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Chairman McIntyre and members of the committee, thank you for this opportunity to participate in this hearing.  My name is Will Snell.  I’m an agricultural economist from the University of Kentucky where I work with farm organizations and growers in Kentucky and surrounding states on economic and policy issues related to burley and dark tobaccos.
The last time that I had the privilege to testify before this committee was just prior to the buyout which I labeled as the most significant policy event affecting Kentucky agriculture since the passage of the New Deal farm programs back in the 1930s. Historically, tobacco has been the backbone of our state’s agricultural economy. In 1997 the value of tobacco production in Kentucky established a record high of $947 million, accounting for 25 percent of our total agricultural sales. Following the buyout, the value of Kentucky’s tobacco crop fell to around $300 million, but have since rebounded to nearly $400 million in 2008. However, tobacco now accounts for less than ten percent of our cash receipts amidst lower tobacco production and prices levels (compared to the pre-buyout period) and successful diversification efforts.  The majority of our farmers supported the buyout, and would say today that it was our best alternative at the time, but we knew ultimately it would come at a cost for some of those who attempted to stay in the industry.
As expected, the early post buyout era resulted in a major change in the number and location of tobacco farms. The Census data reveals that we are down to around 8,000 farms left growing tobacco in Kentucky – a 72 percent reduction since the pre-buyout days, but this still represents one out of every eleven Kentucky farms and accounts for ½ of all farms growing tobacco in the United States.  Some exited due to age, others do to better alternatives, but others just simply could not survive in this new economic environment.  
While we knew the buyout would create challenges, I was confident it would also create opportunities for some of our better growers --- and this certainly did occur during the early post-buyout era as more competitive grower prices, a declining U.S, dollar, and tight world supplies of quality burley lead to calls for the remaining burley farmers to expand production.  For the first four years after the buyout U.S. burley use (approximately 300 million pounds) exceeded the amount supplied by U.S. burley growers (approximately 200 million pounds) as production was constrained due to labor challenges, a lack of infrastructure, weather-related problems, and continued long-term uncertainty of producing a crop that had a very unpredictable future. Alternatively our dark tobacco production has nearly doubled in response to growing demand for smokeless tobacco products.
While favorable conditions occurred during the early post-buyout era, the tobacco economy has changed dramatically in recent months. Global needs for U.S. burley tobacco are being adversely impacted by an increasing value of the U.S. dollar, a global economic downturn, and increasing foreign supplies of lower quality tobacco.  Domestically, tax increases, smoking restrictions, health issues, shifts to smokeless tobacco products, increasing availability of imports, movement of cigarette production overseas, and possibly anticipated FDA regulation are reducing domestic needs for U.S. burley. 

Consequently, my analysis indicates that we have quickly moved from a period of excess demand for U.S. burley to a more balanced supply/demand scenario or possibly an oversupply situation given these deteriorating demand conditions for burley.  Alternatively, the downturn in dark tobacco contract volume expected in 2009 is more of an oversupply issue than a demand issue following a massive excessive expansion in 2008. So the decline in dark acres this year will enable the industry to get back in a more favorable supply to use scenario to take advantage of anticipated growing product demand. 
In response to these changing market conditions, U.S. tobacco buyers have been reassessing their buying strategies during the past few weeks.  Some of the better growers may actually see production opportunities expand, but most will see their levels reduced, while others may not be given an opportunity to renew their contracts in 2009.

What I am very concerned about are for those farmers who based upon a wide variety of factors such as losing their off-farm job, observing depressed prices for other commodities, or have already spent all their buyout dollars are contemplating expanding their tobacco production beyond their contract volume or many others who exited after the buyout are thinking about getting back into the tobacco production business tobacco acres without a sound marketing plan. While some farmers without a marketing plan have been able to find a home (i.e. auctions or cooperatives) for their tobacco during the recent excess demand situation, I am not confident that these other marketing outlets can absorb a significant boost in production in 2009 without some major price adjustments, especially on lower quality tobacco.  
Unlike other crops that might have access to safety net measures of the farm bill or futures markets, tobacco farmers have no way to manage price risk other than through contractual agreements, primarily with powerful multinational tobacco companies. At this time there is limited communication within the industry, no market news to report prices received, no federal grading, and minimal public data and analysis for not only growers, but also for manufacturers, and the health community.  

I find it disturbing that USDA collects data and provides analysis on hundreds of commodities ranging from lentils to chickpeas, but the data and analysis for tobacco—the ninth highest valued field crop in the U.S. has almost been totally eliminated by USDA.  The Economic Research Service (ERS) of USDA decided not to replace their tobacco analyst. USDA’s Foreign Agricultural Service (FAS) no longer tracks tobacco trade and foreign production and USDA’s Agricultural Marketing Service (AMS) eliminated recording tobacco prices and providing market news. 

Unfortunately in a time when tobacco farmers will be making some of their most critical and expensive investments decisions about their future, data needed to make informed decisions are extremely limited and being controlled primarily by multinational tobacco company and dealers.  And if any type of regulation comes about, federal agencies, along with possibly health groups and tobacco buyers will need access to data and analysis on tobacco production. 

So in conclusion, U.S. tobacco growers undoubtedly face a lot of challenges and a very uncertain future. But I do think low cost quality burley and dark tobacco producers can not only survive, but do well in an economic environment that will provide them with opportunities.  I applaud Chairman McIntyre for setting up this hearing. Some claim that after the buyout, the government got out the tobacco farming business.  But that is so far from the truth.  You all continue to have influence over tobacco taxes, labor policy, trade agreements, export promotion, tobacco regulations, and USDA’s role in collecting and analyzing data – all issues that have an important impact on the future of our nation’s tobacco farmers.  
