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FOREWORD

Recognizing 1otacco’s centrai role in Kentucky’s economy and history and the
threats whick faced the tobacco program, the Kentucky House of Eepresentatives passed
HR &1 during the 1984 General Assembly.

Fouse Resclution 61 directs the ?,.egzsiaﬁve Research Commission 1o study the

srovlems faciag the iohacco nrogram and the sos ¢ impact of loss of the program on
F{_“u g 'E“-z- 82 DIGUICEs inciude impact of no-nst-cost assessment, impors, and other

Force were provided by Brooks H. Talley,

secritarial services were provided b

mmack and edited by Charles Bush.

pes, AnG desires 1o repeat here, its apprecia-
sisted inibe task ?orce s work, Among the many
ﬁagnculmrc. the RBurley
sublic, farm angd ind

ustry
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SUMMARY AND CONCLUSIONS

The Kentucky legislative Tobacco Task Force was set up by the Kentucky
Legislative Research Commission following passage of House Resolution 61 in the 1984
General Assembly. At that time, the tobacco price support program was threatened with
collapse, because of the buildup of tobacco in the price support pool, the rapid increase of
imports, and the no-net-cost assessment farmers must pay o service the price support pro-
gram debt. The Task Force was set up to address these and other problems of the tobacco
program and has worked to assist in any way it could to help save and maintain a viable
tobacco program for the siate.

The task force concluded that its
Kentucky’s economy. Eliminating or serio

ivhacco industry is essential to

33iy 1 2 the tobacce program would have a
devastating e{fect on Kentucky and iis tobaces fariners, Without the program, many, many
small farms and businesses in Kentucky wouid no longer be viable. Many farmers would
face real difficulty in finding new emsp Ec yment. Land prices wounld fall, loans would
default, iocs! and s

meal sreas wonln

tate revenues would suffer and the faur economy and social fabric of

-;}'?'f‘.‘_‘:‘;'!_'-.i' f‘}"‘-;\_ﬂgg:-_fi_ Tl ey "\1(:\‘-4‘11—3,;'(‘
Zs RIS LRLIILINS - Aiald

wing prebiems viagued the tobacco program
: ment ihat farmers must pay to defray the cost

f the sobscec price ‘u.h.-;'JOi'T Cragram was se1 1o rise 1o 21 unbearable 30 cents per pound in
$9835. Excess buriey stocks held in the price support neo! had risen 16 well over 500 million
E-‘ﬁ-‘-tﬁd:%--- many iiqies over needed reserve lev es\ ine market for 11,5, bar!ey was weak, Im-
POris han soared 1‘ om less than ] percent of use in 19

0 percent of ?._-’.r.s\ world marke

L ILLEL

t in 1984 and exporis
percent in 1982, Ina
ain price levels, burley
SLPDOTE program was
becoming unbearable and

. Taxes on cigareties
gn p@duc ion of cheap
. was exacerbated by the
0248, New technology reguired :‘: baceo per cigarette and lower
s inereasingly seing used as a filer in 1, S cigarettes. Foreign sub-
F5 ana exporiers and even encouragement to foreign growers by
ided o domestic buriey problems.
enty-four rneeh. s, inclucding seven public hearings, the Tobacco
nE Provisn: : 'e:i;e isbacee program and the tobacco farmer and

oving ihe situziion. Two of the most immediate
CONCErts wers :sc-z'-is and the no-net-cost assessmant,

Way



In early 1985 task force members testified regarding imports before the Interna-
tional Trade Commission. Their testimony stated that the President should take immediate
legal action under Section 22 of the ‘‘Agricultural Adjustment Act’’ to reduce tobacco im-
ports because they render ineffective the tobacco price support program. The task torce
further recommended to the President that:

The United States should not allow tobacco imports from those countries which
do not allow American tobacco into their countries, which subsidize the production or
manufacturing of tobacco, which use pesticides and herbicides not allowed on American-
produced tobacco, or which do not aliow a fair and just market for American products, the
task force recommended that imported tobacco be charged a single rate of duty for each
pound, regardless of the classification. Clearly, the iask force viewed imports as a proolem
which must be resolved.

In April, the task force held the first Tobacco Conference of the Siates. This con-
ference brought state iegisiators logether from nine tobacce siates in an unprecedented
show of unity and support for (he tobacco program. The conference concluded with the
adeption of a resoiuticn by ihe stales which created a permaneni Tobaces States Con-
ference, 1o make a united effort (¢ work out details necessary to save the tobacco program.
Kenwucky supperied the icllowing Plan of Unity and Acuon:

‘That manufaciurers along with producer representaiives be encouraged
tC enact a pian 1o minimize the growers’ no-nei-cost, reduce tobacco im-
porTs, and increase the worid-wide market share. {These were among the
goals examined Lul no! neces sarny fuliy achieved in the development of
the “Keynolds Plan®” and laier, S.14!8, "T‘n Tabau: Program im-
provement Act of 1985.")

if o agreeab’s plan is forincoming from Congress, the task {orce hereny
supporis z faderal «ax on cigarette manufactursers 1o pay for the cost of

the no-nei-cost program in support of tobacce farmers {This approach
was takea by Representative Charlie Rose in HR 2600, to be discussed
lzter)
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iavel manufaciurers’ 18x On the cigaretie in-
dusiry io st p port the no-net-cost program fOr 1obaceo farmers.

The task force convauss to support these prioriiies.,
intense negoiiations during 1284-1985 among farmers. farm crganizations, buriey
coops, and 1obacce compan iﬁ-; and icbacco state Congressmer produced the ““Reynolds

Plan’* and later §.1418, decigned to address the tobacco program’s problems. The bill



would lower the price support for burley by aboui 30 cents to $1.45 per pound. The ne-net-
cost assessmeni would be shared 50/50 between growers and tobacco companies, and the
tobacco cempanies would buy-out surplus burley in the 000! over {ive vears.
The forging of S.1418 required¢ many compromisss. The 1ask fores
positively to the propased legislaiion. bur voiced ihe following concerns
sionai Delegation. The task force focused on ¢ ' :
farmer had (o (ake 2 30 cenis pei pound

50 percent of the no-net-oosi sssessmeni:
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CHAPTER]
BACKGROUND

History and Functioning of the
Tobacce Price Support System

In the early 1900s, prices and supnlies of iobacce fluctuated widely and farmers
consequently suffered; at times they were unable 1o seil their creps. The federal government
began to operate programs tc stabilize tobacce prices in the early 1930s. As a result, risks to
growers lessened considerably and a successtu! prics suooort program evoived. The follow-
ing infermation on the price suppori program znd much of the information for this
chapter-—~excep‘r for ine ““Economic impact’’ subsection—were iaken primarily from

USDA reporls particularly “Tnbacco, Background for 1985 Far

zim Legislation.”” Portions
of pages 2-11 were taken from Congressional Research Report 84-80ENR.
h}"ﬂ.“_ h'j“‘,f“." DS M !"\‘*’“f\?“-’ orogram, ,:,r\_ms“-,".f'g-r Tasr o the 116 Ma £n

DEOTT oro

g peratec Ty the UL, Department of Agriculture,
ament Ags of 1938, reguiates produciion and

supports tobacco prices. Supnly conire! through marketing guctas and price support
through loans, are the basic elements of the program. Marketing gquotas are mandatory on
rowers, but only after the program has heen approved in a referendum vote by a two-
thirds majority of tobaces farmers

R o s ettty eel A
under the authority of the Agricultural Al

'l

The precise leve! of the marketing quoia for ichacco ’-’5 determined by the USDA

prior to each growing season according to 2 formuia specified in the Agricultural Adjust-
ment Act of 1928 ag - rnew‘ﬂr hie national guotais 2 p;‘!:j-‘?r:-':::cn of the production needed

to meet domestic and 2vport deman tove the price support levelk and to provide for

gus:a contrals suprely and funciions as a price-
raising mechanism. The National quots s adiusted 1o reflect -we:f;"mars(etings and under-

nlafkphngs nv ‘?"!F i‘ e “’”‘H"L‘

reasonable carryover stocks, T :-'

‘These revised guetas are called effective quotas
and indicate the aciug! z;;;anu?.;e-s ~n' tobacco that may be marketed in a given year.

The marketing quota is uansiated inio a national aliotment. Each tobacco farm,
based on its historical producticn, is given a share of the rational allotment. This farm
aliotment then becomes the upper limit o0 the amount o7 tobacco each farm is allowed to
produce and market. Burley farmers are under a ooundage program that was authorized in
1971. The alictment’s attachment 10 the fand restricts the entry of new tobacco producers
into the market.

If tobacco producers vots o aci-:a,r_:fr_

meni must provids
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hen the federal govern-
srice support is calculated according
‘oh2oo0 i 28signed a suppert price;

g e
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to a formula specified by



averaged, these prices together achieve the nationa! support ievei. Untii very recently, the
support level was adjusied cach vear i¢ reflect recent changes in farmer’s production ex-
penses. _

The pr'ic SUpPOTE progean works through lcans from the Coinmodity Credit Cor-
no;anun {CCC), with thf‘ njbax 3 held as cotiateral, The CCO loans are made to producer
hoas .§ T obacco Growers Cooneialive Association, Inc., that are

der coniract with OO0 16 nandie ail ope;'*iicm connecied wiin making ican advances (o
ICORCCO Tarmers, and arvangi o receiving, processing, sioring, aad eveatually seiling the
wehaceo under ioan.

When fobacoo 5 800 at

assuciations, suo

ey

WL, each ot is augiioned 1o tie nighest vidder, except
that if che high bid doos not exceed the supnort oy s consigned to the price

cooperative at the




The level of the ‘‘no-net-cost’ contribution is based on projected losses in
operating the program. The assessment level is set yearly and depends on quantities of
tobacco under loan, expected loan-takings, interest rates, and other factors affecting loan
stocks, and the length of time they might remain under loan. For burley, because of the in-
creased tobacco taken by the pool, the no-net-cost assessment went from | cent per pound
in 1982, to 5 cents in 1983, and 9 cents in 1984; it was projected to be 30 cents in 1985. The
increase of the no-net-cost assessment to this level became a real financial burden to
farmers, and a threat to the existence of the program.

Another provision of the no-net-cost law gives the Secretary of Agriculture
authority to reduce price support rates—within limits—for tobacco grades that are in excess
supply, to make prices more competitive and nopefully reduce tobacco going into the pool.

To further limit prices, legisiation passed in 1983 froze 1982 and 1984 tobacco
price supports at their 1982 levels. The legisiation also included iwe provisions dealing
specifically with burley. One aliows the Secretary of Agriculture to reduce burley guotas by
as much as 10 percent in any one year, if fiecessary, ¢ control overproduction; previously,
the maximum permitted was 5 percent. The second provision directs that under certain con-
ditions, the Secretary of Agricuiture mus: determine whether imports are interfering with
the U.E. price suppor: and production contiol prograym, This provision is discussed further
under ““Trends in World Trade.

Trends In Tobacco Use

According to the USDA, most tobacco grown in the United States is used in
cigareties; however, cigars, snuff, chewing tobacco, and smoking tobacco (pipe and roll-
your-own) are aiso produced. Except for snuff, total domestic consumption of tobacco
products declined in 1982 and 1983, was siable in 1984 and s expected to decline again in
108s.

Despite growing cigareite consumption during the period, domestic disappearance

of U.S. tobacco declined about cne-fourth from 1950 1o 1980. The switch to filters, use of
sheet iobacco and stems, reduced cigaretie ciro mferences, and puffed tobacco (iobacco
expanded 0 occupy 2 larger volume) have reduced the amoust of tobacco ver cigaretie,
Furthermore, beginning in the late 1960s, 2 larger proportion of the iobacco used in cigaret-
tes was importec.

The decline in use of demesiic tebacco from 1950 to 1980 varied by type cf tobac-
co. Flue-cured tobacco use dropped substantially, while burley use dropped only slightly,
because of cigarette blend changes that use reiatively more burley. Consumption of all
ourley tobacco and domestic burley continued 2 downward trend from 1979 to 1984,

Cigarettes account for 85 percen: of the tobacco used in the United States. They
aisc represent most of the saies of 1.3, tobacco products, $28.7 billion in 1983, about $9
billion in taxes. U.8. consumers smoked a1 estimated 600 billion cigarettes in 1983, This




was about 5 percent below the previous year and was the largest percentage and absolute
drop on record. Consumption per person 18 and older is expected to drop to 3,384 cigaret-
tes by the end of 1985, 24 percent beiow the 1963 peak.

The large drop in cigareite consumption in 1983 was mainly the result of a 21-
percent jump in retail prices for cigareites, which was triggered by higher federal and state
excise taxes on cigareuss. Cigarette prices increased about six times faster than the rise for
ail consumer ilems during this period. & major reversal from the price changes of the 1970s,
wiien the overall price lncex rose maore rapidly than cigarette prices

Cligaretie consumption is aiso d'minished kv concerns about smoking and its ¢f-
fecis on hmltn, &3 weil as an 'r'“-'-,-'ffa,c'mg aumber o1 state ?ﬁ‘-d tocal taws that prohibit smok-

g in ceitain plac::u, ‘ecis, along with hagher prices resuiting from increased siate
£xcise taxes sud man woabiy cause further decline of cigaretie sinok-
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Foreign government export subsidies or aid (o f oreign tobacco growers affect im-
ports in some cases.

The increase in imports of burley, as well as the great volume and sometimes
lower quality of tobacco taken under loan in recent years pose very difficult problems for
the tobacco industry. Currently, import quotas do not apply to tobacco. Import controls
and their potential positive and negative effecis have been debated widely.

Taniff rates vary, devending on the form in which tobacco enters the United
States. Import tariffs do aot affect burley imports significantly because of the draw-back
provision, which allows firms importing tobaceo to get back the duty if they export tobacco
producis.

Impori controls can be implemented nnder Section 27 of the Agricultural Adjust-
meni Act of 1933, as amended, |

&%
g &

‘any articie or articles are teing or are praciicaily ceriain
te be imporied inie the United States under such conditicns and in such guentities as to
render or iend ¢ render meffective, or materially interfere with, any loan, nurchase, or

'

i)

other program or operation underiaken 2y the Department of Agricuiture . . ." Section 22

review of bugl
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A major factor in the 11.S. export decline is relative prices, Uther factors have
weakened U1.8. exports, such as wesks: ghobal denace, large foreign averseas supplies,
higher ¢

e 2 AN T p—
©R T (Agss JupPPades, ine al:

. 2nd reduced forsign currencies
available to poiential imporiers, With 1a; ¢ foreign supplies avallable and with several

countries having the capacity to produce greater amoun:s of iobaces, long run 1.3, export

c
freezes in Hurley nrice SUPPOTIS (on't seem (o have elim’nated he orice comnetition pro-
vlem .

Regarcing foreign exporis there have heen charaes tha: burley tobacco that is im-

-



ported into the U.S. is heavily subsidized. According to the USDA, tobacco production and
cigarette output are controlled to varying degrees by government monopolies or large
multinational firms in many foreign countries.

Also according to the USDA, government support has helped boost foreign pro-
duction and exports in some countries. Because agriculture is subsidized in various ways in
many other couniries, it’s sometimes hard to assess tobacco subsidies. Argentina subsidizes
growers by returning to them part of the laxes on cigarettes. South Korea and a number of
European countries also provide subsidies to growers. Brazil, a major competitor of the
United States, provides technicai assistance to growers and manufacturers. Furthermore,
some multinational tcbacco companies assure Brazilian tobacco growers a market for some
of their production. For a number of years, U.S. companies have encouraged burley pro-
duction in other countries, T hic curley may be exporiea o nsed to manafacture cigarettes
3t the company’s fac § i those couniries. Buney production has been encouraged in
Guatemalaz ang oiner ceniral CaT couniries py American comnanies Kentucky farm

Hn Gommpeing wita growers paving litile mors than slave

o

£xpeTt subsidies,
e te worid 10 pro-
i agresiments, peeferzntiai

wire mixing indigenous tobac-
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reduced (Figure 3). Quotas were reduced 5% in 1983, 10% in 1984, and 10% in 1985. The
decline in farmers’ quotas and the failure of the U.S. to maintain its share of the world
market have worked together to reduce American burley production.

With large quantities of tobacco under loan, the prospects for the ‘“‘no-net-cost”’
assessment to continue to increase are obvious, if attempts to salvage the price support pro- -
gram are not successfui,

Late in 1985, a stopgap measure passed Congress which would lower the price
support and the no-net-cost assessment for this year. S.1418, which would provide more of
a long-term solution to the price support program’s problems, was still stalied at that time.
The no-net-cost assessment was set for 30 cents for 1985 hefore the interim legisiation was
passed, and according to some sources, it could go substantially higher in 1986 if the pro-
gram is not changed by 3.7418 or voted out 2y farmers,

in the 1960s and 1970s. iobacco consumotion increased dramatically but, as has
been mentionec, the 1.5, failed tc maintain lis share of the world market increase.
Relatively high U.S, price suppor:s, stagnani world demand, and mcrpased foreign com-

3;/"’ tition have resuited in incresssd i

burley fsrmers. This trend must be reversec, in order 1o increase T_ES, sales and gquotas.
Unless this ic dcnﬁ RO €0

odactiﬁﬂ for the remainder of
aivaged. vool siocks reduce-
t the prad of the vear was an at-
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Figure 2

FSTIMATED U.S. IMPORTS
BURLEY TOBACCO FOR DOMESTIC USE
19691984
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Economic Impact of Tobacco on Kentucky

The tobacco program, with its quota systent, is the hackbons of Xeniu

:a:.n;g. Withou® if, farming in F—*ntuc!’v would b

wercent of E’;,,.,,*L'-*lfr-

o

g fa; m s2les, Tabaceco accoun

tabacss’

T AT R

i..’?i'-‘:)it.’.g}} 12x on tobacso , and i 0y, 95 1oh
prosperily generally.

Thus, the iotal siate revenus {or 1984 BELETS IS0
astimated 1o be $129,436,000.

Local governmenis receive $5.5 million in pre
the guota system alone.
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in regard (o farm credit, the Kentucky farm economy has experienced a crisis less
serious than many other agricultura! states as a resuit of tobacco income. Tobacco ha
helped to stave off increases in low income assistance programs and 1ax increascs.,

e
- = x L TR, [ . A T & - o vt apra b f
Elimination of the praogram would result v the loss of $1.4 billion of asset valug to

P R Y

Eentucky 1anda’swr‘3-ﬂrs. Fven farmers who are pow reasonably would find
themselves sudcenly in d=bt heyond thelr net worin, as 2 large portion of their land asseis

ranished. Logrs wo

in ?sbacc:c-

iccted the irepds in 1985,
to 30 cents per ggn;‘;d nt Wouid re{ith,e : irect income
¢ yvalies woulid also decline ap-
preciably, an:. this scenaric it is obvicus that the Tobaceo Price Suppoil program aust bi
revamped soon,

2 no-net-cost assessment mgc the
from tobacco by £34% million. Employment, taxes and land
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THE KENTUCYY _""-f""}f ATCCO T "—;*]k FORC
FORMATION, ACTIVIT! {3 CONCURRENT EVENTS

© and winter of 83-84, Kentucky tobacco
cui zimost in half by the most
i pru.,es were frozen at 1982

In the late sumimer and fail o 1%
farmers were experiencing a disaster U ne purl
severe drought in years. Governmens:
levels, and sales of the droughi-damagad cenn ware aalv 2 cant t or twa above the support
price. Aboui half of the wroe , .--_.a,ﬂ;eii.-.ng ihe surplus to nearly
400 million pounds, The masciee - WETE C2USINE guantum increases in
the no-net-cost assessiz=nt g oF : e and azst costly price support pro-
grams ever undertaken w
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to study the tobacco progran The Lrvislative Ragegerh O
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began to solicit information and invite speakers to address various problems the tobacco
program faced.

The task foree’s percepiion of the program’s most pressing problems prompted it
to invite Jim Davis of the U.5.D. A. io its October 4, 1984 meeting, to discuss the operation
of the no-net-cost program. Mr. Davis said that the ““No-Net-Cost Tobacco Act of 1982
required tobacco producers {6 contribuie 16 a fund to reimburse the federal Commodity
Credit Corporaticn for any icsses sustained {rom the operation of rhe tobacco price sup-
port program. The assessinent sevvices and reimburses the debt for tobacco purchased by
the tobacco cooperatives snd neid in the “poul.’’ Because of the vast amount of burley
tobacco thai has gone inte the pool tinee (982, he v .:;—net-{:asi assessment is rising rapidly.,
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Imported tobacco should be charged a single rate of duty for each
pound, regardless of the classification.

Imported tobacco should not be allowed from nations who do not
allow a fair and just market for American products.

Against the advice of the task force, the USDA and others, the ITC later ruled
against any import restrictions on tobacco. While in Washington, D.C. to testify before the
ITC, members of the task force alsc met with Secretary of Agriculture John R. Block regar-
ding the problems the tobacco program faced. It followed up at its January 28, 1985
meeting with a letter to Secretary Block and President Reagan expressing the task force’s
displeasure with the administration’s proposal to abolish the tobacco price support pro-
gram.

Following up on cne of its recommendations io the ITC regarding pesticides on
foreign tobacco, at the March 12, 1985 meeting of the iask force members voted to support
S.67, introduced before the U.S. Congress by Senaior Gore. This bill would prohibit the
importation of tobacco on which pesticides and chemicals prohibited in the U.S. have been
used. The legislation would protest the health of Americans by preventing the use of unsafe
pesticides on imported tobacco and would protect American farmers from unfair competi-
tion resulting from the use of inexpensive pesticides and herbicides banned in this country.
The task force had aiso requested documeniation a5 io pesticide and insecticide testing pro-
cedures used on foreign icbacco in 3 Sepiember 1984 letter to the General Accounting Of-
fice. A response was received in March which siaied thai “‘there are no tests performed on
imported tobacco by the Agricuiture warketing Service 1o determine whether pesticides or
insecticides have been used.”’

Also in that correspondence regarding imports, the task force asked for informa-
tion regarding volume, grading srocedures, counisy of origin and whether slave labor or
forced labor is used o produce ihe iobacco by companies and countries. The GAOC
responded that, according io the Foreign irai Service, in 1983, 5,567 metric tons of
burley leaf were imported; amcng the wain suzplicss were Brazil and Canada. FAS alsc
reported that an additional 95,279 meiric ions of machine threshed tobacco-—a combina-
tion of flue cured and burley—was imported, According to the GAOQ, prior to July 1984,
imported tobacco was not graded, but under the provisions of the Tobacco Adjustment Act
of 1983 all imported tobacce will now be gradsd, Regarding use of slave or forced labor,
the GAO replied that no audit work had been done relative 1o that issue.

Also at the March meeting, task force rmembers observed that they had noticed in
their public hearings a cooperative soiris amonag producers and that a consensus seemed to
be developing on how to deal with the price support program. Elements of a plan to cope
with the tobacco program’s problems were coming iogether. At this meeting, task force
members moved to lock into a plan which the burley cooperatives and others were trying to
work out with R. J. Reynolds Tobacco Company aimed at salvaging the tobacco price sup-
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port program. As the plan evolved, it was followed closely by the task force. Senator
Wendell H. Ford appeared before the task force on April 9 and discussed the “Reynolds
Plan.”

The importance of the tobacco issue and the concern of Kentucky farmers was
evident throughout the task force’s hearings, but became most apparent when nearly 1000
people attended the March 25 hearing in Hardinsburg. A summary of comments made at
the public hearings is in Appendix 7.

One of the real highlights of the task force’s work was the Tobacco Conference of
the States, held April 19-21 in Frankfort to promote a unified effort of the tobacco-
producing states to save the tobacco program. This conference brought state legislators
together from nine tobacco states in an unprecedented show of unity and support for the
tobacco program. Legislators from areas that grow flue cured, burley and other tobaccos
worked closely together. Larry Forgy of the Burley Tobacco Growers Coop, Representative
Charlie Rose, and Senator Wendell Ford spoke at this conference. The conference conclud-
ed with the adoption of a resolution by the states to create a permanent Tobacco States
Conference, which would proceed with unity to work out details necessary to save the
tobacco program. Kentucky further supported the following Plan of Unity and Action:

That manufacturers along with producer representatives be en-
couraged to enact a plan to minimize the growers’ no-net-cost, reduce
tobacco imports, and increase the worid-wide market share. These were
among the goals examined in the development of the *‘Reynolds Plan’’
and later S.1418 ““The Tobacco Program Improvement Act of 1985.”

If no agreeable plan is forthcoming from Congress, the task force
hereby supporis a federal tax on cigarette manufacturers to pay for the
cost of the no-net-cost program in support of tobacco farmers (like Con-
gressman Rose’s bill, HR 2600, to be discussed later).

If a federal excise tax as described above is not forthcoming, then
the task force supports a state level manufacturers’ tax on the cigarette
industry 1o support the no-net-cost program for tobacco farmers.

North Carolina and Virginia to a lesser degree adopted similar statements (see Ap-
pendix 8 for all three statements).

As a result of the conference, other states followed Kentucky’s lead and formed
permanent legislative tobacco groups which continued to work with Kentucky on behalf of
tobacco through the year.

The Kentucky Task Force members met later in the year with other Tobacco
States Conference members and a future conference is planned in North Carolina. Because
of the continuing problems that face tobacco, it is the task force’s view that Kentucky must
continue to initiate efforts on behalf of the tobacco program and the Conference and each
states’s organizations should continue to function and be on call whenever action is needed.

In May, Representatives Burneite, Crupper, and Worthington met with the Presi-
dent of Philip Morris, Inc. to discuss concerns Philip Morris had over possible antitrust im-
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plications of participating in the buyout proposal in the ‘‘Reynolds Plan.”’ Following this
meeting and assurances from the Congressional Research Service and others that there
would be no antitrust problems, Philip Morris overcame its reservations and joined in
negotiations regarding the ‘‘Reynolds Plan.”

At its May 7 meeting, the task force passed a resolution requesting that Ken-
tucky’s Congressional Delegation introduce legislation—along the lines of the “‘Reynolds
Plan’—resolving problems in the tobacco price support program.

At the May 30 meeting of the task force, draft legislation was revealed which
would impose a state manufacturers’ tax on cigarettes, to be used to reduce producers’ no-
net-cost payments (option #3 from the plan of Unity and Action from the Tobacco Con-
ference of States). Task force members noted that the tax would be a last resort, and that
the bill was intended to encourage more desirable resoiution of the price support program
problems.

On June 5, tobacco growers and cigarette companies reached a compromise, bas-
ed on the “‘Reynolds Plan,”” that was designed to lead to legisiation which would help the
ailing tobacce price support program. The agreemeni would lower the price support for
burley by about 30 cents, to $1.45 per pound. The no-net-cost assessment would be shared
50/50 between growers and tobacco companies, and a buy cut by the companies of surplus
burley in the pool over five years was proposed. The Commodity Credit Corporation would
take title to the 1983 “‘disasier’” crop and offer it for sale. Any 1983 stocks not sold in two
years could be sold at 10% of the Tobacco Association’s costs. Marketing quotas would be
determined by using projections of the amount of tobacco manufacturers intended to pur-
chase; some adjustments could be made by the Secretary of Agriculture.

At the June 13 task force meeting, proposed federa! legislation (the Tobacco Pro-
gram Improvement Act of 1985, $.1418—see Summary in Appendix 9) which would in-
corporate the abovementioned elements of the “Reynolds Plan’” was discussed by David
Beck of the Kentucky Farm Bureau. Mr. Beck stated that neither growers nor the Farm
Bureau got everything in the legislation they wanted, but that keeping the program was so
important that major compromises were necessary. He said that if the compromise wasn’t
adopted, the tobacco program’s situation would deteriorate: the no-net-cost assessment
would go up, quotas would be cut, and the program might be voted out by farmers.

Task force members generally responded positively to the proposed legisiation,
but recommended in a letter to the Congressional delegation that if the price support is roll-
ed back 30 cents, farmers should not be required to pay half the no-net-cost assessment.
They also recommended that imports should be dezit with more extensively in the legisla-
tion. They expressed concern about the 1983 crop being sold for 10 cents on the dollar and
suggested that farmers should have first refusal to purchase this pool tobacco and, if they
chose, destroy it and add this poundage to their quota for future crop years. The provision
which would allow tobacco manufacturers’ projected needs to form the basis of guotas also
concerned the task force members. They pointed out that the formula used to calculate the



support price could suppress the price in future years. Also in this communication, they
maintained that the proposed 30 cents no-net-cost assessment was high enough for this year
and should be lower in 1986.

Before their next task force meeting, members of the task force attended the
Southern Legislative Conference (SLC) and met with Tobacco States Conference
legislators. Tobacco States Conference legislators agreed to continue to meet, and attempt
to place a tobacco representatives from several states on the Agriculture and Food Policy
Committee of the National Conference of State Legislatures (NCSL) to assure national
coverage of tobacco concerns. Representative Ramsey Morris was already a member of this
committee. The SLC passed a resolution to urge the federal government to continue the
tobacco price support and quota programs.

Task force members met again with other Tobacco States Conference legislators
at the NCSL Conference in Seattle later in the year,

At their July 29 meeting, the task force heard testimony supporting Congressman
Rose’s bill (HR 2600}, mentioned earlier. The “‘Rose Bill”’ would use part of the present
federal excise tax on cigareites to replace part of the no-net-cost assessment. The tax could
be adjusted 1o reflect government losses according to the Cooperative’s loan stock levels.
This approach to dealing with the tobacco program problems had been cited by the task
force as its second choice, a less comprehensive sclution, than the *‘Reynolds Plan’’
(S.1418).

At this time. S.1418 was stalled in Congress and administrative steps to address
tobacco problems were being considered by the flue-cured tobacco industry. In July the
U.S. Department of Agriculture and the Flue-Cured Tobacco Cooperative Stabilization
Corporation reached an agreement to reduce the effective support price for the 1985 flue-
cured marker. The results of this activity were followed closely by the Tobacco Task Force.
The plan was conceived to encourage purchase of more tobacco by companies, allowing
less to go to the pool and to dispose of some of the pool stocks. This action was also seen as
removing a sturabling block to the passage of S.1418, by preventing more tobacco from go-
ing into the pool.

Under the plan, a 5 cents price reduction and 10 cents rebate to the purchaser were
offered on all tobacce purchased. In addition, if more than 650 million pounds of this
year’s crop and 125 miilion pounds of pre-1982 loan stocks were bought, an additional 15
cents would be rebated on this year’s crop purchases. This action would take from the no-
net-cost fund $66.1 million for the first rebate and $99 million for the second rebate. As it
turned out on the 1985 market, less flue-cured tobacco was sold, and that at a substantially
reduced price (31.72 before rebate, $1.47 after), with about the same amount going to the
pool as last year. Last year’s price was $1.81.

There was a general feeling among task force members that the fiue-cured rebates
had not worked very well to achieve their goal. The task force questioned whether it was ad-
visable for the burley market to consider similar rebates. Administrative action taken by the



flue-cured market would deplete the 1985 no-net-cost assessment and only take care of 125
million pounds of loan stocks. The no-net-cost fund loss would have to be made up by
farmers, if S.1418 did not pass. During dicussion of the flue-cured action, Representative
Worthington said it appeared that the administrative action would encourage buyers to
purchase some loan stocks but would allow much of this year’s crop to go into the pool. He
concluded that it might be possible to alleviate the problem of excess loan stocks ad-
ministratively, but the approach taken by the flue-cured market did not appear to be very
effective. Worthington also concluded that the flue-cured action only seemed to help the
tobacco companies. Responding to task force inquiries, the Flue-Cured Cooperative
Stabilization Corporation suggested that export purchases had been stabilized or increased
because of the administrative action and said that there was an upturn in sales from earlier
in the marketing season.

Somewhat similar administrative action for the burley market was being planned
but became unnecessary when a stopgap measure to lower burley prices passed the Con-
gress in November. S$.1418, the more long-term solution, was stalled—attached to a budget
reconciliation bill—so that if it were passed, it wouldn’t take effect until 1986-87 sales. The
stop-gap tobacco bill would lower the price support level for the 1985 burley crop by 30
cents from jusi under $1.79 to $i.49, and it is generally viewed as a major step in saving the
price support program. The legislation would decrease the no-net-cost assessment from 30
cents to 4 cents.

The measure was designed to reduce the amount of tobacco going into the pool
this year, limiting loan expenses of the poo! and making it easier for icbacco companies to
buy out stocks next year. This action would be complementary to, and require passage of,
S.1418. The stop-gap measure did not address stocks already under loan. Unless S.1418
passes, taking care of old loan stocks and providing for sharing of the no-net-cost assess-
ment with tobacco companies, the no-ret-cosi assessment for 1986 could become much
higher, since the 4 cenis no-net-cost assessed under the interim measure wouldn’t pay for
past surpluses. Thus passage of S.1418 is still viewed as essential.

The burley market opened November 25th and the task force attended sales at
three warehouses in Shelbyvilie on the 26th.

As the marketing began, tobaccoc was selling for around $!.60 per pound. This
was $.28 per pound below last year, but when the no-net-cost dif ferences are considered—9
cents in 1984 and 4 cents this year under new legislation—the difference is $.23. According
to the Lexington-Herald, this difference would mean a $90 million loss for Kentucky’s
150,000 tobacco farmers.

But the Burley Tobacco Growers Cooperative is quoted as saying they expect less
than 10% of this year’s 525 million pound crop to go to the pooi. This is good news for
farmers, since the pool would be burdened with less surplus this year, helping provide for a
long-term solution for the price support program, if S.1418 or some similar measure
becomes law.



At this writing, the deficit reduction measure to which S.1418 is attached had fail-
ed to get out of Conference Committee before Congress adjourned for 1985. This measure
may not pass before burley tobacco farmers are scheduled to vote on whether to continue
the federal tobacco program in February or March. It has been the aim of tobacco state
congressmen to have S.1418 in place before this time. Attachment of S.1418 to a new
legislative vehicle might be possible early in 1986. Yet real uncertainty faced the program at
the end of 1985. The price of tobacco remained around $1.60 per pound and 11.7 percent of
the crop was going to the pool.
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APPENDIX 1

IN HOUSE

REGULAR SESSION 1984

HOUSE RESOLUTION NO. 61

TUESDAY, FEBRUARY 14, 1984

Representative Ward Burnette  introduced the
following resolution which was ordered to be

printed.
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A RESOLUTION relating to tobacco.

WHEREAS, the Commonwealth of Kentucky and her people
feel the burden of these hard times; and

WHEREAS, the people recognize the need for a strong
and vibrant agriculture; and

WHEREAS, the Secretary of Agriculture of the present
federal administration has announced a 10 percent reduc-
tion in 1984 quotas for burley tobacco after the shortest
crop on record; and

WHEREAS, the economic impact upon the Commonwealth
of Kentucky, and her people will be devastating; and

WHEREAS, the present tobacco program, after hany
years of successfully serving its purpose to the people,
has been altered to such an extent that it will destroy
the livelihoods and hopes of a large segment of the
people;: and

WHEREAS, the imports of high-grade burley tobacco
under the clever disguises of other lower quality grades
as allowed by law are creating havoc within the Common-
wealth of Kentucky's economy; and

WHEREAS, the imports of high=grade burley leaf are
subsidized by the no~-net cost program and bring to bear
undue hardship upon our producers; and
- WHEREAS, the Kentucky burley tobacco grower is being
subjected to unfair treatment in the market by this

deliberate attempt of the USDA to dismantle and destroy

=
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the tobacco program;
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WiV MEMORANDUM
T0: Represantative Donald J. Blandford

Senator Joseph W. Prather
Ce-Chairmen, Legislative Research Commission

FROM. Representative Ward "Butch® Burnette, Chairman
Kentucky Tobacco Task Force

SUBJECE interim Report of the Kentucky Tobacco Task Force
DATE April 19, 198§

HOUSE MEMBERS

Pete Worthington
Speaker Pro Tem

Gregory D. Stumbo
Majority Floor Leader

Richard A. Turner
Minority Floor Leader

Williern “Bill"* Donnerme
Majority Caucus Chairm

Pearl Ray Lefevers
Minority Caucus Chairm

Kenny Rapier
Majority Whip

Willard “Woody"’ Alle
Minority Whip

A¢ tts August 1, 1984 meeting the Legisiative Research Commission

authorized the estabiishment of the Kentucky Tobacco Task Force.
Forcz has heen meeting arocund the state, ha:kvng witn the various

and gathering information on the tobacce situation.

iev (onsidevable review 11 was determinesd that much ¢

bion needecd to develep recommendations on tobaoco's futy

fe. To tii1 that need the Task Force has developed & v
impsct of Tobacce on the Kenftuecky Eubﬂomy Tris  report

*]

extensive analysis of the role tobacce gplays o the st
smppioyment, tax revenus and rslated ecoromic tizuss Its findin

& of considerable wvalue in arriving at well-reasoned

(O i

recommendations ragarding tobkacco

Th

The principal investigator of this report is Dr. Richard G.

tne Lzgisiatlive Research Commissicn staif The Task Force wouid
the LRC staff
is due to
Economics

express its appreciation to Dr. Sims and the other members of

who aided in the preparation of the report. A special! thanks
ODr. Milton Shuffett, Chairmar of the Uepartment of Agricultural

The Task
interssts

ine basic
was npot

Sime of

1
like to

at the University of Kentucky, and the faculty members of his department
for their valuable advice and assistance ‘i the preparation of this report.

The Interim Report of the KXeatucavy Tebaczo Task Forg

submitted for your consideration.

WR/ps

25

hereby



Tobacco Task force

Representative Ward Burnette, Chair
Representative Adrian Arnold
Senator Fred Bradley
Representative Mark Farrow
Senator Ed Ford
Senator Helen Garrett
Representative Donnie Gedling
Representative June D, Lyne
Senator Pat McCuiston
Representative Harry Moberly
Senator Doug Mnseley
Representztive Lonnie Napier
Representative Charles L. Siler
Senator John "Eck® Rose
Representative Pete Worthington

26



TABLE OF CONTENTS

SUMMARY
INTRODUCTION
I. KENTUCKY'S TOBACCO HERITAGE..... cooievsnnsionneanoons 1
II. THE CURRENT ECONOMIC SITUATION. ... .:coiwiiosanas vnenonos 5
FIT. IMPLICATIONS FOR THE FUTURE: .. o v s sio oo ioii%einos s vor m n 13

27



SUMMARY

In pu-sult of 1&g charvge the Kantucky Tobacco
Ingings regarding tobacou production in the state:
The direct employment iz 3C,887 [Fuil.time eguivalsntl,
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miliien inzs ia the state product,

A onz oercent loss in tobacco output would mean $19.4
atilion in jost income.

$1.5 bitlfon ip Farm rveal! sstate value s artributadle o
the capitalized value of the income from the tobacco guots

system.
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- $129.4 million in state tax revenue is related to tobacco

production:
* $53.3 million in income tax
* $19.5 million in sales and use tax
* $53.4 million in other general taxes
*

$3.3 million in property taxes

- Local Governments receive $5.5 million in property tax
from the value of the quota system alone.

~ 1985's crop is likely to be 17 percent smaller because of
reduced planting.

- Reduced acreage and the increase in the No-Net Cost
assessment together will reduce the direct income from
tobacco by $104.6 miliion (a 23% decline). The overail
effect on the state's economy of ithe reduced acveage and
nigher program costs would be a loss in income of $495
mitlion.

Tobacco is at the heart of Kentucky agriculture, accounting for
more than one-half of the total value of all crops darown in the
stete. Lliminating or seriocusly reducing the tobacce program would
have a devastating effect on Kentucky and its tobacco fFarmers.
Tobacco §s a highiy labor-intensive <rop and fts production ¢
ohysically very demanding. Tohacco farmers have large capital
investments in 2quipment and fand. TYobacco is & oiilion dollar cash
crop in Kentucky. No legal crop can replace tobacco for value per

acre.



INTRODUCTION

The current tobacco program has existed in essentially its
present form since its inception in the Agricultural Adjustment Act of
1938. The first major revision was the No-Net Cost program of 1982.
The Genera! Accounting Office estimated that for the vears immediately
prior to the No-Net Cost program, the federal administrative costs of
the tobacco program ranged from $13 to $16 million per year. Since
1982, 1.5. Department of Agriculture expenditures relating to tobacce
are estimated to be around $10 miliion per year. This figure includes
Commodity Credit Corporation sxport financing, agricultural research
and extension services. A large part, $6.4 million, is for research
related to health issues and developing safer tobacco. Subsidies
under Public Law 480 {(sales to less-developed rcountries) are arcund $1

miliion a year.

30



I. KENTUCKY'S TOBACCC HERITAGE

The cultivation of tobacco in the United States stems from the
earliest colonial times. Virginia, the site of the first permanent
settlement, engaged in tobacco production from the beginning.
Colonial exports of tobacco grew from a hundred thousand pounds in
1620 to a hundred million pounds just prior to the Revoiutionary War.
Tobazco cultivation was the most important enterprise in the Virginia
and Maryiand Colonies. Besides being the chief exported good, tobacco
was used as a store of value, and at times a unit of account.

Foliowing the Revolutionary War, the tobacco cuiture crossed
the Appalachians. Just as trobacce had beer 3 vrominent factor in
estabiishing the early colonies, it played & major vole in the
sxgioration and settlement of Kentucky. Immigrating Virginians and
Carolinians were thoroughly familiar with the culture of tobacco. The
exploraiion of Kentucky was motivated 1n part by a scarcity of good
land in the gast.  The clearing of irees was followed oy ihe seiecfion
of superior soils to be set aside for itochacce S0 important was
tobacco te the earty setitlers of Kentucky, that ths fertility of the
seil was judged by how weil it grew tcbacco,

The VMirginia Assembly on December 18, !78Y, passed the Enabling
Act, which expressed Virginia's willingness for Kentucky to separate.
I+ was not antil June 1, 1792, however, that Kentucky finished
preparing ner own constitution, and was admitted to the Union as the

fifteenth state. One of the first acts of the new General Assembly in



1792 was to adopt the Virginia warehouse system and quality control
inspections of tobacco.

By 1810, 42 new warehouses were built along the Kentucky River,
with towns growing up around them. Tobacco provided a foundation upon
which community expansion was possible by providing employment for
farmers, warehousemen, processors, exporters and manufacturers. By
1839, 53 million pounds of tobacco were being produced in Kentucky.
Twenty years later her output had doubled. HWhile the Civil MWar
severely reduced tobacco production in most southern states, the
upswing of planting in Kentucky was scarcely disturbed.

1904 <aw the use of hogheads for fransporting tobacco to market
begin to go oy the wayside. Charies Bahmer introduced in Lexington a
loose leaf auction system with graded baskets or frays of several
hundred pounds each. First used in Virginia a few years earlier, the
innovation proved popular with both buyers and growers because of
increased gquality control and, for the skilled farmer, better prices.
In addition to stimulating the Lexington economy, the shifting of the
marketing center there increassed commercial diversity. ailowing for
continued economic growth.

Production grew continuously so that by 1919, 506 million pounds,
valued a¢ 116 million dollars, was being produced. That year the
golden leaf accounted for almost 1/3 of the state's total crop
income. Last year about 1/2 of Kentucky's total crop income was
accounted for by tobacco. Besides the income and empioyment effects

realized by Kentucky, the state coffers have historically been well
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supported by tobacco. Since 1936, when the Cigarette excise tax was

enacted, that tax on the sale of cigarettes has contributed $472.4

—a

miilion to the general fund.

Atthough production improved continuously, growers on both sides
of the Appalachians faced difficulty with monopolistic purchasers.
Low prices caused great anguish and much agitation. The Lexington
market in 1920, and the North Caroiina market in 1933, were closed
down as 2 result of depressed low prices. During this area, producer
cocparatives became popuiar. Cooperatives were formed in most major
tobatca areas.  However, their success was minimal. Without any
mechanism to ensurs participation of al! or at teasi most of the

arowers, fhey had difficuliy in controliing the marketing of *obacern.

T owss a0t uniil date '933. when the Agricutiural Adjuctment Act was

pasted, that government control arograms  cam2  into be2ing. By and
Tosgiaem e U Y OO A e [P e 11 e " e ..,.{.‘ i i
TeiE RS SUDR Y Drograns whloh were 1o Tolloy eYE sugLessfuyl in
150G and stebiiizing grices When the tobacco supply prouram ig
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| o T =t I T e b ¥ I | & b sosid SN PR T e T 0 ‘:’ rha F a
HAE R L AT B T O A BB e = RIS IQRTAD 7 i S1d45:2 Lian Tadse 6.
frhe vommoditlies Of many years, tobacee has desn one of the surest
woinvestiments in ULS. agviculture.
obaico now finds itseif in less stabis waters Tobasco Ffarmers
fare ©osamg preblemc that  besiege  the agricuitural economy
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govermeni’'s attitude toward farming. In addition, Kentucky burley
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farmers have been hit particuliarly hard by export losses, declining
cigarette sales, and increased use of imported tobacco.
The Kentucky tobacco tradition is a long one. It cannot be

expected that major changes can be made without severe disruptions.
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IT. THE CURRENT ECONOMIC SITUATION

Kentucky Tobacco Producers

Any decline in the prospects for tobacco will have an adverse and
ccssibly disastrous effect on Kentucky tobacco farmers. Almost 72
sercent of Kentucky's tobacco farmers depend on tobacco for at least
SO percent of their gross farm sales. Seventy-six percent of
Kentucky's tobacco farmers have a net annual farm income of less than
$10,000. Forty-seven percent of Kentucky tobacco farmers have an
annuail total family income <7 less than $20.000. Sixty-one percent of
Kentucky tobacco farmers are 46 years of age or older, 83 percent grew
Jp o on the farm, and 44 nercent have less than a high school
sducation. These figures indicate that the Kentucky tobacco farmer is
strongly attached to farming and a change in vocation brought aboui by
the demise of the tobacco price support program would be extremely

¢irificuii for him.

Economic I

wact of Tobacco on Kentucky

-

e number of fuli-time eguivalent tobacco procuction workers in
Kentucky i3 30,987. These are farmers and hired WOTKers engages in
tobacco oroduction. However. the peak farm labor employment during
the lobacco housing season in October is 84.114. These eighty-four
thousand workers are directly affected by any reduction in the current
tohacce program. At its peak, tohacco is Kentucky's fourth largest
industry, behind oniy government, manufacturing, retail trade and the

service indystry.



In 1984, the total value of tobacco production in Kentucky was
$938,996,000.

In 1984, Kentucky farmers and farm workers received an estimated
net income from tobacco of $541,065,000.

To evaluate the economic impact of the tobacco industry on the
state it is necessary to consider the effect that tobacco has on other
industries, as well as the direct effect of the industry itself. A
1983 study conducted at the University of Kentucky estimated fobacco's
indirect 1mpacts Cimpacts on  industries thal suppiy the {obacco
industry with products or materiais) and its induced impacts (those
shat resull at tobacco income s respent in the state’s sconomyl.
Thie gxftensive analysis of the Xentucky sconomy shows thaf the Total
sutiovime soulvaient employment attributabie o0 tobacen nroduction i3
34,524, 4.1 percent of Xentunky's total employment.

ine  watue  of  oufput  in the state atfributable 0 fobatco

srodguction {(gross state producty., either direciiy or ti

-

youghn secondary

offacts, was found %o be $2,385,050,000, 7.9 percent of the tota:

in

in terms of income, fthe *otal personal income generated in *h
state *raceable to the tohacce industry s §1.937,013,000, or 3.%

serzent of the total income of Kentucky's citizens

=

Thus, even 3 loss of one percent in Kentucky's tobazco output
would result in 545 Jobs being lost by a hard pressed sector of the
state's economy.

A one percent decrease in tobacco output would result in a

$23.850,000 decrease in the vaiue of the total state oroduct.
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Finally, a one percent decrease would correspond to $19,370,000 in
lost income to the citizens of the state.

Given that a large portion of tobacco farmers and workers are
older, have relatively low education, and have few skills in other
areas of employment, any decrease would harm an already depressed and
vulnerable sector of the state's economy.

Tobacco is by far Kentucky's largest cash crop, accounting for
more than 50 percent of the total crop receipts of Kentucky farmers.

Tobacco production accounts for over 12 percent of the employment
in 10 of Kentucky's counties. These counties are among the poorest in
the state, including the two pocrest. A1l of these tobacco-producing
tounties earn less than the average per capita income in Kentucky,
wnich is the 5th jowest state in the nation. At the same time, these
counties have high unempioyment rates, currently averaging over 14.%

nercent.

Property Value

A significant portion of Kentucky's farm real estate value is
attributabie to tobacco. Part of that vaiue reflects tobacco’s high
value per acre and the fact that much tobacco land would have littie
(or at least, much less) value in other uses. The other part of
tobacco's contribution to real astate value is tied directiy to the
tobacco production control program, which restricts the right to grow
tobacco to certain specified parcels of land.

The vaiue added to real estate because of the high productivity of

tobacco is  not measurable but would certainly be significant,
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particularly for land that would otherwise have 1ittle agricultural
use. The real estate value attributable to the tobacco support
program itself may be calculated by taking the net present value of
the expected income from a pound of tobacco base and multiplying that
times the total pounds. A 50¢ a pound annual income from the tobacco
base discounted at 10% per year <{an approximation of the interest
rate) Tor 10 years would show that each pound of base is worth $3.00.
At Kentucky's 1984 poundage, 498,750,000, this would mean a value of
$1.5 hi1lion directiy attributabie to the oprogram. Since the hase is
tleg divectiy to a particular piece of iand and is capitalized into
the vaiue of that land, elimination of the program would reduce the

value of Kentucky's agricuivural veai estate by that $1.5 billion.

State Revenue

In spite of a heavy tax burden on iis citizens (Kentucky has the
10th nighest tax oburden per income of its c¢itizens in the nation)
Kentucky is stiii a tax poor state and i%s current operating budget
nas air=zady been cut to the Lons. Any 10s8s in tohacce revenues would
ne immeciately felt in cuts in the remaining vital siate nrograms.

Tobacrs  production  was  shown  above o generate  income of
£0.937.0%% 000 to Kentucky residenfts. AT an avarage affective tax
rate of 2.75% this would represent an income tax yield of $53,268,000.

tax v

(33

ceipts tend to be related tc the value of products
seid n the economy <(outputl). fobatco production accounted for

$2,385,051,00¢ in total cutput. Kentucky's effective output-to-sales



tax ratio has been found to be .00816. Thus, $2,385,051,000 x .00816
gives a sales tax contribution of $19,462,000. Note that this is
general sales tax only and does not include direct taxes on cigarette
sales.

In addition to the income tax and the sales tax many other state
tax rece?ptslare closely tied to changes in residents' income. It is
estimated that for 1984 total «collections of these other
income-related taxes amounted to around $750,000,000. Tobacco
production accounted directly for 1.86% of the state's personal income
and indirectly for an additionai 5.26%, for a totai of 7.i2%.
Assuming that income from tobacco is spent similarly to income from
other sources, tobacce production would account for approximatety
$53,400,000 of these other income-related tax revenues.

fhe state property tax contribution from the tobacco support
program may be estimated by taking the capitalized real estate value
attributable to the program and applying the state property tax rate
tc that amount. The capitalized property value was found to be $1.§5
Riliion and the 1984 state tax rate is Z2¢ per $100 of vaiue. Thus,
the state revenue from $1.5 billion in property would be $3.3 wmiliion.

There would also be & property tax multiplier effect., as the vaiue
of real estate attributable to tobacco suppérts the generai ievel of
prosperity in the community. No attempt is made nere to estimate that
effect.

Thus, the total state revenue for 1984 generated from tobacco
production is estimated to be $129,430,000. This is equivalent to 5.2

percent of Kentucky's 1985 General Fund appropriations.
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Local Impacts d

Local governments in Kentucky's tobacco producing counties would
have significant revenue losses should the industry falter. The
property tax in particular would be immediately affected through
declining Tand values should the returns from tobacco growing fall.
Of even greater concern is the fact that a large portion of Kentucky's
farm real estate value is based on the value of the tcbacco quota. If
the right-to-grow tobacco were reduced or eliminated, Tand values
would fall dramatically, with resulting losses in property tax
revenues. Since Kentucky's locail governments count on the property
tax for the majority of their locally generated revenue, the result
could be disastrous in tobacco counties. Local education efforts
could be seriousiy jeopardized. The tobacco counties are already
characterized by high unemployment and low average income, and few
options would exist for replacing that iost revenue.

Locai property tax rates vary among counties and school districts
hut average around 17.9¢ per $100 assessment for counties and 18.7¢
ser %100 for school districts, witn ithe state rate of 22¢ generating
£3.3 million in state revenue (from the pravious analysis). The same
pracedure would show & tax yield of $2.7 willion for county
governments and $2.8 wmillion for schoo! districts directly
attributable to the tobacco support program.

Tobacco’s Credit Situation

Tobacco is extiremely important to the agricultural economy of the

Soutn. Most of the twelve southern states produce substantial amounts
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of tobacco. éut the farmers of these southern states are having
financial problems already, and an increase in tobacco imports will be
an additional threat tc their survival. The following figures will
illustrate this point. The proportion of southern farmers who had bank
financing discontinued is higher than that of any other region of the
country, more than double the national average: 6.4 percent in the
South and 3.1 percent for the rest of the nation. The proportion of
farmers who borrowed to their limit is higher in the Scuth than in any
otrer region: 49 percent in the South and 32 percent for the nation,
whicn piaces the South more tnan 30 percent above the national
averzge. The proportion of farmers who have gone out of business
recently is higher than in any cother region of the rountrv: 3.9

percent Tor the South and 2 percent for the nation, the South nearly

doubiing the national average. Finally, the proportion of farmers who

recw 1y went pankrupt is 1.6 percent in the South and 0.6 percent for
tro nation, giving the state more than double the national average.
Uespite this, the Xentucky farm economy has experienced tess of
the farm credit Crigis *thap have many of our fei?cw agricuitural
states. That this has been the case is exwplainable primarily, if not
so‘ely, by the presence of the tobacco industry. Even in its present
dire condilion ftobacco can be counted on to provide & cash flow for
armers who would otherwise be unable to meet
tmic Fipangiail obtigations This circumstance s due to tobacco's
reiativeiy iow capital costs and its high labor-intensity. Were it

not  foe ints retatively stable source of income, Kentucky's farm
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problems, as bad as they are, would be much worse and would quickly
spill over into the farm credit industry.

Elimination of the tobacco support program would have an immediate
and devastating effect on the tobacco farmer's credit. That program
creates an income stream to the owner of the tobacco allotment in the
form of the annual lease value of that allotment. The lease value is
then capitaiized into the value of the land containing the allotment.
Eliminating the program would immediately destroy that value of the
tobacco lend which is attrihutable to the income stream from the guota.

Quota lease rates in Kentucky vary from 30¢ to 70¢ per pound, with
50¢ neing a reasonabie average. If buyers and sellers of farm land
expect the income from the quota to continue for 10 years and they
expect tae interest rate after inflation over that period to be 10
percent, then the auota wcuid be worth a little over $3 per pound.
On 38475 croz of 499 miilion pounds this would mean a value of $1.5
biilion for our state's quota system, which is directly reflected in
the value of our farm real estate. Elimination of the program would
pesuit o the instent loss of tnat amount of asset value to Kentucky
tandowners. Farmers who are now reasonably well-off would find
themselvas suddenly in debt beyond their net worth, as a large portion
of treir lany ssset vanished. Loans would have to be called and
baniruntcies would scon follow. Farm banks in tobacco-growing regions

e to survive.
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ITI. IMPLICATIONS FOR THE FUTURE

The 1985 Crop

The Kentucky Department of Agriculture's survey of farmers'
intention indicates the number of acres planted this year will fall to
175,000 from last year's 210,000 acres. Assuming that yields per acre
this year are similar to those of last year's relatively good crop,
the decrease in acreage planted will result in a 17% smaller crop.
This means that 415,625,000 pounds will be produced: down 83,125,000
pounds from iast year's 498,750,000.

In 1984 the average price received per pound was $71.88. Of
this $1.88, $1.085 per pound is accounted for by total direct income
accriing to farmers and farm workers, leaving $.79 for non-labor
expenses, such as nlant bed expenses, fertilizer, chemizals, “uel,
interest on operating funds, property tax. ang marketing fees.
Assuming price remains constant at $1.88, direct income losses
atiributable solely to the smaller crop will be $90,190,625, a 16 7%

raguciicn,

Unfortunately, this i3 not a31 of the story. WNen.lahor cogés
are Hikely o increase and 1t is assumed they will increase at the
rate of inflation (4% tc 83¢ per pound. Furiher, the Lentucky

Department of Agricuiture estimates the no-net-cost fee wil) increase
vy 21¢ to a total of 30¢ per pound. These twe effects ralse the
non-labor perticn of costs to $1.04 per pound. leaving 84¢ for total
direct income ~ a substantial decrease from 1984's 1.085 per oound.
Gverall total direct income will amount to $349,125.000 in 1685;

roughiy a 35% decliine from 1984. Approximately 45% of this decline is
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attributable to the smaller crop size, while the remaining 55% is
attributable to a slightly lower real average price, and a significant
increase in the no-net-cost fee. Furthermore, through the income
multipiier effect an additional income loss of $495,000,000 wiil be
felt throughout the Kentucky economy, making total income from tobacco
production in Kentucky fall some $687,000,000.

Direct employment will fall proportionately with the crop size.
1985 wiil see a loss of around 5100 direct full-time jobs provided by
tobacco., In addition. a Joss of around tobacce support industries
amployment and other indirect empioyment effects will account for
another 4,000 Job deciine. This 1s manifest through the 1iobacce
amgioyient muitipiter estimated 10 squar 1.78. Total empioymeni from
tobacce will decline roughly 9.10C, from 54,521 in 1388 to 45,500 ia
1985.

Total sales Trom the 38% crop wi'! De $781,373,000: with &
ropacee outout multipiter of 2.584, total Kentucky output from tobacco
nenguction witl be $1,985,000,G00: dewn $400.057.000 from 1984,

As ciscussed pravicusiy, lamt values in Xentucky reflect tobatco’s
fign value per acrs. Decreases ‘. Ifobacco generated real income
decrease the value of tobacce piot heldings. Direct income 1oss will
pe allocated between Tarmers and Tavm woerkKers in accordance witn their
rgspective bargaining positions in the labor markef. Because of the
superior bargaining position enjoyed by farmers, it is assumed that
2/3 of the direct income loss will be absorbed by laborers, with the

remaining 1/3 being absorbed by growers. Under this set of



assumptions farmers' net income per pound falls to 42¢, determined as
follows:

Total Direct Income Loss Per Pound = $1.085 - $.85 = $.235

Farmers' Net Loss Per Pound = $.235 x .333 = .078 = .08

Farmers' 1984 Net Income Per Pound = $.50

Farmers' 1985 Net Income Per Pound - $.50 - $.08 = $.42

A 42¢ per pound average income discounted at 10% annually for 10
years has a net present value of $2.59 per pound. MWith 1985's
poundage of 415,625,000, property values stemming from the price
support program total $1,076,500,000, a reduction of $423,500,000 or
28%.

Tobacco production will generate income of $1,250,000,000, at an
average effective income tax rate of 2.75%. This represents an income
tax vieid of $31,250,000.

Sale

T4

tax receipts are & function of the value of products soid in
the economy. Tobacco production will account for $1,98%,000.000 of
total output. Kentucky's effective output-to-sale tax ratic has been
found to be .008i6. Thus $16,195,000 of sales tax receipts wiil be
derived from tobacce production.

in addition o the income tfax and sales tax, many other stats tax
receipts are closely tiled to fluctuations in residents' income. In
1984, tobacco groduction approximately 53,400,000 of these other
income related revenues. Under the assumptions used here, Kentucky's
total tobacco income geclined by roughly 35%. Likewise, other income
retated vevenues would be expacted to deciine proportionately, so
these tax receipts would be reduced by $18,690,000, reducing other

income related tax rzceipts to $34,800,000 from $53,400,000.
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In this senario total state revenues would total to $104,173,000 ,
a decline of 17% from 1984. A table detailing the 1985 crop

projection is at the end of this section.

Potential Fiscal Cosis From a Loss of Tobacco Income

The :0s% of iobacco as a source of income would cause the total

f—y

‘ncome of many Kentuckians to fz1l to lzvels that would entitie the

=]

o recaive benefiis from svblic low-income assistance orograms.  Thess

programs  ave  already  wvery urastly  and  such 2 loss  would  add

snsiderably o these cests  #her = “Jamwiiy’s income falis helow the
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JEdr Food steips ara federal'v fundad sG ihne costs would be borns

I'n addition. those families who wouid ciherwise qualify for Social
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Security Insurance (SSI) or Aid to Families with Dependent
Children (AFDC), but whose tobacco income allowed them to be
self-supporting, would be entitled if they lost that income, to
receive such support. Over 16 percent of Kentucky tobacco farmers are
65 years old or older. They are thus eligible for an average of $305
per month in Medicaid Funds. For female tobacco farmers <(over 6
percent of Kentucky tobacco farmers are female) with children, a drop
in incone to below the poverty level would entitle them to an average
of $197 per family in Aid to Families with Dependent Children
assistance. The costs of both of these latter programs is currently
70 percent federal, 30 percent state, but will go to B85 percent

in October of this year.

44

federal, 35 percent state,

1f half of those over 55 become eligible for Medicaid beacause
of a loss of tobacco income. thet would be 2,500 new recipients (at
30% a2 month). Their fotal costs would be $783,00C a month, or §5.°
million annually. Similariy, if half the female tobaccc Tarmers

become eligible for AFDC henefits, that rould mean 1,860 new

ecinients of $197 per month, or $4.4 miilion a year. Thase direct

5 would mean $39.1 miliien in added public assistance cosis.

Thirty-five million dollars to the federa! faxpayer and $4.7 miilion

Since loss of tobacco income would, in turn, cause 3
income to other members of the community, costs to the pubiic sector
would also have o include providing for these indirect losses. Using

the employment multiplier to estimate the total number of people



becoming eligible for benefits it is found that the total new food
stamp recipients would be 27,280. It would cost $3.8 million a month
or $45.2 million a year to provide focd stamps to that number of
people.

Applying the multiplier to the number of direct new Medicaid
recipients would show 4,400 total recipients for a cost of $1.342,000
a month or $16,104,000. The state's share of that annual figure would
he $4.8 million.

For AFDC recipients, the 1,860 people directly pushed on to
puhlic.asséstance would cause a totai of 3,275 people to be piaced on
~he roles of that program. That would cost $645 thousand a month in

ey
- |

iy

it payments, or $7.7 million a year. The stais woulc have o

i

srovice $2.3 mitiion of that cost.

Budgetary Implicaticn of a ioss of Tobacco Revenue

The Fiscail Year 19385 Kentucky Genera! Tund Budget is 3$2.3

+iition. The total tax revenue fFrom tobacco orodustion g $130
t1ion. or the agujvaient of 5.2 percent of the fGeperal Fund. A 10ss
~# rvavenue from tobacco growing would necassitate aither z further

in the nation in gtate taxes per $1000 of income. in

Arar "‘. by .3 el l,,‘. £ e

(]

spite of this, because of our Tlow total fincome, we generate a
relatively small amount of revenue ¢ provide services for our
citizens. As we all know, tax increases are a painful subject. But
we should consider what a toss of $130 miliion would mean to our 1985

General Fund Budget.
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Eighty-five percent of the General Fund Budget goes for basic
services - Education/Humanities, Higher Education, Human Resources,
and Justice and Corrections. An additional 8 percent goes for what is
called "basic maintenance" - the Courts, the Legisliature, Revenue and
Finance. Only 7 percent, or $200 million is left for what are
genevally termed "discretiomary funds" - Commerce, Development,
Energy, lLabor, Pubic Protection, Natural Resources and Tourism.

If cuts are confined to the "discretionary" category, a %130
million loss would requi}a a 6% percent reduction in funding for these
programs.

If even the "basic” activities are subject to cuts, and only

sducation {Fducation/Humanities and Higher Education’ is s2xemoted, a

$130 miviton toss would reguive a 15 percent cuthback in all other
activities,
ertucky's ability o sustain  such  cutbacks s highly

doubtful. A substantial tax increase, on top of an ziready high tax
purcen, would aimost certainly be required to support the crate

iy, *his increase weitly

of tne citizenry would

lose i1fs ability io pay taxes because of the loss of their tobaoco
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Tota® Acreage

Pourds Produced

Direct Income

Total Income

Farmer Net Income/Pound
Laborers Income/Pound
Oirect Employment

fotal Employment

Total Sales

Tota: Tobacco Production

Property Yalues

i

Jirect Iacome Tax Receipis

Salez Tar Receipts

Jiher Income Related Tax Recesigis

Total Tex Reczipts

SUMMARY SHEET OF 1985 PROJECTIONS

1984

210,000
498,750,000
541,000,000

1,937,013,000
50¢
58.5¢
30,978
54,521
938,996,630
2,385,051,008
1,500,000,900
53,268,000
19,462,000
53,400,008

126,130,000

50

1 Pr=1

175,000
415,625,000
345,000,000

1,265,000,000

42¢

44¢
25,800
45,400
781,375,000
1,985,080.000
1,076,500,000
34,781,000
16,195,200
24,800,200

104,173,000

n from 1

17%
17%
35%
35%

V7%



APPENDIX 4
S5 United States Agricultural P.O. Box 2415
s&éjs' Department of Stabilization and Washington, D.C.
R Agriculture Conservation Service 20013

Honorable Pete Worthington
Office of The Speaker Pro-Tempore X
Kentucky House of Representatives SEP 09 1385
Frankfort, Kentucky 40601

Dear Mr. Worthington:

Thank you for your letter concerning the assumptions used to determine the
™o et Cost Assessments' for the 1982~85 burley crop years.

The Secretary is required by the No Net Cost Tobacco Program Act of 1982 to
determine the assessment and adiust the amount from time te time in
consultation with the assoclations. The 1985 burley producer marketing
assessment of 30 cents per pownd was established to cover projected losses on
the 1983, 1984, and 1983 crops. All caloulations were hezed om the burley
loan status as of January 30, 1385,

The assumptions used ars as icliows:

1. 1385 price support level == $1.788 per pound. Association loan
re T :

receipts = $1.80 pe:

7. Average selling orice per ¢
$2.24; 1984 crop, $2.90: and 1985 <3
3. Transportation and processing cost
4. Storage/overhead cost = .3 percent mev

outstanding.

5, Prom T3

i Zouar years €0 i
and ong~half years to sell the 1983 crop (wi
1986}, and five yesrs vo liguidate wag

stocks.

&, Average interest rate = 11 percent per vear on lo
Average interest on No Net Cost Accounts = 10.4% percent per vear.

7. Also enclosed is an estimate of the szssessment vagquired o recover
outstanding interest plus one vears interest and carrying charges
1f no sales of loan stocks are made. ‘

Again, thank you for writing.
; b 2

Sincerely,

Deputy Administrator, *Homee A Yon(lwizm
State and County Operations

Enclosure
& . 51

Asics



31
117 Interest Rate

Crop Princigal
($1,000)

1982 222,545
Less Sales —4,860
Total 1982 717,685
1983 497,977
1984 376,153
Total T,09T,805
1 Year Interest

And CC @ 11.3% 3,275

- gl y

Recover 1 Year
interest And CC

1/2 Accumilated
Interest

Less NNC Accounis

80,938 Div. By 525,000 = 15.42¢ Per Pound Assessment

Recover OQuistanding
interest + lgaﬁ?gptargsm Ang ©C
£

232,561
-97,030

135,531 Div. By 525,000 = 25.82¢ Per Pound Assessment

Less Accounts

Recover Outstanding

Interest + 1986 Interest

And CC. Without The Use Of 1982, 1983 And 1984
NNC Accounts.

232,561 Div. By 325,000 = 44.3¢ Per Pound

52

3FP 09 iS55

Interest

52,269
-1,140
51,129
53,919

4,138

T09.186

120,100

3

123,375

34,593

2

-97,030

3



1984 CROP BURLEY

Cost/Sales
YEAR POUNDS PRINCIPAL INTEREST TOTAL $Per 1b.
1985 166.5 408.3 36.7 445.0 2.67
(SALE) (33.3) (85.3) (7.9) (93.2) 2.80
133.2 323.0 28.8 351.8 2.64
1986 1332 323.9 64.3 388.2 2.91
SALE (33.3) (87.9) (10.3) (98.2) 2.95
99.9 236.0 54.0 290.0 2.90
1987 99.9 2367 79.9 316.6 Il
SALE 33.3 (74.9) (25.0) (99.9) 3.00
66.6 161.8 54.9 216.7 3.25
1988 66.6 162.3 7 235.00 3.52
SALE (33.3) (78.2) (35.0) (Y13:2) 3.40
33.3 84.1 37T 121.8 3.66
1989 3323 84.4 46.9 131.3 3.94
(33.3) (51.0) (28.3) (79.3) 2.38
33.4 18.6 52.0
$52 Loss

$377.3 =~ Principal Paid
$106.5 - Interest Paid
483.8 — TOTAL REPAYMENT

$2.90 Per Pound Average Selling Price
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1983 CROP BURLEY
Cost/Sales

YEAR POUNDS PRINCIPAL INTEREST TUTAL Per 1b.
T T ~—mililons— s

1985 2141 4G8 .0 53.9 551.9 7.58
A87.5 g7 67 .2 2.81

1686 i ) . wu i
SALE {35:7]) o PR (34.77 2.28
L78.4 3.09
1987 F18
SALE Eugg
348
G.18

i
s P3
sl -




SCHEDULE D

"ESTIMATED GROWER ASSESSMENT

BURLEY TOBACCO

Year inni

1982

269,241

102,705

96,625

¢

776,273

7,763
1.62

%

$ 12,576

$ 12,576

3. H+ X
4, J -~ E

r 1

1983

255,200

i

214,056

129.3)
($ 276,855)
3¢

524,200

& 26,20
1.67

§ 43,77

($ 233,084)

1984

200,000 °

0=

166,520

( 31.2}

(¢ 52,000)

Bl

690,000

$ 62,100
1,48

$ 91,008

§ 39,908

Gain on 1982, 1984, and 1985 crop operations will offset 1983 crop lassess
should reflect a -0- balance after the crops are sald.

(A) Loan Receipts
Green Height
(in thousand lbs.)
(B) Sales - Dry Weight
(in thousand 1bs.)
(C) Uncommitted Stocks
- Dry Weight
{in thousand 1bs.)
(0) Estimated Gain/{Loss)
- Dry Weight
(Cents per Pound)
(E} Estimated Gain/{lLoss)
{1n thousands)
{F} Assessment Fee
{Cents per Pound)
(G} Marketings
{in thousand 1bs.}
{H) Mo Met Cost Account
{in thousands)
(1) Interest Factor
tJd) Account Adjusted for
Interest (in thousands;
(K) Gain/{Loss) 2
(in thousands)
FORMULAE
i. C XD =E.
2. FXG=H,
FOQTNOTES
1. Estimated,
2.
SOURCE :
Doc. 940M

United States Department of Agriculture.
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and

1985

150,000 '

-0~

124,890

{ 42.0)

{% 52.509)

525,060

157,500
1.48

$ 233,100

¢ 180,600

the account
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APPENDIX 5

SCHEDULE A

BURLEV TGBACCO GROWERS COOPERATIVE ASSOCTATION
mim f

Expenies

vor fiscal Yaarz Ending Septembec 30

¢ eam.TRY %
“3 Vg
23,128
=i
P

S T A5,

{57 § v, 280, 2% i FIREE
T s BTRNERY o 1,338 Jun L BRRLGELY
2l S L2160 £.3,305. 265 il AN

..-1283

©35.447
23,173
)
wfia
e
i
2

L

867 8BB4
6.

EERR TR

)
$a

- N

- =
- B

.

.4 % £.1 %

te purchase of an IBM-38 Computsr.

Buriay Tobacee Growers Cocparative Association.

56

3.2 %

i

8. 182

[ R

2,913
.a05
i,4%8
569
".‘:..\_-

l..A45.798)



SCHEDULE &

s s

BURLEY TOBACCO GROWERS COOPERATIVE ASSOCIATION

Stock Profite

{tigures in pounds’

NDING SEPTEMBER 30

LR = e am A T e R e

- o L. T - L

Tk U3 ik Pt L Ay
FLOCAS A% DEOIARIRO O Tagy




SCHEDULE C
BURLEY TOBACCO GROWERS COOPERATIVE ASSOCIATION

mar f rati men

1982 Crop 1983 Crop 1984 Crop

ADVANCE TO MEMBERS % 389,090,956 $ 379,867,779 $ 301,295,810
HANDLIMG
Redrying $ 34,494 152 $ 36,202,706 $ 24,549,546
Green Prizing 1,852,248 945,150 96,204
Transpartation 2,400,894 2,916,186 1,944 902
Storage 1,830,475 1,488,016 254,552
innage 355,148 373,487 277,916
Outage 177.135 55 -0-
Sampling 8,363 4,634 -0-
deighing -- 30 -0-
Insurance - Tckacco 261,579 276,883 20,124
Grading at Redryer _....400.683 -e391.874 .. 262.342
Subtotal {Hand]ing)d G 4% 772,944 P 42,598,622 $ 27,475,685
WERHELD
Quzrhsac fess -0 ~{- )5 5,780
ODfficers Feos 12,376 6. 750 ~0=
Wi f Sai 56,7 57,209 45,398
< 228, 132,548 141,468
Field 2% 14,672
Saies 7l 29,4206
& 256
SupeTY? Enpense - “lz 1 11,428 11,776
Supervisers irave' fxpzase - Saies 24 1,064

Fages

VN O B 13 et e O F

e 0D U B P

3 . 855 t 354,764,966 $ 10,387,909
VLLE akE { 510,925) i 132,224

. - 5., 587
BRSNS 13- B LAY s o 5,909 S |

S=hb2. 178 280 hodd7 243 522 $.339.165.034

5 11.807 0- s
Y 3.0 620,563 $ 192,274 s 5,597
% 38,336 309 5 54,728,526 S i0,382,1E5

422,410, 72¢ 328,777.374
SRANG TUTaL 5 ADE, Z7E 260 $..427.241.522 £.339.165.095

WETE- Figures are approwimsis dug $o orounding.
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ADDENDUM TO SCHEDULE C

Schedule of Pounds Purchased, Redried

Pounds purchased:

Pounds redried:

Pounds soid:

Redried
areen

Total Pounds Soid:

and Sold Per Crop Year

1982
209,221,237

163,416,678

157,015,450

167,579,736

59

1983
216,294,605

181,920, 335

1984
159,575,718

133,142,455




SCHEDULE D

ESTIHATED GROWER ASEFESSMENT
BURLEY TOBACCO

Ygar Beginning Jutebss 1

3] Lean Recga
Crean dei

wug =
o
L

(i thouiand Tps.) 259,247 LER I 288,400 ° TR, 400
(B} Sgies - Dry Weight
{in thousand Yhs } 02, MR - - i

(<3 Uncomai tted Stocks
Ory YWeight

{im Zhousand Ihe,sd Q6 GER e ARG, BEE L8 B0
&5
R | RN . 3 ! 12,87
i
i & 2YE 458 S L onh; 1% 5% 500
- a4
i
5 i e
3
t A G 5 ~ LAY
R i 5T 48
L]
P
g = : b s, a0l
(K
2 1%.578 1,508 % 184,600
TitEALAE
= Coa T Y g - , &
n dkoae R i Koe X ol
= PHOEow Y, 4. d -~ Eox ¥,
FOQTMITES
3 T3timated,
2 Dage pe 3 1 QR A R = “ Al Rl F A
- i oen 1082, 1084 cpevibiong w7l offoal TUBY rep 'ozsess  eng ihe

should raflect a -0- Lar ths cropz ars s24.

SOURCE: United Sistes Depariment of Agriculture.

Doc . 940K



APPENDIX 6

TESTIMONY

OF THE

KENTUCKY LEGISLATIVE TOBACCO TASK FORCE

BEFORE THE

U.S. TNTERNATIONAL TRADE COMMISSION

January 3, 1985
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Why Tobacco Imports Should Be Restricted

The Kentucky legislative Tobacco Task Force believes that the
President should take the immediate necessary legal action under

Section 22 of the Agricultural Adjustment Act (7 USCA Section 624),

-4

tce reduce tobacco imports because these imports ™.

Wilhi

]

render ineffective, or materially interfers

rice The remainder of this

i

D uppeort program.

ttempt to substantlate this

- e o
mhount 61

Meanwhile,

imported burley tobacco of the totai 4. fdisappearance

a2 imost

75

g70

(o'

0
o

sed from less thsn cne percent irn

In short, imports of burley tobacco have increased almost 290
percent since 1975,
U. S. burley is produced under the price support program. To

receive the benefit

be controlled. The
production gquoata in

at least another 10

of a price support, production ofltobacco must
burley producer took a 10 percent cut in

the 1984 crop and in all probability will take
This is patently

percent cut in the 1985 crop.

unfair to the American burley tobacco farmer since producers in

63






countries. In addition, subsidies are given by the governments or
manufacturing companies in some foreign countries importing tobacco
into the United States. For instance, the Republic of Korea, a
large importer of tobacco into the United States,; pays 21 percent of
the cost of fertilizers used to produce tobacco and gives free
tobacco seed to the producers. 1In Brazil, the largest importer into
the United States, American companies provide free seed and

fertilizer, and pay for transporting the tobacce crop to merket,

Tobacco In The Scouth

Tobacco 18 extremely important to the agricuitural economy of

tne Soutn. O©Cf the twelve southern states, most produce substantial

amounts of tobacco. But the farmers of these southern states are

o
(&3
o
e
o

niaving finsncial problems, and an increase in tobacco imports

further woizen their f£inancial condition. To illusirate this point
the following 1s The proportion of scuthern farmers who

had bank financing discountinued is nigher than in any other region

the country: 6.4 percent in the South and 3.1 percent for the

rest cf the nation, which i1s more than double the naticnal average.

The propocrition of farmers who borrowed te their limitc

=
n
bl

iigher tharv

W

in any other regicn: S percent in the South and 32 percen: for the

nation, which is more than 50 percent above the national average.

nigher than in any other region of the country: 3.9 percent for the

scuth and Z percent for the nation, which is double the nsticnal

4

[0}
™

85



average. Finally,

the proportion of farmers who recently went

bankrupt is 1.6 percent in the South and 0.6 percent for the nation,

which is more than double the national average.

Kentucky Tobacco Producers

Any factor which harms the tobacco price support program, such

as imports, will have an adverse and possipkly disastrous effect on

Kentucky tobacco farmers.

farmers depend on tcbacco

Farm saies. Aboutc 7§

L i
L=

Almost 72 percent of Xentucky's tobacco

for at least 506 percent of Ltheir $ross
ent of Keantucky s tobacco farmers have a

aet annual farm income of less than $£10,000. About 47 percent of

farmers have an annual total family income of les

tn

than $20,000. About 61 percent of Xentucky tobaccc farmers are 46

rears of age or older, about 83 percent grew up on the farm, and
¥ G - B

1

niosS0nhoo

Iy

£i indiceting

n s

o

educ

et
o

about 44 percent have lessz than 3 ni

{n
)

)

~hat the Xenrtucky tobacco farmer is strongly attached to farming and
a change in vocation brcought about by the demise of the tobacco

price support program would be extremely difficult for him.

Economic Impact of Tobacco on Kentucky

In 1981, the total full~-time equivalent employment of tobacco

66



production workers in Kentucky was 30,987. These are farmers and
hired workers engaged in tobacco production. Tobacco production
accounted for 2.3 percent of Kentucky's total employment.

The total value of tobacco production in Kentucky in 1981 was
$912,721,000. The production of tobacco accounted for 1.1 percent
of the total value of all of the goods and services produced in
Rentucky.

In 1981, Kentucky farmers and farm workers received 2n estimated
net income from tocbacco of $97,485,000. This amounts to 3% percent

of the total income from crops grown in Kentucky, and 28 percent of

[

the totali net income from farming.
To gevaluate the sconomic impact of the tobacce industry on the
state 1t is necessary to <fconsider the effect that tobacce has on

other industries, as well as the direct effect of the industry

itself. A 1983 study conducted at the University of Xentucky

i
1

£

tebacco’s indirect impact {impacts on industries that

La

4f]

stimat

[t

supply the Zobacco industry with products or materiaig; and its
induced impacts {those that result as topacco inccme is re-spent in

the state's economy) for 1981l. From this extensive analvsis of the

Kentucky economy it was found that the total employment {(direct andé

-+

inGirect) in 1981 attributable to tobacco prcduction was 54,537,
This was 4.1 percent of Kentucky's total employment.
The value of cutput in the state attriputable tc tocbacco

production in 1%81, both directly and through secondaryv effects, was

ad
o
j#2)
Lnd
b
<
(e}
o

ound tc pbe $2,

=

This was 2.9 percent of the total value

of the gross state product of Kentucky.



In terms of income, the total income generated in the state in
1981 that was traceable directly or indirectly back to the
production of tobacco was $372,393,000. This was 1.5 percent of the
total income of Kentucky's citizens.

Thus, from this analysis, a loss of one percent‘in Kentucky's
tobacco output would result in 545 jobs being lost to a hard-pressed
sector of the state’'s economy.

A one percent decrease in tobacco cutput would result in a
£23.318.000 decrease in tectal state oproduct.

¥inallyv, a one percent decrease would correspond to 33,724,000
in iost ingome to the gitizens of the state.

Given that a large portion of tobacco farmers and workers are
older, have relatively low education, and have few skills in otherx
areas of employment, any decrease would harm an already depressed
anc¢ vulnerable sector of the state’s econcmy.

L

Tobacce is by far Kentucky's largest cazh crop, accounting for

U]

mecre than 50 percent of the total crop receipts of Kentucky farmers,
Tobacce production accounts for over 12 percent cf the
empioyment in 10 of Kentucky's counties. These counties are amcng
the poorest in the state. They include the two pcorest counties in
the state, and all of these counties earn less than the average
income in Kentucky, which is the 5th lowest in the natecn. At the
same time, these counties have high unemployment rates, averaging

over 14.6 percent!. unemployment.
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Recommendations

Therefore, the Kentucky legislative Tobacco Task Force
recommends that the President take the immediate necessary legal
action under Section 22 of the Agricultural Adjustment Act (7 USCA
Section 624), as amended, to reduce tobacco imports because they
»,,. render or tend to render ineffective, or materially interfere
with ..." the tobaccoc price support program. It is recommended that
tobacco imports be reduced to expeditiously bring the excessive
tobacco loan stocks in the pool under control. Fifty million pounds
of tobacco carryover in the pool is the maximum ievel cobjective.

The rezsons, as previously stated. for this recommendation are:

- Imports of burley tobacco have increased about 290 percent
since 1975.

- Imports cf tobacco unnecessarily increase the cost of the no
net cost program, at the expense of the American tobacco farmer.

- American tobacco farmers have production controls while
foreign producers do not, an unfair advantage for the foreign
producer.

~ Tobacco is the lifeblood of Kentucky agriculture, accounting
for about 50 percent of the state’'s total crop receipts.

- About 76 percent of Kentucky's tobacco farmers have a net

annual farm income of less than $10,000.



- Imports of burley tobacco have contributed to the increase of
burley pool tobacco from zero pounds in 1981 to about 307,000,000
pounds as of January 1, 1985, not including the large amount of the
1984 burley crop going to the pool.

Furthermore, the Kentucky legislative Tobacco Task Force makes
these additional recommendatioﬁs on tobacco imports tc the President.
The United States should ncot allow tobacco imports from those
countries which do not allow American tobacco into their countries.
The United States should not allow tobacco imports from those
countries which subsidize the production or manufacturing of tobacce.

Tne United States should aot allow imported tobacco which does
not meet the same pesticide and herbicide requirements which
American-produced tobacco must meet.

Imported tobacco should be charged a single rate of duty for
each pound, regardless of the classification.

imported tobacco should not be allowed from naticns whose human
rights posture precludes a fair wage for a person's effort.

Imported tobaccc should not be allowed from nations who Go noct
ailow a fair and just market for American products.

Imported tobacco should not be allowed from nations which do not
require adequate labeling information regarding the use of
pesticides and herbicides because of the risk to uninformed workers

when exposed to harmful chemicals.
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Conclusion

Tobacco is at the heart of Kentucky agriculture, accounting for
more than one-half of the total value of all crops grown in the
state. Imported tobacco reducing the effectiveness of the tobacco
price support program is a serious matter to the Kentucky farmers’
wellbeing. Tobacco is a highly labor-intensive crop and is a very
physically demanding crop to grow. Tobacco farmers have large
capital investments in equipment and land. Tobaccec is a billion
dollar cash crop in Kentucky. No legal crop can replace tobacco forx
value per acie, and the average acreage for each burley farmer in
the burley-producing states is only from 1 to 3 acres.

A Kentucky burley farmer, speaking at one of the public hearings
which our Tobacco Task Force recently conducted, very succinctly
expressed the importance of tobacco to Kentucky when he said: "If
tobacco is taken away from the small farmer or from this area, there
is no one farmer I know who could show a profit in his farming
operation. We are talking about the quality of life in rural
Kentucky. "

Madame Chairman and Commissioners, this concludes our testimony.

10
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Appendix 7

Summary of Comments Made at the Five Public
Hearings on Tobacco Held
November 26, December 3, December 17, 1984,
January 28, March 25, May 30, and October 29, 1985

PRODUCERS

American dealers are actively supporting the growth of
foreign tobacco.

Tohacco manufacturers raised the prices of their cigarettes
25 to 30 percent in 1982 and 15 to 16 percent in 1983, an
increase over and above the increase in the excise tax.

The U.S. Secretary of Agriculture should be granted
authority to adjust allotments by mcre than 10 percent to
bring production in line with  disappearance, aftex

consultation with farm leadership.

Where foreign subsidy exists or where domestic companies or
dealers contzact., grow or cause burley te be grown in 2
foreign country anm import gucta should be established.

Imports should be 1limited te 10 percent of U.S. burlev
disappearance.

Farmers feel that 20 million pounds is adeguate cargvover
and will assume obligation for that amount. Losses due tg
zcess supoly {(that sold at a loss when -supply exceeds 50
million poounds) shall be the obligation of buyer companies
or the Commodity Credit Corporation.

Allow marketing of only 100 percent of guota, but give the
Secretary of Agriculture the option to allow L1Q percent
marketing in the event of a short suppiy.

1f the leasing provisions weaken congressional acceptance
of the tobacco price support program, farmers might
consider the elimination of 1leasing and permit sale of
allotments within county lines with a 15,000 pound limit
per allotment.

Prohibit Furley imports from those countries that de not

permit the U.S. to export burley tobacco products into that
country.
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If import quotas are proclaimed (10 percent of
disappearance) farmers would consider a reduction in price
supports as follows: (a) Cap on no-net cost assessment of
ten cents; (b) For each one-cent reduction in no-net cost
assessment, price support would be reduced two cents; and
(c) Limit no-net cost fund to 100 million dollars.

Due to the drought disaster of 1983, that crop of pool
stocks should be removed from the no-net cost obligation as
an emergency measure.

Farmers in general recognized that U.S. burley prices were
increasing faster than world prices and have agreed to
support price freezes since 1982, resulting in income
reduction of approximately 30 cents per pound.

Eliminate leasing.

The President could place import restrictions on tobacco
undexr the authority he presently has under Section 22.

A surtax of one dollar per pound should be placed o
imported tobacco.

No leaf dealer should be allowed to handle pool tchacco if
he imports tobacco.

Tobhacco prices should not be frozen.

o

Tebacco producers must he allowed to lease tobacco,

Tobacce companies should be required to contribute to the
pool.

Cut the tobacco quota by five percent.
Restrict imports to 10 percent of usage.
Place guotas in the hands of producers who want to grow 1t.

Companies should take a more active role along with the
Commodity Credit Corporation im financing pcol stocks.

The no-net cost program must be reduced or sliminated.
Control should be placed on excessive imports of foreign
tobacco and foreign-produced tobacco should meet the same

quality control as American-produced tobacco.

The assessment for the no-net-cost program should be added
to the average support price of tobacco.
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The federal excise tax on tobacco should be reduced as
scheduled under present law.

No reduction should be made in the current support price of
tobacco.

We all must work together to save the tobacco price support
program.

Producers should 1learn to grow alternative «crops and
develop the ability to market these Crops.

If the tobacco price support program is repealed it should
be legal to grow marijuana.

The .S. tariff has decreased since the 1930°'s.

imported tobacco has been misclassified in order to reduce
the amount of tariff imposed.

Import quotas should be imposed,

One cent of the federal sxcise tax on tobacco should be
used to pay one~-half of the czost of the no-net-cost program
and tobacco companiess should pay the remaining one-half
cost of the ne-net--cost program.

-

Today is worse than the night rider davs,

Grading of tobacco is not as accurate as it should be.

/)]

The U.S. government would lose revenue D
tobacco price support program.

Me  should nolt shsre our axperr rtobanco kaowledge with
foreign vroducers.

The multiplier effect of American-produced tobacco is seven
dolliars and that of foreign tonbacco iz two dollars s, making
a difference of five dollars.

Lf we lose the tobacco price Support program, we will be in
poverty.

The loss of tobacco allotments would reduce property values,

1]

Tobacce provides part-time income for young people.

L.easing tobacco gquotas provides tetirement income for many
people,

Tobacco benefits state and local governments.
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Speaker supports the 2¢ per pack manufacturing tax on
cigarettes.

Loss of program could cause loans to default,

Taz on egulty from the tobacco program 15 imporitant
Kentucky's scheools.

R4 £ do not alliow ©hs
sale of our tobacco products in their individuel nation.

Cut off all impecrts om countries that
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- The suppcrt orvice

nas been frozen
If this continues.
o

en rfeor the last two years
negotiate a commitament from the buyiag
mpanies to purchase a certain amount =f the pocl stock.

3




=

[~



AFPENRIX §

A &0 e 3 B
4 e Akl sEhE T , 2=, L o 2 it R g i
ol A e — = - .
M s : i . RN : + eada e vis PR RN
" St » 3 ey , &
‘ E - e 3 ey -ty Lt LR -
. . - N N Tl L -'—_'- - i b\ [ LR 2
» - r o - - i aia .
: ] " E .1 au: ( v L= g A
. - ) Wit
Z i fe 2 - . +



KENTUCKY'S POSITION

Kentucky hereby supports the following Plan of Unity and
Action:

a. Manufacturers along with producer representatives be
enceuraged to enact a plan to minimize the growers no net cost.
raeduce tobacco imports. and increase the world-wide market shares.

D. If no agreeable plan is forthcoming from Congress, we
hereby support 2 federai: tax on cigarette manufacturers to pay for
tne cest of the no net cost program in support of tobacco farmers.

T If a federal =esxcise tax as described above is not
forthcoming, thenr we support a state level manufacturers tax on the

cigarette industry to support the no net cost program for tohacco



VIRGINIA'S POSITION
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APPENDIX 9

Summary of the
Tobacce Program Improvement Act of 1985

Price Support

Lowers the prics support level “or the 198% crop of burley tobacco to
$1.45 per pound. (fhe o'ii assumes that the price support level for the
1985 crop of flue-cured tobacco will he lowered to $1.40 per pound
administrativeiv .

Sets the opri gvel fou Zne 198% arop of any kind of tobacco
(other than : nuriey fobacog?, tsing the same formula as ia
currant law Tor the 188E groos of such tpbacco.

Sets the price teve” for o the M1EBE and  subsequent crops of
e-cured and Ly 2 oa Lhe Cevel Tor {he preceding ysar, plus or

W H3 Lo U0 Leisny ¢
: average meriket orice for the &
dghest and fowest years) is greater

yreceding year, and

sreceding

phan Tha

iy e S (I TR e s
SRR T IR g8 Oy TOUACTO VaArmers

secretary of Agriculturs

iy anatity grades of
¥ b rary of Sariculturs
i “he amount of

ut

ine  amount of

% a4t auction during
LN

YA Ay detcermine

S onvecsiding vears, and

woory gaiermipes ts needed to increase
e progecer associations to establish

CERISTVE II00K avel,

rstantisaes pues is al 4i ter of (1) 100 miliion pounds
Tor flus. i ‘ev tohacco, or {2) 15 percent




of the effective national marketing gJuota for the respective kind of
tobacco.

Limics cownward eolusivents in une national markecing quota for buriey
tobacen to T parert of (30 35 il aeunds, or 2% 58 odercent of the
AMOUNY Dy wh ned Tov ing marketing year is

iess Foap

SR T gr i may 08 marketad
foll - 5 2a - " P g
Wi TnouT ;3 ﬁg L‘EU‘\.J"\‘G
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i
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market price of the tobacco involved on the quantity of tobacco as to
which the failure occurs. The penaity would be assessed by the Secretary
after notice and opportunity for a hearing, and review by the appropriate
United States district court would be provided.

Purchase of Inveniory Stock

11e stocks from the
afs on otober 29, 1984,
» thyough 281 crons and 1C

RBeguives the
E?”ﬁ Lh“oucw

stocas from the
1985, Yor the
gnactment of fhe

A AT
ool L I8 e

AL
M,

TR anvitary oot Moo ot oeovife

cominttiees
: ‘i"!r""".'::.
Teu ﬂ'i:"\’




Investment of Tobacco Inspection Fees

Authorizes the investment of fees and charges collected under the Tobacco
Inspection Act. with any income realized to be used to pay the expenses of
the Secretary of Agriculture in providing services under that Act.



-

OCT.BL "8% 15:239 SENATOR MCCONNELL WASHINGTOM DC

EXPLANATION OF AMENDMENT TO S. 1418
In addition to making a numdber of technieal
changes, the amendment makes the {ollewing subatant
1418,
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tobacco instead of the 1985 crop as in the bill. This {is
basically a technical change since the prics support level for the
1985 crop of Flue~cured tobacco has already been established usi:g
the Nunn amendment, -

{(3) The bill establishes a formula for determining the
national marketing quota for Flue-cured and Burley tobacco that
takes inte consideration 3 factors: {1} tobaecco purchases
intended te be made by aigarette manufaeturers, (2) average arhual
exports of tobaecco for the 3 preceding years, and {(3) the samount
af %tobsces the Secretary determines is needed to increase or
decrease the inventories of the producep azssociations to sstablish
or maintain such inventorles a2t the reserve stock level, The bill
alse limits any downward adjustments in the natlonal wmarketing
guota for Burley tobacco to6 the greater of (i) 35 million pounds,
ar {14) %0 percent of the amount by whieh total Burley tobscce
inventories of the producer associations exeesd the ressarve stoak
level,

The smendment deietes the limitation on the  dowaWward
ad justment in the naticnal marketing qucts for Burley tobacco and
applies thiz same provision as a limitstion on the downward
adjustment in inventories under the third factor of the marketing
quota determination fermuls. This elarifies the original intent
of the bill.

(4) The samendment deletes the provision 1n the purschase
requirement sestion that exzmpts a sigsrette manufacturer from any
penalty for not purchasing bobacce equal to at least 90 percent of

1¢s intended tobaceo pureha2ses if the fotal amsunt purchazed by
88
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Explanation of Amendment Included In
Conference Committee Report (December 1985)

On December 117, a conference substitute to S$.1418 was adopted by the
Conference Subcommittee considering the tobacco measure. The main changes of
concern to burley interests in the substitute inciuded:

1. Setting the price support for the 1986 crop of burley tobacco at
$1.488 per pound, and

2. tstablishing that for each of the marketing years 1986 through
1989. the national queta will not be less than 94 percent of the
national marketing guota Tor the preceding marketing year; and
not iess than 90 percent of ths previous year in 1990 through
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APPENDIX 10

RESOLUTION

WHEREAS, tobacco preduction is at the heart of Kentucky's
farm economy.

WHEREAS. loss of the ‘tobacce program would have a
devastating effect on Kentucky.

WHEREAS . the pregram temaing in Jjeopardy because of
imports, reducticus in Earmers’ quo*a‘ sgnd losses in market
shares in the domestiz arc w
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