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Five separate tobacco program options (including abolishing the Federal Govemment ^ 
program) are considered in this package. These options cover all tobacco currently under the 
quota program—aboul 98 percent of total production. Flue-cured and burley tobacco comprise 94>{v̂  IN̂ ^ 
percent of U.S, production, Flue-cured is grown mainly in North Carolina, South Carolina, 
Georgia and Virginia and burley mainly in Kentucky and Tennessee. Both of these tobaccos are {̂̂o 
used mostly in cigarettes. ,Vr 

Other quota tobaccos are used mainly for snuff, chewing and smoking tobacco. They are 
grown primarily in Kentucky, Tennessee. Virginia and Wisconsin. 

The analysis assumes that current U.S. Government policy and representation with regard 
to foreign market access and expon trade will remain unchanged. It also assumes that the import 
TariflfRate Quota (TRQ) will remain in effect for options which do not feature increasing world \ ^ 
market price orientation. For those which do, the analysis assumes the TRQ would remain in y 
place for an initial period. 

The purpose of this paper is to enumerate options for tobacco quota holders and tobacco 
producers. 

The Options are: 

1 Continue Current Program • Minimal Changes 

2 Continue Current Program - Substantial Changes 

3 Tobacco Income Maintenance Program (similar to Ford Bill) 

4 Tobacco Quota Buyout - No Replacement Program (similar to Lugar Bill) 

5 Privatized Tobacco Program (similar to Robb Bill) 

s :\director\fo_draft\concept. 0 
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TOBACrO PROGRAM QPTrOK - m 

CONTINUE CURRENT PROGRAM - Minimal Changes 

Background: 

The U.S. Govemment has operated a price support-production control program for tobacco since 
the 1930s. In exchange for limiting production, producers are assured minimum prices. Until the 
No-Net-Cost Tobacco Program Act of 1982. any losses in operating the program were paid by 
the govemment. This 1982 Act required that to be eligible for price support, producers of all 
kinds of tobacco, beginning with the 1982 crop, had to pay assessments to an account established 
by the cooperative association that makes Federal support loans available to producers. The 
fiinds are collected to cover potential losses in operating the price support program. Since 1986, 
purchasers of buriey and flue-cured tobacco have been required to contribute to the No-Net-Cost 
operation of the program. 

Under the loan program, a suppon price (loan rate) is established for each grade of tobacco. If 
the buyers are not willing to bid at least the Govemment loan rate for any lot of tobacco, an 
eligible producer may receive the lot's designated loan rate less any overhead deduction to cover 
the loan association's administrative costs. The tobacco is then taken by a cooperative 
association. Under an agreement with the government's Commodity Credit Corporation (CCC), 
the association arranges for receiving, redrying, packing, storing, and eventually selling the 
tobacco under loan. 

Under this option, tobacco producers would continue to vote in triennial referenda to determine if 
the program should continue. Annual marketing quotas and price support levels would be 
established based on supply and demand criteria and changes in cost of production and prices 
received by producers, as set forth in current legislation. Quotas would continue to be prorated 
to individual farms based primarily on historical production for the unit. The following current 
program provisions would remain: 

Transfer of quotas between farms restricted to within county except for the State of 
Tennessee where buriey tobacco can be transferred to any other county in the State. 

No-Net-Cost program provisions remain unchanged. 

Variation: 

• However, under this option USDA's administrative cost of operating the tobacco program 
could be fimded by the Tobacco Settlement. 
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TOBACCO PROGRAM nPTION. ti\ 2 

IMPACTSi 

Production - Tobacco would continue to be grown in traditional producing regions, Overall 
production would decline from current levels over a 10 year period by about one-third because of 
increased costs of cigarettes (retail prices are estimated to rise about $1.50 per pack) attributable 
to the $368.5 billion Tobacco Settiement. 

Prices - Producer prices could decline a little because of increased cigarette prices caused by the 
Tobacco Settlement. 

Regional Impact - The distribution of production in growing areas would remain unchanged. 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
decline in value of quota will reach about $250 million annually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered, There would be no legal/Worid Trade Organization 
(WTO) problems. 

Government Involvement - Would remain the same; however, to further minimize Govemment 
involvement and help eliminate the subsidy issue, could have USDA's program administrative 
costs paid by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at $43.4 million. 

s:\director\fo_drafl\concept.l 
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TOBACCO PROGRAM OPTION . #2 

CONTINUE CURRENT PROGRAM - Substantial Changes 

Background: 

The U.S. Government's price suppon-produciion control program has largely constrained 
production to historical production regions. Furthermore, it has assured producers prices that are 
somewhat above competitive equilibrium levels. Without going to a fl"ee market, the program 
could be changed to permit production to move to the most efficient production areas. 

Assuming other components of the current program remain unchanged, the following scenarios 
are suggested for the current program: 

1) Permit tobacco quota to be transferred freely fi-om county to county within States. 

2) Permit tobacco quotas to move freely from State to State within the current tobacco belt. 

3) Permit tobacco quotas to move freely within the U.S. 

4) With the 3 scenarios cited above, gradually ratchet down the price support level. 

Unlike options three, four and five, there would be no Government payments to quota holders. 
This option attempts to capture the effects of greater flexibility of quota movement and more 
world competitive prices. Also, this option could include having all USDA administrative costs of 
the tobacco program funded by the Tobacco Settlement. 
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TOBACCO PROGRAM OPTION - U2 2 

IMPACTS; 

Production - Total tobacco production would increase as demand rises as price support levels are 
ratcheted down near world levels. Production would move fi-om less efficient to more efficient 
areas, Flue-cured production would shift from the Nonh Carolina-Virginia piedmont to the 
coastal Carolinas and Georgia-Florida. Buriey production would shift away from fringe areas 
such as North Carolina and West Virginia to Kentucky. It is doubtful much production would 
occur outside traditional areas due to a lack of infrastructure for producing and selling the crop 
and a lack of expertise for growing the crop. Also, soils and climate may not be conducive to 
tobacco production in some areas. 

Prices - Prices would decline because of lower supports. 

Regional Impact - The distribution of production would change with some regions gaining 
economic activity and others losing. The magnitude of change would increase if quotas could be 
transferred across State lines within current production areas. Some additional change, though 
likely not much beyond the across State line movement, would occur if quotas could be 
transferred nationwide. 

Rent/Lease Costs - Rental and lease costs to 
would decline significantly. The decline in the 
after 10 years. 

prodi ucers would decline. Quota owners' incomes 
annual quota value might be around S2S0 million 

Operating Unit - Size of operating units would increase considerably and the number of 
operating units would decline sharply from the current 124,000. Furthermore, minimum resource 
farms (many operated by minority farmers) wot ld discontinue production of tobacco. 

Trade - U.S. exports would increase and imports would decline as manufacturers switched back 
to U.S. leaf The magnitude of the trade changes would depend on the amount the price support 
is reduced. This option Is not expected to have any WTO implications. This option would, 
however, impact other countries as the U.S. became more competitive in the world market. 
Canada, Zimbabwe, Malawi, Argentina and Brazil are some of the countries that would be 
affected. 

Government-Involvement - Would remain unchanged except that more States but fewer 
producers and quota holders might be involved. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at $43.4 million and could be funded by the Tobacco Settiement. Program 
administrative costs could decrease slightly, but insurance costs could increase as tobacco 
production moves closer to coastal regions. 

3:\director\fo_dfaft\concept.2 
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TOBACCO INCOME MAINTENANCE PROGRAM - (similar to the Ford Bill) 

Background: 

A major concem of tobacco producer, group, and .any ^ ^ ^ ^ ^ ^ ^ ^ V ^ t Z ' ^ ^ 

The basic id« in income maintenance or r«v«a.. ' » " X S t t l e n ^ « g t d l . s , of 
producers will continue .0 receive a specified pe™^^^^^^^ 
what happens to demand and pnce for th..r ^ 0 " ' J ^ " ' . e«t.in amount of 
would be to provide a strong incenuve " " '̂f̂ ^ -̂̂ ^ '̂̂ '̂ ^^^^^^ geared to 
<ob«:co a. a »P«'S=̂ P"«„7''»̂ ^̂ ^̂ ^̂ ^̂ ^̂ ^̂  reflect supply «.d demand 

Another means of maintaining producer-"".^^r^^^^^^^^^^ 
on the amount production declines due to the efr<«s °f^obac" v 
prespecified base period. Prices in effect dunng the curren ^^^^^uld have to 

industry would have WTO problems. 

Xnccme maintenance programstiedtocû .̂ ^̂ ^̂ ^̂ ^̂  
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TOBACCO PROGRAM OPTION - #3 

TOBACCO INCOME MAINTENANCE PROGRAM - (similar to the Ford BiU) 

Background: 

A major concem of tobacco producers' groups and many others including the Administration and 
Congress is the impact a Tobacco Settlement would have on producers' incomes. USDA has 
estimated that the settlement will cause U.S. lobacco production to decline firom current levels by 
one-third over a 10 year period and result in a drop in cash receipts of about S70 million annually. 
Consequently, various ways to assure producers income continuity have been proposed. 

The basic idea in an income maintenance or revenue assurance program is that a group of 
producers will continue to receive a specified percentage of income of a base period regardless of 
what happens to demand and price for their product. One way to achieve a specified income 
would be to provide a strong incentive for tobacco manufacturers to buy a certain amount of 
lobacco at a specified price, This incentive might involve cigarette tax increases geared to 
specified purchase reductions. However, this approach would not reflect supply and demand 
conditions and could be counter to U.S. agreements with the WTO. 

Another means of maintaining producer income would be to make payments to producers based 
on the amount production declines due to the effects of the Tobacco Settlement compared with a 
prespecified base period. Prices in effect during the current year or average prices in a specified 
base period could be used to gauge the loss in income. But, the income program would have to 
be designed to be WTO consistent; otherwise the program would undermine the current TRQ 
regime. Generally, in order to be WTO consistent, payments to farmers could not be conditioned 
on current production. Too, any plan that involved compelling domestic purchases by the 
industiy would have WTO problems. 

Income maintenance programs tied to current production would create issues under the pro-visions 
of the General Agreement on Tariffs and Trade (GATT) as defined by Article 13 of the GATT 
Agricultural Agreement and Article 5 of the Subsidy Agreement and hence could lead to 
retaliation or the need for further negotiations under Article 28 of the GATT. Furthermore, 
regarding purchasing, GATT Article 3 explicitly prohibits domestic content requirements. 
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TOBACCO PROGRAM OPTION . Ml 2 

IMPACTS: 

Production - Tobacco would continue to be grown in traditional growing areas. Overall 
production would decline about one-third over a 10 year period because of increased costs of 
cigarettes attrituable to the Tobacco Settlement. 

Prices - Prices could decline slightly because of increased cigarette prices caused by the Tobacco 
Settlement. 

Regional Impact • The distribution of production in growing areas would remain unchanged, 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
estimated decline in the value of quota will reach about S2S0 million annually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered. However, there might be WTO implications if 
income support was tied to production or used as a production incentive and could produce 
retaliation. 

Government Involvement - Would remain the same; however, to fiirther minimize Govemment 
involvement and help eliminate the subsidy issue, have USDA's program administrative costs paid 
by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at S43.4 million. Cost of an income support program could vary greatly depending on 
the nature of the programs and could be as high as $1 billion annually. 

s:\direcior\fo_draft\concepi.3 
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TOBACCO PROGRAM OPTTHTŜ  • #4 

TOBACCO QUOTA BUVOUT - NO REPLACEMENT PROGRAM - (similar to the Lugar 
Bill) ^ 

Background: 

Because of an expected decline in demand associated with the proposed tobacco settlement, 
several govemment officials and other interested parties have discussed how to provide economic 
assistance to tobacco producers, quota owners and tobacco farming communities. 

Ideas about economic assistance are broad-based. However, a key element has included buyout 
or retirement of quotas. A buyout of quota and payment to nonquota owming producers would 
serve dual purposes. First, it would provide retirement, retraining or reinvesting funds for current 
tobacco production stakeholders and second, it would remove the Federal government fi-om its 
perceived role of supporting tobacco through its role in operating the tobacco price support-
production control program. 

A quota buyout could be all-at-once or spread over a number of years. A gradual phaseout is 
preferable because of the severe disruptions that would occur if the 60 year tobacco program 
were suddenly terminated. Uncertainty about production and prices would create severe 
problems for farmers in obtaining operating and capital investment loans. 

Several questions are raised relative to a quota buyout. Among these are: 1) Who are the relevant 
stakeholders,JL£., quota owners, tenants, hired workers, tobacco warehouse operators and local 
businesses? Should all tobacco producers, including those producing non-supponed tobacco, be 
included? Where do you draw the line? 2) What is a fair price for quota? Is it $8.00 per pound 
as proposed in several bills that have been introduced in Congress? Or is it closer to $2.00 per 
pound, the current selling price of tobacco quota? Perhaps it is somewhere in-between. The 
$8.00 reflects a 5 percent capitalization rate of an annual quota lease of 40 cents per pound for 20 
years and reflects the value associated with essentiaUy a lifetime commitment in human and 
financial resources to tobacco production. The lower figure - $2.00 per pound - reflects the 
discounted value associated with an expected Sryear life of the current tobacco program. 3) How 
much should tenants receive? Clearly, they also have human and capital investments in continuing 
tobacco production. But, on the whole, their investments are nol as large as the quota owners. 
Some have suggested compensation for them at one-half the rate for the quota owners. 4) What 
would happen to existing loan stocks? Loan stocks would have to be repriced to move tiiem into 
the trade. Making up losses on loan repayments for higher priced leaf would be a problem, and 
would need to be addressed in any buyout, and 5) If the program is phased out over 3, 5, 7 or 
some other time frame what happens to price supports? Perhaps price supports could be lowered 
by 25 percent the first year and progressively reduced fiirther until the program is completely 
terminated. 
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TOBACCO PROGRAM OPTION - Ui 2 

Production - Total tobacco production would increase without a program. Flue-cured 
production might increase by one-half to two-thirds above the 1995-97 level and burley 
production might rise one-fourth to one-third. Production would move from less efficient to 
more efficient areas. Flue-cured production would shift from the North Carolina-Virginia 
piedmont to the coastal Carolinas and Georgia-Florida. Burley production would shift away from 
fringe areas such as North Carolina, West Virginia and eastern Kentucky to other areas of 
Kentucky. It is doubtfijl much production would occur outside traditional areas due to a lack of 
infrastructure for producing and selling the crop and a lack of expertise for growing the crop. 
Also, soil and climate may not be conducive to tobacco production in some areas. 

Prices - Prices would decline. Prices might decline by 40 cents to 50 cents per pound reflecting 
the elimination of marketing privilege costs (rent, lease, purchase of quota) and the greater 
efficiencies associated with movement of production to larger lower-cost operations. 

Regional Impact - The distribution of production could change markedly with some higher cost 
regions such as the Virginia-Noah Carolina piedmont. Eastern Kentucky and Western North 
Carolina losing considerable economic base. Furthermore, minimum resource farms (many 
operated by minority farmers) in these and other tobacco growing areas would be especially hard 
hit. 

Rent/Lease Costs - Rental and lease costs for the rights to market tobacco would be eliminated 
or phased out (only the cost of using the land itself would continue). Quota owners incomes 
would be eliminated or phased out. 

Operating Unit - Size of operating units would increase significantly and number of producers 
would decline sharply. 

Trade - U.S. leaf exports would increase and imports would decline as manufacturers switched 
back to U.S. leaf. The magnitude of the trade changes would be significant and U.S. expons 
could increase as much as 25 percent based on a 50 cent farm level price decline. There would be 
an impact on other producing countries as U.S. leaf became more competitive in the world 
market. Canada, Zimbabwe, Malawi, and Brazil are some of the countries affected. There should 
be no WTO implications, as long as the buyout payments were not conditioned on continued 
production but were based on something else such as participation in the industry during some 
base period. Repriced loan stocks moved into trade could be subject to WTO challenge under the 
Agreement on Subsidies and Countervailing Measures, including countervailing duties. 

Government Involvement - Price supports and production controls would be phased out. 
Domestic grading, import grading and pesticide testing, market news services and expon 
certification services provided by the Agricultural Marketing Service, USDA, could continue. 
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TOBACCO PROGRAM OPTION - M 3 

Total Cost of Option - USDA costs would decline and eventually approach or reach zero. Total 
costs of buying out quota would likely be absorbed by tobacco product manufacturers and could 
vary widely depending on who was compensated and how much they receive. For example, the 
cost of paying $8.00 per pound to quota holders would total $13 to $14 billion. Other stake 
holder costs could more than double this figure. 

s:\director\fo_draft\concept.4 
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TOBACCO PROGRAM nPfjQ^ . jwc 

PRIVATIZED TOBACCO PROGRAM - (similar to the Robb BiU) 

Background: 

Jĥ Q̂̂ t̂  Government has operated a price support-production comrol program for tobacco since 
, ? J . . P™«f*^ has caused the farm's assigned marketing quota to have a capitalized 

value which IS mcoiporated in land valuations, loan debts and related business transactions Most 
tobacco producers favor a tobacco program much like the program described in Option #1 tiie 
cuirent tobacco program. However, with the continued controversy over the dangers of smoking 
and health related concems. many people feel lhat it is time to "get the Govemmem out of 
tobacco production". 

Under a privatized tobacco program. Congressional approval for die establishment of a Tobacco 
corporation to oversee and administer the tobacco program would be needed. This Tobacco 
Corporation's Board of Directors, composed of all segmems of the tobacco industry would 
operate the tobacco program much like the oversight currently provided by USDA in its tobacco 
program admmistration. The Corporation, with funds received fi-om any Tobacco Settlement 
legislation would: 

Reimburse quota owners at $8,00 per pound for the equity value of their tobacco 
marketing quotas. Payments could be spread over a cenain number of years as fljnds 
become available to the Corporation. 

Provide income suppon payments to tobacco producers to help in the transition to a worid 
market price for U.S. produced tobacco. 

Provide community development grants to tobacco communities adversely affected by loss 
of tobacco economies. 

The Tobacco Corporation would issue licenses (the equivalent of quotas) to current tobacco 
producers These licenses would be nontransferable and adjusted annually by the Corporation 
based on the anticipated purchases of currem crop tobacco. Price support would be provided but 
graduaUy reduced fi-om current levels until U.S. tobacco is priced competitively with world 
tobacco pnces. The price support levels would be estabUshed by the Tobacco Corporation and 
fiinds for administering the program would be bon-owed from fiinds acquired from the Tobacco 
Settlement. 

Tobacco producers would continue to vote in triennial referenda to determine if the Corporation's 
tobacco program would continue. The USDA would provide information necessary to the 
Tobacco Corporation to initially establish the licenses for tobacco producers The Tobacco 
Corporation could contract with traditional tobacco loan associations to help administer the 
pnvatized tobacco program to producers or with any other group of producers as deemed 
appropriate by the Board of Directors. 
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TOBACCO PROGRAM OPTION > UK 

IMPACTS; 

Production - Tobacco would continue to be grown in traditional growing regions. However, as 
price supports were lowered, production would increase. 

Prices - Prices to producers would decline over a set number of years until the U.S, market price 
for tobacco is comparable to world tobacco market prices. Market transition payments would be 
made to producers over a set number of years during the period necessary to meet world market 
prices as determined by the Corporation. 

Regional Impact - The distribution of production in growing areas would likely change. As 
prices fall it is likely that less efficient producers would be forced out of business. Flue-cured 
production would move out of the piedmont to coastal areas and buriey production would 
become more concentrated in central Kentucky, 

Rent/Lease Costs - Rental and lease costs would be eliminated. 

Operating Unit - Size of operating units would initially remain relatively stable since licenses 
would be issued to current producers who have been renting or leasing quota from various quota 
owners. Then, as exports grow, the average size of operating units would increase. 

Trade - U.S. leaf exports would increase and impons would decline as manufacturers switched 
back to U.S. leaf The magnitude of the trade changes would depend on the amount farm level 
prices dropped. However, production in Canada, Zimbabwe. Malawi, Argentina, and Brazil 
would be affected. The Corporation could be considered a State Trading Enterprise such as those 
which the U.S. is trying to dismantle under the WTO. Also price support and income support 
(depending on how they are constructed) could be subject to WTO challenge. 

Govemment Involvement - None fl-om USDA after the initial transition, except to the extent of 
govemment involvement in administration of the program by the Corporation. This option has 
many potential legal problems as it would appear to involve delegating governmental functions to 
a private group and possible violation of the U.S. Constitution. It is difficult to perceive how the 
private Corporation would, without an infi-astructure or police force, monitor nationwide tobacco 
production. Furthennore, the system would appear to necessarily involve some continued 
government oversight which would seem to lead to the conclusion that the option would simply 
continue the current program in a new, but less effective manner. 

Total Cost of Option - Estimated at $20 billion over a several year period. 

s:\director\ fo_draft\concept. 5 
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VARIOUS TOBACCO BILLS 

@014 

mi 

hm 

Tobacco Community 
Revitalization Trust Fund of 
S28.S billion. Mdniescomc 
from Bctticvent fiinds 
Gollcsiol from tobacco 
maniiftcbnn add impMters, 
[See 101.102,5^911-912] 

Payments to quota ownen (np 
to SiAh) aad tenints for 
production losses from 
bueline levds (totaling about 
$15.8 billion). Quota and no­
net-cost price support loan 
programs noinUined with 
some technical changes. (Sec 
201, Sec 921] 

AU costs for extension 
tcrvicei. crap insurance, loan 
program adininî atiaa, leaf 
gnding and inspection, and 
odier activities associated with 
lobacco produedon will be 
paid from Tmst fund (totaling 
about S2.S billion). [Sa 202, 
Sec 922] 

•Annual economic 
development pants of $300-
3S0 milUon for 25 years 
(totBllng$8.3 billion). [Sec 
203. Sec 923] 
•Assistance for ̂ ispbeed 
industry werkerii (not more 
than S500 milUoii). [Sec 301, 
Sec 931] 
'Hieher education grants for 
tobacco fbmi faojillies (SI.4 
billion). [Sec 30^ See 932] 

Agriculcure aeotor inunune to 
leek of nanufactiuRr 
compliance with national 
lettlcment legislation. [Sec 
401, Sec 941] 

Tobacco Transition Account, 
within the National Tobacco 
SettleiDont Trust Fund, fimded 
at S15 billion. [Sec 101, 301] 

Quota oMier buyout (S8/lb) 
and tenant compensation 
(S1.20/lb) (totaling about 
S14.7 billion widi 100% 
participation). Mandatoiyend 
to quota program and 3-year 
phase out of price support 
loan program. [Sec 102-lOS, 
201-202,211] 

No provision 

Annual communis economic 
development ̂ ants for 3 years 
(totaling S300 million). [Sec. 
I l l ] 

No proviBion 
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VARIOUS TOBACCO BILLS 

ff.r »'! 

TpbSiiâ (*,7̂ iinsH!î ^ 

Tmst Fund (widi numiea from 
higher excise taxes) expected 
to spend 513 billion on 
fanners and lural 
dcvdopmont [Sec 101, 
subsection 2B15] 

Tobacco Transition Account 
of 51£ billion. [Sec 101,811, 
841-842] 

Quota bvyout offer to ownen 
(S4/lb), and lessee 
compensation ofier (S4yib) 
($9.2 billion exposure vath 
100% panicipation). [Sec 
411-414] 

Quota owner buyout (S8/lb) 
and tenant compensation 
(S1.20/lb) (totaling about 
S14.7 billion widi 100% 
participation). Mandatoiy end 
to quota program and 3-year 
phase out of price support 
loan program. [Sec 812-814] 

No provision No provision 

Annua] cnnmunî  economic 
development grants for 3 years 
(totaling S3,8 biUion). [Sec 
431] 

•Annual community economic 
devielopmcnt grants for 3 years 
(totaling S300 million), [Sec. 
821] 
•Assistance for displaced 
iaduBtiy workers (not more 
than SSOO million). [Sec 816] 
•Education grants for farm 
families (about S1.4 billion). 
[Sec 817] 

No provision No provision 
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VARIOUS TOBACCO BILLS 

Congressional Research Service and 
Tobacco and Peanuts Division - FSA - USDA 
s:\dirBctor\fo_draft\tob_bils.wpd 



> - Privatized Program 

i i rease as price supports 
tvered. 

J decline lo near world 

% ly unchanged. 

. cent would be eliminated. 

vould increase as exports 
Would have less impact on 
and minority farmers than 
ns 2 and 4. 

r~ 

^ ts up as prices lowered. 
° implications possible, 
r- ~" • 

g ly phased out 

S total $25 to $30 billion. 
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TNTROPUCnON 

Five separate tobacco program options (including abolishing the Federal Govemment 
program) are considered in this package. These options cover all lobacco curremly under the 
quota program—about 98 percent of total production. Flue-cured and burley tobacco comprise 94 
percent of U.S. production. Fluc-cured is grown mainly in North Carolina, South Carolina, 
Georgia and Virginia and burley mainly in Kentucky and Tennessee. Both of these tobaccos are 
used mostly in cigarettes. 

Other quota tobaccos are used mainly for snuff, chewing and smoking tobacco. They are 
grov»m primarily In Kentucky, Tennessee, Virginia and Wisconsin. 

The analysis assumes that current U.S. Government policy and representation with regard 
to foreign market access and export trade will remain unchanged. It also assumes that the import 
Tariff Rate Quota (TRQ) will remain in effect for options which do not feature increasing world 
market price orientation. For those which do, the analysis assumes the TRQ would remain in 
place for an initial period. 

The purpose of this paper is to enumerate options for tobacco quota holders and tobacco 
producers. 

The Options are: 

1 Continue Current Program • Minimal Changes 

2 Continue Current Program - Substantial Changes 

3 Tobacco Income Maintenance Program (similar to Ford Bill) 

4 Tobacco Quota Buyout - No Replacement Program (similar to Lugar Bill) 

5 Privatized Tobacco Program (similar to Robb Bill) 

s :\director\fo_draft\concept. 0 
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TOBACCO PHOCPAM OmON - Ui 

CONTINUE CURRENT PROGRAM - Minimal Changes 

Background: 

The U.S. Govemment has operated a price support-production control program for tobacco since 
the 1930s. In exchange for limiting production, producers are assured minimum prices. Until the 
No-Net-Cost Tobacco Program Act of 1982. any losses in operating the program were paid by 
the govemment. This 1982 Act required that to be eligible for price support, producers of all 
kinds of tobacco, beginning with the 1982 crop, had to pay assessments to an account established 
by the cooperative association that makes Federal support loans available to producers. The 
fiinds are collected to cover potential losses in operating the price support program. Since 1986, 
purchasers of burley and flue-cured tobacco have been required to contribute to the No-Net-Cost 
operation of the program. 

Under the loan program, a suppon price (loan rate) is established for each grade of tobacco. If 
the buyers are not willing to bid at least the Govemment loan rate for any lot of tobacco, an 
eligible producer may receive the lot's designated loan rate less any overhead deduction to cover 
the loan association's administrative costs. The tobacco is then taken by a cooperative 
association. Under an agreement with the government's Commodity Credit Corporation (CCC), 
the association arranges for receiving, redrying, packing, storing, and eventually selling the 
tobacco under loan. 

Under this option, tobacco producers would continue to vote in triennial referenda to determine if 
the program should continue. Annual marketing quotas and price support levels would be 
established based on supply and demand criteria and changes in cost of production and prices 
received by producers, as set forth in current legislation. Quotas would continue to be prorated 
to individual farms based primarily on historical production for the unit. The following current 
program provisions would remain: 

Transfer of quotas between farms restricted to within county except for the State of 
Tennessee where burley tobacco can be transferred to any other county in the State. 

No-Net-Cost program provisions remain unchanged. 

Variation: 

• However, under this option USDA's administrative cost of operating the tobacco program 
could be funded by the Tobacco Settlement. 
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TOBACCO PROGRAM OPTION. ti\ 2 

IMPACT5S; 

Production - Tobacco would continue to be grown in traditional producing regions. Overall 
production would decline fi-om current levels over a 10 year period by about one-third because of 
increased costs of cigarettes (retail prices are estimated to rise about $1.50 per pack) attributable 
to the $368.5 billion Tobacco Settlement. 

Prices - Producer prices could decline a little because of increased cigarette prices caused by the 
Tobacco Settlement. 

Regional Impact - The distribution of production in growing areas would remain unchanged. 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
decline in value of quota will reach about $250 million annually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered. There would be no legalAVorld Trade Organization 
(WTO) problems. 

Government Involvement - Would remain the same; however, to further minimize Govemment 
involvement and help eliminate the subsidy issue, could have USDA's program administrative 
costs paid by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at $43.4 million. 

s:\director\fo_draft\concept. 1 
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TOBACCO PROGRAM OPTION . #2 

CONTINUE CURRENT PROGRAM - Substantial Changes 

Background: 

The U.S. Government's price support-production control program has largely constrained 
production to historical production regions. Furthermore, it has assured producers prices that are 
somewhat above competitive equilibrium levels. Without going to a firee market, the program 
could be changed to permit production to move to the most efficient production areas. 

Assuming other components of the current program remain unchanged, the following scenarios 
are suggested for the current program: 

1) Permit tobacco quota to be transferred freely from county to county within Slates. 

2) Permit tobacco quotas to move freely from State to State within the current tobacco belt. 

3) Permit tobacco quotas to move freely within the U.S. 

4) With the 3 scenarios cited above, gradually ratchet down the price support level. 

Unlike options three, four and five, there would be no Govemment payments to quota holders. 
This option attempts to capture the effects of greater flexibility of quota movement and more 
world competitive prices. Also, this option could include having all USDA administrative costs of 
the tobacco program funded by the Tobacco Settlement, 
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TOBACCO PROGRAM OPTION - Ul 2 

IMPACTS; 

Production - Total tobacco production would increase as demand rises as price support levels are 
ratcheted down near world levels. Production would move from less efficient to more efficient 
areas, Flue-cured production would shift from the Nonh Carolina-Virginia piedmont to the 
coastal Carolinas and Georgia-Florida. Buriey production would shift away firom fringe areas 
such as North Carolina and West Virginia to Kentucky. It is doubtfiil much production would 
occur outside traditional areas due to a lack of infrastructure for producing and selling the crop 
and a lack of expertise for growing the crop. Also, soils and climate may not be conducive to 
tobacco production in some areas. 

Prices - Prices would decline because of lower supports. 

Regional Impact - The distribution of production would change with some regions gaining 
economic activity and others losing. The magnitude of change would increase if quotas could be 
transferred across State lines within current production areas. Some additional change, though 
likely not much beyond the across State line movement, would occur if quotas could be 
transferred nationwide. 

Rent/Lease Costs - Rental and lease costs to p -oducers would decline. Quota owners' incomes 
would decline significantly. The decline in the n̂nual quota value might be around $250 million 
after 10 years, 

Operating Unit - Size of operating units would increase considerably and the number of 
operating units would decline sharply from the current 124,000. Furthermore, minimum resource 
farms (many operated by minority farmers) wot Id discontinue production of tobacco. 

Trade - U.S. exports would increase and imports would decline as manufacturers switched back 
to U.S. leaf The magnitude of the trade changes would depend on the amount the price support 
is reduced. This option is not expected to have any WTO implications. This option would, 
however, impact other countries as the U.S. became more competitive in the world market. 
Canada, Zimbabwe, Malawi, Argentina and Bra l̂ are some of the countries that would be 
affected. 

Government Involvement - Would remain unchanged except that more States but fewer 
producers and quota holders might be involved.: 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at $43.4 million and could be funded by the Tobacco Settiement. Program 
administrative costs could decrease slightly, but insurance costs could increase as tobacco 
production moves closer to coastal rê ons. 

s:\director\fo_draft\concept.2 
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mAfr^) pFO*^^^^ OPTION - n 

TOBACCO INCOME MAINTENANCE PROGRAM • (similar to the Ford BUl) 

Background: 

Cong^=« U <h. impact. Tob^co S . « w ^ ^ ^ ^ 
estimled that the smlemrat w.11 US. ' f ' > ^ ^ ' ° ^ ^ ^ about $70 miffion annually. 

Tbe basic idea m an income -tenance ^^^^^^^ of 
producers will continue to receive a specified P̂ f̂ ^̂ '̂̂ êf̂ ^̂ ^̂ ^ a specified income 
what happens to demand and price for their P/°̂ ""̂ ^̂ ^̂ ^ Jf^uy a certain amount of 
would be to provide a ̂ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ increases geared to 
tobacco at a specified pnce. This '""f̂ ^̂ *: ̂ f̂;' '̂  ° ^ not reflect supply and demand 
specified purchase reductions. However, this »PPf°*'̂ ^̂ °̂'"'̂ ^̂  
conditions and could be counter to U.S. agreements w.th the WTO, 

mother means of mainuinmgproducer̂ ^̂ ^̂ ^ 
on the amount production dechnes due to the f Ĵ ^^^^^ , rices in a specified 
prespecified base period. Prices in effect dunng the curren ye« or » « g P ^^^^ 

industry would have WTO problems. 

r„con..n^nt««n«p™sra.stM^^^^^^^ 
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TOBACCO PROGRAM OPTION - #3 

TOBACCO INCOME MAINTENANCE PROGRAM - (similar to the Ford BiU) 

Background: 

A major concem of tobacco producers' groups and many others including the Administration and 
Congress is the impact a Tobacco Settlement would have on producers* incomes. USDA has 
estimated that the settlement will cause U.S. tobacco production to decline fi-om current levels by 
one-third over a 10 year period and result in a drop in cash receipts of about $70 million armually. 
Consequently, various ways to assure producers income continuity have been proposed. 

The basic idea in an income maintenance or revenue assurance program is that a group of 
producers will continue to receive a specified percentage of income of a base period regardless of 
what happens to demand and price for their product. One way to achieve a specified income 
would be to provide a strong incentive for tobacco manufacturers to buy a certain amount of 
tobacco at a specified price, This incentive might involve cigarette tax increases geared to 
specified purchase reductions. However, this approach would not reflect supply and demand 
conditions and could be counter to U.S. agreements with the WTO. 

Another means of maintaining producer income would be to make payments to producers based 
on the amount production declines due to the efifects of the Tobacco Settlement compared with a 
prespecified base period. Prices in effect during the current year or average prices in a specified 
base period could be used to gauge the loss in income. But, the income program would have to 
be designed to be WTO consistent; othenvise the program would undermine the current TRQ 
regime Generally, m order to be WTO consistent, payments to farmers could not be conditioned 
on current production. Too, any plan that involved compelling domestic purchases by the 
industiy would have WTO problems. 

Income maintenance programs tied to current production would create issues under the provisions 
of the General Agreement on Tariffs and Trade (GATT) as defined by Article 13 of the GATT 
Agricultural Agreement and Article S of the Subsidy Agreement and hence could lead to 
retaliation or the need for fiirther negotiations under Article 28 of the GATT. Furthermore, 
regarding purchasing, GATT Article 3 explicitly prohibits domestic content requirements. 
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TOBACCO PROGRAM OPTTON - 2 

IMPACTS: 

Production - Tobacco would continue to be grown in traditional growing areas. Overall 
production would decline about one-third over a 10 year period because of increased costs of 
cigarettes attrituable to the Tobacco Senlement. 

Prices - Prices could decline slightly because of increased cigarette prices caused by the Tobacco 
Settlement, 

Regional Impact - The distribution of production in growing areas would remain unchanged, 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
estimated decline in the value of quota will reach about $250 million aimually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered. However, there might be WTO implications if 
income support was tied to production or used as a production incentive and could produce 
retaliation. 

Government Involvement - Would remain the same; however, to fiirther minimize Govemment 
involvement and help eliminate the subsidy issue, have USDA's program admiiustrative costs paid 
by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 199S are 
projected at $43.4 million. Cost of an income support program could vary greatiy depending on 
the nature of the programs and could be as high as $1 billion annually. 

s:\director\fo_draft\concepi.3 
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TOBACCO PROGRAM OPTTON . Ud 

TOBACCO QUOTA BUYOUT - NO REPLACEMENT PROGRAM - (similar to the Lugar 
Bill) 

Background: 

Because of an expected decline in demand associated vwth the proposed tobacco settlement, 
several govemment officials and other interested parties have discussed how to provide economic 
assistance to tobacco producer!!, quota owners and tobacco farming communities. 

Ideas about economic assistance are broad-based. However, a key element has included buyout 
or retirement of quotas. A buyout of quota and payment to nonquota owning producers would 
serve dual purposes. First, it would provide retirement, retraining or reinvesting fiinds for current 
tobacco produaion stakeholders and second, it would remove the Federal govemment ftom its 
perceived role of supporting tobacco through its role in operating the tobacco price support-
production control program. 

A quota buyout could be all-at-once or spread over a number of years. A gradual phaseout is 
preferable because of the severe disruptions that would occur if the 60 year tobacco program 
were suddenly tenninated. Uncertainty about production and prices would create severe 
problems for farmers in obtaining operating and capital investment loans. 

Several questions are raised relative to a quota buyout. Among these are: 1) Who are the relevant 
stakeholders,,!̂ ., quota owners, tenants, hired workers, tobacco warehouse operators and local 
businesses? Should all tobacco producers, including those producing non-supponed tobacco, be 
included? Where do you draw ihc line? 2) What is a fair price for quota? Is it $8.00 per pound 
as proposed in several bills that have been introduced in Congress? Or is it closer to $2.00 per 
pound, the current selling price of lobacco quota? Perhaps it is somewhere in-between. The 
$8.00 reflects a 5 percent capitalization rate of an annual quota lease of 40 cents per pound for 20 
years and reflects the value associated with essentially a lifetime commitment in human and 
financial resources to tobacco production. The lower figure - $2.00 per pound - reflects the 
discounted value associated with an expected Sryear life of the current tobacco program. 3) How 
much should tenants receive? Clearly, they also have human and capital mvestments in continuing 
tobacco production. But, on the whole, their investments are not as large as the quota owners. 
Some have suggested compensation for them at one-half the rate for the quota owners. 4) What 
would happen to existing loan stocks? Loan stocks would have to be repriced to move them into 
the trade. Making up losses on loan repayments for higher priced leaf would be a problen^ and 
would need to be addressed in any buyout, and 5) If the program is phased out over 3, 5, 7 or 
some other time frame what happens to price supports? Perhaps price supports could be lowered 
by 25 percent the first year and progressively reduced fiirther until the program is completely 
terminated. 
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TOBACCO PROGRAM OPTTON - #4 2 

IMPArTSi 

Production - Total tobacco production would increase without a program. Flue-cured 
production might mcrease by one-half to two-thirds above the 1995-97 level and burley 
production might rise one-fourth to one-third. Production would move from less eflScient to 
more efficient areas. Flue-cured production would shifl firom the North Carolina-Virginia 
piedmont to the coastal Carolinas and Georgia-Florida. Burley production would shift away fi-om 
fringe areas such as Nonh Carolina, West Virginia and eastern Kentucky to other areas of 
Kentucky. It is doubtful much production would occur outside traditional areas due to a lack of 
infrastructure for producing and selling the crop and a lack of expertise for growing the crop, 
Also, soil and climate may not be conducive to tobacco production in some areas. 

Prices - Prices would decline. Prices might decline by 40 cents to 50 cents per pound reflecting 
the elimination of marketing privilege costs (rent, lease, purchase of quota) and the greater 
efficiencies associated with movement of production to larger lower-cost operations. 

Regional Impact - The distribution of production could change markedly with some higher cost 
regions such as the Virginia-Nonh Carolina piedmont. Eastern Kentucky and Western North 
Carolina losing considerable economic base. Furthermore, minimum resource famis (many 
operated by minority farmers) in these and other tobacco growing areas would be especially hard 
hit. 

Rent/Lease Costs - Rental and lease costs for the rights to market tobacco would be eliminated 
or phased out (only the cost of using the land itself would continue). Quota owners incomes 
would be elimiiiated or phased out. 

Operating Unit - Size of operating units would increase significantly and number of producers 
would decline sharply. 

Trade - U.S. leaf exports would increase and imports would decline as manufacturers switched 
back to U.S. leaf. The magnitude of the trade changes would be significant and U.S. exports 
could increase as much as 25 percent based on a 50 cent farm level price decline. There would be 
an impact on other producing countries as U.S. leaf became more competitive in the world 
market, Canada, Zimbabwe, Malawi, and Brazil are some of the countries afi'ected. There should 
be no WTO implications, as long as the buyout payments were not conditioned on continued 
production but were based on something else such as participation in the industry during some 
base period. Repriced loan stocks moved into trade could be subject to WTO challenge under the 
Agreement on Subsidies and Countervailing Measures, including countervailing duties. 

Government Involvement - Price supports and production controls would be phased out. 
Domestic grading, import grading and pesticide testing, market news services and expon 
certification services provided by the Agricultural Marketing Service, USDA, could continue. 
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TOBACCO PROGRAM OPTTON - M 3 

Total Cost of Option - USDA costs would decline and eventually approach or reach zero. Total 
costs of buying out quota would likely be absorbed by tobacco product manufacturers and could 
vary widely depending on who was compensated and how much they receive. For example, the 
cost of paying $8.00 per pound to quota holders would total $13 to $14 billion. Other stake 
holder costs could more than double this figure. 

s: \director\fo_drafl;\concept .4 
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TOBACCO PROGRAM nPTTQ]^ - ffc 

PRIVATIZED TOBACCO PROGRAM - (similar to the Robb BiU) 

Background: 

I.'̂ ^Y1n operated a price support-production control program for tobacco since 
, J - J r ? P̂ ogrâ  has caused the farm's assigned marketing quota to have a capitalized 

value which is mcorporated in land valuations, loan debts and related business transactions Most 
tobacco producers favor a tobacco program much Uke the program described in Option #1 tiie 
cun-ent tobacco program. However, with the continued controversy over the dangers of stroking 
and health related concerns, many people feel tiiat it is time to "get tiie Govenunent out of 
tobacco production". 

Under a privatized tobacco program. Congressional approval fertile establishment of a Tobacco 
Corporation to oversee and administer the tobacco program would be needed. This Tobacco 
Corporation's Board of Directors, composed of all segments of the tobacco industry, would 
operate the tobacco program much like the oversight cunently provided by USDA iil its tobacco 
program admmistration. The Corporation, with fiinds received fi-om any Tobacco Settlement 
legislation would: 

Reimbiirse quota owners at $8.00 per pound for the equity value of their tobacco 
marketing quotes. Payments could be spread over a cenain number of years as fijnds 
become available to the Corporation. 

Provide income suppon payments to tobacco producers to help in die transition to a world 
market price for U.S. produced tobacco. 

Provide community development grants to tobacco communities adversely affected by loss 
of tobacco economies. 

The Tobacco Corporation would issue licenses (the equivalent of quotes) to cunent tobacco 
producers. These Ucenses would be nontransferable and adjusted annually by the Corporation 
based on the anticipated purchases of cunent crop tobacco. Price support would be provided but 
graduaUy reduced fi-om current levels until U.S. tobacco is priced competitively with worid 
tobacco pnces. The price suppon levels would be establUhed by the Tobacco Corporation and 
funds for admimstenng the program would be bonowed from fiinds acquired from the Tobacco 
Settlement. 

Tobacco producere would continue to vote in triennial referenda to detennine if tiie Corporation's 
tpbacco program would continue. The USDA would provide infonnation necessary to the 
Tobacco Corporation to initially establish the licenses for tobacco producers The Tobacco 
Corporation could contract with traditional tobacco loan associations to help administer the 
pnvatized tobacco program to producers or with any other group of producers as deemed 
appropriate by the Board of Directors. 
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TOBACCO PROGRAM OPTTON > UK 

IMPACTS; 

Production - Tobacco would continue to be grown in traditional growing regions. However, as 
price supports were lowered, production would increase. 

Prices - Prices to producers would decline over a set number of years imtil the U.S, market price 
for tobacco is comparable to world tobacco market prices. Market transition payments would be 
made to producers over a set number of years during the period necessary to meet world market 
prices as determined by the Corporation. 

Regional Impact - The distribution of production in growing areas would likely change. As 
prices fall it is likely that less efficient producers would be forced out of business. Flue-cured 
production would move out of the piedmont to coastal areas and buriey production would 
become more concentrated in central Kentucky, 

Rent/Lease Costs - Rental and lease costs would be eliminated. 

Operating Unit - Size of operating units would initially remain relatively stable since licenses 
would be issued to cunent producers who have been renting or leasing quota from varioiw quota 
owners. Then, as exports grow, the average size of operating units would increase. 

Trade * U.S. leaf exports would increase and impons would decline as manufacturers switched 
back to U. S. leaf The magnitude of the trade changes would depend on the amount farm level 
prices dropped. However, production in Canada, Zimbabwe, Malawi, Argentina, and Brazil 
would be afiR êd. The Corporation could be considered a State Trading Enterprise such as those 
which the U.S. is trying to dismantle under the WTO. Also price support and income support 
(depending on how they are constructed) could be subject to WTO challenge. 

Govemment Involvement - None from USDA after the initial transition, except to the extent of 
govemment involvement in administration of the program by the Corporation. This option has 
many potential legal problems as it would appear to involve delegating governmental functions to 
a private group and possible violation of the U.S. Constitution. It is difficult to perceive how the 
private Corporation would, without an infrastmcture or police force, monitor nationwide tobacco 
production. Furthermore, the system would appear to necessarily involve some continued 
government oversight which would seem to lead to the conclusion that the option would simply 
continue the current program in a new, but less effective manner. 

Total Cost of Option - Estimated at $20 billion over a several year period. 

s:\directoi\ fb_draft\concept.5 
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VARIOUS TOBACCO BILLS 

S1014 

Tobacco Conununity 
Revitalization Trust Fund of 
S28.5 billion. Mbnicscomc 
firom ictdcment fiinds 
collected from tobacco 
maniifochinn ai)|d impMtsrs. 
[See 101.102. Sec 911-912] 

Payments to quota ownen (op 
to S8/Ib) Bad tenpnts for 
production losses firom 
bueline levels (tbtaling about 
S1S.8 billion), (̂ uoia and no­
net-cost price support loan 
pregranu nointsined wiib 
some technical changes. (Sec 
201, Sec 921] 

All costs for extension 
cervices, crap insurance, ban 
program administratioa, leaf 
grading and inspection, and 
odier activities associated widi 
lobacco produedpn will be 
paid from Trust Pund (totaling 
about S2.5 billion). [See 202, 
Sec 922] 

•Annual economic 
devdopment graiits of $3 00< 
3S0 million lor 25 years 
(totaling $8.3 billion). [Sec 
203. Sec 923] 
•Assistance for ̂ splBced 
industiy woikersl (not more 
than SSOO nuilioii). [Sec 301, 
Sec 931] 
•Hiehcr education grants for 
tobacco ftmi fiujillles (S1.4 
billion). [Sec 30i See 932] 

Agriculture secu^ inunune to 
lack of manufactjuRr 
compliance withtnationsi 
aettiemeat legislation. [See 
401, Sec 941] I 

Tobacco Transition Account, 
within the National Tobacco 
Settlement Trust Fund, fimded 
at $1S billion. [Sec 101, 301] 

Quota owner buyout ($8/lb) 
and tenant compensation 
($1.20/lb) (totaling about 
$14,7 billion widi 100% 
participaiion). Mandatoiyend 
to quota program and 3-year 
phase out of price support 
loan program. [Sec 102-105, 
201-202,211] 

No provision 

Annual community economic 
development ̂ ants for 3 years 
(totaling $300 million). [Sec. 
I l l ] 

No provision 
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VARIOUS TOBACCO BILLS 

Ttusi Fund (with monies firom 
highor excise taxes) expected 
tospendS13 billion on 
fanners and iwal 
dcvetopnisnt [Sec 101, 
subsection 2815] 

Quota buyout ofCsr to ownen 
(S4/lb), and lessee 
compensation ol&r (S4/lb) 
($9.2 billion exposure >vith 
100% participation). [Sec 
411-414] 

Tobacco Transition Account 
ofS16binion.[Sec 101,811, 
841-842] 

Quota owner buyout (S8Ab) 
and tenant compensation 
(S1.20/lb) (totaling about 
$14.7 billion widi 100% 
participation). Mandatoiy end 
to quota program and 3-year 
phase out of price support 
loanpropam. [Sec 812-814] 

No provision No provision 

Annua] conununity economic 
develapment grants for 3 years 
(totaling $3.8 biUion). [Sec 
431] 

•Annual community economic 
development grants for 3 years 
(totaling $300 million). [Sec. 
821] 
•Assistance for displaced 
industry woricers (not more 
than $500 miUion). [Sec 816] 
•Education grants lor £mn 
families (about $1.4 billion). 
[Sec 817] 

No provision No provision 
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USDA SECRETARY 

USDA-FFAS 

1^011 
1^016 

VARIOUS TOBACCO BEXS 

Tobacco Community 
Revitalization Trust Fund 
fimded by amounts fiom any 
national tobacco setdement 
legislatioiL 

Quota owner biqrout (S8/lb) 
and transition payments fi>r 
active tobacco produoen (S2 
per pound paid over 5 years). 
Provides for Tobacco Farmer 
Individual Retirement 
Accounts. 

After initial startup of 
privatized eorporation -
minimal USDA involvement 

Tobacco Conununity 
Economic Development 
Grants of up to $2S0 nullion 
fbresdiofdieFYB 1999-
2003, plus to be determined 
amounts for FYs 2004>2Q23 

No provision 

Congressional Research Service and 
Tobacco and Peanuts Division - FSA - USDA 
s:\director\fo_draft\tob_bUs,'wpd 
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INTRODUCTION 

Si 002 

Five separate tobacco program options including abolishing the Federal Govemment 
program) are considered in this package. These options cover all tobacco currently under the 
quota program-about 98 percent of total production. Flue-cured and burley tobacco comprise 94 
percent of U.S. production. Fluc-cured is grown mainly in North Carolina, South Carolina, 
Georgia and Virginia and burley mainly in Kentucky and Tennessee. Both of these tobaccos are 
used mostly in cigarettes. 

Other quota tobaccos are used mainly for snuff, chewing and smoking tobacco. They are 
grown primarily In Kentucky, Tennessee, Virginia and Wisconsin. 

The analysis assumes that current U.S. Government policy and representation with regard 
to foreign market access and expon trade will remain unchanged. It also assumes that the import 
TarifFRatc Quota (TRQ) will remain in effect for options which do not feature increasing world 
market price orientation. For those which do, the analysis assumes the TRQ would remain in 
place for an initial period. 

The purpose of this paper is to enumerate options for tobacco quota holders and tobacco 
producers. 

The Options are: 

1 Continue Current Program • Minimal Changes 

2 Continue Current Program - Substantial Changes 

3 Tobacco Income Maintenance Program (similar to Ford Bill) 

4 Tobacco Quota Buyout - No Replacement Program (similar to Lugar Bill) 

5 Privatized Tobacco Program (similar to Robb Bill) 

5:\director\fo_draft\concept.O 
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TOBACrO PROGRAM OPTTON • m 

CONTINUE CURRENT PROGRAM - Minimal Changes 

Background: 

The U.S. Government has operated a price support-production control program for tobacco since 
the 1930s. In exchange for limiting production, producers are assured minimum prices. Until the 
No-Net-Cost Tobacco Program Act of 1982, any losses in operating the program were paid by 
the govemment. This 1982 Act required that to be eligible for price support, producers of all 
kinds of tobacco, beginning with the 1982 crop, had to pay assessments to an account established 
by the cooperative association that makes Federal support loans available to producers. The 
fiinds are collected to cover potential losses in operating the price support program. Since 1986, 
purchasers of burley and flue-cured tobacco have been required to contribute to the No-Net-Cost 
operation of the program. 

Under the loan program, a suppon price (loan rate) is established for each grade of tobacco. If 
the buyers are not willing to bid at least the Government loan rate for any lot of tobacco, an 
eligible producer may receive the lot's designated loan rate less any overhead deduction to cover 
the loan association's administrative costs. The tobacco is then taken by a cooperative 
association. Under an agreement with the government's Commodity Credit Corporation (CCC), 
the association arranges for receiving, redrying, packing, storing, and eventually selling the 
tobacco under loan. 

Under this option, tobacco producers would continue to vote in triennial referenda to determine if 
the program should continue. Annual marketing quotas and price suppon levels would be 
established based on supply and demand criteria and changes in cost of production and prices 
received by producers, as set forth in current legislation. Quotas would continue to be prorated 
to individual farms based primarily on historical production for the unit. The following current 
program provisions would remain: 

Transfer of quotas between farms restricted to within county except for the State of 
Tennessee where buriey tobacco can be transferred to any other county in the State. 

No-Net-Cost program provisions remain unchanged. . -

Variation: : • • •:••••̂ v''̂ ';̂ •'•'%'l̂ •̂'f-

• However, under this option USDA's administrative cost of operating the tobaccK) jprbĝ raiib : 
could be funded by the Tobacco Settlement. 
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TQBArrO PROnRAM OPTTON . U\ 2 

iMPArrs: 

Production - Tobacco would continue to be grown in traditional producing regions. Overall 
production would decline firom current levels over a 10 year period by about one-third because of 
increased costs of cigarettes (retail prices are estimated to rise about Sl.SO per pack) attributable 
to the $368.5 billion Tobacco Settlement. 

Prices - Producer prices could decline a little because of increased cigarette prices caused by the 
Tobacco Settlement. 

Regional Impact - The distribution of production in growing areas would remain unchanged. 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
decline in value of quota wiW reach about $250 million annually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered. There would be no legal/Worid Trade Organization 
(WTO) problems. 

Government Involvement - Would remain the same; however, to further minimize Govemment 
involvement and help eliminate the subsidy issue, could have USDA's program administrative 
costs paid by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at $43.4 million. 

s:\director\fo_draft\conccpt. 1 
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TORACrO PROGRAM OPTION • #2 

CONTINUE CURRENT PROGRAM - Substantial Changes 

Background: 

The U.S. Government's price suppon-production control program has largely constrained 
production to historical production regions, Furthermore, it has assured producers prices that are 
somewhat above competitive equilibrium levels. Without going to a ftee market, the program 
could be changed to permit production to move to the most efficient production areas. 

Assuming other components of the currem program remain unchanged, the following scenarios 
are suggested for the current program: 

1) Permit tobacco quota to be transferred freely firom county to county within States. 

2) Permit tobacco quotas to move freely from State to State within the current tobacco belt. 

3) Permit tobacco quotas to move freely within the U.S. 

4) With the 3 scenarios cited above, gradually ratchet down the price support level. 

Unlike options three, four and five, there would be no Govemment payments to quota holders. 
This option attempts to capture the effects of greater flexibility of quota movement and more 
world competitive prices. Also, this option could include havmg all USDA administrative costs of 
the tobacco program funded by the Tobacco Settlement. 
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TOBACCO PROGRAM OPTION - Wl 2 

IMPACTS: 

Production - Total tobacco production would increase as demand rises as price support levels are 
ratcheted down near worid levels. Production would move from less efficient to more efficient 
areas, Flue-cured production would shift from the Nonh Carolina-Virginia piedmont to the 
coastal Carolinas and Georgia-Florida. Buriey production would shift away from fringe areas 
such as North Carolina and West Virginia to Kentucky. It is doubtful much production would 
occur outside traditional areas due to a lack of infrastructure for producing and selling the crop 
and a lack of expertise for growing the crop. Also, soils and climate may not be conducive to 
tobacco production in some areas. 

Prices - Prices would decline because of lower supports. 

Regional Impact - The distribution of production would change with some regions gaining 
economic activity and others losing. The magnitude of change would increase if quotas could be 
transferred across State lines v̂ thin current production areas. Some additional change, though 
likely not much beyond the across State line movement, would occur if quotas could be 
transferred nationwide. 

Rent/Lease Costs - Rental and lease costs to 
would decline significantly. The decline in the 
after 10 years, 

p'od 

Operating Unit - Size of operating units woulc 

iucers would decline. Quota owners' incomes 
annual quota value might be around $250 million 

increase considerably and the number of 
operating units would decline sharply from the current 124,000. Furthermore, minimum resource 
farms (many operated by minority farmers) woi Id discontinue production of tobacco. 

Trade - U.S. exports would increase and imports would decline as manufacturers switched back 
to U.S. leaf The magnitude of the trade changes would depend on the amount the price support 
is reduced. This option is not expected to have any WTO implications. This option would, 
however, impact other countries as the U.S. became ihore competitive in the world market. 
Canada, Zlrnbabwe, Malawi. Argentina and Bra,zil are some of the countries that would be 
affected. 

dbveirinmehtTnv • v/ould reinain uhchahged except that liiore States but fewer 
pfodiicefs and quota holders inight be involved. 

Total Cost of Option - USDA estimated cost i;elated to tobacco activities for FY 1998 are 
projected at $43.4 million and could be funded by the Tobacco Settlement. Program 
administrative costs could decrease slightly, but insurance costs could increase as tobacco 
production moves closer to coastal regions. 

s:\dlrector\fo_draft\concept.2 
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TOBACCO INCOME MAINTENANCE PROGRAM - (sinul̂  to .h. Pord Bffl) 

Background: 

producers continu. to r«e.v. a specified P««™"e"' „ ^ ^ j . ^ , ,pecifi«i income 
L t o happ«.8 to de»«nd .nd price for ̂ ^ ^ ^ ^ ^ ° ' ^ Z o buy . c«,.in «nount of 
would be to provide . strong mcentive for , „ leases ge«ed to 

Another me«,s of n întaiiung producer in^^^^^^ 
on the amount production dedmes due » *« f „ .verage prices in a specfied 
prespecified b.se period. Pnces m ^ " " f * ' J " B ° ^ , \he income program would have to 
base period could be used to gauge t h e f " " ' ° „ ! ^ ' ; , „ ^ ^ undermine the curtent TRQ 
be designed «= be WTO " ' - f ^ ^ ^ i ^ L ' ^ ' : : ^ ^ ^ ^ ^ ^ ' ' " " ' ^ be conditioned 

;;t«n̂rSirto!a%̂nrSoî^̂ ^̂ ^̂^ 
industry would have WTO problems. 

.„m.m.nten.nceprograms.ed.ocu^tp^^^^^^^ 
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TOBACrO PROrHAM OPTION - U3 

TOBACCO INCOME MAINTENANCE PROGRAM - (similar to the Ford Bill) 

Background: 

A major concem of tobacco producers' groups and many others including the Administration and 
Congress is the impact a Tobacco Settlement would have on producers* incomes. USDA has 
estimated that the settlement will cause U.S. tobacco production to decline from current levels by 
one-third over a 10 year period and result in a drop in cash receipts of about $70 million armually. 
Consequently, various ways to assure producers income continuity have been proposed. 

The basic idea in an income maintenance or revenue assurance program is that a group of 
producers will continue to receive a specified percentage of income of a base period regardless of 
what happens to demand and price for their product. One way to achieve a specified income 
would be to provide a strong incentive for tobacco manufacturers to buy a certain amount of 
tobacco at a specified price. This incentive might involve cigarette tax increases geared to 
specified purchase reductions. However, this approach would not reflect supply and demand 
conditions and could be counter to U.S. agreements with the WTO, 

Another means of maintaining producer income would be to make payments to producers based 
on the amount production declines due to the efferts of the Tobacco Senlement compared with a 
prespecified base period. Prices in effect during the current year or average prices in a specified 
base period could be used to gauge the loss in income. But, the income program would have to 
be designed to be WTO consistent; otherwise the program would undermine the current TRQ 
regime. Generally, m order to be WTO consistent, payments to farmers could not be conditioned 
on current production, Too, any plan that involved compelling domestic purchases by the 
industry would have WTO problems. 

Income maintenance programs tied to current production would create Issues under the provisions 
of the General Agreement on Tariffs and Trade (GATT) as defined by Article 13 of the GATT 
Agricultural Agreement and Article 5 of the Subsidy Agreement and hence could lead to 
retaliation or the need for fiirther negotiauons under Article 28 of the GATT. Furthennore, 
regarding purchasing, GATT Article 3 explicitly prohibits domestic content requirements. 
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TOBACCO PROGRAM OPTION - #3 2 

IMPACTS: 

Production - Tobacco would continue to be grown in traditional growing areas. Overall 
production would decline about one-third over a 10 year period because of increased costs of 
cigarettes attrituable to the Tobacco Settlement. 

Prices - Prices could decline slightly because of increased cigarette prices caused by the Tobacco 
Settlement. 

Regional Impact - The distribution of production in growing areas would remain unchanged, 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
estimated decline in the value of quota will reach about $250 million aimually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered. However, there might be WTO implications if 
income support was tied to production or used as a production incentive and could produce 
retaliation. 

Government Involvement - Would remain the same; however, to fiirther minimize Govemment 
involvement and help eliminate the subsidy issue, have USDA's program administrative costs paid 
by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco artivities for FY 1998 are 
projected at $43.4 million. Cost of an income support program could vary greatly depending on 
the nature of the programs and could be as high as $1 billion annually. 
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TOBACCO PROGRAM OPTTON - Ud 

TOBACCO QUOTA BUYOUT - NO REPLACEMENT PROGRAM - (simUar to the Luear 
Bill) 

Background: 

Because of an expected decline in demand associated with the proposed tobacco settlement, 
several govemment officials and other interested parties have discussed how to provide economic 
assistance to tobacco producers, quota owners and tobacco farming communities. 

Ideas about economic assistance are broad-based. However, a key element has included buyout 
or retirement of quotas. A buyout of quota and payment to nonquota owning producers would 
serve dual purposes. First, it would provide retirement, retraining or reinvesting fUnds for current 
tobacco produaion stakeholders and second, it would remove the Federal govemment ftom its 
perceived role of supporting tobacco through its role in operating the tobacco price support-
production control program. 

A quota buyout could be all-at-once or spread over a number of years. A gradual phaseout is 
preferable because of the severe disruptions that would occur if the 60 year tobacco program 
were suddenly terminated. Uncenainiy about production and prices would create severe 
problems for farmers in obtaining operating and capital investment loans. 

Several questions are raised relative to a quota buyout. Among these are: 1) Who are the relevant 
stakeholders J ^ . , quota owners, tenants, hired workers, tobacco warehouse operators and local 
businesses? Should all tobacco producers, including those produdng non-supported tobacco, be 
included? Where do you draw the line? 2) What is a fiiir price for quota? Is it $8.00 per pound 
as proposed in several bills that have been introduced in Congress? Or is it closer to $2.00 per 
pound, the current selling price of tobacco quota? Perhaps it is somewhere in-between. The 
$8.00 reflects a 5 percent capitalization rate of an annual quota lease of 40 cents per pound for 20 
years and reflects the value associated with essentially a lifetime commitment in human and 
financial resources to tobacco production. The lower figure - $2.00 per pound - reflects the 
discounted value associated with an expected Sryear life of the current tobacco program. 3) How 
much should tenants receive? Clearly, they also have human and capital investments in continuing 
tobacco production. But, on the whole, their investments are not as large as the quota owners. 
Some have suggested compensation for them at one-half the rate for the quota owners. 4) What 
would h^pen to existing loan stocks? Loan stocks would have to be repriced to move them into 
the trade. Making up losses on loan repayments for higher priced leaf would be a problem, and 
would need to be addressed in any buyout, and 5) If the program is phased out over 3, 5, 7 or 
some other time fi-ame what happens to price suppiorta? Perhaps price supports could be lowered 
by 25 percent the first year and progressively reduced further until the program is completely 
terminated. 
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TOBACCO PROGRAM OPTTON - #4 2 

IMPACTS? 

Production - Total tobacco production would increase without a progranL Flue-cured 
production might increase by one-half to two-thirds above the 1995-97 level and buriey 
production might rise one-fourth to one-third. Production would move from less efiScient to 
more efficient areas. Flue-cured production would shifl fi-om the North Carolina-Virginia 
piedmont to the coastal Carolinas and Georgia-Florida. Buriey production would shift away from 
fringe areas such as North Carolina, West Virginia and eastern Kentucky to other areas of 
Kentucky. It is doubtfiil much produrtion would occur outside traditional areas due to a lack of 
infrastructure for producing and selling the crop and a lack of expertise for growing the crop. 
Also, soil and climate may not be conducive to tobacco production in some areas. 

Prices - Prices would decline. Prices might decline by 40 cents to 50 cents per pound reflecting 
the elimination of marketing privilege costs (rent, lease, purchase of quota) and the greater 
efficiencies associated with movement of production to larger lower-cost operations. 

Regional Impact - The distribution of production could change markedly with some higher cost 
regions such as the Virginia-North Carolina piedmont. Eastern Kentucky and Western North 
Carolina losing considerable economic base. Furthermore, minimum resource farms (many 
operated by minority farmers) in these and other tobacco growing areas would be especially hard 
hit. 

Rent/Lease Costs - Rental and lease costs for the rights to market tobacco would be eliminated 
or phased out (only the cost of using the land itself would continue). Quota owners incomes 
would be eliminated or phased out. 

Operating Unit - Size of operating units would increase significantly and number of producers 
would dedine sharply. 

Trade - U.S. leaf exports would increase and imports would decline as manufacturers switched 
back to U.S. leaf. The magnitude of the trade changes would be significant and U.S. exports 
could increase as much as 25 percent based on a 50 cent farm level price decline. There would be 
an impact on other producing countries as U.S. leaf became more competitive in the world 
markrt. Canada, Zimbabwe, Malawi, and Brazil are some of the countries afiisrted. There should 
be no WTO implications, as long as the buyout payments were not conditioned on continued 
production but were based on something else such as participation in the industiy during some 
base period. Repriced loan stocks moved into trade could be subjert to WTO challenge undrt̂  the 
Agreement on Subndies and Countervailing Measures, including countervailing duties. 

Government Involvement - Price supports and production controls would be phased out. 
Domesdc grading, import grading and pesticide tesnng, market news services and expon 
certification scrrices provided by the Agricultural Marketing Service, USDA, could contmue. 
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TOBACCO PROGRAM OPTTON - Hi 3 

Total Cost of Option - USDA costs would decline and eventually approach or reach zero. Total 
costs of buying out quota would likely be absorbed by tobacco product manu&rturers and could 
vary widely depending on who was compensated and how much they receive. For example, the 
cost of paying $8.00 per pound to quota holders would total $13 to $14 billion. Other stake 
holder costs could more than double this figure. 

s:\dirertor\fo_draft\concept.4 
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TOBACCO PROGRAM OPTTON - UK 

PRIVATIZED TOBACCO PROGRAM - (similar to the Robb BiU) 

Background: 

The U.S, Government has operated a price support-produrtion control program for tobacco since 
the 1930s. This program has caused the farm's assigned marketing quota to have a capitalized 
value which is incoiporated in land valuations, loan debts and related business transactions. Most 
tobacco producers favor a tobacco program much like the program'described in Option #1. the 
cun-ent tobacco program. However, with the continued controversy over the dangers of smoking 
and health related concems. many people feel that it is time to "grt the Govemment out of 
tobacco production". 

Under a privatized tobacco program. Congressional approval for the establishment of a Tobacco 
Corporation to oversee and administer the tobacco program would be needed. This Tobacco 
Corporation's Board of Directors, composed of all segments of the tobacco industry, would 
operate the tobacco program much like the oversight currently provided by USDA in its tobacco 
program administration. The Corporation, with funds received from any Tobacco Settlement 
legislation would: 

Reimburse quota owners at $8.00 per pound for the equity value of their tobacco 
marketing quotas. Payments could be spread over a cenain number of years as fUnds 
become available to the Corporation. 

Provide income suppon payments to tobacco producers to help in the transition to a worid 
market price for U.S. produced tobacco. 

Provide community development grants to tobacco communities adversely afferted by loss 
of tobacco economies. 

The Tobacco Corporation would issue licenses (the equivalent of quotas) to current tobacco 
producers. These licenses would be noniransfia-able and adjusted annually by the Corporation 
based on the anticipated purchases of current crop tobacco. Price support would be provided but 
gradually reduced from current levels until U.S. tobacco is priced competitively with world 
tobacco prices. The price support levels would be established by the Tobacco Corporation and 
fiinds for administering the program would be borrowed from fiinds acquired from the Tobacco 
Settlement. 

Tobacco producers would continue to vote In triennial referenda to determine if the Corporation's 
tobacco program would continue. The USDA would provide information necessary to the 
Tobacco Corporation to initially establish the licenses for tobacco producers. The Tobacco 
Corptiration could contrart with traditional tobacco loan associations to help administer the 
privatized tobacco program to producers or with any other group of producers as deemed 
appropriate by the Board of Dirertors. 
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TOBACCO PROGRAM OPTTON . UK 

IMPACTS; 

Production - Tobacco would continue to be grown in traditional growing regions. However, as 
price supports were lowered, production would increase. 

Prices - Prices to producers would decline over a set number of years until the U.S. market price 
for tobacco is comparable to world tobacco market prices. Market transition payments would be 
made to producers over a set number of years during the period necessary to meet world market 
prices as determined by the Corporation. 

Regional Impact - The distribution of produrtion in growing areas would likely change. As 
prices fall it is likely that less efficient producers would be forced out of business. Flue-cured 
produrtion would move out of the piedmont to coastal areas and buriey produrtion would 
become more concentrated in central Kentucky, 

Rent/Lease Costa - Rental and lease costs would be eliminated. 

Operating Unit - Size of operating units would initially remain relatively stable since licenses 
would be issued to current producers who have been renting or leasing quota from various quota 
owners. Then, as exports grow, the average size of operating units would increase. 

Trade - U.S. leaf exports would increase and impons would decline as manufacturers switched 
back to U.S. leaf. The magnitude of the trade changes would depend on the amount farm level 
prices dropped. However, production in Canada, Zinibabwe. Malawi, Argentina, and Brazil 
would be affisrted. The Corporation could be considered a State Trading Enterprise such as those 
which the U.S. is trying to dismantle under the WTO. Also price support and income support 
(depending on how they are constmcied) could be subjert to WTO challenge. 

Govemment Involvement - None from USDA after the initial transition, except to the extent of 
government involvement in administration of the program by the Corporation. This option has 
many potential legal problems as it would appear to involve del̂ ating governmental fiinctions to 
a private group and possible violation of the U.S. Constitution. It is difificult to perceive how the 
private Corporation would, without an infrastmcture or police force, monitor nationwide tobacco 
produrtion. Furthermore, the system would appear to necessarily involve some continued 
govemment oversight which would seem to lead to the conclusion that the option would simply 
continue the current program in a new, but less effective manner. 

Total Coat of Option - Estimated at $20 billion over a several year period. 
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VARIOUS TOBACCO BILLS 

Q1014 

Tobacco Community 
Rsvitallzation Trust Fund of 
S28.5 billion. Mdoiesoomc 
from actdanent flmds 
collected from tobacco 
mannfactann and inportcrs. 
[Seo 101.102.586 911-912]̂  

Foments to quota ownen (up 
to S8/lb) aad tenants for 
production losses from 
bueline levda (totaling about 
S1S.8 billion). Quota and no­
net-cost price support loan 
programs maintained vnib 
some teshnical cbanees. (Sec 
201, Sec 921] 

All costs for cxidnaion 
cervices, crop insurance, loan 
program adminiŝ tratiafl, leaf 
grading and insipisction, and 
odier activities associated widi 
tobacco production will be 
paid from Tnist ̂ und (totaling 
about S2.5 billion). [Sec 202, 
Sec 922] 

•Annual economic 
devdopmeBt grahts of $300. 
3S0 milliaa for 2S years 
(totaling $1.3 biHion). [Sec 
203. Sec 923] ' 
•Assistance fiir dlBplaced 
industiy woriGcrtl (not more 
tiim $500 millioii). [See 301, 
Seo 931] 
'Higher educatioh granti for 
tobacco fhim CujiiliBi (S1.4 
biUi<»).[5ec30?.See932] 

Agriculture aeotor inunune to 
lade of maaufactlva' 
compliance withlnationai 
•ettlsmeat legislation. [Sec 
401, Sec 9 4 l ] | 

Tobacco Transition Account, 
widiin the National Tobacco 
Settiemool Trust Fund, fimded 
at $15 billion. [Sec 101, 301] 

Quota owner buyout ($8/lb) 
and tenant compensation 
($1.20Ab) (totaling about 
$14.7 billion widi 100"/. 
participation). Mandatoiyend 
to quota program and 3-year 
phase out of price support 
loan program. [Sec 102-105, 
201-202,211] 

No provision 

Annual community economic 
development ̂ ants for 3 years 
(totaling $300 million). [Sec. 
I l l ] 

No provision 
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VARIOUS TOBACCO BILLS 

Trust Fund (widi monies from 
higher excise taxes) aqjected 
to spend $13 billion on 
fanners and rural 
dcvekipnunt. [Sec 101, 
cub8ection2S15] 

Quota buyout offer to owneis 
(S4/lb), and lessee 
campensatioB ofier ($4/lb) 
($9.2 billion exposure vath 
lOWi participation). [Sec 
411-414] 

Tobacco Transition Account 
ofSlfibinion. [Sec 101.811. 
841-842] 

No provision 

Annua] oommunî  economic 
development pants fisr 3 years 
(totaling $3.8 biUlon). [Sec 
431] 

No provision 

Quota owner buyout ($SAb) 
and tenant compensation 
(S1.20/lb) (totaling about 
$14.7 billion widi 100% 
participation). Mandatoiy end 
to quota program and 3-year 
phase out of price Bupport 
loan program. [See 812-814] 

No provision 

•Annual cammuiiity economic 
devielopmcnt grants fbr 3 years 
(totaling $300 million). [Sec. 
821] 
•Assistance fbr displaced 
industiy workers (not more 
tiian $500 million). [Sec 816] 
•Education grants for £um 
families (about $ 1.4 billion). 
[Sec 817] 

No provision 
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VARIOUS TOBACCO BILLS 

Tobacco Conuminltir 
Revitalization Trust Fund 
fiindedby amounts fiton any 
national tobacco settiement 
legislation. 
Quota owner biqrout (SB/lb) 
and transition pqonents fbr 
active tobacco producers ($2 
per pound paid over 5 years). 
ProvidM &r Tobacco Farmer 
Individual Retirement 
Accounts. 

After initial startup of 
privatized ooiporation -
tniwimJ USDA involvemenL 

Tobacco Community 
Economic Development 
Grants of vp to $2S0 million 
for each of die FYs 1999-
2003, plus to be detieiiniaed 
•mounts tar FYs 2004-2023 

No provision 

Congressional Research Service and 
Tobacco and Peanuts Divisioa - FSA - USDA 
s:\dirBCtor\fi3_drafl\tob_bUs. wpd 



) - Privatized Program 

i increase as price supports 
wcted, 

i decline lo near world 

ly unchanged 

. cent would be eliminated. 

/ould increase as exports 
Would have less impact on 

d minority farmers dian 
Its 2 and 4. 

ts up prices lowered, 
implications possible. 

ly pf J out 

total $25 to $30 billion. 



TOBACCO PROGRAM OPTIONS 
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TOPIC Opl.l - Current 
Program - Minimal 
Change 

tunpacis V. 
Opt. 2- Current Program 
- Substantial Changes 

Opt 3 - Income 
Maintenance Program 

Opt. 4 - Quota Buy-out - No 
Program 

Opt.! 

Production Decline by one-tliird 
ov« 10 years. 

Increase and move to more 
efficient areas. 

Dechne by one-third over 10 
years. 

Increase and move to more 
efficient areas. 

WouP 
are lo 

Prices Decline slightly. Would decline. Decline slightly. Would decline to near world 
prices. 

Woul< 
prices 

Regional 
Impact 

Unchanged Some shlA to more 
efficient producing areas. 

Unchanged. Dislnbulion of production 
could change considerably. 

Large 

Rent/Lease 
Costs 

Decline slightly per lb. 
Total quota value 
declines significantly. 

Cost would decline as 
would quota owner's 
income. 

Decline slightly per lb. Total 
quota value declines 
significantly. 

Quota rent would be 
eliminated. 

(̂ ota 

Operating 
Uait 

Unchanged Size would increase 
considerably and many 
small and minority fanners 
would stop production. 

Unchanged. Increase significantly with 
many small and minority 
fanners ceasing production. 

Sizev 
grow, 
small 
Optioi 

Trade Level/ 
Policy 

Unchanged. Exports would increase, 
imports would decline. 

Unchanged. Could have 
WTO implications. 

Exports up- imports down. 
WTO impUcations possible. 

Exp 01 
WTO 

USDA 
Involvement 

Remain the samt. 
USDA's Adm. Cost 
could be covered 

Unchanged - USDA's 
Adm. covered. 

Retnain the same. Largely phased ooL Large 

Cost $43.4 million in FY 
98, if Adm. Cost 
covered. 

$43.4 million for FY 98. $43.4 million for FY 98. 
Income maint̂ ance could 
total $1 billion annually. 

Could total $25 to $30 billion. Could 

Note; All costs are assumed to be covered by increased cigarette taxes or Tobacco Settlem«at fimds. s.viirectortfo_dra»si**y.«Je 
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INTRODUCTION 

Five separate tobacco program options (including abolishing the Federal Govemment 
program) are considered in this package. These options cover all tobacco currently under the 
quota program-about 98 percent of total production. Flue-cured and burley tobacco comprise 94 
percent of U.S. production. Fluc-cured is grown mainly in North Carolina, South Carolina, 
Georgia and Virginia and burley mainly in Kentucky and Tennessee. Both of these tobaccos are 
used mostly in cigarettes. 

Other quota tobaccos are used mainly for snuff, chewing and smoking lobacco. They are 
grown primarily In Kentucky, Tennessee, Virginia and Wisconsin. 

The analysis assumes that current U.S. Government poUcy and representation with regard 
to foreign market access and expon trade will remain unchanged. It also assumes that the import 
Tariff Rate Quota (TRQ) will remain in effect for options which do not feature increasing world 
market price orientation. For those which do, the analysis assumes the TRQ would remain in 
place for an initial period. 

The purpose of this paper is to enumerate options for tobacco quota holders and tobacco 
producers. 

The Options are: 

1 Continue Current Program • Minimal Changes 

2 Continue Current Program - Substantial Changes 

3 Tobacco Income Maintenance Program (similar to Ford Bill) 

4 Tobacco Quota Buyout - No Replacement Program (similar to Lugar Bill) 

5 Privatiied Tobacco Program (similar to Robb Bill) 

s :\director\fo_drafl\concept. 0 
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TOBACCO PROGRAM OPTION • U\ 

CONTINUE CURRENT PROGRAM - Minimal Changes 

Background: 

The U.S. Government has operated a price support-production control program for tobacco since 
the 1930s. In exchange for limiting production, producers are assured minimum prices. Until the 
No-Net-Cost Tobacco Program Act of 1982, any losses in operating the program were paid by 
the government. This 1982 Act required that to be eligible for price support, producers of all 
kinds of tobacco, beginning with the 1982 crop, had to pay assessments to an account established 
by the cooperative association that makes Federal support loans available to producers. The 
fijnds are collected to cover potential losses in operating the price support program. Since 1986, 
purchasers of budey and flue-cured tobacco have been required to contribute to the No-Net-Cost 
operation of the program. 

Under the loan program, a suppon price (loan rate) is established for each grade of tobacco. If 
the buyers are not willing to bid at least the Government loan rate for any lot of tobacco, an 
eligible producer may receive the lot's designated loan rate less any overhead deduction to cover 
the loan association's administrative costs. The tobacco is then taken by a cooperative 
association. Under an agreement with the government's Commodity Credit Corporation (CCC), 
the association arranges for receiving, redrying, packing, storing, and eventually selling the 
tobacco under loan. 

Under this option, tobacco producers would continue to vote in triennial referenda to determine if 
the program should continue, Aimual marketing quotas and price suppon levels would be 
established based on supply and demand criteria and changes in cost of production and prices 
received by producers, as set fonh in current legislation. Quotas would continue to be prorated 
to individual farms based primarily on historical production for the unit. The following current 
program provisions would remain: 

• Transfer of quotas between farms restricted to within county except for the State of 
Tennessee where buriey tobacco can be transferred to any other county in the State. 

No-Net-Cost program provisions remain unchanged. 

Variation: * 

• However, under this option USDA's administrative cost of operating the tobacco progririi 
could be flindiid by the Tobacco Settlement. 



U ^ / U O / a o 1 4 . 1 0 u ^ u ^ ' o t u i . J - . , . . 

02/05/98 THU 09:43 FAX 202 720 8254 USDA-FFAS 'S004 

TOBACCO PROGRA M OPTION - ti} 2 

IMPACTS; 

Production - Tobacco would continue to be grown in traditional producing regions. Overall 
production would decline from current levels over a 10 year period by about one-third because of 
increased costs of cigarettes (retail prices are estimated to rise about SI.50 per pack) attributable 
to the $368.5 billion Tobacco Settlement. 

Prices - Producer prices could decline a little because of increased cigarette prices caused by the 
Tobacco Settlement. 

Regional Impact • The distribution of production in growing areas would remain unchanged. 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
decline in value of quota will reach about $250 million annually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered, There would be no legalAVorld Trade Organization 
(WTO) problems. 

Government Involvement - Would remain the same; however, to further minimize Govemment 
involvement and help eliminate the subsidy issue, could have USDA's program administrative 
costs paid by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at S43.4 million. 

s:Vdirector\fo_drafl\conccpt. 1 
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TOR ArCO PROGRAM OPTION - #2 

CONTINUE CURRENT PROGRAM - Substantial Changes 

Background: 

The U.S. Government's price suppon-production control program has largely constrained 
production to historical production regions, Funhermore, it has assured producers prices that are 
somewhat above competitive equilibrium levels. Without going to a fl'ee market, the program 
could be changed to permit production to move to the most efficient production areas. 

Assuming other components of the current program remain unchanged, the following scenarios 
are suggested for the current program: 

1) Permit tobacco quota to be transferred freely from county to county within States. 

2) Permit tobacco quotas to move freely from State to State within the current tobacco belt. 

3) Permit tobacco quotas to move freely within the U.S. 

4) With the 3 scenarios cited above, gradually ratchet down the price support level. 

Unlike options three, four and five, there would be no Govemment payments to quota holders. 
This option attempts to capture the effects of greater flexibility of quota movement and more 
world competitive prices. Also, this option could include having all USDA administrative costs of 
the tobacco program funded by the Tobacco Settlement. 
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TOBACCO PROGRAM OPTION - #2 2 

IMPACTS: 

Production - Total tobacco production would increase as demand rises as price support levels are 
ratcheted down near worid levels. Production would move from less efficient to more efficient 
areas. Flue-cured production would shift from the North Carolina-Virginia piedmont to the 
coastal Carolinas and Georgia-Florida. Buriey production would shift away from fringe areas 
such as North Carolina and West Virginia to Kentucky. It is doubtful much production would 
occur outside traditional areas due to a lack of infrastructure for producing and selling the crop 
and a lack of expertise for growing the crop. Also, soils and climate may not be conducive to 
tobacco production in some areas. 

Prices - Prices would decline because of lower supports. 

Regional Impact - The distribution of production would change with some regions gaining 
economic activity and others losing. The magnitude of change would increase if quotas could be 
transferred across State lines vathin current production areas. Some additional change, though 
likely not much beyond the across State line movement, would occur if quotas could be 
transferred nationwide. 

Rent/Lease Costs - Rental and lease costs to p roducers would decline. Quota owners' incomes 
would decline significantly. The decline in the sinnual quota value might be around $250 million 
after 10 years. 

Operating Unit - Size of operating units would increase considerably and the number of 
operating units would decline sharply from the current 124,000. Furthermore, minimum resource 
farms (many operated by minority farmers) woi Id discontinue production of tobacco. 

Trade - U.S. exports would increase and imports would decline as manufacturers switched back 
to U.S. leaf The magnitude of the trade change would depend on the amount the price support 
is reduced. This option is not expected to have any WTO implications. This option would, 
however, impact other countries as the U.S. became more competitive in the world market. 
Canada, Zlrnbabwe, Malawi, Argentina and Br^l are some of the countries that would be 
affected. 

GoVerhmentTnvolveihent - Would remain unchanged except that riibre States but fewer 
producers and quota holders might be involved.: 

total Cost of Option - USDA estimated cost ilelated to tobacco activities for FY 1998 are 
projected at $43.4 million and could be funded by the Tobacco Settiement. Program 
administrative costs could decrease slightly, but insurance costs could increase as tobacco 
production moves closer to coastal rê ons. 

s:\dlrector\fo_draft\concept.2 



02/08/98 14:20 S2Ui 

02/OS/.8 r m 0.= 44 FAX 202 720 8254 "S^*-^"^ 

TOBACCO INCOME MAINTENANCE PROGRAM - (simU« to the Ford Bill) 

Background: 

producers will continue to receive VP^^'^'^tf.H^t One way to achieve a specified income 
what happens to demand and price for their ̂ ^^^^^'^^^^^^^^^ \^^^y a certain amount of 
would be to provide a strong incentive ^̂ Ĵ ^̂ ^̂ ^̂ ^̂ ^̂ ^̂  i'ncreases geared to 
tobacco at a specified price. This '""" j^ ' f . J^^^^^^^ not reflect supply and demand 
specified purchase reductions. However, this P̂P̂ **"̂ ?̂̂ ^̂  
conditions and could be counter to U.S. agreements with tiie WTO. 

mother means of maintaining producer inĉ ^̂ ^̂ ^̂ ^ 
on the amount production declines due to the ^^^^ .̂ .̂ age prices in a specified 
prespecified base period. Prices in effect d^nng he cû ^̂ ^̂ ^ year or a e g p ^^^^^ ^^^^ 

industry would have WTO problems. 
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TOBACCO PROGRAM OPTION - #3 

TOBACCO INCOME MAINTENANCE PROGRAM - (simUar to tiie Ford Bill) 

Background: 

A major concem of tobacco producers' groups and many others including the Administration and 
Congress is the impact a Tobacco Settlement would have on producers* incomes. USDA has 
estimated that the settiement will cause U.S. tobacco production to decline from current levels by 
one-third over a 10 year period and result in a drop in cash receipts of about $70 million annually. 
Consequently, various ways to assure producers income continuity have been proposed. 

The basic idea in an income maintenance or revenue assurance program is that a group of 
producers will continue to receive a specified percentage of income of a base period regardless of 
what happens to demand and price for their product. One way to achieve a specified income 
would be to provide a strong incentive for tobacco manufacturers to buy a certain amount of 
tobacco at a specified price, This incentive might involve cigarette tax increases geared to 
specified purchase reductions. However, this approach would not reflect supply and demand 
conditions and could be counter to U.S. agreements with the WTO. 

Another means of maintaining producer income would be to make payments to producers based 
on the amount production declines due to the efifects of the Tobacco Settlement compared with a 
prespecified base period. Prices in effect during the current year or average prices in a specified 
base period could be used to gauge the loss in income. But, the income program would have to 
be designed to be WTO consistent; otherwise the program would undermine the current TRQ 
regime Generally, in order to be WTO consistent, payments to farmers could not be conditioned 
on current production. Too, any plan that involved compelling domestic purchases by the 
industiy would have WTO problems. 

Income maintenance programs tied to current production would create issues under the provisions 
of the General Agreement on Tariffs and Trade (GATT) as defined by Article 13 of the GATT 
Agricultural Agreement and Article 5 of the Subsidy Agreement and hence could lead to 
retaliation or the need for fiirther negotiations under Article 28 of the GATT. Furthermore, 
regarding purchasing, GATT Article 3 explicitly prohibits domestic content requiranents. 
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TOBACCO PROGRAM OPTION - #3 2 

IMPACTS: 

Production - Tobacco would continue to be grown in traditional growing areas, Overall 
production would decline about one-third over a 10 year period because of increased costs of 
cigarettes attrituable to the Tobacco Settlement. 

Prices - Prices could decline slightly because of increased cigarette prices caused by the Tobacco 
Settlement. 

Regional Impact - The distribution of production in growing areas would remain unchanged. 

Rent/Lease Costs - Rental and lease costs might decline slightly because of lower prices. The 
estimated decline in the value of quota will reach about S2S0 million annually by the tenth year. 

Operating Unit - Size of operating units would be unchanged. 

Trade - Trade patterns would be unaltered. However, there might be WTO implications if 
income support was tied to production or used as a production incentive and could produce 
retaliation. 

Government Involvement - Would remain the same; however, to fiirther minimize Govemment 
involvement and help eliminate the subsidy issue, have USDA*s program administrative costs paid 
by the Tobacco Settlement. 

Total Cost of Option - USDA estimated cost related to tobacco activities for FY 1998 are 
projected at $43.4 million. Cost of an income support program could vary greatiy depending on 
the nature of the programs and could be as high as $1 billion annually. 

s:\director\fo_drafl\concept.3 



02/05/98 THU 09:44 FAX 202 720 8254 USDA-FFAS SOOS 

TOBACCO PROGRAM OPTTON - Ud 

TOBACCO QUOTA BUVOUT - NO REPLACEMENT PROGRAM - (similar to theLucar 
Bill) ^ 

Background: 

Because of an expected decline in demand associated with the proposed tobacco settlement, 
several govemment officials and other interested parties have discussed how to provide economic 
assistance to tobacco producers, quota owners and tobacco farming communities. 

Ideas about economic assistance are broad-based. However, a key element has included buyout 
or retirement of quotas. A buyout of quota and payment to nonquota owning producers would 
serve dual purposes. First, it would provide retirement, retraining or reinvesting flmds for current 
tobacco produaion stakeholders and second, it would remove the Federal govemment ftom its 
perceived role of supporting tobacco through its role in operating the tobacco price support-
production control program. 

A quota buyout could be all-at-oncc or spread over a number of years. A gradual phaseout is 
preferable because of the severe disruptions that would occur if the 60 year tobacco program 
were suddenly terminated. Uncertainty about production and prices would create severe 
problems for farmers in obtaining operating and capital investment loans. 

Several questions are raised relative to a quota buyout. Among these are: 1) Who are the relevant 
stakeholders J ^ . , quota owners, tenants, hired workers, tobacco warehouse operators and local 
businesses? Should all tobacco producers, including those producing non-supponed tobacco, be 
included? Where do you draw the line? 2) What is a fiur price for quota? Is it S8.00 per pound 
as proposed in several bills that have been introduced in Congress? Or is it closer to $2.00 per 
pound, the currem selling price of lobacco quota? Perhaps it is somewhere in-between. The 
$8.00 reflects a 5 percent capitalization rate of an annual quota lease of 40 cents per pound for 20 
years and reflects the value associated with essentially a lifetime commitment in human and 
financial resources to lobacco production. The loww figure - $2.00 per pound - reflects the 
discounted value associated with an expected Sryear life of the current tobacco program. 3) How 
much should tenants receive? Clearly, they also have human and capital investments in continuing 
tobacco production. But, on the whole, their investments are not as large as the quota owners. 
Some have suggested compensation for them at one-half the rate for the quota owners. 4) What 
would happen to existing loan stocks? Loan stocks would have to be repriced to move them Into 
the trade. Making up losses on loan repayments for higher priced leaf would be a problem, and 
would need to be addressed in any buyout, and 5) If the program is phased out over 3, 5, 7 or 
some other time fi-ame what happens to price supports? Perhaps price supports could be lowered 
by 25 percent the first year and progressively reduced further until the program is completely 
terminated. 
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TOBACCO PROGRAM OPTTON - #4 2 

IMPACTS; 

Production - Total tobacco production would increase without a program. Flue-cured 
production might increase by one-half to two-thirds above the 1995-97 level and burley 
production inight rise one-fourth to one-third. Production would move fi-om less efiScient to 
more efficient areas. Flue-cured production would shift fi-om the North Carolina-Virginia 
piedmont to the coastal Carolinas and Georgia-Florida. Buriey production would shift away from 
fringe areas such as North Carolina, West Virginia and eastern Kentucky to other areas of 
Kentucky. It is doubtful much production would occur outside traditional areas due to a lack of 
infi'astructure for producing and selling the crop and a lack of expertise for growing the crop. 
Also, soil and climate may not be conducive to tobacco production in some areas. 

Prices - Prices would decline. Prices might decline by 40 cents to 50 cents per pound reflecting 
the elimination of marketing privilege costs (rent, lease, purchase of quota) and the greater 
efficiencies associated with movement of production to larger lower-cost operations. 

Regional Impact - The distribution of production could change markedly whh some higher cost 
regions such as the Virginia-Nonh Carohna piedmont. Eastern Kentucl̂  and Western North 
Carolina losing considerable economic base. Furthermore, minimum resource farms (many 
operated by minority farmers) in these and other tobacco growing areas would be especially hard 
hit. 

Rent/Lease Costs - Rental and lease costs for the rights to market tobacco would be eliminated 
or phased out (only the cost of using the land itself would continue). Quota owners incomes 
would be eliminated or phased out. 

Operating Unit - Size of operating units would increase significantly and number of producers 
would decline sharply. 

Trade - U.S. leaf exports would increase and imports would decline as manufacturers switched 
back to U.S. leaf. The magnitude of the trade changes would be significant and U.S. exports 
could increase as much as 25 percent based on a 50 cent farm level price decline. There would be 
an impact on other producing countries as U.S. leaf became more competitive in the world 
market. Canada, Zimbabwe, Malawi, and Brazil are some of the countries affected. There should 
be no WTO implications, as long as the buyout payments were not conditioned on continued 
production but were based on something else such as participation in the industiy during some 
base period. Repriced loan stocks moved into trade coidd be subject to WTO challenge under the 
Agreement on Subsidies and Countervailing Measures, including countervailing duties. 

Government Involvement - Price supports and production controls would be phased out. 
Domestic grading, import grading and pesticide testing, market news services and expon 
certification services provided by the Agricultural Marketing Service, USDA. could continue. 
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TOBACCO PROGRAM OPTTON - M 3 

Total Cost of Option - USDA costs would decline and eventually approach or reach zero. Total 
costs of buying out quota would likely be absorbed by tobacco product manu&cturers and could 
vary widely depending on who was compensated and how much they receive. For example, the 
cost of paying S8.00 per pound to quota holders would total $13 to $14 billion. Other stake 
holder costs could more than double this figure. 

s:\director\fo_draft\concept.4 
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TOBACCO PROGRAM OPTrnv -

PRIVATIZED TOBACCO PROGRAM - (similar to tiic Robb Bill) 

Background: 

The U.S, Govemment has operated a price support-production control program for tobacco since 
the 1930s. This program has caused the farm's assigned marketing quota to have a capitalized 
value which is incoiporated in land valuations, loan debts and related business transactions. Most 
tobacco producers favor a tobacco program much like the program'described in Option #1, tiie 
current tobacco program. However, with the continued controversy over the dangers of smoking 
and health related concems, many people feel tiiat it is time to "get the Govemment out of 
tobacco production". 

Under a privatized tobacco program. Congressional approval for the estabUshment of a Tobacco 
Corporation to oversee and administer the tobacco program would be needed. This Tobacco 
Corporation's Board of Directors, composed of all segments of the tobacco industry, would 
operate the tobacco program much like the oversight currently provided by USDA in its tobacco 
program administration. The Corporation, with funds received firom any Tobacco Settlement 
legislation would; 

Reimburse quota owners at $8.00 per pound for the equity value of their lobacco 
marketing quotas. Payments could be spread over a cenain number of years as fiinds 
become available to the Corporation. 

Provide income suppon payments to tobacco producers to help in the transition to a worid 
market price for U.S. produced tobacco. 

Provide community development grants to tobacco communities adversely affected by loss 
of tobacco economies. 

The Tobacco Corporation would issue licenses (the equivalent of quotes) to current tobacco 
producers. These licenses would be nontransferable and adjusted annually by the Corporation 
based on the anticipated purchases of current crop tobacco. Price support would be provided but 
gradually reduced fi-om current levels until U.S. tobacco is priced competitively with worid 
tobacco prices. The price support levels would be established by the Tobacco Corporation and 
fiinds for administering the program would be borrowed from fiinds acquired fi-om the Tobacco 
Settiement. 

Tobacco producers would continue to vote in triennial referenda to determine if the Corporation's 
tobacco program would continue. The USDA would provide infonnation necessary to the 
Tobacco Corporation to initially establish the licenses for tobacco producers. The Tobacco 
Corporation could contract with traditional tobacco loan associations to help administer the 
privatized tobacco program to producers or with any other group of producers as deemed 
appropriate by the Board of Directors. 
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TOBACCO PROGRAM OPTTON . UK 

IMPACTS; 

Production - Tobacco would continue to be grown in traditional growing regions. However, as 
price supports were lowered, production would increase. 

Prices - Prices to producers would decline over a set number of years until the U.S. market price 
for tobacco is comparable to world tobacco market prices. Market transition payments would be 
made to producers over a set number of years during the period necessary to meet worid market 
prices as determined by the Corporation. 

Regional Impact - The distribution of production in growing areas would likely change. As 
prices fall it is likely that less efficient producers would be forced out of business. Flue-cured 
production would move out of the piedmont to coastal areas and buriey production would 
become more concentrated in central Kentucky. 

Rent/Lease Costs - Rental and lease costs would be eliminated. 

Operating Unit - Size of operating units would initially remain relatively stable since licenses 
would be issued to current producers who have been renting or leas'mg quota fi'om various quota 
owners. Then, as expons grow, the average size of operating units would increase. 

Trade * U.S. leaf exports would increase and impons would decline as manufacturers switched 
back to U.S. leaf The magnitude of the trade changes would depend on the amount farm level 
prices dropped. However, production in Canada, Zimbabwe. Malawi, Argentina, and Brazil 
would be affected. The Corporation could be considered a State Trading Enterprise such as those 
which the U.S. is trying to dismantle under the WTO. Also price support and income support 
(depending on how they are constructed) could be subject to WTO challenge. 

Government Involvement - None (torn USDA after the initial transition, except to the extent of 
govemment involvement in administration of the program by the Corporation. This option has 
many potential legal problems as it would appear to involve delegating governmental fimctions to 
a private group and possible violation of the U.S. Constitution. It is difficult to perceive how the 
private Corporation would, without an infrastructure or police force, monitor nationwide tobacco 
production. Furthennore, ihe system would appear to necessarily involve some continued 
govemment oversight vdiich would seem to lead to the conclusion that the option wotild simply 
continue the current program in a new, but less effective manner. 

Total Cost of Option - Estimated at $20 billion over a several year period. 

s:\directoi\fb_drafi\concept.S 
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VARIOUS TOBACCO BILLS 

S1014 

Tobacco Community 
Revitalization Trust Fund of 
S2S.S billion. Mboiescomc 
fiom ictticment fimds 
collected from tobacco 
manufactven anjd impoiten. 
[Seo 101.102. See 911-912] 

Paymots to quota ownen (op 
j to S8̂ b) and tenants for 
production losses from 
bueline levds (tbtaling about 
S1S.8 billion). CjluaUi and no­
net-coat price suppoit loan 
programs naintauied widi 
some tBclinical chacges. (Sec 
201, Sec 921] 

All costs for extension 
cervices, crop iniiurance, ban 
program adininisltratiao, leaf 
grading and inapê on, n̂d 
other activities aisociated widi 
lobacco produetiim will be 
paid fim Trust l̂ und (totaling 
about S2.5 bOUoh). [Sec 202, 
Sec 922] 

•Annual economic 
devdopment grahta of S300< 
3S0 nullion fbr 25 years 
(totaling SI.3 biBion). [Sec 
203. Sec 923] ' 
•Assistince fiir ̂ splaeed 
indnstiy wokersi (ootmoie 
than S500 milliaii). [See 301, 
Sec 931] 
-Kighar educatioh grants for 
tobacco firnn fiujilllei (S1.4 
biffitfi). [Sec 30?. Sec 932] 

Agriculmre aeotqr immune to 
I lade of maaufad̂ vB-
compliance withlnationBl 
•ettiemeBt legislation. [See 
401, Sec 941] I 

Tobacco Transition Account, 
within the National Tobacco 
Settiemont Trust Fund, funded 
at S15 billion. [Sec 101.301] 

Quota rnvner buyout (S8/Ib) 
and tenant compensation 
(S1.20/lb) (totaling about 
S14.7 billion widi 100% 
participation). Mandatoiyend 
to quota program and 3-year 
phase out of price support 
loan program. [Sec 102-105, 
201-202,211] 

No provision 

Annual cominumly economic 
development pants for 3 years 
(totaling S300 minion). [Sec. 
I l l ] 

No proviBion 
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VARIOUS TOBACCO BILLS 

m 

Tmst Fund (with numiea fiom 
hightf excise taxes) expected 
to spend 513 billion on 
fanners and mral 
developnunt. [Sec 101, 
subsection 2815] 

Quota biiyout ofbr to owaeis 
(S4/lb), and lessee 
eompeosition oifeT (S4/lb) 
($9.2 billion exposure vath 
100% panicipation). [Sec 
411-414] 

No provision 

Annua] community economic 
development grants for 3 years 
(totaling S3.8 billion). [Sec 
431) 

No provision 

Tobacco Transition Account 
ofSlfi billion. [Sec 101,811, 
841-842] 

Quota owner buyout (S8/lb) 
and tenant compensation 
(S1.20/lb) (totaling about 
S14,7 biUion witii 100% 
panicipation). Mandatoiy end 
to quota program and 3-year 
phase out of price support 
loan program. [Sec 812-814] 

No provision 

•Annual community economic 
development grants Cor 3 years 
(totaling S300 million). [Sec. 
821] 
•Assistance fbr displaced 
industiy wedcers (not more 
than SSOO million). [Sec 816] 
•Education grants fbr farm 
&miliei (about $1.4 billion). 
[Sec 817] 

No provision 
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VARIOUS TOBACCO BUXS 

t<\'j!)i.V3 

Tobacco Community 
Rfivitalization Tiust Fund 
fiindedby amounts from any 
national tobacco lettiemeot 
legislation. 

Quota owner biqrout ($8/lb) 
and transition payments fbr 
active tobatco produoen (S2 
per pound pwd over 5 years). 
Provides for Tobacco Farmer 
Individual Retirement 
Accounts. 

After initial startup of 
privatized corporation -
minimal USDA involvemenL 

Tobacco Community 
Economic Development 
Grants of up to $250 minion 
for cadi of die FYs 1999-
2003, plus to be detemined 
•mounts far FYs 2004J023 

Noproviilon 

Congressional Research Service and 
Tobacco and Peanuts Divisioa - FSA • USDA 
s:\dirBctor\£b_drafl\tob_bUs.wpd 



5 - Privatized Program 

d increase as price supports 
tvered. 

i decline lo near world 

ly unchanged. 

. cent would be eliminated. 

vould increase as exports 
Would have less impact on 

d minority fanners dian 
as 2 4, 

ts up prices lowered, 
implications possible. 

ly phased out 

total $25 to $30 billion. 



TOPIC 

Production 

Opl.i - Current 
Program - Minimal 
Change 

Decline by one-tliird 
over 10 years. 

TOBACCO PROGRAM OPTIONS 
(Impacls Compared with Prfr-Tobacco SettiemeBt) 

Opt. 2- Current Program 
- Substantial Changes 

Increase and move to more 
efficient areas. 

Opt 3 - Income 
Maintenance Program 

Decline by one>-third over 10 
years. 

Opt. 4 - Quota Buy-out - No 
Program 

Opt.: 

Increase and move lo more Woul< 
efficient areas. are lo 

Prices 

Regional 
Impact 

Decline slighdy. Would decline. Decline slightly. Would decline to near world Wouli 
prices. pcic« 

Unchanged Some shM to mote 
efficient producing areas. 

Unchanged. Disliibulion of production Large 
could change considerably. 

Renl/Lcase 
Costs 

Operating 
Unit 

Decline slightiy per lb. 
Total quota value 
declines significantiy. 

Cost would decline as 
would quota owner's 
income. 

Decline slightiy per lb. Total 
quota value declines 
significantly. 

Quota rent would be 
eliminated. 

Unchanged Size would increase 
considerably and many 
small and minodty fanners 
would stop production. 

Unchanged. Increase significantly widi 
many small and minority 
Eanners ceasing production. 

(Juota 

Sizev 
grow, 
small 
Optioi 

Trade Level/ 
Policy 

Unchanged. Exports would increasê  
imports would decline. 

Unchanged. Could have 
WTO implications. 

Exports up- imports down. 
WTO implications possible. 

USDA 
Involvemenl 

Cost 

Remain the samt. 
USDA's Adm. Cost 
could be covered. 

Unchanged-USDA's 
Adm. Cosi covered. 

Remain tiie same. Largely phased ooL 

$43.4 million in FY 
98, if Adm. Cost 
covered. 

$43.4 million for FY 98. $43.4 million for FY 98. 
Income main^ance could 
total $1 billion annually. 

Could total $25 to $30 billion. 

Expoi 
WTO 

Large 

Could 

CO 
a> \ 
m 
o 

CM 
O 

Note: All costs are assumed to be covered by increased cigaretie ta.xes or Tobacco Settlement fimds. i.«in!ct(BMit._(tra»sidcby.«Jc 


