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Introduction
William R. Finger

Many scientists now feel that some 55 million American smokers volun-
tarily endanger their health every day by smoking: that it is the nation’s
number one preventable cause of disease and death. At the same time,
policymakers who understand American agriculture believe that the 600,000
American families dependent on income from tobacco crops are the single
remaining example of the Jeffersonian ideal, a small-farm yeomanry. How
can a government respond to the needs of the tens of millions of Americans
dependent on the tobacco economy, nurture a dying small-farm heritage,
and build a society based on good health all at the same time?

“‘I’ve argued that the two [the smoking issue and the farm issue] should
be separated,”’ former U.S. Secretary of Agriculture Robert Bergland says in
an interview for this book. ‘‘We should take the smoking issue head on and
decide if we are going to ban smoking and restrict its use. Then we have to
consider not only the production of tobacco, but its importation. We
haven’t done anything about the health issue if we simply eliminate price
supports.”’

In 1964, the U.S. surgeon general concluded in his landmark report,
Smoking and Health, that cigarettes are a health hazard. This finding
prompted a series of studies and the implementation of many regulations that
have permanently altered the western world’s perception of tobacco. The
most dramatic indication of smoker concern is the rising popularity of low-
tar (15 milligrams or less) brands. As late as 1970, low-tar brands com-
manded less than 5 percent of the market; today their share is almost 50 per-
cent. Besides spending hundreds of millions of dollars to introduce low-tar
brands on the domestic market, American manufacturers (as well as leaf-
exporting concerns) are investing more and more of their resources and
energy in developing the third-world market, where few regulations on
tobacco have been implemented and where per capita consumption iz in-
creasing.

While health concerns have refocused consumer demand and corpor:te
futures in the last fifteen years, agriculture and international trade changes
have transformed the tobacco industry from production through distribu-
tion. As late as 1972, only 2 percent of the flue-cured crop was harvested
mechanically; today the figure is approaching 50 percent. Mechanization,
combined with such changes in the federal farm program as permitting the
lease and transfer of allotments, has precipitated a labor displacement of ir-
reversible proportions, a decrease in the number of tobacco farms, and an
increase in the size of farms that remain.

Xi



xii The Tobacco Industry in Transition

Meanwhile, tobacco production is expanding in Africa, Asia, and Latin
America and now poses a serious threat to continued American dominance
of the world leaf market. Total American exports increased during the last
twenty vears, but the U.S. share of the world’s flue-cured market dropped
from 61 percent in 1960 to 27 percent in 1979. Moreover, foreign tobaccos
now match American quality but still cost only one-third to one-half as
much. In 1980, for example, the federal price-support level on leaf Grade
B4F, the ‘‘hub’’ tobacco for British buyers (the United Kingdom is one of
America’s largest markets), was $1.61 per pound. But British companies
could buy a comparable grade from Brazil for $.68 per pound. While leaf
buyers worry about the high American price, tobacco farmers, like all
American farmers, are beset by inflation, energy costs, fertilizer prices, and
a minimum wage on labor. They want the federal price support raised, not
lowered.

Transitions have reshaped the tobacco economy swiftly—and in confus-
ing, interrelated ways. The Tobacco Industry in Transition: Policies for the
1980s addresses the central policy areas of today’s tobacco world: agricul-
ture, farmer alternatives, leaf marketing, manufacturing, health, and
politics. Within each of these six parts, a group of experts assesses the tran-
sitions. Some report as objective researchers. Others write with passion and
prejudice. On controversial subjects—such as health—we include chapters
that express opposing positions. For example, both the attorney for The
Tobacco Institute and the attorney for the Federal Employees for Non-
Smokers’ Rights contribute a chapter analyzing the legal implications of the
tobacco-health issue.

Although no book could substantially analyze all tobacco issues of im-
portance, this study is designed to provide an interdisciplinary understand-
ing of tobacco in the 1980s. It has been prepared for use by a wide range of
readers—from scholars and experts to those with only a casual or limited in-
terest in the subject.

Will future legislation alter the federal tobacco program? Negotiations
in Congress might be influenced by issues that range from the sales volume
of Seven-Up and Miller beer (both owned by Philip Morris) to the stability
of the government of Zimbabwe (a major competitor of the United States
on the international leaf market). Will cigarette manufacturing companies
be required to label their product ‘‘addictive?’’ The outcome weighs on
diverse findings, from prospective studies (which are just beginning) on
low-tar smokers to corporate plans to diversify out of tobacco. The Tobac-
co Industry in Transition: Policies for the 1980s attempts to provide a re-
source for understanding such questions, and perhaps for formulating some
answers.
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Early Efforts to Control
the Market—And Why
They Failed

Anthony J. Badger

By the 1930s, bright flue-cured tobacco was the most important type of
tobacco in the United States. Used on its own in Britain, or blended with
other types of leaf in the United States, this tobacco had a distinctive taste
that made it an essential ingredient of cigarettes, for which demand had in-
creased dramatically in the years after World War 1. By 1929, bright flue-
cured crops accounted for more than half the nation’s tobacco acreage.

It had first been grown in the Piedmont areas of Virginia and North
Carolina, where the poor soil starved the leaf and gave it its characteristic
yellow color. In the 1890s, production spread to the coastal plain of eastern
North Carolina and South Carolina, and then in the 1920s to Georgia and
Florida. By the 1930s, however, the center of flue-cured production was
firmly established in North Carolina, which was the largest producer of any
type of tobacco and produced almost 70 percent of the flue-cured crop. The
eastern counties of the state were the heart of the tobacco region. This
‘“‘New Belt,”’ centered on a triangle of market towns—Wilson, Kinston, and
Greenville—alone grew 40 percent of the crop.

Heavy labor requirements and the high investment costs per acre,
because of the need for fertilizer and curing barns, dictated the size of land
holdings in the tobacco belt. Since the value of the crop per acre was also
relatively high, especially compared with cotton, flue-cured tobacco was
always cultivated in small land units, often of no more than four or five
acres. A survey in 1928 in the New Belt of North Carolina showed an
average cultivated acreage on 230 farms of 27 acres, of which 7 were planted
with tobacco. A survey in Pitt County a year later found acreages of to-
bacco varying from 2 to 25 acres with slightly less than half of the farms
cultivating between 4 and 6 acres of tobacco. In the Old and Middle Belts of
the North Carolina Piedmont, such small farms were usually operated by
their owners, but in the Eastern Belt, they were usually run by tenants. The
customary arrangement in the east was for the sharecropper to receive half
the proceeds of the crop when the landlord provided the land, seed, wood,
and fertilizer, although sometimes, as in the farms surveyed in 1928, the
cropper also shared the cost of the fertilizer.

Excerpted from Prosperity Road: The New Deal, Tobacco, and North Carolina by Anthony J.
Badger. Copyright 1980, The University of North Carolina Press. Reprinted by permission.
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Most growers were in debt from January onward and they needed year-
long credit; their crop was their only security. Banks were reluctant to make
such short-term credit available to farmers, who instead had to turn to one
of the standard institutions of the tobacco belt—the time merchant. He pro-
vided the growers with general supplies and fertilizer on credit, charging not
only high rates of interest but also credit prices, which were considerably
higher than prices for cash payment. This meant that for the growers the
cost of short-term credit, which the banks would not provide, was extremely
high. An Agricultural Experiment Station survey in North Carolina in 1926
suggested that merchants charged an interest rate of 25 percent per year,
while fertilizer manufacturers charged an even higher rate. About three-
quarters of the tenants’ annual cash gain had to be used to pay back cash
advances from landlords and settle accounts with the time merchants. In the
1930s, banks came to play an increasingly important role in rural areas, but
it was still a secondary one.

Tobacco was a perishable crop that needed redrying and storing within
weeks of being cured. Since no individual grower could afford the cost of this
redrying, he had to sell his tobacco immediately. He could not hold it off the
market if the market was glutted and prices were low. Even a decision to hold
off the crop until later in the same marketing season could damage the leaf
and lower prices. There was a further stimulus to ignore the market situation
and sell at once: tobacco was often the grower’s only source of income, and
he needed ready cash to pay off the debts incurred during the year.

The prices the buyers paid for the tobacco depended on how they
graded it. These grades were secret and they varied from company to com-
pany, so that the farmer had no means of knowing whether he was receiving
a fair price for his tobacco, nor could he concentrate on growing the most
profitable grades. Government grading was one solution to this problem.
The Warehouse Act of 1916 authorized the government to provide an in-
spection service that would grade the farmer’s tobacco according to stan-
dard grades. It was not until 1929 that such a service was introduced, and
then it only covered four markets, one of which (Smithfield) was in North
Carolina. In the next three years, it was extended to seven more markets in
the state, but even then only six million pounds were graded. There was lit-
tle incentive for the growers to use the service, since they had to pay for it
themselves and there was no guarantee that the buyers would take any
notice of the government grades.!

The buyers’ position was strengthened further by the fact that the
manufacturers carried stocks-in-hand of two to three years’ supply of
tobacco, in order to achieve the right blending of grades and the correct ag-
ing of the leaf. If in any year the crop was short, pushing prices up, the
manufacturers did not have to buy at that higher price. They could afford
to wait. The grower could not.
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The growers’ lack of knowledge and their inability to hold their crops
off the markets were compounded by the absence of competition among the
buyers. Many in the tobacco belts would have echoed the complaint of
Richard Russell, governor of Georgia, that the price paid for tobacco in his
state in 1932 forced him to conclude that the manufacturers of tobacco
‘““have as complete a monopoly and combine as this Nation has ever seen.”’
Josephus Daniels, whose hostility to the manufacturers dated back to the
days of Duke and the Tobacco Trust, was equally emphatic the following
year, in explaining the situation to the Secretary of Agriculture. The to-
bacco industry, he said, which had once been a monopoly, was still
dominated by three American and two foreign companies. ‘‘Of course, they
do not meet and fix the prices. That would invite prosecution. But there has
been no real competition for many years. They have been paying the
farmers just enough to encourage them to grow the weed.’*?

Given the structure of the manufacturing industry, therefore, the growers
could not look to competition between buyers of their leaf for their salvation
from a weak marketing position. The marketing of tobacco by the auction
warehouse system also handicapped them. It did have some advantages: it
provided a rapid method of sales that gave the growers cash payments im-
mediately, but it also was expensive, duplicated buyers, and was open to
abuse. There was no doubt, for example, that the speed of selling led to many
mistakes by the buyers. The buyers could average these mistakes out during
the day, but for the grower, whose entire year’s income might be dependent
on the price he received, one such mistake could be disastrous. The grower
could reject a bid, turn his tag, and offer his tobacco again, but he had to pay
another auction fee with no guarantee of securing a better price.

All these weaknesses—the perishability of the crop, the lack of competi-
tion in leaf purchases, the secret grades, the companies’ carry-over, and the
auction warehouse system—contributed to the growers’ basic inability to
adjust supply to demand. There was always a chronic tendency to over-
produce. Good prices always led to increased production the following
year. When prices fell, however, there was not necessarily an equivalent cut-
back in production. Growers tended to respond to a fall in prices with either
a slight curtailment of acreage or even an increase of production in an effort
to minimize total losses. The situation was aggravated when poor cotton
prices tempted growers to turn to tobacco. Occasionally, as in 1920 and
1931, prices went so low that growers could not finance a large crop the
following year. There were then drastic reductions, but they were only tem-
porary. Production leaped again the following year.

Because so much of the flue-cured crop was exported, growers were also
affected by the difficulties facing American exports after 1929. The virtual
cessation of U.S. lending abroad and the existence of high Republican tariffs
made it difficult for foreign nations to buy American goods. Tobacco exports
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held up better than most. The importance of tobacco as a source of govern-
ment revenue in Britain, the resistance of consumers to changes in taste or
decreases in tobacco use, and the failure of governments to stimulate
domestic or colonial tobacco production meant that the United States was
still the only source of substantial tobacco exports. Flue-cured exports
nevertheless fell by almost 40 percent between 1930 and 1932.°

The perennial tendency to overproduce, the decline in foreign markets,
and the onset of a general depression had catastrophic consequences for
both the tobacco growers and North Carolina between 1929 and 1932.
Prices of flue-cured tobacco, which never fell below 20 cents a pound from
1920 to 1927, dropped to 17.3 cents in 1928, to 12 cents in 1930, and plum-
meted to 8.4 cents in 1931. There was a slight rise to 11.6 cents in 1932, but
this was offset by a sharp reduction in acreage that year. Total receipts for
the 1932 crop were one-third of those for 1930. In North Carolina, growers
of flue-cured tobacco received only $34.9 million in 1932 compared with
$93.4 million in 1928. Growers in the east felt the pinch dramatically.
Growers in the New Belt who had collected more than $91 million in 1919
and $50 million as recently as 1928 now had to survive on $18.9 million.

Conditions Were Worse than War

Between the end of the war and the advent of the New Deal there were four
main efforts to improve the marketing position of the tobacco growers and
to raise leaf prices: the Tri-State Growers’ Cooperative, Governor O. Max
Gardner’s ‘‘Live at Home’’ campaign, an attempt to form a cooperative
under the auspices of the Federal Farm Board, and an attempt to restrict
production by interstate agreement or individual state legislation.

The Tri-State Growers’ Cooperative, organized in 1921 and 1922,
believed that the tobacco growers could,

through cooperative action, attain monopoly power and thus set the prices
for their leaf. Growers handed their tobacco over to the cooperative, which
then graded, redried, and stored the tobacco, which would be pooled ac-
cording to grade. The crop would then be held off the market until a
favorable time for selling. The growers received an advance payment when
they delivered their crop and a second payment, depending on the amount
of tobacco they held in any particular grade, when the tobacco was sold.
They were bound to hand over their entire crop to the cooperative for five
years under a legally enforceable ‘‘ironclad’’ contract.

The Tri-State had to contend with the opposition of powerful vested in-
terests—the manufacturers and the warehousemen. There was no evidence
of a concerted effort by the manufacturers to break the cooperative, but
there was a determined opposition from the warehousemen. Because of the
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sympathies of the time merchants with the warehousemen and the links be-
tween bankers and the tobacco trade, the growers’ creditors pressed them to
desert the cooperative. Also, the warehousemen could pay the grower im-
mediately, whereas the cooperative fully paid the grower only after all the
tobacco had been sold. The cooperative could do little to keep the growers
from leaving in the face of these incentives, and by 1926, the Tri-State had
failed.

But the basic reason for the cooperative’s failure lay in its faulty
premise: the belief that farmers could achieve monopoly power through
cooperatives and thereby set prices. Such monopoly power was impossible
to attain by voluntary methods. Since the cooperative never controlled
enough of the crop, it could never guarantee its members a higher price for
their tobacco than nonmembers received. In the final analysis, the Tri-State
Growers’ Cooperative failed because in the mid-1920s North Carolina
tobacco growers were not yet ready to cooperate.*

Governor O. Max Gardner, a successful textile manufacturer, came into
office in 1929 with the intention of capitalizing on a prosperous economy to
promote reform. Agricultural economists, extension-service workers, and
farm editors had, for many years, preached the virtues of crop diversifica-
tion to North Carolina farmers, but with little success. The relative absence
of livestock and poultry on the state’s farms meant that the state had to rely
heavily on other states for food and feed. In 1930, for example, the state
produced less than one-sixth of the beef and one-third of the milk and
butter that it needed.

To lessen this dependence on the staple cash crops, Gardner launched a
“Live at Home”’ promotional and propaganda campaign. This had two
main aims. First, by growing their own food and feed, North Carolina
farmers would have a subsistence living standard that was not dependent on
the fortunes of cotton and tobacco; this program would also cut down the
$250 million spent each year on foodstuffs and feed outside the state.
Second, it was hoped that if the acreage devoted to staple crops were re-
duced, the price of cotton and tobacco would rise. What started out in
prosperity as a campaign for the more efficient use of resources soon
became a desperate struggle to alleviate the effects of depression.*

The campaign succeeded to some extent. Gardner recalled that ‘‘the
power of suggestion is tremendous . . . by appeal and persistent persua-
sion we persuaded the cotton farmers in North Carolina to reduce their
acreage planted in cotton 535,000 acres.”’ One extension official calculated
that the acreage in the state in cash crops had been reduced in 1930 and
1931 by 575,342 acres, whereas the acreage in food and feed crops had
been increased by 837,841 acres. There can be no calculation of how many
farmers may have been able to survive the depression by producing their
own food.6
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Unfortunately, this had no significant effect on the prices of cotton and
tobacco. Gardner’s wider aim of increasing prices by reducing acreage
through diversification could only fail. Subsistence farming appealed only
to the small farmer. It had no appeal to the large commercial farmer and
landlord, and if they did not cut back their production there could be no ef-
fective acreage reduction.

Gardner’s remedies for the plight of the tobacco grower were essentially
long-term. The low prices in the years before 1933 led the growers to search
for more immediate solutions to their problems. '

A more promising approach seemed to be the formation of another
growers’ marketing cooperative, this time under the auspices of the Federal
Farm Board, which had been established by the Agricultural Marketing Act
of 1929. The board’s vice-chairman visited Raleigh in September 1929 and
repeatedly stressed that the government could not provide financial
assistance to the growers until they organized themselves into a cooperative.
His suggestion was enthusiastically endorsed by Clarence Poe, a champion
and organizer of the old cooperative and editor of the state’s leading farm
journal, the Progressive Farmer, and Josephus Daniels, editor of the most
important newspaper in the tobacco belt, the Raleigh News and Observer. It
seemed that with the help of the government the growers could avoid the
mistakes of the old Tri-State cooperative. Government supervision would
control the activities of the organization’s officials, while government loans
would enable the cooperative to make a much more attractive advance pay-
ment to the grower when he delivered his crop. The ironclad contract would
be discarded. Growers could simply withdraw from the cooperative at a
stated time each year. Also, the cooperative would involve a more compact
state- or belt-wide area, rather than attempt to straddle the whole flue-cured
area.’

In December 1929, five hundred tobacco growers met at North Carolina
State College in Raleigh and elected an organization committee to set up the
new cooperative. During the next two crops, however, very little was
achieved. In February 1931, the organization still had no headquarters and
had yet to start a sign-up campaign for the 1931 crop. In May, the organiza-
tion committee had to admit that it had only managed to sign up 15 million
pounds and that the cooperative would not be in operation in 1931. Despite
expressions of confidence that enough growers would be signed up by 1932,
the failure in May 1931 marked the end of the attempts to form a
cooperative under the Federal Farm Board.®

The reasons for failure were not hard to find. Despite the conciliatory
efforts of supporters of the cooperative, warehousemen and time merchants
were still basically hostile. As they controlled the growers’ sources of credit,
this opposition was bound to be influential. More important was the
residual distrust felt by the growers themselves for cooperative marketing.
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They were simply unwilling to submit to the discipline involved in belonging
to a cooperative. The Craven County agent explained that although the new
contract was much more liberal than the old ironclad contract, farmers in
his district were refusing to sign it because it was still too much like the old
one. 4
After the Tri-State failed, promoters of a new cooperative faced an in-
soluble dilemma. A new cooperative could not work and show that it could
bring improved prices unless it controlled a large portion of the crop; but
growers were unwilling to sign over that large portion of the crop until they
could see that cooperative marketing worked.?

More and more tobacco spokesmen—from Congressman Lindsay
Warren to grower leaders to warehousemen—began to realize that
cooperative marketing itself would not bring about higher leaf prices.
Whatever else might happen, there would have to be a substantial cutback
in production.'® Such an emphasis on acreage reduction was bound to at-
tract warchousemen, who saw it as a way to deflect the growers’ interest in
cooperatives while raising tobacco prices—which was in everybody’s in-
terest. In March 1931, a committee of leading warehousemen planned a
propaganda campaign to secure a 25 to 35 percent cutback in the 1931 crop,
and Governor Gardner spoke on the radio in support of its plea. As always,
such exhortations failed. As long as an individual grower could finance his
crop, he would not voluntarily reduce his own acreage unless he had some
guarantee that the other growers would do likewise.

At the same time, there was considerable interest in the cotton situation.
In August, the Federal Farm Board had suggested that the solution to
cotton overproduction was for the growers to plow under every third row of
cotton. Huey Long, governor and senator-elect of Louisiana, had reacted
by calling a special session of his legislature to prohibit totally the produc-
tion of cotton in his state in 1932, provided that states representing three-
quarters of the nation’s cotton acreage passed similar legislation. Governor
Gardner’s response was that he would not call a special session in North
Carolina to enact the Long plan, but he did suggest a conference of
southern governors to formulate a uniform plan and indicated that he
would follow any initiative taken by Texas, which planted half the country’s
cotton acreage.

It was soon clear that Governor Ross Sterling of Texas had no intention
of enacting the Long moratorium, but he did call his legislature into session
where it was prepared to pass legislation reducing the 1932 cotton acreage
by one-third. Mass meetings of cotton growers in North Carolina now
called on Gardner to call a special session to enact a similar law. In the
tobacco belt, the meetings also called for North Carolina to take the lead
and legislate to reduce tobacco acreage. The tobacco growers were supported
by Josephus Daniels of the News and Observer, who constantly called on
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Gardner to follow Texas as far as cotton was concerned, but to take the ini-
tiative for tobacco, since North Carolina was far and away the largest pro-
ducer. There was, the News and Observer said, ‘‘only one thing that will
secure better prices for tobacco—drastic reduction by law.’’ The govern-
ment could justify such unprecedented action, since the tobacco growers
faced a ‘‘condition not a theory,” an emergency in which ‘‘conditions
[were] worse than war.”’!!

Gardner was concerned by the agitation, but he refused to be moved by
the. mass meetings, the growers’ delegations, and the editorials. His one
concession was to call a conference of the governors of the flue-cured to-
bacco states, but he used that meeting at Charlotte merely to state his total
opposition to the idea of trying to reduce tobacco acreage by law. He was
also able to show that the governors of Virginia, South Carolina, and
Georgia had no intention of acting, even if North Carolina had been
prepared to take the lead.!?

Gardner refused to act, because he was opposed in principle to the idea
of compulsory crop control and also because he doubted its practicality.
Government had no right to interfere in such areas. He would not ‘‘foster
any law which will take a North Carolina farmer and make him a criminal
to grow anything on his land which he wants to grow.”’ There was no know-
ing where the power of the state would stop if it controlled planting, for he
regarded it as ‘“‘fundamental that if the State passes a law making it a crime
to work that the next and inevitable thing that the State will have to do is to
feed the man it denies the right to work.”” Senator Josiah W. Bailey, who
would be in a position of some power when Congress eventually considered
crop-control legislation, agreed: ‘‘If we control production, we must also
control consumption: we might as well go to the logical conclusion and con-
trol the number of children in a family.’”’ The Constitution had to protect
‘“‘the unfettered right to sow, to plant, to work, to produce, and to enjoy the
fruits of one’s labor.”’ Gardner’s successor, J.C. Blucher Ehringhaus, who
was to play a crucial role in the tobacco growers’ later fight for better
prices, at the time also agreed with the governor that there was ‘‘no power
in the State itself to control production.”!?

In addition to having constitutional objections, Gardner could not see
how control legislation could be enforced. He remembered the attempts to
control production in Kentucky, which had resulted in ‘‘night riders,
murders, feuds, and total destruction of orderly government.”” He was
satisfied that any crop-control law ‘‘would require a million dollars for en-
forcement and result in infinitely worse conditions than we are now trying
to prevent.’’*

Acreage Reduction Accepted

There was very little the tobacco growers could do about their plight, for
two main conclusions had emerged from the failure of their various efforts
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before 1933 to improve their marketing position. First, there had to be some
form of acreage reduction to adjust supply to demand; second, voluntary
and local efforts to achieve this had failed. The attempts at cooperative
marketing had failed, because not enough growers could be persuaded to
join; the cooperatives could never control enough of the crop to raise prices.
Therefore, by 1933 growers and their leaders appeared to have accepted the
theoretical necessity of acreage reduction. _

All efforts to translate this principle into practice had failed. Appeals to
growers to reduce their tobacco acreage had not succeeded because no
grower would voluntarily cut back his own crop unless he had some
assurance that other growers would reduce as well. Although the tobacco
growers did reduce their acreage in 1932 when they could not finance a
larger crop, they still produced as large an acreage as ever in 1933. Com-
pulsory acreage reduction by law clearly did not appeal to key politicians. In
any case, no one knew how to enforce such legislation without either
vigilante activity or massive and impractical police action. Such action by
one state would have been simply quixotic if other states had taken the op-
portunity to expand their own production. Interstate agreement to avoid
this had been impossible to secure. In 1933, therefore, the tobacco growers
of North Carolina had little option but to wait for Washington and
Franklin Roosevelt’s New Deal.
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The Federal Tobacco
Program: How It Works
and Alternatives for
Change

Charles Pugh

Every economic sector requires periodic examination in order to fine-tune
its operations, especially one that has been regulated in essentially the same
manner for more than forty years. Under the Agricultural Adjustment Act
(1938), as amended, the federal government restricts the supply of flue-
cured and burley tobacco so as to keep the average price above the open-
market level without using direct government subsidies. Although the
program has been adjusted during the last four decades by legislative
amendment and administrative action, its major features have remained
intact.

In recent years, groups within and without the tobacco industry have
been questioning the forty-year-old program more vigorously than ever
before. Anti-tobacco advocates point to the apparent inconsistency of the
federal government having a tobacco program as well as anti-smoking pro-
grams. Leaf exporters wonder if the program has priced American tobacco
out of the international market, where comparable grades are generally
much cheaper. And farmers are complaining about the high cost of leasing
quota, a production cost resulting from the tobacco support structure.

The tobacco program could be changed in any of three ways:

1. A particular feature of the current program could be altered without
abandoning its general approach. For example, price support levels
could be changed upward or downward.

2. Options might be substituted for individual provisions of the current
program to achieve the same purposes. For example, pools of surplus
tobacco might be financed by loans from private sources or farmer
check-off plans instead of by loans from the government.

This chapter is based primarily on ‘‘Alternatives regarding Production Controls and Price Sup-
ports for Tobacco,’’ by Charles Pugh, the fourth in a series entitled Tobacco Marketing Policy
Alternatives (1979). This Southern Extension Marketing Publication series was sponsored
jointly by the Cooperative Extension Services of Alabama, Arkansas, Florida, Georgia, Ken-
tucky, Louisiana, Mississippi, North Carolina, South Carolina, Oklahoma, Puerto Rico, Ten-
nessee, Texas, and Virginia; by the Science and Education Administration Extension, U.S.
Department of Agriculture; and by the Farm Foundation. This chapter also draws on *‘Provi-
sions of the Tobacco Program,”’ by Charles Pugh and Dale Hoover, Tar Heel Economist, Oc-
tober, 1979.

13
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3. Legislative actions could abolish all features of government involve-
ment in the tobacco program at the farm level. This would essentially
involve a move to an open-market in producing and marketing tobacco.

This chapter first explains how the present tobacco program functions.
It then examines the ramifications of abolishing the entire program, which
provides a point of departure for estimating the effects of intermediate
alternatives. Finally, it looks at possible adjustments to each of the major
features of the program.

The Current Tobacco Program

The overall purpose of the program is to stabilize prices by restricting
supply. To accomplish this, the program functions in an interlocking and
interdependent way through four central features: a national marketing
quota, individual farm quotas based on production history, price supports,
and governmental funding of nonrecourse loans. (See appendix 2A at the
end of this chapter for an economic interpretation of the supply and de-
mand dynamics involved.) Other miscellaneous features are also important
for the program to function properly.

National Marketing Quota

Each year, the U.S. Department of Agriculture (USDA) estimates the
amount of tobacco that can sell in domestic and export markets at prices
above the year’s price-support rate. (This estimate takes into account any
existing stocks from previous years.) The USDA uses this estimate to set an
annual overall quota level for the country. Since tobacco typically is stored
for aging, quotas can be adjusted to align total available supplies with the
price-support level. And since tobacco has no close substitutes, restricting
supply tends not only to stabilize prices, a function of most government
commodity support programs, but also to raise prices.

Quotas must be approved by a two-thirds majority of allotment holders
in a referendum every three years. If a quota is not approved, full price sup-
ports do not have to be offered. Since the Agricultural Adjustment Act
passed in 1938, growers have disapproved quotas only once, in 1939,

Farm Quotas Based on Production History

Quotas are allocated to individual farms according to the production pat-
terns that existed in the 1930s. Because quotas are tied to the land, the entry
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of new producers is restricted on a permanent basis unless such producers
rent or purchase a farm having a quota. Historical assignment of quota has
also resulted in tobacco production being essentially ‘‘frozen’’ in certain
geographical areas.

When the national marketing quota is announced for a given year, every
allotment holder knows that his basic quota will be changed by a certain
percentage. Every year since 1965, farmers of flue-cured tobacco have
received both a poundage quota and an acreage allotment. (Prior to 1965,
quotas were based entirely on acreage.) As a practical matter, farmers are
generally able to produce their poundage quota on less than the assigned
acreage allotment. To provide farmers some insurance against variable
yields, the program allows a quota-holder to carry over underproduced
quota or to sell up to 10 percent over his poundage quota; undermarketings
and overmarketings are reflected in the effective quota. The right to sell the
percentage of tobacco allocated to each farm is represented by a tobacco
marketing card issued by the USDA Agricultural Stabilization and Conser-
vation Service (ASCS).

Price-Support Authority

When marketing quotas are in effect, price supports are provided by
legislative formula. From the late 1940s through 1959, tobacco was sup-
ported at 90 percent of parity. (Parity price generally means equivalent
purchasing power for a unit of a product as in a selected base period,
which might be maintained by government support of agricultural com-
modity prices.) Since 1960, the support price has been adjusted annually
from the 1959 level according to the moving average of the Parity Index in
the three preceding years. The Parity Index is a national indicator of prices
paid by all farmers for production items, family living, interest, wage
- rates, and taxes; thus, it is essentially an index of inflation rates in overall
farm costs, not an index of the costs of producing tobacco. Under this for-
mula, the 1980 average support price for flue-cured tobacco was 141.5
cents per pound, compared with 55.5 cents in 1960, whereas burley-
tobacco price supports averaged 145.9 cents in 1980, compared with 57.2
cents in 1960.

The USDA determines the grades eligible for price support and loan
rates for each grade. This administrative flexibility allows larger increases in
price support for the grades in which demand is rising. But, as required by
law, the weighted average of all support rates must equal the overall average
support for each year’s crop.
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Commodity Credit Corporation
Nonrecourse Loans

On the auction market, manufacturers and dealers buy tobacco at the
highest bid, provided the bid is at least one cent per pound above the
government support rate for the given grade. Stabilization cooperatives—
one for flue-cured and two for burley—automatically buy the tobacco not
sold at auction at the support rate, using funds advanced by the Commodity
Credit Corporation (CCC), a USDA lending agency. This money provides
the means for implementing the price-support system. The cooperatives,
which have acquired from 2 to 21 percent of a given year’s crop during the
last decade, then process, store, and resell the leaf. The proceeds from a
given year’s crop are first used to repay principal and interest to the CCC. If
net losses occur from a year’s crop, the government bears the loss—hence,
the loans are called nonrecourse. If net gains occur, they are distributed to
the farmers. Cumulative losses of principal since the 1930s have amounted
to only 1 percent of the total volume of tobacco loans. Until 1980, CCC
loans were made at an interest rate that was set once a year. Over the course
of a twelve-month period, this rate was at times below the government cost
of borrowing. This has caused critics of the program to label such loans as
government subsidies. In early 1981, the Reagan administration changed
the system of using a single rate for a whole year. Interest rates for new
CCC loans will now be set at prevailing market rates for a given six-month
period.

Nonrecourse loans from the CCC are also used to support prices of such
commodities as wheat and feed grains. In these cases, however, loans are
provided to individual producers. These individuals receive the gains on all
lots sold above the loan rate, and the government bears the losses from each
individual lot. With tobacco, gains and losses from individual lots are offset
against each other within the cooperatives’ total pool. The CCC then bears
a loss only if there is a net deficit by the cooperative.

Other Features

The lease-and-transfer program allows one allotment holder to lease quota
from others in the same county for production on his own farm. The lease is
privately negotiated between the two parties and documented through the
ASCS. Because lease-and-transfer is restricted to the boundaries of a single
county, rents vary from county to county. (See chapters 4 and 6 for a
discussion of lease-and-transfer.)

In the early 1970s, marketings across tobacco belts flooded some auc-
tion areas. Hence, in 1974, the USDA adopted a market designation plan
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to regulate the flow of flue-cured tobacco to the market. Farmers must now
designate their choice of sales warehouse within one hundred miles of their
county seat in order to be eligible for price supports.

In another example of an administrative response to a marketing
problem, the USDA in 1978 created the ‘‘four-leaf’’ or ‘‘down-stalk’’ pro-
gram for growers of flue-cured tobacco. Stabilization had built up a large
inventory of the down-stalk leaves, the lowest grades under the support pro-
gram. The four-leaf program allows allotment holders to plant additional
acreage on which to produce their assigned poundage, if they do not market
the four lower leaves.

In addition to its regulatory role in the tobacco program, the federal
government is involved in a number of services, such as market news and
grading. Inspectors from the Agricultural Marketing Service grade the leaf
on the warehouse floor. Grade standards take into account stalk position,
color, quality, injury, and other characteristics. Since different support
levels are determined for different grades, the grade placed on a given lot of
tobacco is prerequisite to the administration of the price-support program.

The USDA assists in a variety of research and education programs
related to tobacco. County extension agents, who implement many local
education programs, are partially supported by federal funds, along with
extension specialists and some researchers at land-grant universities.
Tobacco-belt states such as North Carolina also work closely with the
USDA on research projects to develop new information on tobacco.

The tobacco program, as just described, could be continued in its cur-
rent structure. Many legislative and administrative alternatives to the pro-
gram are also possible. If the current tobacco program were to be changed,
the most extreme move would be to abolish it. This approach would essen-
tially establish an open-market policy. The probable consequences of hav-
ing no supply controls, no price supports, and no other government involve-
ment in tobacco production and marketing will now be examined.

The Open-Market Alternative

The ‘‘no tobacco program’’ alternative would not mean ‘‘no tobacco.’’ The
major effects of dropping the government’s program would be reduction of
tobacco prices and redistribution of tobacco income; the size of the crop
would not necessarily decrease and might well increase. Under the current
program, the quota system controls supply and keeps prices above the open-
market level, but in an open market, prices fluctuate to equilibrate supply
and demand. For example, if supply increases with no change in demand,
prices will decline. Most studies indicate that the demand for tobacco is in-
elastic. Inelastic demand means that a given percentage increase in quantity
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results in a larger percentage drop in farm prices; for example, if tobacco
quantity increased by 10 percent, farm prices might drop by as much as 20
percent. With no federal program and this scenario, farm income from
tobacco would drop.

If the current tobacco program were abolished and no government pro-

visions were adopted to replace it, the following consequences could be ex-
pected: '

1.

Total production would likely fluctuate from year to year but might in-
crease moderately over the long run. Current producers who have been
willing to pay substantial quota rents have, in effect, signaled a will-
ingness to expand output. Also, farmers who previously were not al-
lowed to produce because they did not own land with a quota would
have freedom to try to produce tobacco.

. Leaf prices might generally drop by an amount equal to the average

lease cost per pound now paid for quota. In addition, prices would
probably be very unstable because of variations in production and the
lack of assurance of minimum prices.

. The resale value of many farms now having quotas attached to the land

would drop drastically. If the quotas were rendered worthless, the
equity position of current allotment holders would be impaired unless
there were some program to compensate for the loss of quota value.

. Incomes would be reduced for persons who have typically received

rental income from tobacco quotas.

. Some geographical shift in production to more efficient areas would

occur.

. The number of tobacco farms would decrease at an accelerated rate.

The smaller number of farmers that continue to produce tobacco might
expand and mechanize their individual operations, since they would be
no longer constrained by quotas. One factor that might slightly limit
the degree of enlargement and consolidation of tobacco farms would be
the increase in risk perceived if the program were ended. Other farmers
might shift from tobacco to less labor-intensive enterprises by attempt-
ing to consolidate farms into larger acreages in order to earn a com-
parable income.

. With no program, the government would have no obligation to advance

loan funds or to absorb losses on price-support operations.

. The volume of U.S. tobacco exports could increase modestly with lower

prices.

. Reduced tobacco prices at the farm level might result in a small

decrease in consumer price for tobacco products. But the farm value of
leaf is only 8 percent of the average retail cost of a pack of cigarettes. A
one-third reduction in the farm price of raw tobacco would be required
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to reduce cigarette costs by one cent per pack. The level of cigarette
taxes is a greater determinant of consumer costs than farm-level to-
bacco prices.

10. Dropping government production controls and price supports would
not in itself induce less smoking even though it is the smoking-and-
health controversy that has prompted much of the discussion about less
government involvement in the farm program for tobacco.

In summary, abolishing the tobacco program would have the following
major effects on the tobacco farming economy: a sudden loss in value of
tobacco farms; fluctuating and lower tobacco prices; and loss of rental in-
come by persons who had previously held quotas for leasing.

Alternatives to Particular Features

There are many intermediate positions between the current tobacco pro-
gram and ‘‘no tobacco program.’’ The discussion that follows focuses on
conceivable options to particular provisions of the present program. Some
alternatives mentioned are authorized under existing legislation; others
would require new laws or substantial changes in administrative rules. Some
alternatives may be practical only through private, cooperative action by
the tobacco industry. Since much of the discussion about dropping or modi-
fying the tobacco program questions government involvement, it may be
helpful to recognize that government can fulfill a role in three ways: (1) by
sanctioning particular actions; (2) by funding specific program activities;
and/or (3) by serving as the action agent. Therefore, the various options
discussed here can be viewed in terms of both the particular feature of the
program and the type of government involvement.

Alternatives to National Marketing Quotas

The capability to control the total supply of tobacco, through the national
marketing quota, is the most critical component of the present program.
Because demand for tobacco is inelastic, prices are sensitive to even small
changes in quantity available. As a result, with a given percentage reduction
in quantity available through a lower quota, prices are likely to be increased
by a greater percentage. In short, restrictions on supply through quotas
raise prices, and hence income for those with tobacco quotas.

Although marketing quotas are currently set by governmental action,
other authorities could be empowered to take this action. The two most
promising possibilities are marketing orders/agreements or a marketing
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on effective supply control. The price-support structure is undergirded by
advances of government funds with which cooperatives acquire and hold
surplus stocks until the tobacco can be moved into trade channels.

The price-support system itself could be altered by adjusting the price-
support formula (its base or escalator provisions) or the distribution of price-
supports among grades. Each of the following possible changes would likely
require new or amended legislation.

The Formula. The seven ways most often considered to modify the base or
escalator provisions are:

1. A freeze of the support level for some period: This action would
imply that price supports are currently too high, and would not allow
changes in the index of farm costs (that is, the Parity Index) to influence
price support until after the freeze. Based on recent history, price supports
would be held at ten to fifteen cents per pound below the level dictated by
the current formula for each year of a freeze. If legislation were enacted
to impose a freeze, some action would then be necessary regarding an ad-
justment formula, to go into effect after the freeze ends.

2. Replacing the current formula with a mandatory parity level: Be-
tween the late 1940s and 1959, supports were mandatory at $0 percent of
parity. But the present formula, even though it is sometimes criticized for
making prices too high, has resulted in prices at less than 70 percent of
parity. Hence, arriving at an acceptable percentage would be difficult.

3. Using a general economic indicator, such as the Consumer Price
Index, as the escalator, rather than the Parity Index: Although long-term
history shows that agricultural price indices sometimes lag behind changes
in the general price level, most economic indicators tend to move at about
the same rate.

4. Moderating the pace of increases in support rates: Partial rather than
full adjustments would be made for inflation; for example, less than a one-
for-one adjustment for the percentage change in the Parity Index. Under
this method, farmers would have to improve their cost efficiency to main-
tain net income from tobacco.

5. Tying support rates to tobacco production costs rather than to
general farm costs: The target price level adopted for agricultural com-
modities covered by the 1977 Agricultural Act relate to their specific costs,
rather than a generalized index of farm cost rates. Use of this approach for
tobacco would be subject to several problems, such as determining the cost
items to be measured. For example, if quota leases were included in an
overall cost indicator, a ratchet effect on support rates could result. Higher
rents could force price supports up, which induces further hikes in lease
costs as tobacco prices rise. Using tobacco production costs for a base,
then, might well adjust supports upward.
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6. Using a “‘two-price’’ plan rather than the single formula: Two-price
plans have been used to maintain prices in primary markets while permitting
additional quantities to be sold at lower prices in secondary markets. Milk
classification plans are based on separating the market for fluid and
manufacturing uses. The current peanut program also operates as a two-price
plan. The usual notion of a two-price plan for tobacco is to restrict sales
domestically and to sell extra production on an export market at a lower
price. How this would work is not clear, since export companies appear to be
the leaders in the purchase of higher-priced, upstalk flue-cured tobacco.

7. An entirely different approach would be to broaden administrative
discretion to allow the overall price supports to be within some legal range.
This approach, used now with dairy products, offers latitude for changes as
circumstances warrant without requiring lengthy legislative changes.

Distribution of Price Supports among the Grades. The USDA can now
make some adjustments to support levels among grades. However, the
overall support levels must average out to meet the legal formula.
Therefore, if supports are lowered on some grades, increases must be placed
on others to meet the statutory average.

Obviously, another alternative is to have no dlrect price support. To
repeat a critical point: restricting total marketings, even without formal
price support, can maintain prices above the open-market level. The extent
of the price-raising effect depends on how rigidly the quota is set in relation
to demand. However, without direct price supports, there is less protection
against misjudgments in the appropriate level of quota and against fluctua-
tions in prices for given grades, when demand changes or natural conditions
affect a crop’s grade distribution.

Alternatives for Financing Price Stabilization

If the Commodity Credit Corporation funding of nonrecourse loans for
tobacco were eliminated, the stabilization cooperatives might obtain some
funding by borrowing from private sources or by authorizing a marketing
order or check-off plan to create a producer reserve. A continued role for
cooperatives is possible with adequate financing because of the storable
nature of tobacco and the experience and cohesive structure already gained
among tobacco cooperatives. But, without being able to borrow govern-
ment funds, cooperatives might have limitations imposed by the need to
avoid losses and by the prospects that interest costs from private sources
might be higher than the rate charged for CCC funds.

The probability of the cooperatives succeeding in stabilizing market
prices without nonrecourse loans depends largely on continued quota au-
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thority and the level at which the national marketing quota is established.
For example, if attempts were made to maintain prices at current levels, but
with no quotas, production would increase substantially, resulting in large
surpluses to be acquired by the cooperative. Without nonrecourse loans
from the CCC, cooperatives could go bankrupt if there were losses from
such surpluses. If acting without quotas were required, cooperatives could
do little more than stabilize prices near the long-term open-market level. On
the other hand, if quota authority is retained, downward adjustments in
quota can be made as necessary to permit cooperatives to sell their stocks
without loss.

If removal of government financing were.considered, the means of tran-
sition would be important. For example, from 1975-1977, the flue-cured
stabilization cooperative acquired about one-fifth of each year’s produc-
tion. How would such surplus stocks be treated if alternative financing
became necessary? Any rapid dispersal would depress current market
prices. On the other hand, if price-support levels were reduced substantially
to assure no loss to cooperatives on future operations, it would be difficult
to dispose of current stocks. Therefore, the minimum shock effect of mak-
ing a transition from government to private financing of cooperatives
would occur when surplus stocks were low. Yet, the clamor for dropping
government involvement might be greatest when stocks are high. An orderly
transition would be critical.

Alternatives to Other Program Features

The lease-and-transfer of quota among producers in the same county—the
current procedure—is meaningful only when marketing quotas are in effect.
If the quota system remains intact, the principal debate is whether to permit
lease-and-transfer across county lines. Such an amendment would allow
quotas from low-rent counties to be leased into high-rent counties, and vice
versa, resulting in a redistribution of income among quota owners and
possibly a leveling of lease rates throughout a state. Growers who tradi-
tionally have leased quota in low-rent areas object to the prospect of higher
lease costs, but quota owners in the same area who lease rather than grow
their allotment welcome the opportunity to lease-out to a wider market.
Conversely, in high-rent counties, growers seeking larger quotas favor
cross-county lease-and-transfer, whereas those who generally lease-out in
the same county foresee declining rental income.

Various tobacco services currently provided by the federal government
could conceivably be funded by other sources. For example, in 1981 the
Reagan administration proposed to change the funding mechanism for
tobacco graders from a free to a fee system. If a price-stabilization program
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is maintained, the necessary costs for grading might be assumed by the in-
dustry. A government agency might continue to staff the grading service in
order to provide the credibility of a third party. If a choice had to be made
between losing federally financed grading or other program features, such as
supply control and price supports, consideration should be given to the fact
that the relative cost to be assumed by private sources for grading would be
modest.

Market news information and analysis might be continued, possibly
on a reduced scale, by the news media and marketing sectors or by the
governments of the tobacco-producing states. In the event of reduced
federal support, research and education could be continued at some level by
private industry and state governments. Provisions of marketing orders and
check-off plans are additional possible means of financing research and
education in tobacco production and marketing.

Summary

The current tobacco program encompasses many features—some of greater
economic consequence than others, and some more politically vulnerable
than others. When there are opportunities to streamline the program—to
fine-tune the mechanics involved—the most critical provisions, such as an
aggregate marketing quota, need to be of primary concern. But if external
pressures force a reduced involvement of government in the tobacco pro-
gram, those provisions which can be performed by private or collective ac-
tion within the tobacco industry might be transferred there—not those
features which require, at a minimum, the sanction of government policy.



Appendix 2A:

An Economic
Interpretation of the
Current Tobacco
Program

Figure 2A-1 is an economic portrayal of how the current tobacco program
operates, using traditional supply-and-demand curve dynamics. It can be
explained as follows:

1. DD represents an inelastic aggregate demand curve for tobacco at the
farm level. Thus, under given conditions of income, population, and
consumer taste, a disproportionately lower price would be offered for
larger quantities.

2. P, is the average price support determined by legislative formula for a
given year. P, is the price in the open market.

3. SSrepresents the willingness of present quota holders to supply tobacco
at various prices, with this supply curve based on the usual notion that a
larger quantity would be supplied at higher prices. (However, the
supply curve would be more elastic or flatter, if new producers were
allowed to enter production at higher price levels.)

4. @, denotes the national marketing quota which is administratively deter-
mined at the level expected to sell, at a price at or above the support rate,
given the assumed demand conditions. Since the quota sets a specific
limit on marketings (subject to tolerances regarding poundage quotas),
the industry supply curve becomes vertical at the point of the quota, Q,.

5. 88’ represents the kinked supply curve, with its vertical portion in-
tended to intersect the demand curve at or above P,.

6. The S, segment of the S,S’ supply curve includes rental (r) costs.

The first consequence of the program is to yield a price above the open-
market level. Conversely, producers are willing (based on the initial supply
curve, 8S) to furnish the amount of tobacco in the quota (Q,) at a price
below the support rate (as low a price as P ). But the quota is restricted at a
level expected to yield a price, at or above the support rate (P,).

If demand is misjudged so that prices bid on the market do not exceed
the support rate, CCC funds are advanced to acquire excess tobacco. Then,
quotas have to be adjusted downward in subsequent years to allow the
stabilization cooperatives to move stocks into trade channels and reimburse
the CCC, in order to prevent long-term government losses on the non-
recourse loans. )
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Price

>

Quantity
Figure 2A-1. How the Current Tobacco Program Works in Terms of
Economics

The price-raising impact of the supply-control program produces a
secondary effect. When growers see the profit margins above marginal
costs, they bid for additional production rights. Rental rates per pound may
be bid up to the point that marginal costs plus rent equal the price of to-
bacco. (As figure 2A-1 shows, the supply curve, in the relevant range at and
below the quota level, shifts upward by the amount of the rent. Rent, r,
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raises the supply curve from S to S..) This higher supply curve indicates the
marginal cost, including quota rents disbursed by a grower leasing in essen-
tially all his quota. For others, it represents costs, including the opportunity
cost of owned quota. _

Under the current program, there are ways of accommodating to a
change in demand conditions. Since the level of price support is specified by
legal formula in relation to recent farm cost rates, adjustments in the quota
level may be used to compensate for changes in demand.

A change in consumer tastes is a traditional economic explanation of a
shift in a demand curve. Efforts by private and public groups related to
smoking and health purport to affect consumer tastes, not only by enticing
people to quit smoking but also by reducing the proportion of people that
begin smoking. To whatever extent anti-smoking campaigns shift the ag-
gregate demand curve to the left, tobacco marketing quotas can be adjusted
accordingly while maintaining market prices. This conclusion is in sharp
contrast to the inclination of some anti-smoking advocates to abolish the
tobacco program. What they fail to recognize is that with no program, a
supply response above the existing quota levels is possible and smoking
material would be available, at the farm level, at a lower price.

Quota adjustments can also be the mechanism that compensates for
other causes of change in demand, such as:

1. Population changes (and/or the population size subject to consuming
the particular product; for example, smoking-age population).

2. Income changes (in relation to-the income elasticity of demand; for ex-
ample, estimates of the income elasticity of demand for cigarettes in
various studies generally range from +0.1 to +0.6, averaging around
+0.4).

3. Changes in conditions of international trade, such as changes in tariff
structures, national tobacco monopolies, and subsidization of tobacco
producers by other countries.

4. Changes in cigarette manufacturing techniques, which affect demand
for leaf at the farm level.

5. Changes in taxes that alter the consumer price of cigarettes and affect
the derived demand for leaf at the farm level.



Landmarks in the
Tobacco Program

Charles Pugh

1933

Agricultural Adjustment Act (AAA). This act established the principal of
parity prices for tobacco, initially using 1919-1929 as the base period, and
the farmer committee system. Administration of the act utilized county and
community farmer committees, initially organized by county extension agents
and later transferred to a newly formed agency (first named the Agricultural
Adjustment Administration, then the Production Marketing Administra-
tion, and finally the Agricultural Stabilization and Conservation Service) to
administer federal agricultural programs. As the first federal tobacco pro-
gram, it encouraged growers to reduce 1934 plantings in return for
payments. Marketing agreements were negotiated with domestic companies
to purchase from the large 1933 crop, which was already planted before the
AAA was passed.

1934

Kerr Tobacco Act. This act provided for a tax on growers’ sales to compen-
sate growers who adjusted production. Repealed after the 1935 season
before the Supreme Court ruled on its validity.

1936

The 1933 Act Ruled Unconstitutional. The Supreme Court ruled the AAA
unconstitutional on January 6, 1936.

1936

Soil Conservation and Domestic Allotment Act. Enacted February 29,
1936, it authorized conservation payments from appropriated funds for
diverting acreage from soil-depleting crops (including tobacco) to soil-

conserving uses. Committees determined bases and normal yields and
checked and approved documents in connection with the program.
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1938

Agricultural Adjustment Act (AAA). This legislation established tobacco
marketing quotas and provided penalties for excess production. The pro-
gram provided for: (1) advance announcement of national marketing quota
by the Secretary of Agriculture; (2) farmer referendum requiring two-thirds
vote to approve quotas; (3) apportionment of poundage quotas to states
and individual farms; and (4) authorization of parity payments, insofar as
funds would permit, for the difference between parity price and market
price. This act, as amended, is still in effect today.

1939

Farmers Reject Quotas. In 1938, quotas had not been determined by plant-
ing time, which caused excess marketings and some disillusionment with the
new system. Farmers then voted in the referendum to reject 1939 quotas,
and in 1939 production increased 50 percent over 1938.

1939

Amendments to AAA of 1938. These amendments converted national and
state quotas from poundage to individual acreage allotments and changed
the base period for flue-cured parity price from 1919-1929 to 1934-1939.
After these amendments of August 7, 1939, growers voted through refer-
endum to restore the control program on the 1940 crop. Since then, farmers
have never rejected quotas in referenda.

Early 1940s

Administrative Actions Affecting Tobacco Program. These included: (1) a
lend-lease program, which helped finance exports to friendly nations, and
accounted for 46 percent of flue-cured exports from 1941 to 1945; (2) con-
gressional resolutions permitting quotas to be raised, which led to acreage
allotments being boosted 25 percent in 1944 and 10 percent in 1946; (3) the
Emergency Price Control Act of 1942, which put price ceilings on flue-
cured tobacco.

1946

Flue-Cured Tobacco Cooperative Stabilization Corporation. This corpora- -
tion was organized to receive tobacco from farmers when prices were not
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above support level (using nonrecourse loans from the Commodity Credit
Corporation to finance its acquisitions), to make provisions for processing
and storage, and to offer leaf for resale to domestic and foreign buyers.
1948
Agricultural Act of 1948. This act modernized parity to reflect trends in
relative prices of all farm commodities during the preceding ten years.

1949

Agricultural Act of 1949. Flue-cured price supports were made mandatory
at 90 percent of parity, when marketing quotas are in effect.

1954

Public Law 83-480. The Agricultural Trade Development and Assistance Act
provided for export sales for foreign currencies, long-term credit sales, and
barter of surplus commodities such as tobacco.

1956

Soil Bank Act. This act provided for annual payments for retirement of
land from tobacco and certain other crops, and long-term payments for
commitment of cropland to forestry and other conservation uses.

1957

Variety Discount Program. This program provided supports at only 50 per-
cent of the usual rate for specified varieties.

1960

Change in Method of Price Supports. Congress froze price supports at the
1959 level (55.5 cents per pound for flue-cured, 57.2 cents per pound for

burley) and established a formula for future levels based on the moving
average of the Parity Index in the three preceding years. This Parity Index
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incorporates inflation rates in overall farm costs (that is, not just the cost of
raising tobacco); consequently, when farm-cost inflation rates are high, the
support price rises accordingly. This action replaced the provision passed in
1949 that made flue-cured price supports mandatory at 90 percent of parity.
The formula passed in 1960 is still in effect today.

1961-1962

Lease-and-Transfer Program. Public Law 87-200 permitted existing allot-
ment holders (only) to lease allotments from within the same county for
production on their own farm. The initial legislation permitted annual
lease-and-transfer; later amendments allowed leases up to five years.

1964

Smoking and Health. Released by the surgeon general’s advisory com-
mittee, this report (similar to a British study) deals with possible health
problems related to tobacco.

1965

Acreage-Poundage Program for Flue-Cured Tobacco. This program
replaced individual farm acreage allotments with acreage and poundage
quotas for each farm. It allows individual growers to sell up to 110 percent
of their effective quota in any given year or to accumulate up to 100 percent
of excess quota.

1967

Tobacco Growers Services, Inc. Organized as a subsidiary of the stabiliza-
tion cooperative, this organization -engages in tobacco processing and
storage to supplement services contracted with others.

1967

Marketing Committee for Flue-Cured Tobacco. This is an ad hoc ‘‘in-
dustrywide committee’’ organized with representatives of warehousemen,
buyers, and growers from various flue-cured belts. It advises on matters
dealing with flow of tobacco to markets.
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1968

Loose-Leaf Marketing Extended to All Belts. The “‘tying’’ provision was
replaced by ‘‘loose-leaf’’ sales. Loose-leaf had been the historical method
of marketing in the Georgia-Florida belt.

97

Restrictions on Cigarette Advertising. Radio and television advertising were
banned in January 1971. Other congressional actions included labeling
cigarettes with surgeon general’s warning.

1971

Burley Program. The burley tobacco program switched from acreage
allotments to poundage quotas.

1973

Special Stabilization Pool for Excess Tobacco. The USDA gave the
stabilization cooperative authority to buy growers’ leaf produced in excess
of 110 percent of effective quota at the price-support rate at the beginning
of the next marketing year, plus a share in the net proceeds after the special
pool was stored, processed, and resold. If producing above his quota, a
farmer was essentially borrowing from his quota in future years. (The pool
was abolished after 1978 crop.)

1974

Market Designation Plan. Following acute problems of congestion at
warehouses in early marketing season, cross-belt hauling, and overtaxing of
processing facilities, the plan was adopted through an administrative ruling.
Farmers were required to designate in advance a sales warehouse within 100
miles of their county seat as a condition for price supports.

1977

Changes in Grade Standards. Regulations tightened waste tolerance levels
and introduced ‘‘sand or dirt’’ factor into lower-stalk grades.
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1977-1978
Federal Anti-Smoking Campaign. Secretary of Health, Education, and
Welfare proposed a number of federal anti-smoking efforts.
1978
Four-Leaf Program. A program to allow additional planted acreage to
growers who would not harvest the four lower leaves on each stalk in an ef-
fort to reduce inventories of lower-grade leaf in stabilization cooperative.
1979
Experimental Sales of Burley. Burley that was baled rather than tied (the
usual method), permitted for a portion of the crop.
1980
Administrative Action. Price supports dropped on eight low-quality,
downstalk grades of flue-cured tobacco.
1980
Growers Petitioned for Reclassification of Imported Leaf. U.S. Tariff
Commission has been allowing mechanically threshed leaf to be classified in
the ‘‘scrap’’ category. The growers petitioned for the practice to be
changed, but the Tariff Commission made only a modest adjustment. Thus
import duty levels remained about the same.
1981
Commodity Credit Corporation Loan System Altered. Instead of setting

the interest rate once a year for loans to the cooperatives, CCC now adjusts
the rate to the prevailing market level twice a year.



The Tobacco Franchise
for Whom?

Charles K. Mann

The federal regulations controlling tobacco production and marketing have
resulted from political forces as much as from economic factors. At the
heart of the tobacco program lies the allotment system, which virtually all
analysts recognize as having a central importance. But most have studied
the allotment system and, indeed, the entire tobacco program in an
economic rather than a political context. This chapter highlights the major
political forces that have altered the tobacco program. Specifically, it ex-
plains why the allotment system determines, to a large extent, not only
where tobacco is grown and who grows it, but also the type of research con-
ducted in the land-grant universities and the type of equipment used to tend
and harvest the crop. The chapter then identifies how the system might
change in the future, the consequences of such changes, and ways to
mitigate the hardships these changes could bring.

In 1933, to halt the disastrous drop in leaf prices, Congress passed a
tobacco program that remains virtually intact today. (See chapter 1 for an
overview of early efforts to address the volatile market conditions, and
chapters 2 and 3 for a full explanation of the federal program.) The pro-
gram limited the amount of tobacco that could be grown through a national
quota system and determined who could grow it by assigning allotments to
the land planted in tobacco in the 1930s. The program, which thus con-
trolled the yearly supply of tobacco that reached the market, also included a
guaranteed price-support system for farmers. In addition, it required
periodic approval of the allotments by a farmer referendum; only the per-
sons who owned allotments were eligible to vote. This system has resulted in
some consequences that the original proponents did not anticipate,! such as:

1. The right to grow tobacco came to have a high value as the price of
tobacco was pushed up far beyond the cost of producing it. The value of a
tobacco farm was determined not by the amount or quality of land, but by
the allotment assigned to it. Thus the major deterrent to entering tobacco
production was not a traditional economic factor such as the cost of land,
labor, or equipment but rather a political factor: this high cost of buying the
necessary production ‘‘right,’’ land with an allotment tied to it.

Professor Dale Hoover of North Carolina State University and Verner Grise of the U.S.
Department of Agriculture (USDA) provided comments on drafts of this chapter.
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2. The allotment quota system, which was based on acreage, provided a
tremendous incentive to increase yields per unit of land. Long before prime
farmland became a scarce quantity, the allotment system made tobacco
farmers treat it so. Without an allotment system, farmers would have put
more of their land into tobacco instead of concentrating on increasing the
yield on their allotment acreage. Hence, farm and tobacco industry groups
pressed researchers at the land-grant universities and elsewhere for means of
obtaining ever higher yields. From an average of 922 pounds per acre in
1939, average yields rose to more than 2,200 pounds per acre by 1964.
Tobacco farms today are still valued primarily by how much allotment they
have, not how much land.

3. The allotment system froze the spatial distribution of tobacco. In the
early 1930s, the tobacco belt was shifting rapidly out of the relatively poor
soils of the Virginia and North Carolina Piedmont and into the more fertile
and productive coastal plains of North and South Carolina. But the in-
troduction of the allotment system arrested the geographical shifts in pro-
duction, altering through political means a fundamental principle of
economics: production tends to shift to the location of lowest production
costs. Although subsequent changes in the system (such as the lease-and-
transfer provisions) have permitted allotment to move within counties, the
distribution among counties has remained virtually unchanged. The relative
shares of the various tobacco belts have been stable since the mid-1930s (see
figure 4-1).

Although the tobacco program has remained fundamentally intact since
1933, three important changes have taken place: (1) in 1961, Congress voted
to allow lease-and-transfer of allotment within a county; (2) in 1965, the
allotment system was changed from an acreage to a poundage base; and
(3) in 1968, the ‘‘tying’’ requirement for flue-cured tobacco was eliminated,
allowing instead the stacking of ‘‘sheets’’ of the leaf (see chapter 3 for a
full chronology of changes in the federal tobacco program.) These altera-
tions in the system may appear minor at a glance, but they have come to
reshape the way in which tobacco is grown. Examining just one of the three
in some detail shows how the interplay between political and economic
forces has reshaped the entire tobacco production economy.

Political Alterations to an Economic System

In the tobacco belts, the sharecropping structure tied labor to the land, in
many cases, into the 1960s. But as the allotment system took hold, the
technology of tobacco farming began to change. Since the allotment system
was based on production per acre, research focused on increasing yields per
acre. Although the research led to higher yields, it also resulted in reducing
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the labor needed at several points in the tobacco-growing cycle. For ex-
ample, chemicals replaced manpower in removing the sucker leaves and
“‘topping”’ the plants, important functions during the growth of the crop.
By the 1960s, labor requirements were becoming more and more concen-
trated in the harvest period alone. Providing a share of the crop to farm
workers needed only during the short harvest period came to be extremely
expensive. Gradually, sharecroppers were being forced from the land. As
the ““cropper”’ system declined, assembling large harvest crews needed only
for a few weeks during harvest became more and more of a problem for
tobacco growers.

While these changes were taking place on tobacco farms, industrial
development in the North Carolina Piedmont was expanding. This put great
strains on the allotment system which had frozen the southeasterly flow of
production in 1933. Potential tobacco field hands, now needed only as
seasonal workers, had other job opportunities. The high cost of labor and
alternative uses for tobacco land made the right to grow tobacco in the in-
dustrializing Piedmont increasingly less valuable. Renting one’s allotment
was difficult because a farmer had to grow tobacco on the actual farmland
to which an allotment was tied. Even if the leasing farmer had the acreage
he needed, he could not transfer the allotment to his own farm; that meant
extra costs in time, transportation, and shifting equipment and labor from
farm to farm.

As industrial development increased, growing numbers of allotments in
the Piedmont were going unplanted. The tobacco franchise was becoming
essentially worthless. Many Piedmont allotment owners wanted to get out
of tobacco production without giving up the income available through an
allotment. If a Piedmont farmer could lease his allotment to someone on
the coastal plain, he could still receive a good income from his allotment.

But the large coastal-plain farmers were not eager to receive the Pied-
mont allotments through a lease-and-transfer arrangement. The allotment
value—the difference between the output value and the actual production
costs (land, labor, capital needed, and so on)—was much higher in the
coastal plain than in the Piedmont. The price per pound was about the same
for Piedmont and coastal leaf because of the federal price-support system.
But the coastal farms had higher yields per acre, resulting in substantially
higher output value per acre than the Piedmont. Opening the gates to a
flood of cheap allotment from the Piedmont would seriously undermine the
capital asset value of the allotments of the coastal-plain farmers.

Although the coastal farmers were careful to protect their allotment
values, some of them realized that a limited leasing provision might benefit
them as well. The Piedmont farmers, apparently willing to accept a limited
leasing arrangement supported by some coastal growers, proceeded to get
75,000 names on a petition asking Congress to allow leasing within a county
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(but not across county lines). In 1961, such an amendment passed, ushering
in a subtle but structural change in the allotment system. Six years later,
" Congress went a step further, lifting a limitation from the 1961 amendment
that prohibited leasing out more than five acres of allotment.

The leasing amendments to the tobacco program allowed the coastal
grower to consolidate tobacco acreage into large-scale farm units, thus
eliminating a major barrier to mechanizing the tobacco production process.
Coinciding with pressures through the political process to remove institu-
tional constraints to mechanization was a strong effort to produce an effec-
tive harvester. By 1967, when the forces favoring mechanization succeeded
in getting the five-acre transfer restriction removed, a prototype mechanical
harvester had been developed, primarily by researchers at North Carolina
State University and at R.J. Reynolds Tobacco Company (see chapter 5 for
a full discussion of the harvester). The harvester was designed for a forty-
acre break-even capacity. Before 1967, the small size of the average allot-
ment, (three to five acres), was a major deterrent to successful marketing of
the harvester. And using a mechanical harvester on rented allotments
throughout a county was impractical. But the 1961 and 1967 leasing amend-
ments suddenly allowed the consolidation of allotments into farm units
much larger than the forty-acre break-even size.

- Meanwhile, two other amendments to the program eliminated other
significant barriers to mechanization. In 1965, Congress changed the allot-
ment base from an acreage to a poundage system. As long as acreage was
the controlling factor, any leaf loss from the harvester represented leaf
priced at its market sale value; the early harvesters had a leaf loss as high as
15 percent. On a poundage system, however, the leaf left in the field was not
an economic loss.

Another deterrent to mechanization was the requirement that leaf be
tied into small bundles—a highly labor-intensive process. In 1968, Congress
ended the ‘‘tying”’ provision for flue-cured leaf. Now leaf could be cured in
bulk with great labor savings. Bulk barns complemented the harvester in
moving toward a mechanized production process. Having one without the
other meant that a great deal of labor was still required, but having both
eliminated large manpower requirements at the time of peak labor need—
the harvest and the curing stages.

By 1968, then, an unlimited allotment acreage could be leased and
transferred to a single farm unit within a county; the allotment system was
based on pounds instead of acreage; a harvester had been developed under
the sponsorship of the tobacco industry; and with the tying provision gone,
fewer laborers were needed for curing. Political forces had effectively ad-
justed the allotment system to permit a major economic transition—from
small tobacco farms to large-scale farming, from a labor-intensive system to
a mechanized production cycle. With the institutional barriers to mechani-
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zation gone, three years later, in 1971, R.J. Reynolds and Harrington
Manufacturing Company began marketing the first mechanical harvester.
The entire landscape of tobacco production was about to change.

By 1979, just eight years after the harvester hit the market, about 20
percent of the entire flue-cured crop was being harvested mechanically, ac-
cording to a recent USDA report.2 Some tobacco analysts, such as the
Tobacco Association of the United States, report a substantially higher
figure, up to 40 percent in highly productive areas like the coastal plains.
Accurate figures on percentage of the crop harvested mechanically, average
farm unit size, tobacco farmworkers displaced, and percentage of allotment
holders still growing tobacco are difficult to obtain. (For an overview of the
current data, see chapter 6.)

The rate of bulk-barn curing has spread even more rapidly, from 8 per-
cent of the acreage in 1972 all the way to 61 percent in 1979, according to
the same USDA study. The average size of a flue-cured farm climbed from
9.5 to 13.8 acres, a 45-percent increase. And during this seven-year period,
the number of flue-cured operations in the USDA study area (the principal
flue-cured areas where three-fourths of the U.S. crop is produced) declined
by 28 percent, from 40,500 to 29,000.

As the size of the flue-cured farm increased and the number of farms
decreased, technological advances replaced even more sharecroppers,
tenants, and seasonal workers. Harvest labor use on flue-cured farms fell
from 187 hours per acre in 1972 to 118 hours per acre in 1979. The
mechanization and consolidation processes also accelerated another trend:
fewer and fewer allotment owners actually grew tobacco. The average allot-
ment size—three to five acres—suggests that the tobacco farmer is the last
of the Jeffersonian yeoman farmers; this small-farm image helps sustain
political support for the tobacco program. But the reality is quite different
from the yeoman ideal. In 1979, each flue-cured farm produced an average
of about four quotas, reported the USDA. In other words, three out of
every four allotment holders in the USDA study area grew no tobacco.

Post-Mechanization—The Shifts Continue

The political loosening of the rules has accommodated the economic con-
solidation of the tobacco-farm structure—without damaging the asset value
of the allotment. As the mechanization process continues, what further
loosening of the rules might occur? Specifically, under what conditions
would the influential coastal-plain producers support amendments to
permit allotment to flow down out of the Piedmont area?

The key to understanding the economic stake of the large coastal
farmers is the ratio between the amount of allotment they own and the
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amount they lease. If they own a great deal, they wish to keep the value of
allotment high to protect the capital asset. If their operations become so
large that they begin to lease much more allotment than they own, their at-
tention shifts from the asset value of their own allotment to the cost they
must pay to lease. The lease cost could drop drastically if cheaper allotment
came in from the Piedmont. As more farms mechanize their harvest and in-
crease in size, the interests of the large coastal farmers will swing steadily
toward reducing the cost of leasing allotment rather than protecting the
value of the allotment they own. When the ratio of leased to owned allot-
ment on large farms becomes high, the coastal farmers can be expected to
support even wider leasing.

As the ratio of leased to owned allotment increases, pressures for cross-
county leasing are building inexorably. The tobacco companies probably
will resist these pressures because for blending purposes, they like having
tobaccos from various agroclimatic conditions. But mechanization will in-
crease pressures for statewide leasing, converting many of its opponents
into its proponents. Beltwide leasing (belts usually lie within a region of a
state) might represent a compromise position.

There is no question that greater allotment mobility would increase the
efficiency of tobacco production, saving from $5.64 to $9.95 million, ac-
cording to a 1973 study by researchers at North Carolina State University.?
If the allotments that have been dammed up in the Piedmont since the 1930s
were freed, the production would come sluicing down onto the coastal
plain. Although cross-country leasing would no doubt increase overall effi-
ciency, the shift would also impose many economic hardships on one-time
tobacco communities in the Piedmont. And fewer of the persons benefiting
from the federal tobacco program would actually be growing tobacco.

The tobacco program is geared toward benefiting not the tobacco
farmer but rather those who own farms on which tobacco happened to have
been raised in 1933. These beneficiaries may be farmers, but they are also
doctors and lawyers, churches and banks, millworkers and truck drivers,
and in many cases, widows. This federal assistance program no doubt helps
many people in relatively low-income brackets. However, it would seem a
reasonable policy objective—if one is to have a tobacco ‘‘farm program’’—to
include all tobacco farmers in the program, even tobacco-farm laborers.

The tobacco farmer who does not own an allotment benefits very little
from the current program. A USDA report put it succinctly, concluding
that in the long run, the economic returns to hired and sharecropper labor
‘‘were what they would have been without these [flue-cured tobacco] pro-
grams.’’* As for tenant farmers, they have not only failed to benefit from
the program, but they have also been stripped of their ‘‘right’’ to grow
tobacco; the loosening of the leasing provisions often meant that the
allotments they once grew were leased out from under them. Those able
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to bid highest for the allotments are the mechanizers, a group that includes
few of today’s tenants. The flexibility added to the tobacco program by
the amendments described in this chapter, ironically, has already served to
push many farmers out of tobacco growing. From 1964 to 1978, the
number of persons growing tobacco in North Carolina, according to the
state Department of Agriculture, decreased 54 percent, from 87,600 to
39,900.

A Tobacco Franchise for Tobacco Farmers

It is in society’s broad interest to ensure that amendments to the tobacco
program allow those who wish to continue growing tobacco to stay on the
farm, and allow those who wish to find other employment to leave.
Although it may be impossible to block continued shifts in production pat-
terns—from the Piedmont to the coastal plains, from small farms to large,
consolidated units—at least political forces can prepare for them. For
tobacco towns affected by these changes, the federal program should help
breathe new life for those who remain. No program narrowly focused on the
heirs to the tobacco farms of the 1930s will do these things. Specific pro-
grams of economic assistance to stranded communities and to displaced
farmers and laborers can buffer the transitions that are ahead. When the in-
evitable cross-county lease-and-transfer legislation is drafted, it should
recognize the devastating side effects that it will bring and should ease the
burdens of such action on those vitally affected groups.

Anyone who can demonstrate a history as a tobacco grower should be
granted an allotment in relation to that history. There is some precedent in
the rice program for vesting allotment rights with an individual and not in
land. In Texas and California, the rice allotment belongs to the producer,
not to the farm. He may take it where he likes, hence the term hip-pocket
allotment. 1t is, after all, the people who face the adjustment hardship, not
the land.

To ease the adjustment for those allotment owners wishing to leave and
to avoid simply ‘‘printing’’ new allotment, the government could, if
necessary, purchase allotment from present owners before parceling it out
to tenants. The precedent of government compensation for revocation of
such rights should be studied carefully as it could represent an important
and potentially costly endeavor. Other allotment programs have been ter-
minated without compensation. Even if those wishing to surrender allot-
ment were compensated, the costs of providing allotment to tenant growers
would probably be considerably cheaper than the cost to society of driving
them from the farms they are operating, perhaps into the ranks of the
unemployed. The program could be financed through general funds or by
earmarking a modest share of cigarette tax revenues for the purpose. This
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process could be repeated periodically, perhaps every five years, to avoid
duplicating in the 1980s the ‘‘freezing’’ process that took place in the 1930s.

Owning the asset of the allotment would help the tenant farmers who re-
main to acquire land on which to grow tobacco. Compared with allotment
cost, land cost even today is cheap. Furthermore, owning allotment, a
farmer could then lease added allotment from others in order to expand.
The program could include special credits for helping with the purchase of
farmland. Such an innovation would assure that all persons actually grow-
ing tobacco benefit from the program. '

As for hired labor, the counties that are likely to experience severe labor
displacement can be identified. The tobacco program should be expanded
to encompass retraining and other worker-oriented assistance for former
tobacco workers who are unemployed because of technology or shifts in
production. )

Some allotment-exporting communities, such as those within the
economic influence of the Raleigh-Durham-Chapel Hill complex, will see
allotment migrate out because of competing economic opportunity.
Although there may be some individual hardships, leaf tobacco has ceased
to be the economic base of these communities, and they probably need no
special assistance. However, some exporting counties have few alternative
opportunities, and thus they should be provided special rural development
assistance under the tobacco program. This is particularly true of tobacco
counties fringing the main production areas.

Conclusions

Understanding the tobacco economy means understanding the system of
rights under which tobacco is grown and marketed. Rather than focusing
exclusively on farm economics to discern major transitions in tobacco pro-
duction, one must look toward the political process through which the
system of rights was devised and continues to be modified. The franchise to
grow and market tobacco retains high value. The rules of the allotment
system determine how this value changes over time and how it is distributed
among individuals and regions. In seeking constructive ways to reconcile ef-
ficiency of production with equity toward individuals and communities, one
must focus on how changes in the rules of the system affect the distribution
of program benefits.

Notes

1. For details on the historical record, see Charles Mann, Tobacco:
The Ants and the Elephants (Salt Lake City, Utah: Olympus Publishing
Company, 1975), p. 53.
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2. Verner N. Grise, ‘‘Flue-Cured Tobacco Farming: Structural
Characteristics, Labor Use, and Mechanization,”’ paper presented at the
29th Tobacco Workers Conference, Lexington, Ky., January 21, 1981,
Economics and Statistics Service, USDA. All of the figures in this
paragraph and the next are based on this report.

3. Dale M. Hoover and Sophia I. Efstratoglou Todoulos, ‘‘Economic
Effects on Intercounty Transfer of Flue-Cured Tobacco Quota,”” Eco-
nomics Research Report No. 23, North Carolina State University, Depart-
ment of Economics, March, 1973, p. 70. In commenting on a draft of this
chapter, Dr. Hoover wrote: ‘‘I think you can approximately double the
figures we presented given the amount of inflation that has occurred since
1972/1973.”

4. ““Effects of Flue-Cured Tobacco Programs on Returns to Land and
Labor,”’ Economic Research Service Report No. 379, U.S. Department of
Agriculture, 1968, p. iii.
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In recent years, people from all segments of the political spectrum have
called for the preservation of the family farm. Yet the numbers of farms
and farmers have been plummeting at an alarming rate in virtually every
commodity sector, now even in tobacco. Flue-cured tobacco has always
been one of the most labor-intensive crops in the United States and has re-
mained so much longer than almost all other crops.! A unique production
and marketing system, combined with a farm structure that was stabilized
by the Agricultural Adjustment Act of 1938, preserved the tobacco belt as a
kind of laboratory, perhaps the best remaining example of the Jeffersonian
ideal of an independent yeomanry.2 But the vast sweep of agricultural
mechanization and the escalating pressures common to all farmers, from
fertilizer and fuel prices to labor costs and international competition, have
begun to transform tobacco farming.

In the last twenty years, two ‘‘push’’ factors—technological innovations
and changes in the federal support program—have prompted a dramatic
shift in the patterns of tobacco production. And to a lesser degree, the
“pull”’ force of increased industrialization has also caused people to quit
farming tobacco. Consequently, a dramatic displacement in the tobacco
labor force has begun, a transition that affects every type of tobacco
farmer: allotment holders, growers who own land without quotas and have
to lease allotments from others, growers who lease land and quota,
sharecroppers who farm someone’s allotment for a portion of the profits,
permanent hired labor, and seasonal workers.

Changes in production technology have had a dramatic impact on the
tobacco work force. Chemical controls have virtually eliminated the summer

I wish to thank Professor Dale M. Hoover (Department of Business and Economics) and Pro-
fessor Michael Schulman (Department of Sociology and Anthropology) at North Carolina
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Eugene Naylor (North Carolina State Agricultural Stabilization and Conservation Service of-
fice) assisted in obtaining the sampling frame used in the study. In particular, I wish to
acknowledge the assistance of Ms. Lisa Bosley in the research design, data collection, and data
analysis phases of this project.
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labor bottleneck when sucker leaves must be removed from the plant. A
single machine operator can handle up to twenty acres a day, ‘‘topping’’ the
plants and spraying them with a sucker-inhibiting chemical in one pass
down the row. Transplanting, although still labor intensive, now requires
far fewer hours because of the mechanical transplanters. But the most
publicized and perhaps the largest impact on tobacco labor resulted from
the introduction of the mechanical harvester and bulk curing barns.

As early as the 1950s, members of the Agricultural Research Service
faculty at North Carolina State University (NCSU) had begun to design
work on the functional principles needed for a machine that could remove
and handle tobacco leaves. The state’s land-grant university, NCSU sup-
ported this early work through its ongoing federal and state funding re-
ceived for agricultural research.’ In the early 1960s, two commercial
manufacturing companies attempted to produce a mechanical harvester;
they were unsuccessful, primarily because field-harvesting methods had not
yet been developed to take advantage of the harvester. (See the discussion of
changes in the federal price-support program later in the chapter.)

In the mid-1960s, R.J. Reynolds Tobacco Company, anticipating the
need for a harvester in the future, made grants to NCSU to help sustain the
research that had begun a decade earlier. Reynolds itself also began design
research, utilizing the functional principles developed at NCSU. By 1969,
Reynolds—with the close cooperation and assistance of NCSU re-
searchers—had designed, constructed, and field-tested a prototype
harvester. In 1970, Reynolds and the Harrington Manufacturing Company
announced an agreement for commercial production. Within a few years,
mechanical harvesters began appearing in the field.

Although the average tobacco allotment in North Carolina was about
three acres at that time, the new harvesters had a break-even capacity of
forty to fifty acres. The machine’s designers felt that it was impractical to
develop a harvester with only a three- to four-acre capacity and that tobacco
farming units would move toward larger operational sizes as the harvester
became widely available.*

In 1975, the U.S. Department of Agriculture (USDA) released the first
major study of the harvester’s impact.® The USDA analyzed data from an
area that produced about three-fourths of the flue-cured tobacco in the
country, and found that in 1972, 1 percent of the acreage had been
harvested mechanically and 8 percent of the crop had been cured in bulk
barns. With the technology available in 1972, a farmer could harvest an acre
with only 58 hours of labor, a dramatic change from more traditional
methods that took up to 257 hours of labor per acre harvested. The USDA
then predicted that by 1978, tobacco farmers would harvest 23 to 36 percent
mechanically, cure 65 to 80 percent in bulk barns, and reduce the labor
needed during the harvest by some 50 percent.¢
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Since the USDA study in 1972, a number of researchers have collected
data that support these predictions. Some have found an even more rapid
pace of mechanization than the USDA anticipated, especially in the North
Carolina belts. In 1980 Tobacco Information, for example, Rupert Watkins
of the North Carolina Agricultural Extension Service reported that 46 per-
cent of North Carolina’s crop was harvested mechanically.

These technological innovations took hold in such a short time pri-
marily because of three major changes in the federal tobacco program.
First, in 1961 Congress passed Public Law 87-10 which authorized intra-
county (that is, within a single county) lease-and-transfer of flue-cured
allotments on a limited basis. Subsequent amendments expanded the leasing
provision (for example, a 1967 action eliminated the five-acre limit on the
amount that could be transferred to a single farm). Intracounty leasing
facilitated a consolidation of quotas into larger tobacco management units
at central locations. A farmer no longer had to go from one part of a county
to another, from farm to farm, to acquire more tobacco quotas. Second, in
1965, federal legislation changed the flue-cured allotment system from an
acreage to a poundage basis. A poundage quota eliminated a critical barrier
to mechanization: the tobacco harvester’s high leaf loss in the field.
(Mechanical harvesting can result in up to 15 percent leaf loss.) On a
poundage basis, unlike the acreage method, the leaf left in the field was not
a loss. Third, in 1968, the ‘‘tying’’ requirement for flue-cured tobacco was
eliminated. Marketing flue-cured leaf in loose-leaf ‘‘sheets’’ rather than in
tied ‘‘hands’’ required far fewer labor hours and made possible large in-
vestments in bulk-curing barns, where loose-leaf sheets (but not tied hands)-
could be easily stacked.

Although changes in technology and the federal tobacco program were
“pushing’’ people out of tobacco, nonfarm occupations, to some extent,
were ‘‘pulling’’ them with the lure of a steady wage. From 1965 to 1977,
North Carolina’s employment in nonagricultural sectors increased from
1.4 to 2.1 million. But research published in the last four years indicates
that people moving into the state accounted for much of this increase, not
persons leaving tobacco farms.” Some tobacco laborers were losing their
old jobs in the fields but failing to find work in the state’s newly built fac-
tories.

The rapid spread of mechanized tobacco production, facilitated by ad-
justments to the federal support program, is resulting in increased labor ef-
ficiency and decreased per acre production costs for some growers. But
those who have not been able to invest in the technology have had to either
produce tobacco at relatively higher costs (at a time when costs common to
all agricultural sectors were skyrocketing and agricultural labor came under
minimum-wage law) or quit tobacco farming completely. Leaving tobacco
farming in the largest numbers are sharecroppers, full-time laborers, and
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seasonal workers. They are not needed, and they can no longer be afforded
except in far fewer numbers on the larger, more mechanized farm units.

All types of tobacco farmers have already experienced, or will soon
face, some adjustments in employment, income, and possibly location. But
persons who own no factor of production other than their own labor face
the most severe adjustment problems, which are often exacerbated by age,
race, education levels, and lack of vocational training. In 1977, researchers
at NCSU reported on the effects of mechanization on harvest workers in
eight of the state’s coastal counties, an area that produced one-eighth of the
nation’s flue-cured tobacco. They found that less than 10 percent of the
total lost earnings of harvest workers would be replaced by two income-
transfer programs: food stamps and Aid to Families with Dependent Chil-
dren (AFDC).8

Allotment Holders: Adjusting to Displacement

Although some income-transfer programs such as food stamps or AFDC
have a stigma, others do not. The federal tobacco program, through its
lease-and-transfer provisions combined with its other features, effectively
functions today as a redistributor of income for allotment holders. Because
of such income transfers (and the equity from which it stems), one can
assume that allotment holders in general adjust to displacement easier than
people who have no land equity. Indeed, a study of displacement among
allotment holders (such as the one I have completed) examines minimum-
hardship patterns. But it also suggests the degree and form of adjustment
that other types of tobacco ‘‘farmers’’ will experience.

In the summer of 1980, I coordinated a study of tobacco allotment
holders in Greene and Wayne counties, North Carolina. This research had
two primary objectives: (1) to document the socioeconomic characteristics of
allotment holders who are no longer producing their quota; and (2) to
determine if former tobacco growers who had allotments made the transi-
tion out of agriculture successfully, and to record how they replaced to-
bacco income.

In this two-county area, located in the coastal plain of North Carolina,
12 percent of the cropland in 1977 was tobacco allotment acreage, 10 per-
cent higher than the state average. In 1979, these two counties produced 6
percent of North Carolina’s tobacco; Wayne ranked eighth and Greene thir-
teenth among the state’s counties in total production. Because of this con-
centration of tobacco production, labor adjustment problems were ex-
pected in this area. Cost constraints prevented extending the study into
other tobacco-producing counties and sampling other groups such as
seasonal and permanent workers.
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The North Carolina State Agricultural Stabilization and Conservation
Service (ASCS) provided the names of the 4,298 tobacco allotment holders
in these counties. A systematic sample of 431 allotment holders was drawn.’
Sixty-one percent of the sample (261 out of 431) were ineligible: they either
were still producing their own quota or owned quota in counties other than
Greene and Wayne. Of the remaining 170 allotment holders, 32 percent (54
out of 170) refused to be interviewed. The response rate was thus 68 percent
(116 interviews completed out of 170 eligible respondents). The respondents
completed a three-page questionnaire that was developed with the assistance
of North Carolina State University staff and was pretested to identify
unclear or ambiguous questions. A random sampling of the allotment
holders who refused to complete the questionnaire determined that no
significant differences existed between the eligible nonrespondents and the
respondents for the variables tested.

The allotment holders tended to be lifelong residents of their respective
county, over sixty years old, and high-school educated. Sixty-nine percent
of the respondents were sixty years of age or older; the average age was
sixty-three. Two-thirds of the respondents were male, one-third female
(most of these women were widowed). The average years lived in the present
county of residence was fifty-three, and 98 percent of the respondents
planned to continue living in the same county. Two-thirds had completed
high school, thus increasing their qualifications for off-farm employment
relative to other residents in the area without this level of education. Never-
theless, the older age of the population puts a constraint on their participa-
tion in the nonfarm labor force. The nonfarming allotment holders who
responded to this survey thus have not migrated nor have they joined the
nonfarm labor force at the rates that their educational backgrounds might
indicate. _

After quitting tobacco farming, these allotment holders either retired
(52.8 percent), worked in off-farm employment (30.0 percent), remained a
housewife (11.3 percent), or farmed crops other than tobacco (5.9 percent).
Most of the off-farm employment was in industry.

It is important to note that although 52.8 percent listed themselves as
retired, less than one-third gave “retirement’’ as the reason they no longer
farmed their allotment (table 5-1). Of those who did state ‘‘retirement,”’
one out of four were less than 65 years old (primarily 55 to 64) and had
some off-farm employment. Retirement age, then, is only one of several
factors involved in the decision to stop growing tobacco, despite the age of
this population. High production costs, including investment in new
technology, were discussed at length by respondents, especially by the el-
derly persons.

Only 13.7 percent of the respondents had never grown tobacco, and
they are grouped in table 5-1 as those who ¢‘discontinued’’ because they
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Table 5-4
Distribution of Allotment Holders in Greene and Wayne Counties, by 1979
Household Income and Occupation

(percentages)
Household Income
. Less than Greater than

Occupation $10,000 $10,000-19,999 320,000 Total
Retired 62.8 23.5 13.7 160.0
Off-farm employment 27.2 36.4 36.4 100.0
Housewife 88.9 11.1 0.0 100.0
Farm operator? 16.7 33.3 50.0 100.0

2Most of these farm operators had off-farm income.

participated in programs other than social security and disability (table 5-5).
Income-transfer programs such as food stamps and AFDC were not used at
all, although households did qualify.

Those replacing some of their tobacco income by producing other crops
(29.2 percent of the population, see table 5-2) were growing primarily corn
and soybeans for cash sale and vegetables for home use (table 5-6). Only 21
percent produced vegetables for personal consumption, and only 6 percent
or less produced livestock for themselves. Since orie-half the households
earned less than $10,000 yearly (71 percent of these households had two or
more members), and since none of them was participating in the food-
stamp program, the nutritional adequacy of the diets of these households
might have been in jeopardy.

Off-farm employment was a source of income for 31.1 percent of the
sample population no longer growing tobacco (table 5-2). About 40 percent
of this group’s household income was over $20,000 and only 27.3 percent
earned less than $10,000, a sharp contrast to allotment holders who depended
more on special services—68.4 percent of whom earned less than $10,000
(table 5-7).

Table 5-5
Distribution of Allotment Holders in Greene and Wayne Counties
Receiving Income from Special Services

(percentages)

Special Services Population
Social security 55.7
Disability 6.6
Workman’s compensation 0.0
Food stamps 0.0
Other (pension, and so on) 6.6
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Table 5-6
Distribution of Allotment Holders in Greene and Wayne Counties
Receiving Income from Crop and Livestock Production

Crop/Livestock Cash Sale Home Use
Peanuts 0.0 1.7
Corn 29.2 5.2
Soybeans 20.7 9
Vegetables 6.0 20.7
Forest products 5.2 1.7
Poultry 5.2 1.7
Hogs 2.6 34
Dairy 0.0 1.7
Other 0.0 2.6
Conclusion

The changing structure of tobacco production in Wayne and Greene counties
suggests ways to view the impact of labor displacement throughout the flue-
cured tobacco belt. First, a subtle but widespread form of labor displace-
ment must be recognized: premature attrition, that is, persons retiring from
tobacco farming before they normally would want to retire. This necessi-
tates some special attention for the elderly. Second, replacement of earnings
for the elderly and for all other displaced tobacco farmers demands careful
attention, particularly the role of off-farm employment, special services,
and lease-and-transfer income. Third, the expectations of younger allot-
ment holders need to be viewed in relationship to the changing tobacco
structure in an era of mechanization. Finally, the impact of labor displace-
ment on those “‘farmers’’ without equity in land must be more thoroughly
studied and understood.

Although most of the respondents in this study could be characterized

Table 5-7 .

Distribution of Allotment Holders in Greene and Wayne Counties, by 1979
Household Income and Method of Replacement of Tobacco Earnings
(percentages)

Household Income

Replacement of Tobacco Less than Greater than

Earnings: Income Source® $10,000 310,000-19,999 $20,000 Total
Production of crops and livestock 41.4 34.5 24.1 100.0
Off-farm employment 27.3 33.3 394 100.0
Special services 68.4 26.0 5.6 100.0

aThese income sources are not necessarily mutually exclusive.
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as elderly, only one-fourth listed ‘‘retirement’’ as the reason for quitting
tobacco farming. Sixty percent of those over 65 years of age and 46 percent
of those from age 55 to 64 earned less than $10,000 a year. Tobacco
policymakers should note especially that much of this income came from
lease and transfer of quota. A change in the tobacco program that affects
this source of income would have a severe impact. If the tobacco program is
changed so that it no longer functions as an income-transfer program for
allotment holders, some other type of income transfer will have to replace it
or an additional hardship will be placed on this group of people.

Individuals who can successfully obtain off-farm employment have a
substantially higher income than those who must depend on social security
or income-transfer payments. Special-service payments are lower than in-
dustrial wages (even in North Carolina, which has one of the lowest average
industrial wages in the country). Moreover, people are hesitant to utilize
income-transfer programs commonly labeled ¢‘welfare.”’

One-third of the population did replace tobacco earnings with off-farmn
employment. One would expect that individuals who are no longer employed
in agriculture in North Carolina could successfully obtain off-farm employ-
ment, given the growth rate of industry in the state. During the decade
following 1966, only Texas and California gained more manufacturing jobs
than North Carolina. Yet who is benefiting from this shift in manufacturing
location? As stated earlier and corroborated by these research findings,
North Carolina’s displaced tobacco farmers may not be able to compete for
industrial jobs as well as people moving into the state in pursuit of employ-
ment. This is primarily a result of educational and age constraints (par-
ticularly true for the population of tobacco allotment holders in Greene and
Wayne counties), and the lack of retraining programs for older adults.

The primary objective of this study was to determine the socioeconomic
characteristics of allotment holders who are no longer producing their
quota. However, information was also obtained from allotment holders
who are still producing their quota. These people have a strong commitment
to tobacco production, and most are planning to grow tobacco until retire-
ment.!! But as this study demonstrates, ‘‘retirement’’ can mean quitting
tobacco farming long before age sixty-five. As leasing costs increase to one-
third and more of the value of tobacco production, the profit margins of
tobacco growers (and in particular, small-scale producers who might have
higher production costs) are narrowing.'? This could lead to a greater
decline in the number of tobacco growers and an increase in average acreage
of tobacco farming units.

In sum, tobacco allotment holders who are no longer producing their own
quota have made employment and income adjustments primarily through
participating in special services (mainly social security) and leasing and
transferring their tobacco quota; fewer than one-third have off-farm em-
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ployment or other farm income. But it is difficult to draw conclusions as to
whether nonfarming allotment holders have successfully made the transi-
tion out of agriculture either completely or partially. One-half of the
households had yearly incomes of less than $10,000, but no data were ob-
tained to compare income figures before and after allotment holders began
to lease and transfer out their quota.

The population of allotment holders sampled in this study had some
distinct advantages over other members of the tobacco work force, in terms
of replacing tobacco earnings. Allotment holders derived a considerable
portion of their income from lease and transfer of their quota, a source not
available to those tobacco growers who own no allotment. Furthermore,
this particular population did not have the educational constraints (the
average number of school years completed was much higher than the state’s
average) one might expect of the tobacco work force in general.

More research needs to be conducted in the flue-cured tobacco belt on
target populations for which adjustment may be particularly difficult, given
lower education levels, vocational training, and political power base (for ex-
ample, for migrant workers).!* In the same way that concerns have been
raised about the adjustment of farm operators to mechanized and modern-
ized tobacco-production technologies (for example, the Ford Foundation
and others have suggested programs for training farm operators in
mechanical skills and management), so too should concerns be raised about
the majority of the tobacco labor force who will no longer be deriving in-
come through employment in tobacco production. Although some adjust-
ment programs, such as special education grants, have been suggested by
other researchers, ex ante facto research focusing on this group must be ex-
panded.

Researchers and policymakers often assume that those who are displaced
from agriculture either participate in federal, state, or private income-
transfer programs or find off-farm employment. However, the little
research that has been conducted on the adjustment process indicates that
changes in employment and location may indeed be difficult, and for some,
impossible.'4

Notes

1. According to the USDA, Agricultural Statistics 1977, the 1971-1975
average man-hours per acre required to produce tobacco was 281.0 (com-
pared with 5.1 for corn, 2.9 for wheat, 23.0 for cotton, 42.6 for potatoes,
and 161.5 for tomatoes). ‘

2. Throughout the last sixty years, writers have recorded the conse-
quences of labor displacement caused by agriculture mechanization—dur-
ing the great agricultural depression of 1921-1936, with the arrival of an
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automated cotton harvest in the 1950s and 1960s, and following the
mechanization of the tomato harvest in California in the late 1960s. Many
of these researchers were attempting to explain the unique circumstances of
a particular farming sector and then to suggest possible adjustment pro-
grams to ameliorate the hardships of labor displacement. Unlike most of
this type of research, several studies on the mechanization of the flue-cured
tobacco industry have attempted to anticipate this displacement so as to
offer some understanding of its effects prior to large-scale mechanization
(Grise et al., ‘‘Structural Characteristics,’’; Hoover and Perkinson, ‘‘Flue-
Cured Tobacco Harvest’’). This chapter represents another effort at explor-
ing policy options prior to full-scale farm displacement.

3. Federal funding of research that is focused on increasing labor effi-
ciency through agricultural mechanization has been the subject of much
controversy by academicians (Friedland and Barton, ‘‘Destalking’’) as well
as public-interest groups. Recently, California Rural Legal Assistance filed
a suit on behalf of nineteen farm workers and a small-farmer organization
to contest sixty-nine tax-financed projects at the University of California
that benefit large farming operations (Meyerhoff, ‘‘Big Farming’s’’).

4. See Suggs, ‘“‘Mechanical Harvesting.”’

5. See Grise et al., ‘‘Structural Characteristics.”” The USDA gathered
data from four census-of-agricultural subregions: 29 (Ga.), 17 (Coastal
Plain, N.C.), 18 (Piedmont, Va.-N.C.), and 16 (Pee Dee-Lumber River).

6. See Grise et al. ‘‘Structural Characteristics.’”” The USDA released a
follow-up study (Hoff et al., ‘“‘Mechanization and Labor’’), based on the
same 1972 data, which projected the most profitable farm structure within
this mechanization process. In 1979, the USDA began a new study of the
same magnitude as its 1972 survey. A report based on the 1979 data will be
released in 1981,

7. See Perkinson, ‘‘Migration”’; Hoover and Perkinson, ‘‘Flue-Cured
Tobacco Harvest’’; and Long and Hansen, ‘Selectivity.”

8. Research from Legal Services of North Carolina, Pennsylvania State
University, State University of New York (Binghamton), and others has shown
that monetary and nonmonetary income-transfer programs in North Carolina
are vastly underutilized, failing to reach about half of those qualified.

9. The sample size for the survey was calculated using estimates for the
population variance of key variables. We assumed that 50 percent of the list
would be ineligible and that there would be a 60-percent response rate.

10. This result is interesting from a policy perspective since there has
been some discussion of modifying the tobacco program so that allotment
holders would be required to produce their own quota periodically.

11. Most of these farmers planned to grow tobacco until retirement
(79.5 percent) or were undecided (12.8 percent). Only 7.7 percent were con-
sidering leasing and transferring out their quota in the future, and they still
planned to farm part-time or full-time until retirement. Slightly more than
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two-thirds (69.2 percent) of the growers had no source of income other than
farming. Of those who did have other income, the majority of them had
jobs in industry. The average size of quota for this group was 24,614
pounds (range: 150 to 330,000), more than twice the quota of allotment
holders no longer growing tobacco.

12. As rental rates and thus production costs increase, the price of U.S.
flue-cured tobacco also increases. This has resulted in a decrease in the U.S.
flue-cured share of the domestic and foreign market. To compete more
strongly in the world market, the tobacco program might have to undergo
changes that will result in lowered production costs (and perhaps loss of
rental income for current tobacco allotment holders). This situation has
generated much discussion.

13. Results may show that incomes are higher for former members of the
tobacco labor force who have off-farm employment. However, it is also
possible that off-farm employment will not be an option for many of these
individuals. Migration and participation in income-transfer programs may
or may not be viable options. All these hypotheses need to be tested with
data collected through surveys, especially longitudinal case studies.

14. See Hamilton, ‘‘Social Effects’’; and Raper, ‘‘Role of Agricultural
Technology.”’
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Changes in the
Structure of the Flue-
Cured Tobacco Farm:
A Compilation of
Available Data Sources

Robert Dalton

In the past decade, flue-cured tobacco farms have changed dramatically.
They have become larger and more mechanized, requiring fewer and fewer
farmers and relying on more and more leased quota.! These four
factors—mechanization, farm-unit size, the lease-and-transfer system, and
labor displacement—are all closely interrelated and interdependent. As
mechanization increases, farms get bigger, more tobacco is leased, and
fewer people grow it. Each factor allows and encourages the next, operating
in a circular system (figure 6-1). Chapters 2, 4, and 5 discuss the various
changes in the tobacco-farm structure in both a political and an economic
context. This chapter summarizes the currently available data on the four
variables shown in figure 6-1, all of which play a vital role in determining
the structure of the flue-cured tobacco farm.

The most wide-ranging and thorough data on this subject have been
collected by the U.S. Department of Agriculture (USDA) through surveys
of the flue-cured area in 1972 and 1979. The USDA published reports on
these data in 1975, 1977, and 1981, documenting a rapid increase in the use
of mechanical harvesters and bulk-curing barns and a shift toward larger
farm units with decreased overall labor requirements.2 Other organizations
and individuals have also collected these kind of data with similar results.

Size of Farm Management Unit

The size of the flue-cured-tobacco management unit has grown steadily in
the last fifteen years. According to U.S. Census of Agriculture data, the
flue-cured farm size increased from about 5 acres in 1964 to 8.7 acres in
1969.2 The 1974 and 1979 Census of Agriculture do not break down the
figures by tobacco type.* The USDA surveys, however, did gather these
data and reported that the flue-cured-tobacco management unit increased
from 9.5 acres in 1972 to 13.8 acres in 1979 for the four study regions in its
survey (table 6-1).
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Increased Lease and Transfer
(1961—Congress allows in-county leasing)

Larger Farm Unit Size

Increased Mechanization (Bulk Barns)
(1971—mechanical harvester on the market)

Increased Labor Displacement

More
/ Mechanization V\
More More Lease
Displacement and Transfer
\ Larger
Farm Size

Figure 6-1. Linear Trends Have Evolved into a Circular System

Dr. Charles Pugh of the North Carolina State University Agricultural
Extension Service (who has contributed two chapters to this book)
calculated a figure similar to the USDA one by using the 1974 Census of
Agriculture. Pugh used data from the five-state flue-cured belt of North
Carolina, South Carolina, Virginia, Georgia, and Florida, and determined
that the average tobacco farm was 9.4 acres in 1974 (for farms selling
agricultural products worth $2,500 or more).*

The U.S. Census of Agriculture data also confirms the USDA survey
for North Carolina flue-cured farms. The average number of acres
harvested per farm steadily increased from 5.2 in 1964 to 12.2 in 1978. The
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Table 6-1
Flue-Cured-Tobacco Management Units
(Acreage per farm)

Pee Dee-Lumber River Coastal Plain Piedmont
Year  North Carolina-South Carolina  North Carolina  North Carolina-Virginia Georgia  All
1979 13.2 18.8 10.8 11.5 13.8
1972 10.9 11.2 7.7 8.7 9.5

Source: Verner Grise, ‘‘Flue-Cured Tobacco Farming: Structural Characteristics, Labor Use, and
Mechanization,”’ USDA.

1964 census figures provided these data directly, separating flue-cured from
burley farms. For 1969, 1974, and 1978, the figures in table 6-2 were derived
by subtracting from the state totals the number of farms and acres in
burley-belt counties.

Mechanization

In North Carolina and in all flue-cured areas, the trend is toward greater
mechanization of harvest and increased use of bulk-curing barns. (These
two aspects of tobacco harvesting go hand-in hand. See chapters 2, 4, and §
for the context in which they function.) The USDA surveys of 1972 and
1979 indicate the pace of these trends, as shown in table 6-3.

Two other sources, widely recognized among tobacco analysts, make
yearly estimates of these data: Rupert Watkins of the North Carolina
Agricultural Extension Service and the Tobacco Association of the United
States (TAUS). Both Watkins and the TAUS estimate that mechanization
has proceeded faster than the USDA survey indicates. The three sources
agree on the degree to which bulk barns are being used for curing. Watkins

Table 6-2
Size of North Carolina Flue-Cured-Tobacco Farms
(in thousands)

Year Acres Produced Farm Producing Average per Farm
1964 399.3 76.6 5.2
1969 364.8 54.6 6.7
1974 359.5 37.8 9.5
1978 413.3 33.9 12.2

Source: U.S. Census of Agriculture for 1964, 1969, 1974, and 1978, North Carolina section.
Note: Some changes were made during this period which could alter the figures somewhat. For
example, in 1969, the collection method changed from direct-interview format to a mail
survey; in 1974, farm definition changed to an enterprise with sales of agricultural products
worth $1,000 or more, which could inflate the average.
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Tabie 6-3
Pace of Mechanization: All Flue-Cured Belts
(percentages)

Acreage Harvested Acreage
Year Mechanically Bulk-Cured
1972 1 8
1979 19-33 61
1985 (projected) 35 100

Source: USDA studies described in note 2.

derives his annual estimates by updating the number of mechanical
harvesters used in North Carolina with sales figures from the manufac-
turers. He then multiplies that number by fifty acres per harvester. Watkins
selects fifty acres because, as he puts it, it is a ‘*happy medium’’ among the
estimates other researchers use for the capacity per harvester. His
methodology for bulk-barn estimates is similar, except he multiplies the
number of bulk barns by six acres per barn. The TAUS derives its percen-
tage of the acreage mechanically harvested and bulk cured through a survey
of equipment manufacturers, extension agents, agricultural engineers, and
tobacco specialists. Table 6-4 summarizes the Watkins and TAUS data.¢

LLease and Transfer

In 1961, Congress voted to allow lease and transfer of tobacco quota within
counties, and in 1967 it removed the limit of five acres that could be leased
to any one farm. Lease and transfer is still only permitted within county
lines. Both the North Carolina office of the Agricultural Stabilization and
Conservation Service and the USDA Economics, Statistics, and Cooper-
atives Service maintain careful records on quota levels and lease-and-transfer
arrangements because they are integral to the operation of the tobacco pro-
gram.

Since 1966, lease and transfer has been growing in North Carolina, both
in raw numbers (pounds of quota and acreage of allotment that are assigned
to each farm) and in percentage calculations. From 1966 to 1979, the
amount of quota and acreage leased each increased 250 percent, from 80 to
280 million pounds and from 42,200 to 147,600 acres, respectively (table
6-5).7 Similar trends took place throughout the flue-cured belts (table 6-6).

To understand tables 6-5 and 6-6, one must realize that the total amount
of quota significantly affects the poundage and the percentage leased. Since
1962, the figure for pounds of quota leased has increased steadily in North
Carolina (until 1976) and in all belts (until 1975). But in recent years, the
pattern has been more erratic, primarily because the total quota was
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Table 6-5
LLease and Transfer of North Carolina Flue-Cured Tobacco, 1966-1979
Quota Leased Quota Leased® Allotment Leased Allotment Leased®
Year  (Millions of Pounds) (Percentage) (Thousands of Acres) (Percentage)
1966 79.7 10 42.2 11
1967 97.2 13 51.9 - 13
1968 125.2 18 67.0 17
1969 127.8 16 67.9 16
1970 146.1 19 . 78.5 19
1971 167.3 24 89.9 24
1972 187.6 24 100.8 23
1973 210.2 25 111.0 24
1974 243.0 29 128.4 28
1975 n/a n/a n/a n/a
1976 264.6 28 140.6 28
1977 260.3 33 137.8 33
1978 273.5 34 144.3 34
1979 280.0 40 147.6 39

Source: 1966-1979 Annual Reports/North Carolina, Agricultural Stabilization and Conserva-
tion Service, U.S. Department of Agriculture.

#Percentage is based on effective quota.
bPercemage is based on effective allotment.

decreasing for North Carolina (from 942.2 million pounds in 1976 to 705.3
million pounds in 1979)% and for all belts (from 1,572.3 in 1975 to 1,068.5 in
1979).° Even so, the percentage of quota continued to climb until 1980.
That year, the total quota for all belts was increased from 1,068.5 million
pounds (1979) to 1,187.3 (1980).'° Hence, even though more pounds were
leased in 1980 than in 1979, the portion leased dropped from 45 to 40 per-
cent.

The portion of North Carolina’s flue-cured farms leasing in or out grew
from 32 percent in 1965 to 85 percent in 1979. The number of farms leasing
out increased much more rapidly than those leasing in, which indicates that
farms still producing flue-cured tobacco are becoming larger in acreage and
fewer in number. By 1979, 60 percent of the flue-cured farms in the state
leased out but only 24 percent leased in (table 6-7).

The trends beltwide are similar. Verner Grise of the USDA, reporting
on the USDA’s 1979 survey results, indicated that a higher percentage of
farmers are dependent on leased quota in order to have an economical farm
management unit. ‘“‘Only 16 percent of the farm operators owned the entire
tobacco quota that they produced in 1979. The figure was 19 percent in
1972. . . . About 27 percent rented in all their quota in 1979. The remaining
57 percent used some combination of owning, renting, and leasing. . . .
Ownership of the entire quota was much more prevalent among operators
of the smallest tobacco acreages’’!! (see table 6-8).
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Table 6-6
Lease and Transfer of All Flue-Cured Tobacco, 1961-1980

Quota Leased” Quota Leased®  Allotment Leased®  Allotment Leased®
Year  (Millions of Pounds)  (Percentage) (Thousands of Acres) (Percentage)

1962 23.7 3
1963 33.1 5
1964 41.8 7
1965 54.7 9
1966 138.0 12 80.1 12
1967 167.6 14 97.2 15
1968 214.6 20 122.9 21
1969 230.3 19 131.8 21
1970 255.1 21 146.3 23
1971 289.4 27 166.3 29
1972 322.1 30 182.9 33
1973 363.1 30 192.9 30
1974 416.1 31 234.1 32
1975 474.8 30 251.4 29
1976 464.3 33 246.7 32
1977 448.8 37 241.6 37
1978 464.4 39 245.8 38
1979 477.3° 45 267.7° 46
1980 479.8° 40 268.8° 42

aFrom Tobacco Situation, quarterly publication of the U.S. Department of Agriculture, No.
169, October 1979.

bTelephone interview with Robert Miller, USDA, September 23, 1980.
“Percentage is based on effective quota.
dPercentage is based on effective allotment.

Figures for 1962 from Tobacco Situation, No. 141, September 1972. Figures for 1963-1979
from Tobacco Situation, No. 169, October 1979.

Grise reported that an average farm in 1979 produced 4.0 quotas, com-
pared with 3.2 quotas in 1972. In other words, three out of four quota
holders did not grow their allotment in 1979. For many years, allotment
holders have rented their quota to a local farmer, but this practice has ac-
celerated with the increase in leasing (table 6-9).

Labor Requirements

The amount of labor needed to produce an acre of tobacco has declined
dramatically in the last twenty-five years, the period during which labor-
saving devices—from weed-control chemicals to the mechanical harvester—
have been introduced. Comparing a 1956 study by Pugh at North Carolina
State University with a 1977 report issued by the North Carolina
Agricultural Extension Service shows the trend among the various stages of
tobacco farming and for different farm sizes (see table 6-10).'? The North
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Table 6-7
North Carolina Flue-Cured Tobacco Farms Leasing In or Qut

Number of Farms Percentage of Farms with

Leasing (in Thousands) Allotment Leasing

Year In Out Total In Out Total
1965 15.9 20.6 36.5 14 18 32
1966 21.4 25.8 47.2 19 23 42
1967 25.0 29.8 54.8 22 26 48
1968 26.2 36.0 61.2 23 31 54
1969 26.2 349 61.1 23 30 53
1970 27.9 38.2 66.1 24 33 57
1971 28.7 4.4 73.1 25 39 64
1972 29.7 49.9 79.6 26 43 69
1973 30.8 51.4 82.2 27 45 72
1974 30.6 50.8 81.4 27 44 71
1975 n/a n/a n/a n/a n/a n/a
1976 29.3 55.4 84.7 25 48 73
1977 28.9 62.4 91.3 25 54 79
1978 28.7 65.8 94.5 25 57 82
1979 274 69.3 96.7 24 60 84

Source: 1965-1979 Annual Reports/North Carolina, Agricultural Stabilization and Conserva-
tion Service, U.S. Department of Agriculture.

2Total may be slightly high owing to possible small overlap of farms leasing in and those leasing
out.

Carolina Agricultural Extension Service periodically publishes pamphlets
that enable farmers to estimate costs and returns for growing tobacco in
North Carolina.

The USDA report of the 1979 survey estimates that the number of flue-
cured harvest workers (including family and exchange workers) declined
from 325,000 in 1972 to 211,000 in 1979, an average drop of more than
16,000 workers per year. Grise reported:

The decline occurred because of the adoption of labor-saving harvest
technology. . . . Between 1972 and 1979 the greatest harvest labor reduc-
tion occurred in the Coastal Plain of North Carolina—the most concen-
trated production region. Harvest labor use declined by 46 percent in this
region from 30.8 million to 16.7 million hours. . . . The number of harvest
workers may have declined from 139,000 to 75,000.

The smallest drop in harvest labor use between 1972 and 1979 was in the
Piedmont of North Carolina and Virginia where labor use declined by 16
percent. . . . Because of the rougher topography, operator units have ex-
panded less rapidly and mechanical harvesters have been adopted at a
slower rate in this region. Like the Coastal Plain, the Pee Dee-Lumber
River and Georgia experienced large reductions in harvest labor use.!?
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Table 6-8
Operators’ Tenure for Tobacco Quota, by Flue-Cured-Tobacco Size Group,
by Acres of Tobacco Grown (Study Area, 1979 and 1972)

Acres of tobacco grown

Less than 9.0- 20.0- 35.0 and
Tenure Year 9.0 19.9 34.9 over All
Percentage of farms
Own quota 1979 30 3 1 2 16
1972 27 6 2 16 19
Rent quota 1979 29 30 20 17 27
1972 27 26 20 4 25
Own and rent 1979 8 18 18 25 14
1972 10 15 12 21 12
Own and lease 1979 23 20 18 16 21
1972 21 17 7 4 19
Rent and lease 1979 4 9 14 6 7
1972 9 13 16 7 10
Own, rent, and lease 1979 6 20 29 34 15
1972 5 21 36 48 13
Other? 1979
1972 2 3 7 0 2
Total 100 100 100 100 100

Source: Verner Grise, ‘‘Flue-cured Tobacco Farming: Structural Characteristics, Labor Use,
and Mechanization,”” USDA.

3Any arrangement that consists of some managed allotment. Managed allotment was included
with owned or rented allotment in 1979.

Table 6-9
Flue-Cured-Tobacco Management Units
(individual quotas per farm)

Pee Dee-Lumber River, Coastal Plain, Piedmont
Year  North Carolina-South Carolina  North Carolina  North Carolina-Virginia  Georgia  All
1979 4.1 4.5 33 4.3 4.0
1972 34 2.6 2.5 35 3.2

Source: Verner Grise, ‘‘Flue-Cured Tobacco Farming: Structural Characteristics, Labor Use, and
Mechanization,”’ USDA.
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Table 6-10
Estimated Labor Inputs per Acre of Flue-Cured Tobacco
(man-hours)

1977

Operation 1956 Smalk Mediumb Large*
Plant bed 11.0 3.74 2.32 5.87
Land preparation 11.8 5.56 2.86 1.75
Pulling/transplanting 35.0 22.00 16.10 16.20
Growing after

transplanting 46.2 13.13 2.87 3.38
Harvesting and curing : 145.0 125.00 88.00 59.06
Preparation for market
Total 140.0 30.00 15.60 15.60
Assumed yield per acre 1,600.0 lbs. 2,100.00 1bs.

8Small farms—using hand-priming, typing machines, conventional barns, and small tractor
and tillage equipment, with 10 acres or less.

®Medium farms—using larger tillage equipment, harvesting via racking on priming aid, and
bulk barns, with around 25 acres.

“Large farms—using large tillage equipment, four-row transplanters, automatic harvester, and
bulk barns, with 40 acres or more.

Notes

1. Various systems for harvesting, preparing for curing, and curing
flue-cured tobacco exist. The USDA reports cited in note 2 list ten different
combinations, including several that could be called partially mechanized
systems. This chapter focuses on mechanical harvesters and bulk barns
because this combination has the most long-range impact on the tobacco-
farm structure in terms of size of farm unit and labor requirements.

2. The following three USDA reports are based on survey data in a
four-region area that produces about three-quarters of the nation’s flue-
cured tobacco. All numbers cited from these studies are based on surveys in
this region, not on the entire flue-cured growing area. Verner N. Grise et
al., “‘Structural Characteristics of Flue-Cured Tobacco Farms and Pros-
pects for Mechanization,”” Agricultural Economic Report 277 (Washing-
ton, D.C.: U.S. Department of Agriculture, Economic Research Service),
January 1975; Frederic L. Hoff et al., ‘‘Flue-Cured Tobacco Mechaniza-
tion and Labor: Impacts of Alternative Production Levels, Agricultural
Economic Report 368 (Washington, D.C.: U.S. Department of Agriculture,
Economic Research Service), April 1977; Verner N. Grise, ‘‘Flue-Cured
Tobacco Farming: Structural Characteristics, Labor Use, and Mechaniza-
tion,”” presented at the 29th Tobacco Workers Conference, Lexington, Ky.,
January 21, 1981, Economics and Statistics Service, USDA. The full report
on the 1979 survey data will be published in 1981.
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3. 1964 U.S. Census of Agriculture, vol. 2, chap. 4: Crops, ‘‘Hor-
ticultural Products, and Forest Products’’ (Washington, D.C.: U.S.
Department of Commerce, Bureau of the Census), pp. 418-419. The 1964
census only shows flue-cured tobacco specifically for North Carolina and
Virginia: 91,600 farms harvesting 460,700 acres for an average of 5.03
acres. If one adds farms and acreage for South Carolina, Georgia, and
Florida, the average drops to 4.77 acres per farm: 127,800 farms harvesting
610,300 acres. By 1969, the number grew to 8.67 acres per farm with 43,500
farms harvesting 377,400 acres of flue-cured tobacco. 1969 U.S. Census of
Agriculture, vol. 5 Special Reports, part 2: ‘“Tobacco’ (Washington, D.C.:
U.S. Department of Commerce, Bureau of the Census), p. XVII. The 1969
Census excluded all farms that had agricultural products with. less than
$2,500 in total value, so the average may be somewhat inflated. The tobacco
farms in the sample represent about 72 percent of all tobacco farms. States
specifically showing flue-cured tobacco are Alabama, Florida, Georgia,
Kentucky, Maryland, Nebraska, North Carolina, South Carolina, Ten-
nessee, Virginia, and Wisconsin. _

4. John Blackledge, Agriculture Division, Bureau of the Census, U.S.

.Department of Commerce. Telephone interviews by author, September 24
and October 1, 1980. The Census Bureau has not classified tobacco by types
since it went from a direct interview format to a mail-out/mail-back survey
method in 1969. One survey form is used for all states and allows some ad-
justment to individual states. To recontact people and classify tobacco by
types would be too costly for a large-scale operation like the U.S. Census.

5. Charles R. Pugh, ““The Structure of Flue-Cured Tobacco Farms,’’
prepared for the Senate Committee on Agriculture, Nutrition, and Family,
September 1979, pp. 3-4.

6. Rupert Watkins, extension specialist, North Carolina Agricultural
Extension Service, North Carolina State University at Raleigh, N.C.
Telephone interviews, September 15 and 22, 1980. Letter from Hugh C.
Kiger, executive vice-president, Tobacco Association of the United States,
October 8, 1980.

7. The figures for acreage allotment leased refer, at least for North
Carolina, to acres leased in. The number of acres leased out tends to be
larger than the number of acres leased in because of differing yields per
acre. I have chosen to use the figures for leasing in to err on the side of cau-
tion.

8. 1976 and 1979 Annual Reports/North Carolina,”’ (Washington,
D.C.: U.S. Department of Agriculture, Agricultural Stabilization and Con-
servation Service). '

9. Tobacco Situation, no. 169, October 1979, and no. 172, June 1980.

10. Tobacco Situation, no. 172, June 1980.
11. Grise, ‘‘Flue-Cured Tobacco Farming,”’ pp. 3-4.
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12. “Cost of Producing Farm Products in North Carolina,”” A.E. In-
formation Series 52 (Department of Agricultural Economics, North
Carolina State College), December 1956, ‘‘Planning for Profit-Field
Crops,”’ Circular 519, revised (North Carolina Agricultural Extension Ser-
vice), November 1977.

13. Grise, ‘‘Flue-Cured Tobacco Farming,”’ p. 7.



Resources on
Tobacco Production
and Marketing

Robert Dalton

U.S. Department of Agriculture

Although Congress provides statutory authority for the marketing quota and
price-support programs and sets the overall formula for determining the
average support price, the U.S. Department of Agriculture (USDA) ad-
ministers the tobacco program. Various divisions of the USDA determine
support rates for individual grades of tobacco, decide which grades will be
supported, define the standards for different grades of tobacco, loan funds to
the stabilization cooperatives, encourage export sales of tobacco leaf, con-
duct agricultural and market research, and gather and disseminate tobacco-
related information. The following divisions of the USDA are responsible for
aspects of the tobacco program (they also work with other commodities).
This overview was compiled at the end of 1980 and updated in summer 1981
to reflect the major changes effected by the Reagan administration
reorganization announced on June 17, 1981.

Office of the Secretary of Agriculture

Based on work done by the USDA divisions that are listed here, the
Secretary makes the final administrative decisions on most aspects of the
tobacco program, such as fixing grade standards, setting support prices,
determining marketing procedures, and establishing the annual quota. The
Secretary traditionally approves the recommendations of the Flue-Cured
Tobacco Advisory Committee (this committee was abolished by the Reagan
administration) regarding marketing procedures and schedules. The
Secretary also advises the President on all aspects of the tobacco program.

Agricultural Stabilization and Conservation Service (ASCS)

The ASCS has the main responsibility of implementing the tobacco pro-
gram. Through six hundred county offices, the ASCS issues marketing
Portions of “‘Industry Organizations,’’ the fourth section of this chapter, appeared in The Flue-
Cured Tobacco Farmer (November 1979) in another form. Permission granted by the publisher.

Susan Presti, a staff member at the North Carolina Center for Public Policy Research, and Robie
Patterson, a summer intern (1980) at the Center, contributed to this chapter.
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cards giving farmers the right to sell tobacco, provides notices of acreage
allotments and poundage quotas, mails out ballots for referenda, signs
growers up for the four-leaf program (see chapter 2), and documents lease-
and-transfer arrangements. The ASCS also has committees at the state,
district, county, and community levels that provide a grass-roots vehicle
through which farmers can let Washington know of their views. Reorganized
during the Carter administration, the ASCS has three main sections.

The Price Support and Loan Division decides, within the legally man-
dated price formula, which grades of tobacco will receive price support and
sets the price levels for the individual grades. These decisions are made only
after comments are received from growers, tobacco groups, farm organiza-
tions, stabilization cooperatives, and other interested parties.

The Producers’ Association Division deals directly with the stabilization
cooperatives and administers the loan agreements between them and the
USDA'’s Commodity Credit Corporation (CCC).

The Production Adjustment Division handles the routine details of the
tobacco program, dealing directly with individual growers and state and
county associations.

Agricultural Marketing Service (AMS): Tobacco Division

The AMS, also called the Grading Service, administers marketing-related
matters. Its most important duties are defining the standards for each grade
of tobacco and grading the tobacco at 155 market centers in accordance
with those grade standards. In these activities, the AMS must work closely
with the ASCS, which sets price-support levels for each grade. The AMS
also sets the sales schedules for different warehouses under the Flue-Cured
Grower Designation plan, whereby the grower designates in the spring the
warehouse he will use for selling his tobacco. The Market News Service of
the AMS provides daily market information, such as grades sold, quality,
prices, and sales volume, to growers, buyers, and other interested people.

The AMS Tobacco Division has two regional offices, one in Raleigh,
North Carolina, for flue-cured tobacco, and the other in Lexington, Ken-
tucky, for burley and most other types. Among other functions, the Raleigh
regional office does research for the Flue-Cured Tobacco Advisory Com-
mittee.

Commodity Credit Corporation

The key financial component in the price-support program, the CCC makes
nonrecourse loans to the stabilization cooperatives which in turn use the.
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funds to buy tobacco that is not sold for at least one cent per pound above
the support rate. The loans are repaid in future years as the loan stocks are
sold. To encourage foreign sales of American agricultural products, in-
cluding tobacco, the CCC’s Export Credit Sales program, begun in 1966,
finances sales by private exporters to overseas customers. The financing
generally runs from six to thirty-six months.

Foreign Agricultural Service (FAS):
Tobacco, Cotton, and Seeds Division

The FAS goal is to generate long-term demand for U.S. agricultural exports
in world markets, and the Tobacco, Cotton, and Seeds Division works to
maintain and increase tobacco exports. In its marketing function, this divi-
sion assists U.S. exporters, not financially, but by trying to insure market
access. For example, the division works with foreign government represen-
tatives, keeps abreast of tariff changes, engages in international negotia-
tions, develops new markets, and analyzes foreign economic trends in
supply, demand, and price. Agricultural attachés in more than a hundred
countries provide information to the FAS (and other USDA divisions).

In its market development, the division cooperates closely with such in-
dustry groups as the Leaf Tobacco Exporters Association, the Tobacco
Association of the United States, the Burley and Dark Leaf Tobacco Ex-
porters Association, and Tobacco Associates. Cooperative projects include
organizing trade teams and displays at international trade shows, and bring-
ing foreign buyers to the United States. However, funds for these projects
have been sharply cut over the years.

Economic Research Service (ERS)

The Economic Research Service engages in a variety of research projects
related to the tobacco industry, often cooperating with such agencies as the
Tobacco Division of the AMS and the U.S. Department of Labor. In recent
years, the ERS has published reports on supply and demand of tobacco,
mechanization and its impact, employment changes in the flue-cured belt,
free movement of allotments, and the importance of tobacco to the U.S.
economy. The ERS publishes a quarterly report, Tobacco Situation, and
the Farm Index Monthly.
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Statistical Reporting Service (SRS)

The Statistical Reporting Service collects data and conducts research, which
is supplied to the ERS.

Agricultural Cooperative Service (ACS)

The ACS specializes in various aspects of agricultural cooperatives (farms).
The service researches and analyzes cooperative-related data.

Science and Education

On June 17, 1981, the Science and Education Administration (SEA) was
reorganized into separate operations as listed below.

Agricultural Research Service (ARS), engages mainly in traditional
agricultural research, as well as in other areas such as cigarette design,
prevention of mold and insect damage to stored tobacco, and health-related
issues. ARS works in close cooperation with state agricultural research ef-
forts when possible. At Oxford, North Carolina, for example, ARS scien-
tists engage in production-methods research at a facility owned by the
North Carolina Department of Agriculture. Other sites of tobacco research
include Lexington, Kentucky (production, quality, harvesting methods),
Athens, Georgia (tobacco and health research), and Beltsville, Maryland
(chemical composition of tobacco, and health).

Cooperative State Research Service primarily provides funds for
research done by state personnel through grants to land-grant universities,
competitive-grant programs, and special-grant programs.

The National Agricultural Library and computerized data services pro-
vide technical information services.

Extension Services is probably one of the most widely known of USDA
functions. This educational operation is run in very close cooperation with
states and counties. In fact, the funding for Extension Services comes from
the USDA, states (through land-grant universities), and counties. Extension
agents in every tobacco-producing county, supported by extention
specialists at the land-grant universities, disseminate information and
research on production and marketing of tobacco.

The Science and Educational Management Staff conducts various agri-
cultural research programs and administers educational programs of impor-
tance to USDA.
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Miscellaneous

One other division of the USDA is occasionally involved with tobacco.

World Agricultural OQutiook Board (WAQOB) was established in 1977 by
the Secretary of Agriculture to improve the quality of USDA’s economic in-
telligence on the world agricultural situation, including tobacco. The key
function of the WAOB is to coordinate the USDA information-gathering
system with the data from the FAS, ERS, SRS, ACS, ASCS, and Office of
General Sales Manager of the CCC. The information provided to the
WAOB by these agencies forms the basis of the board’s estimates of crop
production worldwide, published in a monthly world crop production
report. The board also cooperates with the National Oceanic and At-
mospheric Administration (NOAA) on global weather forecasts and the
possible impact of climate on crop production.

North Carolina Department of Agriculture (NCDA)

The North Carolina Department of Agriculture has relatively little to do
with implementing the tobacco price-support program, since the program is
primarily a federal operation. While the NCDA concentrates on aiding the
state’s tobacco growers to raise a healthy and profitable crop, the state’s
programs inevitably involve the price-support program. The state works
with tobacco issues through the following offices.

Office of the Commissioner

The commissioner, who is popularly elected, serves as chief spokesman for
North Carolina agriculture, including tobacco. He is charged with carrying
out certain regulations which he delegates to the Tobacco Affairs Section,
and he advises the U.S. Secretary of Agriculture regarding the tobacco pro-
gram.

Tobacco Affairs Section of the Marketing Division,
Office of Agri-Business

The section chief reports to the commissioner on policy and program issues
and on political matters related to tobacco. This section collects market
data, publishes a monthly market bulletin, reports to the Department of
Revenue at the end of the market season, oversees warehouse fire insurance
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for tobacco on the floor, and supervises warehouse commissions and fees.
Through the commissioner, this office has input in the federal price-support
program. The input is informational and advisory regarding such matters as
the level of quota and the loan rates. The section chief served as a consul-
tant to the USDA’s Flue-Cured Tobacco Advisory Committee (existed 1967
to 1981), as did designated persons from the departments of agriculture in
the other flue-cured-tobacco states of Virginia, South Carolina, Georgia,
and Florida.

Division of Research Stations, Office of Agri-Business

The research arm of NCDA, it owns and operates fifteen research stations
across the state, six of which have projects on flue-cured tobacco and two of
which involve burley tobacco. These stations are also supported by the
North Carolina Agricultural Research Service (to be discussed shortly) and
Cooperative Research of the Science and Education Administration, USDA
(see figure 7-1). Current tobacco research, conducted by North Carolina
State University, includes programs on breeding, fertilization, chemical use,
weed control, seed-bed and field-preparation methods, irrigation, harvest-
ing methods, curing, and new types of machinery.

Market News Service of the Marketing Division,
Office of Agri-Business

The Market News Service has a parallel and cooperative function with the
USDA Market News Service. With relation to tobacco, during the selling
season, USDA Market News gathers daily information on volume sold,
prices, quality of leaf, and so on. The NCDA Market News Service then ac-
quires this information and releases it to North Carolina news outlets and
other interested people. The NCDA also provides funds to USDA Market
News.

Crop and Livestock Reporting Service (CLRS) of the
Marketing Division, Office of Agri-Business

In an information-gathering and dissemination function similar to that of
Market News, the CLRS issues official estimates of North Carolina
agricultural production. For tobacco, this includes acreage, yield, total pro-
duction, and cash receipts, by types of tobacco and by county. Throughout
the year, the CLRS uses a monthly mail survey of approximately 1,500
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farmers, it augments this with Market News data during the selling season;
and for the January and May reports, it uses USDA data from the
Agricultural Stabilization and Conservation Service. All CLRS reports are
sent to the USDA Crop Reporting Board, which issues a monthly crop
report to news media and interested persons.

Regulatory Functions

Several offices in the NCDA have regulatory operations that affect tobacco.
The Weights and Measures Section of the Consumer Standards Division of
the Office of Consumer Services checks scales at tobacco warehouses,
licenses public weightmasters, and checks installations of liquid propane gas
units used in bulk curing. The Pesticide Section of the Pest Control Division
and the Seed and Fertilizer Division (both of the Office of Consumer Ser-
vices) test and approve pesticides and new seeds and fertilizers, respectively.
The Agronomic Services Division of the Office of Agri-Business provides
soil testing and nematode analysis services.

North Carolina Land-Grant Universities

Both North Carolina State University (NCSU) at Raleigh and North
Carolina Agricultural and Technical State University (NCA&T) at Greens-
boro have land-grant status. (In most southern states, two universities—one
predominantly black and the other predominantly white—have had land-
grant status since the era of racially separate higher-education systems.) The
two programs are financially and administratively separate, but they do co
operate under one comprehensive research-program statement (see
figure 7-1).

Agricultural Research

The research arm of NCSU, North Carolina Agricultural Research Service
(NC-ARS), coordinates the bulk of agricultural research for the University
of North Carolina system. The NC-ARS, and its tobacco research in par-
ticular, are funded primarily by the state, by the Cooperative State Research
Service of the USDA, and by grants from the North Carolina Tobacco
Foundation and industry groups.

There are currently more than sixty tobacco projects, all which focus
on continued production of a high-quality leaf. The studies occur at the
NCSU campus in Raleigh and at eight of fifteen outlying research stations.
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There is no health research as such (see Division of Research Stations under
North Carolina Department of Agriculture). The NC-ARS works closely
with the NCDA, especially the Research Station Division, and with
Agricultural Research Service of the USDA, which has ongoing projects at
the Oxford, North Carolina research station. Also, USDA/ARS personnel
carry courtesy appointments to the NCSU faculty. The NC-ARS also works
cooperatively with corporations and other private entities.

Almost all of NCA&T’s agricultural research money comes from the
Cooperative State Research Service, and Agricultural Research Service,
USDA. Its one tobacco research project, conducted in cooperation with
NC-ARS, is a study of the nature of pesticide residues in soils, plants,
water, living organisms, and tobacco smoke. All NCA&T’s agricultural
research is currently taking place on the Greensboro campus.

Agricultural Extension Service

This is an education and information dissemination service. Until 1977,
NCA&T Extension was a satellite of NCSU Extention; since 1977, it has
had institutional autonomy and has received funds directly from the USDA
Extension Service.

NCSU’s extension program is funded by the USDA Extension Service,
by state funds through NCSU, and by county-appropriated funds. The Ex-
tension Service disseminates the latest production-technology information
to tobacco growers, communicates long-range market-demand informa-
tion, works with the agri-business industry that supplies tobacco growers,
and maintains a liaison with the tobacco manufacturers.

NCA&T’s extension program is supported primarily by the USDA and by
county appropriations. The state contributes to some employees’ retirement
and other benefits. NCA&T Extension has at least 1 employee in 37 counties,
including 23 agricultural technicians, who have direct contact with 30 to 50
farm families, mostly with small farms. There is also one agricultural coor-
dinator on campus who gives support to the technicians in the field.

North Carolina Tobacco Foundation

A fund-raising mechanism to support tobacco research and extension pro-
grams at North Carolina State University, this is one of thirteen such foun-
dations serviced by the NCSU Foundations and Development Office.
Formed in 1975, it is funded by tobacco growers, warehousemen, manufac-
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turers, and exporters. The foundation grants supplement state legislative
appropriations and federal money to support ongoing and special research
and extension projects. Annually, the School of Agriculture draws up a
budget for approval by the foundation’s board of directors.

Industry Organizations
Bright Belt Warehouse Association, Incorporated

This association was chartered June 6, 1945, to serve marketing needs in
North Carolina, Virginia, Georgia, and Florida. South Carolina has a
separate warehouse association, whose operation is similar to Bright Belt.
The corporation has six major objectives:

to promote a more orderly market for the auction sale of flue-cured
tobacco

to cooperate with the farmers and their organizations for continued fair
and equitable prices for tobacco

to encourage the exportation of tobacco and to work with farmers and
farm organizations to attain this goal

to cooperate with farmers in seeing that government authorities have
the facts they need to make appropriate decisions, orders, and enact-
ments that will help farmers receive a fair and equitable price for their
product

to bring about a better understanding among farmers, warehousemen,
tobacco companies, and dealers

to harmonize more completely the total tobacco industry with all others
interested in tobacco trade

To accomplish its purposes, Bright Belt has worked to keep a balanced
tobacco program with respect to supply and demand; advocated more
realistic identification and tariff structure for imported flue-cured leaf;
been instrumental in maintaining a realistic price-support program in rela-
tion to cost of production; and fully supported the campaign not to harvest
the bottom four leaves, realizing that to continue to market less competitive
primings poses a threat to the survival of stabilization.

The nonprofit corporation represents 374 flue-cured-tobacco
warehouse operators and is located in Raleigh, North Carolina (Post Office
Box 12004, Raleigh, North Carolina, 27605).
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Burley and Dark-Leaf Tobacco Export
Association, Incorporated

Composed of five tobacco-grower cooperatives and three dealer and ware-
house associations, this trade organization promotes the sale of burley,
Virginia sun-cured, and dark tobaccos in the overseas markets (1100 17th
Street Northwest, Suite 306, Washington, D.C., 20036).

Burley Auction Warehouse Association

This association governs sales and practices of warehousemen in Indiana,
Kentucky, Ohio, Missouri, West Virginia, Tennessee, North Carolina, and
Virginia (Post Office Box 670, Mount Sterling, Kentucky, 40353).

Burley Stabilization Corporation

This is a cooperative of approximately 140,000 burley tobacco growers sell-
ing on twenty-five markets of Tennessee, western North Carolina, and
Virginia, handling the price-support program on these markets (3919
Holston Drive, Northeast, Knoxville, Tennessee, 37914). '

Burley Tobacco Growers Cooperative Association

This cooperative of burley-tobacco farmers in Indiana, Kentucky,
Missouri, Ohio, and West Virginia administers the burley price-support
program (Post Office Box 860, Lexington, Kentucky, 40501).

Flue-Cured Tobacco Cooperative Stabilization Corporation

Often referred to as Stabilization or the Co-op, this association was
organized on June 1, 1946, under the Cooperative Marketing Act of North
Carolina and similar acts later passed in the major flue-cured-tobacco
states: Virginia, South Carolina, Georgia, and Florida. A cooperative
marketing association of flue-cured-tobacco growers, its purpose is to
stabilize the tobacco prices on the auction warehouse floor by administering
the mandatory federal price-support program for flue-cured tobacco.

Its board of directors consists of ten growers elected by the membership
and one appointed public director. Any flue-cured-tobacco grower is eligi-
ble for membership; he need only purchase a share of common stock for
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five dollars. Through its administration of the price-support program, the
Co-op assures growers a minimum price for their leaf grown within quota.

Stabilization enters into loan agreements with the Commodity Credit
Corporation, (pledging tobacco as collateral) and with industry firms, such
as auction warehouse operators, processors, and storers, for the receiving,
processing, and storing of the tobacco delivered by the growers to the Co-op.

Any tobacco on the auction floor that was eligible for price support but
failed to receive a bid in excess of the support price is turned over to
Stabilization. The Co-op has the leaf processed, packed, and stored until it
can be sold at an acceptable price.

When Stabilization sells some of its reserves, the money is used to repay
the CCC crop loans plus interest. At the end of each fiscal year, any funds
that remain in excess of the CCC repayments and other handling costs are
passed on in the form of dividends to Co-op members who placed tobacco
under loan during that crop year.

Stabilization offices are at 1304 Annapolis Drive (Post Office Box
12300), Raléigh, North Carolina, 27605.

Tobacco Associates, Incorporated (TA)

This is a nonprofit corporation organized in 1947 by tobacco growers with
the support of allied groups in the flue-cured tobacco-producing areas,
primarily to promote, develop, and expand export markets for U.S. flue-
cured leaf. In 1958, the purpose and responsibility were expanded to include
domestic promotion, and to represent the tobacco farmers’ interest in main-
taining and protecting the entire tobacco program. )

Tobacco Associates is governed by a twenty-five-member board of
directors elected annually from the five flue-cured tobacco-producing
states. Seventeen are farmers engaged in the production of flue-cured tobac-
co, representing farm organizations from Virginia, North Carolina, South
Carolina, Georgia, and Florida. Eight members represent warehousemen,
export dealers, merchants, bankers, and fertilizer manufacturers in the five-
state area.

All members provide financial support for Tobacco Associates: North
Carolina and South Carolina tobacco farmers vote in referendum to con-
tribute through an assessment program; Florida, Georgia, and Virginia
growers contribute through their respective state tobacco commissions;
warchousemen in all states contribute by collecting the assessments or state
excise taxes; and leaf export dealers, merchants, bankers, and fertilizer
manufacturers make supporting contributions.

Among continuing domestic activities of Tobacco Associates are efforts
to maintain and preserve the basic tobacco program; to coordinate state and
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national farm organizations’ fights against legislation that restricts smoking
or increases tobacco taxes; to educate the general public as to tobacco’s
overall economic impact, emphasizing tobacco’s unfair tax burden and its
surplus balance of trade. In addition, TA contributes to cancer research as
well as leaf-quality and advanced-technology research at various univer-
sities in the country.

On the foreign scene, TA promotes and advertises foreign cigarettes
containing U.S. flue-cured tobacco; works to establish new markets for
U.S. flue-cured exports; provides opportunities for officials of foreign
cigarette manufacturing companies to visit the United States to study our
system of marketing, quality of leaf, and procedures for purchasing U.S.
flue-cured leaf; and strongly opposes all tariff and nontariff barriers that
restrict U.S. tobacco sales abroad.

Tobacco Associates is located at Suite 912, 1101 17th Street Northwest,
Washington, D.C., 20036 and at Suite 102, 1306 Annapolis Drive, Raleigh,
North Carolina, 27605.

Tobacco Association of the United States (TAUS)

Founded in 1900 by tobacco firms and businesses providing marketing ser-
vices to tobacco firms, the TAUS is the oldest tobacco trade association. Its
objectives are to foster and promote the growth, sale, distribution,
manufacture, and consumption of American-grown tobacco in this country
and overseas.

The TAUS consists of more than sixty members engaged in tobacco
business and more than sixty associate members who provide various ser-
vices to the tobacco industry. The association is funded by these members
and associates. The TAUS cooperates with other trade associations,
growers, government, universities, and farm organizations in efforts to
resolve mutual problems and expand the consumption of American tobacco.

Leaf Tobacco Exporters Association (LTEA)

Working closely with the TAUS, even sharing the same executive office in
Raleigh, North Carolina (3716 National Drive, Suite 114, Raleigh, North
Carolina, 27612), and executive vice president, this association also works
to promote export, sale, distribution, and consumption of American-grown
leaf tobacco.

Founded in 1941 by firms primarily engaged in the leaf-tobacco-dealer
business, LTEA membership consists of forty-five export firms that fund
the activities and cooperative work with other trade associations, univer-
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sities, government, and farm organizations in efforts to protect and pro-
mote the market for American leaf tobacco.

Tobacco Growers’ Information Committee, Incorporated (TGIC)

This was established in 1958 to serve as spokesman for the entire tobacco in-
dustry—growers, warehousemen, domestic companies, and dealers of all
types of tobacco. Its purpose is to make available to the public and to the in-
dustry important information about the political, marketing, cultural, and
production activities of tobacco.

To accomplish this goal, the TGIC maintains a constant flow of infor-
mation to all segments of the industry and to the public through speeches,
personal contact, and all forms of media—radio, television, magazines, and
newspapers.

The TGIC is financed by a number of tobacco organizations, including
associations of growers, and by general agri-business groups. With the ex-
ception of closed business sessions, the annual meeting in October is open to
all persons interested in the tobacco industry. Corporate offices are located
in Raleigh, North Carolina (Post Office Box 12046, Cameron Village Sta-
tion, Raleigh, North Carolina, 27605).

Tobacco Institute

It was founded in 1958 by eleven U.S. tobacco-product manufacturers. This
nonprofit, noncommercial organization has two aims: to foster public
understanding of the smoking-and-health controversy, and to educate the
public about the historic role of tobacco and its place in the national
economy.

Policy direction is given to the Institute by a board of directors con-
sisting of executives from its member manufacturing companies. Its ac-
tivities are conducted by a professional staff whose members have
backgrounds in government, journalism, law, education, statistics,
agriculture, business, and other fields.

Four staff members travel nearly all the time, appearing on radio and
television talk shows, at conventions, at local civic clubs, anywhere they can
spread the word about tobacco. It is supported by the principal U.S.
tobacco manufacturers. Its offices are at 1875 I Street, Northwest,
Washington, D.C., 20006.

Tobacco Tax Council

Established in 1949, this council provides statistical and educational service
to anyone interested in taxation of tobacco products. Its purposes are:
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to secure and record information, data, and statistics concerning all
aspects of federal, state, and local excise taxes on tobacco and tobacco
products

to furnish that information to growers, processors, manufacturers,
wholesale distributors, retailers, public officials, and the general public

to conduct research studies in the field of excise taxes on tobacco or
tobacco products

to support equal treatment by all government agencies in relation to
tobacco taxation

to help assure, through government policy, that the tobacco industry
will not be subjected to disproportionate tax burdens compared to
other industries.

Executive and research departments are headquartered at 5407 Patter-
son Avenue (Post Office Box 8269), Richmond, Virginia, 23226.
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Vegetable and Fruit
Crops: Viable
Alternatives for
Tobacco Farmers

Frank Adams

Hundreds of North Carolina’s family farmers are quietly searching for
profitable alternatives to tobacco, a crop many of them learned about at the
knees of fathers or grandfathers, and a crop that is as much a way of life as
a source of income. That way of life and of producing income has changed
dramatically in recent decades. Tobacco operations have increased in size,
requiring large capital investments. Bulk-curing barns and mechanical
harvesters are transforming tobacco production from a labor-intensive to a
capital-intensive enterprise (see chapters 4 and 5 for a full discussion of this
transformation).

As a result, fewer farmers today can afford to grow tobacco than in
years past. In 1972, according to the U.S. Department of Agriculture
(USDA), there were about 40,500 flue-cured operations in the major grow-
ing regions of Virginia, North Carolina, South Carolina, and Georgia; by
1979, the number had fallen to 29,000, a 28 percent decline in seven years.!

The director of the North Carolina Agricultural Extension Service, T.C.
Blalock, sums it up: ‘‘Tobacco farmers are either going big and mechanized
or they are leasing {their allotments]. . . . Thousands of farmers who used
to be full time have now taken a job in industry.”’ This is especially true for
tobacco farmers who do not have the capital to invest in mechanized
systems, small allotment holders who can make more money leasing than
growing, and sharecroppers who have had the allotments they used to grow
leased away to large-scale operations.

A farmer with a small tobacco operation seems to have three options.
He can (1) continue to borrow money and invest in the tobacco operation,
hoping to be one of the shrinking number of survivors; (2) take an off-farm
job (and perhaps grow a little corn, hay, or other pasture crop part-time); or
(3) try to change to other crops and remain on the farm. This chapter ad-
dresses prospects and problems of the third option.

Tobacco farmers have grown accustomed to guaranteed market outlets
and sales price levels, both of which are assured through the federal support
system. Coping with new crop systems can be a difficult challenge for a
tobacco farmer, especially at the marketing end. ‘‘Yes, there are alternatives

Others who contributed to this chapter are Donna Dyer, a planner and economist; Mark
Harland, a marketing specialist; and Hope Shand, a community educator and researcher.
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to tobacco,’’ says J.E. Legate, dean of North Carolina State University’s
School of Agriculture. But he adds, ‘‘No other crop for which we have a
stable market can provide the per-acre return that is realized from tobacco’’
(emphasis added).

For those who determine agricultural policy in tobacco-belt states, the
quest for suitable substitutes to tobacco and a regular market for those
substitutes looms large in economic and political importance. Finding ways
to keep people on their farms and out of unemployment lines and cities
lowers the monetary and social costs of displacement. Keeping people on
farms relieves the pressure that industrial recruiters face to provide jobs in
rural areas for farmers forced off their land. Most important, alternative
crops and new market mechanisms can help farmers continue what they
want to do and know how to do: farm.

A Lack of Government Support

Displaced tobacco farmers cannot make a transition to soybeans, corn,
wheat, or some other grain. All these crops require large acreage units for
profit. In 1979, soybeans netted about $72 per acre in North Carolina;
wheat, $63; corn, $106; and even fresh market corn, $250 (table 8-1). Mean-
while, the state’s flue-cured tobacco crop brought about $1,200 profit per
acre.

Various fruit and vegetable crops, however, are viable alternatives for
tobacco farmers. Strawberries, for example, netted over $3,000 an acre in
North Carolina in 1979. Trellis tomatoes, peaches, and apples also topped
the per-acre return of flue-cured tobacco; blueberries, cucumbers, and
sweet potatoes were not far behind (see table 8-1). Moreover, all of these
crops can be grown on small acreage units, similar to the old-style, three-to-
five-acre tobacco farm.

To switch to these crops, tobacco farmers need a great deal of technical
advice and support. They face large, sometimes insurmountable hurdles.
Many of them have large investments in modern curing and harvesting
equipment, and some lack the practical skills needed for growing unfamiliar
crops. And the biggest constraint is the lack of a guaranteed market.

If strawberries, trellis tomatoes, apples, and other high-income-yielding
crops had guaranteed markets and sales prices, many now-reluctant farmers
might see their way clear to diversifying their operations into vegetables or
fruits. In a state like North Carolina, the agricultural support systems are
geared to those crops—like tobacco—where federal programs are already
functioning, rather than to crops for which backup systems have yet to be
developed. Research in Washington, D.C., and in field stations, farm
bulletins and surveys, and extension projects all have the funding and
momentum of the tobacco program behind them. Alternative crops do not
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Table 8-1
Ranking of Crops according to Net Return per Acre in North Carolina
Crops ) Net Return per Acre
1. Tomatoes (mountains; trellis) $3,454.46
2. Strawberries (fresh market) 3,008.00
3. Apples 1,974.65
4. Peaches (fresh market) 1,960.00
5. Strawberries (pick your own) . 1,278.00
6. Tobacco (flue cured) 1,198.02
7. Blueberries (fresh market) 1,142.37
8. Cucumbers (fresh market) 799.19
9. Watermelons 775.15
10. Sweet potatoes : 653.05
11. Okra (fresh market) 466.96
12. Cabbage 437.96
13. Summer squash (fresh market) 339.04
14. Snap beans (fresh market) 330.24
15. Pole beans 301.16
16. White potatoes 260.84
17. Sweet corn (fresh market) 249.89
18. Peanuts 223.18
19. Alfalfa hay 171.00
20. Tomatoes (processing; hand harvested) 157.42
21. Snap beans (processing) : 144.39
22. Cotton 130.44
23. Green pepper (fresh market) 125.00
24. Red clover/orchard grass hay 117.68
25. Okra (processing) 116.74
26. Cucumbers (processing) 107.41
27. Corn (no till) 106.34
28. Corn 101.71
29. Tall fescue hay 101.22
30. Wheat and soybeans double cropped 98.30
31. Grapes 97.52
32, Soybeans 72.45
33. Wheat 62.77
34. Milo 39.61
35. Barley 30.92
36. Oats , 0.51
37. Coastal bermuda hay —-98.50

Source: Crop budgets prepared by the Agricultural Extension Service at North Carolina State
University, updated with current market data in January 1980, by Mark Epp, coordinator of
training and research, Frank Porter Graham Center, Wadesboro, North Carolina.

receive the same research or attention from the governmental support
systems, such as the land-grant universities and the farmer loan agencies,
that tobacco gets.

The North Carolina Agricultural Extension Service, for example, has
assisted in seeking alternative crops for tobacco farmers in only isolated
instances. In the western counties, the Extension Service did assist in ex-
panding the trellis-tomato industry, which has helped some burley tobacco
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farmers. But it has not mounted any type of intensive effort to help tobacco
farmers throughout the state adapt their operations to other crops. Its
research efforts also have been limited. In 1978, when the governor’s office
expressed concern regarding possible modification or loss of the tobacco
program, the state extension office at North Carolina State University made
a study of alternative gross farm incomes that might be generated in case of
some catastrophic drop in tobacco income. The study put far greater hopes
in beef cattle, poultry, swine, dairying, and horticulture than in a minor
category called ‘‘agronomy’’ (new crops).2 And any initiatives toward find-
ing new ways to adapt tobacco farms to fruit and vegetable operations do
not appear likely. ‘“We have not done any overall study since that report,”’’
says Extension Director Blalock.

The experiences of Phil Wood, a tobacco farmer in Fuquay-Varina,
North Carolina, illustrate another limitation of government support for
alternatives to tobacco. In 1980, Wood grew fifty-five acres of flue-cured
tobacco, but even a farm that big was not enough. ““Expenses were so high
that I had to start borrowing for the winter,”” Wood says. *‘I just broke
even, didn’t make a thing.”” For the 1981 season, Wood wanted to grow
twenty acres of peppers and forty acres of cotton, but he ran into another
kind of money problem. Farmers borrow large sums each year to get their
crop in the ground, and Wood went to the usual lending source, Production
Credit Association. But Production Credit, which was willing to lend Wood
money to grow tobacco, would not take a risk on peppers or cotton. ‘‘I’m in
a trap right now,”” Wood said in January 1981, still deciding what to plant
in the spring. ‘‘Production Credit won’t loan me money so I can diversify
and Farmers Home [Association] won’t loan me any money unless Produc-
tion Credit refuses [to give] me [money].”’ Since Production Credit is will-
ing to loan Wood money for tobacco, he is stuck. ‘I can’t diversify now
because funds aren’t available to me.”’

How to Survive the Constraints to Switching

In Wadesboro, North Carolina, a private, nonprofit research farm is work-
ing to provide models for small farmers to continue living and working on
the land. A project of the forty-five-year-old National Sharecroppers Fund,
the Frank Porter Graham Center has been training small farmers and con-
ducting crop and livestock experimentation for almost ten years. The
bottom line for any commodity tested at the Graham Center is profits: the
central concern is what the net income yield per acre will be. The farm’s
staff also closely examine possible constraints farmers face in growing par-
ticular crops, especially on three-to-five-acre operations—the size of a small
tobacco farm. The Graham Center has found that most of the crops listed
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in table 8-1 can be grown profitably on a small farm operation. Moreover,
few carry with them technical or investment problems that cannot be over-
come. Some possible constraints and ways to overcome them are as follows.

Irrigation. Vegetables and berry crops require more water than to-
bacco, and irrigation would be necessary during especially dry years.
Graham Center staff member Mark Epp says the cost of an irrigation
system is not insurmountable to small farmers. An irrigation system for a ten-
to-fifteen acre vegetable operation can be installed for $10,000 to $15,000,
says Epp, by digging a pond on the farm. Also, the Farmers Home Ad-
ministration will loan money for irrigation systems. ‘‘Though it’s expen-
sive, it’s no more expensive than a lot of machinery and energy used in
grains and tobacco,”” Epp explains.

Start-up time. Farmers interested in orchards as a livelihood are often
deterred by the long wait for fruit trees to mature. Peach trees require a
three-year start-up time; apple trees need five years before producing the
first crop. The Graham Center suggests planting row crops, such as sweet
potatoes, sorghum cane, peanuts, or watermelons between the rows of
young trees while they are maturing, thus alleviating an income dormancy
during this period.

Machinery and labor. Many tobacco farmers have sizable investments in
curing barns and other equipment associated exclusively with tobacco, and
they naturally fear the loss of their investments if they switch to alternative
crops. In addition, one initial reason for purchasing tobacco-production
technology was probably the farmer’s difficulty in finding and affording
seasonal labor. So, another obstacle to growing crops other than tobacco is
the farmer’s fear of a renewed, increased need for hand labor.

Farmers who own one-row planting and tilling equipment require little
capital investment when starting alternative-crop farming, aside from ir-
rigation costs already mentioned. The tobacco transplanter can be used to
set out sweet potatoes or tomato plants, and bulk-curing barns might be
used for sweet-potato curing or peanut drying. Farmers might have to sell
their automatic tobacco harvesters since only one-row machinery transfers
to vegetable crops, but many smaller tobacco farmers have not yet invested
in that costly piece of machinery.

Labor used to produce flue-cured tobacco averaged about 172 hours per
acre in 1979, with more than two-thirds of that labor used to harvest and
prepare the tobacco for market, according to the USDA. Most crops
studied at the Graham Center to date require a similar amount of labor for
production and harvest. And, if some alternative crops do require more
hand labor than tobacco, the savings in capital costs and increasing fuel
bills may soften that particular blow.

Energy. Tobacco is an energy-intensive crop, particularly as the harvest
and curing becomes more mechanized. Flue-cured tobacco accounts for
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more than 60 percent of North Carolina’s energy uses in agriculture. Ap-
proximately 316 gallons of fuel are needed per acre, on the average.? Na-
tionally, tobacco grows on only 0.03 percent of the available cropland, but
consumes only 15 percent less energy than what is used to raise all the
vegetables in the United States. Many farm chemicals are oil based, and one
USDA study found a higher percentage of tobacco acres sprayed with insec-
ticides than any other major crop. Alternative crops tested at the Graham
Cénter pose no greater pest or disease threat than tobacco and historically
have required less fuel and oil-based chemicals.

Soil and climate. There is nothing unique about the soil that supports
the successful growth of tobacco. Tobacco can be raised on a great variety
of soils in all climates from southern Canada to tropical areas. Tobacco
production was frozen in its present location by the federal tobacco pro-
gram enacted in 1938 (see chapter 4 for a discussion of this ‘‘freezing”’).
Most crops tested at the Graham Center would grow well in all the major
tobacco belts.

In sum, then, other than the cost of irrigation for berries and some
vegetable crops, changing over to any of the alternatives as profitable as
tobacco does not present multiple hurdles. The crops would not require ad-
ditional machinery or labor; would probably use less fuel and pesticides;
and would not be adversely affected by the soil and climate conditions of the
region. But alternative crops grown widely would require a dependable and
accessible market, plus additional organizational means for distribution.

Marketing: The Biggest Deterrent

The key deterrent to tobacco farmers interested in growing alternative crops
is the lack of a stable market and distribution system. Only tobacco has a
guaranteed market. Warehouses are located in dozens of hamlets, and,
because of the support-price and quota system, tobacco prices do not fluc-
tuate according to supply and demand. Prices for most other crops do fluc-
tuate, rendering growers’ incomes uncertain from year to year.

It is ironic that North Carolina, with its bountiful fields and many miles
of as yet undeveloped land, imports more than three-fourths of the vegetables
its residents consume. In the central Piedmont alone, there are more than two
million consumers who, conceivably, could buy local produce if farmers
chose to grow it and if it were made accessible. But because of established
marketing and distribution systems, getting large quantities of locally grown
vegetables into consumers’ grocery bags is no easy enterprise.

If enough vegetable farmers pool their individual harvests into an ade-
quate quantity, it is possible to make the links to established bulk buyers—
jobbers, wholesalers, and processors—who sell in large population centers
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and through supermarket chains. One such cooperative effort under way
may handily serve Piedmont vegetable growers someday, and, if successful,
will serve as a much needed marketing model for farmers in other areas.

In the Piedmont, where small-size tobacco operations are steadily
dwindling in number, a group of farmers have been working to establish the
Piedmont Vegetable Marketing Cooperative, Incorporated. The co-op has
its roots among a small group of Chatham County farmers who quickly
discovered that a key step toward obtaining start-up capital from traditional
lending institutions is a USDA feasibility study. The USDA ascertains the
need for a marketing co-op, ensures that a sufficient number of farmers
wish to take part, and finds the probable buyers for the co-op’s supply of
produce. In 1978, the farmers wrote the USDA requesting a feasibility
study, which the USDA does for free. Two USDA agricultural economists
surveyed 131 farmers in 6 Piedmont counties to learn about their current
crop production and their interest in a vegetable co-op warehouse in their
area. During this time, the North Carolina Land Trustees, a nonprofit
group based in Durham, was providing technical assistance to the co-op and
holding meetings in the six counties to generate interest in the idea.

The economists found that 66 percent of those surveyed farmed full
time, raising tobacco, soybeans, hogs, beef, and vegetables. They planted a
total of 815 acres in vegetables, an average of about 6 acres each. See table
8-2 for a description of the types of vegetables grown and their yields.
Twenty-two farmers sold their vegetables on consignment, and four sold on
contract. Fifteen relied on door-to-door sales. The economists multiplied
the farmer’s reported yields by the 1978 North Carolina average seasonal
price and determined their total gross revenue was $858,857.97 (see table
8-2). Nearly all the 131 farmers told the economists that if a market were
established, they would be willing to expand their vegetable production.

The feasibility study sought to determine the demand for home-grown
produce, the prices farmers could expect, the location of the markets, and
any requisite quality standards. In gathering data, the USDA contacted
operators of packing sheds, wholesale shippers, processors, retailers, and
operators of a few consumer food cooperatives. Each was questioned about
grading and packing preferences, minimum volume requirements, contrac-
tual arrangements, and pricing patterns. The USDA report suggested three
marketing strategies for the Piedmont vegetable growers: (1) that the
farmers form a cooperative initially based on sweet potatoes, cucumbers,
and green peppers; (2) that the co-op find a warehouse where produce could
be assembled, cleaned, graded, and packed on a large-scale basis; and
(3) that the co-op hire a full-time manager.

With this blueprint in mind, the fledgling Piedmont co-op set out to
gather the membership and raise the equity necessary to lease warehouse -
space, to furnish it with loading docks and refrigerated storage, and to hire
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Table 8-2
Types of Vegetables Grown, Yield, and Prices Received for Growers
Surveyed

Yield Price

Acres per per Total Total

Crop Unit Harvested Acre Unit Yield Revenue
Cabbage Pounds 36.65 18,000 § .08 659,700  § 52,776.00
Cucumbers Bushels 155.40 188 3.07 29,215 89,690.64
Okra Pounds 15.20 9,800 .20 148,960 29,792.00
Peppers Bushels 57.50 338 6.09 19,435 118,359.15
Pole beans Bushels 29.90 225 6.00 6,728 40,365.00
Snap beans Pounds 37.15 3,000 .07 111,450 7,801.50
Summer squash Bushels 23.50 225 7.00 5,288 37,012.50
Sweet corn Crates 135.45 187 3.50 29,329 88,652.03
Sweet potatoes Bushels 86.20 337 3.50 29,049 101,672.90
White potatoes Pounds 25.30 15,000 11 379,500 41,745.00
Tomatoes Pounds 30.80 22,500 15 693,000 103,950.00
Watermelons Pounds 64.95 16,875 .04 1,096,031 43,841.25
Cantaloupes Pounds 68.80 6,000 .25 412,800 103,200.00

Total® 766.80 858,857.97

Source: Preliminary Report, U.S. Department of Agriculture Economics, Statistics, and
Cooperatives Service, Washington, D.C. 20250, ‘‘Vegetable Growers Cooperative, Piedmont
Area of North Carolina,”’ n.d.

2The figure for total acres harvested does not take into account that growers allocated 48.2
acres to the production of crops such as grapes, peas, collards, and so on. The total acreage of
all vegetables harvested thus becomes 815 acres.

a manager. On July 15, 1980, farmers from six Piedmont counties voted to
create a co-op for shipping green peas, cucumbers, summer squash, okra,
and sweet potatoes to local markets and to Washington and Baltimore. In
September, the co-op formally organized and incorporated itself with about
fifty members. Next came the critical step: generating the start-up capital.

To be a member, a farmer has to buy one share (thirty dollars) in the
co-op. The feasibility study indicated that at least 650 acres of produce were
needed as commitment from members before the co-op’s success could be
assured. Lending institutions look closely at the portion of start-up capital
invested by the co-op members. The co-op board decided that for the
project to be on solid footing, the members would have to contribute 30 to
50 percent of the start-up capital needed. Inflation, grant applications, and
other factors will affect the amount of the investment needed; the board
thinks each member may have to invest up to $300 per acre for each acre of
vegetables he plans to sell through the warehouse. If this equity could be
raised from members, the rest of the financing necessary—some $150,000 to
$200,000—could be secured more easily.

Farmers sometimes can get low-interest loans from Production Credit or
Farmers Home Administration for investing in a co-op, but many farmers,
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especially after a poor 1980 crop, have had difficulty making an invest-
ment commitment. Consequently, the co-op did not reach its goal of a
650-acre commitment from members in time for the 1981 season. “’It’s a
chicken and egg problem,” says Arnie Katz, a Land Trustees staff
member who works with the co-op. ““There’s no doubt several hundred
farmers would join in a year once they saw it going.”’ Katz has talked to
many tobacco farmers who either want to diversify or leave tobacco
altogether. An uncertain market is a severe initial deterrent. The Piedmont
co-op’s board of directors is continuing efforts to build interest—and
equity—in its venture, and is coordinating a smaller, pilot operation dur-
ing the 1981 marketing season.

Conclusion

These private endeavors to rearrange economic relations on a small scale
provide policymakers with valuable practical examples of how new
economic institutions can be forged for the benefit of family farmers. The
Graham Center’s work reaffirms the viability of small farms; the efforts of
farmers to establish their own marketing mechanism show that the will to
continue their traditional way of making a living is as strong as ever. The
problems enterprising small farmers face—and the farmers’ reluctance to
put their money and efforts into new ventures before they see some strong
assurance of success—should point the way toward redirected governmental
efforts, both in the administration of state-level agriculture programs and at
the land-grant university centers such as North Carolina State University.
Meaningful policies could result from public discussion about why family
farmers are searching for alternatives to tobacco. Solid research and
technical assistance are needed on ways to improve marketing and distribu-
tion systems for small farmers’ potentially valuable contribution: food
Crops.

For many years tobacco farmers generally had an edge over other kinds
of farmers because of their guaranteed market and support program. But
small operators lack the capital to keep up with intensive mechanization
trends. Tobacco farmers have to find new ways to survive on the land or
join the hundreds of thousands who must search for nonfarm employment.
Tobacco farmers who wish to grow alternative crops, such as vegetables,
have some advantages from the start: they can transfer much of their equip-
ment to the revamped operations; in most cases, they will save on energy
costs; they may receive even better profits from many of the alternative
crops; and they can stay on the farm. In marketing their produce, though,
they will need assistance, and that is the challenge that private and public in-
terests must meet, cooperatively.
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Notes

1. Verner N. Grise, ‘‘Flue-Cured Tobacco Farming: Structural
Characteristics, Labor Use, and Mechanization,’’ paper presented at the
29th Tobacco Workers Conference, Lexington, Ky., January 21, 1981,
Economics and Statistics Service, USDA.

2. Letter from T.C. Blalock, director of the Agricultural Extension
Service, to W.D. Lewis, agricultural policy advisor to North Carolina Gov-
ernor James Hunt, July 7, 1978. The pertinent parts of the letter follow:

In view of the apprehension from the Governor’s office regarding the
possible modification or loss of the tobacco support program, 1 have asked
our commodity-oriented departments to estimate the additional annual
gross cash farm income that might be generated through accelerated efforts
on the part of producers and processors working with the Agricultural Ex-
tension Service if a substantial drop in tobacco income were to occur. A
summary of these estimates is attached. . . . By commodity categories, our
estimates for increased annual gross farm income undér accelerated effort
look like this:

Present estimated Future estimated

annual gross annual gross
Commodity category farm income Sfarm income
Christmas trees $ 5,400,000 $ 21,000,000
Beef cattle 94,600,000 253,900,000
Horses 110,000,000 300,000,000
Dairying 171,130,000 214,378,932
Horticulture 246,200,000 432,900,000
Poultry 606,205,000 893,471,743
Swine ) 314,000,000 450,000,000
Agronomy (new crops) 671,000 2,240,000

Yield increases could result in even more dramatic income increases. . . .
These estimates are not considered additive because they were developed
independently and do not reflect competition for the same resources of
production. However, if all this expansion could occur under the most
favorable circumstances, even so we could not replace all the income nor-
mally resulting from tobacco production. This optimistic pattern of in-
creased production of alternatives to tobacco would require about as much
land as required for tobacco. Depending upon the degree of mechanization
adopted, the alternatives to tobacco could require almost as much labor as
for tobacco. Some of these categories would require substantial amounts of
investment capital.

3. 1979 Tobacco Information, North Carolina State University Exten-
sion Service, p. 62.

4, William Lockeretz, ed., Agriculture and Energy (New York:
Academic Press, 1977), p. 704.



Industrial Growth: An
Alternative for North
Carolina’s Tobacco
Farmers ‘

J. Barlow Herget

The middle-aged man squirms uncomfortably in his seat, explaining why he
wants a job in one of the new electronic industries that has located in the
Research Triangle area of North Carolina during the last three years. He
has the hands of a farmer and looks awkward in his three-piece knit suit. He
has applied for a computer operator’s job, a skill he acquired as a state
employee several years back. He is explaining a five-year gap in his work
record between 1972-1977. ““I decided to go back to farming,’’ he says. ‘I
farmed tobacco and some other crops. I didn’t have an allotment so I rented
about fifteen acres. I quit because I got tired of working for nothing.”’

This time it is the wife of a Johnston County, North Carolina, farmer.
Her husband tills fifty-five acres of tobacco, thirteen of which he owns. Her
name is Peggy Williams, age thirty-seven, neat and soft-spoken and mother
of three children. She now has a job as a traffic clerk with Data General
Corporation, a manufacturer of small computers that located research-and-
development and manufacturing operations in North Carolina during the
1970s. ““We had a bad year in 1979, and I had to go to work,’’ says Mrs.
Williams matter-of-factly. ‘I have worked part-time for the state at Motor
Vehicles during registration time and for Hudson Belk’s some. I have been
farming tobacco since I was a girl. I've seen it go from mule and plow to
automatic harvester and bulk barns. This is my first full-time job and it has
really helped out, especially the medical and dental insurance. It’s hard to
tell what our children will do. My daughter wants to farm, but she’s hoping
to get on over here [at Data General].”” Mrs. Williams pauses and then
shakes her head. ‘‘Farming is getting so there’s so much expense to it.”’

It doesn’t take a Ph.D. in history to know that the stories of the ex-
farmer and Mrs. Williams have been repeated time and again across North
Carolina and other southern states. Both people are part of the exodus from
farm to factory that has taken place in every agricultural region in the
country as one crop after another has become mechanized. And now, the
flight from farm to factory has become particularly apparent among to-
bacco growers.

In North Carolina, the small farm gave way to agri-business during the
1970s, and even tobacco, the last major cash crop still grown on small
farms, was affected by the shift. Recent figures for the declining tobacco-
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farmer population illustrate a trend that has been developing for a decade.
In 1978, only 52,000 people were growing tobacco in North Carolina out of
a total labor force of more than 2.6 million. In 1979, there were only
46,000, a 12 percent decline in 1 year. Where have these people gone?
Where can they find new jobs and incomes?

Scientific research may pinpoint the answer to the first question. A
careful observer would probably find that the stories of Mrs. Williams and
the ex-farmer reflect what has happened to most of those tobacco farmers
who are younger and continue to work. One study of two North Carolina
counties (see chapter 5), for instance, showed that of those allotment
holders who recently quit tobacco farming, 53 percent retired and 17 per-
cent either turned to other types of farming or remained housewives. The
remaining 30 percent, mostly those still of working age, found jobs in local
industries. Industrial expansion, then, offers an essential alternative for
those who now either cannot or will not continue to farm tobacco.

Attracting new industry to North Carolina was a major part of Gov-
ernor Jim Hunt’s first administration (1977-1981) and of his successful 1980
campaign for reelection. The present chief executive’s interest in in-
dustrialization has deep roots in North Carolina politics, going back at least
as far as the policies of Governor Luther Hodges (1954-1961). Almost every
governor since Hodges has worked hard at attracting new industry, and
Hodges’s salesmanship paid off. Perhaps the capstone of his effort was the
establishment of the Research Triangle Park between Raleigh, Durham,
and Chapel Hill as a center for high technology and research jobs. The park
has become a model for economic developers across the country and has
given the Triangle area the distinction of having the highest number of
Ph.D.s per capita in the nation.

Like Hodges, Hunt has been guided by two principal goals: first, to
diversify the state’s industrial base, long dominated by textiles, apparel, and
furniture; and, second, to attract new industries that would raise the state’s
low manufacturing wage. In addition to these traditional development ob-
jectives, Hunt has emphasized a third dimension: ‘‘balanced growth,” a
geographic distribution plan for new industrial expansion that encompasses
the preservation of the state’s dispersed population centers, and the
avoidance of the urban blight that has scarred some other fast-growth
regions. Thus, ‘‘balanced growth’’ has come to signify not only the familiar
effort to balance wages and industry sectors, but also the new effort to
maintain a geographic balance in industrialization.

Although these may sound like apple pie and motherhood policies, they
have proved politically volatile on more than one occasion. For example,
Hunt’s call to diversify the industrial base offended some supporters in the
textile and furniture business. The description of certain sectors of the state
as low-wage areas did not sit well with others. And some spokesmen for the
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state’s politically powerful larger cities saw an anti-urban bias in the call for
geographic balance in industrial growth.

Yet in 1977, when Hunt took office, the logic of these policies was per-
suasive. The ‘‘big three’’—textiles, apparel, and furniture, all of which are
low paying—still accounted for almost 56 percent of the state’s factory
jobs. Historically, this concentration has caused the state’s average in-
dustrial wage to remain at forty-ninth or fiftieth (alternating with
Mississippi) nationwide. (Standing alone, this statistic might be misleading.
It does not, for example, take into account the differences in cost of living
among states. But it nevertheless has remained a burr under the blanket of
successive administrations in Raleigh.)

Moreover, these industries are all tied to the consumer goods market
and thus often are vulnerable to boom and bust cycles. The state economy
had a habit of catching a cold when the national economy sneezed. In-
dustrial diversification was part of the cure for such violent economic
swings, particularly when a new industry involved research and technology.
At the same time, diversification was expected to boost the state’s low
average industrial wage and provide alternatives for workers turning from
the farm to the factory for a livelihood.

But just what kinds of jobs are becoming available to tobacco farmers?
How successful has industrial diversification been? What kinds of new jobs
has this new growth provided? Where have these jobs located, and why? Is
the credit due to political leadership, labor supply, good roads, adequate
water, sound business habits, low unionization rates, low construction
costs, or some other factors? (I recall one instance when an Exxon official
gave credit to a persistent wife of one of his vice presidents who was a
Tarheel—a native of North Carolina—and wanted to move home.) Has
there, indeed, been balanced growth in North Carolina? And what alter-
native does this growth offer to the state’s tobacco economy?

North Carolina, like most sunbelt states, benefited during the 1970s
from the general growth of the South. Population figures stabilized, but in
North Carolina, rose dramatically. By 1980, demographers were expecting
the state to surpass Massachusetts as the tenth largest in the union with
more than 5.6 million people. And this growth was not in the farm sectors.
‘“What used to be called Tobacco Road in some quarters is now hailed as
the dawning Sunbelt,”’ noted North Carolina Secretary of Commerce D.M.
(Lauch) Faircloth in an essay in The New York Times, January 1978.

In July 1980, the North Carolina Department of Commerce (DOC)
reported that during the 1970s more than $11 billion in investment capital
for new and expanding industry was committed in the state.! The number of
jobs projected to flow from this investment totaled 246,770. Although
many of these jobs remained in the labor-intensive ‘‘big three’’ industries,
the trend in capital investment appeared to be outside these traditional
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sectors. In 1970, companies in North Carolina that expanded their local
operations accounted for about 65 percent of the capital announced for the
state’s industrial projects; most of this expansion was in the traditional sec-
tors. In 1977, by contrast, more than 50 percent of the announced capital
investment for industrial projects was committed to new facilities (not ex-
pansion of existing physical plants), most of which came from newcomer
companies outside the ‘‘big three’’ sectors. In 1978, such new growth rose
to almost 75 percent of the announced capital investment; in 1979, it was 55
percent.?

Although this projected investment was made both by companies new
to North Carolina and by those already in the state, it was often for jobs in
high-paying sectors such as tobacco manufacturing or oil refining. In 1978,
for example, the year Philip Morris announced its decision to build a major
facility in Cabarrus County, tobacco manufacturing led the list of industrial
sectors in the amount of investment capital committed to North Carolina.
And in 1979, when a multimillion-dollar oil refinery was announced for
Brunswick County on the coast, petroleum interests projected the state’s
highest investment figures. (On May 14, 1981, the Brunswick Energy Com-
pany announced the cancellation of its plan to build the refinery due to in-
creased production costs, from $400 million in 1979 to $1 billion in 1981,
and a declining demand for petroleum products.) Jobs in both sectors pay
high wages. )

New jobs created by industrial growth tended to be in higher wage sec-
tors. The ‘‘big three’’ continued to account for large numbers of the new
jobs—in 1979, 35 percent of all jobs in new and expanded industry. But in
both 1978 and 1979, machinery manufacturers committed more new posi-
tions than any other sector. Electrical machinery, chemicals, transportation
equipment, tobacco, and fabricated-metals manufacturers also brought in
substantial numbers of new jobs.

These new corporate citizens were familiar to Fortune 500 readers:
IBM, Exxon, Philip Morris, Miller Brewing, Eaton, Clark Equipment,
General Electric, Squibb, Data General, and Crown Petroleum. A case
study could be made of growth in the Triangle area of Raleigh, Durham,
and Chapel Hill. Using the Research Triangle Park and the attractions of
Duke University, the University of North Carolina, and North Carolina
State University as lures, industry hunters brought a steady and diverse
group of new companies to the area. IBM located in the Triangle area in the
1960s and now has about four thousand employees there. Pharmaceutical
companies such as Burroughs-Wellcome, Bristol Myers, and Cutter Labo-
ratories have put operations nearby, and other medical-related businesses
such as Squibb and Ajinomoto of Japan have found a home near Raleigh.

The geographic-dispersion aspect of balanced growth has also had an
impact on recent industrialization in North Carolina. Historically, the cres-
cent stretching through the Piedmont—from Raleigh to Durham across
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Greensboro and Winston-Salem to Charlotte—has been a well-defined cor-
ridor for industrial growth. This strip remains the industrial heartland of
the state, but during the 1970s industries also invested in the smaller com-
munities outside this corridor. Although the largest share of investment
dollars went into the Piedmont, substantial investment also went into
eastern North Carolina counties—Brunswick, Columbus, Robeson, Nash,
Martin, Beaufort, Johnston, Wilson, Wayne, Lenoir, and Halifax—as well
as into the western counties of Buncombe, Burke, McDowell, and Ruther-
ford. Even in the Piedmont, development often occurred on the fringes of
urban concentrations rather than within metropolitan areas, which explains
why 70 percent of the announced industrial investments during the last
decade took place outside the state’s major cities.?

Thus, the state’s growth in recent years has been diverse and in in-
dustrial sectors that include high-paying companies, a type of growth that
offers alternatives to tobacco farmers. Although many of the Fortine 500
companies relocate professionals from other parts of the country—par-
ticularly such high-technology concerns as IBM, the new research facilities
often spawn manufacturing operations that draw on local workers. Data
General, for example, first located a research and development facility in
the Triangle area and then built a manufacturing operation in nearby
Johnston County, in the eastern part of the state still known to many as
“‘tobacco road.”’ Such facilities offer displaced tobacco farmers a place to
go as do traditional sector jobs. But the percentage of factory jobs in tex-
tiles, apparel, and furniture, although still substantial, has declined annu-
ally and now accounts for slightly more than 50 percent of the state’s in-
dustrial work force. .

The record, then, shows that industrial growth during the 1970s had the
effect of creating an alternative job market for tobacco growers at a time
when the farming of this important crop began to depend less on manpower
and more on machines. Whether the state’s policy to encourage industrial
growth represents a response to the displacement of tobacco farmers or
mere coincidence is difficult to know, especially in a state where support for
tobacco is vital politically as well as economically. North Carolina does
not—and perhaps should not—have a stated policy of converting tobacco
farms to factory sites. But in its search for balanced growth, the state has
promoted the location of new factories in rural counties with the clear inten-
tion of creating new jobs in areas previously dependent on tobacco farming
for economic survival.

Notes

1. North Carolina Department of Commerce (DOC), ‘‘Research Re-
port,”’ vol. 3, no. 2 (1980).
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2. North Carolina DOC, Annual Report for Economic Development,
1979.
3. North Carolina DOC, ‘‘Research Report,’”’ vol. 3, no. 2 (1980).



Tobacco for Protein:
A Revolutionary
Upheaval?

Bruce Siceloff

Biologists, nutritionists, and agricultural authorities are convinced that
tobacco can and eventually will be cultivated and marketed as a source of
protein. But until more agronomic and economic research is done, no one is
prepared to say how soon that will happen, or on how large a scale.

From the breeding laboratory to the field to the processing plant, to-
bacco grown for protein will be a new crop altogether—a distant cousin of
burley and flue-cured smoking leaf. If it is ever grown on a commercial
scale in North Carolina, even the most enthusiastic observers predict it will
be only as an alternative, coexisting with the traditional tobacco crops
rather than supplanting them.

Since the early 1970s, scientists in several laboratories—including the
U.S. Department of Agriculture (USDA) Tobacco Research Laboratory
near Oxford, North Carolina—have worked to find ways both to extract
protein from tobacco leaves and to utilize the tobacco pulp once the protein
has been removed. Begun in the aftermath of the 1964 surgeon general’s
report, the USDA research initially focused on developing a ‘‘safe’’
cigarette by removing the harmful components of the leaf. But the Oxford
scientists soon discovered that the process they had developed, called
homogenized leaf-curing, also was ideal for removing the high-quality pro-
tein that earlier researchers had found to be abundant in tobacco leaves. So
they shifted their interest to the nutritional prospects of tobacco.

A leading spokesman for the protein potential has been Dr. Donald W.
De Jong, who directed the USDA protein research until 1979, when he left
the Oxford laboratory for a private-industry research job. De Jong sees the
American research in this field in a global context. *“There’s a lot of interest
in tobacco protein overseas. Groups in France and Italy are now working on
it. They’re even shorter on protein than we are. It’ll take off eventually, I’'m
sure—perhaps when pressures [for protein] get a little tighter.”’

But De Jong also realizes that the new use of the product would have to
fit into the local agricultural economies. He doubts that the high-technology
feats of the protein-extraction plant will ever push flue-cured tobacco out of
the field it has dominated for a century. ‘‘I envision it as a dual system,’’ says
De Jong. ‘““You’d have farmers growing leaves pretty much the traditional
way, and you’d have another, parallel system that would put more emphasis
on protein production. Farmers could opt to go along with either one.”’
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State Officials Cautious

North Carolina officials agree with De Jong about the potential value of
tobacco for the nutritional needs of a hungry planet. ‘‘I am convinced, in
the long run, whether from tobacco or other sources, that leaf protein is go-
ing to become a diet source for animals and humans,’’ says Dr. Thurston
Mann, tobacco research chief for the North Carolina State University
(NCSU) Agricultural Research Service.

Even so, North Carolina farm leaders are not pushing for further study
that would answer crucial questions about its viability as a commercial
crop. They seem to fear some of the answers, already suggested by
preliminary study, that further research would likely reveal. In particular,
while discovering new protein uses for tobacco, scientists also may succeed
in developing a new, inexpensive form of smoking tobacco. Researchers are
confident that deproteinized tobacco—the green, mushy pulp that remains
after protein has been extracted from the leaves—can be processed into a
mild smoking leaf that could cut into the portion of flue-cured leaf blended
into every cigarette.

The flue-cured tobacco grown in five southeastern states, prized for its
high nicotine content and aroma, makes up about 45 percent of the tobacco
used in American-made cigarettes. Flue-cured tobacco’s share in the cigarette
blend has declined in recent years, because of the rise in cheap imports and
changes in cigarette manufacturing practices, and it could be expected to drop
even more with the introduction of an inexpensive filler tobacco.

USDA scientists now believe that tobacco grown almost anywhere—and
varieties exist from the equator to Siberia—can be deproteinized and then
processed into a mild, low-tar filler that is somewhat less flavorful than
flue-cured but also less costly to produce. If a satisfying tobacco aroma
could be developed in processing plants anywhere in the country, and if this
deproteinized leaf became acceptable to cigarette manufacturers on a wide
scale, it could threaten the Virginia-to-Florida flue-cured belt’s multibillion-
dollar monopoly on flavor.

‘It could cause a revolutionary upheaval in North Carolina,’’ says John
H. Cyrus, North Carolina Department of Agriculture tobacco affairs
chief. ‘I doubt you could prevent it from being grown all over the country.
That would mean the elimination of the [federal] tobacco program, the
tobacco auction system, and so on.”’

Although cautious about the protein potentials of tobacco, state of-
ficials also realize they cannot afford to ignore the implications of recent
research. ‘‘We’re looking into the feasibility of it. If it’s going to happen,
we want to be in on the ground floor,”’ Cyrus says. ‘‘Maybe we can get a
jump on the rest of the country. We don’t want to stand idly by and let
someone out in California take the rug from under us and run with it.”’
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In the summer of 1980, the North Carolina Farm Bureau, the largest
and most influential farm advocacy group in the state, quietly started a
protein-extraction pilot plant near Wilson, North Carolina. ‘‘We want to be as
sure as possible that this stuff does not become a direct competitor with
flue-cured tobacco,’’ says John W. Sledge, president of the North Carolina
Farm Bureau. Like Cyrus, Sledge seems to understand the importance of
being ‘“in on the ground floor.”’ But thus far, Farm Bureau officials have
refused to release details on their protein project, saying only thar they will
delay public discussion until they can report some results. A clue to the
direction of their efforts may lie in Sledge’s suggestion that deproteinized
tobacco be marketed as animal fodder or fuel for methanol production.

Their caution is not surprising, when one considers the many political
and economic threats to the existing tobacco-farm system and the fervor
with which state officials defend tobacco. But what if De Jong and other
researchers are right? What if tobacco could become a source of protein for
a hungry world?

Promises and Problems of Tobacco Protein

A high-quality protein called Fraction-I and other useful proteins are abun-
dant in the leaves of all green plants. In 1947, a team of California scientists
first identified the enzymatic reaction that isolates Fraction-I in tobacco.
Dr. Samuel G. Wildman, a recently retired biologist from the University of
California at Los Angeles (UCLA), was part of that team and has been a
pioneer in tobacco-protein research for the last three decades. Scientists
recently have learned to extract protein from a variety of plants including
alfalfa, spinach, cotton, rice, wheat, tomatoes, and corn. But only from
tobacco have they learned to extract Fraction-I easily and in an
unadulterated, crystalline form.

A single acre of tobacco grown for protein purposes, Wildman reports,
could yield:

1,188 pounds of insoluble proteins that could be added to bread and
other solid foods or used like soybean extracts

1,166 pounds of several water-soluble, tasteless, and odorless proteins
known collectively as Fraction-II, which could become an additive to
beverages, soups, and snack foods or could replace soybeans as a major
source of animal feed, thus freeing more soy protein for people of
developing nations

286 pounds of pure, crystalline Fraction-I protein, which far exceeds
soy protein in nutritional quality and has potential medical uses.
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Of the nine amino acids considered essential to the human diet, Fraction-
I has concentrations of eight that are equal to or greater than the minimum
set by the United Nations Food and Agricultural Organization. For all nine
amino acids, soy protein has less than half the levels of Fraction-1. In a test
to measure what is called the protein efficiency ratio, rats that were fed
Fraction-I gained 22 percent more weight in four weeks than did rats fed
milk protein, which was the yardstick for the test. And soy protein tested
about 20 percent below milk protein.

Although Fraction-I probably would be too expensive for ordinary food
use, its purity and high digestibility may give it valuable medical applica-
tions. Wildman believes, for example, that it could be added to the liquid
diets of patients with pancreatitis, gastrointestinal tumors, and other
diseases involving maldigestion and malabsorption. It might be fed to in-
fants who are allergic to cow’s milk and who cannot get human milk. And
patients with aggravated kidney disease, who must severely limit sodium
and potassium consumption and must undergo frequent hemodialysis to
wash these salts from their blood, might need dialysis less frequently if
mineral-free Fraction-I were made an important part of their diets.

To get such protein yields, farmers would grow and handle tobacco
more like a silage crop than like traditional smoking tobacco. They would
sow seeds directly into the field, up to 150,000 plants per acre, and harvest
the crop with a mower in about 6 weeks, when, according to Wildman, the
leaves of the 18- to 20-inch-tall plants have their peak protein content. The
cut plants would sprout new stalks and leaves, allowing up to six successive
harvests in a growing season of six to eight months. Wildman projects that a
single acre of such a ‘‘close-grown”’ crop could produce up to sixty-six tons
of tobacco per year. This harvest would measure 6.6 to 13.0 tons of dried
leaf, depending on moisture content, compared with a conventional dried-
leaf crop in North Carolina of about 1.0 ton. The 6.6 tons from a close-
grown crop would produce 2,640 pounds of protein—almost 4 times the
protein gained from 1 acre of soybeans, according to Wildman.

Tobacco growers would have to make a major adjustment in traditional
planting and harvesting methods for a close-grown crop. Flue-cured and
burley tobaccos are sown in seedbeds during winter and transplanted to the
field in the spring, about 6,000 seedlings per acre (in contrast to Wildman’s
150,000 seeds directly planted). Farmers harvest about four leaves per plant
each week, moving up the stalk as the leaves mature. Then the flue-cured is
scorched in a curing barn until it turns golden and sweet; burley is air-cured
in unheated barns.

Some agronomists doubt that Wildman’s projections for protein yields
could be realized in North Carolina. They point out that his estimates de-
pend on a growing season longer than the state’s average of five and one-
half months, and they warn that direct seeding of tobacco—as opposed to
the traditional transplanting—would bring new weed, disease, and pest
problems that would limit protein yields. Also, the widely used flue-cured
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and burley strains have been bred so that much of the leaf protein breaks
down quickly as the plant matures (protein is not desirable in cigarette
smoke because it burns poorly and has the bitter odor of burnt feathers).

But no plant has been more thoroughly studied and manipulated in the
breeding laboratory than tobacco, and protein researchers are confident
that plant geneticists can develop new strains that will produce more protein
and release it more readily than do the breeds that have been tested by
Wildman in California and De Jong in North Carolina. If the researchers
are right, Wildman’s projection of more than a ton of protein per acre
could prove to be low rather than high.

USDA researchers have paid attention to the concerns of farm leaders
that a market must be found for the tobacco pulp remaining after the pro-
tein extraction. At Oxford in the 1970s, De Jong developed a process called
homogenized leaf-curing (HLC) in his quest for a safer cigarette. In the
HLC process, immature, green leaves are washed, chopped, and ground
into a semi-liquid slurry that is pressed into a sheet with the juices squeezed
out of it. De Jong extracted leaf proteins from this liquid. Researchers hope
that by chemically manipulating the juices squeezed out of it, they can learn
to neutralize the tobacco components that turn into carcinogens in cigarette
smoke.

The deproteinized leaf comes out as a green mush that is dried and
pressed into sheets much like wood chips made into particle board. It is low
in tar and nicotine. It does not have a pleasant smell at first, but it acquires
one. ‘‘After three years on the shelf it has a good aroma and a nice color,”’
says Dr. T.C. Tso, a USDA researcher in Beltsville, Maryland.

De Jong believes deproteinized smoking tobacco could be produced
more cheaply than conventional leaf since the close-grown, multiple-harvest
method would produce greater yields per acre while requiring far less labor
since it could be mechanized from seed to processing plants. ‘“The tobacco
companies told us informally that they could use a material that was bland,
that had some nicotine in it, provided it did not have an objectionable odor
that had to be masked,”’ De Jong says. ‘“They could add the flavoring to
it—that would be no problem.”’

Developing deproteinized tobacco as a cigarette-filler product could be
the key to making the close-grown crop commercially viable. But North
Carolina tobacco leaders, viewing this possibility as too much of a threat to
current flue-cured and burley production, have instead advocated less
lucrative uses such as methanol production or animal fodder.

Further Research Needs
Tobacco protein could be used for food and medical purposes only after

years of testing by the U.S. Food and Drug Adrinistration (FDA) to ensure
safety. “We need to do a lot of research with the protein, to feed it to animals
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and even, down the road, feed it to humans,’’ says Dr. James F. Chaplin,
director of the USDA laboratory at Oxford. ‘‘[We need] to try to extract
protein on a commercial basis, on a large scale.”” More study is needed, too,
to find the best ways to grow and market this new crop and to perfect the
smoking quality of the deproteinized tobacco.

Work at Oxford, stalled for more than a year after De Jong’s departure
in 1979, cranked up again early in 1981 under his newly appointed suc-
cessor, Dr. Denise Blume. Blume said she was resuming study of protein ex-
traction and development of a ‘‘safer’’ cigarette, but that the Oxford
laboratory would need to find outside funding before it could set up a pilot
plant for protein extraction in summer 1981. USDA researchers hope fur-
ther study can improve the smoking quality of deproteinized leaf. Farm
leaders in North Carolina, however, do not seem to share their hope.

NCSU researchers, for example, who frequently work with Oxford
scientists, are waiting for Blume to take the lead in protein study. ‘‘Right
now, we’re committed to the continued production of a quality [traditional
tobacco] product as a smoking material,”’ says Mann, the NCSU tobacco
research chief. And, even in spring 1981, the North Carolina Farm Bureau
would make no comment about progress at its pilot extraction plant near
Wilson.

Echoing the concerns of Farm Bureau President Sledge, North Carolina
Department of Agriculture tobacco affairs chief Cyrus, and other farm
leaders who want to protect flue-cured tobacco’s dominant position in the
industry, Chaplin downplays De Jong and Tso’s insistence that deprotein-
ized leaf can be developed as a smoking material. ‘‘We want to develop pro-
tein use in a way that dovetails into the existing tobacco industry. We’ve
about come to the conclusion that it’s going to be really difficult to use
tobacco both for smoking and for protein,’”” Chaplin says. Chaplin’s
laboratory, occasionally threatened with termination of funding by the anti-
smoking lobby in Washington, owes its continued existence in part to the
good will of North Carolina’s congressional delegation, which tends to re-
spond on tobacco matters to such groups as the Farm Bureau.

Conclusion

Most tobacco policymakers, farm researchers, and farm leaders seem hesi-
tant to embrace the advantages that tobacco-for-protein may offer. The
long-term opportunities for the crop seem unlimited in a world already
scarred with famine. Yet no one is pursuing the research needs aggressively;
no one is advocating that North Carolina become a leader in experimenting
with this crop. With few exceptions, such as the UCLA findings and some
USDA work, research seems to be motivated by fear more than by a sense
of opportunity.



Tobacco for Protein 115

To the powerful anti-smoking lobby, protein offers an alternative for
tobacco that is unassailable. To champions of tobacco, protein extraction
could represent an important marketing option that complements—not
replaces—the existing tobacco crop. Farms could remain small: a single acre
could probably produce nearly four times as much protein as an acre of soy-
beans. And the federal tobacco program could probably be amended to ac-
commodate the tobacco-for-protein crop.

Research needs to be done, certainly, to ensure that this alternative is a
viable commercial enterprise. But what scientists have already demon-
strated—in the laboratory and in the field—should assure even poli-
cymakers with very different views that harvesting tobacco for protein
might well be an alternative for the flue-cured-tobacco farmer, an alter-
native as attractive to the most strident anti-smoking voices as it is to the
most provincial pro-tobacco spokesmen.
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World Leaf Sales
Expand—But U.S.
Share Shrinks



Tobacco’s Global
Economy: Is North
Carolina Losing?

Joseph A. Kinney

As the 1980s unfold, the world marketplace offers a myriad of challenges
and opportunities for the North Carolina tobacco farmer. At home, to-
bacco sales continue to erode, owing in part to declining per capita con-
sumption and in part to wider use of less expensive foreign tobaccos com-
bined with more efficient technologies used in manufacturing cigarettes.
Abroad, the prospects are mixed. The United States continues to lead the
world in leaf exports, and its total export sales (in all tobaccos) are increas-
ing, from 259,091 metric tons in 1975 to 358,000 metric tons in 1980 (for the
marketing year ending June 30, 1980). But as the world market grows, the
U.S. share of that market is decreasing, from as high as 61 percent in 1960
to 29 percent in 1979. Whether exports will continue to provide U.S. to-
bacco producers a source of market strength depends on a variety of
economic and political factors.

The Domestic Situation

Some review of the domestic situation is necessary in order to place the in-
ternational situation in its proper context. Per capita use of tobacco in the
United States has continued to slip by 1 or 2 percent per year. In 1979, the
average American smoked, chewed, or sniffed less tobacco than in any year
since 1898. From a high of 1.43 billion pounds in 1965, domestic tobacco
consumption dropped to an estimated 1.25 billion pounds in 1979. This
translates into a reduction of per capita cigarette consumption from 4,345
in 1963 to 3,967 in 1978.

Several interrelated factors have played important roles in the reduction
of demand from domestic sources for U.S. tobacco. A series of government
steps on the health front, most notably the 1964 surgeon general’s report on
smoking and health, helped prompt the. decline. Increased tobacco taxes
have also served to discourage consumption. Meanwhile, domestic cigarette
manufacturers have adopted technologies that reduce tobacco waste in the
manufacturing process. Likewise, the drive for low-tar, low-nicotine brands
has led to less tobacco being used in cigarettes. Finally, and perhaps most
significant, domestic manufacturers have increased the percentage of
foreign tobacco in U.S. cigarettes from 11 percent in 1965 to 30 percent in
1980.
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Tobacco: A World Economy

The United States has flourished in the world tobacco marketplace since the
colonial days. Our tobacco exports date back more than 350 years, to a
small farm in Jamestown, Virginia, owned by the legendary John Rolfe.
Virginia, Britain’s fifth attempt to establish a colony in the New World, was
close to failure. The first shipment of Rolfe’s tobacco, a few hundred
pounds, went to England in 1613. It was well received and the demand in-
creased. By 1617, exports totaled ten tons. By the close of the colonial era,
Virginia, Maryland, and the Carolinas were exporting 100 million pounds a
year, a small fraction of today’s exports but the principal export commodity
in those early days of the nation.

Today, tobacco is produced in at least a hundred countries and is im-
ported or produced by virtually every nation. China and the United States
are the dominant producing nations; China, however, is not a significant ex-
porter and is not expected to be for the remainder of this decade. India,
Brazil, Turkey, Japan, Bulgaria, South Korea, Canada, Greece, and Italy,
in addition to the tobacco giants of China and the United States, produced
at least 100,000 metric tons in 1978 (see table 11-1).

Only a small percentage of the tobacco that is produced actually enters
international markets. The United States still dominates world exports with
nearly three times the volume of runner-up Brazil. India, Bulgaria, Turkey,
Senegal, Greece, South Korea, and Italy follow in order of importance (see
table 11-2). This order is not likely to change in the early years of the 1980s.
In some cases, tobacco from a number of countries is exported to a central

Table 11-1
Major Tobacco-Producing Nations
(in metric tons)

1976 1977 1978
China? 980,000 975,000 975,000
United States 944,776 869,251 910,861
India 380,000 414,200 430,000
Brazil 253,024 310,000 329,000
Turkey 260,200 245,232 290,300
Japan 165,220 173,249 172,600
Bulgaria 145,000 118,000 170,000
South Korea 108,408 144,532 138,494
Canada 89,641 104,275 114,747
Greece 126,630 118,938 113,470
Italy 108,600 109,706 107,840

Source: U.S. Department of Agriculture.
Note: Table includes nations that produced 100,000 or more metric tons in 1978.
3Excludes Taiwan.
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Table 11-2
Major Tobacco (Unmanufactured) Exporting Nations
(in metric tons)

1975 1976 1977
United States 259,091 266,310 290,130
Brazil 101,196 106,648 108,111
India 78,203 79,600 75,000
Bulgaria 71,200 © 70,200 68,300
Turkey 65,639 75,153 61,835
Senegal 75,000 80,000 60,000
Greece 50,733 55,677 53,144
South Korea 44,258 42,133 48,549

Italy 58,860 53,598 40,536

Source: U.S. Department of Agriculture.
Note: Table includes nations that exported more than 40,000 metric tons in 1977.

point, blended, and then reexported. This phenomenon, long a practice in
countries such as the United Kingdom, is beginning to occur in the United
States, which may help the U.S. tobacco industry as world competition in-
creases.

China, Japan, and Canada are leading producers of tobacco but
relatively insignificant exporters. On the other hand, Senegal, an Africa na-
tion with large tobacco-producing potential, joins the ranks of the leading
exporters even though its output as yet is relatively small. Other African na-
tions, principally Zimbabwe (Rhodesia) and Malawi, are likely to follow
Senegal’s lead. Zimbabwe, a quality flue-cured producing nation restrained
for sixteen years by United Nations trade sanctions, will probably surpass
Senegal in 1980 exports, and could emerge as a world leader by the late
1980s. -

Clearly, these African nations, along with Thailand and some nations in
Latin America, are learning what the United States has long known—that
tobacco is a labor-intensive cash crop with significant foreign-exchange
earning potential. The international agencies charged with encouraging
economic development in financially weak countries have also realized the
value of tobacco to developing economies. The World Bank, for example,
has funded broad agricultural development schemes that included tobacco
for a number of countries, including Malawi.

Ironically, some of the leading producers are also leading importers, in-
cluding the United States, Japan, and Italy. This phenomenon is not unique
to tobacco; other commodities, particularly rice, follow the same pattern.
Japan, for example, exports low-quality rice but imports high-quality rice.
In India, the situation is just the opposite. The Indians export high-quality
rice to earn foreign exchange to buy lower-quality rice in large volumes
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for domestic consumption. Traditionally, U.S. tobacco manufacturers have
imported low-quality tobacco to use as a filler because it is much cheaper
than the lowest American grades. The U.S. exports have been primarily the
highest grades because the quality of the American leaf was not available in
necessary quantities in other countries.

Perhaps the dominant characteristic of leading importing nations is that
they are wealthy (see table 11-3). With the exception of the United States,
Japan, and Egypt, the primary importing nations are European. Worldwide
imports have been shifting gradually, away from the high-priced U.S.
tobacco to third-world-produced tobacco. The nine-member European
Economic Community (EEC) aided this trend by the Treaty of Rome in
1958, and further enhanced it in 1975 at the Lomé Convention by reducing
tariffs and other export barriers to developing nations.

The United States is losing some of its share of the world tobacco market
to other countries, but worldwide tobacco demand continues to ease up-
ward. Therefore, as total world exports of manufactured tobacco have con-
tinued to grow, so have total U.S. tobacco exports (see table 11-4). Since
1955, flue-cured exports have remained at approximately the same level and
burley exports have increased (see tables 11-5 and 11-6).

In the next decade, there will be some shifts in the location of tobacco
markets. The advanced, developed countries will likely see a plateau in their
imports and perhaps a slight decline. This leveling off of imports is pri-
marily a result of the reduced per capita cigarette consumption which ap-
pears to be stabilizing. The causes for this reduction are similar to the fac-
tors affecting the U.S. decline, which were discussed at the beginning of this
chapter. Meanwhile, consumption in the developing nations, which here-

Table 11-3
Major Tobacco (Unmanufactured) Importing Nations
(in metric tons)

1975 1976 1977
Federal Republic of Germany 179,046 167,256 171,902
United Kingdom 142,637 144,491 142,292
United States 172,889 158,352 139,048
Japan 95,989 94,193 85,980
Netherlands 65,800 57,400 62,000
Italy 58,860 53,598 40,536
Spain 36,885 38,522 40,463
Belgium, Luxembourg 39,426 41,387 39,285
France 74,887 83,000 39,135
Switzerland 27,435 26,176 30,867
Egypt 25,888 22,966 29,038

Source: U.S. Department of Agriculture.
Note: Table includes nations that imported more than 29,0600 metric tons in 1977.



Tobacco’s Global Economy 123

Table 11-4
Exports of Unmanufactured Tobacco (Flue-Cured and Burley)
_(in million pounds)

United States
Year World Total United States as Percentage of Total
1955-1959 730 441 60
1960-1964 846 439 52
1966 817 469 57
1967 847 473 56
1968 908 487 54
1969 972 482 50
1970 922 409 44
1971 959 378 39
1972 1,221 479 : 39
1973 1,298 477 37
1974 1,497 502 34
1975 1,430 453 32
1976 1,456 447 31
1977 1,520 491 32
1978 1,612 546 34
1979 1,619 453 28

Source: U.S. Department of Agriculture.

tofore has been minimal, is increasing at about 2 percent per year. And this
rise is expected to continue consonant with economic growth, increased ex-
posure to western culture (including cigarette advertising), and disinterest in
health-and-smoking regulations. Per capita consumption in most third-
world countries is very low, an estimated one cigarette per day. Hence, a
doubling to just two cigarettes per day could bring a dramatic increase in
demand for U.S. tobacco and for tobacco generally. If per capita consump-
tion worldwide approaches the U.S. level of almost eleven per day, the
world tobacco market will be booming indeed. The central question then
becomes: which countries’ tobacco will fill that market?

Zimbabwe: Tobacco Giant

Most tobacco experts believe that the outcome of the political changes in
Zimbabwe will have significant impact on the world marketplace for to-
bacco. In 1965, the year that Rhodesia declared independence from the
United Kingdom, it ranked second only to the United States in export of
tobacco. At that time, Rhodesia accounted for nearly one-third of free-
world flue-cured-tobacco exports, supplying tobacco to sixty-seven coun-
tries, often in direct competition with the United States. Rhodesia exported
120,000 tons of tobacco, the majority of which went to the United Kingdom
and West Germany.
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Table 11-5
Exports of Unmanufactured Tobacco, Flue-Cured
(in million pounds)

United States

Year World Total United States as Percentage of Total
Average:

1955-1959 683 413 60
1960-1964 772 397 52

1966 710 423 60

1967 750 427 57

1968 800 444 56

1969 845 430 51

1970 797 368 46

1971 831 342 4]

1972 1,046 425 41

1973 1,088 418 38

1974 1,232 441 36

1975 1,199 391 33

1976 1,198 379 32

1977 1,229 412 34

1978 1,299 455 35

1979 1,306 n 28

Source: U.S. Department of Agriculture.

But in 1966, responding to international protest over white-majority
rule, the United Nations (U.N.) imposed trade sanctions over Rhodesia,
which included an embargo on tobacco exports. As a consequence, tobacco
production in 1968 dropped to 60,000 tons from a record high of 138,000
tons in 1964,

U.N. sanctions did not totally stop Rhodesia from exporting, however.
The country gradually increased its production from the low levels in 1968
as buyers found ways of circumventing the sanctions, such as routing to-
bacco through South Africa. By 1976, production had climbed to an
estimated 85,000 tons, 95 percent of which found its way into the world
marketplace. Then, in 1979, when a new black-majority government took
control of the country (and changed its name to Zimbabwe), the tobacco
embargo was lifted. With an open export market available in 1980, tobacco
trade experts anticipated Zimbabwe production to increase rapidly.

The Rhodesia Tobacco Association has expressed some concern about
its ability to continue to increase tobacco production for two reasons. First,
a new draft procedure for the military has reduced the number of workers
available to harvest the tobacco crop. Second, the rail and road system out
of the landlocked country has not been stabilized. But there appears to be a
reasonably smooth transition of governments with minimal political and
economic disruption. Furthermore, the new government has announced
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Table 11-6
Exports of Unmanufactured Tobacco, Burley
(in million pounds)

United States

Year World Total United States as Percentage of Total
Average:

1955-1959 47 28 60
1960-1964 74 42 57
1966 107 46 43
1967 97 46 47
1968 108 43 40
1969 127 52 41
1970 125 41 33
1971 128 36 28
1972 175 54 31
1973 210 59 28
1974 265 61 - 23
1975 231 62 27
1976 258 68 26
1977 291 79 29
1978 313 91 29
1979 3 82 26

Source: U.S. Department of Agriculture.

that it would make available some $30 million to purchase and hold middle
grades out of the market for up to two years—a financial boost to pro-
ducers. Unless there are unforeseen changes, tobacco production could
reach 180,000 tons within five years, with exports exceeding 160,000 tons.

Unquestionably, tobacco represents a commodity with a high cash
return. Zimbabwe leaf is currently considered second in quality only to that
of the United States, yet it is roughly half the price of American tobacco. By
the late 1980s, Zimbabwe could be challenging the United States for the
world’s leading export position.

The Role of the Federal Government

Historically, the U.S. government has supported tobacco export interests in
a number of ways: providing market information, sponsoring market
development efforts, negotiating favorable tariff and trade agreements, and
financing loan and credit programs. For a variety of reasons, including the
growing power of anti-tobacco forces, policies supporting exports have
begun to shift. Nonetheless, the federal government remains a positive force
for tobacco exports to both developed and developing countries.

The U.S. government provides the best market information in the
world, a valuable tool for tobacco exporters. But its market development
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programs have been greatly reduced. In the early 1960s, the United States
provided nearly a million dollars annually for market development efforts.
But after the 1964 surgeon general’s report, spending slowed to a trickle.
The current effort, funded at only $20,000 to $30,000 a year, supports
American trade teams going abroad and potential importers coming to the
United States.

In 1978, the federal government won some hard-fought concessions for
tobacco during the Multi-Lateral Trade Negotiations (MTN), especially the
agreement by the EEC to reduce its duty on U.S. tobacco by one-third.
Thus, U.S. tobacco bound for the European market will be priced more
competitively with other exporters. Although this agreement will not lead to
a sharp increase in U.S. exports, it will slow the constant erosion of the U.S.
share of the European market. Some experts believe that the gain could be
worth $200 to $300 million a year to tobacco export earnings.

The government continues to finance tobacco exports under direct-
lending and credit-guarantee programs, but to a much lesser degree than in
the past. The most important example of lessening federal support is the
reduction of tobacco exports under the Public Law (PL) 83-480 ‘‘Food for
Peace’’ program. In 1954, Congress passed the PL 83-480 program to help
poor nations receive U.S. food and to bolster the foreign exchange position
of developing countries by allowing the importing country to purchase an
American product with its own currency through favorable repayment
terms (twenty to forty years, at low interest rates) rather than with dollars.
(In recent years, though, repayment has been required in dollars.) Tobacco
was included in this program to encourage other U.S. farm products
““market entry’’ into the developing countries. Tobacco exports under PL
83-480 were as high as $62 million as recently as fiscal year 1978, despite
several efforts made in Congress to exclude tobacco from the program.
Finally, in 1978, Congress mandated that food commodities be accorded
highest priority under PL 83-480. As a consequence, very little tobacco in
recent years has been shipped under this program.

The Price-Support Program

It is difficult to ascertain the role of the price-support program in U.S.
tobacco exports. To the extent that the program has caused prices to rise
above the market price, it has discouraged growth for exports. As table 11-4
shows, the United States has experienced an overall increase in exports
along with a steady decline in market share. But most experts do not believe
that the United States could ‘‘buy back’ any significant portion of its
historical share of the market by lowering support levels.

Today, U.S. tobacco is the highest priced leaf on the world market. In
1975, the average import prices in the United Kingdom were (per kilogram):
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United States, $3.55; Malawi, $2.47; and Tanzania, $2.49. But U.S. to-
bacco prices were highest in 1965 as well on the same market: United States,
$2.27; Malawi, $1.26; Rhodesia, $1.26; and Tanzania, $.99. And during
this decade, tobacco exports have not declined significantly (although im-
port levels have been erratic). Clearly, price relationships between the
United States and other principal exporting nations have remained rela-
tively the same. Given this situation, it is safe to say that importers would
have shifted to less expensive markets earlier if price were the sole con-
sideration. The fact is, price is merely one of the factors in a decision to im-
port. The primary consideration is leaf quality, but security of supply,
packaging, shipping, amount of chemical in the leaf [West Germany has
strongly urged U.S. growers to use less MH (maleic hydrazide)—a sucker-
control agent—by threatening not to buy American leaf with high MH
residue], blending practices, and other factors are also important to many
importing countries.

It is reasonably clear that the United States would not make sharp gains
in the world market by lowering price through a change in the support pro-
gram. Major adjustments in the price-support program would likely only
reduce the number of farmers in states like North Carolina, with only
marginal impact on the supply and export volume. This is true not only
because of relative price relationships, but also because the fixed cost of
producing tobacco is higher for the United States than for our principal ex-
porters.

Health

As a result of the 1964 surgeon general’s report, concerns about the rela-
tionship of tobacco to health have caused per capita consumption of to-
bacco to decrease, first in the United States and now in many countries,
especially in Europe and Japan. Most developed nations have adopted anti-
smoking health programs and have tried to discourage consumption by in-
creasing taxes, restraining advertising, and limiting locations where con-
sumers can smoke. (See chapter 27 for a table on smoking regulation in
thirty-two countries.)

It is generally agreed that by 1980 most adults in developed countries
had heard evidence concerning smoking and health. Experts believe that
persons have reacted in varying degrees, depending on what kind of smoker
they are: marginal, experimenter, or hard-core. The marginals probably
have already quit because of health concerns and the increased cost of ciga-
rettes. Experimenters are new to smoking and have not yet developed a pro-
longed habit. Teenagers are the main experimenters in developed countries;
women might also be considered experimenters, especially in the United
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States. Cigarette manufacturers have made a concerted effort to produce
brands with lower tar and nicotine levels. These brands might offer a long-
term option to experimenters unless studies on the so-called less hazardous
cigarette show significant health dangers. (See chapter 22 for a discussion of
less hazardous cigarettes.) Finally, the hard-core smoker is not likely to
cease his or her habit unless even more significant evidence about smoking
and health is produced. Even then, hard-core smokers might turn to low-tar
brands.

The evidence seems to indicate that per capita consumption is leveling in
developed countries. The marginals have already quit. The hard-cores have
not been affected by health concerns or have shifted to a lower-tar brand.
And, as experimenters continue to join the smoking population, an increas-
ing percentage of them may remain smokers if there is a low-tar option. The
health studies have had all the impact they are going to have in developed
countries.

At the same time, evidence indicates that people in developing countries
do not associate smoking with health problems. This is true even in health-
conscious China, where cigarettes have become a major status symbol. Few
developing countries are likely to begin significant anti-smoking campaigns
in the near future. Decision makers in developing nations simply have more
pressing problems. Moreover, health officials in developing nations who en-
courage such campaigns have been viewed as ethnocentric and paternalistic.
Consumption of tobacco, then, is likely to increase in developing countries,
even if exposure to health studies expands.

Hence, it seems safe to conclude that tobacco exports from North
Carolina and the United States are not likely to be further reduced by health
concerns. If dramatic new evidence concerning the link between smoking
and health does emerge, accompanied by wide publicity, then exports could
be affected.

Conclusion

Is the United States losing its share of the world tobacco marketplace?
From controlling 61 percent of the world’s exports in 1960, the United
States now has only 29 percent of the market. Nonetheless, the aggregate
amount of tobacco that the United States, and hence North Carolina, is
sending to the world marketplace continues to increase. This has occurred
basically because the driving forces of demand—population and af-
fluence—are on the increase, especially in the developing countries. Because
many nations are devoting more acres to tobacco production, and are in-
creasing yields, the United States faces much stronger worldwide competi-
tion than ever before. But since the pie is getting steadily larger, the United
States manages to continue increasing total tobacco exports (see table 1 1-4).
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In addition, the demand for U.S. tobacco is reasonably price inelastic.
That is, importers purchase U.S. tobacco with only marginal regard for
price. They come to the United States for superior-quality leaf, packaging,
security of supply, and stable transportation, all of which are unlikely to
change in the near future. Also, the impact of health issues may have leveled
off in developed countries and is unlikely to be a force any time soon in
developing nations. If gradual growth in the world economy continues,
there is sufficient reason to believe that the United States will remain in its
dominant role as the world’s leading tobacco exporter at least for the re-
mainder of this decade.



Open Trade and
Modernized Tobacco
Program: The Keys to
an Expanded U.S. Flue-
Cured World Market

Hugh C. Kiger

International trade is vital to the U.S. tobacco economy. The United States
is at once the world’s largest exporter and third largest importer of tobacco.
In 1979, U.S. tobacco and tobacco products exported totaled $2.15 billion,
and U.S. duty-paid imports of leaf and products amounted to $463.4
million—a favorable difference of $1.69 billion.

The 1979 figures indicate a healthy balance of trade for U.S. tobacco,
but recent trends suggest a diminishing world position and the possibility of
a less prosperous future. In the last five years, imports of flue-cured and
burley tobacco have increased sharply. These imports have begun to sup-
plant the use of U.S.-grown tobacco by domestic buyers and thus have in-
creased the share of American leaf that must be exported. In 1979, more
than 50 percent of the U.S. flue-cured crop was exported in the form of leaf
and manufactured products.

The decreasing domestic use of U.S. flue-cured tobacco makes an ex-
panding world market even more important now than in the past, for the
U.S. share of world tobacco trade is also declining sharply. From 1966 to
1979, the U.S. share of world trade in flue-cured tobacco fell from 60 per-
cent to about 28 percent. During that same thirteen-year period, flue-cured
exports by competing countries tripled. Moreover, the United States
Department of Agriculture (USDA) recently projected further declines in
the U.S. share of world production and exports—assuming that the pres-
ent tobacco program and policies continue without change (see figure
12-1).

In order to help increase the volume of U.S. flue-cured exports and the
U.S. share of world flue-cured tobacco trade, U.S. tobacco exporters feel
that two types of changes need to be made in the country’s tobacco program
and policies: (1) the tobacco program needs to be modified to make U.S.
flue-cured prices more competitive on the world market; and (2) freer trade
must be encouraged to ensure that the United States gains a more substan-
tial share of the world market so that tobacco exports will continue to con-
tribute to a favorable balance of payments. The exports market provides the
United States the best potential for increasing production and income from
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tobacco. Any future increase in U.S. flue-cured production will depend on
the ability of the United States to expand foreign sales of leaf and products.

Domestic Background

In the last twenty years, the U.S. tobacco economy has grown more depen-
dent on exports than ever before. A wide range of factors is responsible for
this, including a leveling off in U.S. cigarette consumption, a shift to lower
tar and nicotine cigarettes (which use less tobacco), a disparity in price be-
tween American and foreign leaf, and higher U.S!. taxes on cigarettes.
From 1973 to 1979, domestic use of U.S. flue-cured leaf dropped from
703 million pounds to 563 million pounds—a decline of 140 million pounds
in just six years (see table 12-1). Twenty years ago, U.S. flue-cured leaf ac-
counted for more than half the content of U.S. cigarettes, but by 1979 that
portion had dropped to 38.6 percent. And during the same period, the por-
tion of the average American cigarette made up of imported leaf increased
from 10.2 to 27.2 percent (see table 12-2). In the past, American cigarette
companies imported primarily oriental tobacco, a type of leaf not grown in
the United States. But large quantities of flue-cured and burley have also
been imported in recent years, mostly because of price. In 1979, for ex-
ample, when U.S. flue-cured exports were valued at about $2.30 per pound,

Table 12-1
Production and Disappearance of Flue-Cured Tobacco, 1973-1979
(millions of pounds)

Disappearance
(Tobacco Used)®

Marketing

Year Production® Total® Domestic Exports
1973 1,159 1,301 703 598
1974 1,245 1,200 652 548
1975 1,415 1,193 671 522
1976 1,316 1,148 634 514
1977 1,124 1,147 608 539
1978 1,204 1,185 584 599
1979 974 1,084 563 520

Note: Figures are based on farm sales weight, which is about 10 percent above dry weight nor-
mally reported in trade statistics.

2Data in this column represent sales on the auction floor. Source: ESCS and FAS, USDA.
bThe difference in production and total disappearance data from year to year is because: (1)
much U.S. tobacco is not exported during the year it is produced; and (2) U.S. manufacturers
normally age tobacco two years or more prior to use in cigarettes.

‘Figures have been rounded off, so the sum of ‘‘domestic’’ and ‘‘exports’’ columns may not
equal the amount in the ‘‘total’’ column.
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Table 12-2
Estimated Leaf Used for United States Cigarettes by Kinds of Tobacco,
1950-1979

. Unstemmed (Processing Weight)
Year Flue-Cured Burley Maryland Imported Total

(millions of pounds)

Average:

1950-1954 651 373 22 73 1,119
1955-1959 622 371 19 92 1,104
1960-1964 661 404 16 123 1,204
1965-1969 594 426 21 150 1,191
1970 548 400 27 163 1,138
1971 532 386 24 165 1,107
1972 555 411 16 193 1,175
1973 588 433 14 196 1,231
1974 558 418 13 213 1,202
1975 548 420 25 231 1,224
1976 566 421 22 237 1,246
1977 525 405 16 242 1,188
1978 514 410 19 284 1,227
1979 : 494 416 22 348 1,280
{percentage)

Average:

1950-1954 58.2 33.3 2.0 6.5 100.0
1955-1959 56.3 33.6 1.7 8.3 100.0
1960-1964 54.9 33.6 1.3 10.2 100.0
1965-1969 49.9 35.8 1.8 12.6 100.0
1970 48.2 35.1 24 14.3 100.0
1971 . 48.1 34.8 2.2 14.9 100.0
1972 47.2 35.0 1.4 16.4 100.0
1973 47.8 35.2 1.1 15.9 100.0
1974 ) 46.5 34.8 1.0 17.7 100.0
1975 4.8 34.3 2.0 18.9 100.0
1976 45.4 33.8 1.8 19.0 100.0
1977 4.1 34.2 1.3 20.4 100.0
19782 42.0 334 1.5 23.1 100.0
1979 38.6 32.5 1.7 27.2 100.0

Source: Tobacco Situation, September 1980, USDA.
3Subject to revision.

imported flue-cured tobacco averaged about 90 cents per pound. Even after
U.S. import duties, the foreign flue-cured leaf cost manufacturers substan-
tially less than comparable-quality U.S. flue-cured leaf (see figure 12-2).
While U.S. leaf used in American cigarettes declined, some 60 million
pounds of U.S. flue-cured leaf moved overseas in the form of exported
cigarettes. If this amount is subtracted from the total domestic use (563
million pounds), it shows that only 503 million pounds of U.S. flue-cured
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tobacco were consumed by smokers in the United States in 1979, an 18 per-
cent decline in only five years.

According to most estimates, U.S. cigarette consumptlon will remain
stable or decline slightly during the next several years. Unless there are
changes in the tobacco program, it appears that the share of U.S. flue-cured
leaf used in U.S. cigarettes will continue to decline in the period ahead.

Farm-Program Problems

Many of the problems of the U.S. flue-cured-tobacco program are related
to production and marketing issues (see part I of this book). The program
as now operated has had some adverse impact on production, marketing,
trade, and the United States’ ability to compete with foreign-grown to-
bacco, especially lower-quality tobacco.

The United States has not shared in the growing world market for flue-
cured tobacco. Since 1960, world flue-cured production outside this country
increased by about 2.3 billion pounds. But during this time, U.S. produc-
tion decreased 250 million pounds, from 1.2 billion to 950 million.
Moreover, competitive suppliers have produced tobacco at a faster rate
than the world increase. Brazil, for example, increased production by 98.3
percent from the 1972-1976 period to 1979. During the same span, U.S. pro-
duction decreased 22 percent (see table 12-3).

Table 12-3
Flue-Cured Tobacco: World Production in Selected Countries, 1972-1979
(in thousand metric tons)

Average Percentage Change
Country 1972-1976 1977 1978 19792 1972-1976 to 1979
Mainland China 582 585 590 580 - 4
United States 557 512 558 431 -22.0
Brazil , 117 165 179 232 +98.3
India 123 95 164 137 + 9.2
Canada 99 104 113 81 -18.2
Republic of Korea 76 92 92 80 + 5.0
Japan 91 102 100 87 - 3.0
Rhodesia (Zimbabwe) 78 80 83 110 +40.0
Thailand 28 48 46 46 +64.0
Other 362 460 440 457 +20.2
Total 2,113 2,238 2,365 2,241 + 6.1

Source: USDA, FAS Commodity Programs.

Note: Production on farm-sales-weight basis, which is about 10 percent above dry weight nor-
mally reported in trade statistics.

#Preliminary figures; estimates only.
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Because of this declining share of the market, the United States has
reduced quotas to farmers. This in turn has caused allotment values to in-
crease substantially, so that many producers have been paying more than a
third of their estimated gross income for the privilege of producing tobacco.
More than 40 percent of all flue-cured tobacco is now grown under lease ar-
rangements; the portion under lease reaches almost 60 percent in Georgia
and nearly 70 percent in Florida. In recent years, lease rates in some areas
have reached 50 to 70 cents per pound. Under this system, the primary
benefits of price-support increases have accrued to the allotment holder
rather than to the grower. But U.S. farm commodity programs are nor-
mally designed to benefit the persons who actually grow the agricultural
products. The president of Tobacco Associates addressed these leasing
trends at the group’s 1978 annual meeting:

Let me issue this word of warning and I know full well the merits of both
sides of this question: Some states have already crossed over the median 50
percent of allotments being leased. Once this is done on a national basis,
many think that the acreage-poundage and price-support program will col-
lapse from within and no coalition of the industry, congressional delega-
tions, or farm organizations can save it.

The high price of U.S. flue-cured leaf is to a large extent the result of the
domestic tobacco program. Under this program, support prices are based
on the Parity Index, a national indicator of prices paid by all farmers for
production items, family living, interest, wage rates, and taxes. (It is essen-
tially an index of inflation rates in overall farm costs, not in tobacco costs.)
Under this formula, the 1979 average support price for flue-cured leaf was
$1.29 per pound compared with 55.5 cents in 1960, and burley price sup-
ports averaged $1.33 in 1979 compared with 57.2 cents in 1960. By 1979, the
support prices and market prices were well above actual production costs
(that is, excluding lease costs) which enabled farmers to pay 50 to 60 cents
per pound to lease quotas and still make a profit.

Because of provisions of the current price-support program, it has also
been necessary to price bottom-of-the-stalk leaves at levels that are not com-
petitive in the world market. Consequently, by the end of 1980, about 150
million pounds of ‘‘down-stalk’’ tobacco from the last several years re-
mained in loan stocks. (If buyers do not purchase tobacco on the open
market above the minimum price-support level, farmers can sell their to-
bacco to the Flue-Cured Tobacco Cooperative Stabilization Corporation,
which buys the crop with federally guaranteed loan funds. For more
background on this system, see part I of this book, particularly chapter 2.)
This ““down-stalk’’ is now priced substantially above its market value, and
there is little demand for it (at its current price) on the domestic or foreign
market.
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In a 1979 issue of the Georgia Tobacco Farmer, Fred Bond, general
manager of the Flue-Cured Tobacco Cooperative Stabilization Corpora-
tion, explained it this way: ‘“‘Loan rates have been established at levels
above the true market value due to statutory requirements built into the
price support formula, [and] foreign-grown tobacco with comparable
quality is available at a much lower rate.”’

Public debate over the tobacco program often polarizes the issue:
abolishing the program on the one hand or keeping it intact, without
modification, on the other. But many people working with tobacco see an
option in-between—improving and updating the current program. (See
chapter 2 for a full discussion of alternatives to different parts of the pro-
gram.) Certainly the tobacco program needs to allow farmers to cover their
costs of production and make a reasonable profit. But it also must allow the
United States to compete in the world leaf market and to expand exports.
Changes in the program should accommodate the needs of both the farmers
and the leaf exporters.

American Exports Declining

U.S. flue-cured exports in 1978 were about 599 million pounds. The USDA
estimates U.S. flue-cured exports in 1980 to be nearly 160 million pounds
less than they were in 1978. Some of this decline was a result of the quality
and size of the 1979 and 1980 crops; however, increased competition at
relatively attractive prices was also a big factor. Unless this country can
become more competitive on the world market, the declining trend in the
U.S. share of world flue-cured trade is expected to continue (see figure
12-1).

The United Kingdom, West Germany, and Japan—our three major
markets—account for more than one-half of our total exports of flue-cured
tobacco. But we face problems in each of these markets.

Until recently, the United Kingdom (U.K.) was the major market for
U.S. tobacco. But U.K. manufacturers have sharply reduced their pur-
chases of U.S. tobacco, from 165 million pounds in 1968 to 52 million
pounds in 1977. According to U.K. officials, the primary reasons for this
decline were the availability of competing quality leaf, the decline in quality
of U.S. flue-cured, and the high price of the U.S. leaf. (See chapter 13 for
information on the declining purchases of American leaf by Imperial To-
bacco Limited.)

Over the last twenty-five years, West Germany has generally ranked
second as a market for U.S. tobacco. But the share of U.S. flue-cured leaf
in West German tobacco products has also been declining. In 1978, total
West German use of flue-cured leaf was up about 2.2 million pounds (from
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the previous year), but use of U.S. flue-cured tobacco was down by 1.7
million pounds, despite the weakness of the dollar in relation to the German
mark. The ‘1979 Annual Tobacco Report”’ from the U.S. Consulate in
West Germany warned of even greater declines in the future:

If . . . the share of U.S. leaf in the German market is to be sustained, it ap-
pears imperative that American tobacco growers continue their efforts to
improve the quality of their tobacco, produce an adequate supply of export
grades and keep the cost of their tobacco down.

Since 1977, Japan has imported more U.S. flue-cured leaf than any
other country. From 1978-1980, the value of our flue-cured tobacco exports
to Japan averaged about $250 million annually, more than 25 percent of the
total value of U.S. flue-cured exports. But since 1979, for the first time in
twenty-five years, the United States has faced problems in the Japanese
market as well. Like other countries, Japan has expressed concern over the
price and quality of U.S. flue-cured leaf. Japan now has a surplus of its own
tobacco and has recently increased its cigarette prices, which adversely af-
fect consumption. Moreover, the best-selling Japanese brands (with low tar
and nicotine content) contain less U.S. flue-cured leaf than brands that once
were the most popular.

During the 1950s, Western Europe (including the United Kingdom and
West Germany) provided the market for about 75 percent of U.S. tobacco
exports. This share has declined since that time and now accounts for only
about 52 percent of U.S. tobacco exports. There are problems relating to
U.S. quality and price in these markets; however, some of the decline of
Western Europe as a market for U.S. tobacco is a result of the protectionist
tobacco policies of the European Economic Community (EEC). These
policies include duty-free status for associated states, preferential duty for
many developing countries, an excise-tax system that discriminates against
nonmembers, provisions for subsidies and surplus disposal, and a safeguard
clause that can be used to limit imports. Faced with these problems in the
EEC, the United States will be fortunate to maintain its current export level
to Western Europe during the 1980s.

The Soviet Union and Eastern Europe countries purchase only about
$10 million of U.S. tobacco annually. In 1979, Poland was a major market,
importing more than six million pounds. Trade prospects with this region
should improve if all these countries are granted Most-Favored Nations
(MFN) tariff rates by the United States. (The United States can grant MFN
to some countries unilaterally. By the end of 1980, it had done so for
Yugoslavia, Poland, and Rumania. MFN tariff rates are discussed in more
detail later.) Extended credit and/or credit guarantees would also help ex-
pand tobacco trade to these countries.
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About fifty years ago, China ranked second to the United Kingdom as
an outlet for U.S. tobacco. But from the late 1940s to the late 1970s, official
trade between the United States and the People’s Republic of China (PRC)
stopped. Today, the PRC is a major producer of tobacco, and as relations
between the United States and the PRC continue opening, there are pros-
pects for tobacco trade. In 1980, the two largest American cigarette
manufacturers, R.J. Reynolds and Philip Morris, signed agreements with
China that allow them to operate there. In November 1980, Philip Morris
started manufacturing in Canton; in 1981, Reynolds is scheduled to produce
some two million dollars’ worth of one of its brands in China’s Fujian
Province. Over the long term, U.S. sales of tobacco to the PRC could be
sizable, especially if that country develops its oil and mineral resources and
improves its economy.

Prospects for Growth in the Eighties

Although world cigarette output has slowed down in recent years, it is still
increasing. From 1960-1975, world cigarette output increased about 3.2 per-
cent annually; during the last five years, it increased 2.2 percent annually.
The USDA estimates that in 1979 world cigarette output increased by only
1.8 percent, about the same as the 1978 level, and that utilization stabilized
or fell in the United Kingdom, the United States, France, Italy, Portugal,
and the Soviet Union.

During the 1980s, world cigarette output should increase at about 1 to 2
percent annually, which means that additional flue-cured leaf will be needed
in the world market, especially in some of the developing countries. Sub-
stantial growth in demand can be expected in the upper- and middle-income
developing countries, particularly in those which export oil. Developing
countries with rapidly growing economies in East Asia, the Middle East,
and North Africa offer good market potential for U.S. tobacco. The devel-
oping countries that do not produce oil and are in poor economic condition
have little capacity to import tobacco commercially during the 1980s.

But the extent to which the United States participates in the growing
world market will be determined, to no small extent, by the direction this
country takes in modifying its current tobacco program and trade policy.
The price of U.S. flue-cured leaf is now about double that of such com-
petitors as Brazil, South Korea, India, and Thailand (see figure 12-2). And
many competing countries have taken steps to improve the quality of their
tobacco as well, thus eliminating one of the last major differences between
their tobacco and that of the United States.

The United States can increase its share in the world market for flue-
cured tobacco if it follows a policy that results in adequate supplies of good-
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quality leaf at competitive prices. This farm policy should be accompanied
by a trade policy that recognizes the importance of two-way trade and ac-
cess to foreign markets.

General Agreement on Tariffs and Trade
and Improved Market Access

For almost fifty years, the United States has had a trade policy that is as free
from barriers as possible. During this period, U.S. tobacco achieved its
dominance in a world trade that was generally characterized by open com-
petition. Still the world’s leading tobacco trader, the United States has more
to gain from trade policies that are as free as possible—and more to lose
from protectionism—than any other country. Yet, in recent years, as U.S.
tobacco imports have increased, some tobacco officials have proposed that
the United States adopt a protectionist policy and unilaterally take steps to
restrict tobacco imports. Such action is contrary to both the General Agree-
ment on Tariffs and Trade (GATT) and U.S. trade policy.

In the 1930s, when the world was suffering from an intense economic
depression, many governments attempted to take shelter behind various
kinds of protective trade barriers. It became evident during World War 11
that these restrictions might become permanently fastened on the world
unless resolute attempts were made to dismantle and outlaw them. Today,
the GATT is the major result of the efforts made in this direction.

The GATT entered into force on January 1, 1948. The starting point lies
in the Atlantic Charter and in the Lend-Lease Agreements in which the war-
time allies bound themselves together to seek a world trading system based
on nondiscrimination and aimed at higher standards of living, to be
achieved through fair, full, and free exchange of goods and services. Head-
quartered in Geneva, Switzerland, the GATT is administered by a secre-
tariat under a director general. Its membership has increased from its
original 23 nations to 102 countries, which today are responsible for more
than four-fifths of world trade. Basically, the GATT provides three things:
(1) a set of negotiated tariff concessions; (2) a set of written general rules
designed in large measure to make these concessions meaningful; and (3) a
forum for contracting parties to hear complaints, make decisions, and make
arrangements for further negotiations.

The GATT, a multilateral trade treaty embodying reciprocal rights and
obligations, provides a framework within which negotiations can be held
for the reduction of tariffs and other barriers to trade, and furnishes a
structure for embodying the results of such negotiations in a legal instru-
ment. It contains, in essence, three fundamental principles: (1) that trade
should be conducted on the basis of nondiscrimination; (2) that protection
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shall be afforded to domestic industries exclusively through the customs
tariff and not through other commercial measures; and (3) that the concept
of consultation, aimed at avoiding damage to the trading interests of con-
tracting parties (members), shall be inherent in all agreements.

During the GATT’s first twenty-five years, six major trade negotiations
took place under its auspices: in 1947 (Geneva); in 1949 (Annecy, France);
in 1951 (Torquay, England); in 1956 (Geneva); 1960-1961 (Geneva, the
Dillon Round); and in 1979 (Geneva, the Tokyo Round). As a result of
these negotitions, the levels of world tariffs have been reduced to the point
that they are not now a major obstacle to trade. Thus, the GATT has con-
tributed greatly to the spectacular growth of world trade since 1948.

In its tobacco trade policy, the United States has favored an open inter-
national trading system. U.S. tobacco has been protected through a
customs tariff with essentially no nontariff barriers. Most countries are ex-
tended the MFN tariff rate on tobacco by the United States. However, some
centrally planned economies, such as the Soviet Union, East Germany, and
Bulgaria, are subject to the U.S. tariff rate on tobacco established by the
Tariff Act of 1930. The U.S. tariff rate on unstemmed flue-cured leaf sub-
ject to the Tariff Act of 1930 is 35 cents per pound compared with the cur-
rent MFN rate of 12.75 cents per pound.

All GATT member countries should be treated equally when measures
are applied affecting exports or imports, according to the GATT rule
known as the MFN clause. No member country should receive better treat-
ment than any other. (Exceptions to this include preference systems that ex-
isted at the time GATT was drafted, preferences created when countries
formed or joined customs unions and free trade areas, and preferences ap-
proved for developing nations.) As a member of the GATT, the United
States adheres to this principle. Consequently, it applies the same (MFN)
duty to products from all members of GATT. The United States does not
apply one level of duty on tobacco imported from Brazil and another to
tobacco imported from Japan.

U.S. tariff rates on tobacco are the result of agreements that have been
negotiated with trading partners, beginning with the Tariff Act of 1930. Over
the years, officials from grower associations and all other segments of U.S.
tobacco economy, as well as members of Congress and key officials of gov-
ernment, have either participated in or influenced the negotiating process and
the resulting trade agreements. The tariff rates were not forced on the United
States by its trading partners, but were agreed to by U.S. representatives.
Thus, U.S. tariff rates on tobacco are bound under the GATT. The United
States could not unilaterally restrict trade in a manner that is contrary to these
trade agreements, unless fully warranted under provisions of Section 22 of
the Agricultural Adjustment Act or the Trade Act of 1974, These acts provide
for relief from injury caused by import competition if imports are a sub-
stantial cause of serious injury to the tobacco program or tobacco economy.
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In the Tokyo Round, real progress was made in modernizing the
GATT. The mechanisms for settling disputes were improved, and steps
were taken to bring the developing countries into the disciplines of the
agreement. Prior to the Tokyo Round, negotiating sessions under the
auspices of the GATT had dealt primarily with tariff reductions. However,
in recent years, as tariffs have been progressively reduced, many nations
have adopted nontariff measures to restrict trade. Some of the major non-
tariff measures include customs valuation methods (should duty on
whiskey, for example, be based on volume per bottle or proof?), unilateral
government procurement patterns, import-licensing regulations, imposition
of product standards and—perhaps most important—subsidies and coun-
tervailing duties (that is, quid pro quo arrangements). In many countries,
such nontariff measures have replaced tariffs as primary obstacles to trade.
The new codes, which establish ground rules for such vital areas as the non-
tariff barriers, are designed for modern economic reality and should
substantially benefit U.S. trade. If vigorously enforced, these new codes
will effectively diffuse the protectionist measures contained in the nontariff
barriers to trade. '

At the Tokyo Round, the U.S. delegation pushed hard to achieve better
market access for U.S. tobacco, and the trade package negotiated contains
some major concessions. For example, the tariff on U.S. tobacco (and
tobacco from other nonmember developing countries) going to the EEC
was reduced by about one-third on January 1, 1981. This gives better access
to the key European market where nearly half of the U.S. tobacco exports
have gone in recent years. The Tokyo Round also yielded other concessions
from such trading partners as Australia and New Zealand. No substantial
concession on tobacco imports was required of the United States in connec-
tion with the benefits the country obtained from the negotiations. (The U.S.
did agree to reduce its duty on stemmed cigarette leaf from 45 cents per
pound to 20 cents per pound over an eight-year period beginning January 1,
1980, in order to put the duty on stemmed and unstemmed on the same
basis.)

A good-quality product that is competitively priced cannot be sold on
foreign markets if it is denied access to the market because of artificial trade
barriers. If the United States hopes to expand exports in the period ahead,
all segments of U.S. tobacco economy should support trade legislation and
policies designed to reduce tariff and nontariff barriers with trading part-
ners on a reciprocal basis. Trade is a two-way street—to export, one must
import.

Conclusion

What is the outlook for exports of U.S. flue-cured tobacco during the
decade of the 1980s? Will the U.S. share of the domestic and foreign market
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for flue-cured tobacco continue to decline or will it increase? A policy that
moves us in the direction of tight supplies of high-quality leaf, dispropor-
tionately high prices (noncompetitive), and protectionism will result in
decreased exports, decreased domestic use, lower farm income, a reduction
in our balance of payments, and increases in production and trade by com-
petitive suppliers. But a policy that encourages production of adequate sup-
plies of good-quality tobacco at competitive prices and better access to
foreign markets will result in expanded exports, increased domestic use,
higher farm income, and an increase in our balance of payments.

Farm leaders in the tobacco areas, in cooperation with economists in
agricultural universities and state and federal departments of agriculture,
should be able to develop policies that will improve the U.S. tobacco pro-
gram and, consequently, the outlook for tobacco exports. At the same time,
trade negotiators should continue to work toward better trade access for
U.S. tobacco—including lower tobacco tariffs and removal of nontariff
barriers.

If all sectors of the American tobacco economy are aggressive and in-
novative in their trade approach, it should be possible for the United States
to secure a larger share of the world tobacco market. If peace and pros-
perity prevail and if the United States makes the necessary changes in its to-
bacco program and policies, I believe that the value of our tobacco exports
(leaf and products) could reach $4 billion by the end of this decade—almost
double the $2.15 billion of 1979. If the United States makes the right deci-
sions relative to production and trade policies, it could double the volume
of tobacco exports before the year 2000.



American Leaf Exports
on Decline: Imperial
Tobacco Limited
Closes Its Last
American Primary-
Processing Plant

John Campbell

Historically, tobacco manufacturers in the United Kingdom (U.K.) have
ranked high as quantity purchasers of U.S. flue-cured tobacco. In fact, for
much of this century Imperial Tobacco Limited (ITL), the largest cigarette
manufacturer in the United Kingdom, bought more American leaf than any
other export buyer in the world. But in recent years, the United Kingdom
has been using far less American tobacco. From 1973 to 1977, exports of
U.S. flue-cured leaf to the United Kingdom declined 46 percent.! In 1977,
ITL purchased approximately 30 million pounds less than its average yearly
purchase in the five-year period, 1966-1970, a drop of more than 80
percent.? Since 1977, ITL purchases have remained at this greatly reduced
level.

As ITL spokesmeén have explained publicly,® a primary reason for this
dramatic decline is that ITL no longer profits by paying the high price for
American leaf. The amount of good-quality U.S. tobacco carefully handled
and graded, which ITL requires, diminishes each year. And the demand for
the limited amount of such quality leaf has forced prices up to unrealistic
levels. For example, from 1973 to 1977, the U.S. support price on flue-
cured Grade B4F (which might be regarded as the ‘‘hub’’ grade of the U.K.
market) increased 52 percent, from 83 to 126 cents per pound. As prices
rose and supply of the necessary quality diminished, ITL was not able to be
as selective in its leaf-grade standards to obtain its required amounts of
tobacco.

ITL foresaw problems with U.S. supply long before such patterns
developed. Consequently, in the early 1960s, ITL began reducing staff and
closing processing plants in the United States in order to get overheads in
line with the decreasing amounts of its American purchases. And in the
1970s, the pace of such reductions accelerated. In 1980, when the level of
purchases no longer warranted a large capital investment, ITL sold its last
remaining leaf-processing plant, located in Wilson, North Carolina. After
nearly eighty years in the United States, during which ITL had owned and
operated as many as twenty leaf-processing plants at one time, the British
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company now purchases its American leaf through a single U.S. dealer,
who processes the tobacco for ITL and exports it to the United Kingdom.

The U.S. Advantage Wanes

Because health concerns are growing, and low-tar brands are gaining a
greater share of the market (among other factors), foreign cigarette
manufacturers are no longer so dependent on a small number of grades for
production. In the past, many U.K. brands depended to a great extent on a
" few high-quality U.S. grades. But today, cigarette manufacturers, including
those in the United Kingdom, are attempting to produce blends made up
from varying qualities of leaf purchased in all parts of the world. These
blends must satisfy the smoker’s taste at the cheapest possible price. The
emphasis on price during the last few years has been heightened by severe
inflation, problems of cash flow within manufacturing organizations,
preferential duties on leaf from different countries, changing consumer re-
quirements, needs to cut manufacturing costs, high taxes on tobacco prod-
ucts, intense competition, and many other factors.*

At the same time, both at home and abroad, research techniques have
been developed to allow the fuller utilization of the purchased leaf with as
little waste as possible.’ Considerable advances have been made in develop-
ing mechanical techniques to change the physical properties of the tobacco
so that less leaf is required to produce a single cigarette.® Research efforts
have also resulted in ways to replace high-cost leaf with cheaper, lower-
quality leaf in some instances.

It is widely recognized that U.S..flue-cured tobacco is superior to leaf
grown in most other countries in terms of manufacturing quality, aroma,
and nicotine content. But its cost has reached such a high level that U.K.
manufacturers have been forced by economic factors to use as little U.S.
tobacco as possible in their products.” From 1973 to 1977, the average sup-
port price of U.S. flue-cured tobacco increased 48 percent, from 76.6 cents
per pound to 113.8 cents per pound. At the same time, as noted earlier, sup-
port on the hub Grade B4F increased 52 percent. Because of the U.S.
support-price formula, the prices on the top grades tend to increase faster
than those on the medium and lower grades. In 1980, B4F was supported at
$1.61 per pound, an increase of 11 percent over 1979, compared with the
overall average increase of 9.4 percent in support prices. The higher prices
on the top grades are necessary to protect the grower, but ultimately the
same growers suffer in the international market. In 1980, the United
Kingdom could purchase leaf equivalent to a B4F grade from Brazil at 68
cents per pound, almost two and one-half times cheaper than the U.S.
prices. Based on current projections of support prices, therefore, the future
of U.S. flue-cured exports is not promising.?
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While U.S. tobacco prices rose in the 1970s, foreign cigarette manufac-
turers successfully developed alternative sources of flue-cured tobacco in
Brazil, South Korea, Thailand, India, and other countries where production
costs are lower and leaf quality is steadily improving to match that of the
United States. Many of these new sources now have superior systems for
leaf grading and sale, including the removal of foreign matter, suckers,
stalk, and sand which are unwanted because sales are based on weight.
Also, other countries have acquired the necessary technology for high-
standard packaging of tobacco for export. Finally, tariff concessions—even
duty-free status—have often been given to developing nations, notably by
the European Economic Community. These reduced tariffs have had the ef-
fect of encouraging increased production within, and exports from, these
countries.

International purchasers who have the ability to buy leaf throughout the
world look chiefly for two things: quality and value for money. As the
buyers’ choices among other countries increased, the U.S. share of world
flue-cured-tobacco trade dropped, from 61 percent in 1960 to 27 percent in
1979.9

What Is Good Quality?

In international tobacco circles, the reputation of the quality of U.S. leaf is
declining. The characteristics of ‘‘quality’’ are somewhat different for the
buyer on the warehouse floor, the primary processor in the country of
origin, and the tobacco manufacturer. Persons buying tobacco for export
must bé concerned about quality at each of these stages in the marketing
and manufacturing process.

In the warehouse, subjective ‘‘looks’’ are still important. To meet ex-
port demands, a buyer generally picks leaves from the top half of the plant,
which have a higher nicotine content, richer flavor, and stronger concentra-
tion of aroma than the lower leaves. He likes tobacco with clean color,
grainy texture indicating ripeness, good body, and a fair degree of blemish;
he does not like molds, excess moisture, or foreign matter.

The primary processor is more concerned with threshing and drying
specifications which must be met prior to packaging for export. He looks
for uniformity of plant position, color, and texture in the purchased leaf.
He wants to obtain the highest yield of lamina (the leaf minus the midrib, or
stem) since the lamina is valued higher than the midrib. The particle size of
the strips (lamina, after threshing) relates to subsequent cigarette quality.
The strips/stem ratio, together with moisture content, are carefully
measured for proper packing.

The foreign tobacco manufacturer, beset by health requirements!® and
concerned with flavor and taste, looks at the chemistry of the threshed
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product in detail, especially the nicotine and sugar content, the level of tar
and the tar/nicotine ratio, and pesticide residues. Filling value, a volume
measurement of the level of cut rag (that is, the finely cut strips) in a
cigarette, together with high shatter resistance (how firmly the cut rag re-
mains packed) are important cost-related qualities. These factors must be
measured accurately because the tobaccos that make up the blend have to be
mixed so that the tar, nicotine, and other chemical figures printed on the
cigarette package are met. And finally, the aroma must be highly desirable
so that the consumer is encouraged to purchase the brand.

As the cigarette manufacturing process changes to meet new health re-
quirements, to produce a higher percentage of low-tar brands, and to re-
spond to other transitions within the industry, the relative importance of the
quality characteristics just explained—and of others of a more technical
nature—is also changing. And as some qualities of the leaf improve to meet
manufacturers’ needs, other qualities tend to suffer. Growers must,
therefore, understand the demands for quality of the manufacturers and at-
tempt to meet the quality standards as they change.

Though flue-cured tobaccos look fairly similar regardless of country of
origin, their intrinsic qualities are not the same because of different growing
methods and the climatic and soil conditions under which they are
cultivated. The U.S. leaf has traditionally been considered supreme by
cigarette manufacturers because of its balanced chemical content, flavor,
and aroma. In the past, most other countries have produced lower grades of
tobacco that have generally been used as filler. All quality levels have a
price/usability ratio.

International tobacco price analysis is a complex subject that has re-
ceived insufficient attention from government and private-sector re-
searchers.! Yet increasingly, international buyers are equating the value of
each particular country and grade per unit of quality with new formulas for
brands of cigarettes that are both popular and profitable. The key to the
future is the relationship of price to the quality of the tobacco—for all
grades. The country of origin is no longer the primary concern.!?

In many ways, the United States is a perfect country for growing to-
bacco. The climate is ideal (from Maryland to Florida) and there is plenty of
land and good soils to increase poundage. Unlike many developing coun-
tries, the United States does not yet face competition between food and
tobacco producers over prime farmland. The growers are extremely
knowledgeable and are backed up with outstanding agricultural extension
services and an abundance of research and technical know-how. Advanced
mechanization—the means of producing ‘‘labor-cheap’’ crops—is readily
available. Finally, leaf supplies have a certain level of dependability year to
year and the government is stable.

Despite these many assets, since 1970 the United States has exported
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vastly reduced amounts of flue-cured tobacco to the United Kingdom,
traditionally, a leading buyer of American leaf. Imperial Tobacco Limited’s
decision in the spring of 1980 to close its final American processing facility
dramatized this trend. ITL apparently has chosen to stake more of its future
on the tobacco of other countries rather than on U.S. leaf. The closing of
this ITL facility, in many ways, should be a signal of alarm to the whole
U.S. tobacco industry.

Unless the current tobacco support program is completely overhauled,
the U.S. market could suffer even greater losses. The federal program must
be changed so as to enable those farmers who wish to continue growing
tobacco to increase production and at the same time maintain competitive
prices in the world market. The solution lies in the hands of the people pro-
ducing and marketing the crop and the policymakers and farm advocates in-
volved in setting policy. It is in the foremost interest of these people to
safeguard their export markets. Their will to produce, to change, and to
achieve according to the dictates of the marketplace is vital.
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Making the Third-World
Marlboro Country

Albert Huebner

Transnational tobacco companies are looking to a vast new market of
cigarette smokers in the third world to compensate for the leveling off of
their other, established markets. In America, fewer people are smoking but
they are smoking more, creating an $18 billion cigarette market—up from
$10.1 billion in 1968—that is the largest ever. The rest of the world market,
most of it in Europe and the largest nations in Asia, is more than five times
as large, representing $100 billion in worldwide sales—approximately one-
fourth the size of the bloated world-arms budget. But the tobacco giants are
not happy with their balance sheets. Growth in the United States has
averaged only about 1 percent annually over the past five years. The Euro-
pean market is becoming equally stagnant as Britain, France, Sweden, and
Russia intensify their anti-smoking campaigns.

By contrast, the developing nations offer a market capable of most
lucrative exploitation. The potential smokers comprise more than half the
world’s population. Governments in those nations are unlikely to spend
scarce funds on anti-smoking campaigns and will be reluctant to give up in-
creasing tax revenue from cigarette sales. And because direct evidence of the
health hazards is not yet visible in their countries, inhabitants of the third
world are as likely to succumb to the subtle but powerful call of cigarette
advertising as were millions of Americans in the decades before the first
surgeon general’s report in 1964.

Lured by this hot new market, transnational tobacco companies have
been vigorously stepping up their sales campaigns in the third world. Ac-
cording to Forbes, U.S. cigarette exports have nearly tripled during the last
decade, although some of this increase went to Europe and Japan. Philip
Morris, first of the U.S. companies into the foreign market, has been in-
creasing its overseas cigarettes sales at a spectacular 18 percent a year over
the last decade. R.J. Reynolds got a later start, but its foreign earnings
soared from $52 million to $82 million last year. British-based Rothmans
International reported last year that ‘‘healthy gains in exports’’ to develop-
ing countries ‘‘helped profits to rise 30 percent.”

This chapter appeared originally as ‘‘Making the Third World Marlboro Country,’’ by Albert

Huebner, June 16, 1979. Copyright 1979 Nation magazine, The Nation Magazine, The Nation
Associates, Inc. Reprinted by permission.
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Dr. Mumtaz Ahmad of the Pakistan Tobacco Company, a subsidiary of
British-American Tobacco (BAT), reports that sales have been increasing
by 8 percent annually in his country. He predicts that starting in 1978, this
figure will rise to 10 percent. Similar growth is sweeping other third-world
countries; overall, according to the United Nations Food and Agriculture
Organization, cigarette consumption in the developing world is growing at 5
percent a year. This means that consumption of cigarettes is rising in
regions of the world least able to afford the many woes that accompany ad-
diction to tobacco.

Philip Morris is selling cigarettes in more than 160 countries and British-
American Tobacco, the world’s largest cigarette maker, distributes some
300 brands in 180 countries. In Brazil, for example, BAT controls 83 per-
cent of a market that is already large and growing faster than any other in
the western world. Philip Morris and Reynolds, trying to catch up, have
poured millions into buying local companies and establishing brands. They
are still losing money in Brazil, but according to Hugh Cullman, president of
Philip Morris International, ‘‘The carrot there is definitely worth the effort.”’

Signs of this invasion by the tobacco transnationals are ominously
present in other Latin American countries. A 1975 survey by the Pan
American Health Organization showed that 45 percent of the men in eight
urban areas smoked cigarettes; by contrast, barely 39 percent of the males
in the United States were still smoking then. As economic conditions im-
prove among some segments of the population, so exploitation of this
market will further enrich the tobacco companies.

At the heart of this penetration into the third world is what has been at
the core of making the United States the highest per capita consumer of
cigarettes in the world: salesmanship. ‘““We’re a marketing organization,”’
says Philip Morris’s Cullman. ‘‘Our success is related to our ability to
market and merchandise, using consistent and integrated themes aimed at
the growth segments of the markets.”” What is marketed, as we well know,
is not just a product but the symbol of a way of life. Erik Eckholm, senior
researcher at Worldwatch Institute in Washington, notes: ‘‘Simple tubes of
tobacco have come to represent modernity, savoir-faire, and in the minds of
children, who for decades have plunked down nickels for candy cigarettes
and bubble-gum cigars, adulthood.’”’ He adds that ‘‘a street waif in Cairo is
as apt to beg for a cigarette as for coins.”

A report by Dr. Martin Fishbein to the Federal Trade Commission
proves the effectiveness with which cigarette advertisements create appeal
for the poisons they push. One survey among young Americans showed that
this advertising reinforced ‘‘the image of the teen-age smoker as young, at-
tractive, healthy, and sexy.”’ Another found that smokers of each sex see
the female smoker as ‘‘sexually open, sophisticated, sociable, flirtatious,
good-looking, and a career woman.”’
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The tobacco merchandisers have found that implanting images in the
third world is a process remarkably similar to that in their domestic
markets. When Philip Morris made its initial assault on the cigarette market
overseas, Marlboro, its major brand, logically led the way. The ‘‘Marlboro
country’’ theme needed little modification, thanks largely to the global
popularity of western movies. Dun’s Review, in an article appropriately
titled “‘P.M.’s Foreign Invasion,’’ reported that ‘‘P.M. soon realized that
the [Marlboro] cowboy was a winner, attracting smokers right across
Europe and as far afield as Lebanon and Kuwait.”

Other standard themes are attracting smokers even further afield. The
French brand, Gauloise, stresses two ideas in its African marketing: it is a
““virile cigarette,’’ this cited as an important quality ‘‘considering the male
pride of the African,’’ and it is a ‘‘high-status’’ cigarette. In Niger, a beauty
pageant selects ‘‘Miss Gitanes,’’ the name being that of a brand sold by the
tobacco company that created the pageant. Elsewhere, sports competitions
are sponsored and publicized by the tobacco transnationals, which make ef-
fective use of testimonials from local athletes.

In 1977, R.J. Reynolds launched in the United States a new campaign at
an estimated $50 million for its new cigarette, Real—this in a national
market that is stagnant. It should come as no surprise, then, that the to-
bacco giants are spending vast sums in the developing world, where the
potential for growth is almost incalculable. In Malaysia, for example, the
two leading companies spent approximately one pound per adult male for
advertising in 1976, although per capita gross national product is only 400
pounds. In Kenya, where British-American Tobacco operates without any
competition, it is the country’s fourth largest media advertiser, and also
spends heavily on sports sponsorship and competitions in schools.

The goal is nothing less than to make virtually every man and woman,
and a considerable number of children, smokers. That goal is being ap-
preciably aided by the general absence of advertising restrictions and health
warnings on cigarette packs. If developing nations follow the example of in-
dustrialized countries, policy toward tobacco will not change until its effects
begin to show in the mortality tables.

To insure that this example is followed, the tobacco glants use some
powerful weapons. They can produce copious figures demonstrating how
much tax they have collected for a government—one invariably in desperate
need of revenue. Their persuasion is further strengthened by recruitment of
the highest in the land to the cause of smoking. BAT, for example, has
among the directors of its third-world subsidiaries former Cabinet
members, central bank governors, and members of ruling families.

If third-world governments have been seduced into passively accepting
the tobacco transnationals, western governments, the United States among
them, have played an active role in the invasion. In 1933, the U.S. Agri-
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cultural Adjustment Act classified tobacco as a “‘basic agricultural com-
modity,”’ thus defining the crop as a necessity to the farm and general
economy. That paved the way for support payments and for export under
lend-lease during World War II.

Whatever the legitimacy of government subsidies may have been for
both domestic and exported tobacco, it steadily eroded as study after study
reached the conclusions about the hazards of smoking that culminated in
the first surgeon general’s report. Yet the United States still spends more
than $60 million a year for tobacco subsidies, in addition to tying up about
$650 million in price-stabilization loans. The most contemptible participa-
tion by the U.S. government in support of the foreign invasion is through
the ‘“‘Food for Peace’’ program. Although allegedly created to aid needy
countries, its underlying goals have been to dump agricultural surpluses,
develop commercial markets, and provide indirect economic aid to friendly
governments. Consistent with these objectives, if not with the program’s
altruistic title, tobacco valued at hundreds of millions of dollars has been
shipped to third-world countries.

The standard argument for continuing the government support of
tobacco is that cutting it off would bring economic hardship to tobacco
farmers and seasonal workers. Leaving aside the human misery created in
this country by a wide range of cigarette-related disease and the expansion
of that misery into other parts.of the world, it is not clear how the value of
the entire $2.3 billion tobacco crop in the United States can justify the direct
health costs of smoking, estimated by the American Cancer Society at $15
billion. It certainly is not clear how government subsidies can be justified.
And ironically, some of this money goes for mechanization that will squeeze
out small farmers and eliminate the need for many of the seasonal workers.

The United States is not alone in its hypocritical support of tobacco col-
onization. Even as many countries in Europe intensify anti-smoking pro-
grams at home, the European Economic Community (EEC) pays a large
subsidy to tobacco farmers. According to Eckholm, ““In 1975, EEC tobacco
growers . . . received $206 million in ‘premiums’ from the community,”’
and to keep Italy’s exports competitive outside the European Community,
“‘the EEC provides a subsidy of about 10 cents for each pound of tobacco
sold.”

China, the largest tobacco-producing country in the world, follows a
distressingly similar path. Eckholm describes the participation_of the
Chinese government monopoly at a recent Philippine trade fair, displaying
brands ‘‘with names like Peony, Golden Orchid and Golden Deer; and Sail-
ing Boat herb cigarettes, which, the Chinese salesmen pointed out, have a
reputation for ‘allaying asthma and relieving cough.’”’

China’s attitude toward smoking is unique among major powers.
Despite strong emphasis on improving the health of its people, it has had
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no anti-smoking campaigns. In fact, until very recently, information about
the hazards of smoking has been systematically excluded from the Chinese
press. Finally, last August (1978), an article in the Kwangming Daily by two
of the country’s most distinguished doctors set before the public for the first
time the facts about the contribution of cigarettes to bronchitis, em-
physema, throat and lung cancer, hypertension, and heart disease. The ar-
ticle placed the blame for China’s lax attitude toward the use of tobacco on
“‘the pernicious influence of the Gang of Four.”

Even the United Nations has not consistently resisted the rapid spread of
cigarettes to the underdeveloped world. One agency, the World Health
Organization (WHO), has declared that control of smoking could do more to
improve health and prolong life than any other single action in the whole field
of preventive medicine. It greatly fears that increased use of tobacco in
developing countries may reverse gains in public health that it has been sup-
porting. But WHO has to contend with the Food and Agriculture Organiza-
tion (FAO) and the United Nations Development Program, both of which
have been actively promoting tobacco as a cash crop in many underdevelped
countries.

The conflict comes down to a trade-off between health and economic
growth. Fears about consequences to health are more likely to be realized,
however, than any hopes for genuine economic development. The wave of
mechanization sweeping U.S. tobacco farms will quickly be brought to
areas of cultivation in the third world. There, as here, reduced demand for
labor and increased need of capital are likely to eliminate both jobs and
small farmers.

As for health in the third world, there is a more immediate cost than
that due to the effects of increased smoking. According to the FAO, 10.9
million acres of scarce arable land were given over to tobacco in 1976, 69
percent of this in underdeveloped countries. The tobacco industry rejects the
charge that this is a colossal waste of acreage badly needed to feed the
hungry, claiming that its operations provide the technical advice, marketing
assistance, and cash necessary to boost food production. Sir Richard
Dobson, then-chairman of BAT, said in 1976: “‘I believe it is safe to say that
more food is produced because of the presence of tobacco than would be
grown in its absence.”’

This argument holds only if the tobacco produced is exported to provide
a net gain in earnings that can be used to increase food production. But
worldwide trends in smoking mean that an increasing proportion of tobacco
grown in third-world countries is smoked within their borders. Tobacco-
exporting nations such as Zambia and Sri Lanka are already finding that the
cost of tobacco is greater than the revenue it produces when the price paid
for domestic smoking is taken into account.

If economic progress through tobacco cultivation is unlikely, the health
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hazards of increased smoking are not. Smoking is virtually unrivaled as a
cause of disease in developed countries. The young will be the most trag-
ically victimized in the third world. Concern over the effect of cigarette
smoking during pregnancy has risen sharply in the past few years. Women
who smoke during the last two trimesters of pregnancy have babies with
significantly lower birth weights than nonsmoking mothers, increasing the
child’s risk of disease and death. These greater risks are aggravated by the
poverty and poor maternal nutrition that are widespread in many of the
third-world countries targeted by the tobacco giants.

The special victimization of the young is particularly offensive in light
of another corporate invasion of the third world. People in many industrial
nations were outraged a few years ago when reports began appearing that
several multinational corporations were irresponsibly and deceitfully
marketing infant formulas in underdeveloped nations of Asia, Africa, and
Latin America. The tactics used ranged from the usual advertising emphasis
on status and sophistication to sending employees, dressed in white
uniforms, to visit mothers in maternity wards and, later, in their homes.
The goal was to convince the women to abandon breast-feeding in favor of
the bottle.

The campaign has had tragic consequences. According to an article in
Science, “‘Illnesses . . . are more common among the bottle-fed infants, to
such an extent that their mortality rate is much higher than that of babies
that are exclusively breast-fed.’’ Derrick Jelliffe, professor of pediatrics and
public health at the University of California at Los Angeles and former
director of the Caribbean Food and Nutrition Institute in Jamaica, has
estimated that about 10 million cases of malnutrition and severe diarrhea in
developing countries can be attributed to improper bottle feeding.

The governments of underdeveloped countries are in a poor position to
resist such incursions, precisely because their nations are underdeveloped.
Unemployment, inadequate revenue, the need for investment capital, and
lack of technical information make them easy prey. Just as the infant-
formula companies have been made the focus of a large and still growing
campaign against exporting dangerous bottle-feeding practices, the tobacco
companies must be made the focus of any campaign against export of
smoking to poor countries. It is certain to benefit people of both the
developing and the developed worlds.
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James Overton

Since the turn of the century, cigarette manufacturers have captured the
attention of American consumers to an extent few other goods producers
have achieved. From the past age of ‘‘Reach for a Lucky Instead of a
Sweet’’ to the era of ‘“Winston Tastes Good Like a Cigarette Should’’ to the
broad appeal today of the rugged Marlboro man, a handful of cigarette
companies have virtually written the book on how to establish and maintain
a strong market for their product.

During the first half-century of cigarette promotion in the United
States, the formula for success was a relatively simple one: the “‘Big Six”’
manufacturers concentrated on inducing hundreds of millions of Americans
to light up. R.J. Reynolds, Philip Morris (PM), Ligget and Myers,
American Tobacco, Brown and Williamson, and Lorillard each promoted a
few reliable brands, such as Lucky Strike, Pall Mall, Camel, and
Chesterfield. They succeeded in achieving loyal followings for particular
brands which, in essence, differed little from those of their competitors.
Creative promotion schemes, including catchy slogans, baseball cards,
coupons, and other lures, enabled the companies to corner their exclusive
segments of the growing market.

Tobacco manufacturers today continue their traditions of intense
competition and clever advertising. It is still true, too, that a small number
of firms dominate the U.S. cigarette market. Yet, the nature of the six
companies has changed profoundly in the last thirty years. As concern
about the health effects of smoking swept the country in the 1950s and
1960s, the Big Six discovered that the benign age of baseball-card
promotion schemes was over. Sales growth rates slowed, and the market
stagnated. The companies began to look toward new frontiers for profits.
With varying degrees of aggressiveness, luck, and skill—and amid the
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general trend toward diversification among American corporations in the
1960s—the cigarette companies used their considerable assets to acquire
new companies and new products, even as they continued the battle to snare
large segments of the domestic tobacco market.

Several of the companies also intensified their efforts to sell cigarettes
internationally, first in Europe, and more recently in the developing nations
of the third world. Philip Morris and R.J. Reynolds especially have targeted
the third world as a pivotal area for further growth in their cigarette
businesses and are working diligently to nail down a large share of this
rapidly growing market.

No longer the simple promoters of several well-known brands, U.S.
tobacco manufacturers today must be examined with special attention to
the three major thrusts of their corporate programs: domestic cigarette
operations, a spate of diversified product lines, and the potentially lucrative
international cigarette market.

Domestic Scene

In the last decades of the nineteenth century, James Buchanan ‘‘Buck”’
Duke of Durham County, North Carolina, made himself the unquestioned
leader of the American tobacco industry. Duke assembled and presided
over the American Tobacco Company which had a hammerlock on all but a
tiny fraction of the U.S. cigarette market (and most other tobacco enter-
prises). In 1902, Duke broadened his sphere of power beyond the United
States by merging with the major British tobacco companies, who had
already grouped themselves into the Imperial Tobacco Company. American
Tobacco and Imperial formed the British-American Tobacco Company
(BAT) with Buck Duke at its helm. BAT held a virtual worldwide monopoly
on tobacco, controlling the industry not only in the United States but also
throughout the British Empire, which was still intact around the globe. (See
chapter 18 for more detail on this era.)

In 1911, during America’s trust-busting era, the U.S. Supreme Court
dissolved Duke’s holdings into a handful of smaller companies. Within
several years, three of them—American Tobacco, R.J. Reynolds, and Lig-
gett and Myers—dominated the rapidly growing market for pre-rolled
cigarettes. American Tobacco led the field until 1918, when Reynolds
wrested away the top sales spot. American resurged as the industry leader in
the 1930s, an era when three other manufacturers—Lorillard, Brown and
Williamson, and Philip Morris—emerged as serious contenders in the
cigarette sweepstakes, transforming the Big Three into the Big Six.
Reynolds managed to regain the top position, ahead of American, in 1958,
and has reigned supreme since that time, though Philip Morris now
threatens to dethrone Reynolds within the next five years (see table 15-1).
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Table 15-1
Distribution of the Domestic Cigarette Market of the Big Six
(percentages)

Philip Brown and American Liggett and
Year Reynolds Morris Williamson Brands Lorillard Mpyers Others
1911 n/a 371 15.3 27.8 19.8
1913 0.2 n/a n/a 35.3 22.1 34.1 9.3
1925 41.6 0.5 n/a 21.2 1.9 26.6 8.2
1930 28.6 0.4 0.2 37.6 6.9 25.0 1.5
1939 23.7 7.1 10.6 23.5 5.8 21.6 7.8
1940 21.7 9.6 7.8 29.5 5.4 20.6 5.4
1949 26.3 9.2 59 31.3 5.0 20.2 2.1
1955 25.8 8.5 10.5 32.9 6.1 15.6
1960 32.1 9.4 10.4 26.1 10.6 11.3
1965 32.6 10.5 13.3 25.7 9.2 8.7
1970 31.8 16.8 16.9 19.3 8.7 6.5
1971 31.8 18.2 16.8 17.8 9.2 6.2
1972 314 20.0 17.3 16.8 8.9 5.6
1973 313 21.8 17.6 15.7 8.4 5.1
1974 31.5 23.0 17.5 15.0 8.2 4.7
1975 325 23.8 17.0 14.2 7.9 4.4
1976 33.2 25.2 16.5 13.4 7.8 39
1977 33.1 26.7 15.8 12.3 8.7 3.6
1978 329 27.9 15.3 11.6 9.0 32
1979 32.7 29.0 14.5 11.5 9.6 2.7
1980° 32.8 30.8 13.7 10.7 9.8 2.2

Source: Richard Tennant, The American Cigarette Industry (figures for 1911-1949) and Business Week’s
Annual Survey of Cigarette Industry (figures for 1955-1980).
3Estimate.

Until the early 1950s, cigarette sales grew steadily in the United States,
with only a few brands to choose from. Because consumers tended to stick
to one brand throughout their smoking careers, advertising and marketing
strategies were aimed simply at snaring new smokers and keeping them.
Nonfiltered cigarettes were the rage, and there was little need for product
innovation.

Cigarette promotion became more complicated in the fifties, though. In
1954, Reader’s Digest published a series of articles about the health hazards
of tobacco. And a decade later, cigarette manufacturers found themselves
even more in the hot seat when the U.S. surgeon general, in the highly
publicized smoking and health report, concluded that ‘‘cigarette smoking is
a health hazard of sufficient importance in the United States to warrant
remedial action.”’ Filter cigarettes, such as Winston and Viceroy, which
were presumed to be less hazardous to the smoker’s health, surged in
popularity; filtered menthol brands also began to flourish. Those firms

" which responded well to the changing market, by developing and promoting
the filter and menthol brands, not only survived this transition in marketing
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variables but actually prospered in the process. Reynolds, Brown and
Williamson, Lorillard, and Philip Morris all enjoyed a substantial boost in
sales in the 1950s, while American Tobacco and Liggett and Myers both fell
into a tailspin.

As large numbers of new brands began appearing in the 1960s, the
advertising strategy of the industry changed. No longer could companies af-
ford to focus only on winning the loyalties of new smokers. While the new
brands usurped the traditional favored position of nonfilters, they were also
undermining smokers’ brand-loyalties in general.

More important, the furor over health hazards was hurting sales; many
smokers were quitting and the number of new smokers was declining. Con-
sequently, advertising became less a matter of attracting new smokers and
more a matter of snagging established smokers from competing brands. A
cigarette-manufacturing executive explained the new advertising strategy to
Business Week in 1969, saying that advertising efforts result mainly in share
swapping in a market that is growing only with the population. Even if a
company can grab some business at one end, ‘‘Someone else is pulling it
away from you at the other,”’ said the executive.

The intensely competitive nature of cigarette promotion in this era led
to some pretty drastic reactions. In 1969, for instance, one tobacco ex-
ecutive, according to Business Week, said that his company ‘‘boosted the
nicotine’’ of most of its brands. If cigarette advertising were to be totally
banned, perhaps the ‘‘need for a smoke,” as the executive put it, would
keep people hooked.

The rising swell of anti-smoking fervor led in 1971 to a ban on cigarette
advertising from radio and television. The industry fought the ban dili-
gently, and after it was instituted, many observers quickly rang the death
knell for the industry. Anti-smoking advocates felt that the ban would cut
off the industry’s main inducement avenue to nonsmokers and result in a
steady decline in the number of smokers.

But the effects of the ban were not nearly so catastrophic. The networks
were less compelled to run a plethora of anti-smoking spots to refute the
cigarette ads, so, indirectly, some pressure was actually taken off the in-
dustry. Also, not having to buy television advertising saved the companies
hundreds of millions of dollars. Industry experts believed the ban would not
immediately damage their business. ‘“The experience of cigarette manufac-
turers in other countries shows that dropping television commercials does
not hurt consumption at all,”’ noted Barron’s.

After the ad-ban began, attention to the cigarette problem waned, and,
ironically, sales in the early 1970s once again grew at a moderate but steady
pace. The industry helped this growth along with another major marketing
innovation—the low-tar, low-nicotine cigarette. What the filters did for the
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1950s, the low tars did for the 1970s. Although low-tar cigarettes had been
around since the fifties, they had never attracted much attention. In the
1970s, however, smokers concerned about their health but not wanting to
kick the habit turned to the low-tar brands in rapidly increasing numbers.
By 1979, the low-tar, low-nicotine cigarette market accounted for close to
50 percent of cigarette sales in the United States. Philip Morris’s Merit
ranked ninth among all brands in 1979; its sales grew more than 25 percent
in that year alone. Kent, Vantage, Winston Light, and other low-tar brands
have also jumped upward in the charts (see table 15-2).

The popularity of the low-tar brands gave the industry new life, both in
sales and in earnings. Consumer Reports, in 1976, explained why:

The average weight of the tobacco content in Now [a low-tar brand] was
only 64 percent of that in Winston. Smokers tend to smoke more cigarettes
when the cigarettes are low in nicotine, which is an addicting agent. That of
course, means more unit sales. And when the tar and nicotine content is
reduced . . . such cigarettes cost less to produce.

Although low-tar-and-nicotine sales did boost the cigarette industry in
the 1970s, they carry no promise of a long-range growth pattern. Introduc-
ing new brands costs staggering sums. Reynolds plunked down $40 million
for its ““all natural’’ Real cigarette only to watch it languish on retailers’
shelves across the country, and Brown and Williamson is likely to spend
$150 million on its new Barclay brand. More important, perhaps, the com-
panies are battling over a market that by 1979 had a growth rate, according
to Business Week calculations, of less than 1 percent. The size of the
domestic pie is not expanding. It can only be sliced in different ways, pro-
ducing what Business Week terms the ‘‘cannibalization of the mar-
ketplace.” During the 1970s, for example, total U.S. cigarette sales in-
creased by 84 billion units, but Philip Morris boosted its sales 88 billion
units over the same period, largely with its popular Marlboro brand. This
marketing coup enabled Philip Morris to win smokers away from the other
five competitors, even in a relatively stagnant market.

But even in a leveling market, cigarettes still generate healthy income
for all of the Big Six except Liggett and Myers. Demand for cigarettes is in-
elastic (that is, sales do not decrease rapidly as prices rise), so the manufac-
turers can pass on increased production costs to consumers without sizable
sales losses. And, even though per capita consumption for Americans (who
are over eighteen years old) has fallen in the last few years to a still-high
level of 3,924 per person, the adult population should increase by more
than 18 million people by 1990. If per capita consumption stays constant or
even continues to fall slightly, this population increase would result in a
sales increase of up to 80 billion extra units by 1990.
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Diversification

Long wedded to a single product line, the Big Six cigarette companies in the
United States initially resisted a corporate transition to diversification. In-
deed, the corporate charters of Lorillard and American Tobacco expressly
forbade expansion into nontobacco lines. And there was fear among some
industry executives that diversification attempts could appear as a turning
away from cigarettes at a time when health studies were already raising
many questions about them.

A wide range of factors broke the companies of their total cigarette
dependence and boosted them onto the path blazed by such conglomerates
as Gulf and Western, AT&T, and others. In the 1960s, the tobacco com-
panies had more money than they knew how to spend. While sales stagnated
and there was little need to invest in new production facilities, cigarettes
continued to return over twenty cents on every sales dollar. Moreover,
prices climbed, netting an increase in revenues and earnings for the com-
panies.

The firms had accumulated little long-term debt, and they had a
marvelous asset—their tobacco stocks—to use as collateral for borrowing
power to supplement their large cash reserves. Converting this cash into a
flood of acquisitions made good business sense.

Although the industry had plenty of cash and collateral, it did not have
the full confidence of the stock market. Wall Street is obsessed with
“‘growth’’ stocks, stocks that consistently show sales and earnings growth
rates far above the overall economy’s average growth rate. Investment
analysts saw the cigarette industry as stagnating. Between 1964 and 1969, even
though profits were climbing, cigarette stock prices fell from fifteen-times-
earnings per share to about ten-times-earnings per share—a steep in-
dustrywide decline. The trends in price-to-earnings ratios reflect the degree
of confidence with which analysts view an industry’s performance. The
message from Wall Street to the tobacco companies was clear: expand into
other product lines.

From cigarettes, the companies turned first to natural product-cousins,
food and liquor. The corporate parents of such products usually had low
price-to-earnings ratios, as did the cigarette industry, and therefore were
relatively inexpensive to acquire. Many such firms also had substantially
higher sales growth rates than cigarettes. In the 1970s, candy and snack
sales were climbing about 4 percent annually, liquor sales were rising 6 to 8
percent, and pet-food sales were skyrocketing at a 14-percent annual rate.
More important, these product lines utilized the same basic skill required
for cigarettes: a deft marketing touch, the ability to create new products and
sell them to consumers. In the late 1960s, diversification fever swept the
tobacco industry.



166 The Tobacco Industry in Transition

By 1970, though, cigarettes were still the mainstay for all of the Big Six
except Liggett and Myers, which reaped only 50 percent of its 1970 revenues
from tobacco. In fact, the diversification fever had not translated into in-
stant successes in the hands of the dynamite marketers. The cigarette firms
were having to grapple with the particular problems of each product in a
wide variety of lines. If the payoff came at all, it would only be in the long
term.

In the meantime, the cigarette companies were themselves vulnerable to
takeover bids because of their low price-to-earnings figures. Tiny Loews
Corporation swallowed Lorillard in 1968, and even R.J. Reynolds was
rumored to have suitors eyeing its operations. As Business Week com-
mented in 1969:

Indeed, as diversifiers, the cigarette companies have a long way to go, analysts
of the industry feel, and tobacco for most of them will still be king for some
time to come. They [the analysts] reason that cancer talk and fears of TV adver-
tising bans and other restrictions have so deflated the price-earnings multiples of
tobacco stocks that some companies are more often in a position to be ac-
quired . . . than to do the acquiring.

But the television ban in 1971 provided just the spark the industry
needed to diversify further. The advertising budgets formerly devoted to the
media—running into the hundreds of millions of dollars—could be chan-
neled into new acquisitions. All six firms did just that. Most continued to
focus on consumer-oriented goods, but there were a few surprises. For in-
stance, American Brands bought Franklin National Life Insurance Com-
pany, and R.J. Reynolds branched off into oil and shipping concerns.

The results of this diversification have been as varied as the fortunes of
the companies’ cigarette sales. The corporate profiles that conclude this
chapter detail the role of diversification for each of the Big Six. American
Brands (American Tobacco, after diversification, changed its corporate
name), though slumping in the cigarette business, has prospered in non-
tobacco lines. While remaining the industry leader, Reynolds continues to
experience problems with its oil and shipping divisions; it has now turned
back toward marketing-oriented goods, picking up Del Monte Foods in
1978. Philip Morris has matched its Marlboro triumph with the success of
its Miller beer subsidiary, and hopes to do the same with Seven-Up. By
blending together strong divisions in three different consumer commodities,
PM has been one of the great business successes of the 1970s.

In the next decade, look for further diversification among the major
firms. Despite the increasing advertising costs for new brands, cigarette
sales still generate significant cash flows which can be channeled into new
purchases. It is safe to assume that the Big Six (or, in the case of Lorillard
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and Liggett, their parent corporations) will pump even more money into
their currently productive nontobacco divisions and will keep their eyes
peeled for other fast-growing companies that could benefit from the touch
of some marketing pros.

International Scene

Several of the major firms have another option available for investing the
cash generated by domestic cigarette sales: a booming international
cigarette market. Although the overseas market is not new to the U.S. in-
dustry, intense efforts to corner it are. American cigarettes have been ex-
ported for decades, particularly to European nations. Since World War II,
when many Europeans learned to prefer the rich blends and flavor-
enhancing additives of U.S. cigarettes over their own brands, export sales
have been climbing. U.S. firms quickly became interested in taking advan-
tage of this European fascination with their product, particularly as
domestic sales stagnated, but they have had to contend with complex inter-
national marketing barriers.

All but a few European countries have state-owned tobacco monopolies
which own the tobacco manufacturing facilities and run the retailing and
distribution systems. Foreign cigarette firms have to market their brands
through these state monopolies. For many years, U.S. firms attempted with
little success to sell their cigarettes through the state-owned distribution
systems. European tariffs on foreign-produced cigarettes remained high,
and the monopolies promoted their own brands far more heavily than they
did the foreign products.

To overcome these obstacles, Philip Morris devised a fresh approach
and negotiated a series of contracts with the European monopolies. Initially,
PM provided technical assistance, allowing the monopolies to continue pro-
ducing and selling the brands themselves. Then, the company began acquiring
and constructing manufacturing facilities abroad. Soon PM was producing
cigarettes in the Netherlands, Belgium, Britain, West Germany, and Spain at
minimal marketing costs since it turned over its cigarettes to the state
monopolies for distribution.

The monopolies receive a high share of the income from Philip Morris
sales, reducing the company’s royalties below its domestic profit margin.
But because of this income, the monopolies have a stronger incentive to
promote the Philip Morris brands than to push their own. Meanwhile,
Philip Morris has applied its deft marketing touch to the European situa-
tion, usually promoting the popular Marlboro along with a single local
brand, such as Sweden’s Bond Street. And the Marlboro man has proved as
enticing a figure in Europe as in the United States. In 1970, Philip Morris
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had minimal European sales, but by 1980 the company controlled almost 10
percent of this market, ranking alongside Rothmans (South African) and
BAT Industries, the two giants of the international market.

Other domestic firms have attempted to follow Philip Morris’s lead,
negotiating their own license agreements and acquiring overseas production
capacity. The effort has proved to be too great for Liggett and Lorillard,
which both sold their overseas business in the late 1970s, and for American
Brands. By the terms of the 1911 trust dissolution decree, BAT Industries has
overseas rights to most of American Brand’s cigarettes; to gain access to
foreign sales, American bought Britain’s Gallaher Limited in 1968, but
Gallaher has little market penetration outside Britain. Brown and Williamson
markets its popular brands, such as Kool, through its parent, BAT Industries.

Besides Philip Morris, then, only Reynolds is pursuing the international
market—but with some difficulty. Winston once had the popular advantage
abroad that Marlboro now enjoys, providing Reynolds a solid base. But the
company did not begin signing licensing arrangements until the early 1970s,
thus achieving slower growth than Philip Morris. Reynolds also made early
mistakes that hurt sales: it developed costly excess production capacity in
West Germany, did not quickly target local brands such as Philip Morris’s
Bond Street, and had to revamp its entire Swedish distribution system at great
expense. Although it now has numerous licensing arrangements and produc-
tion facilities overseas, Reynolds’s sales have not grown to rival those of
Philip Morris, BAT Industries, or Rothmans. But Reynolds has at least
established itself as a formidable competitor for future international growth.

Having cut their teeth in Europe, Philip Morris and R.J. Reynolds are
now hungrily eyeing the rapidly expanding worldwide market. In 1979, 4.2
trillion cigarettes worth almost $100 billion were sold worldwide, an all-time
high. Over the last decade, while sales inched upward at a 4-percent rate in
the United States, they increased 33 percent in Africa and 24 percent in
Latin America. The United Nations had predicted a 5-percent annual
growth rate in the developing nations, more than enough to generate con-
tinued high growth for Philip Morris and Reynolds, particularly if they can
buy or take business away from smaller firms. The latest coup for the two
largest U.S. cigarette manufacturers was the signing of production
agreements with the People’s Republic of China. In November 1980, Philip
Morris began manufacturing in Canton; in 1981, Reynolds is scheduled to
produce some two million dollars’ worth of one of its brands in the Fujian
Province.

Several strong incentives have led third-world nations to boost the
cigarette industry within their borders. They receive large quantities of
tobacco from various foreign-aid programs. They see tobacco as a poten-
tially lucrative cash crop for exportation purposes, and a growing domestic
market as an incentive to production. The promise of high tax revenues
from cigarette sales holds great appeal to cash-strapped countries. Finally,
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the major tobacco companies have spent millions on advertising and public
relations in third-world nations, increasing their acceptability to the foreign
consumer.

The U.S. companies are patterning their advertising pitch in developing
nations after their earlier domestic experience; advertising is directed at the
youth and at the newly emerging middle classes who aspire to western sym-
bols of success. In most developing countries, the push to develop new con-
sumers is not being offset by anti-smoking policies or regulations.

Prospects appear favorable for a continuing boom in overseas cigarette
sales. For both Philip Morris and R.J. Reynolds, these international sales
should bring steady growth to their cigarette operations. Also, the contacts
and marketing network established through this expansion should reap
substantial benefits for the other consumer-oriented products of the two
tobacco giants. R.J. Reynolds’s Del Monte Foods and Philip Morris’s,
Miller beer and Seven-Up may prove equally attractive to third-world
tastes, and further boost the firms’ corporate growth.

In the near future, Philip Morris will probably enjoy a solid edge in the
booming overseas cigarette craze. It already sells three times as many
cigarettes outside the United States as does R.J. Reynolds, and recently
engineered a major coup that places them in a position to move further
ahead of R.J. Reynolds on the international scene. In April 1981, R.J.
Reynolds began negotiations for a joint venture with the Rothmans Interna-
tional branch of Rothmans World Tobacco Group, the world’s fifth largest
tobacco company, controlled by South African entrepreneur A.E. Rupert.
Reynolds also indicated an interest in purchasing Rothmans International
outright at some future point, but Rupert broke off the negotiations the
next month. Several days later, on the morning of R.J. Reynolds’s annual
stockholders meeting, Board Chairman J. Paul Sticht received a telegram
from Rupert that revealed why Rupert had stopped the discussions so sud-
denly: he was selling a quarter of Rothmans International to Philip Morris.

“‘Philip Morris has less to gain from the $350 million Rothmans deal
than Reynolds stands to lose,”’ analyzed Fortune. Though Philip Morris
will be able to boost its international sales substantially, the main impact of
the deal will be to thwart Reynolds’s advancement on the international
scene. With Reynolds on the defensive, Philip Morris seems certain to
expand its international sales lead and take off after the big target at the top
of the charts: BAT Industries.

R.J. Reynolds

R.J. Reynolds Industries has a lot to be proud of these days. Its cigarette
business remains the front-runner in the industry, as it has for 22 years,
nailing down 32.6 percent of the available market in 1979 with sales of 200
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billion cigarettes. The company owns the world’s largest container-shipping
firm, Sea-Land Service, Incorporated; a crude-oil and natural-gas
developer and explorer, Aminoil USA; a packaging-products concern, RJR
Archer; and food and beverage divisions in Del Monte and RJR Foods,
Ltd. And the company’s international cigarette sales have risen steadily in
recent years. The 39th largest corporation in the country, Reynolds’s 1979
revenues totaled $8.9 billion (a 33.2-percent increase from 1978), netting
$551 million in earnings (a 24.7-percent increase from 1978). (See table
15-3.)

Despite such wealth and high rank in the corporate world, R.J.
Reynolds seems to have a bit of a chip on its shoulder. ‘‘People don’t
understand us,’’ Chairman of the Board and Chief Executive Officer J. Paul
Sticht told Forbes in 1980, complaining that Wall Street was focusing more
attention on competitor Philip Morris. Indeed, Philip Morris’s dazzling
performance has Wall Street investors speculating that the company may

Table 15-3

R.J. Reynolds Data

(percentages)

Product Division 1972 1973 1974 1975 1976 1977 1978 1979
Distribution of Gross Revenues

Domestic tobacco® 63 60 48 48 4 42 44 35

International tobacco 9 1 16 19 20 21 23 20

Foods and beverages 5 4 4 4 4 4 4 222

Transportation 19 16 15 17 16 15 16 14

Energy 3 3 10 9 13 15 10 7

Packaging 3 3 3 3 3 3 3 2

Distribution of Net Earnings

Domestic tobacco® 81 81 59 68 68 72 69 64

International tobacco 6 7 4 6 8 11 13 13

Foods and beverages 1 2 1 3 3 3 2 112

Transportation 7 3 22 13 15 10 12 5

Energy 3 4 13 9 4 2 2 6

Packaging 2 3 1 1 2 2 2 1

Source: Annual reports.
2The jump from 1978 reflects the acquisition of Del Monte Foods.

YThe percentages for cigarette revenues are based on figures that include the excise taxes paid
to state and federal governments. Many financial analysts omit these figures from their
calculations of a company’s revenues because they tend to reflect an artificially high rate of
revenues; in general, the excise taxes paid to state and federal governments account for as
much as 25 percent of revenues. If these excise tax figures are removed from the statement of
revenues, then the percentage of sales contributed from cigarettes to each company appears
even lower—and the high rate of earnings generated by cigarette sales appears all the more im-
pressive. This point should be noted for the earnings and revenues table with each corporate
profile.
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surpass Reynolds in domestic cigarette sales as early as 1983. ‘“We have no
intention of relinquishing our position of leadership in 1983 or any other
year in the foreseeable future,”” says William Hobbs, Reynolds’s executive
vice-president.

Hobbs stands in a long Reynolds tradition of meeting challengers in the
cigarette industry. In the 1870s, Richard Joshua Reynolds entered the
business by bartering his father’s chewing tobacco for such goods as
cowhides and a gold watch. After several years of experience in the family’s
southwestern Virginia business, he opened in 1875 his ‘‘Little Red Factory”
in Winston, North Carolina, and began churning out chewing tobacco. The
business prospered, was incorporated as R.J. Reynolds Tobacco Company
in 1890, and soon became one of Winston’s most highly respected corporate
citizens.

At the end of the nineteenth century, Reynolds needed expansion
capital for his outfit and began selling shares of stock, two-thirds of which
the Duke Tobacco Trust soon gobbled up. Reynolds bitterly resented
Duke’s domination and retained a fierce independence even while function-
ing as a subsidiary of the American Tobacco Company. When the 1911
Supreme Court decision granted Reynolds his freedom from Buck Duke, he
once again took charge of his small chewing-tobacco concern.

R.J. Reynolds disliked cigarettes, but his antipathy toward Buck Duke
was even stronger. And he desired more speedy growth for his company
than chewing tobacco could provide alone. So in 1909 he introduced Red
Kamel cigareties, which did not sell well but had the potential for a catchy
name, one that Reynolds liked. Four years later, he launched an imaginative

- promotion campaign for Camels that made the brand an instant success and
soon propelled the company to the top of the cigarette business. This
achievement gave Reynolds the satisfaction of beating his old rival, Buck
Duke; Reynolds died in 1918 as the king of the tobacco industry.

American Tobacco reasserted itself in the 1930s with the popular Lucky
Strike brand and overtook Reynolds, holding the lead for two decades. In
the early 1950s, the health scare generated by Reader’s Digest led to the
booming market for filter cigarettes, and Reynolds responded with
Winston. The brand’s advertising slogan-—‘‘Winston Tastes Good like a
Cigarette Should”’—prompted a wave of criticism about its poor grammar,
which only served to boost its sales further. Adding Winston to Camel, a
leading U.S. brand in the 1950s, pushed Reynolds ahead of American
Tobacco in 1958. The company then added Salem, which took the menthol
market by storm and ultimately became the third-highest-selling cigarette in
the country. Finally, in 1966, Winston bested American Tobacco’s Pall
Mall for first place in individual brand sales. R.J. Reynolds’s domination of
the domestic market was complete.

During this time, the company’s management was already looking at
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new frontiers and, in 1956, amended its corporate charter to permit in-
vestments in nontobacco enterprises. The official corporate history explains
why: ‘‘First, having captured one-third of the U.S. cigarette market, the
company could see a point of diminishing returns for growth potential.
Second, significant cash was being generated which could be invested ad-
vantageously elsewhere.”’

The company began diversifying very cautiously. First it separated its
foil-products division, which had previously only produced materials for
Reynolds cigarettes, into subsidiary Archer Aluminum (now RJR Archer),
which began selling to other businesses. Reynolds expanded this subsidiary
in 1967 when it bought Filmco, which produces stretch-and-shrink films for
wrapping fresh meat and vegetables; the divisions have continued as a small
but steady part of Reynolds since.

In 1963 Reynolds bought Hawaiian Punch, its first nontobacco acquisi-
tion, and two years later, Penick and Ford, which produced Vermont Maid
Syrups and My-T-Fine desserts. Next came ethnic food companies—Chun
King (Chinese) and Patio Foods (Mexican). Reynolds officials appeared
confident that their marketing prowess with cigarettes could translate easily
to food products.

After developing a base in food products, however, Reynolds moved
completely out of its traditional marketing strength. Prospects seemed
favorable for rapid expansion in the shipping field, and in 1969, Reynolds
paid about $200 million for Sea-Land Service, Incorporated, the largest
containerized-freight shipping operation in the world. Reynolds then moved
to acquire Sea-Land’s top competitor, U.S. Lines, but in 1970 the U.S.
Justice Department blocked the purchase with an anti-trust suit. The same
year, continuing its bold diversification drive and seeking an oil source for
Sea-Land’s fleet of ships, Reynolds plunked down $55 million for Aminoil
(the American Independent Oil Company), an oil producer operating in
the Persian Gulf (in the divided zone between Kuwait, Iran, and Saudi
Arabia). Part of the Iranian Consortium, Aminoil was seeking new business
around the globe.

By 1970, R.J. Reynolds Tobacco Company no longer seemed a proper
name for such a diversified conglomerate. So the directors approved a name
change to R.J. Reynolds Industries and announced that they were no longer
just the “‘tobacco people.”” But all was not well in Winston-Salem, North
Carolina, Reynolds’s home base. None of the food subsidiaries had a
nationally leading brand name, making the promotion job tougher and cut-
ting into profits significantly. A major dock strike in 1971 crippled Sea-
Land, and the blocked purchase of U.S. Lines thwarted the company’s
long-range plans. Aminoil did not produce stellar earnings figures either.
And Reynolds’s share of the domestic cigarette sales market slipped
slightly, from 31.8 percent in 1970 to 31.5 percent in 1974.
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These woes prompted some mutinous grousings from Reynolds’s
largest block of stockholders, the Reynolds family. As quoted in Forbes,
one family member snapped, ‘‘Look, these guys are the world’s best at
marketing and selling tobacco products, but what do they know about
ships or 0il?’’ The new debt taken on by the company—$100 million in
debentures in 1971—also alarmed the stockholders. Concern soon spread
throughout the financial community. In 1974, Dun’s Review noted;
“When Reynolds bought McLean Industries [Sea-Land] and followed with
Aminoil, many an analyst began to wonder what they were smoking in
Winston-Salem.”’

In 1973, a new management team took over. New board chairman Colin
Stokes had almost forty years of experience in the company tobacco
business. But the real power quickly fell into the hands of Paul Sticht, a
seasoned marketing executive who had taken an early retirement from the
presidency of Federated Department Stores before Reynolds pressed him
into service as its new president. Sticht brought in marketing executives
from outside the company, exercised much more centralized control over
the divisions, and pumped huge amounts of tobacco capital into the other
subsidiaries. He also spearheaded an aggressive campaign to take the com-
pany’s position to American financial analysts through a series of presenta-
tions on the company’s operations; this move contrasted sharply with
Reynolds’s renowned ‘‘tight-lipped, close-to-the-vest attitude.”” When
Stokes retired in 1979, Sticht replaced him as chairman. For the first time in
Reynolds history, the top management officers included no one who had
risen through the ranks of the cigarette business.

Although Sticht has brought new life to much of Reynolds’s business,
he has not eliminated all doubts about the company’s future. Domestic
cigarette sales have brightened somewhat, increasing from 31.5 percent of
the market in 1974 to 32.6 percent in 1979. Reynolds cornered 43 percent of
total low-tar cigarette sales in 1979, up from 38 percent in 1978; since low-
tar cigarettes are the fastest-growing segment of the industry, Reynolds
should be able to ward off further decline. Even so, Winston and Salem, the
firm’s two top sellers, have continued to slide, and Philip Morris’s Merit
has edged out Reynolds’s Vantage for first place in low-tar sales. The com-
pany was also very embarrassed when its $40 million campaign to promote
Real, the ‘“‘natural cigarette, >’ fizzled, never netting more than 0.5 percent
of the total sales market. And every year, Philip Morris gets closer to taking
the number-one spot in total domestic sales away from Reynolds. Still,
according to Business Week, Reynolds’s tobacco sales yield more than $200
million annually for investments in other fields. In fact, the corporation
pumped $1.18 billion into capital investments from 1975 to 1979 and
expects to spend $2 billion more between 1979 and 1982, most of which goes
to the struggling subsidiaries.
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In other product lines, questions center on Aminoil and Sea-Land.
Aminoil produced huge earnings during the oil crisis of 1974, but most of
that went to the Kuwait government in royalties and other payments. In
1977, Kuwait nationalized its Aminoil holdings, eventually offering
Reynolds $55 million in reparations, a figure far from satisfactory to the
company. Already concerned about its strong dependence on Kuwait, in
1976 Reynolds had paid Burmah Oil a whopping $522 million—the largest
cash transaction in U.S. history—for its U.S. holdings. In need of new sup-
plies of oil after the Kuwaiti move, Reynolds then pumped $550 million into
Aminoil between 1976 and 1979 to try to boost its performance. But in
1979, Aminoil suffered another loss when it lost its Iranian interests. That
year, revenues fell 11 percent, down to $628 million, but earnings rose 28
percent to $66 million as the firm scored on new well explorations. Then in
1980, Aminoil announced the discovery of a large potential reserve of high-
quality crude oil in Montana, which could bolster its future profits. Aminoil
is now the twenty-eighth largest oil producer in the United States, and the
business will require at least $700 million more in capital by 1982. Despite
Aminoil’s recently improved performance, investment analysts are still
leery of Reynolds’s ability to handle the oil business.

Sea-Land also remains a question mark. Paul Sticht pumped over $600
million into Sea-Land in the second half of the 1970s, and may invest $600
million more by 1982. Meanwhile, freight rates have not climbed sharply
enough to offset vessel and terminal operating expenses. Consequently,
though revenues climbed 11 percent to $1.22 billion in 1979, earnings nose-
dived by 50 percent from $119 million (1978) to $58 million (1979). In 1980,
the company sold eight of its transport ships to the U.S. Navy. These oil-
burning ships were too expensive to operate commercially (even Aminoil
could not provide fuel for them cheaply enough), and the Navy needed new
ships for transporting troops and supplies in emergency situations. Con-
gress has approved a payment of $285 million for these ships, a handsome
price that will relieve Reynolds of an expensive burden on a troubled
division.

Reynold’s food operations, in contrast, have promising futures. In .
1979, Reynolds paid $618 million for Del Monte, a canned-fruit and
vegetable producer. In its 1979 annual report, Reynolds explained the
move: “’Del Monte brings to RJR the strengths of an international produc-
tion and marketing network, a broad expanse of product lines and an
unequalled reputation for quality and brand recognition.”’ Sticht has dis-
patched several Reynolds executives to the Del Monte chain of command
and is now slowly merging Del Monte’s operations with those of RJR
Foods, Ltd. In 1980, the company marketed food products in more than
sixty countries. With the inclusion of Del Monte, revenues from food-
products sales increased sevenfold, from $281 million in 1978 to $1.96
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billion in 1979, and earnings jumped from $19 million to $128 million in
that fiscal year.

The final major sphere of Reynolds’s operations is its international
cigarette sales, which have received significant attention from Sticht.
““When we entered the international market, we made some mistakes,’’ says
Sticht. ‘““We concentrated on exporting our domestic brands and we learned
too late that we were, in effect, imposing American tastes on smokers with
different preferences. As a result, the acceptance of our brands among in-
ternational smokers was limited, and we missed major portions of the
market.’’ Philip Morris, which entered the international market ahead of
Reynolds, bested Reynolds in total volume of cigarette sales as early as
1972, and has expanded its lead ever since.

Sticht has revamped overseas operations, consolidating all operations in
the R.J. Reynolds Tobacco International division, a separate subsidiary
also headquartered in Winston-Salem. He organized an International
Advisory Board in 1974 that includes executives from Britain, West Ger-
many, Japan, and other countries, and concentrated on establishing
overseas manufacturing facilities and entering into license agreements with
foreign producers. By 1980, the company had manufacturing plants in West
Germany, Switzerland, Spain, Canada, Brazil, Ecuador, West Malaysia,
Puerto Rico, and Curacao; and licensing agreements in Austria, Bulgaria,
East Germany, Finland, Greece, Mexico, New Zealand, the Philippines,
Peru, Spain, Yugoslavia, Portugal, and Andorra. Reynolds markets cigar-
ettes in more than 140 countries and territories, including China, where it
sells Winston and More. Since 1975, sales have grown at an annual rate of
18 percent. In 1979, revenues increased 19 percent, to $1.85 billion; and
earnings also jumped 19 percent, to $144 million. Reynolds will devote
more than $200 million in capital expenditures to the foreign market by
1982.

In 1980, Sticht surprised the financial community when he announced a
ten-year, $1 billion capital investment program for upgrading and ex-
panding its domestic cigarette manufacturing facilities. Although the com-
pany hopes to recharge its stagnant domestic sales, much of the expansion
will serve to promote growth in cigarette sales in the third world. The com-
pany has also announced plans to invest $1.6 billion in its nontobacco lines
by 1982. Much of that money will go to Sea-Land and Aminoil. Sticht
recently described the corporation’s priorities to Forbes as a consumer,
packaged-goods company, but with ‘‘tobacco being our largest activity
followed by food, with strategic investments in oil and shipping.”’

Despite Sticht’s attempts to shore up existing operations and expand
overseas, R.J. Reynolds’s nonmarketing-oriented product lines continually
produce ambivalent financial results. It has not yet trumped Philip
Morris’s vigorous play to surpass it in domestic cigarette sales and also
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lost the bidding war for Rothmans International in spring 1981. Even with
this crushing setback, the drive to expand international cigarette operations
could be the key to a more stable financial future for Reynolds—and to an
increased acceptance by Wall Street observers.

Philip Morris

Life for Philip Morris executives must be quite satisfying these days. The
company closed the 1970s with accolades from across the U.S. financial
community. From being the fourth largest cigarette manufacturer and the
seventh largest beer producer at the beginning of the decade, Philip Morris
has bolted to second place in both fields and is seriously challenging front-
runners R.J. Reynolds and Anheuser-Busch. Revenues climbed more than
450 percent in the 1970s, from $1.5 billion to $8.3 billion; operating income
took a dramatic jump from $203 million to $1.2 billion (see table 15-4).
Fortune magazine, in recognition of this achievement, proclaimed Philip
Morris one of the ‘‘ten most impressive business triumphs of the decade.”

At the core of this success is the company’s most highly touted asset:
marketing wizardry. The spearhead of the company’s rise, former chairman
Joseph F. Cullman III (who retired in 1978), came to Philip Morris after
years of marketing experience at Canada’s Benson and Hedges, which
Philip Morris acquired in 1954. Cullman surrounded himself with a cadre of
marketing-wise pros and set out to conquer the worlds of cigarettes and
beer. In 1977, Cullman explained why his team has been successful: “‘Our

Table 15-4

Philip Morris Data

(percentages)

Product Division 1972 1973 1974 1975 1976 1977 1978 1979
Distribution of Gross Revenues

Domestic tobacco 85)8 79) 50 47 46 41 37 335

International tobacco 83" (79) 27 271 24 26 21 30.5

Beer 10 11 13 18 23 26 28 27

Other 10 10 10 8 7 7 8 9

Distribution of Net Earnings

Domestic tobacco 76 72 65 61 59 61
International tobacco ~ 0D°  OD* g 19 18 19 19 21
Beer © (-1 2 6 12 14 16 16
Other 3 4 4 3 5 6 6 2

Source: Annual reports.

3The 1972 and 1973 figures represent the total from domestic and international tobacco. Fur-
ther breakdowns were not available for these years.
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senior management are all market-oriented. We’ve all stayed close to the
marketplace. So we respond quickly to market trends, but we don’t over-
react. We haven’t had any losers in a long time.”’

This analysis especially applies to the company’s domestic cigarette line,
which stretches back to 1847 when London merchant Philip Morris began
using cigarette hand-rollers to produce popular brands like Cambridge,
Oxford Blues, and Ovals. The company incorporated in the United States in
1919 and imported several of its popular English brands, but it achieved
only minor sales. However, in the Depression-torn 1930s, the company
astutely introduced several economy-priced cigarettes that boosted it into
the ranks of the top six cigarette manufacturers. Encouraged by this suc-
cess, it began producing cigarettes in the United States in 1934. As late as
1960, however, Philip Morris ranked last among the Big Six, garnering only
9 percent of the market.

But then came the Marlboro man. From the ninth biggest seller on the
market in 1960, Marlboro vaulted to third place by 1970 and finally inched
ahead of Winston for the top spot in 1976. The romantic figure of the
Marlboro man, a rugged, masculine character in an outdoors setting, was a
particularly potent image after the television and radio advertising ban of
1971. His proud image translated to print far more effectively than the
famous ‘‘Winston Tastes Good like a Cigarette Should”’ jingle.

PM did not rely exclusively on Marlboro for sales growth, however. The
company’s 100-millimeter brands—Virginia Slims and Benson and Hedges
—performed well in the late 1960s. Then in 1976, PM entered the low-tar
field with Merit; a phenomenal 7.4 billion Merits sold in that first year
alone. In just three years, Merit edged ahead of Reynolds’s Vantage for first
place in low-tar cigarette sales. By 1979, in fact, Philip Morris had in its
sphere the best-selling cigarette, domestically and internationally
(Marlboro), the number-one low tar (Merit), the largest selling
100-millimeter brand (Benson and Hedges), and the highest sales of any
cigarette brand designed especially for women (Virginia Slims). It managed
this feat by taking sales away from its competitors. During the 1970s, while
the company was growing at a phenomenal rate, the other top five had an
aggregate decrease in sales.

In achieving these gains, Philip Morris has been more opportunist than
innovator. It has generally not introduced brands in new fields without first
checking a competitor’s performance. Once a market is clearly established,
Philip Morris jumps in with an aggressive marketing strategy, skipping the
traditional cautious testing period preferred by most other companies. The
company has often been accused of merely following Reynolds’s lead in
brand introduction. But PM has done so effectively, as in the case of
besting Vantage with Merit, and clearly is threatening Reynolds’s twenty-
two-year reign at the top of the cigarette world. In 1979 alone, the gap be-
tween the two closed from 30.2 billion cigarettes sold to 17.8 billion.
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Outgunning the rest of the industry is not the only reason Philip Morris
has drawn Wall Street’s praise. The company has also made some deft
diversification moves, reinvesting more of its earnings in the 1950s and
1960s than did its competitors and thus sacrificing higher dividends in favor
of rapid expansion. In fact, Philip Morris effectively initiated the cigarette
industry’s diversification syndrome in 1957 when it acquired Milprint In-
dustries, a packaging manufacturer, and shortly followed with the acquisi-
tion of a chemical company, Polymer Industries. The company further
diversified in the 1960s with American Safety Razor, Burma Shave, and
Clark Gum. In 1968 it stunned Wall Street by buying 53 percent of a minor
beer distributor, Miller. Later investments included Mission Viejo Com-
pany (land development), and Armstrong Products (chemicals).

Philip Morris executives admit that none of these purchases initially set
the world on fire. By 1972, tobacco still accounted for 85 percent of its
revenues, and the company had little strength to offer aside from the
Marlboro man. So Cullman streamlined operations. He abandoned several
stagnating lines and dispatched experienced Philip Morris officers to the
other divisions. One key move was his naming of executive vice-president
John A. Murphy to head up Miller beer in 1971. In 1974 Murphy intro-
duced Miller Lite with an aggressive advertising strategy that capitalized on
the low-calorie craze sweeping the country. In the process, Miller caught the
rather conservative beer industry by surprise, zooming from seventh place
to the heels of top-ranking Anheuser-Busch. After spending huge sums to
boost the business, Philip Morris has started reaping sizable profits from
Miller ($181 million in 1979 on sales of $2.2 billion) and prospects appear
good for continued growth and prosperity.

As one last addition before his retirement in 1978, Cullman picked up
the Seven-Up soft-drink company for a whopping $520 million. Like Miller
in 1968, Seven-Up is a weak performer in its market, garnering only 7 per-
cent of sales compared to Coca-Cola’s 34 percent and Pepsi’s 22 percent in
1979. Philip Morris is showing signs of marketing Seven-Up much as it did
Miller; Murphy is now in charge of both. Most observers are confident that
Philip Morris’s marketing prowess will pay off in rapid sales increases; the
company has already sunk millions of dollars into its Seven-Up division and
created a national advertising campaign that employs noted sports figures
to promote the product. But the company is up against tough competition;
Coca-Cola and Pepsi are practiced marketers themselves, and are more
prepared for a challenge than were Miller’s competitors. Seven-Up’s success
could hinge on whether the company can introduce a new, high-sales cola
product to complement Seven-Up.

The other divisions of the company, Mission Viejo and Philip Morris
Industrial (which includes Armstrong Products), produce small but steady
business (5.1 percent of revenues and 3.4 percent of earnings in 1979). But
the company’s strength remains vested in marketing cigarettes, beer, and
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soft drinks. However, none of these three enjoys rapid sales growth on an
industrywide basis. Philip Morris mostly has spirited business away from its
competitors in beer and tobacco and hopes to do the same with soft drinks.
Eventually there will be a ceiling on how much business it can secure, and to
sustain its corporate expansion it will need a brisk business in a high-sales
market—like the international cigarette field.

Philip Morris was the first U.S. firm to concentrate heavily on the
foreign cigarette market. Its innovative leasing arrangements with state-
owned tobacco monopolies in Europe and its early decision to invest in
foreign manufacturing facilities secured a strong base for increased sales,
and the Marlboro man attracted foreign smokers as effectively as he did
Americans. Philip Morris took first place in international sales from R.J.
Reynolds in 1972 and has steadily increased its lead since then. The com-
pany snared 6 percent of the 4.2 trillion-unit international sales market in
1979—a whopping 250 billion cigarettes that year. It achieved over 15 per-
cent of the market in more than twenty countries and over 30 percent in
Italy, Switzerland, and Austria. Overall, the company markets more than
160 brands in about 170 countries and territories; its far-flung operations
include 27 manufacturing and marketing affiliates, 36 licensees, and a string
of regional export-sales organizations. As current licensing arrangements
expire, Philip Morris will rely more heavily on locating manufacturing
facilities in countries with rapidly expanding markets.

The booming international cigarette market has filled the company’s cof-
fers handsomely. Revenues on international sales increased from $424 million
in 1970 to $2.5 billion in 1979; profits jumped from $54 million to $260
million. In 1979 alone, revenues and income rose 42.5 percent and 38.2 per-
cent, respectively. And in 1981 Philip Morris added another bright asset by
acquiring a one-quarter interest in the Rothmans International branch of the
Rothmans World Tobacco Group; eventually, this purchase could lead to
Philip Morris’s acquiring all of Rothmans International. In this one acquisi-
tion, Philip Morris not only added to its potential for sales growth; it also put
the brakes on the expansion aims of the top American competitor, R.J.
Reynolds, which had previously been courting Rothmans.

Expansion in the developing global cigarette market still requires large
amounts of capital. Well over half of Philip Morris’s expenditures on tobacco
go to the international market. But with the anticipated steady growth in
third-world cigarette sales, these investments should reap Philip Morris
substantial earnings and continued growth. Current board chairman George
Weissman, who succeeded Joseph Cullman, was the architect of ‘the com-
pany’s international growth in the 1960s and 1970s, and can be expected to
continue his lucrative expansion work for many years to come.

The growth of the international cigarette business also bodes well for the
future of the company’s other major product lines. Worldwide marketing ar-
rangements already established through cigarette sales should prove valuable



180 The Tobacco Industry in Transition

for Miller beer and Seven-Up, particularly for the latter. Fruit drinks have
proved more successful than colas in the foreign sector, so Seven-Up has a
good chance for sustained growth overseas.

After a decade of truly phenomenal growth, with an experienced core of
marketing pros for top executives, and with good positions in three consumer-
oriented markets, Philip Morris will likely continue its stellar performance. Of
all the major cigarette manufacturers, this company exhibits the most con-
fidence—and the best prospects for growth—in its tobacco operations. In fact,
in 1980 the company had almost completed a major new production facility in
Cabarrus County, North Carolina, to further expand its domestic production
capacity. Philip Morris USA president Shepard Pollock sums up the
company’s outlook: ‘Five years from now, we as a corporation, as Philip
Morris, Inc., will still make most of our money in tobacco. We'll still be mostly
a cigarette company, and we’ll still be damn proud of it.”

Brown and Williamson®

Brown and Williamson, the third largest cigarette manufacturer in the
United States, is the quietest member of the industry. The company shuns
publicity, issuing neither sales figures not annual reports, and receives little
attention from Wall Street and the financial journals. Less than flashy,
nevér vying with the two top domestic performers, Brown and Williamson
exists in the shadow of its corporate parent—BAT Industries, Incorporated,
headquartered in London, England.

BAT Industries (formerly British-American Tobacco) is the forty-ninth
largest company in the world and the largest tobacco-products company,
generating more than $16 billion from sales in 1979, with $542.6 million
profits. BAT Industries spans the globe, promoting its paper products,
retail stores, cosmetics, and its primary commodity—the golden leaf. BAT
handles more than five hundred brands internationally (including overseas
sales of many U.S. brands and exclusive rights to Lorillard’s brands). In
1975, it was selling more cigarettes than R.J. Reynolds and American
Tobacco combined. In 1976, the company produced almost 20 percent of all
cigarettes sold in the free world.

British-American Tobacco grew out of a 1902 agreement between the
American Tobacco Company trust and Britain’s Imperial Tobacco Com-
pany; it operated as the sole exporting agency for both companies outside
the United States and Great Britain. The 1911 Supreme Court dissolution of
the American Tobacco Company monopoly cut BAT free of its U.S. part-

®As a subsidiary of BAT Industries, Brown and Williamson is not required to publish an an-
nual report; therefore, there are no publicly available figures on the percentage of revenues
and earnings by product line, as are included with the other corporate profiles.
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ner (which had owned two-thirds of the stock), leaving BAT without any
stake in the U.S. tobacco market.

Initially, avoiding the wrath of U.S. anti-trust sentiment, BAT steered
clear of the rapidly growing market in the United States. Then, in 1927, it
decided the time had come to compete with the Big Three on their own turf;
BAT bought Brown and Williamson Company, a small snuff-and-plug firm
founded in Winston-Salem, North Carolina, by merchants Robert William-
son and George Brown.

Brown and Williamson slowly entered the cigarette competition in ‘the
1930s. It achieved modest sales with economy brands during the Depression
and also scored with Kool, which became the leading menthol brand during
the 1940s. The company responded well to the filter-cigarette boom during
the 1950s and 1960s, with Viceroy and Kool supplementing its predomi-
nantly nonfilter sales of Raleigh. Brown and Williamson’s market share
grew steadily, rising from 9.4 percent in 1954 to 13.3 percent in 1965 to a
high of about 17 percent in 1975. Like American Brands, Brown and
Williamson stuck to its several top performers—Viceroy, Kool, Raleigh,
and Bel-Air—and promoted them with an effective marketing strategy
centered on coupons offered with each pack. Kool outstripped Reynolds’s
Salem for top position in the menthol market and by 1980 ranked as the
third best-selling brand in the country.

Despite the success of Kool, overall unit sales have been on a decline,
from 103 billion in 1974 to 88 billion in 1979. Its new-brand introductions
have not produced significant sales, and until 1980 Brown and Williamson
had not even introduced a low-tar brand that effectively competed with the
successful introductions of its major competitors. Both Fact and Arctic
Lights have failed to generate significant sales. A look at Brown and
Williamson’s executive ranks even indicates a sense of floundering; in the
last four years, it has had three presidents, three vice-presidents in charge of
brand management, and two marketing vice-presidents.

But the latest marketing vice-president, Scott A. Wallace, has unleashed a
new campaign to revive Brown and Williamson’s sales picture: ultra-low-tar
Barclay cigarettes. Wallace adopted an innovative slogan; he claims Barclay
cigarettes are ‘‘99 percent tar free,”” and offers smokers a free carton for
testing. (Most companies offer free packs, but none has ever offered free car-
tons.) Brown and Williamson has pumped tens of millions of dollars into
advertising Barclays. The total budget for the brand introduction could run
as high as $150 million; the previous high figure in the industry for an in-
troduction is $60 million. Industry observers remain skeptical of the brand’s
chances for success. Wallace maintains the promotion campaign has already
proved “a great success,”’ but selling cigarettes is more difficult than giving
them away. Other recent ultra-low-tar entries, such as Philip Morris’s Cam-
bridge, have been unable to attract much business away from ultra-low-tar
sales leaders Carlton (American Brands) and Now (R.J. Reynolds).
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Brown and Williamson remained undiversified longer than its principal
competitors, primarily because parent BAT feared the Securities and Ex-
change Commission’s distaste for foreign acquisitions of U.S. businesses.
But in 1969, Brown and Williamson bought processor and packer Vita
Foods Products, Aleutian King Crabs, Incorporated, and Sea Pass Cor-
poration. Later, Brown and Williamson, following BAT’s overall interest in
retail trade, purchased Gimbel Brothers and Saks Fifth Avenue department
stores and the Kohl Corporation, a large midwestern grocery chain. BAT
has reorganized its holdings under Batus (British-Americar Tobacco—
U.S.) Industries, with Brown and Williamson set up as a division.

Brown and Williamson’s future does not look exciting unless Barclay
achieves high sales rates. Its dependence on high-tar brands such as Kool and
Viceroy for the bulk of its sales bodes ill for succeeding in a market that is
rapidly turning to low-tar cigarettes. Long-popular brands such as Kool,
though, will help BAT’s drive to nail down a sizable chunk of the third-world
cigarette market. Brown and Williamson seems destined to plod along quietly,
racking up high sales through Kool, Viceroy, and Raleigh, and aiding BAT’s
attempt to conquer even more of the international market.

American Brands

*“We have the determination,” declared Robert Heimann, chairman of the
board of American Brands, at the firm’s annual meeting. That confidence
typified Heimann’s recently ended reign at American Brands; in eleven
years, he managed to turn an ailing tobacco giant into a flourishing diver-
sified corporation involved in everything from Titleist golf balls to Jim
Beam whiskey to Master Lock padlocks (see table 15-5). In the process, he

Table 15-5

American Brands Data

(percentages)

Product Division 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
Distribution of Gross Revenues

Domestic tobacco 46.1 38.5 353 32.4 31.1 27.9 259 259 23.1 20.8 19.7

International tobacco  40.2 38.4 37.0 389 38.3 38.8 38.6 37.1 40.4 42.0 42.1

Other 19.7 23.1 27.7 28.7 30.6 33.3 35.5 37.0 36.5 37.2 38.2
Distribution of Net Earnings

Domestic tobacco 65.2 67.3 61.3 57.2 51.5 50.9 52.5 54.7 54.2 48.2 41.1

International tobacco  19.1 18.4 16.8 20.8 23.0 20.0 17.3 12.2 12.3 17.4 17.5

Other 15.7 143 21.9 22.0 25.5 29.1 31.2 33.1 33.5 34.4 414

Source: Annual reports.
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produced an admirable record of earnings: from 1969 (when he became
president) to 1978, American Brands’s dividend rate grew at twice the Dow
Jones Industrial average.

This new diversified look provides a sharp contrast to the early days of
American Brands. Once known as American Tobacco, the company was the
corporate parent for the vast tobacco trust James B. Duke assembled in the
1890s. Even after the Supreme Court busted the trust in 1911, American
Tobacco remained the industry powerhouse through the 1950s, primarily
because of the sustained success of Pall Mall and Lucky Strike.

But American Tobacco adapted slowly to the changing market condi-
tions prompted in large part by the anti-smoking fervor of the 1950s: The
company did not develop a filter brand to compete with front-runners
Viceroy and Winston. In 1958, R.J. Reynolds slipped ahead of American
for first place in cigarette sales, and American lapsed into a steady decline.

By 1964, though still a billion-dollar domestic cigarette company,
American Tobacco was relying chiefly on nonfilter cigarettes for sales. But
the days of prosperity for nonfilters had already passed. The company had
accumulated little debt, maintained a good cash flow, and built up con-
siderable borrowing power, but it had not diversified into other product
lines and had no significant overseas operations. By late 1960s, American
was often compared to Lorillard as an ideal candidate for takeover by
another corporation.

Company executives realized that something was wrong and in 1964
seriously reevaluated their aims. In 1975, at the annual stockholders’
meeting, Heimann recalled that turning point:

It was about that time that the old American Tobacco Company stopped liv-
ing in the past and started to map out a future. We had three things to do:
First, update our cigarette business to increase our filter sales and thus
cushion the effect of the nonfilter decline. Second, use our cash flow to ac-
quire some meaningful diversification, broadening the earnings base and
thereby increasing the stability and quality of our earnings. Third, find a way
to build up our business abroad.

Then-chairman Robert Walker started moving toward the future by
barraging the market with a scatter-shot introduction of new brands. Overly
dependent on old-time sales leader Pail Mall, ‘‘Brand-a-Month” Walker
quickly introduced such forgettable names as Montclair, Waterford, Sweet
Caporals, and Bull Durham. The company did have some success with
100-millimeter versions of Pall Mall, Tareyton, and Silva Thins, a new
cigarette for women. The company promoted Tareyton heavily with its ‘‘Us
Tareyton Smokers Would Rather Fight than Switch” campaign, but
American continued to slump.

One of Walker’s lasting entries was Carlton, which the company bills as
“the first truly low-tar cigarette.”” Walker printed the low tar and nicotine
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contents on the package in an attempt to cut into sales of Lorillard’s low-tar
Kent. The brand did not take off immediately, but the company—and par-
ticularly Robert Heimann, who moved up to the presidency in 1969—did
not abandon it. After sixteen years (Carlton was introduced in 1964), that
faith has paid off. In 1980, Carlton was the eleventh top-selling and the
fastest growing cigarette on the market. Produced in four styles ranging
from 0.05 to S milligrams of tar, the cigarette got a boost from a 1978 Na-
tional Institutes of Health study that called Carlton a safer smoke than
other brands. It took off from there.

Still, Carlton’s surge has not slowed American’s cigarette sales decline.
The company’s market share dropped from 14.2 percent in 1975 to 11.6 per-
cent in 1979. Although that in itself is not a catastrophic slump, it was a fur-
ther slide from American’s former number-one ranking where its market
share was 32.9 percent as late as 1955. And, since almost 50 percent of the
company’s cigarette sales still come from the dwindling nonfilter sector,
American shows few signs of effectively braking its decline as a tobacco
power.

Diversification has produced more positive results, however. The com-
pany remained exclusively a tobacco concern until 1966, long after its com- .
petitors had branched out. Walker approached the broadening of the com-
pany with the same thunderous style he took to the proliferation of brand
names. Despite the sales decline, American’s cigarette sales still generated
enough cash to fund a dash to diversifying. In just seven years, Walker took
over Sunshine Biscuits (snack foods), James B. Beam Distilling Company,
Swingline (staplers), Acme Visible Records (information systems), Master
Lock, Duff-Mott (applesauce), and Andrew Jergens (personal-care prod-
ucts). In the midst of this purchasing spree, one company official announced,
*“The name ‘American Tobacco’ doesn’t quite fit a company that markets
cookies and bourbons and applesauce.” So, on July I, 1969, American
Tobacco became American Brands.

Robert Heimann slowed the acquisition drive when he assumed full
command upon Walker’s death in 1973. Heimann’s first purchase that year
was the $110 million Acushnet Company (golf and rubber products). Six
years passed before Heimann moved again. This time he pulled off a
celebrated coup by acquiring the Franklin Life Insurance Company, an out-
fit with $15 billion in policies that boosted American Brands’s income by
$100 million in its first year.

Heimann likes to term the fruits of this diversification drive ‘“‘American
Nontobacco.” At the 1980 annual stockholders’ meeting, he summed up
the remarkable achievements of American Brands:

We have added the equivalent of one and a half American Tobacco com-
panies. Although domestic tobacco profits have increased since 1965—from



Diversification and International Expansion 185

$152 million to $282 million—our diversification profits have increased even
faster—from scratch in 1965 to $396 million last year. So our business base is
bigger, our income is bigger, our income growth is bigger and your dividend
increases are not only bigger but more frequent.

A single acquisition satisfied another major corporate need facing the
company: international tobacco expansion. American Tobacco was
bumped out of the international market by the 1911 Supreme Court deci-
sion; British-American Tobacco got the rights to foreign sales of most of
American’s brands. But in 1968, American secured 76 percent ownership of
Britain’s second largest cigarette seller, Gallaher Limited, and assumed full
ownership in 1975. Gallaher grew steadily through most of the 1970s—in
1977 alone sales increased 3 percent while the British market shrank 6 per-
cent. But its share of the British market slipped from 29 percent in 1977 to
28 percent in 1979. And, like its corporate parent, it continues to rely on a
heavy concentration of high-tar brands. Gallaher is trying to expand into
the European market and has already established subsidiaries in Ireland and
the Netherlands, but it has not made a strong move into the third world as
have BAT Industries, Philip Morris, and R.J. Reynolds. Meanwhile, also
like its parent, Gallaher diversified widely, netting approximately 25 percent
of its operating income from optical services, engineering, wholesaling, and
retailing.

The conglomerate that has resulted from American’s widespread diver-
sification would at first glance seem to be a management nightmare: a slew
of businesses spread across thirteen divisions, consisting of what Heimann
calculates to be *‘some forty-odd profit centers.’’ Nevertheless, most of the
divisions and products relate to cigarette manufacturers’ traditional
strength: consumer-oriented products requiring heavy marketing. Heimann
has effectively blended the disparate product lines into a financially sound
whole: dividends jumped from $2.80 in 1978 to $5.50 in 1980, and the
Franklin Life acquisition boosted the stock’s value from $48.50 to $80.00 in
eighteen months.

Having revitalized American Brands’s flagging fortunes and brought
Franklin Life Insurance into the fold, Heimann again surprised the com-
pany by taking an early retirement in 1980. He chose executive president
Edward W. Whittemore to succeed him as chairman, and named Virginius
B. Lougee III president. Can this new management team continue
Heimann’s record of success? Prospects appear good. Whittemore under-
stands American Brands thoroughly, having risen through the ranks from
Wilson Jones business supplies and Swingline staplers. Lougee is a longtime
southern tobacco man. Together they should be able to continue Heimann’s
policy of using tobacco’s cash flow to fund a careful diversification pro-
gram.
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But what role will cigarette sales—particularly in the domestic sec-
tor—play in the company’s future? The company sank about $1.8 billion
into diversification from 1965 to 1980; very little money was invested back
into cigarette production. According to Barron’s, only 10 percent of
American Brands’s 1977 capital expenditures went to domestic tobacco
operations. In 1979, 40 percent of capital expenditures went into tobacco,
but most of that funded Gallaher’s production modernization program.
The company has introduced few new brands and seems more enamored
with its smaller nontobacco subsidiaries than with its domestic cigarette
operations. ‘‘Like a two-pack-a-day man,’’ Barron’s notes, ‘‘American has
been kicking the cigarette habit for years, turning to the healthier lines of
consumer goods, food and life insurance.”’

It seems logical to look for further decline in American’s cigarette sales
and to expect tobacco to serve mainly as the cash producer for the slow and
steady diversification program Whittemore and Lougee have inherited from
Heimann. American Brands is indeed no longer American Tobacco.

Lorillard

The merger fervor that infected the cigarette industry in the 1960s had a
reverse effect in one instance, and a corporate David swallowed one of the
Big Six. In the 1960s, Lorillard, the nation’s oldest tobacco company, did
not respond to the changing market and remained heavily committed to its
nonfilter lines. It started diversifying late (until 1962, the corporate
charter forbade branching beyond tobacco) and, when it did, had dismal
results with a small cat-food company and a candy manufacturer. By 1968,
Lorillard was overly extended in nonfilters and its new lines were flagging.
It was ripe for a takeover.

Enter one of Wall Street’s most controversal wheeler-dealers, Laurence
Tisch. Tisch and his brother Preston had begun with hotels and theaters,
speculated astutely on the stock market, and then engaged in several hostile
takeovers in the course of building their company to a $137-million-a-year
business. Picking off the $567-million-a-year Lorillard officially pushed the
tiny but feisty company, Loews Theaters, into the big time and gave Tisch
the assets he needed to expand even further. He displayed his hopeful
outlook by changing the business’s name from Loews Theaters to the Loews
Corporation in 1969, emphasizing the conglomerate nature of his venture.

Although Tisch was moving on the crest of the nouveau conglomerate
era, his first major purchase carried‘a great deal of tradition. The nation’s
oldest tobacco company, Lorillard traces its origin all the way back to 1760,
when twenty-two-year-old French immigrant Pierre Lorillard opened a
“‘manufactory’’ in New York City to produce pipe tobacco and snuff. The
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firm continued as a family business well into the nineteenth century, adding
cigars to its product line and becoming a major producer of plug tobacco.

In 1899, however, the firm succumbed to the power of the Duke
Tobacco Trust, becoming part of Duke’s Continental Company. When the
Duke Trust was dissolved in 1911, Lorillard emerged as an independent
company—but it bore little resemblance to the original P. Lorillard Com-
pany. The new firm received little of Duke’s plug interests; its major prod-
uct lines became smoking tobacco, snuff, and little cigars. It did receive 15
precent of Duke’s cigarette concerns, but most of the brands involved less-
popular Turkish tobacco blends instead of the burley blends of the brand
leaders like Pall Mall. Lorillard’s sales dropped from 15 percent of the
market in 1911 to only 1.9 percent in 1925. In 1926, Lorillard introduced the
burley-blended Old Gold brand, which upped its sales somewhat, but the
company languished at or near the bottom of the Big Six throughout the
middle of the century.

Its sales expanded somewhat in the 1950s, largely on the strength of its
Kent brand; in 1960, it garnered more than 10 percent of the cigarette
market for the first time since the 1910s. But the company could not sustain
the momentum, as its competitors innovated faster and marketed more
cleverly than the Bix Six’s oldest firm. From 1960 to 1969, the company ac-
tually lost sales, from 49.8 billion units sold in 1960 to 46.5 billion in 1969.
Even with declining sales, however, Lorillard combined increased revenues
from price hikes, reduced advertising costs, and the high income-to-sales
ratio of the industry to produce a steady flow of cash.

And a barrel of cash was just what Laurence Tisch wanted. Tisch used
Lorillard to augment Loews’s expansion capital by revaluing Lorillard’s
assets (netting a healthy tax savings), cutting leaf inventories to the bone,
and dumping Lorillard’s candy subsidiary for $50 million. Tisch plowed all
this new cash into a flurry of stock speculation and a series of unsuccessful
acquisition attempts; Goodrich, Radio Corporation of America (RCA),
Franklin National Bank, Gimbel Brothers department stores, and the
Talcott National Corporation all survived his onslaught.

Though obviously more concerned with the stock market and new
mergers, Tisch did not abandon Lorillard. With characteristic brashness,
Tisch cleaned house in the Lorillard executive suites, replacing the old-time
executives with a hand-picked set of new officers. Key among them was new
president Curtis Judge, a former Reynolds vice-president who had handled
domestic sales and advertising. A seasoned marketer in several industries,
Judge had much of the brashness of his new boss. Once at the helm, he
revamped the run-down operation. He got Tisch to sink $75 million into
sorely needed capital improvements in the shoddy cigarette manufacturing
facilities and streamlined the brand-management system and the advertising
strategies.
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Not all his new ventures proved successful. In the early 1970s, Lorillard
introduced such forgettable names as Zack, Maverick, and Redford. But
Judge did score in one of the company’s long-standing strong fields: the
low-tar market.

Lorillard’s Kent, a popular brand introduced in the 1950s, had stumped
by the 1970s. Judge reduced its tar content from 16 to 12 milligrams (plac-
ing it in the low-tar category), brought out Kent Golden Lights in the 6 to 9
milligram very-low-tar field, and reduced True from 11 to 5 milligrams (the
ultra-low-tar entry). Having thus thoroughly segmented and attacked the
entire spectrum of the low-tar market, Judge defied the traditional practices
of frontrunners Philip Morris and R.J. Reynolds by promoting the new
low-tar brands with a flood of comparative advertising, “‘factually”’
demonstrating the superiority of Lorillard’s brands with tar levels and
survey results.

The innovation proved highly successful. Since 1976, Lorillard’s sales
have increased by 25 percent, ten times the growth rate of the entire in-
dustry. Lorillard is about to overtake American Brands for fourth position
in the cigarette sweepstakes and has cast eyes hungrily on the third spot now
occupied by Brown and Williamson. Low-tar cigarettes now account for
more than 80 perent of the company’s sales (48 percent of the entire in-
dustry). In 1979, Lorillard nailed down a healthy 17 percent of the low-tar
market, third place behind industry giants Reynolds and Philip Morris.

More important (from Tisch’s point of view), Lorillard remains a vital
cash factory for the Loews Corporation. Cigarette earnings jumped 59 per-
cent from 1977 to 1979, to a level of $950 million. The cash flow enabled
Tisch to make another major acquisition. In 1974, after failing to take over
RCA and others, Loews found a target that could not escape: ailing in-
surance giant CNA Financial Corporation. Beset by financial woes and the
near insolvency of its Continental Casualty subsidiary, CNA finally gave in
to the merger after prolonged and heated opposition. Once again Tisch
cleaned house, bringing in an outside president—former Allstate executive
vice-president Edward J. Noha. And in 1979, Tisch followed this method of
picking up undervalued companies in stagnating industries by latching onto
Bulova Watch Company.

With the acquisition of CNA, Tisch relegated Lorillard to the status of
junior partner in Loews’s corporate structure, producing only 23 percent of
revenues and 22 percent of incomes in 1979. (In 1973, Lorillard produced 76
percent of Loews’s revenues and 55 percent of its earnings. See table 15-6.)
And in 1977, Tisch sold off Lorillard’s international interests—including
licensing agreements and all brand-name rights—to BAT Industries for $141
million (an after-tax gain of some $50 million). Though the company in-
tends to continue its efforts in the domestic cigarette market, this move
takes it completely out of the international growth arena now being pursued
so eagerly by Philip Morris and R.J. Reynolds.
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Table 15-6
Lorillard (Loews Corporation) Data
(percentages)

Product Division 1971 1972 1973 1974 19759 1976 1977 1978 1979

Distribution of Gross Revenues

Cigarettes ) 69 76 717 22 22 23 24 23

Insurance 0 0 0 0 65 67 66 64 62

Other 29 31 24 23 13 11 1 12 15°
Distribution of Net Earnings

Cigarettes 50 50 55 59 212 29 25 22 22

Insurance 0 0 0 0 34 27 26 40 39

Other 50 50 45 41 45 4“4 49 38 39b

Source: Annual reports.

8After the purchase of CNA Financial Corporation by the Loews Corporation in 1974, ciga-
rettes (which were the major Lorillard product) dropped to a much smaller portion of the
Loews’s portfolio.

YMuch of Loews Corporation’s income results from income on investments, which generate
only a minimal amount of revenue in the balance sheets but which contribute heavily to the
earnings figures marked ‘‘other.”’

No longer the nation’s most eager diversifier, Laurence Tisch seems
content, for the time being, with his insurance business and cigarette
money-maker. Indications are, though, that he is still on the lookout for at-
tractive acquisition opportunities. Lorillard is not likely to rival Philip Mor-
~ ris or R.J. Reynolds for first place in the cigarette sweepstakes, but it should
continue to generate the steady cash Tisch needs to wheel and deal in the
U.S. financial community.

Liggett and Myers

Among all corporations, Liggett and Myers Tobacco Company has to rate
as one of the great business failures of the post-World War II era. From a
strong position as one of the industry’s Big Three (with American Tobacco
and R.J. Reynolds) in 1946, Liggett and Myers fell to last place among the
Big Six producers in 1962 and has steadily declined since then, netting a
dismal 2.7 percent of industry sales in 1979. New brand introductions in the
100-millimeter and low-tar markets have been busts, and the company has
not even developed a strong filter entry.

Liggett and Myers’s lineage in tobacco dates back to a small snuff
manufacturing shop opened in Belleville, Illinois, in 1822. The business
shifted to St. Louis, Missouri, in 1833 and was taken over by the founder’s
grandson, John E. Liggett, in 1849. Liggett took on partner George S.
Myers in 1873. In addition to its snuff manufacturing, the company became
the largest plug-chewing tobacco producer in the world by 1885. Naturally,
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such a healthy business attracted the attention of trust-builder James B.
Duke. After vigorously resisting takeover attempts for several years, Liggett
and Myers finally withered under Duke’s pressure in 1899 and became part
of the American Tobacco Company.

After the Supreme Court dissolved the trust in 1911, Liggett and Myers
emerged as one of the country’s three leading tobacco firms: it was handed
a third of the trust’s chewing-plug business, a sizable chunk of snuff pro-
duction, and a variety of cigarette brands, including Fatima, American
Beauty, and Home Run. The company soon augmented its cigarette busi-
ness with a new entry, Chesterfield, and settled into third place in the
cigarette sweepstakes, where it remained for forty years.

However, like the 1950s front-runner American Tobacco, Liggett and
Myers reacted sluggishly to the changing market conditions of the post-war
era. Sales of nonfilter Chesterfield dropped as filter brands became more
popular. The L&M brand did pick up some filter sales for awhile, as did
Lark after it was introduced in 1962. But the company developed no strong
product in any segment of the cigarette market. It lacked an effective men-
thol brand; Chesterfield slumped out of the top ten brands; and L&M’s rise
stuck at eighth place and then declined. Other companies had already staked
out the turf in new market segments, leaving Liggett and Myers on the out-
side looking in. Eve cigarettes could not compete with Virginia Slims, and
Decade did not make a dent in the flourishing low-tar market when in-
troduced. The company’s innovations—such as Adam, a 100-millimeter
cigarette aimed at men, and Eagle 20’s, ‘‘a quality cigarette at economy
prices’’—created scarcely a ripple of enthusiasm.

Consequently, Liggett and Myers’s sales have plummeted. From unit
sales of 51.2 billion in 1960, the company fell to 16.5 billion in 1979. Despite
continued price increases, sales have dropped so rapidly that total revenues
from cigarettes have decreased as well. Even international sales, the growth
bonanza for Reynolds and Philip Morris, increased so little during the 1970s
that Liggett and Myers finally sold its overseas business—the rights to its
brands and tobacco inventories held for the export market—to Phillip Mor-
ris for $108 million in 1978.

In spite of its other woes, Liggett and Myers proved a skilled diversifier,
thanks mainly to the efforts of Milton E. Harrington. In July 1964, when
Harrington took over as chief executive, the company was totally undiver-
sified and was well into its decline. Harrington’s efforts could not shore up
the domestic or international cigarette trade but his diversification program
did net some results (see table 15-7).

Harrington stayed on the company’s home turf, investing in marketing-
heavy product lines, especially pet foods and liquor. In 1964, Liggett and
Myers picked up Allen Products, which produces Alpo dog food. Alpo has
since climbed to the top of the rapidly growing dog-food business and has
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Table 15-7

Liggett and Myers (The Liggett Group) Data

(percentages)

Product Division 1971 1972 1973 1974 1975 1976 1977 1978 1979
Distribution of Gross Revenues

Cigarettes . 45 43 42 40 39 32 27

Chewing and smoking tobacco S 6 6 7 7 6 6

Spirits and wines 19 21 20 19 21 24 24

Pet foods 22 21 21 20 19 19 19

Other 9 9 11 14 14 19 24

Distribution of Net Earnings

Cigarettes 42 35 28 25 31 15 15

Chewing and smoking tobacco 7 10 13 15 31 20 13

Spirits and wines 36 33 31 33 63 48 33

Pet foods 6 10 15 13 -48 12 13

Other 9 12 13 14 22 5 26

Source: Annual reports.

proved a steady profit-maker. In 1969, Harrington added two other pet-
food concerns, Liv-A-Snaps and Perk Foods. Liquor offered the other ma-
jor avenue of diversification. In 1966, Harrington snagged the Paddington
Corporation and Carillon Importers, Limited. Paddington has an exclusive
contract to import J&B Scotch (produced by Britain’s Grand Metropolitan
Limited—Grand Met), the most popular brand of scotch in the United
States. Carillon Importers, another solid performer, imports a variety of
spirits—most notably, Grand Marnier liqueur. Encouraged by these addi-
tions, Harrington moved again in 1969, picking up distiller and importer
Austin, Nichols, and Company, which markets Wild Turkey bourbon.
Finally, Liggett and Myers added a host of smaller operations during the
late 1960s, including National Oats Company (popcorn and oats), Brite In-
dustries (watch bands), and Earl Grissmer Company, (home-care products).

In five short years, Liggett and Myers had the most highly diversified
corporation of the Big Six. Nontobacco operations provided 46 percent of
revenues and 53 percent of operating income as early as 1970. These figures
continued to rise as cigarette sales waned and diversification continued,
reaching 65 percent and 71 percent, respectively, in 1979. The company then
added the nation’s largest bottling company (Atlantic Soft Drink) and a
sporting-goods company, Diversified Products, which had a record year in
1979.

Just how decreasingly important tobacco was to the company’s overall
operation was made clear in 1974. That year, Raymond Mulligan, head of
Allen Products, became the first nontobacco man to head one of the Big
Six, and Liggett and Myers changed its name to the Liggett Group. In the
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company’s annual report, Mulligan declared, ‘It is a new name with an old
aim: ‘better products to make the good life better.’ *’

By 1979, cigarettes had become the company’s albatross. The Liggett
Group announced plans to sell its domestic tobacco operations to North
Carolina construction-magnate Dolph Overton. But after investigating the
finances needed to revive Liggett’s tobacco trade, Overton got cold feet and
the deal dissolved. The financial disclosure information made public during
the negotiations laid bare Liggett’s vital statistics to any interested suitors.
A vyear later, another came knocking.

In March 1980, Grand Metropolitan Limited offered $50 a share (3415
million) to buy the 90.5 percent of the Ligget Group that it did not already
own. Originally a hotel chain, Grand Met has branched out into other
leisure, food, and drink areas, particularly liquor. For some time, Grand
Met had sought to buy some of Liggett’s liquor interests but years of discus-
sions produced no sale. So Grand Met simply swallowed the entire company
instead.

Liggett furiously resisted the takeover bid, filing numerous court ac-
tions against the purchase and encouraging its stockholders to resist Grand
Met. Ultimately, Standard Brands entered the bidding as a white knight that
might save Liggett from foreign control. However, Grand Met raised its bid
to $69 a share, Standard Brands dropped out of the picture, and the court
suits produced no results; Liggett became part of Grand Met in May 1980.
What will happen to Liggett and Myers tobacco?

Grand Met’s managing director, Sidney Grimstead, has tactfully stated
in The Wall Street Journal that although the company might eventually
change the makeup of Liggett Group, ‘““‘we aren’t under any pressure to sell
off anything.”” London financial analyst Michael Gearing, however, has
predicted that Grand Met will probably not get involved in cigarettes since it
does not know that market. If Grand Met sells off Liggett’s tobacco lines, it
might well recoup much of the Liggett purchase price and be left with ‘‘the
bits they really want,”” as Gearing puts it.

Odds are that Liggett and Myers will not remain in the Liggett Group
subsidiary for long. But purchase by any of the other Big Six firms could
prompt anti-trust charges. Also, none of Liggett’s brands ranks particularly
high at present; by 1980, flagship brand L&M no longer was in the top-
twenty sellers. One former Liggett executive predicted in 1979 that it would
cost at least $300 million over three years to revive Liggett and Myers’s fail-
ing fortunes. That is a sizable chunk of money to pump into an outfit that
generated only $291 million in sales and $18 million in operating income in
1979. So, unless a foreign firm wants to enter the lagging U.S. cigarette in-
dustry, Liggett and Myers could be dissolved piecemeal, with separate sales
of its tobacco inventories, machinery, and other assets. And then the Big
Six would be the Big Five.
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R.J. Reynolds
Industries: A Hundred
Years of Progress in
North Carolina ‘

J. Paul Sticht

R.J. Reynolds (RJR) Industries operates worldwide in several lines of busi-
ness, but our foundation is in agriculture and we have a deep, traditional
commitment to the producers of our raw materials and the regions where
they are produced. We began business over a century ago as a one-product
tobacco company. A brief look at the history of R.J. Reynolds Tobacco
Company offers insight into some of the changes that have taken place in
the manufacturing and marketing of tobacco products.

After starting the company in 1875 with a line of plug-chewing tobacco,
Richard Joshua Reynolds in 1907 introduced Prince Albert smoking tobac-
co, which still remains the best-selling smoking tobacco in America. It was
in 1913, however, that Reynolds assumed full leadership in the manufactur-
ing and marketing structure of the tobacco industry. He introduced Camel,
the first blended, nationally marketed cigarette.

Camel remained Reynold’s flagship brand for almost five decades and
today still ranks seventh among all cigarettes sold. This is particularly im-
pressive, since the domestic cigarette market has expanded drastically over
the last few years, and there are now almost 190 brands available to con-
sumers. Winston, introduced in 1954, led the dramatic growth of filter cig-
arettes and within ten years became the best-selling cigarette in America.
Today it ranks second. Salem, the first filter-tipped menthol cigarette, made
its debut in 1956. It, too, was an immediate success and is today the third-
ranked brand in the country. Innovation—being first to meet emerging con-
sumer demand with quality products—has been the cornerstone of
Reynolds Tobacco’s rise to the top of the U.S. tobacco industry.

As the U.S. tobacco industry enters the 1980s, we are viewing what is
basically a stable, mature domestic market. We feel that there will be some
years of no growth or declining growth, and overall we foresee modest
growth during the decade. Some observers of the industry feel that this sit-
uation has come about solely because of the smoking-and-health contro-
versy. This is a contributing factor, though not the only one. Smoking, like
many social customs, has a long history of moving in and out of contro-
versies and moving in concert with broad social tides.

We subscribe to the tobacco industry’s position on the smoking-and-
health controversy. It is still just that, a controversy. Despite the fact that
millions of dollars have been spent on research, no element as found in
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cigarette smoke has been shown to be the cause of any human disease. We con-
tinue investing millions of dollars to support the scientists engaged in the re-
search. They pursue their work without restriction and publish the results of
their work as they deem appropriate. In addition to grants made through
the Council for Tobacco Research, we have a major program of grants that
support independent basic biomedical research. This research, being con-
ducted in major medical facilities throughout the nation, seeks to uncover
the causes of disease.

One characteristic of a successful tobacco industry is its capacity to gen-
erate large amounts of cash flow. As a publicly held corporation, it was in-
cumbent upon R.J. Reynolds to invest this money in the most productive
manner. This is the basis for the diversification program.

Diversification began in the 1950s when the company’s Archer Alumi-
num Division started making packaging products for customers other than
Reynolds Tobacco. During the 1960s, Reynolds Tobacco continued to di-
versify by acquiring companies in foods, snacks, and fruit-juice beverages.
Archer became a separate subsidiary company in 1967 (named RJR Archer
in 1970), and all food interests were unified in 1967 to form R.J. Reynolds
Foods, the nucleus of what became RJR Foods, Incorporated.

Sea-Land Services, Incorporated, a containerized-shipping company,
joined the RJR family in 1969. Our diversification into the energy business
began with the acquisition of American Independent Oil Company
(Aminoil) in 1970. Also in 1970, RJR implemented a reorganization of its
corporate structure to provide coordinated services and more efficient con-
trol. Out of this reorganization came R.J. Reynolds Industries, Incorpor-
ated, the new parent corporation of the RJR organization.

In 1976, R.J. Reynolds Tobacco International, Incorporated was
created to direct the corporation’s growing worldwide tobacco operation.
Also in 1976, RJR acquired the American holdings of Burmah Oil and Gas
Company and it became a part of our energy subsidiary, Aminoil USA, In-
corporated. In early 1979, R.J. Reynolds Industries continued its diversi-
fication program by merging with Del Monte Corporation.

As the 1980s begin, we view ourselves primarily as a company engaged
in the manufacture and marketing of consumer packaged goods with signi-
ficant interests in transportation and energy. Any future diversification can
be expected to be compatible with this mix of businesses.

Over the years, R.J. Reynolds has felt a special commitment to the qual-
ity of life in our heartland region. Testifying to this commitment is an un-
paralleled record of corporate support for education and cultural institu-
tions in North Carolina. At the heart of this commitment is a sensitivity to
the changing aspirations and solid achievements of the North Carolinians
whose lives have been so closely bound up with RJR for over a century, our
fellow employees, our shareholders, tobacco-farm families, and our
neighbors across the state.



A Future of Great
Promise—for Tobacco
and for Philip Morris

George Weissman

For the last 133 years, Philip Morris has been a tobacco company. It is a to-
bacco company today and will remain a tobacco company, in very basic
terms, for a great many years to come. The company has changed over the
last two decades, becoming first an international company and then a diver-
sified company, doing business in several different industries. But the foun-
dation for this change has been, simply, quality cigarettes from America.

We became an international company because, soon after World War
11, we saw an opportunity to meet the growing demand for American-blend
cigarettes around the world. American GIs had introduced people in many
countries to the flavor and quality of American cigarettes.

As our sales and profits grew during the fifties and sixties—a piece of
good fortune shared by other memb