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EXECUTIVE SUMMARY

Amid volatility in global trade policies and supply chain vulnerabilities exposed by international events, there has been
growing interest in domestically sourced agricultural products. The renewed focus on tariffs is once again highlighting the
importance of both maintaining and expanding domestic manufacturing. One complementary means of achieving greater
domestic supplies is to establish a tax credit to incentivize and reward purchases of domestically grown U.S. agricultural
products. The Ag Investment for America coalition has proposed a new domestic agricultural tax credit to increase demand
for American farm products while providing food and beverage manufacturers new motivation to shift more of their supply
chain to domestic sources. In this report, we provide an overview of the tax credit, explore the need for such a credit, and
provide an initial look at the potential impact on various segments of the agricultural supply chain.

As proposed by the coalition, the benefit would be conferred to qualifying businesses through a new tax credit for purchas-
ing raw agricultural commodities sourced from American growers that are then used in domestic production and manu-
facturing processes. The credit is equal to 25% multiplied by the ratio between: (1) the business'’s costs incurred in the
purchase of American-grown raw agricultural commodities for the purposes of manufacturing, and (2) the business's total
costs incurred in the purchase of raw agricultural commodities used in its production process (i.e., total costs incurred for
U.S. agricultural products plus total costs incurred on purchases of foreign agricultural imports).

In August 2022, we were asked by early coalition supporters to analyze a conceptional framework. Our analysis found
that the conceptual tax credit essentially serves to increase output. Holding all else equal, increasing output is achieved by
increasing use of all inputs. In other words, the concept’s stated goal of expanding use of domestic inputs would very likely
be achieved. In June 2024, we reported on a number of policy considerations—along with a justification and need—for
the proposed tax credit. Finally, we explored who all might benefit from the tax credit, from agricultural producers to a
share of the more than 41,000 food and beverage manufacturers across the United States.

In this latest report, we utilize IMPLAN® (Impact Analysis for Planning), an input/output (1-O) model, to estimate the
economic impact of the proposed tax credit at the national, state, and congressional district levels. Overall, we estimate
that the tax credit—valued at an estimated $1.3 billion annually—will result in $2.36 billion in new economic output

annually while generating almost 7,000 jobs per year.




TAX CREDIT OVERVIEW

Over time, various parties have explored the possibility of establishing a tax credit to incentivize/reward purchases of
domestically grown U.S. agricultural products. The most recent version is a proposal brought forward by the Ag
Investment for America coalition. This report provides an overview of the coalition’s proposal, a summary of research on
similar proposals, and an overview of the economic impact of the proposal on various segments of the agricultural supply
chain.

PURPOSE

The purpose of a domestic agricultural tax credit is to provide a behavioral/financial incentive for businesses who operate
in U.S. markets to maintain and increase investment in domestic sourcing of agricultural inputs from U.S. growers. This
concept is designed to increase demand for American farm products, while providing the business community new motiva-
tion to shift more of their supply chain to domestic sources. Onshoring a greater portion of agricultural production materi-
als and food/beverage ingredients brings with it many benefits, including:

* Less volatility across agricultural sectors by providing a boost in demand here at home.
* Areason to shift from foreign investment to domestic investment, including CAPEX expansion.

* Reduced need for utilization of imports from foreign markets, which increases our ability to ensure the security of
our food supply chain through increased domestic sourcing.

* Eased supply chain pressures resulting from an over-reliance on or over-utilization of foreign markets.

»  Greater certainty regarding the practices and inputs used to produce commodities including crop protection prod-
ucts, technology, and sustainability practices.

* Increased direct, indirect, and induced impacts including increased domestic economic output and U.S. jobs.
The latter is discussed in detail in this report.

STRUCTURE

The benefit would be conferred to qualifying businesses through a new tax credit for purchasing raw agricultural commod-
ities sourced from American growers that are then used in domestic production/manufacturing processes. A qualifying
business is any business that uses raw agricultural inputs in their production and/or manufacturing process to create a
final product that is intended for human consumption (i.e., food and beverage).

The credit is equal to 25% multiplied by the ratio between: (1) the business's costs incurred in the purchase of American-
grown raw agricultural commodities for the purposes of manufacturing, and (2) the business's total costs incurred in the
purchase of agricultural commodities used in its production process (i.e., total costs incurred for U.S. agricultural products
+ total costs incurred on purchases of foreign agricultural imports). The credit is then multiplied by the total costs incurred
for agricultural products to derive the dollar value of the credit.

Total costs incurred excludes any costs for products that the business demonstrates could not have been substituted with
a similar American-grown product. This ensures that a business is not penalized for purchasing products that have no
domestic equivalent, and thus the business has no choice but to source from foreign markets. This comes into play with
specialized products with limited cultivation in the United States (e.g., coffee and bananas) or that have geographical
indicators (i.e., some sort of specialized hops that can only be grown in a certain area).
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A business/taxpayer shall not be eligible for the credit if 50% or more of total costs incurred are excluded because it
demonstrates that they could not have been substituted with a similar made American-grown agriculture input (i.e., to
qualify, you must source over 50% of the materials used in your production process from domestic growers).

Finally, the credit:
* May be used against a business’s federal tax liability.

* Islimited to $100 million for any taxpayer for any one year. Effectively, if you are purchasing exclusively domestic
commodities (i.e., maximizing the 25% credit), anyone purchasing more than $400 million annually will be limit-
ed by this provision (i.e., $400 million x 25% = $100 million).

*  50% must be purchased domestically to be eligible.

Can be used to offset up to 50% of the business’s federal tax liability after all other credits and deductions have
been taken.

*  Unused credits may be carried forward for up to five years.
EXAMPLE

A business buys $1,000,000 worth of agricultural commodities for their production process, $800,000 of which is
sourced from U.S. growers, with the remaining $200,000 from purchases of imports. In this year, the business easily
meets the requirement that at least 50% of its agricultural purchases come from domestic growers, allowing it to qualify
for the credit. In this case, the business takes the $800,000 domestic cost and divides it by its $1,000,000 overall cost to
get 0.8. It then multiplies 0.8 by the 25% credit resulting in a 20% credit that can be used against its total tax liability.

Mathematically, this would look like:
*  25% x (value of domestically sourced agricultural inputs/value of total agricultural inputs) = credit value
+ 25% x ($800,000/$1,000,000) = an 20% tax credit
«  20% x $1,000,000 = $200,000

The descriptive example above attempts to demonstrate the compelling design feature of a credit structured in this man-
ner, in that it becomes more valuable to the business the more it invests in domestic agricultural sources. To maximize

the 25% credit, a business must purchase 100% of the agricultural inputs it uses in its production process from domestic
sources. Thus, the credit is intended to create a strong financial motivator for businesses to shift their behavior as it relates
to where they source their ingredients. It rewards those that choose to source the bulk of their raw agricultural materials
from American growers, while fostering more demand for the crops grown by American farmers.

800,000/
$1,000,000 X 25% X 1,000,000 = $200,000

total agriculture maximum ratio of US to non-US Tax Credit
purchases credit amount agriculture purchases
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ECONOMIC IMPACTS
METHODOLOGY

IMPLAN® (Impact Analysis for Planning), an input/output (1-O) model, was used to estimate the economic impact of the
proposed tax credit at the national, state, and congressional district levels. Originally developed by the U.S. Forest Service,
in 1985 the IMPLAN model began being managed and maintained by the Minnesota IMPLAN Group (MIG, Inc.). In 2013,
MIG, Inc. officially changed its name to IMPLAN. The model is, arguably, the most used and cited model for performing
economic impact analyses in the United States.

The IMPLAN model is driven by purchases of final goods and services in a certain region, such as a state, a group of states,
or the entire nation. These purchases represent the dollar value of the increase in finished goods and services demand-

ed and create an impact that ripples throughout the economy. Industries produce goods and services for final use and
purchase goods and services from other industries. These other producers and industries buy goods and services as well,
which IMPLAN designates as indirect purchases. In addition, each step along the cycle pays wages and salaries to employ-
ees, who, in turn, make additional expenditures into the economy of the region.

In determining the overall economic impact of an industry, the IMPLAN model uses a set of multipliers, separated by sec-
tor, to estimate the direct, indirect, and induced effects (induced being effects of household spending) on the economic
cycle. Over 500 sector codes are included in the IMPLAN model, where each code represents a unique industrial sector
that a specific product or category of products is represented by. The multipliers that are derived for each sector quantify
the ripple effects of a dollar increase in final demand, thus resulting in an estimation of the economic impact. The multi-
pliers for the IMPLAN model for 2023, the latest year available, were used in this report, and the results are all in 2025
dollars.

Our August 2022 report estimated that the tax credit would result in a direct benefit of $1.318 billion per year. To deter-
mine how the benefit would be allocated across the country, the industries in the table in the Appendix were combined to
create a composite food and beverage industry.

The total output for the composite food and beverage industry was collected for each region. The $1.318 billion was allo-
cated over the 50 states—and over the 435 congressional districts—based on their share of the national total output of
the composite food and beverage industry. The estimated tax credit for each region was then run through the model using
an industry impact analysis with the assumption that 10 percent of the tax credit would be reserved for shareholders as a
dividend.

* Direct Effects: the set of expenditures applied to the I-O multipliers for an impact analysis.

* Indirect Effects: the business-to-business purchases in the supply chain taking place in the region that stem from
the initial industry input purchases from their suppliers.

* Induced Effects: the values stemming from household spending of labor income, after removal of taxes, savings,
and commuter income.

The use of IMPLAN is well-suited for this type of analysis. It allows us to compare the impacts in different regions while
also showing how farm output provides inputs to the food manufacturing sector, which in turn generates economic activ-
ity throughout the economy. These estimates should be considered the lower boundary, as IMPLAN focuses on backward
linkages, also known as upstream effects. This means that downstream impacts such as on food distribution, wholesale,
and retail sales impacts that occur after food manufacturing were not included in this analysis.
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RESULTS

Overall, we estimate that the tax credit will result in $2.36 billion in new economic output annually while generating
almost 7,000 jobs per year. Table 1 highlights the overall economic output for each state resulting from the proposed tax
credit. California is by far the largest beneficiary, with an economic impact of more than $305 million per year. Texas, Illi-
nois, Wisconsin, and Ohio round out the top 5, each with economic impact exceeding $100 million annually.

Table 1. Impacts by State.

States by Overall Output from Tax Credit

States by Overall Output from Tax Credit

State Total Output ($) State Total Output ($)
1 California $305,699,700 26 |ldaho $31,685,702
2 Texas $165,614,091 27 | Kansas $28,054,430
3 lllinois $140,779,676 28 [ Nebraska $28,919,333
4 | Wisconsin $123,158,978 29 | Arizona $25,903,718
5 Ohio $104,417,046 30 | Louisiana $23,504,317
6 | Pennsylvania $97,093,247 31 | Utah $25,121,885
7 | Georgia $97,269,437 32 | Maryland $20,889,401
8 New York $77,797,331 33 | Oklahoma $20,843,581
9 lowa $69,160,374 34 | Mississippi $20,761,118
10 | Indiana $64,500,434 35 | South Carolina $17,761,800
11 | North Carolina $67,698,447 36 | Connecticut $11,939,471
12 | Michigan $66,555,181 37 |Alaska $9,517,017
13 | Minnesota $71,984,198 38 | Nevada $9,725,712
14 [ Tennessee $60,946,579 39 | New Mexico $9,385,113
15 | Missouri $60,224,232 40 [ Maine $9,366,583
16 | Florida $62,929,352 41 | South Dakota $9,383,494
17 | Washington $61,746,213 42 | Delaware $8,189,844
18 | Kentucky $46,452,985 43 | North Dakota $8,861,692
19 | Virginia $45,033,192 44 | Vermont $7,698,318
20 | Arkansas $45,883,483 45 | Hawaii $6,524,741
21 | New Jersey $41,460,707 46 | New Hampshire $5,552,091
22 [ Oregon $40,422,059 47 | Rhode Island $4,115,321
23 | Massachusetts $31,081,897 48 [ Montana $4,400,492
24 | Colorado $35,237,229 49 [ West Virginia $3,040,941
25 [ Alabama $29,456,424 50 | Wyoming $1,188,795
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The benefits the proposed agricultural sourcing tax credit will be shared across the country. Figure 1 illustrates the impact
at the state level while Figure 2 highlights the impact by congressional district.

Figure 1. Annual Economic Impact of an Agricultural Sourcing Tax Credit by State.
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Figure 2. Annual Economic Impact of an Agricultural Sourcing Tax Credit by Congressional
District.

$147,826 to $1,600,196
B $1,604,694 to $2,795,796
B $2,801,746 to $4,813,875
Il $4.818,134 to $22,205,671




APPENDIX

Industries Included in IMPLAN Analysis.

IMPLAN Category
Code

60 Flour Milling

61 Rice Milling

62 Malt manufacturing

63 Wet Corn Milling

64 Soybean and oilseed processing

72 Breakfast cereal manufacturing

73 Beet sugar manufacturing

74 Sugar cane mills and refining

75 Nonchocolate confectionery manufacturing

76 Chocolate and confectionery manufacturing from cacao beans
77 Confectionery manufacturing from purchased chocolate
78 Frozen fruits, juices and vegetables manufacturing

79 Frozen specialties manufacturing

80 Canned fruits and vegetables manufacturing

81 Canned specialties

82 Dehydrated food products manufacturing

83 Cheese manufacturing

84 Dry, condensed, and evaporated dairy product manufacturing
85 Fluid milk manufacturing

86 Creamery butter manufacturing

87 Ice cream and frozen dessert manufacturing

88 Frozen cakes and other pastries manufacturing

89 Poultry processing

91 Meat processed from carcasses

93 Seafood product preparation and packaging

94 Bread and bakery product, except frozen, manufacturing
95 Cookie and cracker manufacturing

96 Dry pasta, mixes, and dough manufacturing

97 Tortilla manufacturing

98 Roasted nuts and peanut butter manufacturing

99 Other snack food manufacturing

100 Coffee and tea manufacturing

101 Flavoring syrup and concentrate manufacturing

102 Mayonnaise, dressing, and sauce manufacturing

104 All other food manufacturing

105 Bottled and canned soft drinks & water

107 Breweries

108 Wineries

109 Distilleries
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