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Mr. Chairman and members of the Committee, my name is Dallas R, Smith and 1 am
the Deputy Under Secretary for Farm and Foreign Agricultural Services, in the U.S.
Department of Agriculture, | appreciate the opportunity (0 mee! with you and ghare the USDA
perspective on the proposed tobacoo settiement. My hope today is to Jook toward the
countryside and to place & human face on these tobacen discussions. I believe that to
understand the implications of changing public policies related 1o tobacoe, me needs W s the
human faces.....un elderly widow with & iobacco quota, & young farmer, the Jocal merchant,
and cven the rural community as a whole. They are the tobacco stories in rutal America, and
our decisions should be mede with them in mind. Before we get to the economic story of
these rural communities, picase allow me to RO over the background and specifics of USDA 's

historic involvement with the “tobacco program.*

Jhe Tobaceo Prepram

Government tobacco programs began with passage of the Agricultural Adjustment Act
of 1933 (the 1933 Act). Over the years, the major aims of the program have been to stabllize
prices and to ataure a balanced flow of tobacoo. Growess have befitind from the higher
priccs they have receivexd because of me marketing qubm and price supports. Tobacco
manufacturers have boen assured adequate supplies of the types and qualities of leaf nesded for
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their particular products. The Agriculural Adjustment Act of 1938, which remains the
foundation of today’s tobacco program, authorized the implemeatation of markefing quotas,
The quotas set specific limits on the amount of tobacco fasmers can wil without penalty.

Many legistative changes have been made since 1938, but the avthority for .marketing
quotas, which balance the flow of tobacco through marketing channels, continues. The |
Secretary of Agriculture is required o establish a national annual marketing quota for each
kind of tobacco and hold a referendum every three years in which producers of thege various
Lind of tobaceo decl;ic whether to continue the program. If two-thirds of the producets voting
in & particular referendum approve thelr quatas, then marketing quotas are in effect and
production of that kind of tobaceo is eligible o be pledged as eollateral for price support loans
from the Commodity Credit Corporation (CCC).

;111: Agriculturs! Act of 1349 (1949 Act) authorizes the price support program for
tobaceo. A price suppast level 1s set for cach kind and grade of wbacco, To be sligible for
prce support, growers must adhere to strict marketing quotas or constraiats on production
calied acreage aliotments, as well as other program requirements related 1o the proper use of
pesticides and complying with the comservation requirements found in the Food Sseurity At of
1085.

Price suppon activitics are administered by producer-owned cooperative associations
through loan agreements with CCC. Under the agreements, the associations arange for
receiving, yedrying, packing, storing, and, eventually, selling the tobaceo under lmn The
CCC loans these associations the money necessary 10 pay the support price 0 produsers and tn

process and store the tobacco until it s sold. Thus, the tobaces becomes not only the
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collateral, but also the means of repaying the loan.

Eligible producers receive the loan rate for their kind and grade of tobacco when a
commercial buyer does not bid at least the loan level, Annual Joan rates for cach grade arc
determined by USDA, based on trends in market prices, and the shase of parﬂgular grades
under loan. The weighted sverage of various grade loan rates must aqual the overall support
level for each kind of tobacco,

The No-Ncl-C‘o:t. Tobacso Progrumn Act of 1982 amended the 1949 Act to require that
all producers who are elighble for price support, must pay no-net-cost progmm assessments
into a CCC account or fund established by thelr cooperative association to caver potential
program losses. Beglaning with the 1982 crop, if proceeds from the sa2le of collatera! securing
the CCC loans are insvfficient to repay fully the loan plus interest and other canrying charges,
producers must muke up the balance from thelr ho—na-cost account or fund. On the other
hand, when proceeds from the sale of the tobacoo from & particular co-0p exceed the loan
amount, the CCC retains the the net gain and usad 10 offset other arop loans or put in a CCC
account to help pay for future losses.

Since 1994, importers of burloy and fluc-cured tobacco have ulso been required (o pay
RO-NEt-Cost aascasments on imported tobacoos. Tobaceo producers and purchasers of alf kinds
of tobacco, together with importers, are assessed non-refundable markeung assessments that
Congress hies in recent years established at 1 percent of the naional price support level for the
applicable kind of tobacco, pald equally by producers and purchesers. Collections from
marketing assessments, including those from importers, totaled $22 10 $34 million during the

last four fiscal years.
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The marketing assessmeat is 2 Fadera] budget daficit reduction program and does not
directly fund program administration. However, the marketing assessment assures that
tobacco pruducers and purchasers pay more through assessments than the administmtive cost of

the tobacco production adjustment and price support program.

\ Tat Relaed Activisi

Several USDA agencley have responsibilities related to tobacco including the Farm
Service Agency, Risk Manzgement Agency, Agricultural Marketing Servicc, Foreign
Agricultural Serviee, Economic Research Service, National Agricultural Statistics Service, and
the Cooperalive State Research, Edueadon. and Extension Service. These Apencies are
responsible for an array of activities that range from information colection and dissemination
o determining price supports, quot levels, and grading tobacco. 'I‘bc FY 1995 Agriculture
and related Agencies Appropriations Act, prohibits the use of present and future Agricultural
Rescarch Servics funds to carry out research on iobgooo and tabasoo products.,

The Farm Scrvice Agency (RSA) is reaponsible for establishing price supporis and
gnnta levels for different kinds of tobasoo; conducting referenda to sce if tobaceo producers
want to contdnue the tobaceo program: establishing and collecting no-net-cost and robacco
merketing asscssments; and monitoring compliance with the various provisions of the
production control program,

The Risk Management Agency works with private insurance companies 1o provide
tobacco farmers with erop insurance sovernge, 30 important w the pruducers now that the ad

hoc disaster assistance programs are no Jonger available. The Federal Government subsidizes
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the cost of multiple peril crop insurance through direct premium subsidies and administrative
reimbursament to companies. The Agricultural Marketing Service (AMS) s responsible for
the independent inspection and grading of domestic leaf tobacco prior to sale in auction
wirehouses, the cenification of leaf tobacco offered for import, and zhe'designgﬁon of
markets. AMS is also responsible for market news and stock reports. Most AMS tobaceo
program costs are covered by user foes.
| The Foreign Agricultural Service collects, complles, and publishes statistics and other
vital information on the world tobaceo situation. This information is used- by a wide variety of
organizations and is the only comprehensive, timely public source of intemational tobacco data
(in the world. In addition to the world tobacca industry, the academic community, the media
and health groups are regular users of this daa. The publication of the monthly ciroular
"Tobacco; World Markets and Trade" I5 the vehicle used to deliver this information. The
Foreign Agricultural Service also monitors world trade barriers and conditions, and seeks to
ensure fair and equitable treatment of V.S, 1obacco in intemational markets,

The Economiic Research Service provides economic analysis on verious aspects of the
tobares economy. The “Tobacco Situation and Outlook” citcular, publighed thres times a yaar, s
the major agancy publication ﬁum Wobacoo In which supply, demand and cost of production dats are
analyzed by the sgency. Economic impact studies and demographic profiles of the sector are also
pesiodically part of the assessment, The National Agricultural Statistics Service provides
information about tobacco acreage, yields, production and prices by kind of tobaceo on a timely
basis. The Cooperative State l'tuarda, Education, and Extension Servioc, ¢s th\;; outreach wrm

of the Department, provides tobacco farmers with tochnlcal assiztance and training, in the same
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manner a5 it does for produoers of other commodities.

Tobaceo in the Economy

U.S. cigarette coniumptlon, though stable since 1993, has declined nearly one-tourth since
peaking a1 G40 Uillion cigarcttes In 1981, Even with this decline, however, consumer spending for
all tobacco p_roducts totaled ebout $50 billion in 1996. About 94 percent of total was for
cigarcttes, with cigars, snuff, chewing and smoking tobacco accounting for the remeinder. In
1996, about §13.4 billion in taxes were collectad on the sale of tohnces products, including $5.8
billion by the Federal Government and $7.6 biflion by State and local govermnments.

Tobacco is in most years the sixth largest cash crop grown in the United States, behind
com, soybeens, wheat, hry and cotton. In 1997, farm sales value of tabacco totaled $2.85 billion,
about 2 percent of the value of sales of all farm commodities and about 3.5 percent of crop sales.
The Unlted States exported nearly $1.4 billion worth of leaf tobnceo snd tohacco products valued
a1 vver $5.2 hillion in 1996.

Tobacco is w major ciop of economic impartance in severd States.  According to the
1992 Census of Agriculture, about 124,000 U.S. farms produced tobacco (table 1). About 62 |
percent of the farms on which tobacco was produced are located in North Carolina and Kentucky,
the mzfor-producing states.

The Tobaceo Farm. The sverage U.S, tobaooo farm grow about 6.7 acrex uf tobaoso.
Tobacco uoreage per farm varied geogruphically, ranging from 2.1 acres in West Viginiato 339
| acres in Connacticut. Acreage also varies by kind of tobacco grown, In states where flue-cured

tobacco predominates, average acreage varied from 16 acres to 26 acres. Among burley tobacoo
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producing &ates, acreage averages from 2 to 5 acres, The high average acreage in Connecticut
comes from large vertically intograted cigar wrapper operations.

Tobacco farms are about one-fourth the size of the dverage U.S. farm and relatively ymull,
averaging 126 aeres of land with only 35 a¢res of harvested cropland in 1992, A ﬁﬁh'of these
scres, ur nearly 7 acres, are used to produce tobaceo. |

Iehaceo Farm Income. Based on a 1994 survey of Kentucky and Nerth Carolina farms
that grow tebacco, these farms raly heavily. on tobacco as & source of Income. According to
USDA's 1994 Farm Costs and Retumns Survey (FCRS), tobacco accounts for an average of 51
percent of toatal farm value of production in Kentucky and 57 porcent of total farm vajug of
production in Worth Caroling.

Tobasco growers grow & mix of other fisld and speciulty crops such as com, soybeans,
cotton and wheat and vegetables, which are often cited as an aftemative to tobacco production.
Costs and return data among major erops indicate substantially larger acreages of othor orops
would be needed 1o ganerate thlo $amo roturm as tabasco (table 2). Fur most robacco producers,
however, no other legal furm commodity has the economic potentlal ¢ replace income eamed
~ from the aals of tobaceo.

Quots Distitution. About 98 percent of the tobacso grown in the United States i
covered by the Federal tobacco program. The right to produce and sell tobaceo has taksn on «
valug that has been capitalized into land values, and thus, has become an intopna) part of the local
tax base in obacco producing arves.

Although the number of furms growing tobacco totalsd about 124,000 in 1992 and
probably has shrunk to a somewhat smatler number by now, the number of individual quotas is
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about three times larger. Many of these quotas are leased or rented 16 actugl producers,
providing income to non-tobacco growing owners, many of whom are widows of farmers active
in tha prognm in the 1940's end 50' or retirees. In 1996, 338,523 tobacco quotas were
disuibuted among 17 states (table 3). Seventy-one percent of the quotas were in Kcnru.cky and
Tennsysee. | |

With a change in the law in 1982 allowing sales of quotas within counties, there has been
congiderable consolidation of flue-cured quotas. In addition, increased mechanization has allowed
larger oparating unite. The average sice of offestive Nuc-cured quowss in 1996 was nearly 21,500
pounds, about 10.3 acres. In contrast, burley quotas sveraged only 2,800 pounds or about 1.25
acres per farm, Lack of mechanization, a shorter time since quota sales have been permitted,
smaller farms, and other. factors have prevented greater consolidation of burley quotas. Most
allotments for kinds of tobacco, other than flue-cyured and burley, are also relatively small,

The distribution of individual tobacco quotas by siee further reveals the Nagmentation of
~ the rights 1o produce tobavty, As Indleated carlier, flue~cured tobacco quotas are much larger
than other kinds of tobscco quotas. Still, S6 percent of flue-cured quotas are § acres or less,
while only 11 percent are 20 acres or more (table 4),

Burley quotas are very small (table 5). Three-fourths of the utley quotas are 2,500
pounds or lass. Burley quotas are implemanted in pounds only, while Questured guutes are
dé:emined_ and implemented iz acros and pounds. One-third of the butley quotas are 1,000
pounds or less and almost one-half of Tennessee's quotas ave 1,000 pounds or less. Farms on
averege produce sbout 2500 pounds per scre. Most of the aliotments for fre-cured, dark air-

cured and cigar flller and binder tobaccos are lcss them $ acres. These kinds of tobacco are grown
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primarily in Kentucky, Tennessee, Virginia and Wisconsin.

About 65 percent of the quota or quote equivalent distributed to farms in the United
States goet ta Kentucky and Tennessee (table 6). Quotas are offoctive in 17 states and 4
additional States grow tobasco ouiside the quots program. Produccrs decide in triennisl
teferenda if they want to have a price support-production control program for thoir kind of
tobacco during the following three years.

Quots Qumershin, Another measure thlat provides insight into the fragmentation and wide
holdings of quota is the fact that about 463.00.0 individuals own quotas in the United States
Bocause of multiple ownorship of individual quotas, this numbex is somewhat larger than the
individua! quota number. For 1996, aboun 113,000 people are listed as owners of flue-cured
quota, about 2.6 persons per quota. Over time, as the original quota owners have died, the
quotas have been divided among heirs (teble 7).

Of the flue~cured quots owners, 15.3 percent were African-American, and 0.7 percent
were Native Americans, South Caroline and Tlorida had the highest voncentration of minority
owners with more than 20 percent of he owners being African-American. In some countics,
Afican-Americen ownership of tobacce quotas was much higher. For example, over 30 percent
of the qusta owners n Granville, Hallfax and Warren counties in North Carolina and Marion,
Sumter and Williamsburg counties in South Carolina were Afiican-American. Mast of the Native
American quota owners were located in Robesan County, North Carolina, whore almost 20
petcen were Native American. .

About 43 percent of the quots owners sre female, with North Carolina having the highest

proportion. Fifty-four percent of flue-cured quotas are owned by males and the remainder by
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business entitics such as corporations and partnerships.

In contrast to flue-cured tobacca, only 1.1 percent of the swners of burley quota are
African-American (table 8). The ratio of ownorshlp per quota was subsiatinlly smaller for
burley, sbout 1.2 versus 2.6 for flue~cured. Howcver, considerably less consolidation o.i‘ quotas
has occurred for burley tobacco in part duc to the continuance of spring lease and t.ransfer
- pravisions (table 9).

Jenure Arrangements, An estimated 340,000 tobacco quota owners do not arow
tebacco. Many of these owners are part-owners or partial owners of relatively siall yuotas.
Llowever, In many cases, the Income from quota leasing or reating is an impontant component of
their total income, Most tobacco producers own at least past of the quota they grow, but some
own no quota. Although not sampling the entire flue-cured population, a survey of farms in 199)
ghowed only seven percent of the flue~cured operators pwned the entire tobacco quota they
produced, shout 21 percent ronted atl their quots and the remalning 72 percent both owned and
ronted quota. |

Basad on a survey of farms in 1989 that may not reflect burlcy belt population averages,

- 48 percent of operators grew thelr entire 10bacco acreage on quotas or allotments they owned,
About 19 percent rented 2l their burley quotas, and the remaining 33 percent produced tohasen
on acreage combining owned, rented, or leased quota in 1989, The lease and trensfer of quota
vefors 10 an ervangement whereby the tobacoo is §rovwm on a farm other than the farm to which the
quotn is assigned, The Jeess and trensfer of Sue-cured quotas was eﬁnﬁnmd in 1987, but
reinstated to cover disaster conditions, in what is commonly called “[all transfers,” beginning in

1988, Renting refors to growing the quota on the farm to which the quota is assigned.
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Ajthough faqm producing tobacco with the largest proportion of owned quota tend to be
smaller, these owners more frequently have off-farm jobs or are semi-retived. Producers with
larger ucreages tend to rent more quota and are more vilnerable to changos in the marketplace,

Tobaceo Farmer Borrawing, Tn 1996, USDA mad 6,155 direct opecating [oans 10
wbacto producers totaling $456.5 niillion (tables 10 and 11). About §3 percent ofrhe loans were
made to Kentucky produoers und 67 percent were made to Kentucky and Tennsssee producers.

About 7.2 percent of the producers who botrowed directly were of a minority race and 5.9
percent were female. The proportion of minority direct borrowers was lower than the proportion
of minority guota awners in fus-curod States but was the roverse in buriey producing States.
This likely rellects the tendency for flue-cured quotas to be divided among several heirs and the
relatively small number of minority owners of burley quota. Many banks now require crop
insurance as collateral in order to secure operating loans. if the subsidized crop insurance
program was climinated, loons might not be availsble to tobaeeo producers

The Farm Service Ageney is involved in two types of operating luun programs, direct and

guarantoed. With direut borrowing, USDA is the lender whereas with guaranteed loans the funds
ere loencd by banks with a percentage of the repayment guaranteed by the Department. Direct

borrowers usually have no other optlans for borrowing and are the most financially vulnerable of

tobacco producers.
Bropescd Tobaceo Setilemeny

Tobacco represents o lifetime of investments and the main source of income for many

people, especially in North Carolina, Kentucky, Tennessee, Virginia, South Carolina and Georgia,
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and they sre concerned about the propossd tobaceo settlement and the potential negative affects it
could have on the rural economies of their states.

Although the final form of the settlement will not be kiown untl] Congress approves
legislation codifying the agreement, the economic uﬁ'ect_s are expected to be sign.iﬁcnnt,' affecting
tobacco farmers, quota owners, hired workers, input suppliers, other merchants, mid local
govemnments. The affsct could be greater for marginal producers and production areas.

Bascd on an analysis by USDA, the price of cisareitcs is likely tn increase under the
proposed settlement. And » SO-cent per pack increass, for example, could reduce annual fiues /. J

cured marketings 3 to 9 percemt and burley marketings 2 to 9 percemt. The amount of decline

depends on assumptions relutive to how much cigarette prices would increase and how much LJA(
consumption would decline given a specific amount of price ingrease. In eddition, the ret present

value of quotas would decline producing a comresponding decline in the property tax base. \

Halning Tofpson Facming Acsa §¥
We beliove that a varied mix of rura! enterprises, icluding different types and slzes of \N

farms, contributes to the economic well-being of rural Americe.. Through the USDA

Cormunission on Small Farms that Socretary Glickman recently estsblished, the Department js | 6\

working to promote (he economic strength and financial vitality of small farmers across the

' nation. The tobacoo producer is & primary exumple of the cconomically successfil smal! farmer,

and we are comunitted to making sure thosa interests are reflected in any final tobacco agresment.

Tabacco quota owners, tobacco farmers, and rural areas where tobacco is concemma;@ \& )

should recelve a per1 of the praposed tobacco settlement monies. Many scenenos can be



13
envisioned, including continuing the current program; If the current program is discontlnued, we
will wark with Congress to determincd an appropriate level of compensation.

We believe that. 10 be acceptable in tobavoo-growing areas, an economic assistance
program would need o recognics w quota owner’s claim for a continued, though ﬁnito,-inoome
stream from the capitulized value of the quotas; recognize that some tobucco producers own little
if' any quota, but have specialized 1obaceo production investments with fow viable alternative
income oppaortunities; and compensate other lcgitimate stakeholders for losses fom raduced or
anticipated reductions in tobacea praduction.

Financial assisance to tobaceo gruwing areas could be universal or seloctive. A universal (-~
assistance program would permit all stakeholders to receive some form of assistance bacuuse of J‘/\ 7 J’
reduced demnand and uncertainty about the future of the tobacco industry. A selective assistance L()J/
program would target spacific numbez:a or groups for cligibility for atsistance. Payments under an |
assistance program could be all-at-once or spread aver several years. Spreading the payments
over several years is generlly preferable ao that a smoother trensition can take place. WL 'Q/I/

Much discusion has centered around the Fedaral Govermment’s involvament in the @ \ ” C(r‘\f(o/)}’/
current tobacco program. This discussion has heightened as the affects of the proposed tobacco o
settlement are being eveluated. One option relstive to financial assistance for tobacco produoing
regions would be for the Feders! Government to eliminate the program by purchasing all tobacco

quotas, removing CCC form the respansibilily of suppotting tobsceo prices.

If the tobacco program waes climinated, 1obacco prices would probably decliné. The

Iempect of Eljzinating the Program @ \D/W)
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decline might ba in the 30 to 40 cents par pound range, probably reflecting the current payment
for the privilege 1o grow tobacen. Tobacen production would likely increase as large cfficient
producers expand production while small inefMiclent producers contract. However, the asmount of
increase is uncertain because competitor countries might lower their prices to remain competitive
with the United States. Tobacco production would likely shift to more efficient prbductlon
regians within the United States. Flue.cured production would probably move away from the
higher-cost Piedmont regions of Virginia and North Caraline to the Coastal Plain of North
Carolina, South Caroling, Georgie and Plorida, Higher wuge rates becausc of greater competition
for workers in factories and the uncven temain of the Piedmont are major reasons for movement
away from thig region,

For burley tobacco, marginal production regions in Tennessoe, North Caroling, and
castern Kentucky would lose production to centra) and western Kentueky. The biggest losers
would be marginal producers in all the regions. Producers with little quota, high costs and much
debt would be especially vulnerable. Many of these producers would default on loans.

If private insurance companies were to assume the full unsubsidizad underwriting of
tobacco policies, the potentinl wffect an producers would likely be significant, We could expect
an immediate price increase 10 the grower (0 at cast cover the oost of the current presmium
subsidy. Small and limited resource farmers would likely be most affected in avotally private
Insurance market due w the high cost of tnsurance, The affect of tobaceo crop insurance
availability s significant and eliminating the “safcty net" for tobacco producess could have s
negative influence on the economles of entire communitles.

In the 1996 crop year, crop insurance covared 554,352 acres of legally grawn tobaceo
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representing over $1,15 billion in llability protection, and returned over 390 million back to the
farm economy in the form ofinde@ﬁty payments for crop losses (Table 12). Without crop
insurance, these are losses that farmers themseives wonld have had to absorb, and continue 1o
support their families’ livelihood. Bince many growers rely on tobacco to pay their bﬂls,'wilhour
crop insurance many of these tarming operatians would collapss under such losses.

Minority farmers would likely ba the most severely affected by the elimination of crop
insurance un tobacco. For example, the Raleigh Regional Service Office, which covers the east
cosst from North Carolina to Malne, services about 20 percent nf'all African-American operated
farms. On thit group of farms, tobacco accounts for more than hall ol 1ota] orop sales on nearly
31 porcent of these farms . 7

The affect onp world tobacco trade of eliminating domestic program controls gnd /7
meintaining our current trade policy with regard (o both exposts and imports, is somewhat
unclear. U.S. production will increase, fam‘\ pricey fall. and production to hecome concentiated
on large farms. Small farms and communitios in the traditiona) tobacco producing regions would
likoly suffer cconomically.

The results would include an increase in lower priced U.S. exports and a downward
pressure on tobacco prices in other countries. Som.e countries would see production fall, but tota)
world tobacoo production would net likely change. Although trade patems would changa, it iv
unclear who the winnerx and losers would be. It is likoly the U.S. would ses imports decline and
exports expand e 1.5, prices fill, However, selected Jow cost foreign producers may be able to
take advantegs of the shifting patterns to increase their share of the 1.5, and world markes.

The affect of @ policy that eliminated the domestic program controls, removed barriers to
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imports into the United States, such as the tariff rate quota currently in place, and that did not
aggressively pursue equitable treatment for L1.S. exports is also diffioult to acesss. But it can be
sssumod that it weuld not result in the reduation of total world production and consumption.

Worid tobacco prices would fall and production in the high cost prddueing_ oouﬁtﬁes
would decline, Many developing countries that depend heavily on tobacco as & source of foreign
exchange would suffer lost revenue. The affect on world tobaceo trade would depend on the
relative change in prices and the actions individus! countries took to protect their domastic
tobacco producers, -

World tobacco consumption would likely increase as world prices fall. In the United
States, imports may fall as domestic tobacco became more price competitive, U.S. exparts could,
in some cases, be complerely at the mercy of trade barriers imposed on U.S. tobacco by importing
and consuming countries such as Ching. the largest producing and eansuming eountry in the
world.

One can see that the affects of eliminating chmi Government support for tabacco would
Bo beyond amall marginal producers. Input suppliers, warchouse operators, and the property tax
bese of lacal communities would suffer in marginal production areas unless sufficient economic
activity replaced that currantly gencrated by tobaceo. Let's take a closer look at the communities

and people we are talking about.

Southside Virginia is a region containing the largest flue-cured tobacco producing

counties in Virginia. This area borders North Caroline and its yijor tobacco producing region,
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and could be argued as typical of all the many rure! communities that are dependent upon tobacco
for economic vitality, An excellent study entitled Tobacco's Imporiant Role in the Economy of
Southaide Virginia by William Wise and Dixie W. Reaves of Virginia Tech focuses on six enunties
that include Brunswick, Charfotte, Halifax, Lunenburg, Mecklonburg, and Pitisylvania.” The
following comments borrow from thelr work,

How important is tobacco to thase counties? In 1992, of the tarme with sales over
510,000, tobacco sales sccounted for 68 perceﬁt of the region’s total agricultural sgles. Farms
with sales less than $10,000 represent 23 percent of the farms producing lobacco, but they
account for just over 2 percent af total tobaceo sales. For the sounties, 1obaceo represents 67
poreent of agricultural sales in Lunenburg Céumy, 72 percent in Pittsylvania County, and 79
p&cent in Halifax County. In Lunenberg and Hulifax Counties, 10 percent of all houschold
income is generated from tobacoo. In the six county area, the total annual regional output
attribured to tobacco totels $756 million.

In general, this region has s higher percentage of penon; in poverty, & higher
unemployment rate, and 8 lowes per capita invome than the fest of Virginla.  The population of
the region slso tends 1o be more elderly and less well educated than the population in other parts
of the state. These conditions, in general, are fairly typical of tobacco growing areas thraughout
the country. Given the above, the importance of tobacco’s vontribution 10 the local economies of
these areas 1akes on added significance. The ability to move to new sconomie setivities is rather
| limited in these regions, snd decssions made regarding the future of tobacco production have the

potential to impact negatively,
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The Human Faces

In his recent trip to tobaces eountry, Secretary Glickman met many tobaceo quota owners
and farmers, The Secretary met an elderly widow who owns a quots. Sheiya tyﬁical quota
holder, marriod to a tobacco farmer in the 1940's, she became the owner of the quota w'hen he
died. She is now highly dependent on the lease emount she gete from the quota, indicating that it
makes the difference in her quality of life, as it complements her Sacial Security check helping to
pay for food, housing, and decent clothing,

Meany of the producers the Secretary met were limited rasource and minority fanners, and
typieal of the group that the he wants to help by the work of the recemly established Commission
on Swnall Farms, It is interesting 10 note that while African-American operated farms are about as
likely as alf U.S, farms to harveet corn end soybcans, they arc twice as likely to harvest tobaceo,
In tobacco growing states, the proportion of African-American opcrated farms harvesting tobacco
i nearly three times that of all furms in the region, These facts, coupled with the fact that nearly
90 percent of farms operated by Aftican-Americans netionally had total sales of less than $25,000,
further highlighit the impact of tobases on minority owned farms.

The Secretary also met a young entrepreneurial producer who owns no quotas, but has
managed to piece together 75 leases, from quota owners like the woman described above,
Annual pro;iuction of 600,000 pounds of queta 1obaccy returns over §200,000 to the quota
owners . What we have is a highly successful small farmer sontributing to e incomes and taxes
of the whole community.

Lhe local merchant is another important part of the picture, us tobacco farmers put ash

on the barre! head, purchasing necded inputs and other products needsd for farnily and farm.
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Typical of the local businesses Impacted by tobacco was an implement dealer who explained to
the Secretary’s party Just how critical the tobacco farmer is to his business
At local merchants maintain and incresse busincas, the wholc community benefits with
inereased cconomic activily and 8 lasger level of sales and property taxes paid. Itis es!}mated that
4 100 acre producer generutes $450,000 in annual sales, which in turn, using a stan.dard multiplier
cffect of five, generates $2.25 million in economic activity for a eommunity. In tobacco

dependent sreas, one can readily sec that these tobacco sales are critical.

Conclusion

We are ut an historic crossroads regarding public policy and tobacco. In closing, I hope
that we are leaving you with a sense of what tobaceo means to the rural economies of many of
our counties, We hops we have succeeded in ﬁutting & human face on these difficult discussions.
Qur rural tobacco growing communities will need our help, at we transition to new public policies
on tobacco. USDA stends ready to work with you 10 make sure the citizens of these rural

communities. are not left behind.
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Table 1--Number of farms, acres, and average ucres of
tabacce on farms growing tobacoo, 1992

: Average tabacco

State Farm Tobacco average acreage per farm

Number X R G Acreg-- - . . cecmn,
Alsbama 14 335 23.9
Connecticut 43 1,456 33.9
Tlorida 233 6,928 9.7
Goorgia 1,658 40,403 24.4
Indiama 2,946 9,170 31
Kansas 12 37 31
Kentucky 59,373 268,140 4.5
Maryland 951 8,470 8.9
Massachusetts 27 400 14.8
Missoun as4 1,846 4.1
North Carolina 17,625 283,900 16.1
Ohio 3,487 11,006 32
Pennsylvania 1,348 8,445 6.3
South Carolina 1,965 50,194 25,5
Tennessee 22,053 75.621 3.3
Virginia B, 444 55,419 - 6.6
West Virginia 1,003 2,072 2.1
Wisconsin 1,720 2,379 4.3
Other States 5 12 2.4
United States 124,270 £31,233 6.7

Source: Census of Agriculture, Bureau of the Census.
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Table 2--Estimated average costs and returns for selected vegetable and
field crups in Nonh Carolina, 1994

Crop Gross revenue |/ Cash variable - Net above eash
expenses 2/ | variable expenses
Dollars per acre

Swect potatoes 1,627.50 1,118.92 508.58
Cucumbets, Processing 992.00 1,041.62 95.63
Cucumbers, Presh market 440.00 466.61 26,61
Bell peppers, Fresh market 717.50 864.81 -62.56
Snap beans, Presh market 983.50 . 600,06 383.44
Watarmolon 675.00 4¥5.86 190.63
Cabbuge, Presh market 1,500.00 1,016,386 | . 883.64
Tomatoes, Fresh market 4,332.00 3,735.30 596.50
Com 278.20 137.86 120.34
Soyheans 170.91 95.10 75.81
Cotton 623.80 29..70 331,50
| Flue-cured tahaceo 4,089.80 1,884.68 2,205.12

1/ Average price times average yield per acte. Source: USDA, NASS.
&/ Vegetable expenses are hasad on Extension enterprise budgets from North Carolina $taie

University. Budgets modified to represent average production
expenscs are from USDA ‘s wust-of-production sccounts.

practices for 1994, Field crop




Table 3-Tobacco: Quota Summary Table:-1996

State Nimber of
Quotas and Flue-cured Burley Othér
Allytments Quotas Quolas Allotments
Algbama 32 29 3 0
Arkansas 4 0 4 0
Florida 310 310 0 0
Georgia 2,710 2,668 42 0
Nlinois 2 0 ra 0
Indiana 8,819 0 8,799 1/ 20
Kansns 26 0 26 0
Kentucky 151,668 0 134,424 1/ 17,244
Minnesota 39 0 0 139
Missouri 1,389 0 1,389 0
North Carolina 44,488 31,641 12,947 0
Ohio 9.332 0 8,777 1/ 585
South Carolins 4,840 4,840 0 0
Tennessee 88,457 0 79,319 1/ 9,138
Virginia 19.724 4311 13,814 U 1,59
West Virginia 3,14 0 3,124 0
Wisconsin 3,959 0 0 173,559
TOTAL 338,523 43,699 262,670 32,184

1/ Dark sir-cured in Indiana, fire-cured and air-cyred in Kentucky and Tennessae, cigar filler

and binder 1n Minncsota, Ohlo and Wisoonsin and Virginia fire-cured and sun-cured in

Virginia.



23

Table 4--Distribution of flue-cured quotas by size, 1996

Acreage North South All
allotment Carolina | Caroling Georgia |  Virginia Florida | States |/
Acres | rreseeaoa.. [ Percent - « - - vceean ol
01-1.00 6.3 9.6 5.0 8.6 12.7 6.9
1.00-3.00 32.3 26.9 21.6 N2 13.3 30.9
3.01-5.00 19.5 17.8 14.1 17.2 1.7 18.6
5.01-10.00 20.3 19.5 20.8 18.1 11.3 19.8
10.01-20.00 11.9 12.8 16.1 11.9 12,7 12.3
20.01-30.00 7.3 10.0 15.2 9.1 23.7 8.4
50,01~ 100.00 1.8 2.6 5.6 2.3 12,7 2.3
100.01- 195.9 0.4 0.8 1.4 u.s 33 0.5
200.01 and over 0.1 0.l 0.2 0.1 0.7 0.1
................... Number-»ccsveesvesacaaono.

Number of )

quotas 3/ 31,541 4,840 2,668 4,311 310| 43,699

1/ Includes Alabema's 29 quoras.
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Table 5--Distribution of burley quotas by size, 1996

Poundage _ Notth All

‘quota |/ Kentucky | Tennessee | Ohio | Indiana | Virginia | Carolina | States %/

Pounds memeeesecieiooe. --Pereent- - r o ccanaaiiiaan.

101,000 |27.4 47.4 33,0 |32 30.8 3.2 34.9

1,001 to

1,300 10.9 16.1 152 [138 16.3 16.5 1135

1,301 10 |

2,500 27.0 %3 272 |37 36.8 2.5 27.2

2,501 to ‘

5,000 18.1 8.9 15.4 13.2 12.7 10.5 14.2

5,001 i

10,000 10.4 2.2 6.8 4.6 2.8 1.9 6.7

10,001 to

25,000 5.1 Q.5 2.2 1.2 05 (04 2.9

25,w1 m

75,000 1.0 0.1 0.2 0.3 0.1 0.0 )

75,001 und

over 0.1 0.0 0.0 0.0 0.0 0.0 0.1
-------------------- Number------vuceceanaa...

Number ot _

quotas 134,424 | 79,319 8,777 18,799 13,814 12,547 262,670

U About 2,100 pounds is equivalent to an acre.
2/ Includes Missouri and West Virginia.
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Table 6--Tobacco quota volume summary--1996

State Quota or equivalent (1996)
pounds
Alabama 831,964
Arkansas 6,296
Florida 19,786,497
Georgia 108,082,040
[ltinois 2,076
Indiana 18,719,912
| Kensas 86,171
Kentucky 469,182,917
Minneso:; 57,442
Missouri 6,386,692
North Caroling 655,687,269
Oldo 21,339,960
South Carolina 112,023,099
Tennessee 169,008,880
Virginia 115,241,896
West Virginia 6,239,970
Wisconsin 9,116,800
Total 1,722,676,576

s:\director\fo_dmn\tobawo.q uo
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Tabls 7--Flue-ciired quota ownership, 1996

Number _
State of Kace Sex
Owners ;
White | Black| Indian Other | Mtle | Fernale | Corpora-
tion
Number “escceann -Perceats - - - - - - ---
North
Carolina 78,556 85.9 8.6 1.0 0.1 §2.6 43.8 3.6
South
Carolina 16,580 T7.9 2.0 0.0 0.1 54.9 41.1 4.0
Georyia 6,519 93.8 6.2 0.0 00| 60.3 35.0 4,7
Virginia 10,758 73.3 26.6 0.0 0.1 56.2 41.9 1.9
Florida 537 75.2 24.8 0.0 0.0] 644 25.5 10.1
| Alsbama 62 91,9 8.1 0.0 0.0 7.6 22,6 4.8
Unlted :
States 113,012 84.0 15.3 0.7 0.0 53.8 42.6 3.6
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Table 8--Burley quota ownership, 1996

. Number
State of Race. Sex
Owners White | Rlack | Other | Male | Female Corporation
Number - -Percenl- = - - - - - - -
Xentucky 67,695 | 98.7] 1.2 01| 667 317 1.6
Tennessee 86,211 OB 8 1.2 00| 70.4 28.5 1.1
Ohlo 11.B19] 996} 043 0.1{ 634 35.3 1.3
Indiana 2.6871 9981 0.1 0.1 75.8 21,9 0.3
Norh
Carolina 15,588 99.6) 0.3 0.1] 633 35.1 1.6
| Virginia 18,614 %381 0.2 0.0 $8.8| 1396 1.6
Missourl 1,573 994 05 0.t} 71,8 22,0 6.1
West
Virginia 3,513 99.9 0.1 0.0 70§ 28.6 0.9
Other Statex
1/ 88| 9089 1.1 0.0] 7.7 27.3 0.0
Unﬁed_ :
States 314,788 939! 1.0 6.1( 673 31.2 1.8

1/ In¢ludes Alubama, Arkansas, Qoorgls, Dlinoss and Kansas.




<8

Table 9--Nummber of quota ownets that do not grow {obacco |/

State Number
Alsbama 50
Florida 304
Georgia 4,908
Indiana 6,741
Kansas 2
Kentucky 126,381
Missouri 1,119
North Curolina 76,519
Ohio 8.332
South Carolina 14,615
Tenncssee 71,485
Virginia 23,519
West Virginia 2,510 |
Wisconsin 4,077
United States 340,581

J/ Number of petsons who own or panly oum tobaceo quota. These
are estimates derived by subtracting the number of census tobacco

producing farms frem the number of

si\tpus\drafs\notgrow. iob

interest in quota.

people who have any ownership
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Table 10--Tobacco producers who borrowed money directly from the

U.S. Department of Agriculture, 1096

State. Total Mingrity Race Females

Number v-ee—-Percent--—-e-

Alsbama 1 0.0 0.0
Comnuctcut ] 0.0 0.0
Florida 38 26.3 5.3
Georgia 127 10.2 3.1
Iinols 1 0.0 0.0
Indiana 118 0.8 5.1
Kontucky 3,265 3.8 6.2
Maryland 18 22.2 5.6
Mazsschusetts 7 0.0 0.0
Missonri 17 11.8 5.9
Narth Carolina 900 16.9 6.4
Ohio 109 3.7 2.8
Peangylvania 7 0.0 0.0
South Carolina 170 159 2.4
Tennesses 836 5.0 5.4
Virginia 385 15.8 B.6
West Virginia 61 33 6.6
Wisconsin 18 11.] 11.1
United States 6,155 7.2 §9
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Teble 11--Tobacco producer borrowing directly from the

U.S, Depantment of Agriculture, 1996

State Total Minority race or.female
Thousand dollars ----Percent - - - -

Alabam; 140 0.0
Connecticut 662 0.0
Florida 5,191 9.4
Georgta 11,483 16.4
Dlinois n 0.0
Indianz 11,257 5.8
Kentucky 235,451 4.7
Maryland 985 25.0
Massachusetts 607 0.0
Missouri 1,083 12.4
North Carolina 65,775 13.3
Ohio 9,202 4.2
Pennsylvania 7,997 0.0
South Carolina 18,920 11.7
Teancasee 54,397 8.6
Virginia 30,170 12.6
West Virginia 1,784 12.1
Wisconsin 1,345 1.5

Unlted States 456,524 7.9

s:\direcior\fo_draft\stusats, da
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Table 12--Crop Insurance experience, 1996

Slate Active Policies Premium Producer Peid Liability
Subsidy Premlum
Alabama | 3,794 22,189 - 813,484
Connectlcut 50 284,783 163,810 8,323,047
Florida 202 170,877 95,365 11,048,167
Georgin 1,807 1,322,145 1,638,577 35,940,583
Indiana 816 181,954 154,738 6,255,038
Kentucky 30,688 5,440,093 1,971,111 180,147,413
Maryland « 11,786 1,611 481,181
Massachusctes 36 110,498 20,344 3,389,363
Missouri 393 101,859 30,790 2,114,169
North Curolina 18,264 6,938,560 1],199,528 597,300,547
Ohio 1,670 257,747 118,359 8,974,524
Ponnsylvauia 17 3916 1,121 149,276
South Carolina 1,814 1,882,577 3,066,857 112,598,852
Tennessce 9,356 2,042,688 1,090,157 48,105,306
Virginia 5,440 1,236,464 1,745,789 85,030,035
West Virginin 242 94,160 22,493 1,364,780
Wikconsin §87 58,756 96,263 3,973,546
United States 68,419 19,807,454 20,448,719 1,157,012,981




