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I would like to thank Chairman McIntyre and the members of this subcommittee for the opportunity to participate in this hearing.  My name is Blake Brown.  I am an agricultural economist at North Carolina State University where I provide economic analysis and educational programming for tobacco and peanut producers.  I also lead a Cooperative Extension team based at the new NC Research Campus in Kannapolis.  This team focuses on educational programs in value-added and alternative agriculture and fresh produce safety.  

In North Carolina tobacco remains the number one crop in terms of the value of farm production.  In 2008 North Carolina farmers had cash receipts from tobacco of $686 million.  This was surpassed only by hogs, poultry and the aggregated receipts from all greenhouse and nursery crops.  Tobacco accounted for about 7 percent of the value of all North Carolina farm production.  Since the end of the federal tobacco program tobacco farmers have made many transitions.  Some have retired or exited farming for other occupations.  Some have successfully transitioned to other farm enterprises.  Most farms were already diversified.  Some farms have increased their production of tobacco with the result being that North Carolina produces more flue-cured tobacco now than was produced in 2004 at the end of the program.  

While North Carolina produces almost 50 percent of US tobacco, tobacco is an economically important crop in other states.  In South Carolina in 2007 the value of tobacco production was over $69 million.  In Virginia the value was also $69 million and in Georgia the value was $59 million.  

Tobacco farmers have faced numerous challenges since the end of the tobacco program.  They had to decide whether or not they could profitably produce tobacco in the deregulated environment of lower prices and greater uncertainty.  Farms often had to be restructured with major decisions being made about the purchase of specialized equipment.  Input prices increased over 30 percent due mainly to increases in curing fuel and fertilizer prices.  Fortunately, tobacco prices recovered some which helped cover the increased production costs.  
Increases in federal and state excise taxes on cigarettes have impacted demand for tobacco.  The recent $0.61 per pack increase in the federal excise tax associated with SCHIP is expected to cause US cigarette consumption to decline approximately 6 percent which will cause a 2-3 percent reduction in demand at the farm level.  Current proposals by a number of states to increase state excise taxes will further decrease demand.  Tobacco companies already seem to be factoring these impacts into cigarette prices and lowering amounts of tobacco contracted for from farmers.  
Lower US tobacco prices since the end of the program have improved competiveness with foreign production.  Brazil, the largest exporter of flue-cured tobacco, has lowered flue-cured production from over 1.5 billion pounds in 2005 to about 1.4 billion pounds in 2008.  This reduction of 130 million pounds in Brazilian production corresponds to the increase of about 120 million pounds in flue-cured production in the US.  While world demand for tobacco is stagnate, lower US demand means that US tobacco farmers are increasingly dependent on their ability to compete with foreign tobacco producers.  In 2007 exports of flue-cured tobacco accounted for over 47 percent of total use of US flue-cured.  In a global tobacco market that is not increasing in size, the ability of US tobacco producers to increase global market share depends on price and quality.  Price will be impacted by the cost of production, including regulation, in the US and external factors such as exchange rates.  The effects on quality, as defined by the global market, of incorporating harm reduction attributes into US tobacco are unknown.  
FDA regulation of tobacco products and the accompanying emphasis on harm reduction will significantly impact burley and flue-cured tobacco producers.  Demand for burley and flue-cured tobacco will decline primarily due to three factors.  First, US cigarette consumption is expected to decline due to increased regulation and increased cigarette prices due to the cost of regulation.   Second, harm reduction technologies will likely reduce the amount of tobacco in each cigarette.  Third, the emphasis on harm reduction is shifting demand toward smokeless tobacco products which use little burley or flue-cured tobacco.  If higher standards are set for tobacco used in US cigarettes, imported tobacco could become less competitive with US tobacco partially offsetting some of the adverse effects of regulation.
Finally, given the increased interest in tobacco and its regulation, one area that is lacking to track and analyze this industry is data.  USDA’s Economic Research Service no longer provides data or analysis of tobacco.  The Foreign Agricultural Service only provides raw export and import data so that international tobacco production will soon be extremely difficult to track.  USDA’s Agricultural Marketing Service no longer reports tobacco prices.  Adequate data for tracking and analysis would seem to be an issue from which all sides involved would benefit.  Again, thank you for allowing me to participate in this hearing.  
