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INTERNATIONAL TOBACCO GROWERS' ASSOCIATION
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GROWERS SLAM TOBACCO PRICES AS “DAMAGING TO
ECONOMIES”

prices |

The slump in tobacco prices across all African markets has been strongly
criticised by members of the International Tobacco Growers’ Association at

their regional meeting in Dar es Salaam.

“Although some easing of prices was expected this sclling scason, the attitude
of the buyers has been to slash them without regard to farmers’ income or

national cconomics,” said the meeting’s chairman Richard Tate of Zimbabwe.

Across the region, tobacco prices have fallen by as much as 40 per cent. This
has led to delays in spening markets in Malawi, market closures in Zimbabwe

and protracted negotiations in Tanzania.

However, tobacco prices in other parts of the world, such as Brazil and North
America, that compete with African tobaccos have remained stable or have
dropped by much smaller amounts. Because of the region-wide cuts in prices,

the ITGA meeting belicves that the African markets have been unfairly singled

out by buyers for hhnilive treatment.

“There is a drive to force down African prices and it is hitting small scale

producers and peasant farmers hardest of all,” Mr Tate said.
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“By switching prices on and off in successive seasons, the buyers are
endangering long term stability of supply. This, in turns, hits farmer

confidence and thus the whole economy, which relies so much on farmers’

economic activity.”

Mr Tate said that 18 to 21 months are needed to grow and market a tobacco

crop.

Before the selling season, grower leaders had consulted with manufacturers
and other industry groups around the world to determine exact requirements.

Only a small easing of prices had been expected.

“We have all been surprised and shocked at the buyers’ short-sighted

behaviour which has severely affected all the regional markets,” he said.

The ITGA has been made aware of the deep concern of regional governments

about the threat to their economies resulting {rom the price cuts.

“Ior example, the Zimbabwe Agriculture Minister, Kumbirai Kangai, told a
growers’ protest meeting in Harare recently that his governments won’t stand

idly by while the tobacco industry is destroyed,” Mr Tate said.
ENDS
For further information, please contact:

Richard Tate, Zimbabwe Tobacco Association Tel: 00 263 4 727441
David Walder, ITGA Tel: 00 44 1342 823549
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- Without A US Tobacco Program

Purchases’ Annual Price Windfall

> " Tobacco
US Savings $1.2 billion
- World Savings $2.2 billion
Total Savings . $3.4 billion

» Less Consumer Protection

No Pesticide Monitoring

No Monitoring For-Other Contaminates

“With A US Tobacco Program

S ~ Consumer Prdtéction From A Strid Pesticide
~ Monitoring Program

" US Tobaceo Program Eliminates Windfall

>
Profits To Tobacco Purchasers
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.. . Wandfall To Clgarette Manufacturers From
' "'l’he.Elin'unatiou' Of The US Tobacco Program

"1). The US Tobzceo Program maincins the highest prices for any’ openly traded tobacco in the
" -~ world. Thus the US price serves as the “umbrella”. for world tobacco price

. - --2)° -Without a 10bacco program, robacco companies swould have access to lower cost domestic and
- - foreign leaf, resulting in slightly lower tigarette prices (and thus slightly highet clgarette sales)
and/or higher tobacco company profits.®

3) A, Blake Brown, agriculbural economist at North Carolina State University stated ip testimony
before the senate commirtee o Agriculture, Forestry and Nutrition on September 18, 1997 that
US tobacco prices without 4 federal tobacco program would decrease by as much as 27%.® The
1997 US flue-cured marketings of 1,014 million pounds at 8 $.47 pet pound lower price would
have saved purchasers $476.6 million and the 1997 US burley marketings of 628 million pounds
at a $.52 per pound reduction would have ylelded. savings of $326.6 million. The combined
savings to purchasers would have been $803.2 million. ‘Based on Dr. Brown's estimates of
- wbaceo production for both types of twobacco increasing by as much as 50% in the absence of 2
* federal robacco program, & similar increase in savings to purchasers would place the savings in
the US alonc at approximately $1.20S billion.

L A Philip Moris TSA vice-president of leaf purchases grated 10 the Flue-Cured Tobacco

T " Cooperative Stabilization Corporation Board of Directors that if US tobacco had to compete o

the world market the price could £all as low a8 $.75 per pound. Extrapolating this price savings

10 Dr. Brown’s estimated tobacco production increases erising from the deregulation of tobacco

- production waould 1ead to a savings by gurchasm'of approximately $2.2 billion annually in the
S vs. - - . . . ' !

"5 Toulworld production of tobacco in, T997 was 16:654-billion pounds.® The Peoples Republic of
' China accounted.for approximately 7 055 billion pounds.® The PPR production is largely
consumed in China and thus not affected by world prices per se. Total world tobacco production
in 1997 less the PPR production is 9.60 billion pounds. _An everage world-wide price reduction
on these tobaccos would be from 20% t025% of the value. In the absence.of the US tobacco

program, the world-wide windfall to purchasess of a minimum of §2.2 billion annually.

) 6) The fact that the US. Congress i considering legislation to eliminate the federal tobacco program

"% .. _=- -+ has led 1o Instability in world pricss. One cxample 5 the current market simation ia Africa.
LT Richard Tate, Zimbabwe' Imernstional Tobacco Growsrs' Asgociation representative stated,

. " Across.the region, tobacco prices have fatlen by as much as 40 per cent. This had led to delays
in opesing: markets in Malawi, market clogures in 7tinbabwe and prowacted negotiations in

 Tapzamia "™ " ..the anitude of buyers has been to slash them (prices) without regard to farmers’
income.or national economies.”® : _

1) Tke obaggo Pro - Hom LW ° Willim M. Scell. ARBC-82, 9-96.
™ M&Wm. A.B. Brown, Testmony before the US Senatc Comaniice
Ca Agriculrure, Porestry and Nutrition, /18/97.

(3) Tobacep: Siruation and _Outlo arhook, USDA-ERS, December 1997, table 30.

{4) Tobacco: tion and Ouplook Y . USDA-ERS, April 1998, uble 12.
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" The U.S. Tobacco Program:
- How It Works and Who Pays For It

-« by William-M. Saell. Associate Entension Professor

: he operxtion of the U.S. wobacco minimum prices farmers may receive The cooperative processes and
l program and jts costs are often  fortheir obacco. The average price sup-  S10r€S the tobacco for future sale. Fol-
: misunderstood. The program  port level is influenced by changes in  lowing the sale of the surplus lobuceo,
o guaramu-U.S._tobacco farmers mini-  the previous years’ market prices and  the cooperstive repays the CCC loans
. mum prices in exchange for restrict- farmers' cosws of production. in full with interest.
- "ing production. By law. the. tobacco Farmers deliver their tobacco t0 . C
. - prOEramm OPerales at & z¢ro cost o U.S. .auction warchouses where govern-- - . -
e fug.,e:.?xn years of abundant pro-  ment graders (financed by lhsc farm- - Costs and A‘ssessments
;. duction, the Commagity Credit Corpoe < - ©rs) place x grade on cach sales fot of Assaciated With the
.2 ration {CCC) —'a funding agency of tobacco. Thix grade refers to a spe-. '
the federal government — inakes loans  cific price support (loan) level. If to- Tobacco Program
= . tO ETDWES COOpCTRIVEs 10 purchase to- . baceo companies do not bid one cent. - _The No-Net-Cost Tobacco Program
-« —. = hacen passed guerat mcrion by 1obacco——per. pound ‘above the government-es- ~ .Act of 1982 mandated that the U.S.
- . - huyers. But law tequires thet the prin- - ‘teblished price suppnft leve]. the 1o- .. lobacco program operale al MO expense
. . -cipaland intereston thess federalloans  baceo s purchased by a grower-fi- - - 16-U.S: maxpaycrs. To carry oul this
. be fully guarsnteed by marketing as- nanced{grower-operated cooperative. mandate. tobacco producers and pur-
~ sessments paidby U S. tobaccoprodues  The cooperative pays the farmer us- chasers are assessed a NO-NET-COS fec

.- ers and.purchasers. . - ,ing:imoney porrawed frant the CCC. .on each pound of tobecco s0ld.
- .. “Thereare some relanvely small ad- - Ths tobacco represents collateral 03 . - Prior.to 1982. the stored tobacco
- '~ winistradve and other non-operating Losts ".llzz.goverrrmcnt-baCkcd logn. .- - awned by producer cooperatives was

associated with the program. How-

e e i —baceo Loans | T Loen
- :‘r; tobaceo producers and purches- “AreRepaid | ~ Loan plus
: | . With Interest Interest
. How the U.S. | S | .. Tobaccoas
"~ Tobaceo ""U.S. Treasury : Collateral

Program Works ' Grower Assessrmnerits
The U.S. tobacco program

. consists'of marketing quotas and
price supports. Marketing quotas
- _establish the maximum amoun? of
~ tobaceo U.S. farmers can sell in
¢ a given marketing ycar. Anational
quota is initially determined by a
formula accounting for domestic
demand, export demand, and ré-

t rorve stock levels, The national Commaodity Tobacco Tobacco
: quota is allocated to nearly Credit Corp. Cooperative Farmer
s aa mmm sr A = ¢ sz ! N madash R Aarrmuwar)
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..~ the progrem originaied in the 1930s are .

- - program, while in other years the 1obaceo . .
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losses were associated with the 1983

19: 44

the only recourse for CCC loans. The .
government did incur some relatively -

small financial losses associated with

the pre-1982 crops. In addition, taxpay- -
ers nssumed some logses on the sale of .-

. the.1983 crop which (like other agri-

cultural crops) was declared a federal
disastar. Tots! losses of principal since

455 than $700 million on loans exceed-
$107billion. Over 60 percent of the

" drought-disaster crop. However, since the
1982 Jaw, no-ncl-cost assessments have
ansured that taxpayers are not subsidiz-

- ing Joans nader the tobacco program.

Because of USDA accounting

. pruccdures. SOme years may indicalcanct -
- expenditure associated with the tobacco

program generates revenue foe the gov-
emment. Loans covering each ycar are

.~ considered an expense until fully repaid

. .Sometiges years later. . Then whea de-,
>, Jnend oufpacss production, * tobacco une

‘der loanix sold and the loans are repaid

. withintarest, creating revenue for the gov-

Ay
H

Miblion, Dollars

emment. Overtime, however, all no-net-
cosL assessments must cover all eurrent:

operaion.

As with all {ederal programs. there .-

-_activities, crop insurance subsidies. and

"cal year.1996. Administadve and

the administration of theprogram by Farm

‘Servicc Agency personnel., Adverse

. weather eonditions and discases in 1995
abnormally mereased crop insurance odt- -
lays. resuling m larger than normal ex-- -

penditure for the tobscco program in fis
oeher
non-operating cxpenditures associated
with the tobacco program are projected
w fall 1o more normal levels of around
$50 million for fiscal year 1997.

These administrative and other non-
operating costs are partially offset by an-
other assessment called the “budgetdefi-
cit assessment” that tobacco producers

- and purchasers pay. This assessment. (-

talling around $30 million in recent years.

_is directly applied 1oward reducing the
{edteral budget deficit Abolishing the U.S. -

tobacco program weuld eliminate this
source of U.S. government revenue. bul
would not necessarily totally climinate
other non-operating costs associated with

 the program.Also, thegovernment would

-.and projected lassas on the tobacco loan

e some administrative and other non-

operating casts associated with the to-

pacco program. These include market :

news/analysis,” cxtension and research

maining fobacco Inaa invenwsries if the
program were eliminaed, *

on Farm Income and ~
Tobacco Consumption

Unlike other agricultural programs,
. theobacco progran has accomplished -

many of the basic_
initin] goals of farm

B
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'CCC Net Expenditures For Tobacco -

: . Government -~
Sy

%" viding pricc andiine
come support for o
farge number of

* smal] family farms

- without incureing

1 - large-government

| expenditurcs. De-

s} - gpite increaxed

consolidation dur-

the average to-
bacco farm grows
fewer than scven

RS G

1985 1987 1989 1991

1993
. Soures: USOA. Note Neoorve Exosndilured Are Govi. Revenvos

acres of tobacco
annually. with indi-

1995  1997E

The Progmm'?sjl mpad N

:programs of -pro-.

ing the pastdecade.

vidual farm quotas being much smaller.
Eliminating the U.S. wobacco pro-
gram would significantly increase price
voletllity and cause prices (0 fall by 20
. percent of more. A pricc decline of thig
magnitude would likely reduce the num-
ber of family farms growing tobacco by
_move than 50 percért and would be dev-
astaling (o many communities which ex-
perience high production costs and which
dapend on tobacco income. bul lack offs
farm employment opportunities. Even
with Jower and more volatile prices, U.S.
lobacco production without a tobacco
program would increuse in concentrated
areas that experience low production
costs. The elimination of the program
would also have adverse effects on land -
values, property tax bases. and tha sale of
- upribusiness §oods and scrvices in cer-

- tain rural urcas. Without 2 program. to-

bacco compenies would have access to
lower cost domestic and (oreign leaf, re- ~
. sulting in sightly lower cigarette priccs

. (4nd thus sfightly higher cigareie sules)
be subject to financial lisbility on any e,

and/or higher tobacco company profits.

_.”USDA Tobacco Industry
and Program Data

US-Tobico
(1995)

347,000 -

Farms. .. - | 124000
|aiogt Censuny. |
-Avg. Tobacco -
-1 (1992-Census)

Value of US.
1 Tobacco Prod.
(199295 Avg.)

Grone-\’aluc Per
Acre of Tobaced
(IQ}%-'A@ '

$2.7 bllilon

1 §3.833

Taes Callected -
on Tobacco Products
(1995) -

U.S. Tobacco
Trade Burplus = - J

' $15 billion
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