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GROWIERS SLAM TOBACCO PRICKS AS "DAMACINC I () 

ECONOMICS" 

prices 1 

Tlie slump in lobacco prices across ail African markets lias been slrongly 

criliciscd by members of the International 'fobacco Growers' Association at 

their regional meeting in Dar es Salaam. 

"Although some easing of prices was expected this selling season, lhe alliUiclc 

of tiic buyers has been lo slasii them without regard lo larmers' inconie or 

national economies," said the meeting's chairman Richard Tale of Zimbabwe. 

Across the region, lobacco prices have fallen by as much as 40 per cent. This 

has led to delays in opening 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 liave 

dropped by much smaller amounts. Because of the region-wide cuts in prices, 

the ITGA meeting believes ihal the African markets have been unfairly singled 

out by buyers for punitive treatment. 

"There is a drive lo force down African prices and it is hilling small scale 

producers and peasant farmers hardest of a l l , " Mr Tale said. 
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prices 2 

"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 Tale said that 18 lo 21 months are needed to grow and niarket a lobacco 

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 

aboul the threat to their economies resulting from the price cuts. 

"For 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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Price and Health 
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Without A US Tobacco Program 

Tobacco Purchases' Aimual Price Windfall 

US Savings $1.2bmion 

; Wprld Savings $2.2_billiQa 

Total Savings $3.4 billion 

f Less Consumer Protection 

No Pesticide Monitoring 

No Monitoring For aher Contaminates 

With A US Tobacco Program 

V Consumer Protection From A Strict Pesticide 
Monitoring Program 

• US Tobacco Program Eliminates Windfall 
Profits To Tobacco Purchasers 
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June 15. 1998 
Wndfall To Cl«Brette Manufacturers From 

The Elimimilion OE lha US Tobacco Program 

1) 

2) 

3) 

5) 

and/or higher tobacco company profits.™ 

before the senate coTnimrtee on Agriwlture, ^^"^^^^^^^^^^ „ much as 27%.« The 
US tobacco prices without» fedcr̂  ; ° ' o^X'^ToS^^tT47 P̂^̂^ lov̂ er price would 
1997 US flut^oxed niJ^^^SS cf 1.014 ? f ^JiP*^^^!^*^^ of 628 miUicn povmds 
have saved puichasen $476.6 ^ ^ " " ^ l ^ l ^ ^ T ' . ^ $ 3 2 6 . 6 million. The combined 
.t a S.52 per pound Dr. Brown's estimate, of 
savings to purchasers wouW ^̂ ^̂ "̂  ^J^f^ i^ 'S^^^ „ much a. 50% in the absence of a 
tobacco production for boflx types ^ ^ ^ ^ ^ ^ ^ would place tb« savings in 
fcdHAl lobacco propam, a similar mcrease In savings lo pw 
the US alone at approximately $1-205 billion. 

i^f mirchaKS stated 10 the FTuftOiitd Tobacco 
- , A PhiJJjv Mama USA- ̂ ^ ^ " ^ ^ ^ ^ . ^ ^ ^ ^ US tobacco bad to compete on 

Cooperative Stabilizatibntooî u^^ Extrapolating this price savings 
dtf world market the price could fall ^ from the deregulation of tobacco 
„ Brown', estimaicd ^ " ^ - - ^ ^ ^ l ^ ^ " ^ ^ ^ ^ , $2.2 blUion annuaU, in the production would lead to ajayings by purcnaaers 01 apiKw 

US. 
^ ^ - ^ ^ ^ ^ in r m was pounds.® -nie Peoples RcpubUc of 

Total world prodncdon of tobacco^ T997 was P ^ ^ ^ ^ ^ 
China accoiinted-for approximately 7.U53 ''"ff̂  _ Total world tobacco producuon 
^ ^ e d in China ^d tos !Si"ve^rwrid-wide price'reduction 
-jn 1997 less the PPR ^ ^ ^ ^ ^ ^ ^ ^ In absence of the US lobars 

, tbef^^tbeU^Con^^^ccnsld.^^^^^^ 
. v. • has W10 testability m worid pnces-- ^E^^tion representative stated. 

Richard Tate, Zimbabwe 1 ^ * ^ % ] ^ ! ? ? , ^ , ° ^ 40 p^^St iSs had led to delays 
.Across.4e region tobaccopn^hjvj^ 

Tanzania.' . 
income or national economies. 

^ ^ ^ ^ , V i>«^™ A B Browa. TMdmony Dcfoie fte US Senate Comŝ -- ica 

Soilture. FortsoT^Nutrition, 9nB/97. 
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and lugs from the early planted cmp. 

2 ^ ^ ' H «n =nma of th* mWdia tt lowar qualWW hence the reduction in the weekly 

. ^ L * . GrowuT* f*ioc*»on 18 on the dec«n̂ ^ 

business. 
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The U.S.Tobacco Program: 
How It Works and Who Pays For It 

by mUinmH. Zntli Associate Exttnsion Pro/wo^ 

T[he opBrarion of the U.S. tobacco 
program and Its costs are often 
misunderstood. The program 

gMaranteesU.S.tobacco farmcR mini, 
mutri prices in exchange for rcsirict-
IBJ production. By law. the. tobacco 
program operates at a acfo cost lo U.S. 
taxpayers. In ytus of abundant pro­
duction, iheCoromodiiy Credit ecTpo« 
raiioa^CCC) —'« funding agency of 
the federal govertvnnent — makes loans 
to pa^T coopcrtUives to purchase to-

minimuin prices farmers may receive 
for their tobacco. The averafie price sup­
port level is influenced by changes in 
the previous years' markci prices and 
farmers' COSTS of prodaetion. 

Farmers deliver their tobacco to 
. auction warehouses where govern­
ment graders (financed by the farm­
ers) place a grade on each sales lot of 
tobacco. Thi.i grade refera to a spe­
cific price support (loan) level, If lo-
tacco companies da noi bid one uent. 

- r t O B T D ^ r C O O p C r t l U V e S l D p u r t i v i a . . * ' . ^ . W . « « « , „ m « l t ^ l i . ' 

_ -.^aSpasedo^ataacrionbytobai^- . p«^P^ " ^ ' " ^ * ^ * ^ ^ ^ ^ 1 ^ ^ 
— ...ur.shed price -lupporT tevel. the to-buyers. But law requires thai the prin-

eipal^nd imeresi on these federal loans 
be fully guaranteed by marketing as­
sessments paid-by U.S. tobacco-Foduc 
ers arid purchasers. 

• l̂iErcare son« relatively small ad-
minisrrad ve and other nonopcraiing uosi* 
associated with the program. How-
cvcr' ihcsc costs" are partially offset 
by an addinonal assessment levied 
on tobacco produce rn and purchas-

How the U.S. 
Tobojcco 
Program'Works 

The U.S. lobacco program 
consist? of marketing quotas and 
price supports. MarkciiBg quotas 

- esiablish the maximum amount of 
"tobacco U.S. farmers can sell in 
a given marketing year. A national 
cpjota is initially determined by a 
formula accounting for domestic 
demand, export demand, and re­
serve Slock levels. The national 
quota is allocated 

tablished price support tevel, the to­
bacco Is purchased by a growtr-fi-
nanced^gro-'cr-opcrated cooperativt:. 
The cooperative pays the farmeT us­
ing money borrowed fr^trt the CCC 
The tobacco rtpre^enis-^ollaieral oa 
ihegoverirmcnt-backcd loan. 

The cooperative processes and 
stores the tobacco for future sale. Fol­
lowing the sale of ihc surplus lobiicco, 
lhe cooperative repays the CCC loaî s 
ifl fu l l with interest. 

Costs and Assessments 
Associated With the 
Tobacco Program 

The No-Nct-Cwa.Tobacco Program 
Act of 1M2 mandated thai the U.S 
lobacco program operate at-no expense 

-to-U.S: taxpayers. To carry oui this 
• mandate, tobacco producers end pur­

chasers arc assessed a no-nex-cost 1'ec 
.tjn each pound of lobacco sold. 

Prior i9S2. the stored tobacco 
owned by producer cooperatives was 

Tobacco Loans 
Are Repaid 

With Interest 

Grower Assessments 

Loan 
Loan plus 
Interest 
Tobacco as 
Collateral 

LO nearly 
• : . 11 

Commodity 
Credit Corp. 

/I ^^U^m\ 

Tobacco 
Cooperative 

Tobacco 
Farmer 
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thcxjnly recouTse for CCC loans. The. 
government did incur jome relatively 
small financial losses associated with 
the pre-1982 crops. In addition, taxpay­
ers assumed some losses on the-sale of 
the 1983 crop which (like 6ther agri­
cultural crops) was declared a federal 
disaster. Total losses of principal since 

:. tteprô Tara origiMted»" I'̂ e 1930s are 
• fcfisfltan $7D0million on loans cxceed-
• i-ng SlOTjillion. Over 60 percent of the 

losses were associated with the 1983 
drought-disaster crop. However. Since the 
1982 law, no-ncl-cost assessments have 
ensured that taxpayers nrc not .subsidiz-

-: ing Joans under the tobacco program. 
Because of USDA accounting 

pnxcdures, wmc years may indicate a net 
• expenditure associated widi the tobacco 
- program, while In odier years the tobacoo 
program generates revenue for the gov-
.Emment. Loans covering each year are 
considered an expense until fully repaid 

. jomewnes >eais laiex. • Then whcfl d©-, 
- jnsnd ooipaaa production, tobacco un* 
- dcrloan isioldand the loans are repaid 

with mifliesi, creadna revenue for the gov-
enuneni. Overtime, however, all no-nei-

- eosL assessments muSl cover all current 
- : jud jprojected losses on the tobacco loan 
• program •operation. -

As with all federal programs, ihcrc 
e some administrative and other non-

operating costs associated with the to­
bacco program. These include market 
news/an alysia, extension and research 

CCC Net Expenditures For Tobacco 

,800. UX^^&M 

.activities, crop insurance subsidies, and 
theadministration of theprogram by Faim 
Service Agency personnel. Adverse 
weather cotsditions and diseases in 1995 
abnormally ittcreased crop insurance oat-
lays. Tcstjlong in larger than normal tt-
pcnditurc for the tobacco program in fiS' 
cal year . 1996. Adminiitjadvc end x«her 
non-operaling expenditures associated 
with the tobacco program are projected 
10 fall to more normal levels of around 
S50 million for fiscal year 1997. 

These administrative and other non-
operating costs are partially offset by an­
other assessii\ent called the "budget defi­
cit aaessmeni" thai lobacco producers 
and purchase™ pay. This assessment, to­
talling around $30 million in recent yean. 

. is directly applied loward reducing the 
. ..federalbudgetdefirit.AboHshmgtheU.S.. • 

tobacco program would eliminate this 
source of U S. government revenue, but 
would not necessarily totally eliminate 
othcrnonoperadngcostsaaseciatatlwl* , 
the program. Also, thc govemment liquid 
be subject to financial liability on any re-' , 
majnitsg tobacco toaa invenBiies if the 
program were elimitiaied, 

. The Programyfmpact 
: oh Farm Inconie and _v 

Tobacco Consumption 
Unlike other agriculture] programs. 

• .ihetobaceo program" has accomplished 
many of the basic 

vidual farm quotas being much smaller. 
Eliminating the U.S. tobacco pro­

gram would significantly increase price 
volatility and cause prices to fall by 2() 
peiceni or more. A price decline of this 
magnitude would likely reduce the num­
ber of family fsums growing tobacco by 

.-more lhan 5f> percent and would he dev. 
astaiing to many communities which ex­
perience high production cosis and which 
(depend on tobacco income, bul lack off» 
farm employment opportunities. Even 
with lower and more volatile prices. U.S. 
lobacco production without a lobacco 
program would increusc 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 the sale of 

• Bjribusiness .goods and services in cer­
tain rural areas. Without a program. it> 
bacco companies would have access to 
lower cost domestic and foreign leaf, te-
iuiliqc ia di^ly iDwer-cigarette prices 
{jffid thas snghily higher cigarene sales) 
and/or higher tobacco company profits. 

. TJSDA Tbbacco Industry 
and Program D?ita 

1965 19S7 1991 1993 1995 
Sourt«; USDA. Nor* Nmoifye g*t)»o</;fuf« Govt. Rt^nvn 

1997E 

initial goals of farm 
iprogram* of pr»- ; 
vidmg price andin* 
come support for D 
large number X)f 
small family farms 
•without incurring 
large-government 
expendiiuTC*. De-
spice incrcBi;ed 
consolidation dur­
ing the past decade, 
the average to­
bacco farm grows 
fewer than seven 
acres of tobacco 
annually, with Indi-

-F̂ jcin Quoitas 
(IMS) 

U l̂bbacciB 

<i9?2 Census) 
124̂ 00 

Avgr Tobaoco 
^7«eras 

V ûe of 0,5. 
• Tbbacco Prod. 

(1992-9S Avg.) 
S2.7 bllUoD 

Grots Value Per 
Acnof Tbbaccb $3,833 

Ikui Collected 
on TcAiacci) Prwlucts 
(1995) 

$is hiiiiTO 

tJ.S. Tobacco 
lYade BuTpliu 
(1995) 

+$5,9 biUion 
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