, Hawaii
has lost over 540,000 acres of crop and pastureland.
'This represents a 57% decrease in total active
cropland.!

Moreover, the imminent closing of HC&S may add
36,000 acres of lost active cropland to that total
unless the state mitigates the regulatory and fiscal
barriers to agricultural development.

Many people have been aware of this decline in
agriculture since the 1990s, when pineapple and sugar
production began leaving our islands. The closing of

Pioneer Mill in 1999 and the Maui Pineapple
Company in 2009 led to the decline of 14,000 acres
of farmland.? Combined with the imminent closing
of HC&S, there have been at least 3,500 jobs lost in
Maui agriculture since the 1990s.3

'This decline in agriculture may have a ripple effect
throughout the economy, as the $35 million payroll
that HC&S contributed to Maui’s local economy will
now be lost. This also marks the loss of one of the last
food processing operations in the islands, which
turther indicates the loss in economic opportunity.
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CAUSES FOR THE DECLINE IN
AGRICULTURE

'The empty fields are eloquent testimony to the
decline of agriculture. But why haven’t they been
replaced? The reasons for this decline are closely
related to the same economic factors that have
hampered other industries throughout the state. This
includes Hawaii’s high cost of living, transportation
costs, taxation, regulation, and an environment of
uncertainty which has discouraged investment.

COST OF LIVING

One of the leading factors in the decline of
agriculture has been the high cost of living, especially
housing. Housing costs in Hawaii have risen over the
past 30 years, adding significantly to labor costs.
Ironically, agricultural zoning, which was meant to
preserve agriculture, has created a situation where
farm workers cannot easily find an affordable place to
live.

Less than 5% of the land in the state of Hawaii is
zoned for Urban housing, which is where most of the
population lives. This has restricted the supply of
affordable housing and caused rents to skyrocket. As
farm laborers pay more for housing, the cost of farm
labor rises as well, ultimately causing a rise in farm
products.

Table 6.04-- ESTIMATED ACREAGE OF LAND USE DISTRICTS,

BY ISLAND: DECEMBER 31, 2014

[Total acreage, including inland water, as classified by the Hawaii State Land Use Commission under
the provisions of Chapter 205, Hawaii Revised Statutes, as amended. All data are approximate]

The result is that Hawaii agriculture is unable to
compete with overseas labor, leading to the flight of
our large agricultural producers, which must move
their operations overseas to survive. That’s why the
1990s saw Dole, DelMonte, and Maui Land and
Pineapple begin to move overseas to take advantage
of cheaper labor.*

TRANSPORTATION

Transportation costs have also risen, a problem that
has been exacerbated by the impact of the Jones Act,
a protectionist cabotage law, that contributes to
Hawaii’s high shipping prices. Not only has the law
constrained the growth of the shipping market, it has
also had a devastating impact on agriculture. Due to
the Jones Act, it is cheaper to ship products
internationally to the mainland than it is to ship from
Hawnaii to the mainland.’

The effects of the Jones Act on Hawaii business and
agriculture are further magnified by the way the law
touches nearly every facet of life in the state. The
Jones Act increases the cost of almost everything in
the islands, contributing the Hawaii’s high cost of
living and adding to the cost of labor for agricultural
production.

TAXATION & REGULATION

Taxation and regulation are frequent
barriers to business in Hawaii, and
agriculture is no exception--especially
when it comes to smaller farms. In
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eliminates the usual advantages of local
distribution, as the product is taxed
many times throughout the production
chain.



A small farmer who would like to package his product
and sell to a local store may pay more taxes than he
would by shipping it to the mainland. This is one
reason why the American Legislative Exchange
Council has rated Hawaii’s GE tax as the highest
sales tax in the nation.

Increased regulations have also added to the burden
for farmers and ranchers on Maui. The FDA’s Food
Safety Modernization Act (FSMA) has added a slew
of new regulations for agricultural producers, the
complexity of which has a disproportionate impact on
smaller farmers.

Although some exceptions have been made for small
farmers who make under $500,000 in all food sales
annually, the FDA continues to create new rules
which may extend their jurisdiction over small
farmers in the future.” Larger agricultural producers
may be able to weather the increased regulations, but
the smaller farmers and local food entrepreneurs may
struggle to adopt the onerous and expensive farming

practices and procedures required by the FSMA.

In addition, the increased regulations may not
necessarily be effective in significantly increasing food
safety, as shown by the FDA’s own estimates which
show a 1 percent to 2.6 percent increase in food safety
as a best case scenario.® The dubious returns on such
an enormous increase in regulation exemplify the
challenges inherent in rebuilding Hawaii’s agriculture

industry.
UNCERTAINTY

Entrepreneurship and business require stable footing
and the ability to make decisions about one’s financial
future with confidence. In order to get a loan or make
an investment, a business owner must do everything
possible to reduce risk and uncertainty.

Unfortunately, uncertainty has risen with the fall of
HC&S, the flurry of bills and measures that may
jeopardize farming and ranching, and the growing
activist presence throughout the islands.

'This uncertainty about the future affects overall
willingness to invest in otherwise viable projects.
While activists push for initiatives that would violate

property rights, those with an economic stake in
building up agriculture (i.e. property owners,
agricultural producers, and potential investors)
become hesitant about the industry’s future and may
choose not to invest in such a risky enterprise.

The unfortunate fact is that many of the policies
which groups promote to save agriculture have the
paradoxical effect of hurting farmers and ranchers or
further destabilizing the industry.

For example, a new initiative on Maui that would
seize agricultural lands via eminent domain and
redistribute said lands exclusively for organic farming
is a clear violation of property rights and would likely
destroy Maui’s agricultural economy. These kinds of
proposed sweeping changes tend to increase
uncertainty, which has a profound effect on the
incentive for investment in agricultural projects
throughout the islands.

TEN FREE MARKET SOLUTIONS FOR
AGRICULTURE IN HAWAII

'The time has come for those who support agriculture
to raise their voices in support of a Hawaii where
agriculture thrives and where we are economically
competitive. There is no magic silver bullet, but there
are concrete steps that can be used to influence policy
makers.

1 - BEGIN WITH A VISION

At the Grassroot Institute, we envision a Hawaii that
is globally competitive in the agricultural arena.
Hawaii’s niche products should reach to the ends of
the earth, and local farmers should be able to offer
competitively priced goods to the residents of our
islands.

To achieve this goal, it is not necessary to subsidize
farmers or pass significant legislation; instead, we
must untangle the overly complex land use laws,
zoning regulations and government interventions into
our economy plaguing our islands. Although they
were created with the best of intentions, it is clear
that many of these laws are outdated and are merely
obstructing agriculture in Hawaii.



2-TRANSFORM HAWAI I
CLIMATE

6S | NVEST

According to the Economic Freedom of The World
report from the Fraser Institute, Hawaii ranks lower
than some states in Mexico as a safe destination for
investment capital.” This is partially due to the demise
of several multi-million dollar projects (such as the
Superferry and the Thirty Meter Telescope) which
passed years of regulatory hearings, only to be shut
down in their later stages due to small groups of
protesters taking advantage of the intricacies of state
law.

In addition, the American Legislative Exchange
Council ranked Hawaii 42nd in economic outlook in
2016, representing a 10 point drop from the year
before.!® This is largely due to Hawaii’s high tax
burden and increased regulations on businesses. In
addition, the high marginal personal income tax rate,
which ranks 43rd in the nation, along with the
general excise tax, are considered the worst tax
scheme in the nation for economic growth."

A study by CNBC ranked Hawaii to be the worst
state in the nation for business because of the high
cost of living, and “interventionist” economic

policies.’? The CNBC article states:

“The same factors that make Hawaii an
expensive place to live — think close to $4 for
a loaf of bread — also make it an expensive
state to govern, and in which to do business.
And here we come, ranking Hawaii as
America's Bottom State for Business for the
second time in three years (Hawaii has never
finished above 48th in our rankings). Talk

about rubbing salt water in the wound!”

'This leaves investors feeling unsafe, convincing them
that the economically responsible action is to keep
their money out of Hawaii. Until the investment
climate in Hawaii stabilizes, potential business will
come to an end before it even begins.

3 - REDUCE UNNEEDED REGULATION

The government plays an important role in our
society, especially in the protection of private

MEMTrty rights. However, in some areas, government
has created more bureaucracy than is needed, and this

has crippled the agricultural industry.

One such law is the federal Food Safety
Modernization Act (FSMA). Although it sounds
good, it is actually both unnecessary and
counterproductive.

'The law requires farms to comply with new FDA
rules which will add thousands of pages of
burdensome regulations to increase inspections,
audits, record keeping, surveillance, and fees. The
FDA estimates that this will cost small farmers more

than $5,000 - $13,000 per year.!3

Hawaii farms and ranches will also become subject to
audits whereby the FDA could acquire and review all
of their private records to verify compliance with the
new rules. The federal government will now be able
to tell Hawaii farmers how to grow their crops.

Farmers committed to environmental sustainability
will also be heavily burdened by the FSMA.
Producers of organic regenerative agriculture, for
example, may have difficulty complying with the
increasing restrictions on the use of natural fertilizers
and sustainable farming practices.

Additionally, island farmers must allow for the effect
of FSMA's regulations on shippers, where new rules
are expected to drive up costs, ultimately raising
consumer prices and making locally grown food less
competitive. Many neighbor island farmers are
already bracing for the cost of flying workers to Oahu
to attend FSMA training seminars.

Opver the past two decades, food safety in America
has steadily improved in response to market
demand.™ The U.S. has the safest food supply in the
entire world and is already regulated stringently by
the USDA." In fact, the most prevalent foodborne
virus, responsible for 50% of food-related illness, is
commonly spread by poor hygiene (e.g., shoppers
touching and coughing on produce) after food
products have left the farm.

As the FDA's rulemaking continues, it remains

unclear whether the FSMA significantly improves




food safety. The FDA itself estimates that the new
rules may only reduce foodborne illness by between 1
percent and 2.6 percent as a best-case scenario.!”

What is clear is that these rules will hurt local farmers
and ranchers who already carry a large burden from
agricultural mandates at the federal, state, and local
levels. Applying for a limited exemption from the
FSMA may help Hawaii farmers in having to deal
with these unnecessary rules. In addition, a full repeal
or update to the FSMA may provide security for

agricultural producers in the future.
4 - REMOVE BARRIERS TO AGRITOURISM

Hawaii’s robust tourism industry provides an
opportunity for local farmers to enter into the
agritourism market, which is a growing industry
worldwide. Agritourism may include a variety of
business models from corn mazes, horseback riding,
weddings, farm tours, or bed and breakfasts.

However, many of these activities are restricted on
agricultural land in Hawaii, which prevents farmers
from entering the agritourism market. A small
farmer, for example, is unable to host weddings on his
or her property to bring in extra revenue without
entering a maze of bureaucratic red tape.

If a farmer in Hawaii wants to expand into
agritourism, he or she must apply to the Land Use
Commision for a conditional use permit which can
cost $10,000 and take 1-2 years.!® The application
process may also include a hearing with the local
county island planning commission. In addition, the
farmer must notify all neighbors within 500 feet of
the property, who are given the opportunity to attend
the hearing and oppose the farmer’s plans.

Agritourism could be the boon small farmers in
Hawaii need to thrive; however, the current
regulatory climate prevents many from doing

so. Minimizing, abolishing, or updating Hawaii’s
laws which restrict agritourism would give farmers a
variety of options to make themselves more
competitive. This may be as simple as defining
agritourism in state and county laws, or allowing
farmers to engage in commercial and agricultural
activities on their property.

5 - PROTECT PROPERTY RIGHTS

Property rights are vital to the success of a prospering
economy’’, however, property rights in Hawaii have
been in jeopardy, and eminent domain is becoming a
popular tool for governments to infringe on the
rightful owners of agricultural land.

Whenever governments have failed to defend private
property rights, the results have been economically
and socially disastrous. Unfortunately, many proposed
and existing policies throughout Hawaii continue to
threaten the property rights of the individual.

The Supreme Court’s decision in Kelo v City of New
London® established that any home or business could
be seized by the government through eminent
domain to make way for “redevelopment” projects
dreamed up by politicians, bureaucrats and private
interest groups. The controversial decision has
contributed to the erosion of property rights, and its
impact is beginning to be felt in Hawaii.

This can be seen when groups throughout the islands
petition the government to employ its power of
eminent domain as a political or ideological tool. It
can be seen in the litany of laws and regulation that
prevent landowners from building or growing what
they choose. It can be seen in the maze of bureaucracy
which landowners must navigate in order to get
approval for a project on their own property ... a
maze that continues to grow.

This is not to suggest that there is no place for
reasonable regulation, but only to acknowledge that
such regulations can quickly rise to a burdensome
level. In Hawaii, where bureaucracy and red tape are
part of the state’s culture, they can become a serious
handicap to business -- especially in agriculture.

6 - INCREASE INTER -ISLAND COMPETITION

One of the largest barriers for neighbor island farmers
is the lack of an adequate inter-island transportation
system. Although various inter-island transportation
projects have been attempted in the past, such as the
Hawaii Superferry, many of these projects have been
blocked by legal battles and over-regulation.



A future ferry system
would benefit from an
amendment to the
Jones Act, which
currently requires that
any vessel used for
cargo transport
between two American
ports be built in the
United States. If that
part of the Jones Act
were to be amended,
the state of Hawaii
could purchase a ferry
for 20% of the current
projected cost, which
would allow cheaper
delivery of goods and
increase employment
throughout the state.

Hawaii Shippers' Council
estimates that U.S. shipbuilding
costs are 4 to 5 times that of

comparable ships.®
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In addition to the increased job opportunities, inter-
island competition would lead to a drop in the cost of
agricultural goods, benefitting both the consumers
and the producers.

'This would help diversified agriculture as well, which
will become the most significant crop by acreage after
the transition of HC&S. According to the Statewide
Agricultural Land Use Baseline, Oahu currently
grows more diversified agriculture than the rest of the
islands in Hawaii combined.?! 'This is partially
because of the benefits incurred from a centralized

shipping market.

An exemption from the US ship-build requirement
of the Jones Act could help with the realization of an
inter-island transport system which would greatly

decrease the cost of shipping between Maui and
Oahu.

7 - REDUCE EXPORT COSTS

'The Jones Act raises the cost of shipping to Hawaii,
which makes Hawaii’s goods and produce less
competitive on the world market. Reforming the
Jones Act would greatly reduce the cost of exporting
goods, making Hawaii’s farmers more competitive.

Another way to reduce the negative effects of the
Jones Act would be to update the Act to allow a
targeted exemption to the ship building requirement.
'This would allow companies to use foreign made
vessels to transport goods from Hawaii to the
mainland.

It should be noted that foreign airplanes are currently
allowed to carry goods between American ports, with
no evidence for any detrimental effects. This same
principle could easily be applied to the shipping
industry, and Hawaii’s agricultural market may

benefit greatly.

'The Grassroot Institute is developing partnerships to
update the Jones Act for the 21st century. Our
National Jones Act Initiative will help bring key
parties together to reform this outdated cabotage law
for the benefit of our economy.

8 - LOWER TAXES

Hawaii’s lawmakers have attempted to create
incentives for agricultural producers by providing tax
breaks for active farms and ranches. However, these
incentives have also been used by estate owners whose
agricultural activity is minimal in order to obtain the
tax advantages.

In an effort to close the tax loophole, many counties
across the state have attempted to tinker with their
tax code. Hawaii County’s Bill 317, and Maui
County’s BF-70 were both measures that attempted
to catch ‘gentlemen farmers’ and force them to pay
higher taxes.

However, many of these types of measures also hurt
active farmers and ranchers by creating a regulatory
system with a high cost for compliance. Opposition
to this has brought together a coalition of farmers
and ranchers on both islands to defeat the tax hikes
which would have forced many families off of their
land. In some cases, this would have raised property
taxes on some farms by more than 300%.

Of course, the intent of the measures were to catch
the ‘gentlemen farmers’ and force them to pay higher
taxes. But one solution is often ignored, and that is to
simply lower taxes across the board.



Lowering taxes would create less of an incentive for
people to ‘pretend’ that they’re farming in the first
place. It would also leave more money in the pockets
of hard working entrepreneurs, spurring investment
in Maui agriculture and business.

Instead of devising new ways to raise taxes, policy
makers should ask, “How can existing programs be
improved without raising taxes?”

Taxes on farmers, ranchers, and other citizens in
Hawaii can only be lowered if the costs of
government are also lowered. However, lowering the
cost of government while raising efficiency can be a
challenging task. Government (and particularly
Hawaii’s government) is often ineflicient, with large
amounts of the budget going to waste. One solution
is to privatize the areas where inefliciencies occur,
with the exception of a few key government services
such as police, courts and firefighters.

Privatization of government services can result in
increased quality and decreased costs, and can be
done in many ways. For example, the State has
authorized (subject to court challenge) the public
hospitals on Maui to enter into an agreement with a
private entity to transition its labor contracts into a
new private sector corporation. This has the potential
to save the hospital by generating enormous cost
savings and increased quality.

Hawnaii’s citizens should take note of the benefits of
privatization -- the most notable being the potential
for lower taxes. As the cost of government decreases,
tax burden on citizen farmers and ranchers also
decreases, leaving more room for economic
investment and growth.
9-UPDATE HAWAI I 8S ZONI NG LA
In 1961, Hawaii’s land use laws were updated to
protect agricultural and environmental lands. The law
divided land into different categories, with housing
development only being authorized in urban zones
(with a few exceptions). As not more than 5% of land
in the state is considered urban, this greatly reduced
the potential availability of homes on the islands.

With a reduced housing supply and a growing

demand for homes, housing costs began to skyrocket,
which led to an increase in the cost of labor.

Eventualli, farmers in Hawaii were unable to pay

10 - WORK TOGETHER
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