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Summary

Efforts to reduce tobacco consumption in the United States, stimulated by the 1998 Master Settlement Agreement (MSA), contributed to a sharp decline in the demand for U.S.-grown tobacco. The other major contributor to the long term decline in domestic as well as foreign demand was the federal price support program, which limited supply and raised the price of U.S. tobacco above competitive market levels. Consequently, foreign-grown tobacco displaced U.S. tobacco in both domestic and world markets. Because of the drop in demand, farmers asked for and received compensation and assistance from cigarette manufacturers and the federal government. Manufacturers, in conjunction with the MSA, pledged $5.15 billion in payments to farmers to be distributed over 12 years. Also, Congress approved $328 million in tobacco loss payments to farmers for FY2000, $340 million for FY2001, another $129 million for FY2001, and $55 million for FY2003. In addition, losses on 1999 crop price support loan stocks, amounting to $625 million, were shifted to taxpayers. Finally, in 2004, legislation was adopted terminating the tobacco support program, but with compensation to quota owners and active producers of $9.6 billion (paid by manufacturers).
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Summary

Efforts o reduce tobacco consumption i the United Sttes, simulated by the 1995
Master Setlement Agreement (MSA).contributed 0 asharp decline in the demand for
U.S.-grown tobacco. The other major contrbuto t the lon term decline in dommestic
aswellas foreign d

‘and aised th price of

s the federal price support program, which limited supply
. obacco above compettive market levels. Consequently.
Toreign-grown tobacco displaced U.S. tobacco in both domestic snd world markets.
Because of the drop in demand. farmers asked for and received compensation and
assistance from cigarete manufacturers and the federal government. Manufacturers, in
conjunction wilh the MSA. pledged $5.15 billion in payments to farmers 10 be
distibuted over 12 years.  Also, Congress approved S328 millon i tobacco loss
payments o farmers for FY2000, $340 million for FY2001, another $129 million for
FY2001. s $55 million for FY2003. In addition, losses on 1999 ceop price support
Ioan stocks, amounting 1o S62 million, were shified 1o xpayers. Finally, in 2004,
legistaton was adopted terminatng the obaceo supportprogram, but with compensation
10 quota owners and active producers of 9.6 billion (paid by manufacturer).

“This report will no be updated.

“The tobacca price guaranice provided by the federal support rogram was supposed
o supportand stabilize the ncome of grovwers. However, famers saw an especially sharp
dropinsales volume afer 1997. Inresponse. production was reduced S1% by 2004. Like
other furmers suffring cconomic hardship, tobacco growers asked for and received

U.S. Tobacco Production and Markets

Based on the 2002 Census of Agriculure, sbout 57 thousand farms in the Uited
States produce tobaceo. They primarily are located in Kentucky, North Carolina, and
neighboring states. According toU.S. Departmentof Agriculture (USDA) datacrop year
2004 production ws about 848 million pounds from 408 thousand acres (7.2 acres per
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