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

by William M. Snell, Associate Extension Professor

program and its costs are often for their tobacco. The average price sup-stores the tobacco for future sale. Fol-

misunderstood. The program port level is influenced by changes in lowing the sale of the surplus tobacco,
guaranteed.S. tobacco farmers mini- the previous years’ market prices andthe cooperative repays the CCC loans
mum prices in exchange for restrict- farmers’ costs of production. in full with interest.
ing production. By lawthe tobacco Farmers deliver their tobacco to
program operates at a zero cost to U.Sauction warehouses where govern-
taxpayers. In years of abundant pro-ment graders (financed by the farm- Costs and Assessments
duction, the Commodity Credit Corpo- ers) place a grade on each sales lot ofASSociated With the
ration (CCC) — a funding agency of tobacco.This grade refers to a spe-
the federal government — makes loanscific price support (loan) level. If to- TObaCCO Program
to grower cooperatives to purchase to-bacco companies do not bid one cent ~ The No-Net-Cost Tobacco Program
bacco passed over at auction by tobaccger pound above the government-es-Act of 1982 mandated that the U.S.
buyers. But law requires that the prin- tablished price support level, the to- tobacco program operate at no expense
cipal and interest on these federal loansbacco is purchased by a grower-fi- to U.S. taxpayers. To carry out this
be fully guaranteed by marketing as- nanced/grower-operated cooperative.mandate, tobacco producers and pur-
sessments paid by U.S. tobacco producThe cooperative pays the farmer us-chasers are assessed a no-net-cost fee
ers and purchasers. ing money borrowed from the CCC. on each pound of tobacco sold.

There are some relatively small ad- The tobacco represents collateral on Prior to 1982, the stored tobacco

ministrative and other non-operating coststhe government-backed loan. owned by producer cooperatives was

associated with the program. How-
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ever, these costs are partially offse
Are Repaid < Loan plus

T he operation of the U.S. tobacco minimum prices farmers may receive The cooperative processes and

by an additional assessment levieq

on tobacco producers and purchast
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How the U.S. <O < Tobacco as
Tobacco U.S. Treasury Collateral

Program Works Grower Assessments
The U.S. tobacco program
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consists of marketing quotas an
price supports. Marketing quotas

establish the maximum amount of E—
tobacco U.S. farmers can sell in ‘
a given marketing year. A national ",|,' .

guota is initially determined by a
formula accounting for domestic
demand, export demand, and re-

S
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serve stock levels. The national com_mOdlty TObGCC(_) Tobacco
quota is alocated to nearly Credit Corp. Cooperative Farmer
350,000 U.S. farms located in 17 (Lender) (Borrower)

states. Price supports establish
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Million Dollars

the only recourse for CCC loans. The activities, crop insurance subsidies, andvidual farm quotas being much smaller.
government did incur some relatively the administration of the program by Farm Eliminating the U.S. tobacco pro-
small financial losses associated with Service Agency personnefdverse gram would significantly increase price
the pre-1982 crops. In addition, taxpay- weather conditions and diseases in 199%olatility and cause prices to fall by 20
ers assumed some losses on the sale @bnormally increased crop insurance out-percent or more. A price decline of this
the 1983 crop which (like other agri- lays, resulting in larger than normal ex- magnitude would likely reduce the num-
cultural crops) was declared a federal penditure for the tobacco program in fis- ber of family farms growing tobacco by
disaster. Total losses of principal since cal year 1996. Administrative and other more than 50 percent and would be dev-
the program originated in the 1930s arenon-operating expenditures associatedastating to many communities which ex-
less than $700 million on loans exceed-with the tobacco program are projected perience high production costs and which
ing $10 billion. Over 60 percent of the to fall to more normal levels of around depend on tobacco income, but lack off-
losses were associated with the 1983%$50 million for fiscal year 1997. farm employment opportunities. Even
droughtdisaster crop. However, since the These administrative and other non- with lower and more volatile prices, U.S.
1982 law, no-net-cost assessments haveperating costs are partially offset by an-tobacco production without a tobacco
ensured that taxpayers are not subsidizother assessment called the “budget defiprogram would increase in concentrated
ing loans under the tobacco program. cit assessment” that tobacco producersareas that experience low production
Because of USDA accounting and purchasers pay. This assessment, t@osts. The elimination of the program
procedures, some years may indicate a netlling around $30 million in recent years, would also have adverse effects on land
expenditure associated with the tobaccais directly applied toward reducing the values, property tax bases, and the sale of
program, while in other years the tobaccofederal budget deficit. Abolishing the U.S. agribusiness goods and services in cer-
program generates revenue for the goviobacco program would eliminate this tain rural areas. Without a program, to-
ernment. Loans covering each year aresource of U.S. government revenue, butbacco companies would have access to
considered an expense until fully repaidwould not necessarily totally eliminate lower cost domestic and foreign leaf, re-
sometimes years later. Then when de-other non-operating costs associated withsulting in slightly lower cigarette prices
mand outpaces production, tobacco un-the program.Also, the government would (and thus slightly higher cigarette sales)
der loan is sold and the loans are repaicbe subject to financial liability on any re- and/or higher tobacco company profits.
with interest, creating revenue for the gov- maining tobacco loan inventories if the
ernment. Over time, however, all no-net- program were eliminated.
cost assessments must cover all current

and projected losses on the tobacco loan[ he Program’s Impact

USDA Tobacco Industry
and Program Data

program operation. U.S. Tobacco
As with aII_fgdera] programs, there on Farm Income and Farm Quotas 347,000
are some adm|n|strat|ye and (_)ther non-Tohacco Consumptlon (1995)
operating costs associated with the to- ) _
bacco program. These include market ~ Unlike other agricultural programs, | U.S. Tobacco
news/analysis, extension and researcthe tobacco program has accomplisheq Farms 124,000
many of the basic | (1992 Census)
CCC Net Expenditures For Tobacco ~ initial goalsoffarm | g, Tobacco
programs of pro- | Per Farm 6.7 acres
800 [ By law, expenditures and revenues must offset viding price a?(ftl In- | (1992 Census)
each other over time come support for a
600 L large number of | valueofU.S. »
small family farms Tobacco Prod. $2.7 billion
400 | Government . . . (1992-95 Avg.)
di without incurring
200 Expenditure large government | Gross Value Per
i expenditures. De- [ Acre of Tobacco $3,833
spite increased [ (1992-95 Avg.)
- f:onsohdatlon dur- [ 1axes Collected
Ur ing the past decade, | on Tobacco Products| $15 billion
400 Government the average to- | (1995)
B Revenue bacco farm grows
soo Ll o0y fewer than seven | U-S. Tobacco -
1985 1987 1989 1991 1993 1995 1997E acres of tobacco (Tlrgg‘;)surp'us +$5.9 billion
Source: USDA, Note Negative Expenditures Are Govt. Revenues annua”y, with indi-
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