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DIRECTOR’S' PREFACE

This is the second of a series of books embodying the
results of our “Concurrent Study of the Operation of the
Agricultural Adjustment Act.” Tt deals with the specific
programs under which certain of the broad powers con-
ferred upon the Secretary of Agriculture by the Agricul-
tural Adjustment Act were applied to the tobacco in-
dustry and with the Kerr-Smith Act which supplemented
it so far as tobacco was concerned.

Tobacco is 2 commodity whose producing, marketing,
and processing situation and institutions depart markediy
from those analyzed in the preceding volume in the series
—Wheat and the AAA. This fact, together with differ-
ences in the background and philosophy of the respective
authors, results in considerably divergent conclusions as
to the efficacy of the program and value of the results
obtained. In both volumes the appraisal is limited to a
single commodity field. Here Mr. Rowe undertakes, on
the basis of a careful analysis of the results of two years
of operation, to evaluate the several procedures as possible
methods to be employed in a more permanent planning
program for the stabilization of the tobacco growing in-
dustry. Broader economic and social effects upon other
groups and upon our economic system as a whole will be
discussed in a separate volume after the present series of
commodity studies has been completed.

Under our system of collaborating committees, this
book was read in manuscript by Joseph S. Davis of the
Food Research Institute and John D. Black of Harvard
University, who are associated with me in the conduct

i
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of the AAA study, and by Leverett S. Lyon as a representa-
tive of the regular staff of the Institute of Economics.
Their endorsement covers standards of scientific work
rather than concurrence in the specific conclusions; Jor
these the author assumes individual responsibility.
Evpwin G. Noursg
Director

Institute of Economics
June 1935
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CHAPTER 1

LEGISLATIVE AND POLICY BASIS FOR THE
PROGRAM

Tobacco growers are eligible for assistance under all of
the general powers provided by the Agricultural Adjust-
ment Act. The enactment of this law, however, estab-
lished no specific program of action for tobacco, or for
that matter, for any farm product, Instead, it declared a
policy of Congress toward agriculture, and granted to the
Secretary of Agriculture power to use a wide variety of
methods as he might deem them feasible and necessary.
Responsibility for working out the precise plans to be
applied was left, therefore, to the Sccretary and such ad-
ministrative agencies as he might establish. For this
rcason, it 1s necessary to consider both the provisions of
the act and the policies with which they have been ad-
ministered ! in order to understand the basis for the to-
bacco program.

Of the several procedures provided, by far the greatest
attention has been given to those commonly known as
“production control” measures. These include all volun-

L1 The Agricultural Adjustment Act comprises Title 1 (Agricultural Adjust-
ment) of the legislation known as the Farm Act of 1933, Tile 1§ of this
legislation is known as the Emergency Farm Martgage Act of 1933, and Title
I is the so-called "'Thomas amendment™ conferring upon the President extra-
ordinary powers in relation to the currency. The Agriculral Adjustment
Act as appsoved on May 12, 1933 and as discussed here 3s available as 73
Cong., Public No. 10, or in 48 Stat, L. 31. Later amendments and related
legislation are available in Compilation of Agriculiural Adjustment Act as
Amended and Acts relating Thereto as of June 2, 1vi4. AAA. With the
exception of the Kerr-Smith Act, however, these amendments and supplemen-
tary statutes have been of minor importance to the tobacco program.

I



2 TOBACCO UNDER THE AAA

tary methods of reducing acreage or production, cash pay-
ments ta producers, and processing taxes. The use of
these devices is authorized only for a limited group of
products designated as “basic agricultural commuodiues,”
of which tobacco is one. '

The second general approach made available by the act
is provided by two short paragraphs dealing with market-
ing agreements and licenses. Under their terms market-
ing agreements may be entered into with respect not
merely to commodities listed as basic, but to “any agricul-
tural commodity or product thereof.” The possible appli-
cation of the licensing provision is even broader, in that
it extends to “any competing commodity or product
thereof.”

Provision is made for the programs through which the
law is administered to be financed mainly out of the pro-
ceeds from processing taxes. An intial fund of 100 mil-
lion dollars was appropriated by the act and other legis-
lation has made additional sums available for use in con-
nection with activities relating to its administration. Of
greatest importance, however, is the appropriation of the
proceeds from all taxes imposed under the act for
expenditure by the Secretary of Agriculture in carrying
out its purposes. Expansion of markets and removal of
surplus agricultural commodities are specifically included
among the purposes for which tax procecds may be used

*In addition. certain devices are authorized for use with respect to speci-
fied ndividual commadities, and a few special provisions are made relative
fo apphueation of the peneral methads to designated commodities. The most
impartaat of these apply to coton and to sugar, including the plan of dis-
tributing aptions on rovernment owned conon o producers in return for
acreage reduction and the authority to establish and enforce quotas on im-
parted sugar.  Such special provisions need not be considered in a discus8on
nf the act as applied ta tabacco,
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This broad grant of powers covers such a wide range of
methods to be used at the discretion of the Secretary that
he could, if he wished, put into operation virtually any of
the farm relief proposals which had achieved prominence
during the preceding decade. In fact most of the devices
authorized were originated in connection with one or
another of the plans previously advocated. A brief con-
stderation of the provisions of the act in relation to these
carlier proposals will illustrate the scope of the Secre-
tary's powers and at the same time reveal the diverse char-
acter of the methods provided.

EARLIER PROPOSALS COMBINED IN THE ACT

The provisions relating to limitation of production rep-
resent an adaptation of a proposal known as the domestic
allotment plan. This plan was advanced as an effective
means of increasing farmers’ returns on that part of their
output which was domestically consumed. This was to
be accomplished by determining for each producer the
amount of his pro rata share of the domestic market. This
amount was to constitute his “domestic allotment.” He
would then be issued certificates, or “transferable rights,”
covering the amount of this allotment. Processors would
be required to purchase and surrender to the government
“rights” covering all of the domestic product which they
processed and sold in the home marker. Since imported
products could only be acquired at the world price plus
the tariff, it was reasoned that the processor could afford
to pay up to the amount of the tariff for these rights.
A market would then be established for the certificates
and 1t was cxpected that their price would approximately
equal the tariff then in force. Under such conditions the
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sale of his certificates would enhance the producer’s re-
turns by the amount of the tariff on the portion of his
production for which he bad recetved an allotment.®

A modification of the allotment plan (1932) involved
the substitution of a tax upon processing for domestic con-
sumption and the distribution of the proceeds from that
tax as benchit payments to producers in place of the “trans-
ferable rights” device. With this change the amount by
which producers’ returns were to be increased was no
longer related to the tarifl but was made to depend upon
the rate of the tax. The change was made chicfly to
mcet constitutional objections to the requirement that pro-
cessors purchase certthicates to the amount of their usings.
At the same tme the idea was evolved of having pro-
ducers agree to restrict acreage or production in return for
their shares of the proceeds from processing taxes.

Addition of the proposal for restriction of production
made a fundamental change in the character of the plan.
With its inclusion the plan became acceptable o those
who viewed a general over-production of farm products
as the cause of agricultural distress and who considered
public control of production as the most desirable correc-
rive. Thiy addition wuas also favored by some who feared
that otherwise the scheme would stimulate production.
Proponents of the original plan, however, considered
freedom of the farmer to produce as he pleased 1o be abso-
lutelv essential, and contemplated only a limitation of the
domestic quota on which returns were to be enhanced.

The economic equivalents of both these variations of
the allotment plan appear to be authorized by the Agri-

3 For an analysis of the oririnal domestic allotment plan, see John I2. Black,
Agrtendrural Reform am the Unired Stares, Chap. X.
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cultural Adjustment Act, although the transferable rights
device is omitted in favor of the processing tax. The spe-
cific grant of power to the Secretary of Agriculture “to
provide for reduction in the acreage or reduction in the
production for market, or both, . . . through agreements
with producers or by other voluntary methods, and to pro-
vide for rental or benefit payments in connection there-
with,” along with the provision for taxes upon “the first
domestic processing” certainly authorizes the production
restriction version of the allotment scheme.* But when in
the remainder of the same sentence, the alternative of pro-
viding for these payments “upon that part of the produc-
tion of any basic agricultural commodity required for do-
mestic consumption” is added without any connection to
reduction in acreage or production, it appears that use
of the allotment procedure without production restriction
is also authorized. Furthermore, it is significant that no
mention is made of acreage or production reduction in
the provisions relative to processing taxes. Instead, procla-
mation of the rate of tax on a commodity is made manda-
tory “when the Secrctary of Agriculture determines that
rental or benefit payments are to be made . . . [and] shall
terminate at the end of the marketing year current at the
time the Secretary proclaims that rental or benefit pay-
ments are to be discontinued with respect to such com-
modity.” ®

The Adjustment Act was also influenced to a pro-

*Gecs. 8 {11 and ¢ (a).

F 71 Cang.. Public No. 10, Sce. g(a). Sonn after the idea of restricting
production was intrnduced, the suggestion for using part of the proceeds from
the tax to retire land from cultivaten interestcd some supporters of the crn-
eral plan.  As a result of this suggestion. the wording “rental or benefit” pat-
ments was adopted.  The only change this introduced was that 1t made pos-
sible pavments on a per acre basis.
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nounced degree by a still earlier farm relicf proposal—the
McNary-Haugen plan. Through a form of export sub-
sidy, this plan was intended to maintain domestic prices
for exportable farm products above the level in foreign
markets by approximately the amount of the tariff. The
cost of this operation was to be assessed against producers
of the particular commedity by means of an “equalization
fee,” which constituted a distinctive feature of the plan.
During the years while it was most aggressively advanced
for legislative consideration, this plan was modified in
various ways, but the original objective was retained. An
itnportant characteristic of the later versions was the
emphasis upon use of a trade agreement procedure for
carrying out the necessary merchandising operations
through co-operative marketing associations and regular
trade channels,

The idea of production curtailment was especially repug-
nant to the principal supporters of the McNary-Haugen
plan, who had consistently argued against that approach.
At their instigation an itnportant addition to the revised
allotment plan was included in the amended Agricultural
Adjustrnent bill submitted to Congress in March 1933,
an addition which was retained in the legislation finally
enacted. This was the marketing agreement procedure.
The processing tax already provided substantially an equiv-
alent of the equalization fee, although this was made
clearer when expenditure of its proceeds “for expansion of
markets and removal of surplus agricultural products” was
specifically authorized in Section 12 (b).* With the further

€ The introduction of this language while the bill was before Congress
was sphnsored as a change which would permit loans to finance foreign sales,
especially in certain potential new cotton markets.  {See Cong. Record, Apr.
19. 1933, Vol. 77, P 2, p. 1961.) Tt appears to have atiginated, however,
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addition of the marketing agreement procedure, all the es-
sentials of McNary-Haugenism were provided and the pro-
posed legislation was made acceptable to the propenents
of that plan. This was especially true since they viewed the
other devices as purely emergency in character and as hav-
ing only supplemental value in any permanent program
which might be developed later along the lines of the Mc-
Nary-Haugen plan, The provision for licensing process-
ors, associations of producers, and others handling agricul-
tural commodities was included about this same time and
was accepted by those who advocated the marketing
agreement provision as strengthening that procedure.”
It has been noted that, whereas use of the allotment and
production control devices 1s restricted to the basic com-
modities enumerated in the act, no such limitation applies
to the marketing agreement and licensing provisions.’ The
domestic allotment plan was originally advanced as ap-
plicable to major export commodities and was suggested
for trial with respect to wheat and cotton. The term basic
agricultural commaodities was used in limiting the appli-
cation of the measure then proposed.  As had been the case
with the earlier McNary-Haugen proposal, spokesmen for

with those secking to provide for export subsidy by methads similar to those
contemplated in the McNary-Haugen plan,

T For further analysis of the origin and evolution of the marketing agree-
ment and licensing provisions, see Edwin G, Noorse, Marketing Agreements
under the A4A4.

8 The license was, however, limited to such commodities “in the current
of interstate or fcrcign camnmerce.” The markc!ing agreement section as ofigi-
nally drawn employed this same phraseology, but, by the amendment of Apr.
7, 10934, it was made to read “in the current of, or in competition with, or so
as to burden, obstruct. or in any way affect interstate or forcign commerce.”
As originally enacted, the marketing agreement section was limited to “pro-
cessors, associations of producers, and others engaged in the handling . | .
of any agricultural commaodity or product thereof.” By the amendmment of
Apr. 7, 1934 producers were also included as parties to such contracts.
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other commoditics demanded their inclusion in the Ad-
justment Act in order to obtain a share in any bencfits
which might result. Because of these demands seven com-
modities in all were listed as basic when the act was passed
and six more have been added by subsequent amendments.
Thus the original limitation has largely disappeared,
although the designation as basic agricultural commoditics
1s retained.

Tobacco was one of the products added to the list named
as basic in the law as enacted, although it had not been
included in the early drafts of the allotment plan. At no
point in the development of the allotment proposal did
tobacco producers or their representatives play any par-
ticularly promunent part. In fact its probable operation
with respect to tobacco appears to have been given rela-
tively little attention, and tobacco growers were not among
the carly proponeants of the plan. Their representatives,
however, did see that tobacco was included as a basic com-
modity in such manner as would insure the possibility of
using the processing tax and benefic payment procedures.

While in the main the devices of the Adjustment Act
were drawn from the sources which have been indicated,
namely, the original domestic allotment plan, the revised
allotment plan with production restriction added, and the
MeNarv-Haugen proposal, certain features were included
which increased the scope of the Secretary’s powers bevond
those contemplated in any or all of the previous measures.
Reference has been made to the provision that proceeds of
all taxes under the act may be used, among other things, for
“expansion of markets and removal of surplus agricul-
tural products” as authorizing export subsidy in a manner
essentially similar to that contemplated by the McNary-
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Haugen plan.  As written, however, this provision may
be sufficiently broad to permit price stabilization purchases.
Several commodity groups, including representatives from
at least two tobacco arcas, have strongly urged such activity
as part of the programs for commodities in which they
were interested, although none of these proposals have
been used thus far by the AAA, excepting in cases where
the product could be turned over to relief agencies or dis-
posed of outside the markets. If the act really authorizes
such purchases for the purpose of merely withholding sup-
plies, then it would appear that such authority, together
with that conveyed by the marketing agreement provision,
might be used to establish an equivalent of the stabiliza-
tion corporations which featured in the price-raising and
price stabilization efforts of the Federal Farm Board estab-
lished by the Agricultural Marketing Act of 1929. The
only necessary differcnce would be in financing out of
proceeds from processing taxes instead of appropriations
from the general treasury.

The similarities between the methods included in the
Adjustment Act and those advanced in earlier relief
proposals have been discussed at this length as a means of
clarifying the nature of the legislation and of illustrating
the scope of the powers which it actually grants. When
full cognizance is taken of the fact that usc of each is made
optional, the range of administrative possibilities may be
appreciated more fully. Not only is the Administration
authorized to put into operation plans substantially equiva-
lent to the earlier farm relief proposals which have been
mentioned, but it may use any number of them in combi-
nation with one another. Also, it may develop an entirely
new plan or plans by selecting and combining individual
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clements from the several schemes carried over into the
Adjustment Act. Furthermore, the precise form of words
which was evolved during the legislative history of the
act presents to subsequent interpreters the possibility even
of devising methods of attack which were not contern-
plated by the authors of either the earlier bills or the
Adjustment Act jtself.

A detailed examination of developments leading up to
the final passage of the Agricultural Adjustment Act
would shed further light on individual features. Such a
treatment, however, is beyond the scope of the present
volume. Al] that is sought here is an adequate perspec-
tive for a consideration of the program through which the
act is being administered with respect to tobacco, So far
as this depends upon an understanding of the nature of
the legislation, it has been obtained if the following points
have been made clear:

1. Although developed from the original domestic al-
lotment plan as a nucleus, the cssential devices of nearly
all the important farm relief proposals were incorporated
in the Agricultural Adjustment Act. Since any combina-
tion of these methods may be employed at the discretion
of the Secretary, an exceedingly wide range of programs
for the benefit of agriculture might conceivably be in-
augurated under its authority.

2. There is no unified methodology for aid to agricul-
ture underlying the legislation as enacted. Merging the
devices of alternative proposals constituted a compromise
in the sense that it secured support from the proponents
of cach. but there was no crystallization of a single plan
from the best clements of each of these alternatives.
The act establishes economic aid to agriculture as part of
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the national policy, at least for an emergency period, but
does not prescribe the precise manner in which that aid is
to be accomplished. Certainly some groups considered their
particular plans as fundamental and accepted the inclusion
of other devices as necessary to secure additional support,
but not necessarily to be extensively used—an impression
on their part no doubt attributable in part to the political
strategy used.

3. By recason of its optional character and the diversity
of procedures which it provides, the real meaning of the
act is not clear until it is considered in relation to the poli-
cies with which it is being administered.

ADMINISTRATIVE POLICIES AND INTERPRETATIONS
OF THE ACT

From the time the act was passed questions as to which
powers were to be invoked, the degree of vigor with
which they were to be put in operation, and the general
methods to be used have provided important administra-
tive problems. Decisions of this character have consti-
ruted an almost constant evolution of administrative pol-
icy, an evolution which is still going on. Although in
practice such decisions are made most often in connection
with the particular program where the question is first
prescnted, they typically govern the procedures with re-
spect to other commodities until such time as modifica-
tions or reversals are adopted.

Such comments pertaining to significant developments
in general policy as are made in the sections immediately
following are based upon an attempt to observe the direc-
tion in which the whole adjustment program 1s moving
as reflected in the character of programs inaugurated, the
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form of organization through which they are being ad-
ministered, and the utterances of praominent individuals
in that organization. A distinction 1s made between what
1s here referred to as general administrative policies and
the subordinate policies established specifically with ref-
erence to tobacco. The former limit the procedures em-
ploved in the tobacco program, or in any other commodity
program, in the same way as though they were made pro-
visions of the act, and are reviewed at this point as giving
dehnite meaning to the legislation. The latter are con-
sidered in later chapters in connection with those phases
of the tobacco program to which they apply.?

Objectives of the AAA. In a broad way the purposes
and objectives of the AAA are set forth in the declared
policy of Congress as stated in the act. This policy, how-
ever, is subject to somewhat varted interpretations. For
that reason it is necessary to see what interpretations have
been made.

That Congress viewed the Agricultural Adjustment Act
as emergency legislation is clear. The title of the whole
statute, of which Agricultural Adjustment constitutes the
first of three parts, sets forth that the law was passed “to
relieve the existing national cconomic emergency by in-
creasing agricultural purchasing power, to raise revenuc
for extraordinary expenses incurred by reason of such
emergency, [and] to provide emergency relief with respect
to agricultural indebtedness. .. Under the heading “Dec-
laration of Emergency,” the first section states:

¢ The structural organization of the AAA. views of the administrators
towands the methods provided. and the evolution of policy with respect to the
use of those methods as they relate to specific programe are dealt with 10 some

extent 1n other publications of The Brockings Tostitution pertaining 10 this
samie general study, (See list of publications in final pages of this book.)
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That the present acute economic emergency being in part the
consequence of a severe and increasing disparity between the prices
of agricultural and other commodities, which disparity has largely
destroyed the purchasing power of farmers for industrial products,
has breken down the orderly exchange of commeodities, and has
seriously impaired the agricultural assets supporting the national
credit structure, it is hereby declared that these conditions in the
basic industry of agriculture have affected transactions in agricul-
tural commodities with a national public interest, have burdened
and obstructed the normal currents of commerce in such commods-
ties, and render imperative the immediate enactment of Tide I of
this act,

Furthermore, Section 13 provides that: “This title shall
cease to be in effect whenever the President finds and pro-
claims that the national economic emergency in relation
to agriculture has been ended. .. In 2 word, Congress
declares it to be in the public interest that measures be
undertaken to improve the economic condition of agri-
culture, since an acute emergency exists. This emergency
is declared to be in part a consequence of disparity be-
tween prices of agricultural and other commodities—a
disparity which has destroyed farmers’ purchasing power
and has impaired the agricultural asscts supporting the
national credit structure.

In dealing with this emergency it is declared in Scction
2 of the act to be the policy of Congress:

(1} To establish and maintain such balance between the produc-
tion and consumption of agricultural commeodities, and such mar-
keting conditions therefer, as will re-establish prices to farmers at
a level that will give agricultural commeodities a purchasing power
with respect to articles that farmers buy, equivalent to the purchas-
ing power of agricultural commodities in the base peried. . . .

(2} To approach such equality of purchasing power by gradual
correction of the present inequalities therein at as rapid a rate as is



14 TOBACCO UNDER THE AAA

deemed feasible in view of the current consumptive demand in
dormestic and foreign markets,

(3) To protect the consumers’ interest by readjusting farm pro-
duction at such level as will not increase the percentage of the con-
sumners’ retail expenditures for agricoltural commeodities, or products
derived therefrom, which is returned to the farmer, above the pes-
centage which was returned to the farmer in the pre-war peried,

Avgust 1gog-july 1914,

Thus the policy is to increase purchasing power by rais-
ing farm prices, both by adjusting the production of farm
products to consumption and by adjusting marketing con-
ditions for those products. Corrections are to be made
gradually so as to minimize their effect upon consump-
tive dernand, but as rapidly as is deemed feasible in view
of current demand conditions. Finally, the policy contem-
plates a measure of protection for the consumer's interest,

While the act as passed was thus ostensibly a picee of
emergency legislation, it has been noted that the original
proposals in which the vartous procedures were developed
were emphatically not emergency in character. All of
them contemplated permanent aid to agriculture in im-
proving its cconomic condition relative to other indus-
tries. When they were first lumped together in an emer-
gency bill, it was definitely with the thought that continu-
ing legislation would in due course be perfected. Under
these circumstances there appears to be little doubt that
many sponsors of the act Jooked upon it as an intermedi-
ate step in the direction of a permanent program. Imme-
diate relicf was sought and it was politically expedient to
make the start as an emergency step, but it was hoped that
in providing this emergency assistance, procedures could
be developed which would be retained as part of a per-
manent program.
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The language of the act makes clear that increased pur-
chasing power is to be obtained for farmers if possible.
When in the declaration of policy the specific goal of “a
purchasing power with respect to articles that farmers
buy, equivalent to the purchasing power of agricultural
commodities in the base period” is stated, however, a ques-
tion of interpretation is presented. From the beginning
this language has been interpreted as meaning purchasing
power per unit of a specific commodity equivalent to the
purchasing power of a corresponding unit during the base
period. This goal would be reached whenever the base
period relationship between the farm price of the com-
modity and average prices paid for articles purchased was
re-cstablished. This interpretation has been popularized
as “parity price” and is identical with the “fair exchange
value” defined in Section g (b) of the act for the purpose
of computing processing tax rates.’”

While the goal generally has been stated in terms of
parity prices, this is by no means the only interpretation
which can be made. A major emphasis in the title of the
act and in the declaration of emergency is the restoration
of agricultural purchasing power as a step towards in-
creased demand for other products and consequent busi-
ness recovery. In this connection hardly anything other
than total purchasing power of farm products can be
meant. In fact the wording of the declaration of emer-

19 There appears to be no necessary connection between the tax provision
in which fair exchange value is defined and the declaration of policy with re-
spect to attainment of base period purchasing power. None the less, the two
have been interpreted as being identical. For example, on p. 4 of a report
covering administration of the act up to February 1934 it is stated relative to
the purchasing power goal: “It means that farmers selling the same volume
of farm goods wonld be able to buy, with their returns, the same volume of
manufactured goods that they were able te buy in the period 1909-14."
Agriculiural Adjustmens, AAA.
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gencey specifically mentions price disparity as having de-
stroyed purchasing power, which would seem to empha-
size a distinction between price refationships and pur-
chasing power. Under these circumstances there is at
least a possibility that “equality” should be considered as
meaning a total purchasing power for individual com-
moditics equal to their total purchasing power in the base
period. This would be obtained when the aggregate re-
ceipts from sales of a commodity by producers would
purchase the same quantities of things which farmers buy
as could be purchased with their average receipts during
the base period.”

The foregoing discussion has shown that the language
which has been quoted from the act is somewhat vague
in describing the level to which prices are to be raised.

3 Seill other interprerattons which may be possible, but which appear o
have somewhat less juaification, are:

1. Average purchasing power per unit of farm products equivalent to the
per unit purchasing power during the base period. This would be obtained
whenever the base perind relationship between the average of all {farm prices
and the average prices paid by farmers was re-established.

2. Averepate purchasing power of all farmers equal to their aggregate pur-
chasing power during the base pentodl: in other words, total farm receints from
marketings of all farm products which will enable them w buy the same
quantitics of those things which farmers do purchase as they were able to buy
with their average receipi during the base period.

Addicional possibilities are ercated swhen the question is raised as to whether
purchasing pawer s to be computed from the average rewal prices throughout
the country for the articles which ail farmers buyv, or whether it is to be coin-
putesl trom the average prices pnd by peaducers of a specific commadity, or
farmers within a ziven region, for the articles which they buy. Although the
attitude huas presailed swithin the AAA that the latter interpretation would be
valid amd in fact come consideration has been piven to the computation of
separate indexes of prices pad by farmers in each major tobacco producing
area, only the index of prives paid by all farmers has been used thus far. This
has been due o the lack of data for the construction of regional indexes plus
the facr that such data as are available indicate no greac difference in the results
of the two metheds,
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For this reason, several interpretations might have been
made. Without going into the relative merits of these in-
terpretations, it is sufficient for the purposes of this study
of the tobacco program to note that parity price has been
emphasized as the goal of the AAA program, although
in the development of plans to be applied in individual
cases the effect upon total income has not been neglected.

Tobacco 1s peculiar among the products listed as basic
agricultural commodities in that a different base period
was designated.  After tobacco was included as a basic
commodity, both growers and farm leaders in the tobacco
areas became interested in learning the details of the pro-
posal and how it might operate for their product. Those
engaged in drafting the bill also gave attention 10 the ques-
tion of how it would work out when applied to tobacco and
made trial computations of “fair exchange valuc” using the
pre-war base period then contemplated. These investiga-
tions showed that, because of shifts in consumption between
tobacco products, current prices for several kinds of tobacco
were above the preawar parity and could not be increased
through operation of the bill then under consideration.’
After several proposals for meeting this difficulty had been
considered, it was determined that use of a post-war base
period would give the desired result. Accordingly, the
ten-year period August 191g to July 1929 was finally desig-
nated, although for all other commodittes August 1909 to
July rgrg is used.

A somewhai peculiar situation was created by the desig-
nation of a special base period for tobacco, while at the

12 At the same time growers and their representanves began coming for-
ward with suggestions that the pre-war base perind was unworkable in the
case of tobacco.
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same time leaving it subject to the consumer protection
provision. For all other commodities the base period is
identical with the period which defines the limitation on
price increases. In the case of tobacco, shifts in consump-
tion have been towards a greater use of products for which
the spread between farm prices for the raw material and
retail prices of the products is very large, so that there is
no conflict between the two provisions.

Methods which are being used, In the administration
of the Agricultural Adjustment Act, greatest reliance has
been placed upon production control, benefit payments,
processing taxes, and associated devices as the means for
raising prices. Marketing agreements and licenses are em-
ployed for numerous products and under a variety of con-
ditions, but not as the major agencies for accomplishing
agricultural relief. The general attitude of the AAA ap-
pears to have been in opposition to any extensive use of the
authority to expand markets and remove surplus products,
either by export subsidy or stabilization purchases. Like-
wise the original allotment plan seems to have been disre-
garded almost completely in favor of the production reduc-
tion approach.

Perhaps the greatest single controversy which developed
within the AAA during its early period of operation was
over the relative positions in the program to be given pro-
duction control and associated devices as compared with
marketing agreements, supplemented by licenses and ar-
rangements to export surpluses. Secretary Wallace, as in-
dicated by his statements in hearings on the bill while it
was before Congress and on numerous occasions since,
strongly favored production control as the most feasible
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approach.  Although he had previously supported the
McNary-Haugen proposal, it appears that he considered
curtailment of production essential to any program for
increasing farm prices and farm incomes. Marketing
agreements and licenses might be useful as supplements
to that effort, especially after production had been brought
under control, but could not furnish a satisfactory substi-
tute for it. Export dumping or stabilization purchases
could not provide a lasting benefit to agriculture in the
absence of production control.

On the other hand, George N, Peek, who had been
named administrator on the day after the act was ap-
proved, was equally definite in favoring marketing agree-
ments as the major effort, Mr, Peek had been one of the
original and leading proponents of the McNary-Haugen
plan and was directly responsible for insertion of the
marketing agreement provision in the Adjustment Act.
The views which he entertained at that time with refer-
ence ta its operation have been summarized as follows:

His various utterances indicate that he believed that the wise
course would consist of three steps:

{1) To approach processors and distributors, secking to get them,
through unofficial voluntary agreements among themselves or under
AAA marketing agreements, to undertake to pay a remunerative
price ta producers, In many cases this could be done and the
whole supply disposed of through the regular channels of distribu-
tion and use,

(2) To employ agreements like the above to handle all such
supplies as could be disposed of at remunecrative prices through the
regular channels, but to supplement such distribution by finding
special ways of disposing, in either export or domestic markets, of
any surplus not marketable at this price level.

(3) If all such efforts should fail thus to clear the market of
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supplies which depressed prices below the parity level, then to invoke
the production adjustment feature of the act to check current ar
future output.’d

Although from the beginning a major emphasis was
placed upon production control in the programs developed
for cotton, wheat, corn and hogs, and tobacco, this differ-
ence over the extent to which marketing agreements were
to be used was never fully eliminated during the period
while Peek served as administrator. Agreements were
developed as the principal device in the dairy program
and for several miscellaneous commodities not designated
as basic. A somewhat different use of agreements was
made in the tobacco program where they were developed
jointly with production programs, as will be shown later,
Numerous proposals were also advanced for other agree-
ments which were never put into operation. With the
reorganization of the AAA which tock place in January
1934, however, the situation was more fully clarified. The
status of agreements following this reorganization has
been summarized as follows:

The idea appeared to have been definitely abandoned thar mar-
keting agreements could ever be the major agency for accomplish-
ing agricultural relief, however useful they might be found by
particular producer groups. Tt appeared that the most that was
expected was that they would: (1) Serve a temporary purpose pend-
ing the perfection of production contro! devices; (z) bring some
enhancement of prices and stabilization of operations in those miner
lines of production not eligible for benefit payments; and (3) serve,
o an extent as yet undeterrmned, to increase the economy and
cquitableness of distributive arrangements.t

Planning and reform tendencies.  Although hardly to

13 Nourse, Marketing Agreements wunder the AAA, Chap. 11,
1 The same.
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be designated as administrative policy, certain views with
respect to the underlying purposes of the adjustment legis-
lation are discernible which represent tendencics affecting
the administration of the AAA programs. Two of these,
relating to “economic planning” and “marketing reform”
respectively, need to be mentioned briefly in connection
with developments pertaining to tobacco.

The view that adjustment programs could be so admin-
istered as to achicve a degree of economic planning for
agriculture seems to have been held by those who did the
most in actually drafting the legislation as well as by others
who supported the proposal. The goal of planning or
“adjustment” as visualized by this group is stabilized pro-
duction and prices. To realize stability they would seek
to maintain an adjustment between production and con-
sumption at a point which would assure farmers an “equi-
table share” of the national income, but which would also
assure consumers an economical supply of farm products.
To those who hold this view, emergency price raising
represents only an intermediate objective, and parity price
is a convenitent formula for determining the rates of pro-
cessing taxes, rather than the goal which must be attained.
As a more permanent objective they visualize a continued
program which would benefit producers by minimizing
fluctuations in prices rather than by maintaining in cvery
case a level higher than would obtain over a period of
years in the absence of the program.

Previous experience with programs which had sought
these same planning objectives by distributing economic
information and by educating farmers as to the manner
of adjusting their farm operations to changed conditions
had convinced some leaders that a method of co-ordinat-
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ing the efforts of individual farmers through a degree of
governmental control was desirable. Such a method they
believed was provided by the general allotment scheme,
including the processing tax and production reduction de-
vices, to which they attached dominant importance. In
other words, they viewed the proposed act as providing
the basis for a continued planning program, although they
recognized the political expediency of advancing it as an
emergency rclief measure. In the language of the legista-
tion which was finally enacted, as well as in the congres-
sional debate during its consideration, this planning idea
was rather completely submerged. Nevertheless, it has
reappeared as a continuing tendency in the activities of
the AAA. No doubt this has been partly the result of the
fact that some individuals who had supported the act be-
cause of its planning possibilities were appointed to im-
portant admunistrative posts, where they have retained
their interest in “economic planning for agriculture.” It
also represents a trend in thinking regarding the course to
be followed after the emergency is passed.

Besides this idea of agricultural planning within the
AAA, another line of thinking should not be ignored in
summing up the direction in which policy has developed.
Throughout the period since the act was passed, the view
has persisted among certain members of the AAA that
marketing reform should constitute an important phase
of the program. This view has appeared most frequently
and aggressively in the consideration of marketing agree-
ments and licenses. In such instances it has been in direct
opposition to the attitude of those who originally advanced
the marketing agreement provision. This latter group
contemplated only a minimum of interference with estab-
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lished market practices in their proposal that agreements
be negotiated to raise prices, provide orderly distribution
of supplies, and facilitate disposal of price depressing sur-
pluses. On the other hand, those who accepted the re-
form view saw much to be gained through the reorganiza-
tion and regulation of market agencies, including farmers’
co-operative marketing associations, reduction of charges,
development of more efficient marketing methods, curb-
ing of monopolistic practices, and similar reforms.

This discussion of tendencies within the AAA should
not be interpreted as an attempt to forecast the polictes
with which the Agricultural Adjustment Act will be ad-
ministered in the future. Both concepts, agricultural plan-
ning and marketing reform, have already appeared as
significant tendencies affecting the policies of the AAA.
They are introduced here as part of the necessary back-
ground for an analysis of the tobacco program.

THE EERR-SMITH ACT

In its application to tobacco, the Agricultural Adjust-
ment Act is supplemented by the Kerr-Smith Act, ap-
proved June 28, 1934 This measure is designed to pre-
vent non-signers from sharing in the financial benefits se-
cured through the operation of the Adjustment Act. Under

15 Officially titled “An act to place the tobacco growing industry on a
sound financial and economic basis, 1o prevent unfair competition and prac-
tices in the production and marketing of tbacco entening into the channels
of interstate and foreign commerce, and for other purposes.”

The pulicy declared in this act is stated as follows: "It is hereby declared
1 be the policy of Congress to promote the orderly marketing of tobacco in
interstate and foreign commerce, to enable producers of tobacco to stabilize
their markets against undue and excessive fluctvations, to prevent unfair com-
petition and jpractices 10 putting tobacco inte the channels of interstate and
foreign commerce, and to more effectively balance production and consump-
tion of tobacco, and ta relieve the present emergency with respect to tobacco.”
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its powers a tax 1s collected upon sales of tobacco by grow-
ers wha do not participate in the program for reducing
production. In this manner it seeks to remove the incen-
tive for increased production by those who do not sign
contracts with the AAA. To whatever extent it causes
growers to participate in the plans by imposing a penalty
upon non-signers, it adds a degree of compulsory control
of production to the voluntary procedures which have been
discussed.

The act was rmade applicable to all tobacco harvested in
the crop year 1934-35 except Maryland, Virginia sun-cured,
and cigar-leaf tobaccos. In 1935-36 it is to be applied to
any type for which its application is favored by persons
who own, rent, share crop, or control three-fourths of the
land customarily used in the production of that type.** By
its provisions a tax is levied upon the sale of all tobacco to

1% Section 3 (b)), “The tax provided for by sub-section (a) of this sec-
tion shall be applicable to all tobacco harvested in the crop vear 1934-1935,
except Marvland tebacco, Virginia sun-cured tobacco. and ¢lvar-leaf tobacco,
Thereafter whenever the Secretary of Agriculture determines that the persons
who own. rent share crope or control three-fourths of the land customarily
engaged in the production of any particular type of tobacco favor the levy
af the tax therean and that the imposition of the tax thereon is necessary for
the orderly marketing of such whacee in interstate and foreign commerce and
to eiffectuate the declared policy of this act, he shall proclaim such determina-
tion at feast 6o davs prior 10 the next succeeding crop vear, and the tax shall
thereafter apply to tobacen of such type harvested durnnyg the crop vear next
following the date of such proclamation,  The tax provided for by sub-
section (a) of this section shall not apply to any tobacco harvested after
April 30, 19367

Further provisinp is made for termination of the act with respect to any
tvpe uf tebacen at the end of the crop vear current at the time the Secretary
proclatms that paviuents under the Agriculeural Adjustment Act are to he
discontinued with respect to that tvpe, or whenever the President prociaims the
aatonal economic eniergeney ended with respect to that vpe of wbacco.

On the basis of a prowers’ referendum in cach producing district, the
Secretary has determined that the required number of producers favor the
applicaon of the tax ia 1033-36 on all npes for which production plans are
in vperation except Marvland tobacee (see p. 228),
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which it 1s applicable. Then in each crop year non-trans-
ferable tax-payment warrants are to be issued to each pro-
ducer who has entered into an adjustment contract to limit
production under the voluntary program. Warrants are
expressed in pounds of tobacco of a particular type, and
each contracting producer is entitled to receive warrants
covering the amount of tobacco he is permitted to market
under his contract or the amount which it is estimated may
be produced upon his acreage allotment under that con-
tract. These warrants are to be accepted by the collector
in payment of the tax on any sale by the grower up to the
amaunt specified by the warrant.

In order not to penalize producers who are unable to
secure equitable allotments, or who for other rcasons may
be incligible to participate in the production program, the
Secretary i1s authorized to issue warrants to them. The
amount of these additional warrants to be issued in any
county is limited, however, to not more than 6 per cent
of the quantity issued to contracting producers, and two-
thirds of these additional warrants must be issued to
growers whose allotments are 1,500 pounds or less.

The rate of the tax levied by this measure is one-third of
the price at which the tobacco is sold, but with a provision
that the rate may be reduced by the Secrctary to not less
than one-fourth of the price. Since the tobacco crop was
planted before the law was enacted, the tax was levied on
the 1934-35 production at the minimum rate.””

7 The Kerr-Smith Act alsn provides for controlling the impartation of the
cigar-leaf types. For cach crop year in which tobacco 1s harvested to which
the tax is applicable, or for any part of such vear, the Secretary mav estab-
lish quotas far the importation into continental United States of cigar-leaf
types of tobacca and allot those quotas to importers.  Imports of any cigar-leaf

type 1n excess of the quota for that type would be subiect to an wnport tax.
The rate of this tax is to be determined by the Secretary of Agnculture ac-



26 TOBACCO UNDER THE AAA

Inasmuch as this law applies only to tobacco, the policies
with which it is being administered can best be considered
in later chapters along with operations under the tobacco
programs.

cording 1o a formula prescribed in the act. No import quotas have been estab-
lisked under these previsions of the Smith-Kerr Act, although similar quotas
have been applied to tinports from Cuba under the werms of a trade agreement.



CHAPTER H
TOBACCO GROWING AND MARKETING

The character of any program for carrying out the pro-
visions of the Adjustment Act is of necessity affected by
conditions in the particular industry to which it is applied.
For this reason it is nccessary to review conditions in the
tobacco producing industry before considering the various
features of the tobacco program which have been evolved.
In the present chapter attention is given to the types of to-
bacco, their uses and importance, as well as to the condi-
tions under which they are produced and marketed.

TOBACCC PRODUCTION IN THE UNITED STATES

Tobacco production occupies only a small portion of the
available land even in the areas where it is most concen-
trated, but the large value of product per acre results in a
material contribution to growers’ incomes. An average of
slightly less than 1.9 million acres of tobacco was harvested
in the United States during the years 1928-32. At the
prices which prevailed, the estimated total farm value
averaged a little over 200 million dollars per year. The
average value per acre during this period was approxi-
mately $108.!

No very complete estimate of the number of people
engaged in tobacco production is available, The census
reported 433,000 farms upon which tobacco was grown in
1929. This, however, furnishes only an approximate indi-
cation of the number of families dependent upon income

! Based on latest revisions of data by the Division of Crop and Livestock
Estimates, Bureau of Agrnicultural Economics.

27



28 TOBACCO UNDER THE AAA

Dustripvaton o ToBacco ACREAGE, 1929°
{1 dot = 500 acres)

* Adepted from Figure 15 in F, F. Llliett, “Tvpes of Farming ia the United
States.” Feflteenth Ceneis of the United States (1930, pamphler).
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from tobacco production, since some families operate more
than one farm and some farms give employment to more
than onc family. Furthermore, there were doubtless in-
stances where no census returns were obtained from grow-
ers with small acreages in less accessible locations.

The location of tobacco production is shown by the ac-
companying map of acreage in 1929. From this map it
may be observed that production is localized in fairly
well-defined areas. For the most part these areas pro-
duce tobacco having different characteristics, since curing
methods, varicty, soil, and weather all have an influence
in differentiating the product. Furthermore, over a period
of time consumers become accustomed to certain qualities,
and the trade looks to specific arcas for continued supplies
of the same grades.

The offictal classification of leaf tobacco established by
the Department of Agriculture recognizes seven classes
exclusive of imported foreign-grown tobacco. These
classes are: flue-cured, fire-cured, air-cured, cigar-fller,
cigar-binder, cigar-wrapper, and miscellaneous domestic.
The first six classes include those types having an annual
production in excess of one million pounds cach. Twenty-
five such types are produced within the continental United
States and an additional ene is grown in Puerto Rico. The
seventh class lumps together as “miscellaneous” other
minor domestic types of which less than one million
pounds each are produced annually.”

Y “Classification of Leal Tabacco Covering Clusses, Types. and Groups of
Grades," U. & Deparsment of Agriculttire Service and Regulutory Announce-
mieni No. 118, November 1929,

Class is defined as “'one of the maior divisions of leaf tobacco hased on the
distinct characteristic of the tobacco caused by differences in varicties, soil. and
climatic conditions, and the methods of cultvauon, harvesting, and curing.”

Type is defined as “a subdivision of a class of leaf tobacco, having certain
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The various types of tobacco differ as to their uses and
manufacturing qualitics. Some are used mainly for the
manufacture of cigars; others are used primarily in ciga-
rettes, stoking mixtures, chewing tobacco, or snuff. All
have additional or secondary uses to which the low grades
especially are diverted.?

Fiue-cured, the most important group of types, derives
its class name from the curing process. This consists of
applying heat from a “furnace” located partly within the
curing barn, from which the smoke is carried through an
iron flue cxtending across the barn and back.* The class
includes four types, and makes up about one-half the total
volume of tobacco produced in this country. The area in
which it is produced includes parts of Virginia, North
Carolina, South Carolina, Georgia, and Florida, with the
major part being produced in the first three states.

Tobacco produced in this district first achieved promi-
nence as an export type before the present method of cur-
ing developed. With the increase in use of cigarettes, the
thin leaf and light color of flue-cured tobacco came into

common characteristics which permit of its being divided into a number of
related grades, Any tobaceo that has the same characteristics and correspond-
ing quithtics. colors, and lengths shall be treated as one type, regardless of any
factors of historical or geographical nature which cannot be determined by an
examination of the robacca.”

%A more comprehensive description of the demestic whacco praducing in-
dustry is included in Charles E, Gage, “American Tobacco Types, Uses, and
Markets” U, §. Department of Agriculture Circular No. 239 (as revised August
19311, The treatment here amounts 1o a summary of the material thercin
contained.

*Of the two peneral methods for harvesting tubacvo, priming and stalk-
catting. the frst is ordinanly used for the fue-cured types. In priming. in-
dividual leaves are removed from the stalk as they reach the desired stage of
maturity. By this method lcaves are removed at several times, the successive
removsls beine speken of as Brst priming, second priming. and so on. When
tobiceo 15 statk-ur. the entire plant s harvested by cutting the stalk mear the
surface of the ground.
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increased demand. In recent years it has amounted to
nearly half of all the tobacco produced in the country.
Its principal outlets are in the manufacture of cigarettes
and in the cxport trade, although considerable amounts,
particularly of the lower grades, are used in the manufac-
ture of smoking and chewing tobacco. Practically 6o per
cent of the fluc-cured tobacco produced in recent ycars
has becn shipped abroad, and it is the most important
export type.

Fire-cured tobacco is so designated because it is cured
in the heat and smoke of slow, open wood fires main-
tained on the dirt floor of the barn. It is produced mainly
in the extreme western parts of Kentucky and Tennessee
in the area which has been known for generations as “the
black patch.” This class includes from 10 to 20 per cent
of the tobacco produced in the United States.

Alarge part of the fire-cured tobacco produced is usually
exported; the remainder is used chiefly in the manu-
facture of snuff. Other uses include the manufacture of
cigars (principally for Italian consumers), re-handling,®
smoking mixtures, fillers in plug chewing, and the best
grades for plug wrappers.

Air-cured tobacco may be subdivided into light and
dark types, and the characteristics of these types are quite
different. The light air<cured tobaccos are Burley, type
31, and southern Maryland, type 32. Dark air<cured in-
cludes One Sucker, type 35, Green River, type 36, and
Virginia sun-cured, type 37. As indicated by its name,
this class is normally cured without the aid of artificial
heat. The stalk is cut near the ground and suspended
in curing barns so constructed as to permit free circula-

5 Processing for export 10 the west coast of Africa, the West Indics, and
Central America,
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tion of air. Only in periods when dampness is likely to
cause injury to the tobacco is heat applied.®

Burley is by far the most important type of air-cured
tobacco; it constitutes about one-fourth of the total United
States crop. Its largest single outlet at present is in the
manufacture of cigarctics. Burley is used more than any
other type in the manufacture of various kinds of smoking
tobacco, and it is used extensively in plug chewing to-
bacco. Only a very small amount is exported. The pro-
duction of Burley tobacco now extends over the greater
part of Kentucky, a large area in Tennessee, and smaller
adjorning segments of North Carolina, Virginia, West Vir-
ginia, Ohio, and Indiana. There is also some Burley pro-
duced in parts of Missouri, Kansas, and a few other states,
although it constitutes a smaller item in the agriculture
of these localities.

The other light air-cured tobacco, Maryland, type 32,
somewhat resembles Burley, especially in being relatively
free from the gum which is present in the heavier to-
baccos. Its outstanding characteristic is its fire-holding
capacity or “burn,” which excels that of most other do-
mestic types. Since it is rather neutral in aroma, it is
extensively used in blends with other types of tobacco to
improve the burning quality of the blend without de-
stroying the aroma and flavor. Besides being used in ciga-
rette blends, considerable quantities of Maryland tobacco
are exported, and it 1s used to some extent in smoking
mixtures. Production of this type, which amounts to less

F Air-curing is not practiced exclusively with the class of tobacce so desig-
nated. The cigar types are also air-cured and should not be cenfused with the
so-called air-cured types.
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than 2 per cent of the total crop, is localized in southern
Maryland, west of Chesapeake Bay.

In contrast to the light types, the dark air-cured to-
baccos are unsuitable for the manufacture of cigarettes.
These types represent less than 5 per cent of the total to-
bacco production. Their principal outlets are the export
trade and the manufacture of chewing tobacco. Their
production is limited to relatively small areas. One Sucker,
type 35, 18 grown mainly in a limited area in southern
Kentucky; smaller quantities are grown in northern
Tennessee and southern Indiana. Green River, type 36, is
produced in a group of countics in western Kentucky on
or near the Ohio River—the two markets, Henderson and
Owensboro, handling the cntire output. Virginia sun-
cured, type 37, is grown in parts of six counties located
mostly north of Richmond, which is the only market.

Crgar-leaf types are grouped in three classes according
to their principal use in the cigar; as filler, binder, and
wrapper.”  Together they amount to about one-cighth of
the tobacco crop. Sclect grades of the fller types are
used occasionally as binders, while some tobacco from the
binder and wrapper types may be used for all three pur-

T These terms ave defined as follows o U, S, Department of Agricuidiure
Circttlar No. 249, p. 37

“Filler: Tobacco used in forming the core of a cigar, It predominatwes in
the aroma.

“Rinder: Vobaceo used to bind the filler and to shape it inm the ‘bunch.’
The binder also acts as a protection for the wrapper during the manufacturing
pocess, Itis of a fine and elastic texture and is rolled around the coarser hller,
The use af a binder makes possible the use of a very than and attractive wrapper
on the cigar, Otherwise, the cors of filler tobacca would present irregularities
and probably puncture the wrapper, thus requiring replacement and causing
a ][)55.

"Wrapper: Tobacen used for envering the “bunch’ formed by inclosing the
fitler in the binder and to make the finished cigar attractive.”
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poses. Low-grade cigar tobacco is used in the manufacture
of scrap chewing tobacco.

The qualities required for the cigar types are readily
apparent from their uses. The important considerations
for filler are the aroma and burn since it makes up the
body of the cigar. Fiiler types tend to be relatively coarse
and heavy, with color of no importance excepting as it
may indicate other qualities. Since the function of the
binder is to hold the bunched filler in shape, clasticity
of the leaf is important. In addition, binder tobacco must

e thinner and of finer texture than fller, have the re-
quired aroma, and burn evenly and completely. The re-
quirements for wrappers include all those mentioned for
fillers and binders with the added factor of color. Since
this leaf has most to do with the appearance of the fin-
ished ctgar, and since smokers generally select a light-
colored cigar as indicating a mild smoke, the consumers’
choice is guided to a considerable extent by the color of
the wrapper. The requirements for wrappers as to fine-
ness of texture and freedom from injury or blemish are
even more rigid than in the case of binders.

The districts in which cigar tobacco is produced are
located in New England, Pennsylvania, New York, Ohio,
Wisconsin, Minnesota, Georgia, and Florida. New Eng-
land preduction s mainly in the Connecticut River Val-
tey of Connecticut and Massachusetts, with some produc-
tion 1in the Housatonic Valley farther west. Three types—
Broadleaf, type 51, Havana seed, type 52, and shade-grown,
type 61, are commonly grown in this district. The first
two of these are primarily binder types, although some
of the choicest leaves are used as wrappers. In common
with all other cigar types excepting shade-grown, they are



TOBACCO GROWING AND MARKETING 35

generally stalk cut and air cured. All shade-grown to-
bacco is primed.

Tobacco grown under shade is produced especially for
wrappers. The purpose of the shade is to protect the
plants from intense sun, to conserve moisture, and to
minimize damage to the leaves from whipping and from
insects. At least three-fourths of all the shade-grown
wrapper tobacco produced in the United States is grown
in the New England area, the remainder, type 62, being
grown in a small cigar-tobacco district in the northern part
of Florida and the adjoining area in Georgia. Besides
shade-grown, an open-field tobacco known as Sun Suma-
tra, type 45, 1s produced in the Florida-Georgia district;
this latter is strictly a filler type..

Cigar filler and binder types are produced in the Penn-
sylvania-New York district, with the filler types greatly
predominating. The fller district centers in Lancaster
County, Pennsylvania, which is the most important
county in the United States in tobacco production. Pennsyl-
vania is also the most important state in the production
of the cigar-filler types. The tobacco grown is mainly
seedleaf, type 41. The binder tobacco grown is known as
New York and Pennsylvania Havana seed, type 53. The
distinctions between this type and Connecticut Valley
Havana seed are mainly due to differences in the soils on
which they are grown.

The Ohio cigar-tobacco district lies in the valley of the
Miami River and includes all or parts of some six counties.
Three types are produced, all of which are used primarily
for fillers.

Two types of tobacco are grown in Wisconsin and
Minnesota: type 54, produced principally in Dane, Rock,
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and Columbia counties, Wisconsin; and type 55, grown
mainly in Vernon, Crawford, and Richmond counties,
Wisconsin, but with a small though increasing production
in Minnesota. These types are used chiefly for the manu-
facture of scrap chewing tobacco, more than four-fifths of
the quantity ordinarily going into this use.

TYPES OF FARMING IN TOBACCO AREAS

Tobacco is produced on a considerable number of spe-
cialized farms where it constitutes the principal source
of income. It is also grown as a cash crop in combina-
tion with various enterprises on other types of farms. A
brief review of the systems of farming which prevail in
the principal producing areas helps to furnish an under-
standing of conditions in the industry and permits a
realistic treatment of problems discussed in succeeding
chapters.

The accompanying map shows type-of-farming areas
and sub-areas in which tobacco production is of sufhei-
ent importance to be listed among the products which
characterize the agriculture of the locality. The areas most
heavily shaded are the ones within which tobacco spe-
cialty farming is dominant. In each of the other areas
tobacco farms are found, and tobacco production provides
a significant source of income, but some other type of
farm is morc important.®

®The 1030 census classifies all farms under twelve major types and five sub-
tvpes. The ma‘or wpes are: cash-grain, cotton, crop specialty. fruit, truck,
dairy. animal specialty, stock ranch, poulery, self-suficing. general, and abnormal,
The sub-tvpes fall under the abnormal type and need not be considered here.
A farm s classihed under a particular type if it reccives 40 per cent or maore
of its income from the corresponding source. Farms receiving 4o per cent or
more of their income from cach of 1wo sources constituite exceptions and are
classifienl aceording to the minst imyportant source. Thus farms for which the
value of tobacen amnunts e 40 per cent of the total value of products, but for
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# Adapted frem generalized map  of tvpe-of-farming  areas, 1930, in
Liliott, “Types of Farming in the United States.”
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A comparison of this map with that of tobacco acreage
on page 28 shows that most of the tobacco crop is pro-
duced by farms within these areas. Such a comparison,
however, reveals that a very large portion of this produc-
tion is in areas where some other type of farming is of
equal or greater importance than specialized tobacco pro-
duction. Thus in the flue-cured region, including south-
ern Virginia, a large part of North Carolina and extend-
ing into South Carolina, four different shadings appear.
Comparison with the dot map shows a heavy concentra-
tion of acreage, not only in the areas where tobacco farm-
ing is the dominant type, but also in those characterized
by combination farming (tobacco and cotton together
constituting the principal source of income) and in one
important area where cotton is the most important
product. Somewhat more scattered but still quite sig-
nificant acreages also are found in the adjoining areas
where general farming and cotton farming predominate,

An even greater diversity of farming conditions is

which the value of cotton is still greater, are clasafied as cotton farms. Those
farms which do not reccive 40 per cent of their gross income from any single
source are classified as general, and those where the value of products used by
the family is §0 per cent or more of the total value of all products are classified
as self-sufficing,

From this classification of individval farms, Elliott has differeatiated 514
major type-of-farming areas and a number of additional sub-areas, according to
the dominane type in the locatity, In differentiating areas, determination of the
dominant type was based upon both the number of farms falling in that type and
upon the source of income for the area. A type was considered dominant when
it included at least 35 10 40 per cent of the farms in those areas, ar when the
income from that one source represented a corresponding proportion of the total
gross mcome of the areas.

Under the census classification, farms receiving 40 per cent or mare of their
gross income from tobacco are classified as crop-specialty farms unless, as has
besn noted. some other source provides an even greater amount. Fortunately
for the purposes of the present analysis, the type-of-farming study separated
the crop-specialty tvpe into two groups, tobacco and other crop-specialty.
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shown within the Tennessee-Kentucky-Ohio region. The
areas within this region that are characterized by a
given type of farming tend to be smaller, especially be-
cause of variations in topography and soil conditions, but
also partly because of other factors. In this region the
greatest concentration of acreage appears in the areas of
specialized tobacco farming and of combination farm-
ing, in this case a combination of tobacco, livestock, and
general farming. The general farming combinations
range from livestock, some dairy, cash-grain, tobacco, and
cotton in Tennessee to mostly livestock and tobacco in
central Kentucky and livestock, cash-grain, dairy, and to-
bacco in southern Ohio.

In the Georgia-Florida region, areas where tobacco
farming predominates are adjacent to areas of combina-
tion farming (tobacco and cotton) and general farming.

The southern Wisconsin area centering in Dane County
is predominantly dairy farming, with tobacco constituting
the most important cash crop. The other Wisconsin area
is characterized as combination farming with dairy
products, tobacco, and livestock the principal sources of
Income,

Although Lancaster County, Pennsylvania, has the dis-
tinction of producing tobacco having a larger total value
than any other county in the United States, general farm-
ing is the dominant type within that area. Dairy produets,
tobacco, poultry, cash-grain, and potatoes furnish the prin-
cipal income.

In southern Maryland no other source of income is
important in comparison with tobacco. Specialized to-
bacco growing is the prevalent system of farming.

In all of the farming areas where tobacco is grown,
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large amounts of labor arc used in growing the crop, as
well as in harvesting, curing, and preparing it for mar-
ket. Heavy applications of fertilizer are required to ob-
tain satisfactory yield and quality in most cases, the ma-
jor exception being the more fertile lands upon which
Burley is produced in Kentucky and Tennessee. In other
mstances the cash outlay for fertilizer is reduced when
tobacco production is combined with a livestock enter-
prise, as in the Pennsylvania and Wisconsin cigar-leaf pro-
ducing areas, Furthermore, the investment per unit of
land in tobacco, especially for curing barns and equip-
ment, is larger than for most other crops.

Because of these conditions, together with the high
value of the product, small units operated by tenants are
prevalent. There is, however, no standard acreage of to-
bacco per farm, and the tenure of operators varies widely
between localities. To illustrate, a tabulation of 1,398
specialized tobacco farms in Pitt County, North Carolina,
where flue-cured tobacco is produced, showed that ¢80
were operated by croppers in 1929, while 200 were farmed
by share tenants and 218 by owners. The acreage of to-
bacco harvested on these farms ranged mostly between
2 and 25 acres, with the range from 4 to 6 acres including
slightly less than half the total number of farms. No
pronounced difference in size is observed in the acreages
grown by the different classes of operators in this county.
Similar tabulations for Christian and Fayette counties,
Kentucky, where the production of fire-cured and Burley
tobaccos respectively predominate, show a much smaller
proportion of croppers. In the fire-cured district the dis-
tributton was 272 croppers, 185 share tenants, and 252
owners, while in the county where Burley predominates, it
was 120 croppers, 351 share tenants, and 411 owners. The
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range of acreage harvested per farm was equally as great
for these counties as in the first illustration and there was
even less tendency for any size to predominate.”

THE MARKETING OF TOBACCO

Several factors cause tobacco to be marketed for the
most part within a limited scason following its produc-
tion, even though ir is not a perishable product and in
fact is not usually considered suitable for manufacture
until it has aged at least a year. While all types are cured
immediately after harvesting and before being marketed
by growers, the curing process is by no means completed
at that time. Tobacco is subject to deterioration if held
for any length of time without redrying, and many types
are redried " immediately after they pass from the grow-
ers’ hands. The cost of equipment required for this pro-
cessing nakes it prohibitive for individual farmers or
small groups of farmers, and farm storage ordinarily 1s
not adequate for maintenance of the uniform conditions
required after redrying. Furthermore, the moisture con-
tent to be maintained varies sormewhat according to the
outlet in which the tobacco will be used, and this cannot
be known in advance of sale.’’ This situation limits the
ability of producers of such types to regulate the time at
which their crop is to be marketed.

Some other tobacco, most notably cigar leaf, 1s not re-
dricd, but instead is placed in compact bulks for sweat-

? Elliotr, "Tvpes of Farming in the United States.” pp. 166-68,

20 In redrying, tobacce is put through a machine where it is dried by artifical
heat and then brought to a uniform moisture content by the introduction of
steam.

11 Despite this difficulty hoth the Butley Growers' Co-operative Association
of Kentucky and the Tri-State Tobacco Growers' Assoctation in the fluc-cured
area redried and stored for their members during the periods in which they
operated.
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ing, which produces certain chemical changes and losses
of weight. Although some control of temperature and
moisture conditions is desirable, the cost of facilities is
not prohibitive as in the case of redrying, and these types
may be held for considerable periods by growers. The
need for cash to meet obligations and finance the next
year’s operations, however, furnishes a strong incentive
for the grower to dispose of his product within a few
months after it 1s harvested.

Over a period of time, characteristic systems of mar-
keting have become established in the regions where
tobacco production is localized. The most extensive of
these is the auction warehouse system which prevails
throughout the fluecured, Burley, dark aircured, and fire-
cured areas. Although details of operation vary between
sections and between markets, the essentials are similar
in all cases. Growers deliver their tobacco to the ware-
house; there it is auctioned off to manufacturers, dealers,
exporters, and speculators bidding in competition with
cach other. The function of the warehouseman is to pro-
vide the market place, including all facilities and services
which are used in transferring ownership from growers
to purchascrs. For this purpose a market machinery has
been developed which makes possible the rapid handling
of the product and quick payment to growers. Sales are
made with great rapidity, usually about 300 lots per hour,
although sales of 350 to 400 per hour are not uncommon.
So efficiently are the accounting and disbursing opera-
tions organized that the grower may, if he desires, ob-
tain a check for the net proceeds of the sale almost im-
mediately,

The rapidity with which sales are made and the prompt-
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ness with which the growers reccive their returns, to-
gether with the ability to dispose of tobacco of any condi-
tion or quality and to reflect promptly any change in
conditions affecting prices, are usually enumerated as im-
portant advantages of the auction system. However, seri-
ous disadvantages are frequently atiributed to the method
and these are likewise caused in part by the speed with
which sales are made. Such speed requires extremely
rapid appraisal of each lot by the bidders and constant
alertness on their part if their individual valuations are
to be accurately reflected in the price. Under these con-
ditions factors such as variations in light and weather con-
ditions, or even a minor commotion distracting the at-
tention of a few buyers, may result in an individual lot
being sold at a price well below what some buyer present
otherwise would have paid. A sitvation of this kind may
arise even though the bidders possess the highest degree
of skill attainable.

Such a situation does not represent the same hazard for
the buyers as for the sellers. Fach buyer is on the market to
purchase a considerable quantity of tobacco within a range
of quality and secks to make his total purchases as cheap-
ly as possible, at least at prices in line with those of his
competitors. Under these circumstances errors on individ-
ual lots may average out from his standpoint within one
day’s purchases, whereas one lot may represent a large
part of the entire season’s product of a small grower.
Thus, although it is generally conceded that the level of
prices arrived at in the auction selling of tobacco may re-
flect general market conditions fairly accurately, it also
must be admitted that individual growers often receive
prices which are not commensurate with the qual;ty and
condition of their particular product.
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The auction system, moreover, is costly. Each ware-
house represents a large capital investment and is fuily
utilized for only a few weeks out of each year. Few mar-
kets are so small as to have only one warehouse, and large
markets may have 12 to 15 or even more. Some ware-
houses are so large as to accommodate two sets of buyers
and auctioneers conducting sales at the same time. “ With
more than 100 markets for fQue-cured tobacco alone, it
must be apparent that year-round maintenance of ware-
house facilitics constitutes a heavy overhead.

The Jarger buying companies as a rule are represented
on each market by as many buyers as there are sales in
progress. While not all markets are in operation at the
same time, nevertheless as many as Go to 8o may be op-
erating during a considerable part of the marketing sea-
son. On each market therc may be from one to half a
dozen sets of buyers, including representatives of the large
manufacturing companies, dealers, exporters, and specula-
tors. When account is taken of the cost of maintaining
this number of buyers, together with the large number of
warchouse employees and the additional employees of the
buying companies who are required to take charge of
the tobacco after 1t is purchased, it must be apparent that
tobacco marketing under this system is a relatively ex-
pensive process.

The major part of the tobacco produced in Maryland
is sold by what is known as the “closed-bid auction” sys-
tem. Under this plan the tobacco is packed in large hogs-
heads on the farm and consigned to a broker or to the co-
operative marketing association. In either case samples of
the contents are removed by state inspectors, sealed, and
turned over to the consignee for display. Buyers make
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the rounds of the brokers’ offices and submit sealed bids
on such tobacco as suits them after an examination of the
samples, all bids being opened at the close of the day.
This method of selling prevails only at Baltimore, the sole
market for southern Maryland tobacco.

The dominant method of marketing in the cigar-
tobacco producing sections is sale at the farm to visiting
buyers. A buyer may represent an indcpendent packer
or one of the larger manufacturers. In either case these
buyers keep in rather continuous contact with production
conditions throughout the areas in which they operate,
i order to form their own estimates regarding the prob-
able size and quality of the crop. Purchases may be made
by entering into contracts with the growers at some time
during the growing seasun or by negotiations after the
tobacco is harvested. Such transactions may be made at
a flat price for all grades, or more commonly, at two prices
—one for that portion of the crop which grades at or above
the standard agreed upon and another for tobacco of
lower quality. Still another type of contract which 15
sometimes used in the cigar arcas gives the dealer or
packer a half interest in the crop upon payment of a
stipulated price per pound. This purchaser then sorts,
sweats, packs, and sells the tobacco and the proceeds are
divided equally between the two parties after costs are
deducted. In other cases the grower may employ the
packer for a fee to perform these services and even to
store the product for future sale.

Country buying is also practiced in other than cigar-
leaf producing districts. In the Kentucky and Tennessee
fire-cured districts, purchases at the farm are made by
large concerns seeking the choicest crops, while in most
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Southern areas they are made to some extent by specula-
tors who resell in the auction markets.

Various attempts have been made by tobacco growers
in several areas to perfect co-operative marketing associa-
tions. A review of this experience, espectally that of the
organizations which are no longer in operation, is beyond
the scope of this study. Instead, it will suffice for present
purposes to note the general character of the five associa-
tions which have been in operation during the period
since the establishment of the AAA.

The Northern Wisconsin Co-operative Tobacco Pool,
organized in 1923, operates in both of the Wisconsin
cigar-leaf producing areas, where 1t serves slightly more
than 7,500 members. This organization provides for fed-
eral grading of all tobacco received from its mermber grow-
ers through co-operation with the United States Depart-
ment of Agriculture and the Wisconsin Department of
Farms and Markets. All packing and warehousing set-
vices are furnished by the assoctation, which also sells the
tobacco for its members. Returns are made to producers
by pooling the receipts from the sale of each grade for
the entire crop, each grower receiving the same price for
tobacco of 2 given quality produced within the year. Rela-
tively large stocks are held by the association, sometimes
for as long as two or three years, and a financing plan
has been developed whereby cash advances amounting to
a substantial portion of the estimated value of the tobacco
received are made to growers on each crop.

Three co-operative marketing associations operate in the
western Kentucky and Tennessce dark tobacco district:
The Eastern Dark Fired Tobacco Growers™ Association,
Springfield, Tennessee; the Western Dark Fired Tobaceco
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Growers’ Association, Murray, Kentucky; and the Stem-
ming District Tobacco Association, Henderson, Kentucky.
These co-operatives were organized in 1932 and collec-
tively serve some 23,000 members. Still another organiza-
tion, known as the Virginia Dark Fired Tobacco Mar-
keting Association, located at Farmville, Virginia, was
organized in 1930 and has about 8,000 members in that
area.

The final co-operative to be mentioned is the Maryland
Tobacco Growers’ Association, Inc., organized in 1907
and having a membership of more than s,000 growers.
This organization functions substantially as a co-operative
brokerage agency on the Baltimore market.



CHAPTER 11
THE TOBACCO SITUATION IN 1933

The task of presenting an adequate summary of the situ-
ation into which the adjustment program was injected is
greatly complicated by the necessity for treating separately
those kinds of tobacco which have distinctly different uses
and characteristics. In the following discussion the situa-
tion of the producers in the spring of 1933 is first sum-
marized in terms of their aggregate buying power as com-
pared with former periods. Next, attention is given to
individual elements in that situation, including domestic
consumption, exports, acreage, production, stocks, and
prices. In the treatment of these topics a summary for
the industry as a whole is developed largely as a compara-
tive analysis of conditions affecting the types or groups of
types which have been shown to constitute substantially
independent agricultural commedities. Some aspects of
the competitive situation among manufacturers and dis-
tributors of tobacco products are discussed as a means of
further clarifying the operation of price-making forces and
as a basis for the analysis in later chapters where the ef-
fects of the adjustment program are considered.

GROSS INCOME FROM TOBACCO PRODUCTION

The best measure of the gross money income received
by farmers from tobacco produced in a given year is the
total farm value of that year’s crop as estimated by the
Division of Crop and Livestock Estimates of the Bureau
of Agricultural Economics. Practically no tobacco is used

48
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or retained on the farm; hence the estimate of farm value
1s equivalent to an estimate of the money received by farm-
ers from all sales of the product. Thesc values are shown
for cach year from 1909 to 1932 inclusive in the accom-
panying chart.

Farm VaLve of Toeacco PropueTion, 1gog-12 »
{In millions of dollars)

MILLIONS OF DOLLARS MILLIONS OF DOLLARS
500 500
400 100
i
!
i
300 00

200

100

200 r X
) Ir|

07005 191 i9LF 1945 i9i7 1918 BR2F W23 P25 927 1829 19

[

aFor data, and limitatinns of material for years prior to 1919, see Table 1,
p. 251.

From this chart it will be seen that, following the de-
cline from inflated war-time values, annual income from
tobacco production fluctuated around a fairly uniform
level during the next ten years. From 1929 to 1932, how-
ever, it declined very greatly, coincident with the progress
of general business depression. The total farm valuce of
the 1932 tobacco crop was estimated at only 107 million
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dollars. For 1929 it had been 286 millien and during the
preceding ten years the estimates ranged from 196 million
in 1921 to 451 million in 1519, and averaged slightly under
271 million dollars. Thus tobacco producers received from
the 1932 crop, the last one preceding inauguration of the
adjustment program, just under 40 per cent of what they
had received on the average during the base period speci-
fied for tobacco by the Agricultural Adjustment Act.

No fully reliable comparison with values prior to 1919
1s possible, owing to the limitations of existing statistical
information, as is pointed out in the footnote to Table I,
page 251. It is believed, however, that the data which
have been included in the chart may indicate the more
important changes with sufficient accuracy to warrant a
rough comparison with the carlier period, If this evalua-
tion of the data is accepted, it is apparent that pronounced
changes occurred between pre-war years and the post-war
base period. From 1909 to 1915 total farm income from
tobacco appears to have fluctuated around a value probably
not far from 100 million dollars per year, whereas during
the ten years from 1920 to 1929 the average value of to-
bacco products, as was shown in the preceding paragraph,
appears to have been roughly 2.5 times what it had
been in the pre-war period. Not until 1932, after three
years of rapid decline with general business depression,
was the estimate again brought down to approximately
the pre-war level.

The chart on page 52 shows the changes in farm value
which occurred from 1919 to 1932 for each of the principal
kinds of tobacco. The data are shown as percentages of a
base average, in this case an average of the ten years 1919 to
1928. Thus the bars show the relative changes which have
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occurred in each kind, but do not indicate the importance
of any one in comparison with the others. For example,
the average annual value of flue-cured during the first ten
years covered by the chart, and represented by 100 per
cent on the scale for those types, 1s over 128 million dol-
lars, while in the case of Maryland tobacco the correspond-
ing base average is slightly under five and one-quarter
million dollars. In order to make clear the relative im-
portance of the different tobaccos shown separately, the
average of the years 1919-28, which is taken as the base,
is stated parcnthetically under the sub-title for each sec-
tion of the chart. This same procedure is followed for
succeeding charts.!

That the several major types of tobacco have by no
means contributed proportionately to changes in the total
farm value of all types may be observed from this chart.
Following the marketing of the 1919 crop the value of
each type declined abruptly, this decline being least no-
ticeable in the case of Maryland tobacco. While all types
fluctuated irregularly during the remainder of the period,
their trends up to 1929 were quite different.

The value of flue-cured increased until its level from
1926 to 1929 was roughly 7o per cent of the inflation peak.
Burley Auctuated more widely, reaching its lowest levels
in 1920, 1921, and 1926 and its highest values in 1922 and
1928. The value of southern Maryland increased so that
for cach year from 1923 to 1929 it was above what it had
been in 1919.

On the other hand, values of dark air-cured, fire-cured,

t The base periods are not identical in all of the charts included in this chap-
ter, but in each case they have been made to correspond as closely as the data

would permit with that specified for tobacco by the Agricultural Adjustment
Act,
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and cigar types have trended downward throughout the
period since 1919. Consequently such data as are avail-
able indicate that the values of these three types in 1932
were only about one-half of what they had been before
the war, whereas in that same year the other three types
were substantially above their pre-war values.

Some of the more important factors responsible for these
trends will be brought out in the succeeding discussion. In
the meantime, it is clear that, at the time the tobacco pro-
gram was inaugurated, producers of the various types
were in widely different circumstances with respect to
their aggregate incomes from the sale of tobacco, when
compared either with the post-war base period specified by
the act, or with pre-war years.

Gross money income alone does not, of course, measure
ability to buy other goods. Prices of commadities pur-
chased, both for use in production and for family mainten-
ance, also must be taken into account. To the extent that
variations in these prices are in the same direction as, and
proportional to, changes in the total money income from
tobacco, the purchasing power of growers derived from
that source remains unchanged. The extent to which such
changes do not coincide determines the variations in the
quantity of other goods which they can purchase with
their proceeds from the sale of tobacco. Some indication
of the situation of tobacca growers from this point of view
may be obtained by comparing the course of retail prices
for articles which farmers buy, with the farm values which
have been discussed. For this purpose the index of prices
paid by farmers compiled by the United States Depart-
ment of Agriculture may be used.

Comparison of the chart on page 54 with the one on
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page 49, in which the annual farm value of all domestic
tobacco is shown, reveals that the major changes in the
two series have not been of equal proportions although
they have occurred at about the same time and in the same
direction. Prices paid by farmers in 1919 were almost

Prices Paip BY Faratirs ror CommopITIES PURCHASED, 1910-32 ®
{As percentages of 1910-14 average)
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double what they had been in 1915, but at the same time
the money value of the tobacco crop produced in that year
was nearly four and onc-half times as great. Thus with
their proceeds from sale of the total 1919 crop farmers
could buy about two and one-quarter times the quantity
of goods they could buy with the 1915 crop. Similarly,
prices paid during the years from 1921 to 1929 were 50 to
6o per cent above the 19to-14 average, while the aver-
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age farm value of tobacco produced in those years was
nearly two and one-half times what it had been in the
earlier period. At the depression level of 1932 both the
value of the crop and the index of prices paid were very
nearly the same as they had averaged from 1gog to 1914;
hence total purchasing power derived from tobacco pro-
duction was, as nearly as can be judged from the available
data, about the same as it had been in the pre-war years.
This purchasing power, however, was only about 6o per
cent of what it had been on the average from 1920 to 1929
inclusive.

Because of the quite different trends in annual value of
the major types, as shown in the chart on page 52 and
already discussed, their purchasing power relative to pre-
ceding years differed materially at the time the adjustment
program was undertaken. To illustrate these differences
the 1932 purchasing power of cach type has been com-
puted as a percentage of its average during the base period
stated in the act.® The percentages are as follows:

Flue-cured . .......... 55,1 Dark aircured. .. ... . 24.4
Burdey ... ... o 99.2 Firecured . ... ... .. . 402
Maryland ... ... ... .. 1338 Cigarleaf .. ... ... .. . 43.8

Thus it is seen that the total quantity of goods which
farmers could buy with their proceeds from the sale of the
different groups of tobacco types produced in 1932 ranged

¥ These computations are made by dividing the 1932 index of total farm
value for the partcular group of tvpes, as shown in the chart nn page 52, by
the index of prives paid, adjusted to the post-war base.  This base is defined
in the act as August 3935-July 1929, Since the estimates of prices paid are
available anly at quarterly intervals, the adjustment cannot be made exactly to
thase months,  Instead, the annual period extends from the beginning of the
fourth <quarter to the end of the third quarter in the succeeding vear. This
procedure corresponds to that used by the Tobacco Secnion of the AAA in its
computation of parity prices.
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from 24.4 per cent of the average for the corresponding
types produced during the period from 1919 to 1928 in the
case of dark air-cured to 133.8 per cent in the case of Mary-
land tobacco.?

While these data may be taken as indicating the aggre-
gate purchasing power derived from tobacco production,
they do not show its distribution among individual farm-
ers, The numbers of people engaged in production of the
several kinds of tobacco may have changed considerably,
causing a corresponding influence upon the shares received
by individuals. Furthermore, the income position of a
single farm may be dependent upon a number of other
enterprises besides tobacco production, as was shown in
the previous chapter.

OUTLETS FOR TOBACCO

The contribution of tobacco to the gross income of
producers depends upon the volume produced and the
prices obtained. Both production and prices have fol-
lowed varied courses for the different kinds of tobacco as
a result of demand changes affecting their several outlets
and of conditions in the areas where they are produced.

3 The preceding comparison of vear to vear changes in the gross value of
tobacco produced with the average level of prices paid by farmers an the United
States {or commodines they buy pives only an indication of the economic situ-
ation of tobacco preducers and pot a complete ar accurate measure of that
situation.  Prices for a wide variety of articles are averaged together in the
construction of the index, cach being weighted according to its importance in
the agpregate purchases by all farmers in the country. The face that the rela-
tive importance of specific articles in the purchases made by individual farmers
varies widely, added to the fact that prices for some of these articles may have
followed quite different courses, may cause the expenditures by a particufar
group of farmers to be quite different from the average represented by the
index.  Furthermore the character of purchases varies over any considerable
period of time and the gquality of a given article may be greatly improved,
thereby offsetting a considerable increase in prices included in the index.
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In the analysis of the demand situation, two factors are
conspicuous, especially as affecting the relationship be-
tween types. First, a considerable shift in domestic con-
sumption among various tobacco products has occurred
during recent years. Sccond, some types enter extensively
into exports, whereas others are almost wholly domes-
tically consumed.

The importance of the first of these factors may be ob-
served from the trends in domestic consumption of im-
portant tobacco products, as indicated by the sale of
revenue stamps.' The chart on page 58 shows such esti-
mates of the yearly consumption of cigarettes, smoking
and chewing tobacco, snuff, and cigars from 1900 to 1932
inclusive. Since in this instance the data are available back
to 1900, the early years are included in order that the trends
may be observed over the longer period.

Total consumption of all products increased during the
first ten years shown by the chart. From rg10 to 1929 the
trend was less pronounced, but still upward, while from
1929 to 1932 a considerable decline took place.

In the consumption of individual products, however,
striking changes have occurred.  Cigaretie consumption
increased very rapidly up to 1929, rising from about 3.5
per cent to 40 per cent of the total. Snuff consumption
increased also, although it is a much smaller item in the
total. On the other hand the decline in use of chewing
tobacco which took place during the period was nearly
as spectacular as the increase in cigarettes. Whereas in
1900 this product constituted 40 per cent of the total, in

1932 it amounted to less than 10 per cent.

4 Stamps must be affixed before removal of the praduct from the [actory
and therefore really indicate a transfer into the hands of dealers. Stnce jobbers
and dealers do not ordinarily keep larpe stacks on hand. the quantities of the
products taxed within a year approximate copsumption fairly closely,
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Donmestic Constsprion ofF Principar Toracco
ProbueTs, 1go1-32°
{As percentages of 1919-28 average)

SMALL CIGARETTES SMOKING TOBACCO
[19/9-28 Ae=70/80200.000 CIGARETTES) (IIG-28 A" 234,785 100 POUNDS}
558 <en " pem cenr

150

S SRB RGN D S A oy
- L e s e L L v ]
2 2222222222222
CHEWING TOBACCC SNUFF
(19/9-28 AK=/33.149,300 POUNDS) (19/9-28 AV* 38,011,800 POUNDS)
PER CENT PER CENT
200 — 200\

—— _
JJ'Or—————_ -= - 130 e
: 0 ————g 1 :
50
| o |
w y
L3

LARGE CI/GARS
£1918-28- AV+ 1186,800,000 CIGARS)
PER CENT

1901,
209
944
1813
1945
1917
19/3)
182/
1223
1925
927
1929
9.3

F.ovA |
1905
907

@ For data, sce Table IV, pp. 260-G1.



THE TOBACCO SITUATION 59

The use of smoking tobacco increased quite rapidly dur-
ing the early part of the period shown, but since 1915 it
has fluctuated around a substantially uniform level. While
the consumption of other tobacco products was curtailed
from 1929 to 1932, the use of smoking tobacco increased
somewhat, possibly because decreased incomes caused
some consumers to shift to the cheapest smoking material
available.

Dossstic Consumerioxn of Ciears 1x THREE
Price Crasses, 1919-32°
{ As percentages of 1919-28 average)
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Cigar consumption increased up to the war period,
although at a diminishing rate. From the close of the
war until 1929 a slight declining tendency appeared, and
this decline was greatly accentuated from 1929 to 1932. Of
greater importance than these changes in the total number
used, however, has been the shift to cheaper cigars which
has occurred during the post-war years. The chart on
this page shows the annual consumption since 1918 of
three classes which illustrate this shift. Class A cigars are
made to retail at not more than 5 cents cach; Class B, more
than 5 but not more than 8 cents each; and Class C, more
than 8 cents but not more than 15 cents. From this chart
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it appears that almost a complete shift has been made from
Class B to Class A, while depression conditions have cuz-
tailed the use of Class C cigars much more than has been
true for the low-priced class.

When account is taken of the different characteristics
of leaf tobacco required for the manufacture of these prod-
ucts, it must be apparent that important shifts have oc-
curred in the domestic demand for the several leaf types.
Changes of similar importance have likewise occurred in
the export outlets. Increasing quantities of unmanufac-
tured tobacco were disposed of in foreign markets from
1900 to 1930, but after 1930 an abrupt decline occurred.
With the exception of 1919, when exports were very large
owing to the depletion of forcign supplies during the war,
fluctuations during the period were no greater than would
be expected to result from year to year variations in sup-
plies and prices in the different countries.

In the reduction of exports which took place from 1930
to 1932 two factors were of outstanding importance: (1)
Curtailed consumption of tobacco products in foreign
countries as a result of world-wide depression conditions;
and (2) increased barriers to international trade in to-
bacco. It has been estimated by the United States Burcau
of Agricultural Economics that about one-third of the de-
cline resulted directly from the sccond factor.?

5 “Possibly in no other commodity bas governmental intervention in trade
and consumgption been carricd so far as in the vase of tobacco. This interven-
tion, embodied in monepoly control and revenue taxation measures, is of such
long standing that it has come to be accepted as a normal government function
and the public generally does not take cognizance of its far-reaching inftuence
upon International trade,

“Trade restrictions affecting tobacce may be classificd broadly into two
gronps, depending upon whether they affect the production of leaf tobacco in

foreign countries or whether they affect the consumption of tobacco products.
Those that affect production inclule import duties, monopoly policies with
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The principal kinds of tobacco exported are flue-cured,
firecured, dark air-cured, and Maryland. The data on
exports were not separated by types prior to 1923, but the
dark tobaccos (fire-cured and air-cured) apparently made
up the bulk of pre-war shipments abroad.” In recent years,
however, larger quantities of flue-cured tobacco have been
exported than of any other,

The chart on page 62 shows annual exports of these
four tobaccos since 1923, Although the period is much
shorter than could be desired for comparative purposes,
this chart again illustrates the pronounced shifts which
have occurred between types. Exports of flue<ured to-
bacco increased rapidly until their level from 1928 to 1931
was more than double what it had been in 1923, Even
with the decline which occurred in 1932, exports were
still well above their level at the beginning of the period.
No such increase occurred for the other tobaccos, and both
Maryland and fire-cured showed significant downward
trends during the period covered by the chart.

When account is taken of the extent to which producers
of these four types have depended upon export outlets for
their product, the importance of such pronounced changes

respect to the prices of domestic-grown leaf tobacco, and other forms of gov-
ernment influence upen individuals who otherwise would nut produce tobacea.
The restrictions affecting consumption of tobacco products include import duties,
excise taxes. and monopaly policies with respect to the prices and content of
tobacco products.

“In countrics in which the tobacco industry is operated as a state monopoly,
the monopolies control the acreage, prices, and purchases of leaf tobacco as well
as the nyanufacture, prices, and sales of tobacco products. Under monopoly
cantrol the content of tobicco praducts may be changed arbitrarily, and prices
of bath lcaf swobacco and tobacen products may be so adjusied as 1o resuft in
the displacement of large quantities of imported tobacco within relarvely sho:n
pertads.” %3 Cang., World Trade Burriers in Relation to American Agriculture,
8. doc. 70, pp. 194-95.

6 The same, p, 192,
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may be more fully appreciated. Of the flue-cured tobacco
produced from 1923 to 1932 inclusive, approximately 6o
per cent was exported.  For the other important export
types, the corresponding percentages were: Dark air-

Exports oF THE Princieal Kinos oF UNMANUFACTURED
Tosacco, 1923-32°
{As percentages of 1923-28 average)
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cured, 27; dark fire-cured, 74; Maryland, 53. Exports of
Burley and the cigar types have been so small as to be
negligible for the purposes of this discussion. Only about
3 per cent of Burley production has been exported during
the past decade and exports of cigar leaf have been less
than 2 per cent of production.

Besides these exports of leaf tobacco, relatively small
quantities of manufactured tobacco products also have
been shipped abroad. When converted to a farmers’ sales
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weight basis, these amounted to about 12 per cent of total
tobacco exports during and immediately following the
war. More recently they have represented only about s
per cent of the total, roughly the same proportion as before
the war, while in 1931-32 manufactures were only 2.5 per
cent of total tobacco exports.” Since these quantities are so
small and since the course of domestic consumption has
been shown by the earlier discussion, the analysis for pres-
ent purposes 1s not affected by omitting manufactured to-
bacco from the export data presented in the chart. In any
case 1t is impossible to separate such cxports by types of
tobacco.

The United States imported several kinds of tobacco, the
aggregate volume amounting to slightly more than 8 per
cent of the tobacco used in recent years. These tmports are
classified as: Cigarette leaf (including Turkish tobacco for
use 1n blends), cigar filler, cigar wrapper, and scrap. The
volumes of cigarette leaf and scrap imports have been fairly
stable in recent years, while other imports have declined.
Some imports are substituted for domestic types and in that
sense are competitive. An cxamination of the availabie
information suggests, however, that competition from
imported cigarette leaf is of little significance, since 1t 1s
mostly used to supplement domestic types in obtaining
satisfactory blends. Moreover, tariff rates are relatively
high on tobacco imports, with the exception of shipments
from the Philippine Islands, and such competition is cor-
respondingly restricted.” For these reasons it is believed

* The same, pp. 190-91. Stil smaller shipments have been made to the non-
contiguats passessions of the United States m the form of [eaf tobacco and
manufactured products,

¥ The tanifl rates in effect since June 18, 1930 are {per pound): Unstemmed
cigar wrapper, $2.275; unstemned cigar filfer, 35 cents; stemmed cigar filler,
S0 cents; cigarette tobacco, 35 cents; and scrap, 35 cents.
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that tobacco imports constitute a small factor in the do-
mestic situation and they are not considered further in
this discussion.

SUPPLY IN RELATION TO DISAPPEARANCE

Having reviewed the facts with respect to both con-
sumption of tobacco products in the United States and
unmanufactured exports to foreign countries, the next
task is to sece what the relationship has been between quan-
tittes taken for those outlets and supplies of leaf tobacco.
The quantity which is taken by all outlets is best indicated
by disappearance from the market.” The relationship be-

b Disappearance. including beth exports and usings by domestic manufac-
turers, is computed by adding stocks on hand at the beginnming of the marketing
year to production and subtracting stocks remaining at the end of that season,
Since the marketing periods do not coincide far the different kinds of tobacco,
the months which are included in the computations for each arc given in foot-
notes to the appendix tables containing data from which the charts wzre
constructed.  Computations of this character should be considered only as ap-
proximations, in some nstances as very reugh approximations, Tobacco statis-
tics are nane too reliable at best, especially the information on stocks and the
data on exports. Manufacturers who produced less than 35,000 pounds of
wbacco ar snuff, 185,000 cigars, or 750,000 cigarettes <uring the first nine
months of the preceding calendar vear, are not required to report stocks, Fur-
thermore, stocks are aot reported on a completely uniform basis. In some
cases weights as of the time the 1obacco was purchased are given, whereas in
other instances actual weights at the time of reporting are furnished. Albso,
somme of the tobacco reported is stemmed while some is not stemmed and the
age may range from a few wecks to more than two years, with corresponding
differences in the shrinkage which has taken place. In general, it is believed that
such errors do aot greatly affect the results obtatned for flue-cured and Burley,
but they are of greater importance for the dack tvpes of which smaller velumes
are consumed domestically. Data for cigar filler and binder tobacco are espe-
cially affected by the fact that tobacco in the hands of farmers is not inchuded in
the stocks as reported, These types are frequently held by producers for consider-
able periods and the volume of such holdings varies widely in diffcrent vears. Tt
15 known that farm stocks increased greatly from 19371 o 1932; consequently the
statistics on stocks in the hands of dealers greatly understate the quantity on
hand at the beginning of the marketing season for the 1932 crop. It also
follows that when these data are used in the computation of disappearance
during the preceding twelve months, the figure obtained is too large by the
same amount that stocks are understated.
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tween this quantity and production within a given year
may be taken as indicative of the adjustment between pro-
duction and use at that level of prices. Any difference
accrues as an addition to, or subtraction from, stocks car-
ried over into the supply for the succeeding year.

Annual disappearance in comparison with the quan-
tities produced in corresponding crop seasons is shown in
the chart on page 66 for the seasons 1919-20 to 1932-33.
In this chart both disappearance and production are shown
as percentages of the average disappearance during the
ten-year base period. Thus trends may be seen clearly, and
at the same time the relation between disappearance and
production may be observed for any individual season.
Furthermore, the manner in which market requirements
and production have depended upon conditions affecting
the particular outlets for the major types may be observed
by comparing these changes in disappearance with those
in the consumption of tobacco products and in the quan-
tities of leaf tobacco exported, as shown in the charts on
pages 58 and 62.

Disappcarance of fluecured tobacco nearly doubled
from 1921 to 1930 and then declined abruptly as the result
of changes in the consumption of cigarcttes and in exports,
the two principal outlets for these types. Although fluc-
tuating somewhat more from year to year, partly because
of variations in yield, production during the period has
followed the same general course as disappearance, indi-
cating that producers have maintained a fairly close ad-
justment to market outlets.

In the case of Burley quite a different situation is re-
vealed. In the first place, since only a negligible portion
of Burley production is exported, disappearance has been
unaffected by conditions in foreign markets. Secondly,
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although the manufacture of cigarettes constitutes the
most important single outlet for this type, a decrease in
the quantity wsed in the manufacture of chewing tobacco
has partially offsct the effects from increased cigarette con-
sumption. As a result disappearance increased consider-
ably during the first half of the period covered by the chart
but has been quite stable since 1926, On the other hand,
production fluctuated relatively more, owing to variations
in both yield and acreage.

The use of fire-cured and dark air-cured has declined
fairly steadily throughout the period shown. As has been
noted, exports of both these groups have been falling off
rapidly and the pronounced downward trend in consump-
tion of chewing tobacco has influenced dark air-cured,
which finds its most important use in the manufacture of
that product. In both cases production has followed dis-
appearance fairly closely, excepting of course for year to
year variations in yields.

In the case of southern Maryland tobacco the largest
variations in disappearance have occurred. These have
resulted from changes in export shipments more than from
any other factor, but considerable vanations occurred also
in the quantity of this tobacco used by domestic manufac-
turers. There appears to have been a slight downward
trend in the total disappearance of this type of tobacco,
but the fluctuations are so large that the trend cannot be
established at all accurately within so short a period. On
the whole, Maryland production has varied within nar-
rower limits than has disappearance, something which has
not been true of the other types. There has been no dis-
cernible trend in production, with the result that it has
exceeded disappearance in a majority of the later years.
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Disappearance of the cigar types has naturally followed
the same general course as has the consumption of cigars
and scrap chewing tobacco. Production has shown the
same trend as disappearance, but the adjustment has not
been at all close. For cxample, average production of
these types from 1919 to 1928 was slightly less than dis-
appearance and the adjustment over the ten-year period
was very close. During the first half of that period,
however, production exceeded disappearance in every
year, while in the last half exactly the opposite was true.
Again, despite the greatly accelerated decline in consump-
tion from 1929-30 to 1932-33, production continued to be
large, even increasing slightly for two more years. The
first curtailment of production was in the crop planted in
the spring of 1932, at least a year after the decline in con-
sumption started, and the combined production in the
last three seasons shown by the chart exceeded disappear-
ance during the same period. Because of the increase in
farm stocks explained in note g, page 64, actual disap-
pearance of cigar tobacco in both 1931-32 and 1932-33 was
undoubtedly smaller than is indicated by the chart.

Stocks of leaf tobacco carried by manufacturers tend to
be relatively large, because of the lengthy curing process
to which tobacco is subjected after leaving the farm, and
the added fact that many tobacco products contain blends,
not only of different grades and types, but also of tobacco
produced in different years. Differences between produc-
tion and use within a given scason arc absorbed as addi-
tions to or subtractions from these stocks, as has been
noted. Since these inventories constitute a large part of
the tobacco supply, the market situation at any given time
depends to a considerable extent upon the cumulative re-
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sults of the adjustment maintained during preceding years
as measured by the accumulation of stocks. This aspect
of the situation is illustrated by the chart on page 70
where stocks at the beginning of each marketing season
are shown together with disappearance during the ensu-
ing twelve months, which is included to facilitate com-
parison. Both series are shown as percentages of the ten-
year average disappearance, cxactly as in the preceding
chart.

From this chart it may be seen that, as with the other
items which have been discussed, the situation with regard
to stocks differs materially between types. In the cases of
fluecured, dark air-cured, and fire-cured, the tendency
throughout the period appears to have been for stocks car-
ried over to equal roughly one year’s disappearance into
all outlets. Relatively smaller quantities of Maryland to-
bacco were carried by the trade during most of the period,
although in the last three years shown those quantities
were well in excess of usings. On the other hand, stocks
of Burley and of cigar leaf have been much higher in rela-
tion to annual usings, and Burley stocks especially have
increased rapidly, though irregularly, during the period as
a whole. In cach instance stocks increased relative to dis-
appearance during 1931 and 1932, this increase being more
pronounced for Burley, Maryland, and cigar leaf than for
the other types. For cigar leaf the increase in 1932 was
greater than is shown by the chart, because of the increase
in farm stocks already mentioned.

To the extent that stocks are carried because of the
necessity for lengthy curing or in order to insure a suffi-
cient supply of each grade and type for maintenance of a
uniform blend, they may be said to be large or small only
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relative to current requircments of manufacturers, For
this reason stocks are frequently computed as a ratio to
current disappearance in order to show the number of
years' stocks on hand. When annual stocks of Burley
and of cigar tobacco, both of which are used almost en-
tirely by domestic manufacturers, are computed in this
manner for the years 1923 to 1932, the number of years’
stocks at the beginning of the marketing scason works
out as follows:

Year Burley Cigar Leaf
1023 ... 1.76 2.86
1924 oo 1.04 251
1925 .o 2.02 2.45
1926 ... 1.82 2.23
1927 ... 1.85 2.33
1928 . L 5.46 2.28
929 ... 1.36 2.09
T30 .. 1.58 2.84
1930 ......... ....... 201 3.835
1932 ... 2.57 3.06

Such a calculation for a type of which a considerable
portion is exported, however, would imply that reserves
are maintained for export equally as much as for domestic
manufacture. The most tlluminating comparison for such
types would be between stocks after the deduction of hold-
ings for future export and current disappearance into do-
mestic outlets. The computations involved in such a com-
parison, however, are not considered to be feasible in view
of the character of the data which are available. Instead a
very rongh approximation is made by computing the ratios
between stocks as reported and disappearance after exports
are deducted. These are shown in the following tabulation
for the principal export types other than Maryland.'

1 Disappearance October 1 to Sepwmber 30, as shown in Table IN, pp.
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Year Flue-Cured Dark Air-Cured Fire-Cured
192324 ....... 1.85 117 2.47
1924 ... 2.21 1.49 4.83
192§ ... .. ... .. 2.00 1.66 4.30
1926 . ... ..., 2.06 .75 6.52
1927 ... ... 2.01 2.17 2.54
1028 ..., .. 2.26 1.93 2.50
192 . ......... 225§ .44 2.31
1930 .. ... ... .. 2.69 .61 289
 £%3 SV 2.57 1.03 - 320
1932 .. ... ..., 3.30 2.85 6.12

An examination of the data presented in these two tab-
ulations further clarifies the situation with respect to
stocks. From 1923 to 1929 relatively small year to year
variations occurred in Burley, cigar leaf, and flue-cured
although the first two tended gradually downward. At
the same time, the number of years’ supply of firecured
tobacco carried over into the new marketing season in-
creased from approximately 3.5 in 1923 to 6.5 in 1926 as
a result of increases in production while both exports and
domestic disappearance were declining. An abrupt in-
crease in domestic disappearance in 1926, together with a
decrease in production after 1927, resulted in carry-overs
for 1927, 1928, and 1929 which averaged slightly less than
2.5 years' supply at the current rate of apparent domestic
consumption. Dark air-cured increased steadily from 1923
to 1927 almost entirely because of a steady decrease in ap-
parent domestic consumption. During the next two years,
however, growers’ curtaiiment of production was greater

256-57, minus exports in the same months as given in U, S. Department of
Agriculture, Yearbook of Agricwlture, 1933, p. 507, equals apparent consump-
tion by domestic manufacturers. Exports for 1932-33 obtained from the
Monrhly Summary of Foreign and Domestic Commerce, Because Maryland
tobacco has not been reported uniformly throughout the period, it has not
been included in these calculations.
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than the shrinkage of outlets, and by 1929 the carry-over
relative to apparent consumption was smaller than in any
year excepting 1923.

Thus it is apparent that in 1929 carry-overs were rela-
tively small for all kinds of tobacco excepting flue-cured,
for which they had increased a very slight degree
during the preceding years. It follows from this that no
part of the economic difficulties of tobacco producers
can be attributed to the accumulation of excessive carry-
overs up to that time. With the progress of business
depression following 1929, however, the carry-overs of all
kinds of tobacco increased relative to apparent domestic
consuinption.

PRICES RECEIVED BY GROWERS

Price changes which have accompanicd the develop-
ments already discussed are shown in the chart on page 74
for the several kinds of tobacco excepting cigar leaf.
Because of the large differences between prices for the
three classes of cigar tobacco they are shown separately on
page 75. From these charts, it may be observed that prices
received by growers for most types trended downward
during the period after the war. Among the types, how-
ever, the trends were not uniform and fluctuations within
the period were quite different.

Farm prices of flue<ured tobacco decreased more than
one-half from 1919 to 1920, but from then on the changes
'were small in any one year. Their trend throughout the
period shown was downward, the decline being particu-
larly rapid from 1926 to 1931. Asa result of this continued
decline, prices in 1930, 1931, and 1932 were less than one-
half the average of the preceding ten years.
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In contrast to the flue-cured types, Burley prices fluctu-
ated widely within the period, but the trend was much

Farar Prices or taE Principar Kinos oF Topacco OTHER
THan Crcar LEar, 1g19-32 2

(As percentages of 1919-28 Average)
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*For Jdata. see Tuble HL, pp. 258-59.

less pronounced. From a level in 1919 2lmost 50 per cent
above the base average, these prices likewise declined more
than one-half in the following year, but recovered approx-
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imately two-thirds of that loss in the next two years.
Decreases in the four succceding years lowered Burley
prices in 1926 to slightly less than 6o per cent of the base
average, but they more than doubled in the next two
years, From their peak in 1928, however, the decline was
rapid and continuous until in 1931 and 1932 they were only
39-1 per cent and 56.2 per cent respectively of the base
period average.
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Prices of Maryland tobacco trended irregularly upward
during most of the period shown, with the sesult that in
1928, 1929, and 1930 they were approximately 20 per cent
above the average. Although they declined abruptly fol-
lowing 1930, their level in 1931 and 1932 was relatively
higher than that for any other tobacco, with the single
exception of cigar wrappers.

Both dark air-cured and fire-cured tobacco showed fluc-
tuations sormewhat similar to those in Burley prices,
although their trends were definitely downward. In 1931
and 1932 dark air-cured prices were 30.5 per cent and 37.6
per cent of the base average while the comparable per-
centages for fire-cured were 37.4 and 44.0.

Among the cigar tobaccos, prices for the different
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classes followed somewhat varied courses. The filler types
fluctuated widely and declined during the period as a
whole, as shown by the chart on page 5. The binder types
declined abrupily from 1919 to 1921 and again following
1929. Between those periods, however, they showed no
definite tendency and their fluctuations did not coincide
with those for the fller types. In contrast to these situa-
tions, wrapper prices were remarkably stable from 1919 to
1930, 1n both of which years they were almost exactly at
the base period average. Like the other types, wrappers
were materially lower 1n 1931 and 1932, The level for
each group of types in these two years, expressed as a per-
centage of the ten-year average, was as follows:

Year Filler Binder Wrapper
1930, ... ... 48.1 43.6 0.0
932, ... ... 340 3.6 64.4

COMPETITION IN THE MANUFACTURE OF
TOBACCO PRODUCTS

Before the price changes just described can be properly
related to the developments in production and in con-
sumption which have been considered in preceding sec-
tions of this chapter, certain institutional factors in the
markets for tobacco and its products must be understood.
Of special importance among these conditions is the nature
of the competition to be found in the manufacture of the
principal tobacco products. Not only is an understanding
of these factors necessary for any reliable explanation of the
behavior of tobacco prices in relation to the factors which
have already been considered, but it is essential to any in-
terpretation of the price effects resulting from the tobacco
program of the AAA.
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A complete consideration of competitive conditions in
the tobacco industry would be far beyond the scope of this
book. Only those aspects which have a significant effect
upon the behavior of prices for leaf tobacco need be dis-
cussed here. For the most part these are the features which
result in highly stable prices for manufactured products
and which cause thosc prices to be relatively independent
of the manufacturers’ cost for raw tobacco.

Unfortunately, no adequate data are available with re-
spect to prices paid by consumers for the several types of
tobacco products. It is a matter of common knowledge,
however, that retail prices for the principal products have
been generally quite stable.'! The largest selling brands
of cigarettes were sold by the manufacturers at unchanged
prices over the entire period from late 1922 until April,
1928, except as they were affected by special “deals” and
“allowances.” During this same period prices for the types
of tobacco used in cigarette manufacture fluctuated ma-
terially from year to year, and the most important group
of types—flue-cured tobacco—displayed a pronounced
downward trend. Under these circumstances whatever
changes there were in retail prices resulted from varia-
tions in the distributors’ margins and certainly did not
reflect the costs of raw matertal to manufacturers.

Perhaps the most readily apparent explanation for the
failure of prices for tobacco products to reflect changes in
tobacco prices is the fact that leaf tobacco represents only a
relatively small element in their total cost to consumers.
For example, computations based on such information as

11 Some variations have occurred with are not readily apparent even to the

consumer. For example, the price of a packaye of chewing or smoking tobacco
may have remained unchanged while the nct contents of the package varied.
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is available regarding the proportions of the different types
of tobacco used in the manufacture of cigarettes by the
four leading manufacturers, indicate that the leaf cost was
little if any above one cent per package of cigarettes dur-
ing this period; certainly it was not in excess of 1.5 cents.
However, the Internal Revenue tax amounted to $3.00
per thousand, or 6 cents per package of 20 cigarettes.
Other costs, while not necessarily more stable than the cost
of raw material, might be expected to vary independently
of tobacco prices.  In such circumstances, it is hardly sur-
prising that changes in tobacco prices were not immedi-
ately reflected in variations in cigarette prices.

Aside from the lack of relationship between short-time
changes in prices for raw tabacco and the prices at which
tobacco products are sold by the manufacturers, there is a
further question as to whether over a period of time these
stabilized prices to distributors have approximated the true
competitive level.  If not, does that fact have significance
in explaining the behavior of tobacco prices?  This necessi-
tates a bricf explanation of the nature of the price compe-
tition amony tobacco manufacturers.™

All types of tobacco products, with the possible exception
of cigars, may be produced and marketed most advan-
tageously by companies operated on a very large scale. This
15 true because use of the most cfhicient machinery and
manufacturing methods requires a large volume of busi-
ness. The prevalent methods of marketing described in

Y2 Competition in the tobacco industry has been made the sulicct of an
independent study. o which the reader is referred for a presentation of the
|‘1?n‘b3rm and of the pertinent information available, Reavis Cox, Competition
in the Amevican Tolacco Industry 1911-19320 A Study of the Effects of the

Fartition of the dmericun Tobucco Company by the United States Supreme
Canry, Columbia University Press.
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Chapter IT make it necessary for each company to maintain
a large number of buyers on a considerable number of
markets. Also, the cstablishment of brands through na-
tional advertising is possible only for relatively large units.
Because of these factors plus the necessity for carrying very
heavy inventories, a large amount of capital is necessary for
any new company sceking to enter the field and establish
a new brand of product on the market, and the industry
is made up of a small number of large manufacturers. Six
companies produce more than g5 per cent of the entire
domestic output of cigarettes. The same manufacturers
are also important producers of smoking and chewing to-
bacco, although their dominance in these fields is not so
great as in the case of cigarettes. Only threc companies
are of importance in the manufacture of snuff.

Cigars are made by a much larger number of companies,
most of which have been of more moderate size. Appar-
ently this has been caused by the fact that, until recently,
hand methods have been used in cigar manufacture for
the most part. In recent years, however, improved cigar-
making machinery has been developed and the industry
has been mechanized at a very rapid rate until at the pres-
ent time it is probable that three-fourths of the domestic
cigar output is machine made. Efficient production of
cigars by machine methods also necessitates production
on a very large scale, with the result that cigar production
is being concentrated in the hands of a much smaller pum-
ber of companies than were formerly in the feld.

The significance of this concentration of the tobacco
manufacturing industry in the hands of a smaller number
of companies lies in its effects upon the level of prices at
which the manufactured products are sold. Although
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these companies are active competitors, each secking to
obtain as large a share of the total market as possible,
nevertheless prices probably are not established at the same
level as they would be were the same products sold by a
very large number of small manufacturers competing with
cach other. Under the latter circumstances each competitor
would offer his product at lower prices in order to increase
his volume of sales, until the point was reached where
additional volume secured would not offset reduction in
price and any further lowering of price would decrease
profits. In doing this he would not consider the effects of
his own operations upon the market as a whole or upon
the price policies of his competitors, because his output
would amount to such a small proportion of the total sup-
ply that the effect would be negligible.  Under such condi-
tions the price would tend towards a truly competitive
level which would neither drive capital out of the manu-
facturing industry nor attract new competitors to the field.

With the small number of very large competitors found
in the tobacco industry, however, quite a difierent situation
prevails, Each individual company knows that a reduc-
tion in its prices will be followed at ance by corresponding
reductions on the part of its competitors. This being true,
it follows that such a reduction will not bring an increase in
volume of sales except as the general lowering of prices may
stimulate consumption. It will not attract trade away from
competitors since they will meet the same price. As a result,
each company can take into account the probable effect of
its own price policy upon the market as a whole and
there is no reason to lower prices to the trize competitive
level. Under the most active competition in a market
dominated by such large companies, prices are more likely
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to be established near the point where they would be held
by a monopolist than they are to reach the point which
would be established through the competition of a large
number of small manufacturers.’®

In explaining the behavior of prices for leaf tobacco,
this stability of prices for manufactured products is im-
portant, because it determines the volume of tobacco used
by domestic manufacturers. Over a period of years, man-
ufacturers are only interested in obtaining the quantity
of tobacco required to produce the volume of products
which consumers will buy. With a rigid price structure
determining this volume, it follows that the manufac-
turers’ total demand for raw tobacco over that period will
be quite inelastic, even though there may be pronounced
trends in annual consumption of the different products.

In buying tobacco from growers, a manufacturer having
a complete monopoly would pay only the price necessary
to induce producers to supply the quantity nceded. A

13 An important paint with respect to monopely prices shonld be mentioned
in this connection, This is the tendency for a monopalist 1o hold prices at a
stable level for some types of products. Any scller having a monopoly over
the supply of a product will ardinarily attempt to establish prices at the jwint
which will vield the largest profus.  Frem this it is frequently reasaned that
such a seller actempts to adjuse prices to all chanees in cost and demand con-
ditions so as to maximize profits at all times; within short periods as wellt as
over scveral years. Such reasoning entirely loses sight of the fact that the
maost impartant consideration ia determining this price is the eifect upon con-
sumption, which may be influenced by the frequency of changes in prices as
well as by the absalute level. With respect to tobacco products, 1t is beleved
(although this belict cannot be venfied fully frem the data availabic)
that relatively few new consumers are broupght into the market by a price re-
duction at a given time, and similarly that such a change has only a small
effect upon the habitual consumers. At the same time relatvely stable prices
may greatly favor an enlarged use of the products over a Ionger peridd.  For
such a commadity it seerms obvious that a monnpolist would consider this
factor and seek to establish the price which would be most profitable over a
period of years rather than to maximize his profits within any short period.
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little consideration, however, will show that a number of
active competitors would pay the same price as a monopo-
list over a period of years, given the stable price structure
for tobacco products. If prices of the raw material were
advanced above that level, the quantity of tobacco pro-
duced would exceed the amount needed for the manu-
facture of the volume of products which could be sold
without reducing prices."

Several kinds of tobacco are exported and, under freely
competitive conditions, this outlet would be expected to
take varying amounts at different prices. However, ats
expansibility is restricted in most countries by high im-
port duties, or the cxistence of government monopolies,
many of which are sceking to encourage tobacco produc-
tion within their own domains. Such countries import
chiefly those types and qualities which they cannot pro-
duce but which are required for blending purposes, and
their demand is quite inclastic over a period of time, al-
though not necessarily within a give scason. Other ex-
ports go to low-priced markets, such as China. These
outlets are more responsive to price changes, but take

14 While the quantity of tobacco which will be purchased by a manufacturer
over a pertod of vears s determined absolutely by the volume of products ke
can sell at the evablished level of prices, the volume to be purchased in any
one season is not rigidly Axed, because of the large stocks which are uswally
carricd. Tubacco production varies from vear to year and ordinarily the whele
crop s sold in the marketing vear following its production.  This varving
production is balanced with total market requirements through the accumula-
ten and deplenon of sincks, as shown earlier in this chapter. The result of
this situation = that manufacturers buy varving amounts within any one vear,
depending upen the pricec and the market demand within a season is quite
elastic. This elasticity is based whoelly upon the buyer's decistons with respect
to the advantages of purchasing a larger quamiity at a time when prices are
low in arder to be in a position 1o reduce purchases at another time when
prices are hugher, and in that sense is quite similar to the demand of speculative
buvers,
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chiefly low grades, which are in effect by-products of
growing tobacco for domestic use. Hence, these exports
do not introduce any considerable clasticity in the total
demand for leaf tobacca.

The preceding discussion furnishes an essential clue to
the behavior of tobacco prices over the period which has
been described. The prices have been those which would
induce growers to produce the total quantity of tobacco
required by a market in which demand was quite in-
elastic, even though there were changes in that demand.
Trends in prices have been caused partly by changes in the
quantities required, but also by changes in factors affecting
the volume which producers would grow at a given price.

This may be illustrated in terms of flue-cured tobacco.
It has been noted that both domestic consumption (in
cigarettes) and exports of this tobacco increased materially
up to the beginning of the business depression. Had there
been no change in farm conditions affecting the quantity
which farmers would produce at a given price, higher
prices would have been required to bring forth the neces-
sary increase in production. However, the major farm
enterprise in the area where this tobacco is grown, cotton
production, became progressively less profitable during the
same years, As a result, producers found it advantageous
to turn to tobacco production. Even though returns for
tobacco were reduced, it still represented a more attractive
crop than cotton. Therefore, prices for flue-cured tobacco
declined as shown in the chart on page 74. To a very
considerable extent the same type of development affected
the course of prices in other areas, although not so uni-
formly or necessarily in the same direction as in the illus-
tration used,
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Such declines in tobacco prices result automatically in
the enhancement of manufacturers’ profits under the con-
ditions of limited price competition in the sale of manu-
factured products. This may be illustrated by the follow-
ing data on the total gross amounts received by farmers
for tobacco used in domestic manufacture and the total
profits available for distribution as dividends by the 34
leading manufacturers over the period from 1923 to 1932
inclusive, in millions of dollars:*

Farmers’ Manufacturers’
Year Receipts Profits
11+7% S 174 26
1924 ... ... 154 82
1925 ... 141 100
1926 L 138 104
1927 ... ... 149 s
g28 .. 161 121
1929 ... 174 134
1930 ... . 136 145
193 ... . g6 147
1932 ... 68 146

While these data should not be considered as highly
accurate for any one year, they show one important
tendency resulting from competition of the particular
character to be found in an industry of this type. As to-
bacco prices declined, owing to the causes which have been
explained, returns to producers were greatly reduced. At
the same time manufacturers benefited from lower prices
for raw materials as well as from increasing demand for
some products such as cigarettes, which morc than offset
the few declines that occurred.

1% Data compiled by the Tobacco Section, AAA,



CHAPTER 1V
THE TOBACCO PROGRAM

The background which is necessary for a consideration
of the tobacco program has becn set forth in three chap-
ters just preceding. Chapter Il outlined the situation
which furnished the problem. Chapter 1T described the
characteristics of the industry which provided the setting
for that problem and furnished the conditions under
which it could be attacked. The first chapter discussed
the legislation which provided the methods which could
be used in the attempts at solution. In the present chap-
ter the problem is summarized as it has been interpreted
by the AAA, objectives are stated, the principal features
of the program are outlined, and some attention is given
to ecarly events relating to the formulation of that
program.

PROBLEMS AND OBJECTIVES

The AAA considered the tobacco situation to be acute
because of the reduction in growers’ purchasing power.
This curtailment of purchasing power was considered to
be the direct result of disparity between the prices received
for the commodity by producers and the prices paid
for articles purchased. It was believed this disparity
existed because growers’ prices were too low, and this
situation was attributed to the accumulation of exces-
sive stocks and to the failure of producers to reccive
an equitable sharc of consumers’ expenditures for tobacco
products. The accumulation of stocks was considered as
evidence of a failure to adjust production to outlets, es-

85
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pecially a failure to restrict production in line with the
curtailment of exports and changes in domestic consump-
tion. Reduced buying power in foreign countries and the
crection of international trade barriers were identified as
prominent among the causes for the shrinkage in sales
abroad.

While the general problem was interpreted in this man-
ner, the six kinds of tobacco distinguished in the preceding
discussion were treated from the beginning as separate
commeditics and it was recognized that the several ele-
ments in the problem differed in their degree of impor-
tance for cach. Thus the loss of export markets was not
a significant factor in the case of cigar leaf or Burley,
whereas it was of great importance for other types. Like-
wise, the changes in consumption consisted in part of
shifts between classes of products with a consequent va-
riatton in the effects upon the respective types of tobacco
used tn their manufacture. For these and similar reasons
the purchasing power situation differed between com-
modities, price disparities varied, and stocks were rela-
tively more excessive for some than for others. In press
releases and publications perfaining to specific kinds of
tobacco different aspects of this situation have been em-
phasized by the AAA as they were considered to be im-
portant for those types.

The underlying objective of the program as it has
evolved up to the present is to raisc incomes of tobacco
growers to satisfactory levels and to keep them there. This
goal is to be attained, however, through the achievement
of several intermediate objectives, each related to a spe-
cific aspect of the problem. They may be listed as follows:

1. To obtain gradual reductions in carry-overs by se-
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curing from growers commitments to make specified
reductions in acreage and production, thereby offsetting
the effects of curtailments in domestic and foreign out-
lets.

2. To supplement growers’ returns from sales by mak-
ing benefit payments to those who agree to participate
in the limitation of acreage and production.

3. To bring about an immediate enhancement of prices
to the extent justified by the prospective reduction of
supplies,

4. To obtain this price increase with a minimum of in-
crease in cost to the public, thereby returning a larger
proportion of consumers’ expenditures to the producers
of tobacco.

5. To make a start towards the correction of those mar-
keting conditions most unfavorable to tobacco growers.

The principal emphasis has been placed upon redue-
tion of stocks for the purpose of raising prices—to parity
if possible—as the immediate objective of the program.
For the most part benefit payments have been considered
as 2 means by which farmers could be induced to partici-
pate in the program for reducing production, although it
has been recognized that such payments would constitute
significant additions to the returns of growers..

The objective of raising prices to parity becomes more
realistic when stated in terms of the amount of increase
which would be required. In the following tabulation
parity price for the 1932-33 marketing scason for each
kind of tobacco is compared with the average price pro-
ducers received for that crop, as computed by the AAA
at the time processing tax rates were established.!

3 Data supplied by the Tobacco Section. The methods used in these conipu-
tations are explained on pp. 187-90,
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Parity Estimated Price
Kind Price Received Diflerence
Fluecured ........ ... .. 15.8 11.0 4.2
Burley ... ... ... . ... 14.6 12,6 2.0
Maryland ... ....... . ..., 15.1 13.4 1.7
Fire-cured ... ..., ... .. 8.9 6.0 2.9
Dark aircured ......... .. 7.4 4.1 3.3
Cigarleaf . ... . .. ... .. 13.7 7.9 6.0

The differences shown in the last column are the amounts
by which prices would have had to be raised in order to
equal parity. It will be noted that attainment of such an
objective would involve quite different achievements for
the several commodities.

PRINCIPAL FEATURES OF THE PROGRAM

The tobacco program as a whole is made up of several
distinct plans which are being applied to the different
kinds of tobacco. Under the authority provided by Sec-
tion 11 of the Adjustment Act to treat separately “any
regional or market classification, type, or grade . . . )”
the Secretary of Agriculture designated cigar-leaf, flue-
cured, Burley, Maryland, dark air-cured, and firecured
tobaccos each as a basic commodity. For each commodity
a separate plan has been developed. Furthermore, the plan
for cigar tobacco provides for some variation in procedure
with respect to certain types and producing areas.

When these plans are considered collectively, it becomes
apparent that a combination of methods for limiting pro-
duction constitutes the central element in each plan and
in the program as a whole. Other devices have been used,
however, including marketing agrecments, licenses, and
codes. These devices have been co-ordinated with the pro-
duction approach and used to supplement it to various
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degrees in the plans for the several commodities. The
result has been the evolution of a tobacco program which
represents something more than a choice from among
those general plans contemplated by the framers of the
act. The several devices authorized by the Agricultural
Adjustment Act have been combined with the use of
powers conferred by the Kerr-Smith Act. Thus a scheme
of operation has been developed, the details of which are
adapted to differences in the problem as interpreted for
the several kinds of tobacco and to the varying conditions
encountered in the respective producing areas.

Three general methods, which constitute the dominant
feature of the program as a whole, arc being used to ef-
fect the limitation of production. The first is the reduc-
tion of production through voluntary contracts with grow-
ers, as authorized by the Adjustment Act. Basically, these
contracts bind producers who participate in the plans to
restrict production in return for cash payments out of
the funds obtained from processing taxes. This is accom-
plished by three steps:

1. Establishing a base from which reductions are to
be made. In the first plan only an acrcage base was de-
termined, but in the plans subsequently developed for
other types both a “base tobacco acreage” and a “base
tobacco production” were established for each contract
signer.

2. Specifying the reduction required. Typically, this
is accomplished by designating a percentage of the base
acreage to be kept out of production. The remaining per-
centage upon which the producer 1s allowed to grow to-
bacco constitutes the “tobacco acreage allotment.” The
same percentage of the base production constitutes the
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“production allotment” assigned to the grower. It repre-
sents the quantity of tobacco he is authorized to produce
for market. The cigar plan represents an exception in
that only acreage reductions and allotments were speci-
fied.

3. Designating the payments to be made in return for
the reduction required.

The second method for himiting production is the
assignment of allotments, representing the quantities
which can be marketed, under the terms of a marketing
agreement and parallel license.  As will be noted later, this
method has been used only for cigar-wrapper tobacco
grown 1n one area and really constitutes an exception in the
program as a whole.

The third and final method is provided by the Kerr-
Smith Act. Under the provisions of this act the equivalent
of a relatively heavy tax is placed upon most sales of to-
bacco not covered by allotments assigned under the volun-
tary contracts to reduce production. This is accomplished
by levying the tax upon all sales of types to which the tax
is applicable and then issuing tax-payment warrants to
producers who have allotments. Such warrants are ac-
cepted by the Bureau of Internal Revenue as payment of
the tax on the amounts of tobacco covered by allotments.
In this manner a tax is collected upon the production of
such types by growers who do not sign voluntary contracts,
excepting that provision is made for issuance of a limited
quantity of additional warrants to producers not eligible
to sign contracts and receive henefit payments.

The first of these general methods was used for restrict-
ing the 1933 acreage and production of cigar filler and
binder types and provision was made for continuing such
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limitation in 1934 and 1935. Subsequently, similar plans
were applied in 1934 to all other principal types excepting
Connecticut Valley shade-grown. In cach case, provision
was made for continuing similar restrictions in 1935.

The quantity of Connecticut Valley shadc-grown to-
bacco marketed from the 1934 crop was limited under the
terms of a marketing agreement and license, as in the
second general method referred to, and these are being
continued at the present time. Although other tobacco
marketing agreements have been developed, this is the
only instance in the tobacco program where an agreement
is used as the instrument for controlling supply.

When enacted, the provisions of the Kerr-Smith
Act were made applicable to all tobacco produced in the
crop vear 1934-35 except Maryland, Virginia sun-cured,
and the cigar types. Provision was also made for its appli-
cation in 1935-30 to any particular type for which the
Secretary finds that persons who own, rent, share-crop, or
control three-fourths of the land customarily used for its
production favor its use. Thus the third general method
of limiting production was applied to a substantial portion
of the tobacco produced in 1934.

Although one objective of the program was to sccure an
immediate enhancement of prices, it will be noted that a
significant curtailment of market supplies would not result
from the efforts to reduce production at least until the
1934-35 marketing scason, cxcept in the case of those cigar
types to which a reduction plan was applied in 1933. In
order to secure a larger return for growers pending the
time when prices would rise as a result of reduced supplies,
the AAA in effect negotiated the sale of a considerable
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portion of the 1933 crop, except Maryland tobacco, at sub-
stantially increased prices. This was accomplished through
six marketing agreements, in addition to the shade agree-
ment already referred to, which were negotiated with the
principal domestic buyers of the respective commaodities.
Under the terms of these agreements each contracting
buyer was committed to purchase, within the 1933 mar-
keting scason, a minimum quantity of tobacco of the types
covered by the particular instrument, at prices equal to or
exceeding a specified minimum.

Thus the powers conferred upon the Secretary of Agri-
culture by the marketing agreement provisions of the act
have been used in this program to supplement temporarily
plans for reducing supplies through curtailment of acreage
and production. The particular function of the agree-
ments as used has been to secure an immediate price in-
crease in anticipation of the future effects from the pro-
duction plan. On the other hand, thesc same powers,
supplemented by those of the licensing provision, have
been used to provide the cntire scheme of operation
applied to Connecticut Valley shade-grown tobacco. In
that instance, as has been noted, they have been employed
as a complete alternative to the use of produccr contracts
and bencht payments. The shade agreement also estab-
lishes a complete operating mechanism for supervising and
regulating the market. Such regulation includes the
fixing of mintmuim prices, allocation of quotas to handlers,
and the supervision of handling practices. Through the
application of a license with provistons paralieling those of
the agreement, this supervision is extended to all agencies
in the market. Administration of the agreement 15 in the
hands of committees representing growers and handlers,
with the major decisions of these committees subject to
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the approval of the Secrctary of Agriculture. Unlike the
other tobacco agreements, this one is made operative for
an indefinite period, that is, until terminated in the manner
provided.

The final element to be distinguished in the program is
the regulation of trade practices affecting the interests of
tobacco growers. While the need for such regulation has
held a prominent place in the thinking of many individ-
uals connected with the AAA it is correct to say that only
a start in this direction has been attempted in the tobacco
program thus far. The Connecticut Valley shade agree-
ment and license provide for rather complete supervision
of marketing and handling practices. In so far as any
sirnilar regulation has been undertaken for other types,
the attempt has been made through the formulation of
industry codes under authority transferred to the AAA
from the NRA.

Efforts were made to work out five master codes
acceptable both to the AAA and to the industries involved.
As contemplated they would have applied to the following
groups: (1) Tobacco distributors and retail dealers;
(2) auction loosc-leaf warchousemen; (3) leaf dealers;
() cigar manufacturers; and (5) cigarette manufac-
turers.® Of these, all but the second and third were trans-
ferred back to the National Recovery Administration be-
fore they were completed. The warchousemen’s code was
accepted and went into operation July g, 1934 while the
leaf dealers’ code has not been completed.

EVOLUTION OF THE PROGRAM

No one should obtain the impression from this sketch
of the program as it had been developed up to the close
2 Agricultural Adjustment, AAA, p. 94.
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of 1934 that it was visualized in that form from the be-
ginning. To do so would be to ignore completely the
process by which it has been evolved. In this process,
which 15 stll going on, numerous proposals and counter-
proposals were considered.® Some of these were rejected
while others were incorporated in the general scheme of
operations only after receiving modifications which com.-
plesely altered their original form and purpose.  Further-
more, certain events during the early period of operation
had a pronounced cffect upon some features. In the de-
velopment to its present form, however, additions and
alterations have been made in such manner as to retain
a unified program, basically consistent with the policies
gradually appearing in the administration of the act as a
whole.

For several wecks prior to the passage of the act a com-
mittee within the Department of Agriculture had been
studying conditions in the various tobacco districts and
considering the possibilities of applying the provisions of
the pending legislation to tobacco.* At that time nothing
could be known regarding the policies with which those
provistons would be interpreted and administered. Under
those circumstances, the committee turned quite naturally
to some of those who were drafting the bill ° for informa-
ton regarding the character of operations contemplated

* The more important of these proposals are summarized in Appendix C,
PR 273-80

* Members of this committee were: C. F, Gace. in charge of the Tabaceo
Section of the Hureaw of Agsiculturad Evonomics, chaitman: W, G. Finn, Bureay
of Agriciltaral Economics: J. AL Dickey., Extension Service: E. G. Beinhardt of
Richmaomd, Va.o and John B, Hutsan, Forcizn Agricultural Service of the
Burcau of Agnculturst Feonomics, who was Yater made chief of the Tobaceo
Section. A similar procedure was tollowed with respect to other commadities
enumierated in the bill as basic.

* Principully to M. L. Wilon and Mordecai Ezekiel.
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and for answers to questions of interpretation. As was
pointed out in Chapter I, the act was framed for the most
part by men who were interested primanily in*the possi-
bility of applying the voluntary domestic allotment plan
under the provisions authorizing production reduction
through contracts with producers and benefit payments
out of processing taxes. Furthermore, these were the
features that furnished the nucleus for the Adjustment
Act, that called forth the greatest amount of legisiative
debate, and that were most prominent in publicity per-
taining to the proposed act. As a result the committee
devoted its principal attention to the possilities of apply-
ing these procedures to tobacco.

Recognizing that different treatments would be required
for tobacco grown in various sections, the committee im-
mediately segregated the six kinds which have since been
treated as separate basic agricultural commodities. An
analysis of the available statistical material was then made
to determine for each of these commodities information
such as: The probable yield of a processing tax at the
maximum rate authorized by the proposed act; the
amount of reduction in production to be considered appro-
priate in view of the current situation with respect to out-
lets, accurnulation of stocks, and reported intended acreage;
the probable price increase from that curtailment; the size
of benefit payments which could be made out of funds
likely to be available; and the estimated cost of adminis-
tration. A report incorporating their findings on these
points, together with their recommendations regarding
the immediate procedure to be followed, was submitted
to the Secretary of Agriculture on the day after the act
was signed. The principal recommendation was that carly
efforts should be devoted largely to cigar tobacco. In sub-
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stance the conclusions upon which this recommendation
was based were;

1. That needs for adjustments in the cigar-tobacco dis-
tricts were more pressing than in the districts where other
classes of tobacco are grown, due to relatively lower prices,
greater declines in consumption, and prospective large
total supply for the next markcting season.

2. That quicker and more complete control was possible
with cigar tobacco than with any other classes, because
cigar types are planted somewhat later, production is more
highly concentrated within small districts, producers are
more permanently located, practically the entire crop is
consumed in the United States, and the revenues obtain-
able from processing taxes would be sufficient to make
relatively large payments for crop reduction.

Developments during the next few wecks followed ap-
proximately the committee’s tentative recommendations.
The Agricultural Adjustment Act was signed by Prest
dent Roosevelt on May 12, 1933, and the appointment of
George N. Peek as administrator was announced the next
day. After the appointment of Chester C. Davis as direc-
tor of the Production Division of the AAA on May 20, the
first formal steps were taken in setting up a program. The
tobacco committee conferred with Davis and Coadminis-
trator Brand on May 31, at which time a series of con-
ferences was scheduled with representatives of agricultural
colleges, producers, and processors.” In the first of these
conferences, beginning June 2, the committee discussed

8In the press release issued the following day, announcing the series of con-
ferences to be held. it was also announced that Jobn B. Hutson had been “as-
signied the task of going forward with the plans on wobaceo conferences,” 444
Press Release No. 1266-33. From this date forward officia] releascs referred to
Hutson as “acting administrater” and “‘acting chief of the Tobacco Section™
until he was made chief of the Section.



THE TOBACCO PROGRAM 9

its preliminary work with the college representatives and
reviewed conditions in the respective cigar districts.”
These discussions were preliminary to the later ones with
growers and processors in which the college men were to
work with the tobacco committee.

On June 5 the provisions of the act were explained to
growers’ representatives, and the cigar-tobacco sitvation
was discussed in detail. The question was raised as to
which of the plans made possible by the act appeared best
adapted to the situation prevailing in the cigar district,
and at the conclusion of the conference representatives of
growers from each of the cigar-tobacco producing states
were asked ro designate one of their members to meet in
the evening and begin the formulation of detailed plans.
During the next two days, this committee drew up a
tentative plan of operation for 1933.”

A conference was held on June 6 with representatives
of the cigar industry. Those present were representatives
of firms selected by the cigar-leaf dealers and manufac-
turers’ associations, whase members manufacture from
go to g5 per cent of all domestic cigars. The manufac-
turers’ viewpoint as related to the problems of the cigar-
robacco growers was discussed in detail, and Howard S.
Cullman, who acted as spokesman for the manufacturers’
group, pledged the assistance of his organization in de-
veloping plans. These representatives participated in the
further conferences through which the initial cigar-leaf
plans were drafted. Beginning with the continuation of

7 Collewe representatives at this conlerence were: C. R, Arnold. Ohio; H. L
Bakken, Wisconsin; and H. B, Boyd, Cennecticut. Pennsylvania State College
was unable to send a represemative at this time although invited to da so.

% The committee was compased of Emersan Ela of the Northern Wiscnnsin
Tohacco Poal, Hugh Ulrich of Ohiu, 8. S. Bard of Pennsylvania, and Fred
Gnifiin of Connecticut.



08 TOBACCO UNDER THE AAA

the joint conferences on June 8, a manufacturer of scrap
chewing tobacco also participated,

Completion and inauguration of the cigarlcaf plan
occupied the major part of the time remaining up to the
clesc of July. After the preliminary cigareaf confer-
ences had been held, however, some atiention was given
to other types. In the meantime the only other group to
approach the Tobacco Section had been a delegation repre-
senting several of the Kentucky and Tennessee co-opera-
uve marketing associations and the agricultural colleges
of the two states. This delegation was granted an inter-
view on June 7 relative to the application of the act to
Burley and the dark types of tobacco. The preliminary
analysis of the situation with respect to each type was pre-
sented and was followed by a general discussion of these
situattons and of the measures possible, but no conclusions
were reached as to what plans should be employed, In
succeeding weeks several proposals were advanced for
Burley, some of which received considerable attention but
were not adopted.

During this period a positive attitude had developed
within the AAA that it should be prepared to put into
operation any proposals advanced by growers which were
possible under the act and consistent with Administration
policies, but that it was undesirable to impose programs
unless they had been initiated by producers or their
representatives.”  Furthermore, on the basis of their analy-

® This position was stated by bath Davis and Hutson at the American
Institute of Co-operation on Julv 28, Hutson said in his opening remarks:
"!t i» it appropriate 10 discuss our plans for operating in the ditferent branches
ol the tobacco tndustry. since we formulate plans only after proposals have been
presented to us” In the discussion following that address lie reiterated this
view, and Davis added in part: "We want to avoid being placed in a pesition
where we can develop a full grown program and come out and say ta you,
‘Here it is.! Dr. Hutsen explained that. We think we are poing 10 go further
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sis of the respective types, the administrators considered
the situation for Burley to be the most critical among the
tobaccos other than cigar leaf. Even in the case of Burley
no action was contemplated to restrict production in 1933,
although considcration was given to the possibility of
using other devices provided by the act. In such an event,
however, it was their attitude that provision should be
made for reduction of acreage the next year. In his address
on July 28 to the American Institute of Co-operation, Hut-
son stated the case as it stood at that time as follows:

. .. There remain the other important groups of tobacco. We
are at present considering proposals for these groups. The situation
with respect to Burley appears to be critical this season. Most other
types are somewhat more favorably situated. It will probably not
be advisable to develop plans that will arrest the production of any
of these types this year.

There remains insafar as the 1933 crop is concerned the possibility
of keeping the surplus off the market through trade agreements, or,
of paying growers to divert it to non-commercial vses. We are
of the opinion at present that any plans under which growers
would receive payments to withhold any surplus from the market
ar divert it to non-commercial uses should also provide for an
acreage reduction next year.

We shall be giving attention to proposals along these lines during
the next few weeks. If any of you feel that you have a very definite
suggestion as to how this may be made applicable ro any particular
type of tobacco, we shall be glad to get the proposal and study it.

The condition of the cigar growers was so critical that we thought
it advisable to proceed quickly, We hepe to be able to explore more
fully before deciding upon a plan for any of the other types. The
situation with respect to each particular type or group of types is
different from that of any other type or group, censequently the plan
that is dectded upon for any particular group may be different from
that decided upon for any other group. Far some groups prices

safely if we do not go too far in front of the army and get shot from behind,”
Proceedings of the American Institate of Co-operation, 1933, pp. 477 and 487,
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may be high enough that it will not be necessary 10 use any plan
at all this year.2

Despite this evident thought that the next action would
be taken with respect to Burley, immediate developments
caused the efforts of the AAA to be turned in another
direction. Upon the opening of the Georgia market for
fluecured tobacco on August 1 at unsatisfactory prices,
protests were filed with the AAA both by growers
and state ofhcials. Ten days later, as the South Carolina
markets opened with prices proportionately low, the dis-
content which had been evidenced in Georgia moved
northward and the strcam of protests filed with the
Admuinistration grew rapidly. North Carolina growers,
in anticipation of the opening of their market on August
29, also became alarmed over the prices prevailing in
Southern markets. In fact the anxiety was intensified by a
slump to new low levels during the last weck of the month.
Up until that time prices had averaged about 10 cents
per pound, or about 7 cents below parity level. During
the month many meetings of farmers were held through-
out the area, and the general attitude prevailed that imme-
diate action to increase prices for flue-cured tobacco should
be taken by the Administration.

Meanwhile the AAA was giving much thought to the
problem.  An advisory committee, compaosed of six grow-
ers of flue-cured tobacco representing each of the states in
which these types are grown, was invited to meet with the
Tobacco Section on August 14 for the purpose of dis-
cussing the development of a plan for the fiue-cured types.
It was concluded that a production program would be
advisable, not only for flue-cured but for all the principal

I The same, p. 483.
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Southern-grown types. On August 30 this and alternative
methods of procedure were discussed with representatives
of the principal manufacturers and exporters who pur-
chase these types, The question of treating Burley and
the flue-cured types as one commodity under the act was
considered, with opinion about evenly divided as to the
advisability of such procedure.™

On August 31, two days after the opening of the North
Carolina markets, a general conference of growers met in
Raleigh, sponsored by groups of influential farmers with
the active support of a Raleigh newspaper. Although the
meeting was orderly there was a deep undercurrent of
fecling, Growers were especially bitter in view of the fact
that general commodity prices, bolstered by the NRA, had
risen. A resolution was adopted calling upon the AAA to
take immediate action in the matter of securing adequate
prices for the 1933 crop; to adopt a plan for reducing pro-
duction in 1934; and to take steps nccessary to secure the
orderly production, marketing, and grading of tobacco
under federal supervision. It also pledged the co-operation
of those present in such a program. Another resolution
called upon the Governor of North Carolina to declare a
marketing holiday and under martial law to close all
tobacco warehouses in the state. The Governor responded
by issuing a proclamation that same evening closing all
markets in the state until further proclamation. Later this
order was modified to permit sales on September 1 in

1 The impositinn of processing taxes was given much attention. A majority
proposal was made by a commitiee representing the Tobacen Manulacturers”
Association that in leu of such taxes, a “surcharge™ (later placed at 4.5 per
cent of the then present rates) be added ta the cost of internal revenue stamps
by means of either a code provision or an agreement entcred inta by the manu-
facturers with the government. Fhis plan was opposed by the principal manu-
facturers of ten-cent cigarettes on the ground that such an increase in internal
revenue rates would place them at a competitive disadvantage.
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order to move tobacco already on the warehouse floors and
in danger of deterioration. At the same time he called
upon the Governors of South Carolina and Virginia to
take similar action. The Governor of South Carolina did
so at onice, but since the Virginia markets had not opened,
such action was not nccessary in that state.

On September 1 Secretary Wallace announced that a pro-
duction adjustment plan for the 1934 flue-cured crop would
be put in operation as soon as details could be worked
out. He also stated that similar programs were being
planned for Burley, Maryland, and the dark air-cured and
fire-cured types. The imposition of processing taxes was
announced for the year beginning October 1, with a state-
ment that the exact rate for the flue-cured types had not
been determined, but about 4 cents would be collected.
The following day he informed the Governors of North
and South Carolina of the plan for 1934. The Governor
of North Carolina commented as follows: “That plan will
not cause any change in our plan. Of course, we are
interested in 1934 prices, but our main concern now is 1933
prices.”

On September 5 plans were announced for signing up
growers on a plan to reduce 1934 production before the
markets were reopened. Relative to this plan Chester
C. Davis said:

In consideration of the co-operation of the fluecured tobacco
wrowers, as offered in these conferences, the Administration pledges
itself to an effort to obtain for these growers parity prices for this
year's crop as well as for the crops of 1934 and 1935.'°

He also pointed out that the immediate price problem was
the most difficult, saying:

12 444 Press Release No. 543-34, Sept. 5, 1933.
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The AAA recognizes the need for attaining parity of agricultural
prices as fundamental in accomplishment of the cconomic recovery
of the nation, We now plan to effectuate the purposes of the
Agricultural Adjustment Act for flue-cured tobacco growers. Ef-
forts will be made to work out details of the program at the Raleigh
meeting Wednesday.!?

The meeting referred to was held on September 6,
with about 500 growers and other intcrested persons
present, At this meeting plans were made for a rapid
sign-up campaign for the production control program of
the following year.* The reason for such an immediate
sign-up was the thought that it would be possible for the
government to arrange for higher prices for the 1933 crop
if 1t were assured that the 1934 crop would be reduced.”
Growers as well as the members of the Tobacco Section
reasoned that prices would rise, due to increased competi-
tion for present supplies, if buyers were faced with re-
stricted production later. Furthermore, representatives of
the major buycrs had in carlier conferences indicated that
they would willingly pay higher prices if they were
assured that they would not be forced to purchase such
increased supplies as these higher prices would ordinarily
call forth. Thus the Administration, armed with the
weapon of controlled production, felt that its bargaining
position would be much enhanced by a successful cam-
paign for contract signers. Within three days 60 per cent,
and within two weeks g5 per cent of the growers in the
fluecured area had signed these contracts.

13 The same.

14 An organization known as the North Carolina Tobacco Association was
also formed as a result of this meeting.

5 fn the farmal announcement af the opening of the sign-up campaign
Hutson said: “We propose to use the authorization given us in this agreement,
together with the powers granted to us through the Agricultural Adyustment
Act, 10 bring about a marked improvement in the prices of flue-cured tobacco
this season and the two following seasuns.”
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Although the AAA had accepted the task of trying to
secure an immediate increase in prices, probably through
some form of marketing agreement, their early negotia-
tions with the principal buying companies had failed to
produce any acceptable proposals as to how that increase
could be obtained. A committee representing manufac-
turers of cigarettes, smoking tobacco, and chewing tobacco
drafted a proposed code which was filed on July 27. This
received some discussion in succeeding conferences, but,
on the ground that it included no provisions designed to
help tobacco growers, the Administration did not call a
public hearing.

An informal conference was held on July 27 for the
purpose of discussing possible plans for flue-cured and
Burley tobacco. Nearly all of the important buying com-
panies were represented at this conference, where they were
asked to suggest methods which could be used to raise
prices for the 1933 crop. Beyond expressing “a desire to
pay the farmer more for his tebacco if it could be done
without causing over-production in subsequent years,”
representatives at the conference were extremely non-com-
mittal. Likewise they were generally not responsive when
specific proposals were laid before them.

Another similar conference was held on August 30 for
the purpose of discussing processing taxes and for further
consideration of possible plans to raise tobacco prices. Its
results were equally as inconclusive as those obtained in
the preceding conference.

Anticipating their success in signing up growers, the
AAA drafted a proposed marketing agreement and in-
vited the buyers to an informal conference on Septem-
ber 15 for its consideration. Although this proposal proved
to be unacceptable to the companies, it inaugurated a series
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of proposals and counter-proposals from which the mar-
keting agreement for fluecured tobacco was developed.
The ncgotiation of this agreement 1s discussed in the suc-
ceeding chapter.

The plans for cigar-leaf and flue-cured tobacco estab-
lished precedents for the treatment of other types. Grow-
ers and farm leaders who were considering the possibilities
under the act with reference to their products naturally
turned for suggestions to the plans already established.
Most of the plans developed rhereafter incorporated the
same general scheme of operation, with medifications or
refinements to meet specific situations.

Policies during this early period were, on the part of
the Administration as a whole, undetermined. As a
matter of fact, policy making and administration have
been concurrent developments throughout the life of the
AAA. Those in charge of the tobacco program proceeded
in the beginning on the basis of interpretations furnished
by some of those who framed the statute. Later, these
individuals were employed in the AAA and participated
in the making of decisions relative to problems encoun-
tered. Thus, policies adopted after the organization of the
AAA grew in part out of convictions held by those who
had been through the preliminary work and wheo favored
the application of production control plans as the principal
activity. It has been noted that the first Administrator
was opposed to production control as a dominant
measure, advocating instcad chief reliance upon market-
ing agreements and aids to export trade. In view of
the serious situation facing cigar-leaf growers, however, he
accepted the program of reduction and subsequent con-
trol of acreage for these types. Later, when production
control of the 1934 fluecured crop appeared necessary in
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order to negotiate agreements to raise prices on the 1933
market, he accepted the program for those types. The
members of the Tobacco Section, on the other hand, re-
garded control of production as essential, and other
measures as having possibilities for supplemental or emer-
gency usc. With the members of the Section so com-
pletely favoring the use of methods to reduce production,
it is natural that committees representing agricultural col-
leges, growers, and others interested in the tobacco farmer
were guided in their thinking along the lines of “adjust-
ment” of production.



CHAPTER V
MARKETING AGREEMENTS

The use of marketing agreements for the several kinds
of tobacco has been discussed briefly in the preceding
chapter, where the program as a whole is summarnized. In
order to appraise their contribution to the over-all results
obtained, it is necessary now to examine the character of
those agreements in somewhat greater detail. By no
means equal space needs to be given, however, to cach
individual agreement.  Precedent for those which were
limited to fixing minimum prices and quantities was es-
tablished by the agreement developed for the flue-cured
types.  For this reason it is treated most fully, while the
others of stmilar nature are discussed in comparison with
its provisions. Because of their distinctive character, the
agreement and license for Connecticut Valley shade-
grown tobacco are considered separately,

THE FIRST AGREEMENT

It has been noted that those in charge of the tobacco
program were unable to obtain proposals from the buying
companics as to plans which should be used in securing
higher prices for the 1933 crop. After the success of the
campaign to sign up growers on the proposcd production
program was virtually assured, however, the AAA pro-
cceded to draft its own proposal for a marketing agree-
ment. This was submitted to the buyers in an informal
conference on Scptember 15 called for its consideration.?

1This procedure was a distinct excepiion in that it represenicd the first
instance in which the AAA had formally proposed an agreement. In all pre-

107
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Under the terms of this suggested agreement a mini-
mum average price to be received by growers for all flue-
cured tobacco sold during the remainder of the season
was to be fixed. All other provisions related mercely to
the detailed manner in which that average was to be at-
tained.® Although this proposal was discussed at some
length during the conference, no very positive expressions
were obtained from the buyers, who limited themselves
mainly to inquiring how the AAA visualized its various
details in operation. Representattves of the largest buyers
requested the privilege of discussing the agreement with
their boards of dircctors before making any direct sug-
gestions. This privilege was granted and it was agreed
that an emergency public hearing would be held on Sep-
tember 21 for formal consideration of the agrcement. The
hearing was called for that date but was recessed to the
22d to allow further conferences among manufacturers
and representatives of the government.

As stated in the course of this conference and the subse-
quent hearings, the considerations upon which the AAA
based the request that buyers enter into this or some
equivalent agreement may be outlined as follows:

vious cases action was imtiated only when a proposal was submitted by some
group or groups of interested parties,

2 Provision was made for an cxecwtive committee of 9 members, 7 of
whom were to be appointed by individual buying companies, and 2 to be
appointed by the Secretary of Agriculture. This committee was to be charged
with administering and enforcing the agreement. Other details included the
usual forrnal sections to bring the agreement into approved legal form; pro-
vision for market sub-comitnittees to administer and enforce various features of
the plan; procedures for computing differential prices, both scasonal and
quality, which would average for cach market not less than the minimum
prescribed by the acreement: and the manner of determining assessments upon
buvers and of distributing these assessments to growers 50 as to make up any
deficiencies tn the actual market prices.
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1. The decline in tobacco prices which had so greatly
curtailed incomes of growers had been accompanied by a
corresponding increase in manufacturers’ earnings.

2. The declared policy of the Agricultural Adjust-
ment Act was to readjust this situation by raising farm
prices.

3. Prospective supply is a factor in price, just as is cur-
rent supply. Since approximately g5 per cent of the
growers had already signed contracts to reduce production
during the two years following, the basis was provided
for an immediate price increase.

4. The current foreign cxchange situation was such
that domestic prices could be increased materially without
increasing the delivered cost to foreign buyers above what
it had been prior to depreciation of the dollar.

5. Immediate acceptance of an agreement by the
buyers would remove growers’ dissatisfaction by assuring
them the higher prices to which they were entitled after
having agreed to reduce their future production and
would permit reopening of the markets at once.

Both domestic and export buyers were unanimous in
their opposition to an agreement of the character proposed
by the AAA. Although they never admitred that pros-
pective supply was as important a factor in price as the
proponents of the agreement contended, the principal
spokesmen for the domestic buyers indicated their ap-
proval of the general effort to increase incomes of tobacco
growers. “We welcome the act of Congress with its pro-
vision for a processing tax,” he said. He also stated that
the group which he represented was anxious to work out
something which would give the grower a fair return for
his tobacco, but that in the judgment of that group the
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proposed agreement “is insufficient for the purposes for
which it is designed.”?

Numerous details of the proposal were criticised, but
the contention that it was inadequate for the purpose of
securing increased returns to growers was based upon two
major arguments. The first was that while it would com-
mit contracting buyers to a minimum avcrage price for
what they did purchase, there was no provision requiring
anyone to buy a single pound of tobacco. This, it was
maintained, would cause buyers to reduce their purchases,
leaving a larger quantity to be sold to exporters or non-
contracting buyers, would destroy the market, and would
disrupt conditions within the manufacturing industry. In
the second place, it was argued that the proposal to assess
buying companies at the end of the season in the event that
prices were not maintained at or above the specified level
would drive some buyers out of the market. No company
could purchase freely during the season since it might
be subjected to further assessments on all its purchases
at the end of the season and the amount of those assess-
ments could not be cstimated in advance with any degree
of accuracy.

Besides the argument that the proposed agreement was
insuffictent to accomplish its purpose, opposition to it was
based upon the grounds that it involved the question of
whether tobacco companies were to remain free to run
their own business or were to be under government con-
trol. One of the strongest objections of this character was
made to a provision limiting increases in prices of manu-

# 8. Clay Willlams of the R, J. Revnolds Tobacco Company served as spokes-
man for the majority of the domestic buvers, Individual representatives of

the various companies were present, but Mr. Willams presented the entire
argument for them. 444 Preis Release No, 680-34.
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factured products, except as approved by the executive
committee to be established under the agreement and by
the Sccretary of Agriculture.* On the same grounds, how-
ever, virtually all provisions outlining functions of the
committee and requiring approval by the Sccrctary were
criticized.  Furthermore, the extent of access to books
and records of the buying companies provided in the pro-
posed agreement was strenuously opposed.

Having presented their objections to the agreement pro-
posed in behalf of the Secretary of Agriculture, the spokes-
man for the domestic manufacturers filed a substitute
proposal to which those companies would be willing to
agree in order that higher prices might be obtained for
the remainder of the 1933 crop of flue-cured tobacco. The
proposal was offered “in view of the activities of the Secre-
tary . . . under that [Adjustment] Act to reduce the crop
of fluecured tobacco to be grown for the 1934 marketing
season.” Its essential features, as filed in the form of
a letter to the Secretary of Agriculture, were contained in
three provisions: (1) That each company purchase dur-
ing the remainder of the marketing scason at least as
many pounds of flue-cured tobacco as it had used during
the vear ended June 30; (2) that the average price per
pound for all purchases by contracting buyers collectively

+“The prices at which the contracting buvers or their subsidiaries or
affiliates sell the products manufactured by them in whele or in part from
flue-cured tobacco shall mot be increased during the time of this agreement
over thase prevailing on Sept, 15, 1933, unless the approval of the executive
committee and of the Secretary is given, In the event that any price increase
is proposed to the exccutive committee, and the executive committee fails
to approve such price increase. the proposed price increase, together with the
opinions of the several members of the executive committee with respect
thereto, shall be submitted to the Secretary, whose decision with respect thercto
shall be final. Any person in faver of a proposed price increase submitted to
the Secretary may submit therewith a memorandum in support thereof.”
Proposed Marketing Agreement for Flue-Cured Tobacco, Art. 11, Sec. (2},
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should be at least 17 cents per pound and any deficiency
should be made vp by adding a uniform percentage to
the total amount paid for all purchases; (3) that as a con-
dition of the agreement the contracting companies were
“to manage, conduct and operate their respective busi-
nesses with freedom of business policy as heretofore.” ®
The representative of the exporters at the hearing en-
dorsed the substitute proposal of the domestic manufac-
turers, although he pointed out that exporters could not
become parties to such an agreement® In private con-
ferences these buyers had indicated a belief that they
would be able to increase their prices in line with those
to which domestic buyers would be committed under the
agrecement, but felt that any commitment on their part to
a fixed price under an agreement would result in a loss

of export trade.”

5 The text of this part of the proposal was as follows: “{6) This proposal is
possible only on the basis—a condition of its acceptance and of the continvance
of the obligation thereof—that insofar as the Agriculeural Adjustment Admin-
istration has jurisdiction in the premises the undersigned companies are to
mapage, conduct and operate their respective businesses with freedom of
business policy as heretolore, it being understood that no provision hesein
made in any way limits or restricts the authority of the Agriculrural Adjustment
Administration in the matter of the levying of processing taxes or prevents
the negotiation and making of marketing agreements, not inconsistent with
this paragraph, with respect to any other tvpe of tobacco than that included
herein.”

Each company would, however, comply with apy request of the Secre-
tary for “reports, properly verified, showing (a) its usings of Aue-cured wbacco
in its manufacturing business in the United States during the fiscal period
comprising the twelve months ended June 30, 1933, (b) the quantity of fAue-
cured tobacca purchased by it on said auction warchouse floors during said
period from September 25, 1933, to March 31, 1934, for such manufacturing
business in the United States, and {c) the prices paid therefor, and for the
verification of said reports shall, if required, make available 1o the Secretary
of Agriculture 35 records of flue-cured tobucco usings and of such purchases
during the respective periods mentioned. 444 Press Release No. 68o-34.

8 James [. Miller, of Wilson, N. C., spoke for the export buyers.

7 The sensitiveness of foreign buyers to any suggestion of price control even



MARKETING AGREEMENTS 113

Negotiations between the AAA and the buyers were
continued after the close of the public hearing in an effort
to arrive at an agreement acceptable to both parties. After
some concessions by each group, differences were elimi-
nated with one exception. The manufacturers refused to
accept any agreement unless it contained a provision sim-
ilar to that in their proposal filed at the hearing guaran-
teeing them freedom from regulation by the AAA.
Negotiators for the government refused to concede this
limitation upon its powers and the buyers were advised
that further negotiations werc useless.

Immediate preparations were therefore made to require
all buyers to pay minimum prices by licensing them under
the authority conferred by the Agricultural Adjustment
Act® Early in October, when these preparations were
practically complete, discussion of the agreement was re-
opened by representatives of the buying companies. Asa
result of these new negotiations the revised agreement
without the controversial section was signed on October 6
by all the companies excepting one, which signed on the

though that control did not actually raise prices was stressed bath in conferences
and in the hearing. Although insistent that each of their own number should
be bound to an equal degree by any agreement which was put into operation,
the domestic buvers concurred in the view that exporters should not becowme
parties to a price-tixing agreement.

8 Tobacco exported would have been allowed a rebate egual to any assess-
ment made upon it for the purpose of bringirg average market price up to the
cstablished minimum at the time of purchase. To take care of any tobacco
which might remain unsuld under this plan, tentative arrangements were made
to place the AAA in a position to purchase considerable quantities if necessary.
It was propased that an advance of 3.5 million dollars against processing tax
funds be set aside and that an additional 20 million doltars be obtained from
the Reconstruction Finance Corparation for this purpose.  Several leading ex-
porting companies were cunsuhed reparding the possibility of their making
the purchases in case they proved to be necessary.
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following day. On October 12 it was approved by the
Sccretary of Agriculture.”

As it was finally accepted, the flue-cured agreement was
operative for the period from September 25, 1933 to
March 31, 1934, and was specifically limited to the pur-
pose of establishing minimum quantities to be purchased
and a minimum average price to govern all purchases by
contracting buyers during that period."” Its significant
provisions may be summarized as follows:

1. Each contracting buyer agreed to purchase on the
markets between September 25, 1933 and March 31, 1934
inclusive, a number of pounds of the 1933 crop of flue-
cured tobacco “at least equal to the number of pounds
(farm sales weight) that it and all of its subsidiaries and
affiliates used of Aue-cured tobacco in manufacturing busi-
ness in the United States during the fiscal period compris-
ing the twelve months ended June 30, 1933.”

2. In making purchases, the buyers agreed to buy in
the usual and ordinary manner, and agreed not to buy
unduly of the high grades, nor to concentrate buying in
any geographical region.

3. If the total quantity of fluecured tobacco purchased
by any of the contracting buyers was less than the total
quantity which that buyer was obligated to purchase
under the agreement, then the contracting buyer agreed

* The contracting buvers were: The American Tobacco Co,, Liggeut and
Myers Tobacco Co. R 1. Revoolds Tobacco Co., P, Lonllard Co., Philip Morris
and Co.. Lul. Inc.. Larus and Brother Co,, Continental Tobacco Co., Inc.,
Brown and Williamsen Tobaceo Corp.

1" This is a limited marketing agreement, the sole purpose of which is to
establish the minimum quandty of and price to govern purchase of flue-cured
tabacen by the contracting buvers for the 1933 marketing season from Septem-
ber 25, 1933, to March 31, 1934, inclusive.” Marketing Agreement for Fiue-

Cured Tobaceo, P 11, Sec. 2. See Appendix B, p. 263, for complete agree-
ment.
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to pay to the Secretary, within 30 days after notification,
17 cents for each pound of tobacco short of the total quan-
tity he was obligated to buy. This payment would be
made in addition to any deficiency payment necessary to
bring the average minimum price up to 17 cents per
pound.

4. Contracting buyers agreed to furnish the Secretary
such information as he might need in exercising his powers
and performing his duties in connection with the agree-
ment, and in ascertaining the extent to which the declared
policy of the Agricultural Adjustment Act and the purpose
of the agreement were being effectuated. They also agreed
that the Secretary might verify the information furnished
him, during the usual business hours, from all their books,
accounts, and records, and the books and records of all
their affiliates and subsidiaries. Al such information fur-
nished the Secretary would remain confidential.

5. The agreement contained a consumer provision
under which the companics agreed not to raise prices of
cigarettes above the price prevailing January 3, 1933
($6.00 per thousand, wholesale) plus the amount necessary
to cover increased raw material costs, processing taxes, and
NRA trade costs.

Not only was the section stipulating that buyers remain
free from further regulation by the AAA omitted, but
the following wording was included in the Secretary’s
approval adjacent to his signature: “It being of course
obvious that no officer of the government can by agree-
ment limit or curtail any authority vested in him by law,
nothing contained herein shall be construed by the parties
to this agreement as attempting to limit or curtail such
legal authority.”
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SUBSEQUENT PRICE-FIXING AGREEMENTS

By becoming parties to the flue-cured agreement the
principal tobacco companies had virtually accepted the
principle of using marketing agreements to raise prices
during the interval while the AAA was bringing produc-
tion under control. While that agreement was under con-
sideration, leading buyers had asked about the AAA’s
plans for Burley and promised to consider possible assist-
ance in developing such a plan. At the invitation of the
Tobacco Section, representatives of the manufacturers par-
ticipated in a conference on November 8 and g at which
the plan then being prepared for controlling Burley pro-
duction was explained and the advisability of a marketing
agreement was discussed.

At the time this conference was held Burley production
was estimated to be around 4o0 million pounds, which
was 140 million pounds greater than the quantity used by
manufacturers in the preceding year. Since practically no
Burley is exported, this indicated that a considerable addi-
tion to stocks would result. Accordingly the companies
proposed that each of them would enter an agreement with
the Secretary similar to the one finally developed for flue-
cured, but with two differences: (1) That buyers would be
committed to purchase quantities equal to only go per cent
of their usings during the twelve-month period ending
October 31, 1933, instead of 100 per cent; and (2) that the
government would agree to purchase 100 million pounds
of the crop.™

The AAA refused to consider this proposal on the

31 The proposals would have required the government not to resell any of
this tobacca at less than cost within two years. unless it was sold for export,
and then only by public auction after notice to the manufacturers. This
proposal is discussed in Appendix C, pp. 278-81.
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ground that it involved stabilization purchases, and pro-
ceeded with negotiations for an agreement without that
objectionable feature. After the campaign to obtain con-
tracts from growers, in which they agreed to curtail pro-
duction in 1934 and 1935, was well under way, a public
hearing on such an agreement was held on December 21.
This agreement was later accepted by the buyers and was
approved by the Secretary of Agriculture on January 6,
1934, to apply to the entire marketing season from Decem-
ber 11, 1933 to April 15, 1934.

As finally adopted the Burley agrcement was similar
to the ecarlier flue-cured agreement. Each contracting
buyer agreed to purchase a quantity from the 1933 crop
at least equal to his usings during the twelve months ended
October 31, 1933, with the exception of two companies
which agreed to purchase 1,250,000 pounds and 25 million
pounds respectively.” In the event production fell short
of the 400 million pounds then forecast, this requirement
was to be reduced proportionately for cach contracting
buyer,

The minimum price was established at 12 cents per
pound, but the manner in which this minimum applied
constituted the greatest difference from the carlier flue-
cured agrecement. Whereas in that case a minimum aver-
age for purchases by all contracting buyers collectively
was specified, the Burley agreement required that pur-
chases by each individual company average 12 cents
or tnore, excepting that provision was made for lowering
this minimum to 10.5 cents in the case of a specified to-
bacco manufacturer in the event the average price for the

17 Axton-Fisher Tobacco Company and Brown and Williamson Tobaccn
Corporation.
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entire 1933 Burley crop equaled or exceeded the 12-cent
minimum. No other differences between the two instru-
ments were of sufficient importance to require discussion.™

The next agreements, which were for the dark air-cured
and fire-cured types, were quite similar in their theoriecs
of operation to the two which have been discussed. In
the coursc of negotiations leading up to the first two agree-
ments, questions were frequently raised as to what would
be the programs for other types, so that by the time the
Burley agreement was completed precedents for other
similar plans were well established. Accordingly, a pro-
posal for applying the same procedure to the dark types
was broached as soon as the campaign to reduce produc-
tion was well under way. By the time the markets opened
in December each of the principal domestic manufac-
turers using these types of tobacce had agreed to the pro-
posal, although it had not yet been worked into its final
form. In fact, although the public hearing was held on
January 18 and the agreements were not approved by the
Secretary until March, each had been in operation for
about three months prior to that approval.'*

Although their purpose was similar to that of the agree-
ments which preceded them, the form of the agreements
for the dark types was greatly complicated by differences
among these types and by the fact that different buyers
use them in the manufacture of quite different products.
To take care of these differences three separate agree-

14 The contracting buvers were: The American Tobacco Co., Continental
Tehacco Co., Philip Morris and Co., Ltd., Inc., Larus and Brather Co.. Liggett
and Mvers Tobacco Co., R .J. Revnolds Tobaccn Co.. P. Lorillard Co., United
States Tobacco Co., Brown and Williamson Tobacco Corp., The Axton-Fisher
Tobacco Co.  In discussions leading up to the agreement W. R. Perkins of
P. Lorillatd Co, served as principal spokesman for the buyers.

Y dgriculiural Adjnstment—May 1933 to February 1934, AAA, pp. 5o, g2.
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ments were developed, one with the principal tobacco
manufacturers, one with the snuff manufacturers, and the
third with by-product manufacturers. In that way a sub-
stantial portion of these types used within the country
was covered.

The agreement with the domestic tobacco manufac-
turers covered the dark air-cured types, each company
agreeing to purchase out of the 1933 crop of each type at
least as many pounds as it had used for manufacture in
the preceding year. Likewise each company agreed to
pay minimum average prices not less than 7 cents per
pound for all its purchases of One Sucker and Green River
tobacco, and not less than 4.5 cents for Virginia sun-
cured.”

The agreement with the three leading snuff manufac-
turers required that they purchase 31 million pounds of
the snuff grades at minimum average prices ranging from
2.5 to 14 cents per pound.’®

The important feature of the agreement with by-prod-
uct manufacturers was that it provided an outlet for
grades which did not bring specified minimum bids on
the market. The companies agreed to take at 1.25 cents
per pound up to 15 million pounds of such unsold surplus
of types 22, 23, 24, and 36 as did not bring a bid of 15
cents on the market. Type 21 which did not bring a bid
of 1 cent per pound was to be taken up to a maximum of
5 million pounds. Prior to February 25, 1934, such pur-
chases of type 21 were to be made at 0.8 of a cent per

15 The contracting buyers were: Liggett and Myers Tobacco Co., R. J. Rey-
nolds Tabacca Co., the American Tobacco Co., and P. Lorillard Ca.

16 The amounts and prices to which the companies committed themselves
were as follows: American Sauff Co., 11.5 million pounds at 10 cents; George
W. Helme Co., Inc., 7.1 mallion pounds at 7.5 cenats; apd United States Tobacco
Co., 12.4 million pounds ar 14 cents.



120 TOBACCO UNDER THE AAA

pound, but for the remainder of the marketing season a
price of 1 cent per pound was specified. The division of
these quotas for the several types between the prin-
cipal by-product manufacturers was provided in the
agrem’h‘:nt.17

The final marketing agreement of the limited purpose
type covered the stemming grades of cigar leaf, which are
used in the manufacture of scrap chewing and scrap
smoking tobacco. This agreement required the four con-
tracting buyers to purchase directly from growers or from
co-operative associations, between Decernber 1, 1933 and
June 30, 1934, at least 18.5 million pounds of stemming
tobacco.”  Such purchase might include either tobacco
grown in 1933 or in preceding years., Minimum prices
were established as follows:

The average price per pound to be paid by each buyer for all its
purchases of tobacco during said period shall be as follows:
Tobacco grown in 1933:

Purchased directly from growers.. .. ... ... atleast 6 cents
Purchased from a ce-operative association. . .at least 6.5 cents
Tubacco grown prior to 1933 and not stored in a tobacco warehouse:
Purchased directly from growers. .. ..., ..., at least 7 cents
Purchased from a co-operative association. . at least 7.5 cents
Tobaceo grown prior to 1933 and stored in a tobacco warehouse:
Purchased directly from growers. ... ..., .. atleast 8 cents
Purchased from a co-operative association . .at least 8.5 cents'®

Y Marketing Agreement for Fire-Cured and Dark Air-Cured Tobacco,
Types 21, 22, 23, 24, and 36.

1% The individual amounts required were: Block Brothers Tobacce Co.,
3 million pounds; Liggett and Myers Tobacco Ca., 3 million; P. Lorillard Co.,
7.5 million; and Scotten-Dillon Co., 4 millien pounds. These quantities were
based upon unsweated tobacco with the provision that buvers who purchased
tobacco grown prior to 1913 and stored in a tobacco warehouse should receive
a credit of 1.25 pounds against their obligation for each pound of such tobacco
purchased.

19 Marketing Agreement for Buyers of Stemming Grades of Cigar-Leaf To-
bacco, Types 41, 42, 43, 44. 51, 52, 53, 54. and 55, Sec. 3, p. 3.
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Thus contracting buyers were required to pay a half cent
per pound more for tobacco purchased from co-operative
associations to cover the grading and packing services re-
cewved. Also shrinkage and quality changes in older to-
bacco and tobacco stored under different conditions were
taken into account in establishing the minimum prices.
Otherwise this agreement introduced no new features.

The nature of the six tobacco agreements, which were
limited to the fixing of minimum quantities and prices, is
apparent from this review. Their sole purpose was to
raise prices during the period until production could be
brought under control to a degree which would actually
affect market supplies. Through their use, prices were
established substantially above the level of the preceding
year, although the further risc in prices paid by farmers
caused them to fall short of current parity during the
marketing season. Approximately 645 million pounds of
tobacco were purchased under these agreements.

Once these agreements were accepted by the buyers, no
particular problems of administration were presented. No
one of them established any cumbersome machinery for
carrying out their provisions, and beyond a certain degree
of checking to determine whether or not the companies
had fulfilled their obligations, no administration was re-
quired by the AAA* However, federal grading was in-
augurated on sample markets in order to assist in check-

20 Each buyer purchased at least the number of pounds specified in the agree-
ment at an average price equal to or above the required minimum, except in
two instances. In the case of the marketing agreement for stemming grades
of cigar leaf, two of the companies (names undisclosed}, apparently through
no fault of their own, were upable to make all the required purchases as 1o
kinds and quantities of tobacco during the cfective period of the agreement.
These companies paid the penalties prescribed in the agreement immediately
upon being notified of the amount of such penalties.
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ing upon compliance, and reports received from the
contracting buyers were audited.

In accepting price-fixing agreements as a tempor-
ary expedient to be used in connection with the marketing
of the 1933 crop, the manufacturing companies in no
sense accepted the principle of their continuation in pro-
grams for succeeding years. Original proposals by the
AAA conteruplated agreements which would remain op-
erative until terminated in the manner provided. Counter-
proposals by the buyers and all of the plans accepted were
limited to the season during which the 1933 crop was
marketed. When the buyers were called together by the
Tobacco Section shortly before the opening of the 1934
marketing season for an informal conference relative to
a marketing agreement covering the current crop of the
flue-cured types, they left no doubt about their attitude
towards such continuation. From their statcments in the
course of that conference, this attitude may be summar-
ized as follows:

1. The Agricultural Adjustment Act gives farmers
the statutory right to a certain minimum return on their
product—parity price.

2. The principal method provided for guaranteeing
this return is the collection of processing taxes to the
amount of the difference between market prices and par-
ity, and the distribution of the proceeds to producers.

3. Plans for curtailing production could not be devel-
oped in time to improve the immediate situation existing
in 1933; hence the manufacturers were willing 1o partici-
pate 1n an agreement to raise prices in the emergency.

4. The situation in 1934 was quite different. Produc-
tion had been brought under control and in the judgment
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of the buyers prices were likely to equal or exceed parity.
Since the act gave no authority to use its procedures for
raising prices above parity, the minimum price fixed in
any agreement at that time would be lower than the prices
likely to result in its absence. Under these conditions
farmers would derive no benefit from the operation of an
agreement.

5. If an unexpected situation should cause prices to
average below parity, the AAA could still collect the dif-
fercnce as a processing tax and distribute it to the pro-
ducers. In this case the only disadvantage to farmers
would be that a part of their returns would be delayed,
and that the cost of collecting and distributing the tax
would be deducted.

6. An agreement requiring the purchase of stated
quantities was likely to handicap individual companies in
adjusting their buying policies to competitive conditions.
Nevertheless, if flexibility were provided, the agreement
would lose its value, since the only way in which it could
accomplish its purpose would be by forcing at least some
manufacturers to buy quantities which they would not
buy competitively at the prices established.

7. The existence of a price-fixing agreement has an
undesirable effect upon cxport trade even though export-
ers are not included as contracting parties. 'This fact,
together with the handicap to domestic manufacturers
from being committed to a fixed buying policy through-
out the season, might even cause slightly lower prices to
result under an agreement than would obtain in its
absence.

Although representatives of the Tobacco Section ad-
vanced arguments for a renewal of the agreement, the
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proposal was not pressed immediately® The fact that
the first markets were to open in a few days suggested
the advisability of waiting to sce what prices were ob-
tained. Growers in Georgia had organized an associagion
through which they planned to take prompt action to
close the markets in casc opening prices were unsatisfac-
tory. This would bave allowed time for perfecting an
emergency plan, as was done in the preceding year. Sus-
tatned high prices from the beginning, however, made
such a course of action unnccessary.

After reviewing the experience with the tobacco price-
fixing agreements there is considerable basis for the im-
pression that contracting buyers had little objection to
purchasing the 1933 crop at the prices which were estab-
lished. Why, then, did they so strenuously oppose other
provisions in the original proposals? Part of this oppo-
sition may have been in the nature of a counter-demon-
stration to that which was being made in the producing
areas by the closing of the markets and related events.
When, however, their general position is examined in
the light of concurrent conditions within the AAA, more
important reasons appear. Since the manufacturers were
thoroughly cognizant of the attitude prevalent among
growers, state agricultural workers, many members of the
AAA staft, and perhaps a substantial portion of the gen-
eral public, that the tobacco manufacturing industry rep-
resented a high degree of monopoly in the hands of a few
agencies, they undoubtedly foresaw the need for constant

2t Prominent among these arguments were: That an agreement would cost
manufacturers nothing but would reassure growers who had performed faith-
fully on their production contracts and were expecting a 1934 agreement, would
protect against any uncxpected sitnation, would tend to ratse prices paid by
exporters, and would stabilize the market in such manner as to cause a more
orderly marketing of the crop,
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alertness in opposing any entering wedge which might
lead ultimately to government control. This situation
may have caused them to be especially sensitive to sug-
gestions of marketing reform as that view was espoused
by some members of the AAA. Certainly they tock a
positive stand in opposition to any clausc in the agree-
ments which gave unlimited access to their books and
records, and the explanation of this opposition in one pub-
lic hearing included frank objection to revealing such
items as advertistng expenditures where they would be
available for publicity and agitation.”

Then again there was room for honest difference of
opinion as to whether the government could perform as
a responsible party to the agreement. Three important
questions stood out in this connection at the time the 1933
agreements were being negotiated: (1) Could the AAA
go through with its production control program and se-
cure the results it expected? Many besides tobacco manu-
facturers doubted that it could. Since this was the
principal consideration, in anticipation of which the
manufacturers were asked to pay higher prices, it obvi-
ously constituted a question of real importance. (2)
Would the provisions of the agreement be enforced upon
all contracting buyers? An individual manufacturer could
go further in his commitments if his competitors were
similarly restricted than he could if certain of them were
to avoid compliance. Up to that time the enforcement
record of the AAA with respect to its other marketing
agreements was not one to inspire confidence that they
would, or could, force compliance by any recalcitrant

22 This position was stated by S, Clay Williams in reply to a question by a
representative of the Consumers' Counsel in the course of the hearings on the
proposed marketing agreement for flue-cured tobaceo, Sept. 22, 1933,
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parties. In fact it may be that mutual confidence among
the contracting buyers—that each would live up to his
agreement—was a stronger incentive than any belief that
the AAA could force compliance through legal processes.
(3) Would the agreement be administered uniformly
throughout its life? Policies of the Administration were
not yet well established and it could not be known that
they would remain unchanged during the life of the agrec-
ment.  Different policies were favored by various groups
within the Admnistration, and these differences were
apparent at the time the carly tobacco agreements were
being considered.

As they were eventually accepted, these agreements
were operative only for the duration of the marketing sea-
son and hence the possible effects from any change in
their administration were minimized. Furthermore, the
buyers opposed any provisions which could be modified
while the agreement was in force. Their opposition to
any grant of discretionary power to an exccutive commit-
tee has been noted.  Similarly they opposed any provisions
which could be modified by the AAA. In the hearing on
the agreement for Burley tobacco they cven objected to
a provision authorizing the Secretary to cancel the agree-
ment in the event he found it was not serving to effec-
tuate the purposes of the act. They pointed out that such
cancellation during the marketing season might place at a
disadvantage any company which had fulfilled its obliga-
tions early in the scason with the expectation that com-
petitors would be required to do likewise. The fact that
this objection was voiced only a few days after the Chi-
cago milk agreement had been cancelled is of possible
significance.

The extent to which development of the agreements
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may have been aided by the closing of the markets and
by growers’ demonstrations of dissatisfaction cannot be
accurately estimated. Undoubtedly there was a powerful
local sentiment for immediate governmental action to
raise prices. Likewise, there seems to be little doubt that
conditions were created favoring a rapid and complete
sign-up of growers’ production contracts, and this sign-up
represented the principal basis upon which the AAA
urged buyers to enter the agreements. Whether or not
the companies were influcnced to accept the agrecments
because of thesec demonstrations, howcver, is more open
to questton, espectally since their final acceptance of the
flue-cured agreement was withheld unti] the markets had
been reopened. However, prices did increase immedi-
ately upon the rcopening of the markets, a fact which
may indicate that the market holiday had a significant
effect.

The closing of the markets was not without its cost to
producers. It was reported that some tenants, and land-
lords as well, found themselves unable to obtain cash to
meet their obligations, and made sales to speculators at
distress prices. Some growers also obtained loans from
warehousemen on stored tobacco. Many growers had pre-
pared tobacco for sale just prior to the closing of the mar-
kets, and under these circumstances the hot weather and
high humidity caused some deterioration. There are no
data available, however, as to how much loss producers
may have suffered as a result of the marker holiday.

THE AGREEMENT FOR THE CONNECTICUT VALLEY
SHADE-GROWN TYPES

The procedure adopted for Connecticut Valley shade-
grown tobacco has been quite different from that used for
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the other types. As has been noted, the production of
this tobacco is controlled by a small number of individuals
and companies, many of whom are also handlers. Virtu-
ally all growers in the area are members of the Connec-
ticut Valley Shade Growers Association, Inc., the organ-
ization which furnished most of the initiative in devel-
oping the plan and establishing it in operation.

Several shade growers participated in the early confer-
ences through which the 1933 cigar-leal program was
evolved. During these conferences, however, relatively
little attention was given specifically to the shade types.
These types constituted only 2 very small proportion of
total cigar-tobacco production, and prices were favorable
mn comparison with the filler and binder types for which
the situation was judged to be most critical. Further-
more, the peculiar conditions under which shade tobacco
is grown and marketed made it difficult to fit it into a
general reduction plan for the cigar types as a group.

During the last week in June representatives of packers,
dealers, and producers in the Connecticut Valley and
Georgia-Florida shade producing districts submitted to
the AAA a general plan for adjusting production and
ratsing prices of these types. This plan provided for: Al-
fotment of acreage to individual growers; grading in ac-
cordance with uniform standards; and permitting associa-
tions of packers and dealers to enter into marketing
agreements with the Secretary of Agriculture for the regu-
lation of trade practices. The New England group con-
tinued to adhere more or less closely to this frst proposal,
although the Georgia-Florida arca later adopted a modi-
fied production control plan. In August the New Eng-
land group filed a proposed agreement which incorpor-
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ated all features of the original plan and in addition pro-
vided for the establishment of minimum prices on pur-
chases and sales by members of the association, A public
hearing on the proposed agreement was held August 29,
1933. The most prominent objections voiced at this hear-
ing were directed at the sections dealing with trade prac-
tices, regulations of brokers, grading of all shade tobacco,
and the establishment of minimum prices. After revision
by the AAA, the agreement was signed by fourteen com-
panies said to represent more than g5 per cent of the
handlers of this tobacco, and was approved by the Secre-
tary on December g.

As finally accepted this agreement became effective on
December 11, 1933, and applies to all Connecticut Valley
shade-grown tobacco produced in 1933 and succeeding
years until terminated in the manner provided. Under
its terms a control committee is established to supervise the
operation of the agreement. This committee consists of
the executive committee of the Connecticut Valley Shade
Growers Association, Inc. and representatives of the con-
tracting handlers who are not members of the associa-
tion.”® Dutics and powers of the committee are prescribed
in some detail and all of its actions are subject to review
by the Secretary.

An acreage committee of five is created comprising two
members appointed by the control committee, two elected
by growers who are not parties to the agreement, and one
appointed by the other four. Subject to approval by the
Secretary, this committee is charged with the details per-
taining to the allotment of acreage to individual growers

24 Representation of non-members is in proportion to the number of pounds
of tobacco they handled during 1932,
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out of a total allotment determined by the Secretary. Ina
similar manner, the control committee allots to each
handler the number of acres he is entitled to handle. No
party i1s permitted to handle tobacco in excess of his quota,
or to handle the tobacco of any grower who has increased
his acreage of a crop or his production of a livestock
product (except for home consumption) covered by an
adjustment program of the AAA.

Minimum prices at which cach grade may be purchased
from growers may be established at any time by the Secre-
tary. Subject to his approval the control committee may
likewisc establish minimum prices at which each grade
will be sold by handlers, and may change these prices from
time to time.

All shade tobacco covered by the agreement must be
graded by a licensed grader in accordance with standard
federal grades. No tobacco shall be sold within four weeks
after being packed in final form. Among the other pro-
visions for regulation of trade practices under the agree-
ment are those providing for uniformity in sampling,
weighing, invoicing, and terms of sale. Brokerage rates
are to be approved by and registered with the control com-
mittee and must not be patd except to persons who are so
registered.  Requirements for audited reports by the con-
tracting partics to the control committee are specified in
detail.

Fourteen of the fifteen handlers in the industry became
parties to the agreement. In order to apply similar condi-
tions to the remaining handler a license for all handlers
was 1ssued by the Secretary on January 16 to become effec-
tive the following day. In effect this license requires that
all handlers observe the terms and conditions of the mar-
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keting agreement, whether they are parties to it or not.
Each licensee is required to contribute to the expenses of
the control committee in proportion to his acreage handled.

There remains the task of evaluating the contribution
of these agreements to the economic results of the tobacco
adjustment programs. Before such an evaluation can be
made, however, it is necessary to understand the new con-
ditions created by the direct control of production.



CHAPTER VI

PLANS FOR CONTROLLING TOBACCO
PRODUCTION

Efforts to limit market supplies and reduce carry-overs
by curtailing production constitute a principal part of the
program through which the AAA has been seeking to
attain its objectives with respect to tobacco. The general
character of these activitics, the predominant importance
attached to them, their relation to objectives, and their
co-ordination with other features of the program have been
discussed in Chapter IV. The general procedure for re-
ducing production through voluntary contracts with grow-
ers was first worked out for cigar tobacco, to which it was
applied in 1933. The same procedure was incorporated in
the plan next adopted for reducing fluecured production
in 1934 and later in the plans applied to other kinds of
tobacco.

Although all of the plans for reducing tobacco produc-
tion employ voluntary contracts with growers, cash pay-
ments out of proceeds from processing taxcs, and associated
devices authorized by the Adjustment Act, they differ con-
siderably in important features. Such differences result
from variations in the situations encountered with respect
to the different kinds of tobacco and from the addition of
certain new features in the later plans. Thus a comparison
of the several plans not only shows the adaptations made to
peculiar conditions in the different producing areas but also
illustrates the progressive development of the technique
for controlling tobacco production.

132
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In all of the plans three essential points are covered:
Bases are determined for participating producers, from
which the amounts of their reductions and the amounts
they are permitted to produce are computed; specified re-
ductions from those bases are required; and cash payments
to the growers are provided. The provisions covering these
steps in the procedures applied to the several kinds of
tobacco are discussed in the following sections,

DETERMINATION OF BASE

Considerable flexibility in the determination of bases was
provided under the plans in order to make them equitable
for producers in different individual situations. For ex-
ample, producers of cigar-leaf tobacco had made substan-
tial reductions in their acreage during the years immedi-
ately preceding inauguration of the AAA programs. These
adjustments had not been uniform, either for individual
farms within an arca or for the different districts. Hence,
if 1932 acreage or production had been taken as the
basis of the contracts, a producer who had grown less to-
bacco than usual in that year would have received a smaller
base than other growers whose usual acreages were the
same but who had not made curtailments in 1932. Under
these circumstances he would be restricted to the growing
of less tobacco and at the same time would receive a smaller
total payment than would other growers.

In order to take care of situations of this character, pro-
vision was made in the contracts offered to producers of
cigar filler and binder tobacco for the determination of the
“base tobacco acreages” from which reductions were to be
computed. The contracts provided three options for the
determination of these bases, each contracting grower
choosing the one to be used in his case. These were:
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1. Eighty per cent of the average acreage planted to to-
bacco on his farm in 1931 and 19332.

2. The entire acreage planted to tobacco on his farm in
1932, provided such acreage did not exceed the correspond-
Ing acreage in 1g3I.

3. The average acreage planted to tobacco on his farm in
1931 and 1932, provided the acreage was greater n 1932
than in 1931."

A producer who wished to retain as large an acreage of
tobacco as possible, and at the same time receive the largest
payment obtainable, would naturally choose the option
which would give him the largest base. Thus, if he had
reduced his acreage morc than 35 per cent from 1931 to
1932, he would elect to have his base determined by the first
mcthod. On the other hand, if he had reduced his acreage
by less than that amount, the second method would give
the largest base; while, if he had increased his acreage in
1932, he would obtain the maximum base by choosing the
third method.”

When the cigar-leaf plan was continued for 1934 all pro-
ducers who had participated in 1933 were given an oppor-
tunity to amend their contracts by signing an additional
form® This form was also made a part of the contract for
all growers of cigar filler and binder tobacco who signed in
1934 for the first time. One of the ways in which this
rider amended the original agreement was by adding two
more choices for the determination of the base as follows:

! Reasans for providing these choices were given in Imstruetions to Field
Workers for Sign-Uip Campaigns . . . (in cigar districts). AAA Form T-5, p. 4.

I was originally thought that some producers would find it advan-
tageous to choose a small hase. especially in those cases where profitable alierna-
tive crops had been found with which to replace tobacco. In practice, however,
there were very few instances where this occurred.

A Rider 4 to ke Atrached to Tobacco Aereage Reduction Contract, AAA
Forms T-go through T-93 (each number refers to a differeny district).
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1. Two-thirds of the tobacco acreage planted in 1931.

2. Fifty per cent of the acreage planted in 1930.

The cigar filler and binder contract placed no limit upon
production and sales from land which the grower was per-
mitted to plant to tobacco except that it prohibited attempts
to increase yields by adopting “unusual cultural practices”
or by applying fertilizer in excess of the amount used in
1932 Hence, it was unnecessary to determine any base
production.

Under the plans applied to tobacco other than cigar
leaf, however, each contract signer was allotted the quantity
of tobacco which he was permitted to market, as well as
the number of acres he could grow. In order to do this 1t
was necessary to determine production bases also, which
created a further problem in making the plans equitable
for all growers. For example, producers who obtained
abnormally low yields during the period from which the
base was established might be at a decided disadvantage as
compared with others who had unusually high or even
average yields in the same season. In order to avoid this
difficulty, a still wider range of choice was provided for the
determination of bases under contracts applied to tobacco
other than cigar leaf. In some instances, even after con-
tract forms were prepared and were being signed, addi-
tional choices were authorized by administrative rulings in
order to minimize inequities among producers because of
peculiar conditions encountered.

Because of the number of options offered in the plans
for the different kinds of tobacco, considerable space would
be required to review them all at this point. It is sufficient
for the purposes of this discussion if the foregoing descrip-
tion of the procedure with respect to cigar filler and binder

¢ Sec. 1 () of contract.
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tobacco has made clear the nature of the problem of de-
termining bases and has illustrated the character of the
choices offered to producers. For the reader who may be
interested in further details, the options offered under each
plan are given in outline form in Appendix D, page 282.

REDUCTIONS REQUIRED

While each of the plans for curtailing tobacco production
required participating growers to make certain reductions
from their bases, the manner in which this restriction was
imposed was not uniform in all the contracts. The amount
of such curtailment also varied between the different kinds
of tobacco, depending upon the Administration’s estimate
as to what would be appropriate in the given situation with
respect to prices and supplies on hand, and upon the
amount of money available for distribution as benefit pay-
ments. In some cases producers were allowed to choose
between two or more rates of reduction, but with corre-
sponding differences in their cash payments. In this man-
ner still further flexibility was introduced into the plans,
in addition to that already provided by the range of options
for determination of bases. Such flexibility was considered
to be desirable in order that the plans might be adapted to
the varied conditions encountered on different farms.

The cigar filler and binder contracts required cach signer
in 1933 to take out or keep out of production, 50 per cent
of his base acreage. This land was designated as “con-
tracted acreage” and its use was limited to the purposes
spectfied in the contract. The remaining 50 per cent of
the producer’s basc represented the number of acres of
tobacco he was allowed to grow. These contracts also
required the signer to maintain the same reduction in 1934
and 1935 if requested to do so by the Secretary, and in any
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case not to increase his acreage above 50 per cent of the base
by more than the amount authorized.

The privilege of extending the contracts through 1934
was cxercised in the manner provided, and the same rate
of reduction was continued. At the same time, however,
each grower who had complicd with the terms of his con-
tract in 1933 was given the opportunity to amend that con-
tract for 1934 by signing “Rider A,” and this form was
made a part of the contract for new signers. (Sce footnote
3, page 134.) Along with other provisions of this rider,
Section I{1) gave the contracting grower an opportunity to
choose between three rates of reduction—33 1/3 per cent,
50 per cent, and 100 per cent—with a corresponding adjust-
ment in his cash payments.

In the casc of Georgia-Florida shade tobacco no acreage
reduction was required in 1933, but growers were required
to leave unharvested an average of four stalk leaves per
plant and to limit their marketings to not more than g6o
pounds per acre. Under the revised contract used 1n this
area in 1934, 2 “tobacco acreage atlotment” was assigned to
each grower and he was required not to plant more than
his allotment.®  This allotment was determined as the full
amount of the base unless the base exceeded five acres, in
which casc it was to be two-thirds of the base, but not less
than five acres. Each producer was required to notify the
regional office by March 1 of the exact acreage he intended
to plant in 1934. If this acreage was less than his allotment,
the difference was then to be added pro rata to the allot-
ments for other farms covered by contracts,

The revised 1934 contract for this district, like the

5 The contract used in 1933 provided for continuation in 1934 at the option
of the Secretary. However, the procedure prescribed in the event of such con-
tinuation was incomplete and a new contract was used in 1934
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original, provided a limitation upon the number of pounds
to be sold by the farms under contract, The manner in
which this was applied, so as to minimize the penalty upon
efficient producers who secure high yields, constitutes one
of the most ingenious features to be found in any produc-
tion control plan. Each contracting grower was assigned
an “initial production allotment” in pounds, defined as
goo times his acreage allotment. If the total quantity har-
vested on all farms in 1934 did not exceed the total of these
allotments, then each producer could sell all that he pro-
duced regardless of the amount by which it might exceed
his individual production allotment. On the other hand,
if the total crop exceeded total allotments, each producer
whose individual crop exceeded his allotment was required
to withhold from market a portion of that excess and dis-
pose of it as dirccted by the Sccretary. The proportion of
the excess to be withheld was to be uniform for all pro-
ducers having such an excess and was to be calculated so
that total marketings would not exceed the total of all
allotments.”

Still a different method was followed with respect to
Puerto Rican tobacco. Under the contracts used there in
the 1933-34 crop season, growers agreed to harvest only one
crop from the acreage planted, whereas they usually har-
vest two and sometimes three crops. In 1934-35 each con-
tracting grower was given the option of reducing his acre-
age 25 per cent from his base and harvesting only one crop,
or reducing acreage 4o per cent and harvesting two crops.

An additional feature, which represented further evolu-

8Tt is apparent that 2 method of this kind could not be used for any product
involving a large number of contracts, since the computation of these excesses,
the determasation of withheldings to be required. and cther administrative pro-
cedure would be dmpossible in the limited time between harvesting and mar-
keting.
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tion of the technique for controlling production through
contracts with growers, was included in the plan for flue-
cured tobacco and in the other plans subsequently de-
veloped. This was the direct limitation of the number of
pounds to be marketed by cach producer under contract.
As in the preceding plans, the contracts used in connection
with these kinds of tobacco required each grower to keep
out of production a specified percentage of the base acreage.
Such land was rented to the Secretary and designated as
“rented acres.” The remaining portion of the base acreage
was specifically designated as the producer’s “tobacco acre-
age allotrent.” This was the acrcage the signer was author-
ized to plant to tobacco. In order to limit the quantity pro-
duced upon this acreage, however, each grower was
assigned a “tobacco production allotment,” which repre-
sented the number of pounds of tobacco he was entitled to
market. This was computed by taking the same percent-
age of the base production determined for that particular
farm as the acrcage allotment was of base acreage.

A uniform percentage rate of reduction was required
under each of the plans excepting that applied 1o Burley.
These were:

Fluecured .. ... . ... . ... ... ... 30
Firecured ... ... e .. 23
Dark aircured ... ... oL 30
Maryland ... ... .o 23

Burley producers were given the opportunity of choosing
between two rates of reduction in 1934: 350 per cent and
33 1/3 per cent respectively, but with appropriate differ-
ences in benefit payments.

It will be seen, therefore, that cach grower was required
not to plant more than his acreage allotment. Likewise the
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quaatity he could market was restricted, and any tobacco
he produced in excess of his production allotment was to
be disposed of in the manner prescribed by the Secretary.
However, the contracts provided that the initial allotments
could be adjusted at the discretion of the Secretary, de-
pending upon the prospective yield and demand conditions
for the crop. Although no changes were made in the
allotments, administrative rulings were issued during the
season which relaxed the restrictions somewhat for flue-
cured, Burley, dark aircured, and fire-cured.’

One of these rulings permitted a grower of fluecured
tobacco to plant more than his acreage allotment, provided
he did not exceed 8o per cent of his base acreage and pro-
vided he cither destroyed such excess or accepted a specified
reduction in the amount of his payments. It also allowed
the grower to market morc tobacco than his allotted pro-
duction, provided he did not exceed 8o per cent of his base
production and accepted corresponding adjustment in pay-
ments. The other ruling allowed producers of Burley to
market up to 1o per cent above their production allotment
and producers of dark air-cured and fire-cured to self not
more than 15 per cent in excess of their allotments. In
order to take advantage of this ruling, producers were also
required to accept smaller benchit payments. In ne case
were producers of these latter types permitted to grow more
than their allotted acreage, as was allowed in the case of
fluecured tobacco.

A special comment with respect to the Maryland plan is
necessary at this point. Although a 25 per cent reduction
was required on the farms under contract, it was never
contemplated by the AAA that any large number of grow-
ers would be permitted to sign up to make that reduction.

7 AAA Administrative Ruling No. 23, applying to flue-cured tobacco, and
No. 16, applying to Burley, fire-cured, and dark air-cured,



PRODUCTION CONTROL 141

Stocks of this type were relatively Jarge (see chart on page
70), and reports showed that a disproportionate part of
the accumulated stocks were of low grade. Although
prices for the higher grades were at satisfactory levels, it
was reported that only limited quantities of the poorer
grades were being sold, and that they were moving at
low prices. Also, the available information indicated that
certain farms and certain producers consistently produced
tobacco of poor quality.

The plan developed for this situation was designed to
secure a moderate curtailment of production by eliminat-
ing some of the poorest quality. This was to be accom-
plished by offering contracts comparable to those used for
the other kinds of tobacco but involving rates of payment
which would be attractive only to producers who ordinarily
produced relatively poor quality tobacco. In this manner
a substantial reduction in the production of low grades
would be secured, but the supply of higher grades would
be little affected. A definite limit was placed upon the
number of growers to be included in the plan by (1) draw-
ing up the contracts so that total payments required could
be estimated currently during the sign-up, and (2) closing
the sign-up when it was estimated that the total commit-
ments equaled the revenue available from the processing
tax on this tobacco. Thus in reality only limited reduc-
tion in the total production of Maryland tobacco was
sought.

In each contract for the different kinds of tobacco it was
stipulated that the Secretary or his authorized agent should
have the privilege of requiring the producer to maintain a
reduction in 1935, but with the provision thar such re-
quired reduction should not exceed a specified percentage
of the base.
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This discussion will not be extended to cover details of
each tobacco plan. The provisions relating to reductions
required and to the assignment of allotments to growers,
as they appear in all the contracts used thus far, are out-
lined in Appendix D, page 286.

PAYMENTS PROVIDED

In return for reducing their production, all growers who
signed contracts were to receive cash payments out of the
proceeds from processing taxes. Again, however, the terms
of the several contracts were by no means uniform as to
the manner of determining the amounts of payments.
However, two principles were followed in making pro-
vision for the payments under all of the plans excepting
that for the Georgia-Florida area. The first of these was
that growers who obtained high vields of good quality to-
bacco should be paid at a higher rate per acre of reduction
from their bases than should others who secured lower
yields or poorer quality. Thus part of the total payment
received by an individual producer was determined on the
basis of the market value of the tobacco he produced
either while the contract was in effect or in the preceding
vear. At the same time, part of cach producer’s payment
was determined at a specified rate per acre of land “con-
tracted” or “rented to the Secretary,” regardless of the value
of the tobacco ordinarily produced on that land. The
sccond principle followed was that a minimum should be
provided for that portion of the payment based upon the
value of tobacca produced, in order to provide a measure
of insurance against crop failure. This was accomplished
through specifying minimum rates or through providing
“deficiency payments” at specified amounts per pound of
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tobacco by which the grower’s sales fell short of his allot-
ment, or in some cases through a combination of the two.

Provision was made for two payments to growers of
cigar filler and binder tobacco who contracted to reduce
their acreage in 1933. The contract stipulated that the first
payment would be made to all growers whose contracts
were accepted by the AAA at a specihed rate per acre of
required reduction. This rate was uniform for all farms
in the same producing district and was calculated to be
approximately 2o per cent of the “fair exchange value” of
the tobacco produced on the average on an acre in that
district. Since the value of tobacco usually produced on
an acre differs materially among districts, the designation
of a separate rate of payment for each district was necessary.
This accounts for the use of separate contract forms.

The amount of the second payment provided under the
cigar filler and binder contracts was to be 40 per cent of
the average market value per acre of tobacco harvested by
the producer in 1933. This payment would vary from
farm to farm and would depend upon the yield and quality
of tobacco grown by the individual contract signer as well
as upon the level of prices in 1933. In no event, however,
was the second payment to be less than a minimum amount
per acre specified for cach district.  These minima were
determined so as to be approximately 6o per cent of the
first payment. The contract stipulated that this payment
would be made within 6o days after the presentation of
proof regarding the average market value of tobacco har-
vested and after proper certification that all terms of the
agreement had been fulfilled.  As specified in the contracts,
the per acre rates for first payments and minimum rates for
sccond payments were:
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Second
District First (Mtinimum)
New England ...................... $47 $28
Pennsylvania-New York ............. 24 15
Miami Valley ........ ... ... ..., 15 9
Wisconsin . ...................... .. 20 12

In the event the Secretary exercised his privilege of re-
quiring the contracting grower to limit his acreage in 1934
and 1935, the initial contract provided for two similar pay-
ments in each of those years. The amount of these pay-
ments would be determined by the Secretary, but the con-
tract required that the first should not be less than a speci-
fied amount and that the second should not be less than 30
per cent of the average market value per acre of tobacco
harvested on that farm in the corresponding year, with a
guaranteed minimum provided as in the case of 1933. Al-
though these were the minimum payments guaranteed by
the contracts, it was contemplated that higher rates might
be paid, either in the event that growers should be required
not to harvest any crops grown on land taken out of pro-
duction, or in the event that such payments proved to be
necessary in order to insure that growers who made reduc-
tions under the contracts would receive more money net
from their farms than they would have by staying out of
the program. Nevertheless, it was thought to be most
likely that the rates of payment would be lower in 1934 and
1035 than in 1933, probably about 25 per cent lower. This
was because the reductions for those years would be speci-
fied prior to planting time, and producers’ costs would be
smaller than in 1933 when some tobacco had to be plowed
up after it was planted.

When the plan was continued for 1934 it was decided
not to reduce the payments, partly because it was hoped to
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encourage additional growers to participate. In the formal
notice by which the Secretary exercised his privilege of con-
tinuing the contracts then in effect, the provisions for both
the first and second payments were announced as identical
with those of 1933, excepting that the specified minimum
rates for the second were increased somewhat.  The sia-
tion with respect to payments was further complicated in
1934, however, by the introduction of Rider A. It will be
recalled that growers who accepted this rider as an amend-
ment to their contracts and all producers who signed con-
tracts for the first time in 1934 were permitted to choose
between three rates of reduction from their bases. Regard-
less of which reduction was chosen, the rate of the first pay-
ment per acre of the contracted acreage remained the
same, but the percentage rate of the second payment
differed between options. If the producer elected to reduce
his acreage by one-third, then the rate of the second payment
was fixed at 35 per cent of his average per acre value of
tobacco harvested, instead of the 40 per cent which applied
if the previous year’s reduction was maintained. On the
other hand, if he selected the option of growing no tobacco
at all, this payment was established according to a schedule
of flat rates per acre. At the same time, Rider A provided
that contracting growers who had complied with all of the
terms of their contracts in 1933 could receive an additional
payment. Such growers who signed Rider A, and who had
divided their 1933 benefit payments with their tenants in
the manner required by that rider, became eligible for an
additional or “supplemental” first payment which was not
authorized for any new signers.

Growers of shade tobacco in the Georgia-Florida district
likewise received two payments in each year (1933 and
1934). The rate established for each of these individual
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payments was §30 per acre of tobacco grown under the
terms of the contracts.

Under the procedure applied to Puerto Rican tobacco, a
single payment was made to growers who complied with
their contracts covering the 1933-34 crops. This payment
equaled $10 per cuerda (r.or acre) in the case of tobacco
harvested by priming and $15 for tobacco harvested by
stalk cutting. For the 1934-35 scason, however, two pay-
ments were made.  These payments were substantially
similar in character to those which were made to domestic
producers of filler and binder tobacco, although of course
the rates were somewhat different.

The payments involved under the procedures applied to
cigar tobacco have been discussed in some detail because
the plan for the filler and binder types was the first one
worked out and because they illustrate the general prin-
ciples followed for all types. Comparison of the different
cigar-lcaf plans also illustrates the manner in which pay-
ments were adapted to different requirements with respect
to production reduction.

When plans were developed for application to the other
types of tobacco, the same general principle of making part
of the payment to each producer at a flat rate per acre of
required reduction and parc at a variable rate depending
upon the yield and quality of tobacco produced on the par-
ticular farm was followed as in the case of the aigar filler
and binder types. In these succeeding plans, however, the
schedules of payments were quite different. These differ-
ences may be shown by indicating very bricfly the character
of payments provided, thus bringing out the adaptations
made to the different situations encountered and the refine-
ments in the technique which were added in the later plans,
but without elaborating their details.
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Growers of ue-cured tobacco recetved four types of pay-
ments in 1934 under the terms of the contract used in con-
nection with that plan, although one of these was made on
tobacco sold in 1933. The first was at a specified
rate ($17.50) per acre of required reduction (“rented
acreage”) and was designated as a “rental payment.” This
payment is comparable to the first payment under the cigar
filler and binder plan. The next was called the “adjust-
ment payment” and was based upon the market value of the
tobacco grown on the individual farm in 1934, in this re-
spect being similar to the “second payment” provided
under the plan for cigar filler and binder tobacco. An addi-
tional feature was added, however, in that the percentage
used in determining this payment was increased for pro-
ducers whose base acreage was less than four acres. Thus,
the adjustment payment made to small growers was greater,
relative to the value of their crop, than it was for farms
having a base acreage of four acres or more. This, it was
thought, would offset the greater disadvantages of curtail-
ing acreage on such small farms.®

The third type of payment was provided as a part of the
adjustment payment and was made only in the event that
1934 production on the particular farm was less than the
initial production allotment. In such an event the pro-
ducer would receive 2 cents per pound for each pound by
which his 1934 crop fell short of his allotment. This type
of payment has come to be known as a “deficiency pay-
ment.”

The fourth type of payment was made to growers who
had sold all or part of their 1933 crop during the early part

8 An illustration of this type of disadvantage is provided by the problem of
utilizing curing bartis, No more firing s required when a barn is flled to
capacity than when it is half full, and reduction below four acres would ordi-
sanily result in a crop two small to use one barn to capacity.



148 TOBACCO UNDER THE AAA

of the marketing season and hence had not benefited from
the price increases which occurred subsequent to the
time when the plan was undertaken. Such growers who
signed contracts for 1934 received a “price equalizing pay-
ment.” This payment was made at the rate of 20 per cent
of the net proceeds from tobacco sold prior to the closing
of the markets; and 10 per cent of the proceeds from sales
between September 25, when the markets reopened, and
the date when it was judged that prices were reflecting
nearly the full effects of the program. Although they were
made only to growers who contracted ta curtail acreage and
production in 1934 and hence were part of the payment in
return for that reduction, these payments were really
made for the purpose of equalizing growers’ returns on
the 1933 crop. In the case of no other kind of tobacco
was any substantial part of the 1933 crop sold before the
1934 production plan was inaugurated. Therefore, price
equalizing payments were employed only in connection
with the plan for flue-cured tobacco and there only in the
one year.

The plans applied to Burley, firecured, and dark air-
cured tobaccos cach provided for four types of cash pay-
ments to growers. The character of these payments was the
same for each kind of tobacco, although the rates varied.
The payments provided were as follows: “Rental pay-
ments” at flat rates per acre of required reduction; first
adjustment payments” based upon the value of tobacco pro-
duced on each particular farm in 1933; “second adjustment
payments” based upon comparable values for 1934; and,
finally, “deficicncy payments” at specified rates per pound
for each pound by which the individual grower’s actual
production fell short of the amount he was entitled to pro-
duce under the terms of his contract. The first adjustment
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payment was determined from the value of tobacco pro-
duced in 1933, since it was deemed to be desirable to make
this payment early in the season before the value of the
1934 crop would be known but still to have it based upon
the value of product for the particular farm. The deficiency
payments were comparable to those made under the plan
for flue-cured tobacco.

For the reader who is interested, details regarding the
payments provided for the different kinds of tobacco,
are given in Appendix D, page 291, together with the
modifications made by administrative rulings or by amend-
ments to the contracts.

SUPPLEMENTARY PROVISIONS OF THE CONTRACTS

Besides the central provisions covering the determination
of bases, spccification of reductions, and stipulation of pay-
ments to producers, all of the contracts contained various
supplementary provisions. While the wording was not
the same in all cases, the content of these provisions is sub-
stantially similar for all the plans, and they may be sum-
marized collectively.

Each contract required that all land taken out, or kept
out, of tobacco production should be tillable and suitable
for tobacco and should not include waste, gullied, or croded
land. Furthermore, the use of such acreage was limited
by the provisions of the contracts. In all of the plans the
original requirement has been that one-half of this acreage
on cach farm be kept idle or planted only to soil improve-
ment crops. Use of the remainder is restricted to the grow-
ing of food crops for home consumption or for growing
feed crops for the production of livestock or livestock
products to be consumed on the farm.?

® By successive administrative rulings permitting the use of coptractcd or
rented acreage in drought areas for feed-crop production and relaxing the re-
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In order to prevent any expansion of other farm enter-
prises as a result of the curtailment in tobacco production,
the contracts typically provide that the total acreage planted
to crops on the particular farm, plus the acreage rented to
the Secretary, must not exceed the total crop acreage in 1932
or 1933. The total acreage planted to other crops desig-
nated as basic in the Adjustment Act is likewise limited in
the same manner, except as it may be modified by other
contracts covering those crops, A similar restriction is
placed upon the number of any kind of livestock desig-
nated as basic under the act.

While contracts for tobacco other than cigar leaf allotted
to cach producer the number of pounds he could market
as well as the acreage he could plant to tobacco, it was
recognized that high yields might result in 2 production
greater than this production allotment, even though plant-
ings werc kept within the limits required. In such cases
the contracts specifically required that the excess over the
allotment should be disposed of as the Sccretary might
direct, It has been noted that by Administrative Ruling
No. 23 and No. 36 growers were permitted to market a por-
tion of such excesses for all tobaccos excepting Maryland.

Other provisions of the contracts prohibit growers from
selling tobacco plants to, or permitting the use of their
curing barns by, others who are not subject to similar re-
duction contracts. Likewisc each contracting producer is re-
quired to cover any other farm owned or operated by him
with a similar contract if tobacco is grown.™

striction on the production of hivestock, these provisions were made largely
inopcrative 10 1634.

¥ Twe miner exceptions to this provision are permitted by Administrative
Ruling Na. 21, These apply in situatians (1) where farms are leased for 1934
only, and {1) where the farmer has full ownership of one farm and part
interest in ancther.,
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For the protection of tenants the contracts prohibit pro-
ducers from reducing the number of their tenants or share-
croppers below the number they had in 1933, The distri-
bution of adjustment payments (including deficiency and
price equalizing payments, but not rental payments)
among tenants and croppers is also required.”

Each contract was so drawn that when filled out and
signed by the grower it constituted an offer on his part to
enter into a contract under the terms prescribed. This offer
was checked for accuracy and, if necessary, adjustments
were made in the data submitted by the grower. Bases,
allotments, and acreage to be kept out of production were
computed from these data and, if adjustments were made,
the contract was returned to the producer for his approval
of such corrections. Following that approval, acceptance
of the offer by the Secrctary of Agriculture caused it to be-
come a contract between the producer and the Secretary.

As a result of pressure to get a program for flue-cured
tobacco under way and to open the markets as quickly as
possible, it was decided to sign up the growers on a pre-
liminary agreement which pledged them to participate in
the plan for reducing production when its details were
worked out. This sign-up furnished the basis for negotia-
tion of the marketing agreement, without waiting until
final contract forms could be prepared.”* Aside from its

11 No provisions relating te landlord-tenant relationships were included in
the initial contracts for cigar filler and binder tobacco, Such a requirement
was included in all the other plans, however, and was added 1o the cigar plan
in 1934 by the provisions of Rider A, One purpose of the supplemental first pay-
ment provided by that rider was to influence producers to accept this require-
ment.

12 The essential language of this agreement was as follows: “The under-
signed will, when it is presentzd to him by or on behalf of the Secretary of
Agriculture, sign a formal agreement with the Secretary of Agriculture by which
the undersigned will agree to reduce his production on his farm of flue-cured
tobacco for the years rg34 and 1935 in such amount as the Secretary, in his
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effect upon the manner in which the sign-up was con-
ducted, this use of a preliminary agreement made no signi-
ficant alteration in the general procedure.

discretion, may designate for each such year, provided that in no event shall
the required reduction during any year be more than 30 per cent of the average
production of his farm dunng the years 1931, 1932, and 1933; such reduction
shatt be based on acreage and/or poundage; and the consideration for such
reduction shall be the payinent to the undersigned by the Secretary of rental
and /or beneht payments in such amount, and at such times as the Secretary
may determine.”



CHAPTER VII
OPERATION OF THE PRODUCTION PLANS

Once the detailed features of the several production plans
were worked out, there remained in each case the task of
securing growers' co-operation and working out the numer-
ous administrative details. Actually this problem differed
for the different kinds of tobacco as well as for the different.
areas, so that some variations in administrative procedure
resulted. For the most part, however, these variations
were of minor rather than major importance. While
this phase of the experience contributed numerous trouble-
some problems, those problems have not been insurmount-
able and in the aggregate have not greatly limited the suc-
cess of the program as a whole. Furthermore, they have
not differed greatly from the difficulties encountered by
the AAA in connection with its other production programs,
sitch as those for cotton and wheat. For these reasons a de-
tatled discussion of the procedures by which tobacco grow-
ers were signed up and the manner in which the operation
of the respective plans was supervised is unnccessary.' In-
stead it will suffice for the purposes of this analysis to indi-
cate the general procedures followed, the major problems
which arose, and the manner in which they were met.

SECURING THE CO-OPERATION OF GROWERS

In order to establish the different tobacco plans in opera-
tion it was necessary to inform growers regarding the con-

1 The reader who is especially interested in this matter is referred 1o other
publications of The Brookings Institution pertaining to this same general study,
(See list of publications in final pages of this baok.)

153
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templated procedure and to enlist their co-operation by
signing them up on the respective contracts. Typically, this
phase of the work involved a campaign to sign up as high
a proportion of the growers of the particular kind of to-
bacco as was possible.® This represented the stage in the
development of each plan at which the scene of operations
shifted from Washington to the producing districts.

The first step involved in securing growers’ co-operation
was the dissemination of information regarding the pro-
jected plan and its expected effects. Ordinanily this in-
cluded: The announcement of details regarding the plan;
publication of news articles throughout the areas; radio
talks by members of the AAA; district, county, and local
meetings; distribution of leaflets, forms, and other explana-
tory material; and in some cases, a canvass of individual
growers by local committeemen.

When the first plan for the filler and binder types of cigar
tobacco was formulated, a general schedule for the sign-up
campaign was worked out which was followed fairly
closely, although minor modifications were made in the
different districts. In essence the procedure followed in
each district was: (1) A representative of the Tobacco Sec-
tion was assigned to each district and a committee was
selected to work with him.* (2) The district agent called
together county agents* and this committee for a meeting

2 The plans for Marvland tobacco constituted an exception to this statement
(see pp. 140-41),

3 For the mnst part members of these commiitees were nominated by those
who represented the different areas in the conferences where the plans were
formulated. They were appeinted by the AAA, usually after some inquiry re-
garding their status in the area. The so-called representatives of the Tobacco
Section wcere not necessarily regular AAA employees. In some instances a
member of the stafl of a state agricultural college was employed as this repre-
sentative during the period of the sign-up.

4 Many countics had not previeusly empleyed county agents. In those in-
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to tell them about the plan and with their aid selected
growers to act as local advisors. (3) Each county agent
called together his advisors, explained the plan to them,
and appointed three to five of them as a county committee.
In some counties the agents appointed these committeemen
only after they had been selected by an informal votc of
the growers. (4) Local meetings were held where the
plan was explained to growers by county agents and mem-
bers of the regional and county committees, (5) Local
offices were established where county agents or other exten-
sion workers and county or local committeemen served as
field assistants to help growers fill out their contracts and
to receive the signed forms. (6} In some instances com-
mitteemen canvassed growers who did not come to the
focal offices to sign up.

The campaigns to sign up growers in the Southern to-
bacco arcas were conducted under different circumstances
from those which were encountered in the cigar districts.
The conditions which had resulted in the closing of the
flue-cured markets encouraged a rapid sign-up in that area.
Before the details of the plan were worked out, meetings
had been held and plans made for conducting the sign-up.
When the forms were ready, it became a matter of public
concern throughout the region that producers sign as
quickly as possible. In South Carolina the Governor de-
clared a two-day business holiday so that all citizens would
be released from their regular duties in order to assist in
signing up the tobacco growers.

stances emergency agents were emploved by the AAA for the purpose of carrving
an the educational sign-up and compliance work connected with AAA programs,
Most of these emergency agents in tobacco producing counties have since been
made counts agents vnder the regular Extension orgamization, A substantial part
of the expense in employing these agents has been met by the Extension Service
out of funds made avatlable for that purpose by the AAA.
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While the pressure was not so great in the other regions
where the succeeding plans were offered, nevertheless each
was looked upon as furnishing the one opportunity for
higher prices on the 1933 crop. Once the fluecured mar-
kets were reopened at a much higher level of prices fol-
lowing completion of the sign-up and negotiation of the
marketing agreement, farm lcaders in other arcas became
convinced that a similar program would benefit their
growers. Consequently there was no lack of local assist-
ance 1n enrolling producers in these areas,

So far as the AAA was concerned the plans for reducing
production of the various tobaccos appear to have been
offered purely on the basis of their financial advantage to
the individual grower. It was pointed out that curtailment
of production would tend to reduce the excessive stocks
which were depressing prices and would result in benefit to
all growers. But individuals were not asked to participate
merely on the ground that reduction would bencfit the
industry. Instead they were told quite frankly that the
program would be administered so as to insure a larger net
return for producers who signed contracts than they would
receive if they did not participate. This attitude is admira-
bly summed up in the “statement of policy” which was
printed and distributed with respect to several of the plans:

Tt is the policy of the Agricultural Adjustment Administration to
offer cigar-tobacco growers a program that will enable those who
accept it to recetve more net from their farms than they would re-
ceive if they did not accept it. That is the policy this year and
will continue to be the policy in 1934 and 193, if 1t appears advisa-
ble to restrict acreage during those years. The powers granted
under the Agricultural Adjustment Act will be used effectively in
carrying out this policy.

Thus the opportunity was to be offered to each grower as
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a business proposition. It was for him to determine whether
or not the various benefits he would receive, including the
cash payments, would offset the disadvantages. Still,
when it becamc a matter of community concern that
growers sign up promptly so that the markets could be
reopened under the terms of a marketing agreement, as it
did in the fluc-cured areas, it is probable that more pressure
was used in influencing growers to participate. To what-
cver extent this may have been true, however, it appears
that the pressure developed locally and was not sponsored
by the AAA.

One other factor appears to have had a significant 1n-
fluence upon the sign-up obtained in Southern tobacco pro-
ducing areas. This was the appearance of the move 10 tax
tobacco not produced under contract, which resulted in the
passage of the Kerr-Smith Act. The drive for this legisla-
tion began while campaigns were under way in some areas,
and the prospect for its ultimate enactment doubtless caused
some producers to sign who would not otherwise have
participated, or to accept adjustments in their contracts.
Furthermore, Section 14 of this act directed the Secretary
“not to refuse on the ground of lateness any offer by a
tobacco producer to become a contracting producer, if such
offer is filed with the Secrctary of Agriculture within 30
days after the date of the enactment of this act.” Under
these circumstances sign-ups were reopencd in all areas
affected and a number of additional contracts were received
after the Kerr-Smith Act was approved. This number was
not especially large, however, and it appears that most pro-
ducers participated for reasons other than the stimulus
afforded by the projected tax.

The extent to which growers participated in the plans
may be summarized bricfly for the different kinds of to-
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bacco. Almost 18,000 producers of cigar filler and binder
tobacco in the continental United States participated in the
plan offered them in 1933. This is estimated to have been
roughly threefourths of those who were eligible. When
account is taken of the fact that this was the first tobacco
plan offered, that planting was well under way when the
campaign was conducted, and that some growers had at
least prepared their land if not actually planted the tobacco
for a larger acreage than they could grow if they signed
contracts, this appears to have been a reasonably successful
campaign.

CoxtrAcTs 1N Princiral Cicar FILLER AND BinpER DISTRICTS,
1933 Axp 19342

Amended New
District 1933 by Rider A Contracts Total
in 1934 in 1934 in 1934

New England. ... .. .. 1,345 1,074 1,914 3,259
Pennsylvania-New
York,........ ..., 3,976 3,493 1,095 5,071
Miami Valley........ 4,764 2,966 301 5,065
Wisconsin. .. ........ 7. 583 6,499 1,649 0 232
Total............ 17, 668 11,032 4,059 22,627

o [duta compiled by the Tobacco Section, AAA. Does not include contracts
in Georgia-Florida or Puerto Rico.

It has been noted that, when the cigar program was con-
tinued in 1934, producers who had participated in 1933
were offered additional payments if they amended their
contracts by signing Rider A. Just over 14,000 growers
availed themselves of this privilege, the others continuing
their former contracts without amendment. At the same
time practically 5,000 growers signed up who had not par-
tictpated in 1933. As a result, it is estimated that at least
90 per cent of the eligible farms in the cigar areas were
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under contract in 1934. The table on page 158 shows the
number of contracts in effect in 1933, the number of these
which were amended by Rider A in 1934, the new contracts
obtained in 1934, and the total number of contracts in effect
in 1934 for the four filler and binder areas.

The number of contracts in effect does not of course meas.-
ure at all accurately the extent to which tobacco production

Topacco ACREAGE UKDER CONTRACT IN 1934 a

Aggregate Base Acreage
, Number of
Kind Contracts in Percentage of
Effect Number of | Av. Acreage
Acres of All Growers
1931-33
Flue-cured. ......... ... 111,025 971,433 07 .0
Burley.....coceveenenoay. 109, 424 430, 290 §0.8
Dark air-cured............ 10,078 44,524 76.0
Fire-cured, ..., ... ... ... 23,749 158,445 83.6
Maryland............ ... 702 7,139 z20.0
Cigar filler and binder.. . ... 22, 663 132,762 go.7b
Total, ... iult. 278,541 1,744,613 gr.6

2 [ata from the Tobacco Section, AAA.

b Based or 1931-32 two-year average cigar-leaf acreage.
has been brought under the plans, because of the variation
in the size of farms operated by different producers. A more
satisfactory basis for comparing the sign-ups secured for
the principal kinds of tobacco is the proportion of acreage
customarily engaged in tobacco production which 1s under
contract. For this reason the extent of participation in the
separate plans is summarized in the table on this page by
showing the numbers of contracts in effect in 1934, the
total base acreages under these contracts, and the percent-
ages which these acreages represent of the average acre-
ages grown in the three years 1931 to 1933.
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As would be expected from the conditions under which
the plan was inaugurated, the highest percentage sign-up
was obtained in the flue-cured area. Aside from cigar leaf,
which has been discussed, the next largest percentage was
secured under the Burley plan. It will be recalled that
Burley growers were enrolled under conditions somewhat
similar to those in the fluc-cured area, although grower un-
rest attributable to the impending low prices was not so
extreme. None the less, these conditions favored a rapid
and complete sign-up of growers.

Somewhat smaller percentage sign-ups were obtained in
the dark air-cured and firecured districts.  Even in these
cases, however, the factors which have been mentioned
appear to have added a considerable stimulus for growers
to participate in the plans.

With respect to the Maryland plan it will be remembered
that only a limited sign-up was sought, since the plan was
intended to reduce production on only a limited number
of farms which were believed to produce tobacco of rela-
tively poor quality.

ADMINISTRATIVE ORGANIZATION

Programs and policies for administering the Agricul-
tural Adjustment Act with respect to tobacco, and for car-
rying out the provisions of the Kerr-Smith Act, are formu-
lated by the Tobacco Section. In this work the Section is
responsible directly to the central administrative offices of
the AAA, which in turn receive their authority from the
Secretary of Agriculture. When plans are being formu-
lated, the Section consults with regional advisory com-
mittees selected from among the growers of the types of
tobacco to be affected. Originally, these committees were
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selected upon the basis of recommendations by growers
and state extension services.

During the periods while initial plans were being formu-
lated, representative research and extension workers from
the states in which the principal producing areas are
located were invited to Washington to consult with the
Tobacco Section and the respective advisory committees.
Frequently some of these state workers remained in Wash-
ington for several weeks to help work out details after a
general plan had been decided upon. In this manner they
advised and assisted the staff of the Tobacco Section while
plans were being worked out.

Administration of the tobacco program in the field is
supervised by the Tobacco Section but is handled almost
entirely through the state extension services. In most cases
an office has been established to head up the work in the
state, with a “state tobacco agent” in charge. Ordinarily
this agent is the extension director or some member of
the extension staff designated by him. ‘Within each county
the program is administered through the county agent’s
officc. Under this set-up, both the state agents and county
agents are considered to be direct representatives of the
AAA. :

A system of grower committees supplements the Exten-
sion Service in administering the several tobacco plans,
especially within the counties. A state committee ordi-
narily is selected by each state agent and serves in an ad-
visory capacity to the state office in much the same manner
that the regional committees already referred to advise the
Tobacco Section. County committees likewise advise the
county offices, but to a degree they also share the responsi-
bility for administering the plans in their respective
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counties. Fowever, there has been some variation in the
relative responsibility assumed by the county agents on
the one hand and the county committees on the other.”
Also, these cornmittees have not been chosen in a umform
manner in all counties. In general, county committees in
the cigar filler and binder districts and in the fue-cured
tobacco producing region were appointed by the respective
county agents. [n some instances these appointments were
made upon the recommendation of local committeemen
sclected by the growers themselves.

Under the succeeding plans adopted for Burley, dark air-
cured, fire-cured, and Maryland tobaccos, an attempt has
been made to provide for local administration of an even
more democratic character, by establishing county produc-
tion control associations similar to those employed under
several other commodity programs of the AAA.® These
associations for the most part work with the county agent
through county control committees elected by the direc-
tors of the association from their own number. These
control committees take the place of the appointed com-
mittees provided under the plans for cigar and flue-cured
tobaccos.

Each tobacco production control association has as its

“To some extent the degree of responsibality assigned to these committees
has depended upen the policies of the extension services in the several states; 1o
some extent upon the attitudes of the respective committees themselves. In
some counties the committees have been largely sesponsible for the program,
cither because of their own initiative or because the courry agents have en-
couraged them to administer the work so far as possible, In other cases the
commniittees have operated virtuzlly under the direction of the county agents.
On the whnle, it appears that grower committees, whether selected by the
administrators of the program or elected by the growers themselves, have been
responstble {or the supervision of the several tobacco plans to a lesser degree
than in the case of any other commaodity program of the AAA.,

4 Praduction control associations are employed in the programs for corn and
haps, wheat, and cotton,
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membership those growers within the county who signed
contracts. The associations are not incorporated, and
operate only under the supervision and direction of the
Tobacco Section, with the approval of and in behalf of the
Secretary of Agriculture. As set forth in their articles of
association, they are established “to co-operate with the
Secretary of Agriculture in making effective the provisions
of the Agricultural Adjustment Act. .. in their application
to tobacco and for no other purpose, except as may be pre-
scribed by the Secretary of Agriculture.” ¥ The character
of this function will be clear from the discussion in suc-
ceeding sections covering the various phases of administer-
ing the plans.

A distinctive feature of the plans employing control asso-
ciations is that all local administrative expenses are in-
curred by the association and are deducted from the cash
payments made to growers. Fach contract provides that a
pro rata share of these expenses for the county is to be de-
ducted from one of the later payments in each ycar and
paid to the treasurer of the association. Thus growers in
effect pay all expenses incurred by the association out of
the money they receive as benefit payments and they are
naturally interested in having these expenses kept at a
minimum. This arrangement is in direct contrast to that
under the plans for the cigar and flue-cured areas, where all
local administrative expenses are paid directly by the
AAA. These expenditures are made out of funds which
would otherwise be available for benefit payments, how-
ever, so that in practice it makes little difference to the
grower which method is used.

7 The articles of association for county tobacco production control associations
and the administrative rulings governing their organization and operation arc
reproduced in Appendix E, pp. 301-13.
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CHECKING BASE ACREAGE AND PRODUCTION

It has been noted that under the plans used the reduction
to be made, the size of allotments, and the amounts of the
cash payments were calculated from a base determined in
the contract. Although a variety of optional methods was
provided for the determination of these bases, each involved
the use of data regarding acreage or production on the
individual farm in some earlier period. Accordingly, each
producer was required to supply such data at the time he
signed. Since it was obviously to the advantage of any
individual producer to overstate these figures in order to
secure a larger base, it was necessary to check the data sub-
mitted with all contracts and, if necessary, adjust the grow-
ers' figures so as to eliminate overstatement. As with
several other AAA commodity programs, this proved to be
one of the very troublesome problems encountered.

A large part of the work involved in eliminating in-
accuracies in the contracts was done by county and local
committees under all of the tobacco plans. Thus under the
plan applied to cigar filler and binder tobacco in 1933, the
county committees reviewed all the contracts immediately
after the sign-up was effected to determine whether or not
they could be certified as eligible for acceptance by the
AAA. This review included an examinatton of the sup-
porting evidence offered by growers to prove the accuracy
of their statements relative to acreage in the base years,
consideration of reliability of these figures in the light of
the committee’s knowledge of conditions in the locality,
and the actual measurement of a large number of fields by
field assistants in order to check the staternents of growers.
In all of this work the local advisors were called on to aid
the committee because of their greater knowledge of con-
ditions in their particular locality. After certifications by
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the county committees, contracts were forwarded to the
regional office and thence to the Tobacco Section.

A more difficult problem was presented in the case of
the plans for the tobaccos other than cigar leaf, because in
those cases it was necessary to check production as well as
acreage figures. The general procedure followed in these
areas was: (1) To establish official estimates of acreage and
productjon of the particular kind of tabacco involved dur-
ing each of the base years for each county; (2) to procure
estimates of acreage and production by non-signers in each
county, usually through a survey intended to cover all
growers who did not sign; (3) to require the county
offices to adjust contract figures to a point where they
would not exceed the official figures less the acreage and
production estimated for non-signers in the county.

The official figures were established by the Tobacco Sec-
tion assisted by state statisticians and the Division of Crop
and Livestock Estimates of the United States Department
of Agriculture. The bases from which these figures were
determined included: (1) The available crop estimates;
(2) census figures for the years 1919, 1924, and 1929; (3)
figures submitted by growers in their contracts and figures
obtained from surveys of non-signers; and (4) measure-
ments of fields on a considerable number of farms in most
counties.”

The state offices were responsible for seeing that total

8 The state figures to which contracts were adjusted were mainly the pre-
liminary estimates supplied by the Division of Crop and Livestock Estimates,
adjusted in those instances where the other available infarmation indicated
that they did not accurately reflect production shifts during the bhase years.
These data are generally admitted to be less reliable when braken down by
counties; hence there was more variation in the manner in which county hgures
were determined. County prodiction figures were determined by multiplying
the approved acreages by a vield calculated from census, ctop estimate, and
contract data.
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acreage and production figures for contracts approved
within each county did not exceed the official estimates less
the estimates for non-signers. Responsibility for checking
the reliability of each grower’s figures and making the re-
quired adjustments rested largely upon the county com-
mittees. The manner in which these committees were
authorized ta adjust contract figures in order to reduce
overstatement is well illustrated by the following extract
from instructions given the county committees in North
Carolina:

In general, you may follow two methods in obtaining a reduc-
tion in estimates. First you may distribute the necessary total re-
duction between individual contracts as you think advisable in
order to eliminate the over-run for your county, Farmers can then
be informed of the reduction and advised that unless they sub-
stantiate their estimate with the acceptable documentary evidence,
they must agree to the reduction you ask or their contract cannot
be accepted. If, after these individual adjustments have been made,
the county totals are above the olficial totals, a pro rata ¢ut may
be made on all contracts that are not substantiated by acceptable
documentary evidence. This pro rata cut will be much smaller
than it woeuld have been had no individual adjustments been
made. Further, where committeemen are certain that an ade-
quate and full reduction has been made by a producer, the forms
used in making the adjustment may be marked “acceptable docu-
mentary evidence,” approved by the local committee and by the
chairman of the county committee, and the contract will not be
subjected to further pro rata cut.

The second method of adjustment, that of a pro rata cut for the
county, is simpler from your standpoint, but it may be entirely
unfair to producers who have submitted accurate figures. In the
event that the county agent and county committce feel, however,
that all producers have submitted estimates that are equally accu-
rate or inaccurate, the county committee may inform the state
office by letter that they prefer to give producers in that county the
pro rata cut rather than to awtempt individual adjustments. At
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the same time, each producer should be notified that the estimates
on his contract will be cut pro rata along with estimates of other
producers in the county unless acceptable documentary evidence
is offered in support of his estimates within a specified time from
the date the notice is mailed. A list of all producers supplying
acceptable cvidence should be prepared at the end of the week and
forwarded to the state office at Raleigh. The cuts will then be ap-
plied at Raleigh and the contracts will be forwarded to Washing-
ton for payment.

Producers should be urged to submit evidence whenever possible
and to help you in making adjustments. It may be well to notify
each producer that lists showing the name of each grower and the
estirnates of acreage and production submitted are open for inspec-
tion and that any reports as to overstatement of estimates will be
considered as confidential and investigated by the county com-
mittee.

It is not feasible to attempt an estimate, from the data
available, of the absolute amount of overstatement which
occurred in all of the tobacco areas, In the cigar filler and
binder districts, where growers had an opportunity ta be-
come reasonably well acquainted with the provisions of
the contracts before signing, and where county and local
committecs had time to measure fields and otherwise
check the figures submitted by growers, it is doubtful if
the overstatements were of much significance. In at least
one of these districts there appears to have been no over-
statement for the area as a2 whole.

Significant overstatements did occur in all of the other
areas. Data furnished by the various state offices showed
numerous instances where the county total of the original
contract figures exceeded the approved quotas by very con-
siderable margins.” Part of this overstatement probably

®In general production tended to be overstated by a larger percentage than
did acreage. For example, a tabulation prepared by one state office showed over-
runs in the total acreage reported by all growers in that state who had signed
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was unintentional on the part of growers. Tobacco fields
are typically very small and frequently irregular in shape.
Under such circumstances estimates may well be grossly
inaccurate. There seems to be less basis, however, for the
larger overstatetnent of production which occurred. Al-
though few growers keep farm records, and sales slips had
been lost in many cases, at the time of marketing each
grower must have known the quantity of tobacco which
he sold. In fact, there seems no escape from the conclusion
that overstatement was intended by a large number of
growers, Some deliberately padded their acreage and
production figures in order to obtain the financial benefits
which would accrue from having a larger base. Part of
the over-run which appeared when contracts were sub-
mitted to the state offices may have resulted from a tend-
ency on the part of local committeemen to help neighbors
who had obtained low yiclds during one or more of the
base years. In a few cases where a county had very short
crops inn one of the years, committeemen appear to have
felt that growers could rightfuilly claim intended acreage
and production for that year.

The amount of overstatement varied considerably with
the procedure followed in conducting the sign-up and in
checking the contracts. There was also considerable varia-
tion in the extent to which adequate data could be obtained
to substantiate growers’ figures. In some counties, avail-
able warchouse records and the measurement of fields
furnished complete evidence for a majority of growers.

The greatest overstatement occurred for fluecured to-
bacco. In this case it appears that the rapidity with which

contracts up to Jan, 15, 1934 of 15 per cent for 1g31 and 1932 and 8 per cent
for 1¢33. The over-run in production as reported by those same contracts was
30 per cent for 1931, 40 per cent for 1932, and 6 per cent for 1933.
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the preliminary signup was conducted was partly re-
sponsible. Although another complete sign-up was under-
taken when the final contract forms were available, and
data from the preliminary agreement were not used, many
growers cntered the same estimates a second time.

By the procedures which have been described contract
figures were adjusted to the approved figures for each
county, It is by no means certain, however, that over-
run was completely eliminated in the process, Several
possible reasons may be mentioned for such a situation. In
the first place the official estimates to which the contract
figures were adjusted were admittedly less satisfactory than
could be desired. Although the best that could be obtained
under the circumstances, it is probable that they overstate
acreage and production during the base peried for somc
counties or localities, Seccondly, checking contract data
against approved county totals involved estimates of acre-
age and production not under contract.  While surveys
were made 1n most areas to determine this information,
these surveys were necessarily hastily made by county
agents and committeemen who were already very busy. As
a result, complete lists of non-signers with accurate infor-
mation regarding their acreage and production during the
base period were obtained for very few counties. To the
extent that thesc were under-estimated, contract data could
be overstated without appearing as over-run in comparison
with the official figures. Finally, in some counties it was
not possible to eliminate the over-run by correcting indi-
vidual contracts and consequently flat cuts were made. To
the extent that growers did not participate uniformly in
the original overstatement, such cuts obviously penalized
those who made honest cstimates. This was recognized
from the beginning and the committees were urged to
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make individual adjustments so far as possible. However,
flat cuts were approved by some committees, either to
eliminate the whole of the original over-run or to take care
of the over-run remaining after the more apparent individ-
ual adjustments had been made. Asjudged by the number
of complaints received from producers who claim not to
have received equitable bases and allotments, the most un-
satisfactory situations appear to have developed in counties
where pro rata adjustments were made. In some individ-
ual cases, bascs were increased in order to correct obvious
inequities.

To the extent that inaccuracies exist in the contracts as
finally approved, they impose certain disadvantages upon
the producers who submitted accurate figures in the be-
ginning. However, the number of cases of this character
appcars to have been kept at a minimum by the policy of
using pro rata cuts in as few counties as possible, Further-
more, 5o far as the plans for reducing production through
contracts with growers are concerned, a partial protection
was afforded by the fact that a grower who was not satis-
fied with his base after the adjustments were made could
reject it and stay out of the plan entirely. This protection
was only partial, however, since it forced him to forego
any benefits he might otherwise have received. With the
injection of the Kerr-Smith Act, to be discussed shortly,
this measure of protection against an inequitable base was
largely removed.

Despite this recognition of the character and importance
of the problem created by growers’ overstatements of their
acreage and production, its significance should not be
over-estimated.  Although it has added to administrative
difficulties, it does not appear to have limited seriously the
success of the plans for reducing tobacco production.
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SUPERVISION OF COMPLIANCE

The further problem of supervising growers' compliance
with the terms of their contracts remained even after pro-
ducers had been enrolled under the plans for curtailing pro-
duction, This supervision has not only involved the check-
ing of acreage and production to sce that allotments were
not exceeded but also has required verification of a number
of other items. The most important of these were:
(1) The grower’s proof regarding the value of tobacco pro-
duced and sold;" (2) the division of pavments between
landlords and tenants as required by the contracts in those
cases where tenants were involved; (3) adherence to the
requirement that the number of tenants should not be re-
duced; (4) the usc of contracted or rented acreage and also
the requirement prohibiting increases in other commodi-
ties for which increases were not authorized.

While there was naturally some variation in the
exact procedure followed in supervising compliance,
the methods in general may be described quite bricfly. As
was the case in checking the original contract data, county
agents and committees were given the chief responsibility
for certifying compliance. In this work they had the as-
sistance of local committees and employed field agents,
referred to as “supervisors.” Frequently, members of local
committees served as supervisors. For the most part the
check of the acreage planted, the use of land kept out of
production, the division of payments with tenants, and the
conformity with the requirement that no tenants be dis-
placed was made by these agents.  After certification by the
county office, compliance forms were forwarded to the

16 Required for the determination of at least one of the ¢ash pavments
under each of the plans, excepting only those for Georgia-Florula shade tohacco
and for Pucrto Rican tobacco during the first season of vperation. See p. 142.
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state office where they were subject to review. From the
state office they were sent to the Tobacco Section for
approval.

The general procedure may be illustrated by that used for
fluecured tobacco. At some time during the period be-
tween planting and harvesting the crop, each farm under
contract was to be visited by a supervisor and a form filled
out showing: (1) Base tobacco acreage; (2) acreage planted
to tobacco in 1934; (3) the 1934 acreage allotment; (4) the
amount by which planting exceeded allotment; ()
whether the producer elected to destroy such excess or
retain it and receive a lower adjustment payment; (6)
rented acreage; (7) the method used in measuring land;
and (8) the name of the person who assisted in measur-
ing the land.

The supervisor was required to measure all fields planted
to tobacco and to determine that the producer had a suf-
ficient number of rented acres—and to measure these also
in case of any doubt. At the same time he was to record
on the back of the form any evidence that rented acreage
was not being used in accordance with the terms of the
contract.

While making this certification the supervisor checked
the number of tenants and obtained from the producer an
explanation in case there was any difference from the
required number. The producer then signed a statement,
appended as part of the form, certifying that he had ex-
amined and concurred with the supervisor’s report; that
specified numbers of tenants were engaged in 1933 and
1934, together with his explanation if the number in 1934
was smaller than that for 1933; and that the price equaliz-
ing payment had been divided with tenants in accordance
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with the terms of the contract. This statement also con-
tained the formal acceptance by the producer of the re-
duced payment provided under the terms of Administra-
tive Ruling No. 23 for those cases in which the producer
elected to grow an increased acreage of tobacco in accord-
ance with that ruling.

This form then went to the county office where the data
were checked and a determination made as to whether
compliance had been obtained. In the event compliance
required that acreage be destroyed, the producer was noti-
fied of the amount to be destroyed and this destruction
was required to be certified by a supervisor. In instances
where complaints were received that a producer had re-
duced his number of tenants or had failed to divide the
price equalizing payment with them, he was notified to
that effect and required to submit explanation or sub-
stantiating evidence before his compliance was certified
by the county office.

Certification of the net value of tobacco marketed, which
was required for the computation of adjustment payments
under nearly all plans, also constituted a considerable prob-
lem. In order to facilitate this work, the contracts for flue-
cured, Burley, dark air-cured, and fire-cured tobaccos pro-
vided that each producer should keep a marketing card.
On this card was to be entered for each day’s transactions
the date, quantity of tabacco, and net sale value. The pro-
ducer was to affirm the bona fide character of the entries as
part of his application for the adjustment payment (in
some cases made a part of the card) and deliver the card

11 Under most of the tobacco contracts the rental pavment was made as
soon a5 the contract was approved, and before acreage comphance was deter-
mined. The price equalizing payment on flue-cured tobacco was also made
at that tme.
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to the county office, where it was to be checked and the
amount of the adjustment payment computed.™

Substantially this procedure was carricd out in the mar-
keting of the 1933 crops of Burley, dark air-cured, and fire-
cured tobacco. However, a different procedure was used
for flue-cured tobacco, since a large part of the 1933 crop
had been sold before the final contract was prepared. In
cach case where a part of the 1933 crop had been sold
within the period for which price equalizing payments
were provided, the necessary data regarding the producer’s
receipts from sales were obtained from warehouse records.
Either the producer procured copies of the sales slips cov-
ering his transactions and submitted them to the county
office, or he gave the name of the warehouse through which
his sales were made and the sales slips were procured by a
representative of the Tobacco Section.  Similar proof was
obtained in connection with the cigar-leaf and Maryland
plans. Since Maryland payments were based upon the
value of the 1932 crop, growers were required to submit
to the county agents sales slips covering their disposal of
that crop, procuring duplicates from their brokers if
necessary.

This phase of compliance certification for the 1934 crop
was worked out in combination with the operation of
the Kerr-Smith Act. In the admimstration of this act
each grower was issucd an allotment card showing the
amount of tobacco on which he was entitled to receive tax-
payment warrants and on which the quantities sold and
the serial numbers of the tax-payment warrant covering
his sales were recorded. When warrants were issued at

12 In casc any tobacco remained in the hands of the producer art the close of
the marketing seaspn or at the time surrender of the card was required, pro-
vision was made for including an appraisal of 1ts value.
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the time a sale was made, a duplicate was forwarded to
the county office. Each warrant showed the name of the
producer, the serial number of his contract, the number of
pounds sold, the gross sale price, and the net sale price.
These warrants, together with the individual allotment
cards which were also surrendered to the county office,
furnished the data for filling out the principal compliance
form from which the amounts of adjustment payments
were calculated. After being signed by the producer and
certified by the county committee, this form furnished the
basis upon which payments were distributed.

ADMINISTRATION OF THE EERR-SMITH ACT

The provisions of the Kerr-Smith Tobacco Control Act
were outlined in Chapter I as furnishing part of the legis-
lative basis for the tobacco program of the AAA. Like-
wise in Chapter IV it was pointed out that in its operation
this act supplements the plans for restricting production
through voluntary contracts with individual growers. To
complete this discussion of AAA activities in controlling
tobacco production, it is necessary to review the manner
in which the Kerr-Smith Act has been administered in
relation to the other procedures.

Three principal steps were involved in the administra-
tion of the Kerr-Smith Actin 1934: (1} The determination
of the tax rate within the limits prescribed by the legisla-
tion; (2) allotment of tax-payment warrants to producers
who were entitled to receive them; (3) collection of the
tax on sales to which it applied, but which were not
covered by warrants. With respect to 1935, a fourth step
was required; namely, the determination of the number
of tobacco producers who favored application of the tax
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in that year. The administration of the law may be con-
sidered most conveniently in relation to these steps.

It will be recalled from the earlier description of the
legislation that a tax of 33 1/3 per cent of the sale price
is levied upon the first sale of tobacco to which the act 15
applicable. At the same time, however, it is provided that
the Secretary shall prescribe a lower rate, not less than
25 per cent, to be in effect for such period as he designates,
if he determines and proclaims that such a rate will best
effectuate the declared policy. Under this authority a rate
of 25 per cent of the sale price was proclaimed upon the
first bona fide sale of all tobacco harvested subsequent to
June 28, 1934 and prior to May 1, 1935 of the types to which
the act was applicable.”® No official statement was made
as to the basis for the finding that the 25 per cent rate would
best effectuate the declared policy of the act, but it appears
that three principal considerations were involved: (1) The
1934 crop was practically all planted when the act was
passed and the tax would probably have burt little effect
upon production in that year; (2) the lower rate would be
less burdensome upon producers who were unable to ob-
tain equitable allotments under the contracts in counties
where the warrants available for non-signers were not
sufficient to cover their tobacco; and (3) the lower rate was
expected to serve effectively in preventing those who were
unwilling to participate in the program in 1934 from being
in a better financial position that those who had signed
contracts. This reflected an interpretation by the AAA
that one of the purposes of the tax was to prevent non-
signers from deriving greater benefits from the program
than were received by participating growers, but not to
penalize them by reducing their returns below the level

1B Proclamation No. 1 of the Secretary of Agriculture, July 3, 1934.
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they would have received in the absence of any program.

Once established, the tax is collected by the Bureau of
Internal Revenue as provided in the act. This is accom-
plished by requiring that a memorandum of sale be exec-
uted covering each day’s sales by the producer and that
revenue stamps to the amount of the tax {except when
the sale is covered by tax-payment warrants) be affixed to
that memorandum and cancelled.™

The major problem in administering the Kerr-Smith
Act pertains to the issuance of tax-payment warrants to
growers. This function was assigned wholly to the AAA
and is most closely related to the control of tobacco pro-
duction. So far as this involved the issuance of warrants
to growers who had signed contracts, the procedure fol-
lowed in 1934 was simple, No applications were re-
quired and each contracting grower was given an allot-
ment card showing the allotment for his farm upon
which he was entitled to reccive tax-payment warrants.
Upon making a sale through an auction warchouse, the
grower presented this card, together with the proper evi-
dence of the sale, to the agent of the Secretary of Agricul-
ture on duty at the warchouse. This agent issued a warrant
covering the sale and entcred a record of the transaction
upon the grower’s allotment card, so that at all times it
showed the balance upon which the producer was entitled
to receive further warrants. The scller then surrendered
the warrant to the agent of the warchouse {or to the buyer
if the sale was not made on an auction floor) and it was
attached to the record of the sale.

With respect to non-contracting growers, cach individ-

14 This procedure was not put into operation uatl Aug. 1, 1934, since the
auction markets did nat open until that date and some time was required to
work out the necessary details, Individuzls who sold robacen prior to that date
were required to file returns eovering such sales.
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ual was urged to make application under the provision of
the act which authorizes the Secretary to issue warrants
to growers who could not obtain equitable allotment under
the contracts offered. These applications were passed upon
by the county committees, in accordance with instructions
issued by the Tobacco Section, and allotments were made
only upon their recommendation. These recommenda-
tions, both for approval and disapproval, were reviewed by
the respective state offices, where they were approved be-
fore allotment cards and tax-payment warrants were 1ssued
to applicants.

Certain restrictions were placed upon the issuance of tax-
payment warrants to non-signers. First, the act placed a
definite limit upon the amount of tobacco upon which
such warrants could be issued by providing that it should
not exceed 6 per cent of the total allotments to contracting
growers in the county. Second, only growers who could
not obtain equitable allotments under a contract were
eligible, Third, no allotment was authorized to an indi-
vidual non-signer in excess of the estimated quantity of
tobacco which he would market in 1934. Finally, two-
thirds of all the warrancs issued to non-contracting grow-
ers within a county (in pounds of tobacco) were required
to be upon allotments of 1,500 pounds or less.

Beyond these limitations the county quota of tax-pay-
ment warrants could be distributed among the applicants
who were found to be eligible to receive them, although
of course all allotments were subject to review by the
AAA. Where the limited number of warrants available
was not sufficient to cover the applications which merited
approval, instructions of the Tobacco Section provided that
the supply should be prorated among such applicants, not
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allotted merely to the first growers who applied. It was also
suggested that growers who had increased their acreage in
1934 should be allotted warrants on a correspondingly
smaller percentage of their estimated production. These
and similar recommendations were followed by the com-
mittees, at least in most instances. On the whole it would
appear that, as the act was administered in 1934, the county
committees had considerable responsibility in making the
allotment of tax-payment warrants to non-signers.

In the allotment of tax-payment warrants to non-signers
the greatest single difficulty arose out of the fact that, under
the act, such allotments were limited to 6 per cent of the
allotments under contracts iz each connty. By this provi-
sion the quantity of tobacco on which warrants could be
issued to non-signers depended in part upon the sign-up
secured. Not only did this sign-up vary from plan to
plan, but it also differed in counties under the same
plan. Thus in a county the quantity of tobacco pro-
duced by growers who could not obtain equitable bases,
and who were therefore entitled to receive tax-payment
warrants, might be exactly 6 per cent of the allorments
which could be made to growers who were cligible for
contracts. If all of these eligible growers signed contracts,
then producers who were not eligible for contracts could
be awarded tax-payment warrants covering all of the to-
bacco they produced. On the other hand, if only 50 per
cent of the cligible growers agreed to partictpate, then the
total quantity of warrants which could be awarded to the
non-signers in that county was automatically reduced
one-half.

Such difficulties were greater in practice than this ilus-
tration would suggest. One reason was that the percentage
sign-up sccured reflected the proportion of growers who
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could secure equitable bases. Counties in the heart of a
major producing area tended to have relatively few pro-
ducers who were entitled to warrants as non-signers on
the ground that they could not obtain equitable bases under
contracts. However, these same countics tended to have
high percentage sign-ups, with the result that more war-
rants were available than were needed for non-signers.
Exactly the opposite situation obtained in other counties
where the sign-up was lower and where more warrants
were needed.

Because of the completeness of the sign-up obtained
under the flue-cured plan, fewer counties in that area were
affected by this limitation. Even there, however, at least
somc leaders have pointed out the need for a modification
of the act to remove the 6 per cent restriction as it applies
to individual counties. In the Burley, dark air-cured, and
firecured regions, the supply of warrants for non-signers
who appeared rightfully entitled to them under the pro-
visions of the act proved to be less adequate,

Another factor which limited the number of warrants
available to non-signers in 1934 was the interpretation
placed upon the provisions of the act relating to the pro-
portion to be issued to growers whose allotments were
1,500 pounds or less. At the time these provisions were in-
terpreted as meaning that the proportion of warrants issuced
to growers whose allotments were above 1,500 pounds was
required to be not more than one-third of the total rssued.
In other words, if no applications were made by small
growers, no warrants could be issued to large growers who
had not signed contracts.

In addition to being allowed to sign regular contracts
after the passage of the Kerr-Smith Act, growers in the
Burley, fire-cured, and dark air-cured areas were given the
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privilege of signing modified contracts at about the time
the markets opened for sale of the 1934 crop of these
types.” These contracts committed the growers to par-
tictpate in the reduction of acreage and production in 1935
on a basis comparable with other producers but required
no reduction and provided no benefit payments with re-
spect to the 1934 crop. Instead they required mercly that
the quantity marketed in 1934 should not exceed the base
tobacco production and that any tobacco produced in ex-
cess of the base should be rendered unmerchantable. In
this manner warrants were issued to 2 number of producers
who did not increase the quantity of tobacco they mar-
keted in 1934 and who agreed to make reductions in 193s.

Thus tax-payment warrants were issued covering all but
a small percentage of the tobacco on which the Kerr-Smith
tax was levied in 1934.'% As a result, the total collections,
as reported by the Bureau of Internal Revenue, amounted
to only $3,208,58.32 up to April 30, 1935. By the terms
of the Kerr-Smith legistation, procceds derived from the
tax are “available to the Sceretary of Agriculture for ad-
ministrative expenses and refunds of taxes and other pay-
ments under this act.” Hence, they arc not available for
benefit payments or other expenscs of the AAA as are the
tobacco processing taxes.

15 The regular contract forms were used, but with “Rider B {AAA Form
163) attached.

18 The preportion of total sales (in dollars) upon which the wax was paid sn
cash was appsoximately as follows for the different kinds of tobacen: Flee-
cured, 2 per cent; Burley, 22: fire-cured. 17: and dark air-cured, 30.



CHAPTER VIII
FINANCING THE PROGRAM

Processing and related taxes constitute an essential
element in the general procedure provided by the Agricul-
tural Adjustment Act for application to the commodities
designated as basic. The rates of these taxes are deter-
mined by the Secretary of Agriculture under stated condi-
tions and within prescribed limits. They become effective
only upon the proclamation of certain findings which the
Secretary is authorized to make, subject to the approval of
the President. The proceeds derived from all taxes imposed
under the act are specifically appropriated to be available
to the Secretary of Agriculture for expansion of markets
and removal of surplus agricultural products, for adminis-
trative expenses, rental and benefit payments, and for re-
funds on taxes. In this manner provision is made for con-
tinuous financing of the AAA without the necessity for
annual appropriations. Other funds have been made avail-
able for use by the AAA, but thus far no part of these has
been set aside for tobacco.* All expenditures in connection
with the tobacco program are being financed out of pro
ceeds from processing and related taxes.

PROCESSING TAX PROVISIONS AFFECTING TOBACCO

Application of the tax to each individual basic com-
modity is wholly dependent upon the decision to make

1 An initial fund of 100 million dollars was appropriated and 2 provision of
the National Industrial Recovery Act authorized the President to allocate a
further sum not in excess of 100 million dollars for carrving out the purposes
of the Agricultural Adjustment Act. Other funds have been appropriated for
special uses in connection with AAA activitdes, See lists of amendatory and
related legislation in Compilation of Agricultural Adjustment Act as Amended
and Acts relating Thereto as of fune 29, 1934, AAA,
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payments to growers of that commodity. This is set forth
clearly in Section g(a) of the Adjustment Act as the sole
condition required to make the levy effective:

When the Secretary of Agriculture determines that rental or
benefit payments are to be made with respect to any basic agricul-
tural commodity, he shall proclaim such determination, and a pro-
cessing tax shall be in effect with respect to such commodity from
the beginning of the marketing year thercfor next following the
date of such proclamation. . . . The processing tax shall terminate
at the end of the marketing year current at the time the Secrctary
proclaims chat rental or bencht payments are to be discontinued
with respect to such commodity, The marketing year for each
commodity shall be ascertained and prescribed by regulations of
the Secretary of Agriculture. .. ."

The rate of the tax is determined in all instances by the
Secretary in accordance with a formula set forth in Sec-
tions g(b) and (c) of the act. The first of these sections
prescribes that “the processing tax shall be at such rate as
equals the difference between the current average farm
price for the commedity and the fair exchange valie of
the commodity . . . except that if the Secretary [Ands] that
a tax at that rate will cause such a reduction in the quantity
of the commodity domestically consumed as will result in
the accumulation of surplus stocks . . . then the processing
tax shall be at such rate as will prevent such accumulation
of surplus stocks and depression of the farm price of the
commodity.” This section was amended by the Jones-
Costigan Sugar Act, approved May g, 1934, so as to pro-
vide for a different rate of tax upon the processing of a
commodity for a particular purpose, if on investigation
the Secretary finds that such a different rate is necessary
to prevent the accumulation of surplus stocks in that
branch of the industry. The succeeding section defines
“fair exchange value™ as . . . the price therefor that will
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give the commodity the same purchasing power, with
respect to articles farmers buy, as such commodity had
during the base period. ...”

Once established the processing tax is “levied, assessed,
and collected upon the first domestic processing of the
commodity, whether of domestic production or imported”
and must be paid by the processor.® Certain exemptions,
abatements, and refunds, however, are provided. Upon
certification by the Secretary of Agriculture that any class
of products is of such low value comparcd with the quan-
tity of the commodity used in their manufacture that the
tax would substantially reduce that use and increase the
surplus, Section 15(a) requires the Secretary of the Treas-
ury to “abate or refund any processing tax assessed or paid
after the datc of such certification with respect to such
amount of the commodity as is used in the manufacture of
such products.” Paragraph (b) of the same section stipu-
lates that no tax shall be required on processing for home
consumption and exempts products processed for sale by
the original producer, under certain conditions, although
these have no real significance with reference 1o tobacco,
Section 15(c) provides for refunds of the tax on any
product delivered for charitable distribution. Finally, Sec-
tions 17(a) and (b) provide for refunds upon the exporta-
tion of any product processed from a commodity upon
which the tax has been paid, and authorize processing for
export without payment of the tax upon the giving of
satisfactory bond.

Two other directly related taxes are provided which are
of significance in connection with the tobacco program.

2 “In the case of tobacco, the term ‘processing’ means the manufacturing or

other processing {except drving or converting into insecticides and fertilizers)
of bacco.”  Sec. 9(d-3).
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The first of these is to be collected, at a rate equivalent to
that of the processing tax, upon all “floor stocks” of prod-
ucts processed from any commodity on which a processing
tax is levied, which are held by processors or dealers at the
time the tax first takes effect, excepting only stocks in the
hands of retail dealers (not held in warchouses) that are
sold or otherwise disposed of within 30 days. The same
sections (16 [a] and [b]) provide for corresponding re-
funds and abatements on floor stocks held at the time the
processing tax is wholly terminated. The original act made
no provision for additional collections, abatements, or re-
funds on floor stocks in the event of changes in the rate of
processing tax, but this proviston was added by the
Flannagan amendment, approved June 26, 1934 and made
applicable from June 1.

The second related tax is a compensating levy upon any
article manufactured from a commodity upon which a
processing tax is in effect where such manufactured article
is imported into the United States. This tax is also equiv-
alent to the rate of the processing tax then in effect?

TAXES LEVIED UPON TOBACCO
Regulations were issued on Scptember 14 prescribing the
marketing vear, announcing the rate of processing tax, and
establishing the appropriate conversion factors for each

¥ Taxes collected under this provision upon articles coming from possessions
of the United States to which the act Jdues not apply are required to be held as a
separate fund and paid into the respective treasuries of those possessions to be
used for the hencfit of agriculure.  Scc. 15{e).

Similar compensating taxes upon so-called competing commadities are re-
quired by Sec. 15(d), but thewe need ot be considered with reference to
tobacco.

To determine equivalent tax rates for different products, conversion factors
are necessary, The Secretary of Agriculture, with the approval of the Presilent,
Is specifically empowered to make regulations “with the foree and cffect of
law™ establishing these conversion factors,  Sco, 1u{c),
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kind of tobaco.* In each case October 1, 1933 was desig-
nated as the beginning of the marketing year and as the
date when taxes would become effective, With the excep-
tion of that on cigar-leaf tobacco, the tax rates per pound
(farm sales weight) were established at the full difference
between the current average farm price and the fair ex-
change value as then computed for each kind of tobacco
treated as a separate commodity. The rate for cigar tobacco
was established at approximately one-half this difference.
Equivalent rates were established for tobacco in processing
order,” the amounts being in accordance with the respec-
tive weight relationships determined to exist between such
tobacco and the farm sales weight. All of these rates are
shown in the first table in Appendix F, page 314.

In computations for purposes of determining these tax
rates “current average farm price” was considered to be
the weighted average price received by producers for the
whole crop, most of which was sold during the twelve
months preceding October 1, 1933. Likewise, average prices
of things farmers buy over that same period were used in
determining “fair exchange value” and hence that figure
also was an average. This means that tax rates were estab-
lished for the marketing season beginning October 1, 1933
on the basis of the difference between estimated average
prices for the 1932 crop and calculated parity or “fair ex-
change value™ for the period from October 1, 1932 to
Septernber 30, 1933.

4 AAA Form T-17 covering cigar-leaf tobacco, and Form T-18 cavering all
other tvpes,

3 The term “order” when applied to tobacco relers to the moisture con-
tent. This content is ordinarily controlled at different points according to the
intended dispasition, in which case it is said w0 be placed in “pracessing
arder,” “export order,” etc. Tobacco at “farm sales weight” is in the order
and condition in which it is usually delivered by growers.
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Parity prices, in comparison with current average farm
prices as computed by the Adjustment Administration
when the processing tax rates were determined, are shown
on page 88. Each of the “differences” shown in the third
column of that tabulation represents the maximum rate
of tax possible under the act with data then available.

Certain approximations and estimates were involved in
these computations which are confusing unless properly
understood. In the first place, it was necessary to use the
index of prices paid by farmers on a marketing year basis.
Data from which this index is compiled had becn reported
quarterly during most of the years in the base period
designated by the act. Therefore, this conversion was
accomplished by averaging the reported figures for the
fourth quarter of each calendar year with those for the
succeeding three quarters.

Secondly, only preliminary estimates regarding farm
prices for the 1932 crop were available in September 1933
when the computations had to be completed. Even for
those types where marketing had been completed some
months before, at least some revisions might be expected.
In other cases, however, considerable quantities remained
unsold 1n the hands of producers. Under these circum-
stances, the estimated prices to be received for the remain-
ing portions of the crop were included in the computa-
tions, except in the case of Maryland tobacco. In deter-
mining the tax rate for this tobacco, a special procedure
was followed which will be discussed presently.

To the extent that revisions have been made in later
estimates of prices received by farmers for the 1932 crop,
it follows that tax rates were established at slightly dif-
ferent levels than they would be on the basis of more recent,
and presumably more accurate, data. Since the prices esti-
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mated for the 1932 crop have been decreased in some cases
as a result of revisions which have been made, the
tax rates established for several kinds of tobacco actually
were less than the difference between current average
prices and parity as now calculated for the period used in
the original computations, and slightly higher rates would
have been possible on the basis of present information.
In one case, however—that of dark air-cured tobacco—the
later estimates of prices were raised and the tax rates exceed
the difference between the revised estimates of actual price
and parity price for the period on which initial tax rates
were based, although in this case the discrepancy amounted
to only one-tenth of a cent per pound. These situations
are shown in the following tabulation, where the differ-
ences between parity and average farm prices for the 1932
crop as computed from the latest revisions of crop esti-
mates data are shown in comparison with the tax rates put
into effect (both in cents per pound):

Kinds Differcnce  T'ax Rate
Fluecured.. ... .. ... ... ... 43 4.2
Burley ... .. 2.2 2.0
Fireecured ... ... .. 3.0 2.9
Dark aircured . ... oL 3.2 33
Cigarleaf . .. ............ ... 6.0 3.0

Aside from cigar tobacco, where the tax ratc was estab-
lished at about one-half the maximum authorized by the
act, the one really large discrepancy between the rate estab-
lished and the revised estimate of the difference between
actual prices and parity for the crop produced in 1932 ap-
pears in the case of Maryland tobacco. This was due to the
particular method used in calculating current average
prices for that type. It will be recalled that sales of the
Maryland crop begin in January of the year following
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production and continue throughout the year. Con-
sequently only roughly three-quarters of the 1932 crop had
been sold at the time the processing tax was put into effect.
The information available indicated that prices received
by farmers for this portion of the crop had been substan-
tially above those of the preceding season and well ahove
parity for the prescribed marketing year.

However, it was reported that sales of Maryland tobacco
from January 1, 1933 up to September, when the compu-
tations were being made for the purpose of determining
tax rates, had consisted mainly of the better grades, most of
which are used in the domestic manufacture of cigarettes.
To a considerable extent the export grades were still un-
sold, and it was expected that their sale during the re-
mainder of the vear would greatly reduce the average
price for the crop. Lack of detailed knowledge regarding
the quality of this unsold tobacco constituted a handicap
in any attempt to estimate its value, and therc was not
sufficicnt time to make a complete study as a basis for such
an estimate. Consequently, it was not feasible 1o deter-
mine this tax rate on the same basis as was used for the
other kinds of tobacco.

In this situation the procedure followed was to use
the average of all sales of Maryland tobacco during the
period from October 1, 1932 to September 30, 1933 as the
current average farm price. Thus, sales of the 1931 crop
during the last months of the corresponding marketing
season were averaged with the first nine months’ sales from
the 1932 crop and the tax was determined on the basis of
the difference between that average and parity, as calculated
for the same twelve months. Sales during the remainder
of the year, however, were made ar prices materially higher
than had obtained during the corresponding months of the
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preceding year, with the result that in 1932 the crop
appears to have avcraged well above parity. As aresult a
processing tax of 1.7 cents per pound was levied on a com-
modity, the 1932 crop of which sold at prices exceeding
parity by 1.8 cents per pound.

At first there was no authority to establish different rates
of tax upon tobacco used in the manufacture of individual
products and the initial rates of processing taxes were
made uniform for all tobacco of a given kind, regardless
of the use to which it was put. For example, with these
rates in effect the same amount of tax was collected for
each pound of cigar-leaf tobacco used in the manufacture
of scrap chewing tobacco as was collected for the higher
priced grades used in cigars. Furthermore, under these
rates different kinds of tobacco used in the manufacture of
chewing were subject to quite different rates of tax. Thus
brands manufactured mostly from Burley tobacco were
subject to a processing tax of 2 cents per pound, whereas
those manufactured from flue-cured tobacco were taxed
4.2 cents per pound. From the beginning both these situa-
tions were unsatisfactory to the manufacturers of chew-
ing tobacco. They contended not only that the tobacco
they used should be taxed at a lower rate because the
product was of low value and because otherwise consump-
tion would be curtailed, but also that the tax should be
uniform on all tobacco used in the manufacture of
chewing,

Under the authority of the amendment made by the
Jones-Costigan Sugar Act, and following a public hear-
ing regarding the results of the tax rate then in effect, the
tax on flue<cured tobacco used in the manufacture of plug
chewing tobacco and twist was reduced as of August 1,
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1934." The new raie established at that time was 3.3 cents
per pound farm sales weight with equivalent rates for un-
stemmed and stemmed tobacco in processing order of 3.7
and 4.8 cents per pound respectively.

Similarly, when the tax on Burley was increased as of
October 1, 1934, a special rate of 4.1 cents per pound was
made effective for all Burley tobacco used in the manu-
facture of plug chewing and twist. Thc corresponding rates
on unstemmed and stemmed Burley in processing order
were 4.7 and 6.4 cents per pound.”

In January 1935 2 complete schedule of special processing
tax rates for tohacco manufactured into chewing was an-
nounced and was made effective February 1. This sched-
ule is shown in Table II, Appendix F, page 314. It will
be noted that rates are now substantially uniform and are
considerably lower than those previously in effect.

Substantial changes have occurred both in tobacco prices
and in the prices paid by farmers since the period on which
initial processing rates were based. In practically all cases,
farmers received higher prices for their 1933 crop than
they did for tobacco produced in 1932 and further advances
have appeared thus far in the 1934-35 marketing scason.
At the same time, parity prices have increased because of
changes in the level of prices for articles farmers buy. As
a result of these changes in actual prices and in parity
prices, the differcnces upon which initial tax rates were
based have been altered. This raises the question as to
whether the act requires a readjustment of the tax rates
under such circumstances.

From the language of the legislation quoted earlier in
this chapter, there appears to be no question as to the man-

8 Tobacco Regulations, Sertes 2, Revision r, AAA, Tuly 1934,
? Tobacca Regulations, Series 1, No. 1, AAA, Octaber 1934,
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ner in which the tax rate is to be determined, either when
first made effective or when changed as a result of findings
by the Secrctary of Agriculture. To the layman at least,
this language would seem to imply also an intent that tax
rates should at all times approximate fairly closely the dif-
ference between actual price and fair exchange value. The
difhiculties, both for the processors and for the government,
which would be created by changes in the tax during the
marketing season must be apparent and nced not be elab-
orated here. Such difficulties, however, would not prevent
adjustments in the rates at the beginning of each new sca-
son to the average differcnce between farm prices and
parity for the previous season.

Specifically with reference to the times when tax rates
are to be changed, the act provides only that it shall be at
“...such intervals as the Secrctary finds necessary to effec-
tuate the declared policy. . . .” This wording has been
interpreted as meaning that, once a tax rate was established,
it could not be changed unless the Secretary found that a
change was necessary to effectuate the declared policy of
the act.” Under this interpretation two rates were changed
as of the beginning of the 1934-35 marketing scason. Both
applied to types on which the tax rate was at wide
vartance with the difference between parity and the prices
reccived by farmers for the preceding crop. In other cases
no changes were made, although price relationships were
such that somewhat different rates would have been re-
quired had they been established at that time,

The languawre quoted appears in Sec. g(a) of the act.  An illustration
of the manner in which it is interpreted is furnished by the {ollowing sentence
from an announcement, issued July 31, 1934, that the cotton processing twax
would remain unchanged. **No adiustment of the rate of tax may be made
unless the Secretary finds it necessary to make such an adjustment to effectuate
the declared policy of the act.” AAA Press Release No. 234-35.
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The rates which were changed applied to Maryland and
Burley tobaccos respectively. The situation with respect to
Maryland tobacco at the time the initial tax rates were
established, and the special procedure followed in deter-
mining the rate for this type, have been described. When
prices for the portion of the 1933 crop sold prior to the
time the new computations were being made were also
maintained above the parity level, the tax rate was reduced
to zero as of October 1, 1934.”

In the case of Burley tobacco the difference between farm
prices and parity, as calculated just prior to the opening
of the 1934-35 marketing season, was more than three times
the tax rate in effect. Accordingly, the rate was increased
from 2 cents to 6.1 cents per pound farm sales weight,
with appropriate adjustments in the rates applicable to
Burley tobacco in processing order.

Price increases for several kinds of tobacco, without
corresponding increases in prices paid by farmers, have
materially reduced or altogether climinated the difference
between farm prices and parity. Although no announce-
ment has been made as yet, the policy followed with re-
spect to Maryland and Burley types suggests that such rates
are likely to be adjusted at the closc of the present market-
ing season.

RECEIPTS AND DISBURSEMENTS

Receipts from the collection of these taxes apparently are
proving ample to finance the plans undertaken. Exact

Y Perhaps the reader will agree with the auther thac it ss difficult to recognize
immediately any distinction between reducing a tax rate 1o zero and removing
the tax. Such distinction as therc is rests upon the legal contentinn that Con-
gress lovied the tax through the provisions of the act, but delegated to the
Secretary of Agriculture responsibility for making certain findings reguired 1o
determine the tax rate and make it effective.  Under this interprerancn the
Secretary has no power to impose or remove a processing tax.
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comparisons of receipts and disbursements are difficult,
however, because substantial parts of the payments in con-
nection with the plans applied to a given year’s crop are
not made until the following year and overlap the earliest
payments pertaining to the succeeding crop.

One possible comparison would be to balance total
receipts during the twelve months from October 1 to Sep-
tember 30 with the total disbursements made in connec-
tion with the corresponding crop. Such a comparison on
an annual basis, however, presents certain difhculties. In
the first place, a reduction plan involving benefit payments
was applied to cigar tobacco in 1933, but not to other
types. On the other hand, taxes were made cffective for
all kinds of tobacco as of October 1, 1933. Thus within a
given period of tax collection, commitments were incurred
for one more year of crop reduction for cigar tobacco than
for the ather major types.

In the second place, payments have not been completed
in connection with the 1934 plans. Because of the manner
in which adjustment payments are determined, as de-
scribed in Chapter VI, it is difficult to estimate the exact
expenditures required under these commitments.

Third, there is a question as to whether all of the com-
mitments made under the plans in a given year should be
assigned to that particular crop. For example, the plan for
controlling flue-cured production in 1934 provided price
equalizing payments to growers who participated and who
had marketed their previous crop carly in the marketing
season when prices were low. Although these payments
were made as part of the benefit payments for controlling
production in 1934, their purpose was to adjust producers’
returns for the 1933 crop. Inclusion of the total of these
payments, $4.458,470, as part of the cost of the 1934 program
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distorts the comparison by showing an abnormally high
cost for that season,

For these reasons it is deemed inadvisable to attempt
annual comparisons. Instead the probable total of rental
and benefit payments for 1933, 1934, and 1933, including
expenses incurred by county control associations, may be

EstiMATED IncOME aNp ExPENDITURES as RENTAL anD
BeNEFIT PAVMENTS 2

Type Expenditures | Income®
Fluecured ... .. .. ... ... .. $23,287,590 | $26,647,785
Burley ... ... 17,876,016 ™ 21,101,805
Maryland ........ .. ... ... ... 154,400 ® 176,600
Dark atrcared ............. ... .. 790,570 2 1,652,440
Firecured ............ .. ... .. .... 2,282,602 % 2,323,440
Cigarleaf. ....... .. ... ... ... .. 13,979,185 11,137,584

TOt.ll ........................... $55,9351040 $62,540’9237

& Estimated income from Oct. 1, 1933, when tobacco processing taxes were
first mude effective, to Sept. 30, 1935, and estimated expenditures as rental and
benefit payments in connection with control of production in 1933, 1934, and
1935. Estimates furnished by the Tobacco Section, AAA. .

b Includes administrative expenses incurred by county control associations.
See p. 163,

¢ With the termination of a tax, refunds or abatements upon floor stocks are
required as explained on p. 185. In these estimates deductions were made 1o
cover probable refunds on floor stocks.

balanced against cstimated tax collections up to September
30, 1935, the close of the present marketing year as defined
for tax purposes. This comparison is shown in the ac-
companying table. In considering these estimates, however,
it must be borne in mind that the amount of payments still
to be made, especially those in connection with the 1935
crops, cannot be arrived at with any high degree of ac-
curacy. Furthermore, tax collections may vary somewhat
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from the data given, which include estimated collections
for the remainder of the period up to September 30, 1935.
[t appears from these estimates that taxes coliected on each
kind of tobacco are approximately in proportion to aggre-
gate payments to growers. Each group is financing its own
program in line with the policy established, with the single
exception of cigar tobacco, where it appears that the income
from taxes during two years may not prove sufficient to
finance threc years of acreage reduction. However, prices
for cigar filler and binder tobacco have by no means
reached parity, and it appears likely that a tax will be
collected in the 1935-36 marketing year. [f this is done, at
least 4.5 mitlion dollars of additional revenue should be
obtained, which would be more than sufficient to balance
income with expenditures for the cigar types.

Although rental and benefit payments constitute by far
the most important group of expenditures in connection
with the tobacco program, some outlay 1s required for
general administrative expenses. These include a share
of the expenses incurred by the central administrative of-
fice of the AAA, expenses of the Tobacco Section in Wash-
ington, and other expenses incurred by the various field
offices and field representatives other than those included
under the county control associations. Obviously, some of
these expenses cannot be allocated accurately to the re-
spective commodity programs.  However, such a deter-
mination has becn made as accurately as possible for the
period from May 12, 1933 to January 1, 1935 and has been
included in a statement of expenditures issued by the office
of the Comptroller of the AAA. This report shows total
general administrative expenses assignable to the tobacco
program of $2,076,897. Of this amount, $953,442 was in-
curred in Washington and $1,123,455 in the field.
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Local administrative expenses under the plans for Bur-
ley, Maryland, dark air-cured, and fire-cured tobacco are
incurred by the county production control associations.
Such expenses are deducted from rental and benefit pay-
ments to producers within the respective counties and
therefore are included in the estimated expenditures for
those payments.

If the present estimates are borne out, total income will
exceed disbursements as rental and benefit payments, in-
cluding administrative expenses incurred by county control
associations, by some 6.5 million dollars up to the close of
the present marketing year. This should prove more than
ample to cover all general administrative expenditures re-
quired by the program up to the close of the present mar-
keting year.



CHAPTER IX
RESULTS OF THE PROGRAM IN 1933 AND 1934

The preceding chapters have discussed the basis for the
program of tobacco adjustment, described the principal
procedures which have been applied thus far, and reviewed
operations through the 1934 crop season. There remains
for two final chapters the task of evaluating results ob-
tained, appraising the importance of the scveral principal
methods used, and considering the conclusions which may
be drawn from the carly tobacco adjustment experience.

When summarizing the objectives of the AAA with re-
spect to tobacco, it was pointed out in Chapter IV that
raising incomes of tobacco growers to satisfactory levels
and keeping them there represented the ultimate goal.
This goal was to be attained through the achievement of
several intermediate objectives, each related to a specific
aspect of the problem as viewed by the administrators of
the act. However, raising prices—to parity if possible—
constituted the principal immediate objective. As a first
step in evaluating the results of the program, it is therefore
appropriate to consider the extent to which it has con-
tributed towards the attainment of the price-raising
objective.

PRICE INCREASES IN 1933 AND 1934

Relatively large increases in prices for most types of to-
bacco have taken place since the program was introduced
in 1933. These may be observed from the following esti-
mates of annual average prices received by farmers for
the past three crops (in cents per pound):!

1Prices for 1932 and 1933 are season’s average prices as reported by the

198



RESULTS IN 1933 AND 1934 199

Kinds 1932 1933 1934
Fluecured ................. ... ... ... 115 153 270
Burley ... .. ... ... ... 12.5 160.6 I7.0
Maryland ...... ... ............... 170 175 ...
Dark aiccured .. ... ... .. . ... ... ... 4.2 7.3 2.6
Fireeeured ... . ..o 0 6.2 9.1 11.0
Cigar filler and binder........... .. . . 5.9 7.2 1.1
Cigar wrapper ... .................., 506 577 637

In every case except Burley the 1933 price was greater than
that received for the 1932 crop and all of the prices for
1934 represent considerable increases over both the 1932
and 1933 figures, The price of Burley tobacco had been
strengthened in 1932 by an unusual demand situation. Ten-
cent cigarettes had been introduced in the preceding year
and the manufacturers of those brands had not yet ob-
tained adequate supplies of tobacco, which caused them to
buy unusually large quantities of the 1932 Burley crop.
The extent to which these advances have restored the
base period relationship between prices received by farm-
ers for tobacco sold and the prices paid for articles pur-
chased may be illusirated by comparing the prices just
shown with parity as computed for the same three years.
The results of such a comparison are shown in the follow-
ing tabulation of the same prices expressed as percentages

Division of Crop and Livestock Estimates. Prices shown for 1634 were com-
piled by the Tobacco Section of the AAA from data obtained in the adminis-
teation of the Kers-Smith Act, Tax-payment warrants and recerds pertaining
to the collection of the Kerr-Smith 1ax furnish these data for each individual
sale of wbacca by producers and hence furnish a reliable basis for computing
average prices. Since the marketing of the crop was either complete or prac-
tically complete for flue-cured, Burley, dark aiz-cured, and fre-cured, prices
for those tobaccos represent practically a final estimate, In the case of cigar
tobacco, marketing will not be completed for some moenths and the prices
shown are estimates on the basis of sales thus far.  Sales of Marvland tobacco
will continue throughour the calendar year and do not as vet furnish a basis
for a reliable estimate.
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of parity for the corresponding kinds of tobacco in the re-
spective years.”

Kinds 1932 1933 1934
Fluecured ........ .. ... ... ... 728 850 1400
Burey ... .. .. il 856 635 955
Maryland ..., .. ... ... L. 1126 11z ..
Dark aircured ............ ... 568 869 844
Firecured .. ... . .. ... .. ... .. ... ..., 69.7 8g.2 963
Cigar filler and binder ... ... ... ... . ... 46.4 503 Bo.3
Cigar wrapper ................... . ..... 98.3 g98.0 1014

On the basis of these data there can be no doubt that
tobacco prices have progressed a long way towards the
desired relationship with prices paid. In one case, flue-
cured, they have even overshot the mark by 40 per cent.

Prices for those kinds of tobacco, which were materially
below parity in 1932, and towards which the program was
chiefly directed, have increased very much more than has
the level of prices paid for articles purchased. Among
these tobaccos only Burley failed to show a substantial
gain in 1933, but this was made up the following year.
Only in the case of dark air-cured was there a failure to
record an additional increasc in 1934.

There remains, however, the question as to how much

? Computation of parity for the 1934 crop requires the use of an estimate
regarding the average index of prices paid fur the twelve-month period
October  1934-September 1935, In these calculations an estimated  index
figure of 128 was used, which allows an ¢ight-point increase in the index of
prices paid over the preceding twelve-month period, Should the level of
prices paid turn out to be lower, parity prices for 1934 would be reduced and
the percemtages shown would correspondingly understate the increase in actual
prices relative to parity, 1f prices paid by farmers increase during the re-
mainder of the 1933-35 marketing year at the same rate as during the first
part of the year, the figure used will be approximatwely correct,

Strictly speaking, there are no separate parities as shown for cigar filler and
binder and cigar-wrapper tobacco, since all cigar leaf has been designated as
a single commodity, For purposes of this illustration, however, they have
been computed separately according to the parity formula.
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the AAA contributed to this progress and how far it was
brought about by other factors. Perhaps this question can-
not be answered conclusively, but at least some enlighten-
ment may be obtained by bringing up to date the state-
ment of facts pertaining to the various aspects of the
situation as it was presented in Chapter III for the period
preceeding the enactment of the adjustment legislation.
In this way it may be possible to arrive at an understand-
ing of the developments in the major factors which in the
aggregate determine price changes, and thus to form an
estimate regarding the net results of the program.

CHANGES AFFECTING MAREKET DEMAND

Domestic consumption of all tobacco products except
chewing increased during the period under consideration.
This is shown by the following tabulation of tax-paid
withdrawals for the past three years, in each casc on a
calendar year basis:®

Products 1932 1933 1934

Small cigarertes (In millions

of cigarettes) .. ... .. 103,591.0 111.768.0 125,618.0
Large cigars (In millions of

cigars) ... .. ... 4,091.0 4:592.0 4,868.0
Smoking tobacco {In millions

of pounds) ........ ... ... 242.3 242.2 243.9
Snuff (In milliens of pounds) 36.4 36.3 37.2
Chewing tobacco (In millions

of pounds) ... . ........ £6.9 62.7 61.2

The most spectacular increase, it will be noted, occurred
in the consumption of cigarettes, by all odds the most
important class of products. The 1934 withdrawals of
125,618 million were the largest cver recorded, exceeding
the depression low reached in 1932 by almost 25 per cent

3 Data from Tables [V and V, pp. 260-62.
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and the previous high of 1930 by nearly 5 per cent. Al-
though the other increases shown are not of equal import-
ance with that for cigarettes, at least they indicate that pre-
vious declines in the requirements of domestic manufac-
turers for raw tobacco have ceased for the time being.

Exports of fluecured tobacco during the twelve months
following the opening of the marketing scason for the 1933
crop increased more than 20 per cent over the preceding
year. At the same time other tobacco exports remained
much nearer their former level* In recent months, how-
ever, exports of flue-cured tobacco have been smaller than
they were in the same months a year ago, indicating that
the total for the 1934-35 marketing season will be about the
same as it was following the 1932 crop. Shipments of
dark air-cured tobacco to foreign countries during the
early part of the 1934-35 season have been about 15 per
cent above what they were in the same months of either
of the past two years, but exports of the fire-cured types
have been slightly below the level of last year,

As a result of changes in the quantities of tobacco used
by domestic manufacturers and in the amounts exported,
disappearance during the twelve months following pro-
duction of the 1933 crop increased for each kind of tobacco
excepting dark air-cured and cigar leaf. The most pro-
nounced increase occurred in the case of flue-cured tobacco,
which benefited not only from the increase in cigarette
consumption, but also from the expansion in export de-
mand. The course of domestic consumption and exports
as reported during the early part of the season suggests that
disappearance in the 1934-35 marketing year may be
greater than in the preceding year for dark air-cured, fire-

4 Burley exporis also increased very materially, but as yet this nutlet takes
only a small portion of the Burley supply.



RESULTS IN 1933 AND 1934 203

cured, and Burley tobacco, although it may be slightly
smaller for the fluecured types. This estimate is only
tentative, however, and conclusive data will not be
available until stocks are reported as of the beginning of
the marketing periods for tobacco produced in 1935.

CHANGES IN ACREAGE AND PRODUCTION

The next step in considering the tobacco situation as it
has developed since the AAA program was undertaken is
to note the changes in acreage and production.

The total acreage of tobacco harvested was almost 25
per cent greater in 1933 than in the preceding year. Cur-
tailments in 1934, however, more than offset that increase
and brought the estimate approximately 5 per cent below
what it had been in 1932.

These changes are shown by the data on acreage harv-
ested during the three-year period, which are included in
the last three columns of the table on page 204. The
expansion in 1933 was mainly the result of increases in
flue-cured and Burley acreage of more than 50 per cent
and 20 per cent respectively, Fire-cured tobacco also was
increased approximately 5 per cent, but this had only
a small influence upon the total. Because of the large
relative importance of fluecured and Burley tobaccos,
these increases much more than offset the curtailments in
the other principal types. The acreages of Maryland,
dark air-cured, and cigar-wrapper types were all reduced
slightly in 1933. In the case of the cigar filler and binder
types, however, acreage harvested declined from 123,200
acres in 1932 to 62,200 in 1933, a reduction of almost 50
per cent.

Each kind of tobacco shared in the reduction in acreage
from 1933 to 1934, with the exception of the cigar-wrapper
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types, which returned to their 1932 figure. Following
these reductions, the acreage of each kind excepting flue-
cured and cigar wrapper was somewhat lower than in
1932. Although the acreage of flue-cured tobacco was re-
duced more than 224,000 acres from 1933 to 1934, it ex-
ceeded that harvested in 1932 by more than g2,000.

Topicco ACREAGE UNDER CONTRACT IN 19034 AxD ACREAGE
HARVESTED, 1932-34a

Acres under
Contract in 1934 Acres Harvested
Kinds
Total
Total Atlot- 1932 1033 1934
Bases metts
Flue-cured. ... .. 071,453 | 698,600 | 618,100 | 935,000 | 710, 800
Burlev..,,.....{ 430,200 { 256,475 | 419,400 | 508, 700 | 348, 100
Maryland. ..... 7,139 5,354 35,000 34,000 32,300
Darkair-cured ..| 41,524 31,070 48, 600 41, 800 44, 100
Fire-cured. ... .. 158, 445 | 118,020 ; 159,200 | 168,100 | 151, 200
Cigar filler and
bilader. ... ... 132,762 41,450 | 123,200 a2, 200 45,400
Cigar wrapper .. b b &, 000 5,900 6, 900

A Data on acreage under gontract compied by the Tobacco Section, AAA,
{romi reports of field ageats. Duta on acreage hatvested from Table T, pp.
252-53.

b Contracts were offered only in the Georgla-Florida district.

Like acreage, tobacco production increased from 1932 to
1933 and decreased in 1934. Production of the principal
types, as estimated for each of the years under considera-
tion, is shown in the table on page 205. It will be noted
from this table that while the production of flue-cured
and Burley tobaccos increased gb and 23 per cent respect-
ively from 193z to 1933, both decreased sharply in 1934,
along with the other types which the AAA program
sought to reduce. On the other hand Maryland and cigar-
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wrapper tobaccos, for which no effort was made to reduce
total production, increased in that year.®

TORACCO PRODUCTION UNDER CONTRACT IN 1934 AxD PRODUCTION
OF THE PRINCIPAL WiNDs, 1932.34

(In thousands of pounds)

Under Contract
in 1934a Estimated Productionb
Kiads
Total
Total Aliot- 1932 1633 1934
Bases ments
Flue-cured.....] 731,302 | 543, 590 376,819 | 738,583 | 553, 830G
Buriev. .. .. .. 327,953 | 197,630 | 310,400 | 383,332 | 232 7060
Maryland . . . .. 4,578 3.433 27,125 200,400 25,418
Dark air-cuared | 36,787 25,750 39, 308 31,802 37,722
Fire-cured. . ., . 118, 204 83,030 1 125,472 1 128,043 | 114,7700
Cigar filler and ' '
binder . .. .. d d 130, 451 068,935 51,266
Cigar wrapper . e € 6,931 6,150 7,048
1

# Compiled by the Tobacce Section, AAA, from approved contracts,

 Data from Table 11, pp. 252-53,

¢ Sales during the rg3g marketing season. compiled by the Tohacea Section,
AAA, from reports showing guantitics of tobacco for which Kerr-Smith tax
was paid both with tax pavment warrants and in cash.

4 No base production was established vader cwar tiller and binder plan.

¢ Contracts offcred only in the Georgia-Florida district.

1913 is not enticely clear from the information avatlable at the present time.
According to the December 1934 cstimate of the Division of Crop and Live-
stock Fatimates, it did not, and total production was nearly 7 per cont greater
in 1914 than in 1g1z2, althauph it was about 20 per cont smalier than in 1933,

On the other hand data on the volume of tobacco sold. compiled from tax-
payment warrants and tax collectuons under the Kerr-Smith Act. indicate that
the cstimate mav be revised downward for some types when the next report
is issued in June 1935 and when it can be checked against inlormation as o
the quantity marketed.

The 1934 Agures used for Aue-cured, Burley, dark air-cured, and fire-
cured are those for sales as compiled in the administration of the Kerr-Smith
tax. Since the marketing of these types is cither completed, or practically so,
the sales Agures are comsidered ta be mare satisfactery for the present purposes
than thosc furnished by the December crop estmate. This is partivulary true



206 TOBACCO UNDER THE AAA

EFFECTS OF THE PROGRAM UPON PRODUCTION

How far was the AAA responsible for the reductions
shown to have been made in acreage and production in-
19347 In order to obtain even a tentative answer to this
question it is necessary to estimate how much tobacco
would have been grown had there been no effort to con-
trol production. The only basis upon which such an
estimate can be made is what producers have done in the
way of increasing or decreasing acreage under similar con-
ditions in the past. Since no previous conditions are
known to have been fully comparable to those which
would have obtained in 1934 had there been no AAA
program, it must be apparent that the volume of tobacco
which would have been produced if there had been no
attempts at restriction cannot be calculated with any de-
gree of precision. For that reason it is believed that only
a general evaluation is justified and no numerical state-
ment is attempted.

It was suggested in the final section of Chapter 111, in
connection with the analysis of major changes in tobacco
prices which occurred during the period from 1919 to
1932, that prices received for the preceding crop and the
current level of returns from enterprises which farmers
can substitute for tobacco production have been the
most important factors in determining the acreage of
tobacco planted in a particular area in a given season.

to whatever extent discrepancies between the two sets of data may be caused
by farmers’ rendering unmerchantable all or part of the cxcess over their
allotments, as required by their contracts, Of course any evasions of the tax
or failures to obtain complete appraisals of unsold tabacco would cause the
sales figures to be too small, but from the manner 1n which the tax was
administered this is believed to be of minor importance.

In the other cases where substantial portions of the crops are still in growers'
hands, the December estimates are used,
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Thus, any substantial increase in price one year would be
expected to result in increased planting the following
year unless prospective returns from some other enter-
prise, such as cotton, improved at the same time.

While no exhaustive cxamination has been made of the
situations for all enterprises which may be substituted for
tobacco in the different districts, it does not appear that
improvements in the prospects for returns from such alter-
native enterprises were sufficient to have caused an appre-
ciable shift out of tobacco production in 1934.° Thercfore,
exclusive attention may be given to the probable effects of
tobacco prices in 1933 upon plantings in 1934

With the prices which farmers received for their 1933
crops there can be little doubt that acreage in 1934 would
have been considerably larger had there been no restraint
by the AAA. The situation, however, differed materially
between the different kinds of tobacco. It may be judged
that acreage of Aue-cured tobacco would have becn main-
tained, probably have been increased, in 1934 in view of
the fact that the price had increased one-third from 1932
"to 1933. Thus the production plan applied to these types
may be credited with at least the full amount of the
224,200 acres of reduction which actually occurred. On

% To the cxtent that tobacco was produced upon farms covered by contracts
under other commadity programs there would have bheen seme limitations of
shifts into or aut of tabaceo production, For example, if cotton were the
major crop other than tobaccs and if the farm were covered by a cotton ¢on-
tract, it is apparent that acreage could not be thifted from tobacco to cotton
without violating that agreement. Furthermare. since the cotton contract pro-
hibited any increase in the acreage of other basic agncultural commodines,
it appears that tobacco acreage could not have been increased on such farms
regardless of the price received in 1933. Under these circumstances the only
feasible procedure seems to be to consider the probable shifts in acreage which
would have occurred in 1934 in the absence of any AAA commodity pro-

grams, although it is recognized that such programs as that for cotten might
have affected tobacco acreage even though no tobacco contracts had been used.
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the other hand, Burley prices declined in 1933, but it is
doubtful if this would have caused much of a change in
acreage had there been no program in 1934.

Still other situations obtained for the dark air-cured,
firecured, and cigar filler and binder types. In each of
these cases acreage had been declining prior to inaugura-
tion of the adjustment plans. Consequently, the options
through which bases were determined for farms under
contract (see page 282) enabled producers who had made
such reductions to obtain bases larger than their actual
acreage grown in 19337 Under these circumstances the
reductions in acreage and production specified by the
contracts prevented expansion beyond the amounts al-
lotted, but did not cause corresponding reductions from
the acreages grown in 1933. In cach case, however, it
appears that the program should be credited with reduc-
ing the 1934 acreage below what would have been planted
following the prices received in 1933.

With respect to cigar filler and binder tobacco it will be
recalled that an acreage reduction plan was applied in

7 This may be observed most clearly from the data which have been pre-
sented for dark air-cured tebacco. In the table on p. 156 it was shown that
total base acreage under contract amounted to 76 per cent of the estimated
average acreage harvested from 193¢ to 1933. In other words, abour three-
fourths of the land ordinarily used in the production of these types was
sighed up, However, the total base acreage for the farms under contract was
greater than the total acreage harvested 1n 1933, as is shown in the table on
p- 204. If the praducers under contract had grown an acreage of tobacco
equal to their allotments (31,070 acres), and if the non-signers had raised
tobacco on an acreage equal to one-fourth of the total harvested In 1933
(10,450 acres}, then total acreage of dark air-cured tobacce in 1934 would
have been 4r.520 acres without any violations by contracting producers and
presumably  without any increases on the part of non-signers., Such an
acreage would have been practically as large as that preduced in 1933 and
greater than the 40,100 acres actually produced in 1934. Had there been
na program in 1934, however, it is probable that a much larger acreage
would have been planted following the increase of more than 70 per cent in

1933 prices.
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1933. Acreages of these types had been declining prior to
that time and the low level of prices received for the 1932
crop suggests that the curtailment would have continued.
In this situation it would secem that only a part of the
reduction in acreage made in 1933 may be attributed to
the plan in 1933, although it is known to have been re-
sponsible for part of the curtailment, since more than
12,000 acres were destroyed after planting. With the in-
creased sign-up obtained in 1934 and with a large number
of praducers choosing the option of making a 100 per cent
reduction, it is believed that nearly the entire decrease
from 1933 to 1934 was caused by the program.

Two conclusions are indicated by the analysis thus far.
First, the plans for controlling production were effective
in reducing the acreage and production of tobacco in
1934 below what it would have been following the prices
received in 1933. This is consistent with the conclusion
reached in Chapter VII that contracting producers gen-
erally complied with the terms of their contracts and
that the methods applied were effective in holding produc-
tion within predetermined limits. Second, the amounts
of reduction varied among the different kinds of tobacco
and were not proportionate to the rates stipulated in the
contracts. In some cases the acreage planted in the absence
of the program would probably have been less than the
bases from which allotments were calculated, and the
actual reductions attributed to the plans were less than
the reductions from the base stipulated by the contracts,
In other cases it appears that harvested acreage would
have exceeded base acreage and that the actual amount by
which the program restricted production was greater than
the calculated reduction from the total bases.

While these conclusions relate to the effectivencss of the
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method in limiting production under a given price situa-
tion—namely that which obtained in 1933—they do not
answer the question whether 1934 production was
smaller than it would have been in the absence of any
AAA program. In other words, had there been no pro-
gram of any character, would prices have been lower in
1933, thereby causing acreage and production to be re-
duced in 19347 This question can best be considered by
continuing the analysis of price changes.

EFFECTS UPON PRICES RECEIVED IN 1933

The market situations for the 1933 crops of tobacco
created by the developments pertaining to domestic con-
sumption, exports, and production may be summed up in
terms of total market supplies in relation to requirements.
It will be recalled from the discussion in Chapter 111 that
acreages were reduced in 1932 for all kinds of tobacco as a
result of extremely low prices in the preceding year. Be-
cause of these curtailments, 1932 production was smaller
than disappearance during the succeeding twelve months
in the cases of flue-cured and dark air-cured tobaccos. As
a result, at the beginning of the marketing scason for the
1933 crop, carry-overs of those types were smaller than they
had been the previous year—the difference being only
slight in the case of dark air-cured tobacco, but more than
20 per cent for flue-cured. In each other case production
exceeded disappearance, and carry-overs in 1933 were
increased.

When 1933 production, as shown on page 20s, is added
to these carry-overs, however, it indicates that total supply
at the opening of the market season was greater than it
had been the year before in every instance excepting dark
aircured and possibly cigar leaf. If allowance is made for
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the large quantity of unsold tobacco held by producers in
cigar districts (see note g, page 64), which is not included
in the figures shown, it appears that stocks of cigar leaf
had also increased, although the amount of this increase
is yncertain, The reduction in supply of dark air-cured
tobacco was by no means large. These changes are shown
in the following comparisons of supplies at the beginning
of each of the two years (in millions of pounds):

Kinds 1932 1933
Fluecured ... ... .. .. . .. ... ... ... 1,250.7 1,419.8
Burley ... ... ... 1,008.2 1,119.7
Maryland ... ... 60.8 61.0
Dark aircured .. ... ... 124.3 113.1
Firecured ... ... . ... 340.9 344.1
Cigarleaf. ... ... ... 640.6 352.9

When the facts with respect to consumption and exports
presented carlier in this section are considered in relation
to these market supplies, it is difficult to see that the 1933
situation had improved over the preceding year, except
possibly in the case of flue-cured tobacco. In that instance
supplies were not especially excessive, though they had
increased somewhat over the preceding year, and it ap-
pears that export demand for these types had increased
substantially. Also the increase in cigarette consumption
which began in 1933 doubtless strengthened the demand
for flue<ured tobacco as well as for Burley and Mary-
land.® Even in the case of fluecured tobacco the factors

8 Presumably, however, this factor had the most effect upon the market for
Maryland tobacco, because the crop was not sold until the following calendar
year. At that time the increased use of cigarettes was more apparent than it
was in the middle of 1933 when marketing of the fiue-cured crop began.

An increased demand by domestic manufacturers for the lower grades of
Maryland tobacco also appeaved during this period. Apparently there is a
tendency to substitute 2 small quantity of this tobacco, formerly exported, for
Burley in certain types of products.
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which have been discussed could not have caused the more
than 30 per cent increasc in price which actually occurred,
if anything like the relationships of previous years are
assumed. For the other types on which marketing agree-
ments had been negotiated these factors indicate that
1933 prices would probably have been lower than the
1932, whereas they were higher in all cases excepting
Burley. Prices for this type had been above their usual
relationship to supply in 1932, as alteady noted. (See page
199.)

Before this price enhancement can be attributed to the
AAA program, certain other factors must be considered
as possibly responsible. Prices of all commodities were
rising during the same period and tobacco markets may
have been affected by the same set of influences. With
respect to the probable importance of this consideration,
attention is called to two points. First, there is no valid
reason why one type of tobacco would be affected more
than another by factors causing a rise in the general price
level, except as it may have been marketed at a later
date, when that rise had progressed further. If this is true,
then Maryland tobacco should have benefited more from
such factors than any of the other types, since it 1s sold
throughout the calendar year following its production.
Yet from 1932 to 1933 1t increased only onc-half cent
per pound. This is much less than would be expected in
comparison with the other types towards which the AAA
directed its efforts to control production, if factors behind
the rise in the general level of prices were responsible for
the excess of prices above those which would be estimated
from the factors which have been considered.

In the second place, even if it is assumed that influences
back of the rise in general price level caused the same per-
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centage increase in tobaeco prices as occurred in the index
of prices for all commodities, still the prices received in
1933 are not fully explained for most types. Thus a part
of the prices received for flue-cured Burley, dark air-cured,
fire-cured, and cigar filler and binder tobacco in 1933 must
be attributed to the adjustment program, unless some other
explanation is found.

Devaluation of the dollar and the gold-buving pro-
gram are frequently advanced as explanations of the higher
prices reccived both in 1933 and 1933. Without going
into an exhaustive analysis of this influence it will suffice
to point out that any possible effects have alrcady been
taken into account in the preceding discussion, To the
extent that the monetary program was a stimulus to a rise
in all prices, it was allowed for in the consideration of
price level as a possible factor. Beyond this effect it is
possible, in fact probable, that depreciation of the cur-
rency stimulated exports by lowering prices in terms of
foreign currency.” This, however, was taken into account
when the volume of exports was considered as indicating
the level of export demand.

From these considerations it is concluded that the pro-
gram was cflective in increasing prices to growers for the

?It is casy ta over-estimate the importanve of this factor on a product
subjected to import duties by foreian countrics as high as these applied to
tobaceo.  For example, American tobacco shipped to the United Kingdom,
where the largest increase in fue-cured purchases occurred, is subiect to a
duty of approximately $2.32 per pound. With a market price of 20 cents per
pound in the United States, the price abroad would be $2.52 plus transportation
charges. Under these circumstances a change in exchanpe rale equivaknt 1o a
50 per cent reduction in the price in the United States would cause a change of
considerably less than 5 per cent in the net cost to the purchaser.  For the same
reason, moderate changes in market prices are likely to cause small changes in
exports, and the demand of export buvers is refatively inelustic over a periced
of time, although this statement must be modified when applied to certafn
cauntries—particularly those using the lower grades of tobacco shipped our of
the United States.
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1933 crop. These increases were secured through the
temporary use of marketing agreements, as described in
Chapter V. As pointed out in that discussion, the principal
basis for the price enhancement was the prospect for
future control of production. The character of the esti-
mates required in any analysis to determine the exact
amounts of the prices to be attributed to the program are
such that they cannot be made with any high degree of
precision.  For that reason quantitative estimates of the
effects on prices for the different kinds of tobacco are not
attempted in this analysis. From the evidence which has
been considered, however, it is believed that the effects
were quite substantial for each kind of tobacco to which
the program applied in 1933. It is possible that prices for
the 1933 crop of Maryland tobacco also were strengthened
by the prospect for control of all supplies in the future,
even though no efforts were made to raise 1933 prices for
this type. If there was such an effect, however, it must
have been small and its existence cannot be demonstrated.

EFFECTS UPON PRICES RECEIVED IN 1034

A similar analysis of the situation in 1934 credits an
even greater price-raising effect to the program in that
year. In the price increases which occurred, the curtail-
ment of 1934 production was of course a most important
factor. To the extent that the conclusion already stated
with respect to the influence of the production control
plans upon this crop is accepted, it follows that a share of
the price increase is credited to the AAA program. At the
same time other factors have been noted which undoubt-
edly had a strengthening effect upon prices for several
types in 1934. These were the increased consumption of
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cigarettes and the increase in exports for some kinds of
tobacco. No doubt these developments were partly
responsible for the extraordinary rise of prices for flue-
cured tobacco relative to other types, which has caused
them to exceed the parity goal by some 40 per cent. For
the other types, however, it would appear the strengthen-
ing of demand represented hardly more than a checking
of previous declines and would not of itself account for any
material improvement in the price situation.

If previous relationships are assumed to exist between
prices and the various statistical factors considered thus
far, they explain part of the increase in prices from 1933
to 1934. Even when all of those factors, including the
curtailment of production attributable to the program, are
taken into account, however, they do not explain the whole
of the increases which have occurred. It would seem,
therefore, that some other influence contributed toward
the rise in tobacco prices in 1934.

One development which may have contributed to this
increase was the destruction of some tobacco produced in
excess of allotments. Yields were generally good in 1934
and as a result a number of producers, especially in the
Burley, dark aircured, and firecured producing areas,
harvested more tobacco than they were entitled to sell,
even though their plantings had not exceeded the respec-
tive acreage allotments. Under these circumstances it was
necessary for them to render unmerchantable a portion
of the tobacco harvested in order to comply with the terms
of the contracts. There would seem to be no question but
that most producers faced with such a problem would
sacrifice the poorest quality of tobacco they had, thereby
improving the average quality sold and consequently in-
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creasing the average price received. In no event, however,
could this have influenced prices for flue-cured or cigar
tobacco, since no tobacco of these types was destroyed.

While the withholding of low-grade tobacco from the
market doubtless had an influence on the level of prices
in a few areas, there is no information available from
which the amount of that influence can be determined.
On the whole it is judged to have been of minor rather
than of major importance and can by no means be used
to explain the portion of the price advance which is not
accounted for by the statistical factors alrcady mentioned.
To obtain the most probable explanation of this price
increment 1t is necessary to consider what effects injection
of the production control plans had upon competition and
the price-making process.

EFFECTS OF DIRECT CONTROL OF PRODUCTION
UPON COMPETITION

Competitive conditions in the manufacture and sale of
tobacco products and their relation to the behavior of prices
received by producers for leaf tobacco were considered in
the final section of Chapter ITI. The significant conclus-
1ons from that examination were:

1. The cost of raw tobacco is a relatively small element
in the price at which manufactured products are offered
to consumers.

2. Revenue taxes constitute a very large element in the
consumers’ cost, an element which is fixed and does not
change with variations in the price of raw materials.

3. The production of some types of tobacco products in
which the largest volume of leaf tobacco is used is con-
centrated in the hands of a small number of large manu-
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facturers. This is a result of the advantages of large-scale
production in this particular field.

4. The small number of manufacturers enables each
company, when determining its selling prices, to take into
account the effect of its own price policy upon the market
as a whole. This, together with factors tending to prevent
new competitors from entering the field, causes price com-
petition to be limited. Competitive advertising constitutes
the principal method by which manufacturers scek to in-
crease their volume of business.

5. The result of all these conditions has been a high de-
gree of stability in prices for manufactured tobacco
products, Such variations as have occurred have been un-
related to the changes in prices of leaf tobacco.

6. The volume of products consumed, and hence the
raw material requirements of domestic manufacturers, are
determined by the quantities which consumers will buy at
these relatively fixed prices. As a result the manufacturers’
demand for tobacco is verv inelastic when the total quan-
tity they will take over a period of years is considered.
Within any season, however, their demand is clastic be-
cause tohacco can be held over a period of vears, and
storage costs can be balanced against the estimated advan-
tages of building up inventories in periods of low prices in
anticipation of curtailed production and higher prices in
the future.

=. High import duties, transportation costs, and prev-
alence of government tobacco monopolies in foreign
countries tend to cause similar inelasticity in the export
demand for most types and grades.

8. Under these conditions the quantity of tobacco used
over a period of years is relatively independent of the
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producers’ price and that price tends continuously towards
a level which will call forth just the volume of production
required.

When a program of production control by the govern-
ment 1s introduced into this situation just one important
condition is changed: the volume of tobacco produced is
no longer dependent upon the price received by the pro-
ducer. If under such a program the volume of tobacco pro-
duced over a period of years is adjusted so as to balance the
volume of the different types exported, plus the volume
required for the manufacturc of the products consurned at
the stable prices, then the program does not decrease total
production over that period, even though it may change it
considerably within individual years. The reason is that,
in the absence of any direct control over production, prices
to producers would be established at the Jevel which would
cause growers to produce this same quantity. Since prices
to consumers are independent of raw tobacco prices, at
least within the limits involved in raising farm prices to
parity in 1934, it follows that the volume taken over the
period of years, and therefore the total volume produced,
would be the same in either case.’

10 Certain minor limitations which do not destroy the validity of the general
amalysis must be placed wpon this statement, First, the volume cxported
might be stightly different under the two conditions, although it appears that
such a difference in 1934 would have been negligible, Second, to the extent
that dircct control effected a different net change in inventories during the
peried as a whole, a corresponding difference would appear in the volume
produced. The longer the period considered, however, the less important this
wauld be. And under any reasonable assumptions it would be of little signi-
ficance. Finally, to the extent that the contro] program resulted in curtailed
cxpenditures for advertising as comsidered in the succeeding paragraphs, it
would reduce consumption by whatever amount that advertising would other-
wise have caused.

No information is available from which the cffects of advertising upon
total consumption can be demonstrated, but the most tenable supposition
is that tobacco advertising is chiefly significant as a method for securing
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The significance of this change in the competitive situa-
tion lies in the fact that, under a program of direct pro-
duction control, prices need not be held down to their
minimum level in order to prevent production from ex-
panding in the future. Hence, an added form of competi-
tion among buyers is made possible: competition to obtain
possession of the supply of raw material. Once a manu-
facturer 1s convinced that production will be restricted
by the government so as to halance market requirements,
he can proceed to bid up prices in order to obtain a
larger portion of that supply, or even to keep a competitor
from procuring an adequate supply of a particular type or
grade. This can be done without fear that the higher
prices will cause production to expand and correspond-
ingly to lower prices in the future, thereby enabling com-
petitors to obtain cheaper supplies. Of course, a limit is
sct to such operations by the practical consideration that
at some point the restriction on production will be re-
laxed even though there be no shortage in total supplies.
Just where this point will be cannot be determined, but
there is no reason to believe it will prevent prices from
rising to the present parity level.

It must not be understood that, given a direct control
over production, prices will necessarily rise in this manner.
The point is that under such conditions the price can be
either at the same level which would have obtained for
the same supply in the absence of the control, or can be
much higher. Between those points, price is to a degree

business which would otherwise go to a competitor rather than in its effect
upon total consamption. It should be remembered that the war-time
stimulus to cigarette smoking among men was largely independent of any
advertising effort, and that the demand of women smokers reached larpe
proportions before any direct appeal to women was brought into cigarete
advertising,
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non-determinate.  Given a fairly stable situation in the
industry, with no new competitors secking to establish
themselves and with margins narrow enough so that no
company is inclined to attempt a material expansion, price
might reasonably be expected to tend toward the lower
limit, However, with excessive spreads, with certain well-
financed companies seeking to absorb the business of
weaker competitors, or with new manufacturers entering
the field, the price might be forced materially higher.
For example, it is reasonable to suppose that manufac-
turers of standard brands of cigarettes, now retailing for
the most part at two packages for 25 cents, desire to pre-
vent losses of volume to manufacturers of 10-cent brands.
Prior to the development of the control plans, two princi-
pal methods were available: advertising and lowering re-
tail prices. The first is effective only within limits and
has not proved adequate to prevent a substantial loss of
business to the new brands. The second means practically
a price war.

Under the new conditions, however, a third method is
available, namely the bidding up of tobacco prices. This
would increase the costs of manufacturers of the lower
priced brands, whose margins necessarily are narrow.
Thus an effective weapon against price competition 1s
afforded which may be used at much less cost to the
established industry than a price war,

If the foregoing analysis is accepted, it must be apparent
that a given supply of tobacco might sell anywhere within
a range of prices under a control program, depending
upon conditions at the time. For that reason a statistical
analysis of supply-price relationships will not reveal the
whole of the price influence of such a program. The ap-
proximate price increase associated with the actual reduc-
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tion of supplies may be determined, but such further in-
crease as may result from effects upon the competitive
process through which prices are established cannot be
ascertained statistically, at least with the data which are
now available. However, there is ample indication that
these effects were of considerable importance in deter-
mining the results of the tobacco program in 1933 and
1934.

Conditions in several branches of the industry during
this period have been of the character which would tend
to cause tobacco prices under a production control pro-
gram to be established well above those which would
atherwise prevail for crops of similar size. Manufac-
turers’ margins had increased to unprecedented levels, as
was shown in Chapter [II. In spite of the factors tending
to prevent new competitors from entering the held, 1o-
cent brands of cigarettes had appeared in 1931 and were
making substantial gains at the expense of other brands.
Cigarette prices were being lowered to meet this compe-
tition, indicating that manufacturers’ margins had finally
increased to a point where the stable structure of prices
for cigarettes was breaking down. The manufacture of
cigars was being concentrated in the hands of a smaller
number of units, of which a few had come to control a
relatively large part of the total volume. Under such cir-
cumstances, the established manufacturers could well
afford to enter into markcting agreements to raise prices
in 1933, once they were satisfied that production would be
controlled in the future. For similar reasons their com-
petition for control of the tobacco produced in 1934 ap-
pears to have been the important factor causing prices in
that year o be establishsd above their former relationship

to supply.
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The cost of the praogram, both processing taxes and in-
creases in tobacco prices, has been borne by the manu-
facturers—in effect as an increase in their cost for raw
material. For the same reasons that prices of manufac-
tured products have in the past been independent of
variations in tobacco prices within relatively wide limits,
these costs have not been passed on to consumers. Former
profit margins of manufacturers have been greatly re-
duced largely because of this factor, although increases
in other costs and lower prices for some products have
contributed to the same result.  Whereas the total profits
available for distribution as dividends by the 34 leading
manufacturers of tobacco products were 146 million dol-
lars in 1932, they were only 80 million in 1933, and 100
million in 1934. At the same time, the gross receipts of
farmers (not including benefit payments) from the sale
of tobacco retained for domestic manufacture increased
from 68 million dollars in 1932 to 128 million in 1933 and
159 million in 1934.

EFFECTS UPON INCOME FROM TOBACCO PRODUCTION

Having considered the extent to which the tobacco pro-
gram has attained the objective of curtailing production
in order to reduce excessive stocks and raise prices, there re-
mains the question as to whether progress has been made
towards the major goal of increasing income of farmers,
Since it has been concluded that the program did con-
tribute substantially towards the enhancement of prices
in both 1933 and 1934, this task consists mainly in deter-
mining whether or not those increases plus the disburse-
ment of benefit payments offset the curtailment in volume
of production.

Producers in most areas received greater total returns
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from the sale of their tobacco produced in 1934 than they
did for the larger production of 1932 or 1933. This is
shown by the following summary of annual farm values
for the three years (not including benefit payments):*

Kinds 1932 1933 1934
Fluecured .................. ....§ 43,158 $112992 $150,504
Burley .......... ... ... ... 38,909 40,452 39500
Maryland ... ... ... . ... ... ... 4,611 3,570 ..
Dark aircured .......... ... ... 1,634 2,317 2,854
Fitecured . ... ... P 7,769 11,600 12,678
Cigar filler and binder_ . . . .. e 8,164 4,959 5:997
Cigar wrapper ... .. ............ 3,512 3,552 4489

In the case of Burley, the extreme reduction in volume
from 1933 to 1934 slightly lowercd the total value. Only
in the case of the cigar filler and binder types did the
reduction in volume offsct price advances to an extent that
1934 farm value was reduced below the corresponding
value in 1932. With respect to these types, account should
be taken of the fact that farmers did not actually receive
as much for their 1932 crop as the data just presented
would indicate. The reason for this was that not nearly all
of their tobacco was sold, but much of it was still stored
on farms late in 1933. To the extent that the program
helped create market conditions which facilitated the sale
of this tobacco at somewhat higher prices, it 1s apparent
that its effects upon the incomes of producers in the cigar-
tobacco districts was greater than is shown by the pre-
ceding data.

Although the data included in the preceding paragraph
illustrate the situation with respect to farmers' receipts

1 Values for flue-cured, Burley, dark air-cured, and fre-cured in 71934
were estimated by the Tobacco Section, AAA, from reports of sales of to-
bacco to which the Kerr-Smith tax applied. Other data are from repons of
the Division of Crop and Livestock Estimates.
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from sales of tobacco, they do not show changes in aggre-
gate incomes of producers. In the first place they do not
include the cash payments to growers in connection with
the production control plans, When these payments, in-
cluding both those already disbursed and those still to be
paid in connection with the 1934 program as shown on
page 195, arc added to the aggregate proceeds from sales
of tobacco, the following estimates of producers’ gross in-
come from tobacco are obtained:

Kinds 1932 1933 1634
Flue-cured .. ... ... .. ... ... ... § 43,158 $riv450 $165,052
Burdey ......... ... ... ... .. ... 38,909 40,452 53.908
Maryland ..., ... L. 4,011 3570 cen
Dark aic-cured ... .. ... ... ... 1,634 2,317 2,354
Firecured . .......... .. ... ... 7,760 11,609 14,291
Cigar leaf ... ..., e 11,076 10,590 17,909

These estimates show that in 1934 gross income includ-
ing benefit payments was well above either 1932 or 1933.
For each kind of tobacco except cigar leaf it was equal to
or above the gross farm value of the 1931 crop, and in
the casc of flue-cured it was larger than in any year since
1919.

For most of the types where acreage was reduced ma-
terially in 1934, the increasc in farmers’ net income from
tobacco production has been even greater than the advance
in gross returns. This is true because total expenses are re-
duced by the curtailment of acreage. Although some ex-
penses do not vary with acreage and production, cash out-
lays for fertilizer and many other items are approximately
in proportion to the amount of tobacco grown in a given
year. It was pointed out in Chapter II that expenses of this
kind are relatively large for tobacco in most producing
areas. To whatever extent the reduction of acreage and
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production curtailed such expenditures, the total expense
to be deducted from the gross income was smaller. Under
such conditions the greater influence upon net incomes
would necessarily follow. No data can be presented on
this aspect of the situation at the present time, but a gen-
eral consideration of the conditions under which tobacco
is produced suggests that it is quite large in view of the
relatively high cash expenses per acre in most tobacco pro-
ducing areas.

The results of the AAA tobacco program in 1933 and
1934 may now be summarized. Growers incomes from
tobacco production in both years have been materially
higher than they would have been if there had been no
program. This enhancement of incomes resulted partly
from the distribution of cash payments to producers and
partly from the fact that prices were substantially higher
than those which would otherwise have becn received.
In 1933 these prices were obtained under marketing agree-
ments negotiated with the principal domestic manufac-
turers. However, the basis for the price increases was
mainly the prospect for controlled production in future
years. In 1934 acreage and production under the several
production plans were smaller than would otherwisc have
followed the prices received in 1933, and this curtailment
resulted in higher prices to growers. At the same time,
the competitive situation in the tobacco manufacturing
industry caused price gains from the production plans to
be much greater than have formerly accompanied similar
reductions in market supplics, and also caused the benefits
to producers to be derived from the former profit margins
of tobacco manufacturers.



CHAPTER X

LONGER TERM POSSIBILITIES AND
LIMITATIONS

The analysis of results in 1933 and 1934 has, in effect,
constituted an evaluation of the effectiveness of the to-
bacco program in attaining the objectives of the AAA with
respect to enhancement of prices, curtailment of produc-
tion, reduction of carry-overs, redistribution of consumers’
expenditures for tobacco products between growers and
manufacturers, and increasing producers’ incomes. It is
now appropriate to consider the extent to which the ex-
perience thus far makes it possible to appraise the methods
used as possible devices to be employed in 2 more perma-
nent program for the stabilization of the tobacco produc-
ing industry.

CONTINUATION OF THE PROGRAM IN 1935

All essential features of the program as it was applied
in 1934 are being continued in 1935, although some
modifications are being made.! The Secretary of Agricul-
ture has already notified all contracting producers, except- -
ing those in Puerto Rico, that he has exercised his privilege

1 The rates of reduction are changed somewhat for 1935. Contracting pro-
ducers of cigar filler and binder robacco must keep one-third of their base
acreage out of production instead of having a choice between three optional
rates.  Ablotments under the plan for flue-cured tobacco are increased to 85 per
cent of the bases instead of being kept at 7o per cent where they were in 1934,
thus requiring only a 15 per cent reduction for these types. Similarly a 20
per cemt reduction is being required for fire-cured and dark air-cured tobacco,
whereas last year producers of these types had to make reductions of 25 and
30 per cent respectively. The reduction under the Burley plan is to be 40 per
cent instead of the optional rates of 1934. The principal provisions of the
plans for 1935 are outlined in Appendix D, p. 28z,

226
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of continuing their contracts in force with respect to pro-
duction in 1935.

Producers who have not previously participated in the
production control plans are being given the opportunity
of signing contracts for 1935 if they desire, Furthermore,
“special base contracts” are being offered producers who
have been unable to obtain equitable allotments under the
regular contracts because of their inability to establish sat-
isfactory bases through the options provided.®

The Kerr-Smith tax is to be applied to each principal
kind of tobacco excepting Maryland in 1935. As abasis for
the determination which this act requires the Secretary
of Agriculture to make with respect to the number of
producers who favor the application of this tax, a pro-
ducers’ referendum has been conducted in each area. Tabu-
lations of the results show that growers overwhelmingly
favor such application. Producers (including share-
croppers and other tenants) who voted on this question
control a very large portion of the land on which tobacco

2 Special Base Tobacco Contract, AAA Form T-173 for flue-cured, Burley, fire-
cured, and dark air-cured tohacco, A similar contract is being offered to produc-
ers of cigar filler and binder tobacco. The distinctive feature of this cantract is
that the base acreage for sach farm is either the average acreage planted on
that farm in those years from 129 1o tg34 inclusive when tobacco was grown,
the average acreage grown from 1929 to 1934 by the contracting producer, or
the acreage which could be produced in 1935 with the barns, equipment. and
laber now on the farm, The one of these aptions to be used “shall be selected
by the county committee in accordance with instructions of the Sccretary of
Agriculture; Provided, That in no event shall the propertion that the recom-
mended base acreage bears to the {and on the farm suitable for tobacco pro-
duction be larger than the proportion for typical neighboring farms covered by
tobacco production adjustment centracts,” (Application for Special Base Con-
tract, AAA Form T-tyz. See Also Instructions to Field Workers for Special
Base Tobacco Contracts, AAA Form T-174.) The base production under this
contract is to be the base acreape times the average base yield for typical
neighboring farms with similar seils, No special base contracts are to be
approved for a farm already covered by a contract or for which an equitable
allotment can be established under a regular contract.
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is grown in the different areas, the percentage ranging
from approximately 8o in the area where fire-cured tobacco
is produced to ¢6.3 in the area of fue-cured production.
Of these growers, more than go per cent in each area voted
in favor of the application of the tax in 1935, except in the
case of the cigar-tobacco districts, where the percentage
was 87.8. More than gg per cent of the votes cast by grow-
ers of fluc-cured tobacco favored the tax.

Thus the program for next year involves continued con-
trol of acreage and production through growers’ contracts,
with benefit payments out of proceeds from processing
taxes and a supplementary use of the Kerr-Smith tax. The
probable results from continuation of the program in this
form may be considered as a first step in evaluating the
measures applied to tobacco from a longer time point of
view. The possibilities and limitations of such a policy,
so far as they may be judged from these observations of
the program in operation thus far, may be set forth con-
veniently in terms of the basic considerations involved.

FINANCIAL BENEFITS TO PRODUCERS

Would a control program continued in accordance with
present policies result in financial benefits to producers
over a period of years? In the analysis of results obtained
in 1934, it was concluded that the advance in producers’
prices attributable to the AAA program resulted partly
from the curtailment in volume produced and partly from
the effects of the existence of an effective control program
upon the price-making process. In regard to the first of
these, there appears to be no reason to assume that a com-
parable restriction in supply would not result in a similar
support of prices within a given year. It should be noted,
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however, that a continuation of the policy of adjusting pro-
duction to a level which would reduce carry-overs con-
sidered to be excessive, but which would not reduce the
quantity consumed, would bring about only a very slight
reduction of production over a period of years. Under
such circumstances, the probability of significant price en-
hancement or material additions to producers’ incomes
appears relatively small in so far as it depends upon the
production of less tobacco than would otherwise be pro-
duced during the next sevcral years.

With regard to the permanent effccts of production con-
trol upon the competitive situation, a less definite answer
must suffice. Tt was pointed out in the preceding chapter
that direct control of production had the effect of making
producers’ prices non-determinate between a minimum
equal to the price which would have been received for the
same volume in the absence of any control, and a maxi-
mum considerably higher though somewhat indefinite.
However, since the program itself would constitute an
additional factor tending to limit competition in the sale
of tobacco products, it seems not unrcasonable to suppose
that over a pertod of time prices to growers would tend
strongly towards the minimum limit. For the next year,
or even for two or three, it is probable that prices would be
above previously established supply-price relationships, due
to the continued operation of the same factors which
existed last year. It is quite possible, however, that this in-
fluence would decrease rather rapidly if manufacturers’
margins were kept low enough to prevent price cutting or
the expansion of lower priced brands, and conceivably it
might never be as great again as it was in 1934. The con-
clusion with respect to this aspect of the question is, there-
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fore, that producers would probably receive some price
benefits from the permanent control of production, al-
though over a period of years it is unlikely that such bene-
fits would be comparable with those received in the past
year.

In addition to benefits in the form of price enhancement,
the program presents the possibility of additions to pro-
ducers’ incomes through benefit payments. Thus far the
burden of tobacco processing taxes has fallen upon the
manufacturers. Prices to consumers have not been raised
and certainly producers’ returns have not been lowered
below previaus relationships to supply as a result of the
program. Therefore, benefit payments have been net ad-
ditions to farmers’ incomes and could be used to increase
growers’ returns in future years even though prices were
not increased by the program. In fact, so long as prices
remain below parity, the smaller the increases secured, the
higher the processing tax rate could be in the succeeding
marketing season, and the larger the proceeds which
would be available for distribution as benefit payments.
Under these circumstances the scheme could be used to
obtain returns approximately equal to parity price for
producers of any kind of tobacco which is entirely con-
sumed within the country. Since processing taxes are not
levied upon exports, however, returns on types which are
exported could only be increased by the amount of the
benefit payments which could be made out of the pro-
ceeds of the tax upon tobacco processed for domestic use.
For such types producers’ returns could not be maintained
at the parity level through benefit payments alone.

In the case of types for which consumption was being
maintained or increased, returns equal to parity price on
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the quantity sold would obtain for producers a total income
equal to what they received in the base period designated
by the Adjustment Act. For types whaose use is declining
at all rapidly, however, the maintenance of producers’ in-
comes through processing taxes and benefit payments
would be more difficult because of decreased volume.?

It should be noted in this connection that the burden of
the tax may not remain permanently upon the manufac.
turers and processors. Given the condition of stabilized
competition in the industry which was suggested as a
possible development under a continued control program,
it is quite conceivable that taxes would no longer be ab-
sorbed entirely by the manufacturers, but would result in
increased prices to consumers with a corresponding cur-
tailment of consumption. The experience gained in 1934,
as well as a theoretical consideration of the various factors
involved, indicates small probability that this development
would result from the enhancement of producers’ prices to
the present parity level. Of course there is a point beyond
which further enhancement of manufacturers’ raw ma-
terial costs, including processing taxes, would result in
increased prices for tobacco products. It has been noted,
however, that these prices are independent of tobacco prices
within relatively wide limits, and it may be that manu-
facturers’ margins could be narrowed somewhat further

31In the years when the program caused less tobacco to be grown than
would have been produced in the absence of productien control, some gains
in the form of reduced expenses of production would also be obtained. Over a
period of years, however, these would be small, since it has been shown that
total production aver such a period probably would be abour as large under the
program zs it would be withowt any control of production. Under these cir-
cumstances any important reductions in cost would have to result from the
stabilization of acreage, and ir is pot clear that these would not be more than
offset by the increases in costs as a result of the effects of the production control
plans in restricting farm management adjustments by individual farmers,
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before the level of retail prices for tobacco products would
be increased appreciably.

Even though retail prices were not raised above present
levels through the continued operation of an adjustment
program, the burden of such a program might fall upon
consumers in a very real sense. This would be the result
if the program prevented a decline in prices to consumers
which would otherwise have taken place. It was pointed
out earlier in this discussion that shortly before the Adjust-
ment Act was passed manufacturers’ margins had reached
levels which were beginning to attract new capital into the
industry in spite of the many difficulties to be encountered
by anyone seeking to enter the field in competition with
the established companies, or by a manufacturer seeking
to increase volume by lowering prices. This was another
way of saying that the various restraints upon competition
had maintained the stable price structure about as long
as possible in the face of declining prices for leaf tobacco
and other costs. This was especially true with respect to
cigarettes, where the introduction of the ro-cent brands
might have been the forerunner of a period of competitive
price cutting by manufacturers.

Had this developed, it follows that consumers would
have received the benefit of lower prices, and no doubt
consumption would have been increased somewhat. Be-
fore it is concluded that the tobacco program should be
charged with the maintenance of consumer prices above
the levels which would otherwise have prevailed, however,
two additional aspects must be considered. First, while
the program did increase raw material costs both as a re-
sult of higher prices and the levying of processing taxes,
and therefore may be considered as one factor lessening
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the tendency for a lowering of retail prices, it was by no
means the only factor. Other costs rose also, as for example
labor costs under the National Recovery Administration.
Of even greater importance is the possibility that the period
of lower prices would have been of only temporary dura-
tion in any case, While this obviously cannot be judged
with any degree of certainty, it appears not unlikely that
such would have been the case and that afterwards prices
would have returned to roughly their present levels.

In view of the considerations advanced in the preceding
paragraphs, it seems most reasonable to conclude that the
burden upon consumers of continuing the program along
its present lines would be quite small and that the resulting
curtailment of consumption would likewise be small, if
not entirely negligible. If this is correct, then it may be
concluded that a continuous direct control of tobacco pro-
duction, under the conditions likely to prevail in the next
few years, would result in most years in financial benefits
to tobacco producers as a group, although it is unlikely
that such benefits would be as large as those received in
1934.

PERMANENT CONTROL OF PRODUCTION

If the conclusions with respect to probable results from
a reasonably permanent direct control of production are
accepted, the question immediately presented is: Can such
control be obtained by the methods used in 1934 and now
being continued in 19357 The answer to this question de-
pends upon several comsiderations, Prominent among
these are: The legal status of the various measures, includ-
ing the Kerr-Smith tax; producers’ attitudes towards the
program and the manner in which these attitudes are
affected by the results obtained; the necessity for flexibility
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to permit individual farm adjustments; and the amounts
of money available for rental and benefit payments.

Legal status assumed. No attempt has been made in this
book to appraise the legal status of the various devices pro-
vided by the Agricultural Adjustment Act and the Kerr-
Smith Act. In considering the probable results from a
permanent use of these devices, however, it must be noted
that broad questions of constitutionality are as yet un-
answered with respect to both acts. Numerous cases re-
lating to the Adjustment Act have been brought before
lower courts and a varicty of decisions have been rendered
with respect to specific features. Also, in two cases the
legality of the Kerr-Smith tax has been contested. In one
of these the act was held to be unconstitutional in a federal
district court.* As yet, however, no decision upen the con-
stitutionality of either of these laws has been rendered by
the Supreme Court of the United States. Under these
circumstances, the present observations with respect to the
possibilities and limitations of the tobacco program as a
permanent institution are tentatively stated on the assump-
tion that its continuance in its present form is legally
possible,

Attitudes of growers. The possibility of building a per-
manent program around the device of controlling produc-
tion through voluntary contracts depends, among other
things, upon growers™ attitudes. Not only do these atti-
tudes determine whether or not producers will enter into
such contracts, but they may also determine the extent of
compliance. For example, it must be fairly obvious from
a practical point of view that enforcement of all the tobacco

£ Decision by Judge Dawsan in the Western District of Kenrucky on Apr. 13,
1935. This case will be appealed. The other case was argued before Judge
Hayes of the Middle District of North Carolina. Tt was taken under advisement
on Mar. 20, 1935 but no decision has been rendered.
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contracts in 1934 would have been entirely beyond the
power of the government if a majority of growers had
sought to escape compliance, and if sentiment in the re-
spective areas had been in opposition to such enforcement.

For the present there can be little question that tobacco
producers favor continued control of production. As has
been shown, growers have experienced a decided improve-
ment in their economic situation, and they are inclined
to credit this improvement even more exclusively to the
efforts of the AAA than has the preceding analysis. Under
these circumstances it appears that the desire for compara-
ble benefits under a continuation of the program far out-
weighs the desire to expand production stimulated by the
relatively profitable returns received in 1934. In support
of this statement, two significant developments may be
cited. First, strong opposition was expressed in some re-
gions, especially in the area where flue<cured tobacco is
produced, to any increase in allotments for 1935. When
the details of the plans for 1935 were first announced and
it was made clear that contracting growers would be per- .
mitted to produce more tobacco than in 1934, many pro-
ducers and farm leaders objected on the grounds that it
would mean giving up gains already made”® Not untif
the AAA had explained its position that the Adjustment
Act only authorized efforts to raise prices to parity, and
that further curtailment of preduction in order to raise
prices above parity might have an adverse effect upon ex-
ports, did these expressions become less frequent.

A second development which is strongly indicative of

5 Strong protests against any move to relax the restrictions on production
were also made by political leaders who apparently judged it to be in their
interest to voice publicly their opposition to “anything which would lower
prices growers received for tobacco,” and by local newspapers in parts of the
area where flue-cured tobacco is produced.
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growers’ attitudes toward the tobacco program was the
growers’ vote with respect to application of the Kerr-Smith
tax in 1935. It was noted on pages 227-28 that a very high
proportion of the growers voted on this question in each
producing region, and that an equally large proportion of
those who voted favored the use of the tax. Even allowing
for the possibility that some individuals voted for this
application on the ground that a program of control
through contracts and benefit payments would be con-
tinued anyway, the results of these referenda must be ad-
mitted as evidence of a very favorable attitude among
growers.

Although at present a vast majority of tobacco growers
favor continuation of the program along its present lincs,
it is possible that this attitude will be changed in the
future. For example, the spectacular price advances which
took place in 1934 account for a substantial part of the
favorable attitude towards the program. But it was em-
phasized in the early part of this chapter that the same
degree of control over production in future years might
result in benefits to growers substantially smaller than
those obtained in 1934. To the extent that benefits were
reduced or (of equal importance) to the extent that grow-
ers failed to recognize the benefits actually secured, it is
possible that producers might lose their regard for the
general plan. It is probable, however, that under such
conditions growers would at first demand more control
rather than an abandonment of the program.

Flexibility required. Still another problem involved in
appraising the possibilities of controlling production over
a period of time is that of determining the probable effect
in restraining individual farmers from working out the
most desirable organization of their farming operations.
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Such a restraint might seriously limit the benefits received
by a considerable group of producers and affect their atti-
tude towards the program. Undoubtedly one of the best
features of the plans developed for the control of tobacco
production has been their flexibility in application to par-
ticular local conditions and even to conditions on individ-
ual farms. To some extent this adaptability has resulted
from the recognition of the extreme variability of farming
conditions and the development of separate plans for each
tobacco producing area. Beyond this, however, the pro-
vision of optional methods for determining bases, the
authorization of optional rates of reduction under some
plans, and the issuance of rulings permitting growers to
market in cxcess of their allotments if they accepted re-
duced benefit payments, all contributed towards making
the plans adaptable to a variety of conditions on individual
farms.

This flexibility, however, only made the plans adaptable
to the varied conditions to be found at the time they were
applied. It made no provision for adjustments such as
would ordinarily take place over a period of years. A num-
ber of new producers normally appear cach year and shifts
in production are constantly occurring among all classes
of farm products, which may involve expansion of tobacco
acreage on some farms and contraction on others. No
great pressure on the plans develops from interrupting
these changes for one or two seasons, but a strong demand
for adjustments by regions as well as by individual farms
would certainly follow any attempt to prevent changes
over a long period.

To a certain extent, the character of this demand would
depend upon the degree to which producers were able to
readjust their systems of farming to the changed condi-
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tions created by the control program itself. If the relaxa-
tion of restrictions on the use of the land taken out of
production provided for in the 1935 program, plus the
opportunities already available for the substitution of new
enterprises, should enable growers generally to work out
economical combinations of enterprises for their farms,
then a great deal less opposition to control of tobacco pro-
duction may be expected to develop than if growers find it
necessary to continue substantially their former combina-
tions but with a reduced acreage in tobacco. In the latter
instance they are likely to consider the program as purely
an emergency measure and to judge it a failure if it does
not soon create conditions under which they can return
to growing tobacco up to the full capacity of their farms,

The foregoing consideration suggests an important field
for further research if an attempt is to be made to continue
an adjustment program for tobacco. This research should
determine as accurately as possible the character of shifts
in production which are likely to be needed in the various
areas during the next few years, and then deal exhaustively
with the farm management adjustments for individual
farms through which these changes can be worked out.
Only on the basis of such study can the needed modifica-
tions of control programs be developed.

Many members of the AAA staff are fully conscious of
the importance of having investigational work of this gen-
eral character undertaken at the earliest possible date.
Already the Program Planning Division of the AAA and
the Bureau of Agricultural Economics are co-operating in
studying various aspects of the general problem of regional
adjustment, and undoubtedly their work, together with
that of the state experiment stations, will contribute
much information needed for future guidance of the va-
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rious commodity programs. However, it is important
that agricultural experiment stations also study this prob-
lem within specific areas in order to determine the charac-
ter of inequalities among producers which may develop
under the control programs as a result of holding in check
desirable shifts in production. These studies will naturally
constder the types of adjustments which farmers are
making under the control programs, others which can be
made under present circumstances, and the modifications
of the control plans which may be necessary in order to
permit the needed farm adjustment within the area.
Financing through processing taxes. The foregoing
consideration of the possibility of keeping tobacco produc-
tion under control has assumed that benefit payments
would be continued. This raises the question whether a
permanent control program for tobacco can be financed
out of proceeds from the processing taxes provided under
the Adjustment Act. From one point of view an answer
to this question has already been presented in the two pre-
ceding chapters. In Chapter VIII it was noted that, despite
a possible interpretation of the act that present tax rates
could be continued even after prices reached parity, there
is a strong probability that a given rate will be reduced to
zero at the beginning of the marketing year following a
year in which average prices for the corresponding kind
of tobacco have equalled or exceeded the parity level. It
was also suggested that rates would be adjusted when the
difference between actual prices and parity was sub-
stantially changed. In view of the price changes discussed
in Chapter 1X, this indicates that the tax on flue-cured
tobacco may be removed entirely as of October 1, 1935 and
the other rates at least reduced to the point where revenues
would be very much smaller indeed. If these changes are
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made, it follows that benefit payments could not be con-
tinued indefinitely on anything like their present basts.

A possible course to follow under these circumstances
would be to use intermittently the devices provided by the
Adjustment Act to collect processing taxes, make benefit
payments, and control production following seasons when
tobacco prices were below parity, but to abandon those
procedures whenever cxcessive carry-overs were climinated
and prices brought up to parity, At first glance, this use
of the control procedures would seem to have certain attrac-
tive possibilities in that it would be somewhat automatic
in operation and would function only when nceded. A
more critical appraisal of probable results, however,
creates doubt as to whether any satisfactory program of
this intermittent character could be worked out.

One of the major objections to abandonment of contro!
over production when prices reach a desired level and re-
establishment of that control when prices fall below parity
is the probability that such a procedure would increase the
magnitude of fluctuations in production and prices. This,
it will be remembered, would be in direct opposition to the
agricultural planning objective discussed in Chapter I as
representing one of the goals prominent in the minds of
the administrators of the act—especially those who con-
template the evolution of a permanent national policy to-
wards agriculture out of the present AAA commodity
programs.

If control over tobacco production were removed after
a marketing season in which prices had been ratsed sub-
stantially as a result of control, there can be little doubt
that acreage planted the following year would be increased.
This response would be intensified in any period when
the returns to be obtained from alternative enterprises had
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not increased in proportion to the rise in tobacco prices.
Under such circumstances it must be clear that prices
would again be depressed, necessitating the re-establish-
ment of a control program. The price increases secured
while the control was in force would prove to be a factor
stimulating increased production and consequently lower
future prices, thus causing less rather than more stability in
the tobacco producing industry.

In attempting to analyze the sources of the price gains
secured in 1934, it was pointed out that one factor may
have been the fact that so long as production was kept
under direct control each buyer could buy at higher prices
without fear of causing an increase in production which
would enable competitors to obtain cheaper supplies while
he carried inventories obtained at the higher cost. It will
be seen that intermittent operation of the control program
would remove this factor entirely and consequently reduce
the probable benefits to tobacco growers.

The faslure to provide a basis for financing the program
after prices have reached parity constitutes one defect of
the parity or fair exchange value formula for permanent
use in determining rates of processing taxes. It indicates
that proceeds from taxes levied according to such a formula
will not continuously finance a program for maintaining
market prices of tobacco at parity by paying producers to
control production.’

While no attempt is made to pass judgment upon the
parity concept as it may relate to any other product, two
further observations regarding its application to tobacco
grow out of this analysis. First, it has proved to be a

9]¢ has been pointed out, however, that it micht be so applied that market

returns plue benefir payments would equal parity and possibly could be hetd
there over a considerable perind for some types.
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workable formula for defining the goal in a short-run
program for increasing the returns of tobacco growers.
The analysis of the operation of the tobacco program has
shown that it has yielded substantial financial benefits to
producers. For the most part the cost has been borne by
manufacturers as reductions in their margins, which had
increased enormously in previous years, primarily because
of the limited nature of competition in manufacture and
sale of tobacco products, Viewed in the most realistic
manner, therefore, the program has taken from manufac-
turers part of their returns attributable to certain defects,
or limitations, of the competitive price-making process, and
has distributed them to the producers of raw tobacco. It
has not operated to correct or eliminate those defects so
far as they may affect the prices paid by consumers. In
fact, the control of production might in time have some
effect in perpetuating such limitations. The real effect has
been upon the distribution of consumers’ expenditures for
tobacco products between the manufacturer and the
grower.

Second, the designation of the post-war base period for
tobacco constitutes a recognition in the act itself of the
fact that the pronounced shifts among the several classes
of tobacco products had created price relationships quite
different from those which had existed in the pre-war
years adopted as the base period for other commodities.
Given a continuation of the present trends in consump-
tion of cigarettes and other types of tobacco products, it is
equally apparent that price parity with the designated to-
bacco base period would represent an unsatisfactory goal
for price adjustment in the future, It is entirely possible
not only that prices of flue-cured tobacco could be held at
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parity through a production program, but that they might
exceed that level even without such a program. On the
other hand, maintenance of prices for the dark tobaccos
and for cigar filler and binder types at their base period
relationships to the index of prices paid by farmers may
require such large curtailments of acreage and production
that growers would be better off if a lower goal were set.

THE KERR-SMITH TAX

The possible place of the Kerr-Smith Act in a perma-
nent tobacco program remains to be considered. The
possibilities and limitations of this device might be ap-
praised from several points of view. For example, it might
be considered only as a procedure supplementing the use
of producers’ contracts, benefit payments, and processing
taxes, or viewed as a possible alternative to those pro-
cedures in maintaining a control over tobacco production.

The Kerr-Smith tax as applied in 1934 served two pur-
poses. It prevented producers who had not entered con-
tracts with the AAA from benefiting more from the pro-
gram than those who participated. In that year, however,
the number of producers who were eligible for equitable
bases under the contracts offered, and who did not sign up,
was relatively small. Of greater significance 1s the fact
that it provided an additional influence in securing com-
pliance by growers who did sign contracts. The prospect
of its passage may also have caused some growers to sign
contracts. Beyond this, the tax had little influence upon
production by non-signers in 1934. It was not enacted
carly enough to influence plantings in the areas where it
was applied, and as administered it furnished relatively
little incentive for a non-signer to curtail production.
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With respect to its effect in future seasons, the con-
tinued use of the Kerr-Smith tax would certainly dis-
courage increases in production on the part of non-signers.
This assumes that such producers would not be given tax-
payment warrants and would bear the full rate of the tax
on all tobacco they sold. Under such conditions their
returns would be reduced and they would have no incen-
tive to expand tobacco production because of the price
increases secured through the control program.

It is probable also that the tax could be used in lieu of
processing taxes and benefit payments and could be ad-
ministered so as to control production effectively. For
example, present allotments could be continued for all
tobacco producers and tax-payment warrants issued to all
producers who did not market in excess of their allotments.
The refusal of warrants to producers who marketed in
excess of their allotments would subject them to the
tax upon their entire production. However, some modi-
fication of the present act might be required before 1t
could be used in this manner, since its provisions for the
issuance of tax-payment warrants are conditioned upon
the use of contracts under the Adjustment Act.

Applied in this way, the economic effects of the tax
would be exactly the same as those obtained from the
processing tax and benefit payments when the incidence
of the tax is wholly upon the producer. In such a case the
levy of a processing tax results in lower prices to producers
and reduced returns from the sale of their products. Dis-
tribution of proceeds from the tax as benefit payments
gives these returns back to producers who participate in
the plan. Thus the processing tax under such circum-
stances has the effect of a penalty upon those who do not
qualify for payments.
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From these evaluations it is concluded that the Kerr-
Smith tax provides a highly effective supplement to the
voluntary procedures for controlling tobacco production.
In effect it makes the control of supplies much more cer-
tain than it would be otherwise. On the other hand,
several reservations must be made before it is accepted as
a desirable procedure to be incorporated in a long-time
national policy. Reasonable justice requires that ample
provision be made for producers who are ineligible for
equitable bases under contracts. It has been pointed out
that the provision for tax-payment warrants to such pro-
ducers was entircly inadequate in some counties in 1934,
although the difficulty was lessened by the compromise
effected through the use of Rider B. Possibly the special
base contracts being used in 1935 will take care of all such
cases next year, but it is imperative to be certain that this 3s
true before approving the tax procedure. Moreover, the
mere fact that this device makes control over production
more complete and effective, gives a greater importance to
the question already discussed whether such control is
desirable unless flexibility can be provided to permit shifts
in production and other farm adjustments. Until this
flexibility can be worked out and until the nceded research
basis for its administration can be obtained, there is good
ground for skepticism regarding any control over produc-
tion which is more rigid than that provided by the use of
voluntary contracts and benefit payments.

SUMMARY

Immediately after the approval of the Agricultural Ad-
justment Act, the AAA procceded with vigor and initiative
in the development of a tobacco program. Prices for the
principal kinds of tobacco had been at or near their lowest
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level since before the war, and there was little prospect that
they would improve greatly in 1933. In this situation, a
diversified but closely co-ordinated program was applied
under the wide range of powers provided by the adjust-
ment legislation. Marketing agreements with the princi-
pal domestic manufacturers were used temporarily as a
means of securing increased returns for growers from the
sale of tobacco produced in 1933. However, plans for con-
trolling production of the several kinds of tobacco have
constituted the most fundamental part of the program as
a whole. The prospect for a limitation of production
under these plans furnished the principal basis upon which
it was possible to negotiate increased prices in 1933. Be-
yond that, they have been administered with the purpose
of so adjusting production that market supplies would be
brought into line with market requirements, carry-overs
reduced to proportions considered to be more normal, and
the foundation laid for a more permanent improvement in
the economic situation of tobacco growers.

In the development of this program and in the super-
vision of its operation, nurmerous complex problems have
been encountered,  While these greatly added to the diffi-
culties of the AAA, they did not prevent the program from
being carried through 1933 and 1934 in such a2 manner that
producers derived substantial financial benefits. On the
whole, remarkable ability and originality in meeting these
problems have been displayed by those responsible for the
administration of the program. Certainly these qualities
have been evident from the manner in which the program
has been made applicable to the widely varying farm con-
ditions under which tobacco is grown. By treating tobacco
as six separate basic agricultural commodities with a dis-
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tinct production contro! plan for each, by making pro-
vision for optional choices by individual producers, and by
amending those plans throngh administrative rulings
while the plans have been in operation, a desirable flexi-
bility has been obtained. While these adaptations to vary-
ing conditions in tobacco growing areas may not have
been sufficiently perfect to assure equal benefit to all pro-
ducers, at least they appear to have kept at 2 minimnum the
number who may have been harmed.

The program has been effective in obtaining substantial
benefits for producers, in both 1933 and 1934. Growers’
aggregate incomes from tobacco production increased very
constderably in these years because of price enhancements
attributable to the program, and because of the benefit
payments made in connection with the production control
plans. Processing taxes have furnished adequate revenues
for financing the program. The benefits received by
growers have been derived from the former profit mar-
gins of the manufacturer, while it appears that consumers
of tobacco products have borne little if any of the cost.

The full results of continuing the tobacco program over
a period of years cannot be determined on the basis of the
first ewo seasons of operation. It is concluded, however,
that tobacco producers would receive significant financial
benefits if the program were continued according to pres-
ent AAA policies, although it is improbable that such
benefits would be as great as they have been thus far. It
may be that the benefits to be secured would not per-
manently justify the maintenance of the complex and
expensive administrative machinery required for a pro-
gram of this type. Furthermore, it is entirely possible
that other effects, including those upon consumers, would
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be of a more undesirable character from a longer time
point of view, But the evidence seems clear that during
1ts first two scasons of operation the program has been
successful in attaining the objectives which were sought
with respect to tobacco.

In reaching this conclusion, the present book has not
considered the legal status of the various features of the
tobacco program, nor the broad questions of public policy
which are involved in appraising the objectives towards
which the program has been directed. Such topics will
be discussed as part of an appraisal of the Agricultural
Adjustment Act and its effects upon agriculture as a whole,
to be incorporated in a final volume in this series at a
somewhat later date. In the meantime, if the general
objectives of the Agricultural Adjustment Act and the
Kerr-Smith Act are accepted as representing sound public
policy, and if these acts are sustained by the courts as con-
stitutional uses of legislative powers, then the general
scheme of operation merits consideration for continued
application to tobacco,
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APPENDIX A
TOBACCO STATISTICS

I. Torar Farm VALUE oF Tosacco PRODUCTION IN THE
UNITED STATES, 1909-34a
Thousands Thousands Thousands
Year of Year of Year of
Dollars Dollars Dollars
1909, . ... 106,374 1918....] 402,264 1927, ...} 250,462
1910. 102,142 1919, ..} 451,171 16028, ..1 274,620
1911, .... 85,210 1920, ... 260,330 1929_ .., 286,152
1912, ... 104,063 1921....] 196,113 1930,...| 212,467
1913..... 122,481 19022, ... 286,417 1931....] 129,.68%
1914. ..., 101,411 1923....| 288,102 1932.. .. 107,821
1915, ..., 96, 281 1924. .. .| 236,937 1933. ... 179,486
1916, . ... 169,672 1925, .. .| 230,642 1934, ...1 240,937b
1917 300, 449 1926....] 231,208

% Prior to 1919 values are based on December 1 price,

Thereafter the

weighted average price for the crop marketing scason is used.  Compiled from
U. 8. Department of Agriculture Yearbook, 1934, p. 484, and from Crops and
Markete, U. S. Department of Agriculture, Data for the eacly period are con-
sidered to be less reliable than those beginning with 1919,

b Prelim

nary,

II. InpEX oF PricEs Pam By FarMers rFor CoMMODITIES BougHT,
1010-34a
(1010-14 = 100)

Year Index Year Index Year Index
1M0....... 28 1919...... 202 1928, ..... 155
1911, ..., 11 1920...... 201 1929, ... .. 153
1912, ..., 100 1921, ..... 152 1930, ..... 145
1913....... 101 1922...... 149 193t ..., 124
1914, ...... 100 1923 ...... 152 1932...... 107
1915....... 105 1924 ... 152 1933...... 109
1916....... 124 1925...... 157 1934, .. ... 123b
1M7....... 149 1926...... 155
1918, .. .... 176 1927...... 153
& Crops and Markets, U. S. Department of Agnculture, February 1915, p. 71.
® Preliminary.

251
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I11. STATISTICS OF UNMANUFACTURED
By Types or Groups of Types Designated
1. Acreage Harvested

Flue-Cured Burley Maryland
Year P P P
ercenioge ercentage ercenfage
Thousands | f1oro.25 | Thousands | & o o s | Thoumnds | ioTo-08
Average Arerage Arerage
1919.. 812 98.2 362 e 3 26 953
1920 . 909 1100 364 110.9 31 105 . ¢
1921.. 612 74.0 233 71.0 26 88 1
1922, . 650 79.8 323 98 4 26 88 .1
1923, 805 97 .4 Jup 118. & 27 o5
1924.. 754 91.2 348 106 .0 32 108.5
1925 . 335 io0fr.¢ 345 5.1 30 0Ly
1926, . 801 9.9 347 1057 3t 105.1
1927, . 938 1i8.0 241 73 4 32 1085
1928, 1,130 135.5 330 100.5 31 105 .
1919 . 1,088 13f.6 425 1295 3 1179
1930, . 1,128 134 8 482 146.8 as 1185.6
1931, . 977 118.2 312 156.0 38 128.%
1932. . 618 74.%8 419 127 .6 35 1186
1933, . 935 113.1 509 155.0 34 1715.3
19340, i) &6.0 348 106 .0 32 108.%
2. Production
Flue-Cured Rurley Maryland
Year Percentage FPercenlage FPercentage
Millions | of I919-28 | Milliona [ o/ I919-28 | Millions | o [91-2¢
verage verage verage

of Pounds Disoppear of Pounds Disapoear- of Pounds Diseppoar-
ance ance ance
1919.. 476.9 92.3 300.3 1ra6.7 19.6 £3.4
1920 616.0 1192 2871.7 1118 27.1 115.3
1921.. 358.8 69.5 175.7 65.3 13.6 7.1
1922.. 415 .4 50 .4 276.4 107 .4 20,0 §5.1
1923, . SRO. 7 112.4 340 .4 132.3 21.4 o514
1924. . 437.3 &4.6 295.8 1150 245 4.3
1925, 575.1 114.3 277.8 108 ¢ 24.7 1054
1926. . 560.1 108 .4 288.8 1Hz.2 26.0 {106
1927.. 718.8 139.1 176.2 68.5 26.2 1.5
1928, . 7301 143.1 69,1 104.8 20.5 &7 .2
1929. . 749.8 145 .1 342.2 133.0 248 1055
1234, . 864.3 167 .3 357.7 1390 18.7 9.6
1931.. 669.9 12e.7 4353 169 .2 8.1 119 ¢
1932, . 376 8 7Z.9 310.4 120.0 7.1 1153
1933, . 738.6 1430 383.3 I4¢.0 20.4 86.8
19a4b 564.5 i09.3 283.0 110.0 23.4 0.4
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ToBacco v THE UNITED STATES, 1919-342
as Separate Basic Agricultural Commodities
1. Acreage Harvested
Dark Air-Cured Dark Fire-Cured Cigar
» P P . Year
he ercenfage ereeniage h 'ercentage
Thousands | 0 Fioro-55 | Lopusands | o fioreag | Thousands | oo 28
Averdge Average Averoge
174 158.6 Jo6 147.2 181 Hig.6 .191¢
137 124.9 310 115.2 179 115.3 1920
40 72.90 220 1.8 167 107 .6 L1921
135 123.1 316 17 .4 154 99.2 922
142 1290.4 327 1215 162 104.4 1923
115 104.8 279 03.7 172 116.8 1924
i1 101.2 275 162.2 153 984 1925
949 82.0 234 57 .0 125 80.5 1926
53 48.3 150 55.7 121 78.0 1927
60 54.7 184 68 4 138 88,9 1914
73 46.5 223 820 144 2.8 1429
78 71.1 233 866 154 99.2 1930
B8 86.2 233 86.6 151 97 .3 .1931
49 44.7 159 S5o.1 130 8§3.8 1932
42 38.3 168 82.4 G6R 43,8 .. 1933
44 3é.5 151 56.1 52 33.5 LR X
2. Production
Dark Ajr-Cured Dark Fire-Cured Cigar
Percentage Percentage Percentage | Year
lf\ﬂ]i;“o')! °{41919'33 Millions ofdw":f‘? Mitlions "f‘ii:géfg
vEFage Averdge [, A 4
of Pounds Disappoar of Pounds Disappear- of Pounds Disospears
ance anie arce
134.7 145 .9 287.3 134.9 219§ 1199 1919
110.2 1.4 249.7 Hia 223.3 122.0 1920
66.9 72.5 170 .4 £0.0 212.7 1i16.2 1921
1175 127.3 250.1 1175 172.2 040 1522
120.3 130.3 261.4 izz. 8 191.3 1045 1923
92.2 99.9 213.9 100.5 179.9 8.3 1924
92.3 100.0 210.8 pp.0 iv4.5 1062 1925
8.4 8.9 188.8 28.7 1465 £0.0 1926
36.7 39.8 113.5 533 138.9 75.9 927
439 7.6 136.5 4.1 162.9 £9.0 1928
6l.4 66.5 187.3 §88.0 164.4 92.5 1929
61.0 6. J 166.3 78.4 1785 975 1930
i3.8 80.0 188.1 88.4 187.2 192.2 1931
30.4 42.7 1258 58,9 146.4 £0.0 1932
31.9 3.6 128.0 60 .1 751 41.0 1033
34.3 7.2 128.9 60.5 61.3 3.5 51934
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II1. STATISTICS OF UNMANUFACTURED
By Types or Groups of Types Designated

3. Stocks
Flue-Cured Burtey Maryland
As of July 1 As of October 1 A3 of January 1*
Year Percentage Percentage Percentage
Millions ag’fg ;’;53 Milliona | of A’,’iifgi‘ Miltiong | of I91 g;f*‘
of Pounds Disappear- of Pounds Disappear- of Pounds Disappear-
ance ance ance
1919, . 382.6 74,1 288.2 112.0 22.9 97 4
1920, . 355.4 688 330.8 128 .8 12.0 76.6
1921, 562.3 108.8 395.3 153.6 15.4 65.5
1922, . 517.4 100.2 0.6 132.4 iL.¢o 50.4
1923, . 511.8 99 1 408 .4 1589 7.6 Jz2.3
1924. . 550.0 106.5 516.7 200.8 12,9 54.9
1925, . 530.6 102.7 536.8 2125 16.3 a9 .4
1926.. 527.9 102.2 553.3 215.09 0.1 £5.5
1927.. 543.3 105.2 537.6 208,92 16.4 698
1928, 63,2 128 .4 422.% 164.2 21.8 92.8
1029, 694 .4 134.4 403.0 156.6 16.7 7i.1
1930.. 709.0 137.2 448.1 174.2 18 .4 78.3
1931. . 800.9 155.0 521.6 202.7 22.7 988
1932 873.9 169.2 697 .8 271.2 33.7 143.4
1933 ., 681.2 1319 736 .4 285.2 40.6 7z.8
1934k 769.1 148 .¢ 837.8 325.¢ 31.6 160.0
4. Supplyd
Ftue-Cured Burley Maryland
Ap of July 1 As of October 1 As of January 1
Year Perceniage Percentage Fercentage
Milliong | o/ 191928 | Millions 1 of 19/9-28 | Milliona | of [919-28
verage rerage Average
of Pounds Dissopear- of Pounds Disooponr of Pounds Disappear-
ance ance ance
1919, , 859.3% 166 .4 5885 228.7 425 180.9
1920. . 971.4 188.0 6I8. 5§ 240.4 45.1 1919
1921, . 921.1 1783 571.0 221.9 4.0 144.7
1922, 932.8 180 .6 617.0 239.8 319 135.7
1923, 1,092.5 211.,5 749.2 201.2 9.0 123.4
1924, GR7.3 1911 812.5 315 8 37.4 150.4
1925.. 1,105.7 2i¢.0 824 6 320.5 41.0 745
1926. 1,088 .0 210.6 842.1 327.3 46.1 196.2
1927, . 1,262.1 244.3 7t3.8 277 .4 42.6 181.3
1928 . 1,402.3 271.4 691.6 268 .8 42.3 180.0
1629, 1,444.2 279.6 745.2 289.6 41.5 176.6
1830. . 1,573.3 Jod.5 805.8 3.2 37.1 157 .8
1931, . 1,470.8 284.7 956.9 3719 50.8 218.2
1932, . 1,250.7 242.1 1,008,2 Jsr . 8 60.8 258.7
1933, 1,419.8 274.8 1,119.7 435.2 61.D 2596
1934 1,333.6 258.1 1,120.8 435.6 6l.0 259.6
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Tosacco v THE UNITED STATES, 1919-34 (Continued)
as Separate Basic Agricultural Commeodities
3. Stocks
Dark Air-Cured Dark Fire-Cured Cigar
As of October 1 As of October 1 As of October 1
Percentage Percenlage Percenlage | Year
Millions | of 1919-28 | Millions | o JOI9-28 | Millions | of 1919-28
erage £ d. ‘erage
of Pounds Dbt of Pounds Disappear- of Pounds Disapears
ance ance ance
7.4 105 .5 206.3 9.9 363.3 198 .4 .. 1919
121.5 131.4 249.7 117.3 416.3 227 .4 L 1920
120.3 130 .3 2214 164.0 427 .4 233.4 .. 1921
98.7 106.9 175 .8 &2.6 4380.6 262.5 ..1922
110.8 20.¢ 189 .0 85.8 498.1 ar2.¢ .. 1923
119.9 i29.9 201.4 4.6 515.5 2815 .. 1923
114.7 124.3 222.6 104.6 490.1 267.7 .. 1925
1235 1338 252.3 1185 484.7 264.7 .. 1026
112.2 1216 252.0 i18 .4 413.7 2259 .. 1027
84.5 91,5 188.4 §8.5 376.7 205.7 ..1928
67.3 72.9 151.1 710 3/4.4 204 5 .. 1929
61.6 66.7 150.5 70.7 364.8 199 2 L1930
69,5 753 178.9 £4.0 414.9 226.6 ..1931
84.9 g9z2.0 215.4 161.2 494.2 269.9 L. 1532
81,2 &8.0 216.1 i61.5 477.8 261.9 ..1933
75.5 £1.8 206.9 7.2 453.6 247.7 . b1934
4, Supplyd
Dark Air-Cured Dark Fire-Cured Cigar
As of October 1 As of October 1 As of October
Percentoge Perceniage Percentage | Year
Millions of f919-28 | Millions { of 1919-28 | Millians "{,’iﬁ;ﬁ”
O Tverage verage d
ounds Disappear- of Pounds Disap pear- of Pounds Disappear-
ance ance ance
2321 251.5 403 .6 2371.8 582.8 3183 1919
231.7 251.0 490 .4 230.3 639.0 3493 1920
187.2 202.8 3v1.8 184.0 640.1 349 .4 1921
216.2 234.2 4259 200.49 052.8 356 35 w22
231.1 250.4 450.4 211.6 689 .4 376.5 1023
212.1 229.8 415.3 1951 6Y5.4 J7e. 8 1924
207.0 224.3 433.4 203.8 684.6 3739 1925
201.9 218.7 4411 207.2 631.2 344.7 1926
148 .9 i61.3 365.5 17i.7 552.6 Jor. & 1927
128.4 1391 324.0 152 .6 539.6 294.7 1928
128.7 139.4 338 4 158 ¢ 543.8 297 .0 1929
122.6 132.8 316.8 148 .8 543.3 296.7 1930
143.3 155 3 367.0 172.4 §02.1 J28.8 1931
124.3 1347 340.9 1601 640.6 Ji¢.9 1932
113.1 122.5% 3441 1616 5529 Joz.o .. 1033
1.8 i19.0 335.8 157.7 514.9 281.2 21934
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I11. StaTisTics OF UNMANUFACTURED
By Types or Groups of Types Designated

5. Disappearancet

Fhie-Cured RBurley Marvland
Beginning July Beginning October t Beginning Januoary 1e
Year
Millions | Fercentare | wrilions | Pereenioge | Millions | Percentoge
of Pounds | of J919-28 | of Pounds | & 1919-28 | of Pounds | of 1919-28
Average Average Average
1919, . 5041 97 .4 1577 100.2 24.3 104.3
19240. . 409 1 79.2 223.2 86.7 29.7 126 4
1921.. 403.7 78 .1 230.4 §9.5 22.1 4.0
1922, . 421.0 5.5 208 .2 0.9 24.3 103 .4
1923, . 542.5 105.0 232.5 0.4 16.1 a8.5
1924, 456, 7 88 4 265.7 103.3 211 0.8
1925.. 577.8 111.8 271.3 165 .4 20.9 §5.9
1926., 544.7 105 4 304.5 118.3 29.7 1o 4
1917.. 598.9 1159 291.3 1132 0.8 &85
1928 .. 07,9 137 .0 28R 6 112.2 25.6 108.9
1929, . 735.2 142.3 2071 1155 231 o8 3
1930. . 772.4 i49.5 284 .2 f10.5 14.4 6.3
1931. . 596.9 F15.5 259.1 i00.7 17.1 72.8
1932, 569.5 119.2 271.8 105.4 20.2 84.0
1933. . 657.0 126 .0 281.9 09.6 23.4 9.7
6. Exportsf
Flue-Cured Burley Maryland
Year F, 1. P ¢ P 1
Milliona erceniage | Milliona ercentage | Mitlions creenlage
of Pounds | of 1923-28 | of poynds | of 1923-28 | of poynds | of 1923-28
Average Averuge Average
1923., 203.2 61.8 6.9 71.5 19,2 121.2
toas| 3% 555 65 | 715 S
925., 314.2 95, . . 14. .
1926. . 324.4 95.0 7.7 79.5 14,5 8.2
1927. . Jal.4 103.8 20.4 211.4 1.3 134.5
1928 . . 491 0 149.2 1.5 7.7 1.6 735
1928. . 463.8 141.0 6.1 63.2 12.3 7.7
193¢0, . 449.0 136.5 11.0 114.0 10.3 65.3
1931 .. 438.3 133.2 10.2 105 .7 3.0 50.7
i92. . 288.2 &7 .6 141 146 .1 10.8 68.3
1933, 336.4 102.2 12.2 126 .4 9.8 61.8
19046 345.5 105.0 18.8 1948 7.6 47.9
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Topacco IN THE UNITED STATES, 1919-34 (Continued)
as Separate Basic Agricultural Commodities
5. Disappearancee
Dark Air-Cured Dark Fire-Cured Cigar
Beginning Qctober { Beginning October 1 Beginning October 1
Year
Milliong Percenlage Milliona Percentage Milliona Percentage
of Pounds | of 1919-28 | 4f Pounds | o 1919-28 | of Pounds | of 1919-28
Average Average Averege
110.6 119.8 243 .9 114.6 166.5 21.0 .. 1919
111 .4 120.7 269.0 126 .4 212.2 115.9 .. 1920
B8.5 5.0 216.0 101.5 159.5 &7 .1 1921
105 .4 114.2 236.9 111.3 154 .7 §4.5 . 19272
111.2 1205 249 .0 1170 173.9 95 .0 .. 1923
97.4 f05.5 192.7 90 .5 205 3 121 .. 1924
83.5 90 .35 181.1 &5.1 199.49 9.2 .. 1925
89.7 97.2 189 .1 §8.8 217.5 1i8. 8 L1928
64.4 [ 1.1 1771 83.2 175.9 96.1 1927
61,1 66,2 173.8 81.6 i65.2 9.2 .. 1928
67.1 Ff- 4 187.9 88 .3 179.0 978 . 1020
53.1 57.% 137.9 o4, ¥ 128 4 0.1 .. 1930
54.4 &3.3 151.6 7.2 107.¢ 58.9 .. 1831
44.1 46.7 124 8 58.6 1a2.8 sg.2 |..1932
31.6 40.7 137.2 64.4 99,3 54.2 ,.1933
6. Exportsf
Dark Ajr-Cured Dark Fire-Cured Cigar
Year
Millions | Perceniage | Milliong | Percentage | Milliong | Fercentage
of Pounls | of 1923-28 | of pounds | of 1923-28 | of Pounds | of 1923-28
Average Average Average
16 3 §2.0 1.0 i31.4 0.5 §2.6 L1923
18.7 1019 2251 131.7 1.8 189 5 L1924
20.9 113.8 §50.7 §9.8 1.1 1158 ..19258
16.4 89.2 1518 90.2 0.8 84.2 |..1026
22.8 124.1 130.1 8¢.4 0.7 737 S V.4
5.1 820 113.2 67.4 0.8 &d.2 . 1928
22.0 120.0 115.1 685 55 5789 |..1929
21.4 it6. 8 132.3 78.8 5.2 5474 L1930
17.6 96 .1 87.1 5f.9 4.8 505.3 L1031
7.5 5.1 1031.0 of.3 0.9 94.7 . 1932
13.0 75.7 7.0 57.8 2.4 252 8 .. 1933
12,9 70.2 84.4 50.3 1.9 200 .0 .b1934
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II1. STAaTISTICS OF UNMANUFACTURED
By Types or Groups of Types Designated

7. Farm Priceg

Flue-Cured Burley Maryland
Year P P P

- ereenlage crcenlage erceniage

Centa per | of ror9.28 | Centaver | of rpro.z8 | Cents per | of rorg 78

Pound Average Pound Average Pound Average
1919, 44 .4 1849 33.2 149 1 26.5 115.3
1920. . 21.5 88.5 13.5 a¢.6 17.8 77 .4
1921 .. 21.9 9r.2 21.5 066 16.9 73.5
1922, , 27,2 113.3 26.8 1204 23.8 103.5
1923, . 20.8 86.6 20.0 0.8 27.7 120.5
1924 .. 21.6 90 .0 20.1 o 3 22,7 8.7
1925. . 20.0 83,3 18.0 0.9 23.7 103.1
1926. . 24.9 103.7 13.1 58.8 20.2 &7.9
1927.. 20.5 35.4 25.9 116.4 23.4 1018
1928 .. 17.3 7z2. ! 30.5 i37 .0 27.2 118.3
1929.. 1.0 5.0 21.8 .8 27.7 120.5
1930. . 2.0 50.0 15.5 69.48 26.6 15,7
193%.. 8.4 35.0 8.7 391 15.0 65,2
1932.. 1t.5 47.9 12,5 56.2 17.0 73.0
1933.. 15.3 63.7 .6 47 .6 17.5 76.1

8. Farm Value
Flue-Cured Burley Maryland
Vear P L P P 1

Millions erceniage | Millions ercentage | Miiliona ercenlage

of Dollars | & 2919-28 | of Dollarg | o 1919-28 | of Dollars | of 1919-28

Average Average Average
1919, . 211.8 163.3 90.0 1683 5.2 00 .4
1920., 132.5 103.4 33.8 65.3 4.8 g91.8
192t.. 78.7 a1.4 37.8 43.8 3.1 59.3
1922.. 112.8 88.1 74.2 125.0 4.8 o8
1623.. 120.7 vg.2 63.0 114.6 5.9 f12.8
1924, . 94 5 73.8 59.5 ioe. 2 5.6 107 .1
1925.. 115.0 §0.7 50.0 84.2 5.9 112.8
1926. . 139.7 10¢.0 377 63.5 5.3 101.3
1927, . 147.3 115.0 45.6 76.9 6.1 1166
1928.. 128.1 0.0 82.1 138.2 5.6 107 .1
1929.. 134.9 105.3 74.7 125.8 6.9 131.¢
1930 103.5 0.8 55.3 93.1 5.0 95.6
1931. 56.4 +4.0 37.8 ¢3.7 4.2 80._3
1932. 43,2 3.7 38.9 45.5 4.6 88 .0
1933, 113.0 BE. 1 40.5 o7.9 3.6 68.8

& Compiled from U/, S. Department of Agriculivre Yearbook, 1934, pp. 488-91 and
495.96, and from office records of the Bureau of Agricultural Economics, U. 8. De-
partment of Agriculture.

b Preliminary.
*Of the year following production.
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ToBacco 1IN THE UNITED STATES, 1919-34 {Continued)
as Separate Basic Agricultural Commodities
7. Farm Priceg
Dark Air-Cured Dark Fire-Cured Cigar
Cent }}ﬂ;engtag;
Ents per af 1919-2 r
Per- FPercent- Pound A verage Year
Cenis | cemtageaf| Cents age of
per 191928 per 519;:;2'5
Pound | Average | Pound 2 ¢ Fil- | Bin- [Wrap-| Fil- | Bin- [Wrap-
ler | der | per { ler | der | per
15.6 139.8 17.9 131.2 1 18.8) 20.7| 78.0(133.1|148 2| 99.3|..1919
8.2 73.5 10.4 76.2 | 13.5| 24.6| 75.0 95 5(123.4| 955! 1920
14.0 125.4 17.2 126.1 | 13.2{ 14.2| 70.6| 93.4] 712, 89.9]. 1921
14.4 129.0 16.0 117 .3 | 15.2| 20.5| 70.7|107 .5|r02.8} 90 0] 1922
10.6 950 12.7 93.1 | 16.5| 21.0| 83.3|r15. 81109 8106 1. . 1923
11.6 103.9 14.9 1002 | 14.9| 16.2| 23.Hro5 4| §1.2| 93.1}..1024
8.1 72.6 10.2 74.8 1 10.7| 15.3| 83.8] 75.7| 76.7|106.7]. 1925
7.2 64.5 7.8 57.21 9.9] 20.2| 83.3] 70.1[101.3\166 1] .. 1926
10.2 91.4 15.1 1107 1 13.7| 19.0| 86.9| 97.0] 95 3110.7}..1927
11,7 104.8 14.2 104.1 | 14.9| 17.8| 80.5(105 .4 80 3|102.5,..1928
10.8 96.8 13.2 06.8 1 12.7| 20.4| 82.0] 89.0(702.3|10¢ 4] . . 1929
7.9 70.8 8.5 62.31 8.3 15.3| 80.1| 58.7| 76.7|102.01..1930
3.4 30.5 5.1 37.4 | 6.8] 8.7 62.8] 48.1| 43 6} s0.0[. 1931
4.2 7.8 6.2 45.5 | 4.8| 6.8] 50.6] 34.0| 34.1) 64.4[. .1932
7.3 65.4 9.1 66.71 5.7| 8.5 57.7| 42.0| 42.6} 73.5..1933
8. Farm Value
Dark Air-Cured Dark Fire-Cured Cigar
P Year
Millicng | Percemtage | Mjlljons | Pereentage | Millions ercenlage
£ of 1919-28 , of 1919-28 ; of I919-28
of Dollars Average of Dollars Average of Dallars "Average
21.0 206 5 51.5 181 60,7 1559 | 1919
9.0 §8.3 24.9 &7.9 4.6 1275 1920
9.4 02.1 29.3 104.1 37.4 96.1 }..1921
17.0 166 .8 40.1 141.5 36.9 94.7 1922
12.8 125 .3 33.3 17,3 46.8 120.3  |..1923
10.7 105 .0 31.9 112.3 34.5 §8.7  1..1924
7.4 73.2 21.4 75.6 30.7 78.9 L1925
5.6 §5.4 14.8 52.2 28.0 72.0  |..1926
3.8 6.9 17.1 60.4 30.3 770 1..1927
5.1 50.4 19.3 8.2 34,2 §8.0 |..1928
6.6 650 24.8 &7 .4 38.1 g7 8 |..1929
4.8 476 14.2 9.9 29.6 76.1 1930
2.5 24.7 9.6 331.7 19.1 49.0 [..1931
1.6 16.1 7.8 26.5 11.2 289 |..1032
2.3 219 11,6 38.1 9.0 23.2 |..1933

4 Computed by adding production and stocks as reported on the date nearest the
beginning of marketing season.
* Computed by subtracting from supply, stocks as repotted on the date nearest the

beginning of the next marketing season.

By calendar years, converted to green weight basis.
8 Average price received by producers for entire crop. -
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V. ConsusMrTIOR OF PrIXciPAL ToBACCO

(Tax-paid
Large Cigars Small Cigarettes
Year Millicns Percentage Millions Percenloge
of of 1919-28 of of 1919-28

Cigars Average Cigarettes Average
190t. . ... .. 5,927 82.5 2,457 35
1902........ 6,424 &9 .4 2,837 4.0
1903 ........ 6,749 83.¢ 3,120 4.5
1904, ....... 6,780 4.3 3,297 4.7
1905........ 7,003 7.5 3,575 5.1
1906........ 7,323 191.9 4,463 6.4
1907........ 7,215 100 .4 5,268 7.5
1908 ....... 6,833 5.1 3,733 8.2
1909, ....... 6,935 06 5 6,973 0.9
1910........ 7,075 98.4 8,641 12.3
1911.,.,.... 7,287 101. 4 10, 103 4.4
1912........ 7,380 102.7 13,215 5.8
1913........ 7,727 107.5 15,795 22.5
1014, . ...... 7,377 102.6 106, 500 21.5
1915........ 7,096 98.7 17,939 25.¢6
1916........ 7,664 106.6 25,234 J6.0
017........ 8, 180 113.8 34,803 49.4
1918........ 7,455 103.7 37,913 54.0
1919, ....... 7,250 100.9 44,776 63.8
1920........ 8,502 118.3 44,621 63.6
1921........ 6,961 05.9 50, 869 72.5
1922 . ...... 7,215 100 .4 53, 566 76.3
1023........ 7,379 2.7 61,453 0.8
1924........ 7,003 7.4 71,010 101.2
1925, ....... 6,921 96 3 79,959 113.9
1926........ 6, 960 95.8 89, 450 127 .5
1927, ....... 0,801 95.9 97,179 138.5
1928 ....... 6,786 94. 4 105, 219 150.9
1920, ... ... 6,849 05.3 119,045 169 .6
1930........ 6,167 85.8 119, 640 1.5
1931........ 5,599 7.9 113, 460 161.7
1932.,...... 4,691 45.3 103 501 197 .6
1933, ....... 4,592 63.9 111,768 159 3
1934.,...... 4,868 67.7 125,618 179.0

& Compiled from data of Bureau of Internal Revenue, and Tobacco Section,
AAA.
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Probucts IN THE UNITED STATES, 1901-34a

261

withdrawals)
Sauff Smoking Tobacco Chewing Tobacco
Miilions | Percentage! Millions | Percentage| Millions | Percentage
of of 1919-28 of of 1919-28 of of 1919-28
Pounds Average Pounds Average Pounds Average
17.2 45.2 111.6 47.7 184.3 1385
18.3 48 .0 121.3 51.8 183.1 137.5
19.5 51.3 130.3 55.7 189.2 421
20.6 54.3 148.3 63 4 183.1 137.5
21.¢9 ir.7 165.0 70.5 179.7 i34.9
2131 60.6 174.5 74.5 187.5 140 . &
230 60.4 1807 7.2 185.9 139.6
24 .8 65,2 188.7 &6 187 .8 1410
29.5 77,6 207.4 885 205.4 i54.3
31.5 §2.8 212.3 90.7 200.3 150.5
291 76.5 208.7 89 .1 185.3 139.2
3l 4 &2.7 216.7 92.5 186.3 1399
32.9 &5.6 2192 93.6 189.2 321
30.8 &1.0 223.6 95.5 150 .4 1355
32.2 84.7 234 4 100 .1 175.8 13z2.0
34 .4 o0 4 238.8 i02.a 191 .4 143.8
34.6 20.9 230 .4 1022 2023 1521
37.1 97.6 232 4 0993 182.8 137.3
35.0 92 1 227.7 v7.2 160 .6 120.6
36.1 95.0 211.2 9.2 152.5 it 5
35.7 938 222.4 24.8 128 .9 96.8
38.2 100 .4 243.3 i03.9 138.7 104.2
39.4 93.8 234.3 100.0 1384 103.¢9
39.0 102 5 245.9 195.0 1281 96.2
37.8 99 4 244 8 1045 127.6 95 .8
38.1 g2 246.0 105 1 125.9 94.6
40 .2 1057 236.7 011 117.2 88.0
407 107 .0 229 8 98 1 113.7 85.4
40.0 105.3 228 4 97 .5 109 .3 82.1
10.1 1655 230.3 98.3 98.5 4.0
39.58 104.0 2485 06, f 9.5 50.7
36.4 g5.& 2423 103.5 69.9 52.5
36.3 254 242 .2 193 4 62.7 47 .1
37.2 97.8 243.9v 104.1b 63.2b 47 .50

B Estitnated.



V., CovsuMpPTION OF CIGARS IN THE UNITED STATES BY PRINCIPAL PRICE CLASSES, 1919-34a
(Tax-paid withdrawals)

Class Ab Class Bb Class Cb
Clagses
D and Eb Total
Year P » . » (Mi]l{inns (Mi'lliong of
Millions croeniage Millicns ercenfoge Millions ercenioge o Clgars
of Cigars of I919-28 of Cigars of 1919-28 of Cigats of 1919-28 cigars)
average average avergge

2,005 74.2 2,808 181.6 2,263 85.3 84 7,250
2,043 72.4 2,620 162.5 3,641 137.3 1v8 8,502
2,157 76.4 1,901 i23.0 2,722 102.7 181 6,961
2,872 101.8 1,013 104.3 2,578 v,z 152 7,215
2,863 101 .4 1,632 195.6 2,723 102.7 161 7,379
2,803 102.5 1,381 §0.3 2,565 6.7 164 7,

3,027 107 .2 1,141 7318 2,566 96.8 187 6,921
3,208 113.6 957 61.9 2,614 28.6 18% G, 960
3,457 1225 758 49.0 2,493 o406 183 6,891
3,610 127.9 64y 42.0 2.354 887 173 6,786
3,859 136.7 582 7.7 2,230 &4.3 172 6,849
3,833 135.8 394 23.5 1,798 a7 . & 142 6, 167
3,960 140.3 173 .z 1,367 51.6 o0 5,399
3,735 132.3 53 3.4 842 31.8 61 4,891
3.932 130.3 34 2.2 574 218 52 4,592
4,197 148.7 60 3.9 566 21.3 45 4.868

» Compiled from Bureau of Internal Revenue data.

b Clagsified according to prices for which intended to retail, as follows:

A-—Not more than 5 cents each.

B—More than § cents and not more than 8 cents each,
C—More than & cents and not more than 15 cents each.
D—More than 15 cents and not more than 20 cents each.
E—More than 20 cents each.

TOT
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APPENDIX B

MARKETING AGREEMENT FOR FLUE-CURED
TOBACCO !

PART I

The parties to this agreement are the contracting buyers
and the Secretary of Agriculture of the United States.

W hereas, it is the declared policy of Congress as set forth
in Section 2 of the Agricultural Adjustment Act, approved
May 12, 1933, as amended—

(@) To establish and maintain such balance between
the production and consumption of agricultural commodi-
ties and such marketing conditions therefor as will re-
establish prices to farmers at a level that will give agricul-
tural commodities a purchasing power with respect to
articles that farmers buy equivalent to the purchasing
power of agricultural commodities in the base period, the
base period in the case of all agricultural commodities ex-
cept tobacco being the pre-war period, August 190g-July
1914, and in the case of tobacco the base period being the
post-war period, August 191g-July 1929:

(&) To approach such equality of purchasing power by
gradual correction of the present inequalities therein at as
rapid a rate as is deemed feasible in view of the current
consumptive demand in domestic and foreign markets;
and

{¢) To protect the consumers’ interest by readjusting
farm production at such level as will not increase the per-
centage of the consumers’ retail expenditures for agricul-
tural commodities, or products derived therefrom, which
is returned to the farmer above the percentage which was

1 Agreement No, 15, Marketing Agreement Series, AAA.

263
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returned to the farmer in the pre-war period, August 19og-
July 1914; and

W hereas, the parties hereto are desirious of readjusting
the price average for flue-cured tobacco and of establish-
ing a minimum average price therefor so as to compensate
the grower thercof, increase such grower's purchasing
power, and thereby to effectuate the declared policy of the
said act; and

W hereas, the market prices of flue-cured tobacco have
been unduly depressed far below the fair exchange value,
as defined in said act, of said commodity; and

W hereas, a grower of such tobacco receiving the fair ex-
change value thereof will have an increased purchasing
power affecting and improving the flow of commodities
in interstate cornmerce; and

W hiereas, the marketing, selling, buying, and distribut-
ing of fluccured tobacco affect, and are in both the current
of interstate and foreign commerce and the current of
intrastate commerce, which are inextricably intermingled;
and

W hereas, The American Tobacco Company, Liggett &
Myers Tobacco Company, R. ]J. Reynolds Tobacco Com-
pany, P. Lorillard Company, Philip Morris and Company,
Ltd., Inc., Larus & Brother Company, Continental Tobacco
Company, and Brown and Williamson Tobacco Corpora-
tion, and their respective subsidiaries and affiliates ordi-
narily buy approximately ninety per cent (9o%,) of the
flue-cured tobacco used for domestic manufacture in the
United States; and

W hereas, pursuant to the Agricultural Adjustment Act,
the parties hereto, for the purpose of correcting conditions
now obtaining in the production of flue-cured tobacco and
the marketing thereof, and to effectuate the declared policy
of the act, desire to enter into a marketing agreement under
the provisions of Section 8 (2) of the act;
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W hereas, the contracting buyers desire to co-operate in
effectuating such declared policy by entering into this
agreement with a view to securing for the growers a bet-
ter and stable price for their product and in so doing avoid
placing any undue burden on consumers; and

W hereas, the contracting buyers represent that this
agreement requires them to purchase substantially Jarger
quantities of Aue-cured tobacco from the 1933 crop than
are necessary under the present inventory positions of the
respective contracting buyers, and to pay therefor higher
prices than they have been paying on the markets:

Now, therefore, the contracting buyers hereby agree
with the Sccretary of Agriculture and with each other,
each for himself and not the one for the other, and the
Secretary, as expressly in this agreement provided, hereby
agrees with the contracting buyers as follows:

PART II

1. As used in this agrecment, the following words and
phrases are defined as follows:

(@) “Secretary” means the Secretary of Agriculture of
the United States.

(2) “Act” means the Agricultural Adjustment Act ap-
proved May 12, 1933, as amended.

{¢) “Person” means individual, partnership, corpora-
tion, and association, or any other business unit.

(d)“Flue-cured tobacco” means tobacco of types 11, 12,
13, and 14, as defined by the Bureau of Agricultural Eco-
nomics of the Department of Agriculture of the United
States of America in Regulatory Announcement No. 118.

(¢) “Market” means auction warehouse floor on which
flue-cured tobacco is bought and sold.

{(f) “Grower” means any person—{1) who produces
flue-cured tobacco, excepting a person having no financial
interest in such tobaceo, and (2) who shall have signed
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production or acreage reduction contracts with the Secre-
tary in respect of the 1934 and 1935 crops of flue-cured
tobacco, and (3) who shall sell on markets fluecured to-
bacco of the 1933 crop produced by him.,

(g) “Buyer” means any person who purchases flue-
cured tobacco on any market in the United States.

(#) “Contracting buyers” means {corporations men-
tioned in Part 1], and such other buyers as may become
parties signatory ta this agreement, according to the terms
hereof.

(¢) “Subsidiary” means any person of or over which a
contracting buyer has, either directly or indirectly, fac-
tual or legal control, whether by stock ownership or in
any other manner.

(/) “Afiliate” means any person who has, either directly
or indirectly, factual or legal control of or over a contract-
ing buyer, whether by stock ownership or in any other
manner, or the factual or legal control of or over which is,
either directly or indirectly, in a person which has, either
directly or indirectly, factual or legal control of or over a
contracting buyer.

2. This is a limited marketing agreement, the sole pur-
pose of which is to establish the minimum quantity of and
price to govern purchase of fluecured tobacco by the con-
tracting buyers for the 1933 marketing season from Sept-
ember 25, 1933, to March 31, 1934, inclusive,

PART III

1. (@) Each of the contracting buyers will purchase on
the markets between September 2s, 1933, and March 37,
1934, inclusive, a number of pounds of flue-cured tobacco
of the 1933 crop at least equal to the number of pounds
that it and all its subsidiaries and afhliates used of flue-
cured tobacco (farm sales weight) in manufacturing busi-
ness in the United States during the fiscal period compris-
ing the twelve months ended June 30, 1933
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(6) With respect to all of its purchases of flue-cured
tobacco on the markets between September 25, 19332, and
March 31, 1934, inclusive, out of the 1933 crop of flue-
cured tobacco, for use in its manufacturing business in the
United States, each contracting buyer will purchase in the
usual and ordinary manner, except with respect to prices
as provided in this agreement, against the requircments of
such contracting buyers just as though this agreement were
not in effect and will not buy unduly of the high grades
in order to defeat the purpose of this agrecment or con-
centrate its purchases in any geographical region.

(¢) The farm sales weight of flue<cured tobacco referred
to in paragraph () and (&) of this section shall be com-
puted by taking the sum of (1) 113% of the quantity of
tobacco used in manufacture from which stern has not
been removed, and (2) 145% of the quantity of tobacco
used in manufacture from which stem has been removed.

(d) The average price per pound to be paid by the con-
tracting buyers for all their purchases on the markets
between September 25, 1933, and March 31, 1934, inclusive,
out of the 1933 crop of flue-cured tobacco for use in their
manufacturing bustness in the United States, shall be at
least seventeen cents {17¢) per pound when all such pur-
chases by the contracting buyers are taken collectively,

(e) In the event that the total amount actually paid for
all purchases referred to in paragraph (4) of this section
by the contracting buyers is less than the total amount that
would have been paid therefor at the average price of
seventeen cents (17¢) per pound, then the deficiency shall
be made up as follows:

(1) There shall be computed the percentage which said
deficiency is of the total amount actually paid by the con-
tracting buyers for all such purchases, and

(2) Each of the contracting buyers will pay, as herein-
after provided, an amount equal to said percentage of the
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total amount actually paid by it for all its said purchases.

(3) Such payments shall be made to the Secretary or
upon his order, within thirty (30) days after notification
of the amount so computed, for distribution to the grow-
ers 1n such manner as the Secretary may determine.

"If the total quantity purchased by any one of the con-
tracting buyers is less than the total quantity which it is
obligated to purchase pursuant to Section 1{a) of Part IIl
hereof, then such contracting buyer shall pay to or upon
the order of the Secretary within thirty days after notifica-
tion thereof seventeen cents (17¢) for cach pound of such
difference, and such payment shall be in addition to any
deficiency under the preceding provisions of this section.

2. During the period of this agreement the contracting
buyers will usc all reasonable effort to protect the consum-
ers of their products against profitcering and agree that
the price of any merchandise sold by them after the date
hereof shall not be increased over the price of January 3,
1933, by more than is made necessary by actual increase in
production, replacement, and invoice costs of merchan-
dise, or by taxes or other costs resulting from action taken
pursuant to the act, since July 1, 1933, and, in setting such
price increases, to give full weight to probable increases in
sales volume.

3. (a) Without any limitation in any way whatsoever
of the provisions contained in paragraph (b} of this sec-
tion, each of the contracting buyers, if and as required by
the Sccretary, shall submit to him reports, properly veri-
fied under oath, showing—

(1) Its usings of fluecured tobacco and the using of each
of its subsidiaries and affiliates in manufacturing business
in the United States during the fiscal period comprising
the twelve months ended June 30, 1933.
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(2) The quantity of flue-cured tobacco purchased by it
on markets between September 23, 1933, and March 31,
1934, inclusive, for such manufacturing business in the
United States, and the amount paid therefor,

and for the verification of said reports shall, if requested
by the Secretary, make available to the Sceretary its records
and the records of its agents, subsidiaries, and afhliates and
of the agents of its subsidiaries and affiliates in respect of
such flue-cured tobacco using, such purchases, and the
amounts paid therefor during the respective periods men-
tioned.

(4) The contracting buyers shall severally furnish to
the Secretary from time to time, on forms to be supplied by
him, information necessary for him to determine whether
the terms of this agreement are being or have been per-
formed by them, and the pertinent books, records, accounts,
memoranda, documents, papers, and correspondence (in-
cluding the pertinent books, records, accounts, memo-
randa, documents, papers, and correspondence of agents,
affliates, subsidiaries, and of agents of afhliates and sub-
sidiaries) shall be made available to the Secretary for veri-
fication of such reports. In case of failure to make reports
as provided herein, the Seccretary shall have the right to
examine such books, records, accounts, memoranda, docu-
ments, papers, and correspondence to ascertain the fore-
going information. All information (unless it would have
been otherwise legally obtainable by the Secretary without
becoming his confidential information) obtained by or
furnished to the Secretary pursuant to the foregoing pro-
visions of this paragraph, if designated in writing as con-
fidential when so obtained or furnished, shall remain the
confidential information of the Secretary in accordance
with the applicable General Regulations, Agricultural Ad-
justment Administration. Because of the limited purpose
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and duration of this agreement, this clause shall not be
considered as creating a precedent.

4. This agreement shall become effective at such time as
the Secretary may declare above his signature attached
hereto, and this agreement shall continue in force only
until March 31, 1934; except that paragraph (e) of Section
1 and Section 3 of Part III shall remain in effect until sixty
(60) days after the date of the last payment under said
paragraph (e).

5. The benehts, privileges, and immunities conferred by
virtue of this agreement shall cease upon its termination,
except with respect to acts done prior thereto.

6. This agrecment may be executed in multiple counter-
parts, which when signed by the Secretary shall constitute,
when taken together, one and the same instrument as if
all such signatures were contained in one original.

7. After this agreement first takes effect any buyer may
become a party to this agreement with the consent of the
then parties hereto, if a counterpart thereof is exccuted by
him and by the Sccretary.  This agreement shall take effect
as to such new contracting party at such time as the Sec-
retary may declare above his signature attached to such
counterparts, and the benefits, privileges, and immunities
conferred by this agreement shall then be effective as to
such new contracting party.

8. If any provision of this agreement is declared invalid,
or the applicability thereof to any person, circumstance,
or thing is held invalid, the validity of the remainder of
this agreement and the applicability thereof to any other
person, circumstance, or thing shall not be affected thereby.

9. The Secretary may, by a designation in writing, name
any person (including any officer or employee of the gov-
ernment) to act as his agent in connection with any of the
provisions of this agreement.
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PART IV

In witness whereof, the contracting parties, acting under
the provisions of the Agricultural Adjustment Act, for
the purpose and subject to the limitations therein con-
tained, and not otherwise, have hereunto set their respec-
tive hands and seals.

[Signatures]

Whereas, it is provided by Section 8 of the act as
follows:

In order to cffectuate the declared policy, the Secretary of Agri-
culture shall have power * * * 1o enter into marketing agreements
with processors, associations of producers, and others engaged in
the handling in the current of interstate or foreign commerce of any
agricultural commodity or product thereof, after due notice and
opportunity for hearing w interested parties. The making of any
such agreement shall not be held to be in violation of any of the
anti-trust laws of the United States, and any such agreements shall
be deemed to be lawful: Provided, That no such agreement shall
remain in force after the termination of this act;

and

W hereas, due notice and opportunity for hearing to in-
terested partics has been given pursuant to the provisions
of the act, and the regulations issued thereunder; and

W hereas, the Secretary finds (1) that the contracting
buyers are engaged in the handling of tobacco and pro-
ducts thereof in the current of interstate and foreign com-
merce; and (2) that the marketing and distribution of
tobacco and products thereof in intrastate commerce is
inextricably intermingled with their marketing and dis-
tribution in interstate and foreign commerce; and

Whereas, it appears after due consideration that this
agreement will tend to effectuate the policy of Congress
declared in Section 2 of the act, as hereinbefore in this
agreement set forth;

Now, therefore, I, Henry A. Wallace, Secretary of Agri-
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culture, acting under the provistons of the Agricultural
Adjustment Act, for the purpose and within the limita-
tions therein contained, and not otherwise, do hereby
execute this agrecment under my hand and official seal of
the Department of Agriculture, in the City of Washing-
ton, District of Columbia, on the twelfth day of October,
1933, and pursuant to the provisions hereof declare this
agreement to be effective.on and after September 25, 1933,
eastern standard time, 6 a. m.

Approved. It being of course obvious that no officer of
the government can by agreement limit or curtail any
authority vested in him by law, nothing contained herein
shall be construed by the parties to this agreement as at-
tempting to limit or curtail such legal authority.

(Signed) H. A, WaLLAcE,
Secretary of Agriculture.



APPENDIX C
OTHER TOBACCO PROPOSALS CONSIDERED

The Department of Agriculture committee in charge of
the early plans for administering the Agriculiural Adjust-
ment Act with respect to tobacco gave most of its attention
to the possibility of reducing production through the use
of voluntary contracts, benefit payments, and assoctated de-
vices authorized by the provisions of the act. In the early
conferences held in Washington with agricultural college
representatives and growers of cigar leaf, the most time
was devoted to analyzing these provisions in relation to the
problem presented by the cigar-tobacco situation.  Other
possibilitics under the legislation were discussed before
those attending the conferences were asked for their sug-
gestions, but both growers and college representatives ap-
pear to have accepted immediately the general view that
the act contemplated restriction of production as the funda-
mental feature of any plan adopted. Accordingly, the at-
tention of the groups was quickly turned to the problem
of working out the details of such a plan.

This task was assigned to the committee selected at the
conference held on June 5. (Sce page ¢7.) Since the
planting season was at hand, time was considered to be a
most important factor in these deliberations, especially by
the growers present.  Consequently the committee was
asked to report back the next day with a detailed plan,
including a tentative producer’s contract form.  Actually
their proposal was submitted on the second day following.

On June 6, while the producers’ committee was at work,
the first conference was held with the cigar-leaf dealers
and cigar manufacturers, also in Washington. When this
group was asked for suggestions, their spokesman sug-
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gested that they would like about three weeks in which to
develop a plan for the improvement of conditions confront-
ing all branches of the cigar industry. After it was pointed
out that a procedure would be proposed by other groups
within the next few hours, however, he indicated a desire
to have his group participate in the discussion of any such
proposal. Accordingly, those present were invited to a
joint meeting on the evening of June %, at which time the
tentative plan formulated by the producers’ committee was
presented informally, The principal features of this plan
were: _

1. To pay benefits to growers for reducing the acreage
grown in 1933 to one-half that grown in 1932.

2. To make these benefit payments on an acre basis for
land withheld from production, varying them among the
different areas or types of tobacco se as to approximate
40 per cent of the fair exchange value per acre!

3. To obtain revenue for benefit payments by levying
processing taxes at rates of from three to four cents per
pound on cigar types of tobacco manufactured during the
marketing year beginning October 1, 1933,

Following the presentation of the committee proposal,
the manufacturers and dealers introduced informally an
alternative suggestion worked out by them after their con-
ference the day before. In brief, this suggestion was that
whatever amount of money the Department of Agricul-
ture decided to appropriate for benefits be used to acquire
stocks then being held by pools or others—packers and
manufacturers excepted—in the respective cigar-leaf pro-

1 Fair exchange value per acre to be the ten-year average vield times parity
price, The plan as presented specified the method by which the amount of
these payments would be computed for each region and outlined the basis for
determining the reductions to be made by individual growers in ovder to
effect an equitable acreage adjustment for each area. It also included an esti-
mate of the expenditure required for such a program, but these details need
not concern us at this point.
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ducing states, in order that such stocks might be sold for
nicotine extract purposes or exported without re-entry per-
mit. The manufacturers contended that such a plan would
permit a greater reduction of stocks from a given expendi-
ture of money than could be secured by paying benefits
for acreage reduction. Also that it would reduce stocks by
climinating the poorest quality product, which was still in
the hands of producers.” After discussion, there was gen-
eral agreement among those present that a combination of
the two proposals might be worked out which would re-
lieve the growersand, at the same time, benefit the industry
as a whole.

A plan was finally drafted for the cigar filler and binder
types which incorporated the principles of beth these pro-
posals. Under its terms, supplies were to be curtailed in
two ways. First, acreage was to be reduced in 1933, 1934,
and 1935 by a scheme essentially similar to that first recom-
mended in the conferences. Second, additional payments
were to be made to growers for destroying or diverting to
non-commercial uses a portion of the tobacco still in their
hands from production in former years® This plan was

“ The manufacturers maintained that a large part of the unsnld tobacco
reparted for the vanous producing secunnd was o dow In gualite that it could
not properly be classed as cipar tobacco, This appears to have been conceded
for all principal sections except the Cannccticut Vallev.  The manulacturerd’
represcarative agreed thar an acreage reduction program would he desirable
in that area, even though his proposal was adopted for the other sections.
Likewise, the immediate reaction of representatives of grawers, excepting
thaw from the Connecticut Valley. was faverahle to the manufacturers™ pro-
posal.  The Connccticur growers representative adhered consistently to the
view that control of production on a reasonably permanent basis wie absolutely
essential,  The manofacturers also mentioned the aswistance their plan woull
give the government in liquidating certain substantial loans made on tobacca
by 1he Farm Board,

Tt was estimated that about 34 million pounds of law-grade product
could be removed from the commercial cupply by this procedure. A then
contemplated this feature of the plan was to be carried our threush a separate
contract with growers. Only growers whn had already qualified for pavments
under the acreage reduction contracts were 1o be eligible and payments were
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submitted to the chicf administrative officers for approval.
On June 17 the first part of the plan was announced as
approved and the second was mentioned as under con-
sideration.* Details of the acreage reduction plan were
officially announced on June 25, to , . . be put into effect
immediately....” At the same time the second procedure
was referred to as follows:

Plans for reducing stocks of those farmers whe accept the plan
to reduce production are being considered. If such a reduction of
existing stocks of tobacco appears to be sound public policy, agree-
ments will be offered at some later date under which growers will
be paid for diverting a portion of the surplus stocks to non-com-
mercial uses.®

This proposal was never approved and no further men-
tion of it has appeared in succeeding AAA releases. At
least three factors appear to have influenced the decision
to reject this proposal. In the first place the comptroller
raised a question about the legality of using for such a pur-
pose the funds then available. Although there appeared
to be no question as to whether funds collected from pro-
cessing taxes could be so used under the authority of Sec-
tion 12 (b), doubt was expressed as to whether funds could
be advanced by the Treasury in anticipation of receipts
from tax collections, as was authorized for benefit pay-
ments, Secondly, it has been noted that the policy grad-
ually developing was in opposition to any use of powers

to be made only for the diversion of tobacce which such growers had owned
continuously since its production. The quantity which an individual could so
divert and receive payment on was to be fixed as a specified amount per acre
of land taken out of whacco under the terms of his production contract. It
was planned to specifiy these amounts for each district so that they would
roughly correspond to the yields wsually obtained. Payments were to be
approximately 35 per cent of the parity ptice on the number of pounds diverted
or destroved. This part of the plan was ta be used for only one year.

§ A4A Press Release No, 1358-32, June 17, 1933.

5 AAA Press Release No. 1411-33, June 25, 1933,
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conferred by the act to attempt to raise prices through
stabilization purchases or removal into non-competitive
markets. ‘Third, it was later decided that the quality of
much of this tobacco was better than first reported and
that much of it could best be used in the usual outlets for
stemining grades.

Thus the scheme of curtailing acreage was adopted as
the procedure for reducing supplies of filler and binder
tobacco. The procedure proposed for shade tobacco was
of somewhat different character, because of the different
situation to be encountered. Since it was deemed in-
advisable to make this tobacco a separate commodity, a
relatively small amount of revenue would be available from
a processing tax. The rental or benefit payments which
could be made out of this revenue would only obtain a
small curtailment in acreage, especially since large pay-
ments per acre of reduction would be required because of
the high value of the product. Stocks in the Connecticut
Valley were not considered to be excessive, and it was
thought that satisfactory results would be obtained if acre-
age in this arca were held at about its 1933 level. In the
Georgia-Florida district prices were relatively lower and
stocks were judged to be more excessive, with the excess
consisting largely of low grades. In both districts, shade-
tobacco is produced by a relatively small number of grow-
ers and handled by only a limited number of dealers, most
of whom are themselves producers. For these and related
reasons the cigar-wrapper plan, submitted for administra-
tive approval along with the filler and binder plan, con-
tained several distinctive features. These were (1) to re-
duce 1933 production in the Georgia-Florida district ap-
proximately 20 per cent by paying producers to leave un-
harvested an average of four leaves on each plant and also
to limit their marketings to not more than g6o pounds of
tobacco from each acre; (2) to allot to individual growers
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in each area the acreage which could be produced in 1934
and 1935; (3) to establish a system for grading all tobacco
grown in each district; and (4) to enter into marketing
agreements with initial handlers. Under the terms of these
agreements all tobacco would be sold on the basis of stand-
ard grades, minimum prices would be established for pur-
chases from growers and sales by handlers, dealers would
be required to handle only tobacco grown under the acre-
age allotments, and certain fair trade practices would be
required.

The agreement and license which resulted from this
proposal have already been discussed as embodying the
whole plan applied to Connecticut Valley shade-tobacco
(page 127). It has not been possible, however, to bring the
handlers in the Southern area together on a similar agree-
ment, as was contemplated in the proposed plan. As a
result only the suggestion for restricting production has
been applied in that district.

When the developments occurred in the flue-cured area
which resulted in the speedy adoption of a plan for limit-
ing future production of those types (see pp. 100-05), the
AAA, supported by the growers' advisory commuttee,
turned immediately to the general procedure which was
being applied to cigar filler and binder tobacco. Later,
when Burley plans were worked out, a similar decision was
reached, again with the support of an advisory committee.
This was not, however, the only procedure advocated at
the time. Other proposals were advanced and in some
instances received extensive support.

The ones of these which were most frequently and
aggressively urged upon the AAA all contemplated some
scheme whereby the government would purchase con-
siderable quantities of tobacco under its authority to use
tax proceeds for “removal of surplus agricultural products”
provided by Section 2 (b) of the act, The greatest pres-
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sure developed in favor of a provision urged for incorpora-
tion in the marketing agreement for Burley tobacco. (Sce
page 116.) Under this plan (which was also urged for flue-
cured tobacco, although not so aggressively in that case)
the government would have agreed to stand ready to buy,
at specified minimum prices, a quantity roughly cqual to
the difference between the total of the commitments made
by manufacturers under the agrecment and the total pro-
duction as then estimated. Manufacturers contended
that such purchases were necessary to prevent a large un-
sold surplus from remaining on the market after each of
them had bought the quantity specified in the agreement,
and that they could not afford to pay the stipulated prices
unless they were pratected against the possibility of this
surplus being released on the market at lower prices, where
it could be obtained by possible new competitors.

Many growers and their representatives urged the
adoption of this scheme because they belicved it to be the
only way in which satisfactory prices could be obtained
for the 1933 crop. Although they endorsed reduction of
production as a program for future years, they did not be-
lieve it would increase prices until its effects appeared in the
markets in the form of reduced supplies, possibly two or
three years later. The marketing agreement, they thought,
would be ineffective in securing the desired immediate
price advance unless the government stood ready to buy
any tobacco not taken by the manufacturers at the mint-
mum prices agreed upon,

It also appears that this plan found favor with some who
controlled redrying and warehousing facilities. No doubt
these anticipated the possibility of handling any tobacco
purchased and held by the government. Although men-
tion was made in discussion of the plan that some of the
tobacco so purchased would be diverted to by-product uses
or sold in non-competing markets, including exports with-
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out re-entry permits, the assumption was that most of it
would be resold as part of the domestic supply after pro-
duction had been reduced. For this purpose it was pro-
vided as part of the proposal that such purchases would be
automatically transferred to domestic manufacturers at
the cost price plus agreed upon holding charges, whenever
production was reduced below manufacturers’ usings in the
preceding year. This transfer would not all be made at
one time, but in any one scason it would equal the amount
by which production fell short of manufacturers’ usings.
Sponsors of this scheme contended that it would be subject
to none of the hazards ordinarily associated with govern-
ment price stabilization purchases, since disposal of those
purchases was provided in the plan and would require only
that production be reduced below manufacturers’ usings
by the amount so purchased.

These plans received a considerable measure of influen-
ttal support from within the AAA. Policies were not yet de-
veloped and individuals within the organization favored
different procedures. As has been noted, one group led by
Administrator Peek definitely favored the use of the pow-
ers to expand markets and remove surpluses in combina-
tion with marketing agreements and licenses as the princi-
pal part of the program. Accordingly this group favored
these tobacco proposals and used all of its influence to se-
cure administrative approval. Others in the staff held op-
posite views, even to the extent of opposing the price and
quantity fixing agreements finally used. Members of the
Tobacco Section favored the agreements providing they
were supplemented by an effective procedure for restrict-
ing production, but they opposed any form of stabilization
purchases.

In the case of the suggested cigar plan the Administrator
preferred that it be approved at once, but was willing to go
ahead with the production program pending decision upon
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the proposal to buy up low-grade cigar tobacco held by
producers. Ultimately he was overruled with respect to this
latter proposal. In the case of the flue-cured agreement
the Administrator’s position was upheld, and the plan was
carried out as noted. With respect to Burley, however, the
Administrator declined to approve the production reduc-
tion plan unless the provision for stabilization purchases
was included in the marketing agreement. This difference
was one of those which were waiting to be scttled at the
time the Administrator resigned on December 8, 1933.
Three days later the plans for reducing production of Bur-
ley and fire-cured tobacco were officially announced. The
following day a similar plan for the dark air<cured types
was made public.
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SUMMARY OF TOBACCO PRODUCTION
ADJUSTMENT PLANS

I. OPTIONS FROM WHICH EACH PRODUCER CHOSE
THE BASE FOR HIS FARM

Cigar Filler and Binder: New Eangland, Pennsylvania-
New York, Miami Valley, and Wisconsin
OPTIONS IN CONTRACT

(a) 8o per cent of average acreage planted in 1931 and
1932.

(b) Entire acreage planted in 1932, provided it did not
exceed acreage planted in 1931

(c) Average acreage planted in 1931 and 1932, pro-
vided planted acreage in 1932 exceeded planted acreage in
1931.
»3 ADDITIONAL OPTIONS IN “RIDER A"

(d) Two-thirds of acreage planted in 1931
(¢) so per cent of acreage planted in 1g930.

Cigar Filler and Binder: Puerto Rico
OPTIONS IN CONTRACT

(a) Average acrcage planted in crop years 1929-30,
1930-31, 1932-33, and 1933-34. .

(b) 85 per cent of average acreage planted in crop years
1929-30, 1930-31, and 1932-33.

(c) 85 per cent of average acreage planted in crop years
1929-30, 1930-31, and 1933-34. _

(d) 8s per cent of average acreage planted in crop years
1929-30, 1932-33, and 1933-34. _

(e) 8s per cent of average acreage planted in crop years
1930-31, 1932-33, and 1933-34.

282
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Cigar Wrapper: Georgia-Florida
PROVISIONS OF ORIGINAL CONTRACT OFFERED
IN 1933

No base determined in 1933 since the contract only
limited the amount harvested from all acres planted. Pro-
vided for determining a base acrcage in subsequent years
as follows:

(a) The Secretary or his agent to determine total acre-
age to be grown by producers in 1934 and/or 1933, after
consultation with representative growers,

(b) After such determination, a committee of growers
designated by the Secretary or his agent was, on or before
January 15, 1934, to assign to each farm a base tobacco
acreage for 1934 and /or, on or before January 15, 1935, a
base acreage for 1935. Such bases were subject to approval
by the Secretary or his agent.

PROVISION OF REVISED CONTRACT
FOR 193+ AND 1935

Base tobacco acreage for cach farm to be average num-
ber of acres harvested in the years 1929-33 inclusive, as
determined by a committee designated by the Sceretary.
In no event could base acreage be less than one acre.

Flue-Cured
OPTIONS IN CONTRACT

(a) Average acreage and production of years 1931-33
inclusive.

(b) 85 per cent of average acreage and production of
any two years in the period 1931-33 inclusive.

(c) 8o per cent of acreage and production 1n 1933

(d) 70 per cent of acreage and production in either

IQ31 Or 1932.
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Burley
OPTIONS IN CONTRACT

(a) Average acreage and production of years 1932 and
1933.

(b) 8o per cent of average acreage and production of
years 1931-33 inclusive.

(c) 8o per cent of acreage and production in 1932.

(d) 75 per cent of acreage and production in 1933.

OPTION ADDED BY ADMINISTRATIVE RULING NO. 1

(e) 7o per cent of 1931 acreage and 6o per cent of 1931
production. Offered only to producers whose production
in both 1932 and 1933 was abnormally low because of
drought, hail, or storm damages, and restricted to farm
or farms actually affected by such weather conditions.

Fire-Cured
OPTIONS IN CONTRACT

(a) Average acreage and production of 1932 and 1933.

(b) Acreage and production in 1932, provided acreage
in that year was not more than 10 per cent greater than in
1933

(¢) Acreage and production in 1933, provided acreage
in that year was not more than 20 per cent greater than
in 1932.

(d) 8o per cent of 1933 acreage and production.

(e) so per cent of 1931 acreage and production.

OPTIONS ADDED BY ADMINISTRATIVE RULING NO. 14

(£) 8o per cent of the 1932 acreage and production.

(g) An acreage equal to that provided by any one of
the options (a) through (f) and the production obtained
by applying to this acreage a yield per acre equal to two-
thirds of the yield per acre in any of the years 1931, 1932,
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or 1933. Offered only to producers whose production in
two of the three years 1931-33 was abnormally low because
of drought, flood, hail, or storm damage.

Dark Air-Cured
OPTIONS IN CONTRACT

Identical with options (a) to (e) provided in the fire-
cured contract.

OPTIONS ADDED BY AMENDMENT NO. 1 TO
ADMINISTRATIVE RULING NO. 14
Identical with options (f) and (g) provided for fire-
cured tobacco by Ruling No. 14.

SPECIAL. OPTIONS ADDED BY ADMINISTRATIVE
RULING NO. 15 FOR GROWERS OF VIRGINIA
SUN-CURED TOBACCO

(f) 85 per cent of the 1931 acreage and production.
{g) The 1932 acreage and production.
(h) The 1933 acreage and production.

Maryland
PROVISIONS OFF CONTRACT

(a) Base acreage—average of tobacco acreage in 1932
and 1933.

(b) Base yield—average of tobacco yield per acre in
1931 and 1932.

(c) Base production—product of base acreage and base
yield.

OPTION ADDED BY ADMINISTRATIVE RULING NO. 16

In those counties in the state of Maryland which for
purposes of tobacco production are commonly referred to
as “upper country,” the “base yield per acre” for a farm,
as set forth in paragraph 3 of the contract, may be go per



286 TOBACCO UNDER THE AAA

cent of the tobacco yield per acre in 1931, in lieu of “the
average tobacco yield per acre in 1931 and 1932” which is
provided under (b) of said contract.

II, PROVISIONS RELATING TO REDUCTIONS AND
ALLOTMENTS

Cigar Filler and Binder: New England, Pennsylvania-
New York, Miami Valley, and Wisconsin

TERMS OF CONTRACT

1933: Contracted acreage. 50 per cent of the base to-
bacco acreage required to be taken out, or kept out of pro-
duction in 1933.

1934: Contracted acreage. Producers who did not amend
their contracts by signing “Rider A” were required to
maintain the same reduction in 1934.

1935:  Contracted acreage. 33 1/3 per cent of the basc
tobacco acreage. Administrative Ruling No. 45 permits a
grower to plant more than the remaining 66 2/3 per cent
of his base providing he does not exceed 75 per cent, and
providing he accepts reduced payments. In such a case the
contracted acreage is to be 25 per cent of the base.

TERMS OF “RIDER A”

1934;: Contracted acreage. Either 33 1/3 per cent, 50 per
cent, or 100 per cent of the base to be kept out of tobacco
production depending upon option chosen by producer.
1935: Contracted acreage. 33 1/3 per cent of the base to-
bacco acreage. Administrative Ruling No. 44 permits a
grower to plant more than the remaining 66 2/3 per cent
of his base providing he does not exceed %5 per cent, and
providing he accepts reduced payments. In such a case
the contracted acreage is to be 25 per cent of the base.
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Cigar Filler and Binder: Puerto Rico
TERMS OF CONTRACT

1933-34:  Reduction reqiured. Second and third crops
of tobacco not to be harvested.
1934-35:  Allotred acreage. ‘To be one of the following
as chosen by producer:

(a) 60 per cent of base, from which only first and
second crops of tobacco could be harvested.

(b) 75 per cent of base, from which only first crop could
be harvested.

1935-36:  Reduction required. Not yet announced.

Cigar Wrapper: Georgia-Florida
TERMS OF ORIGINAL CONTRACT OFFERED IN 1933

1933: Contracted acreage. Number of acres on each of
which 8,000 or more tobacco plants suitable for harvest
were grown plus the number of such plants grown on all
other land in the farm divided by 8,000.
Reduction required.

{a) Average of four stalk leaves per plant to be left un-
harvested.

(b) Total quantity marketed not to exceed g6o pounds
per contracted acre.

TERMS OF REVISED CONTRACT FOR 19324 AND 1935

1934:  Acreage allotment.
(a) If base is five acres or less, allotment equals base.
(b} If base exceeds five acres, allotment is two thirds of
base, but not less than five acres.
Contracted acres. Difference between the base
acreage and the acreage allotment.
Production allotment. A number of pounds equal
to goo times the acreage allotment.
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Reduction. “If the total quantity of tobacco har-
vested in 1934 on all farms covered by this and like con-
tracts shall exceed the aggregate initial production allot-
ment of all such farms and if the quantity of tobacco har-
vested on this farm in 1934 shall exceed the initial produc-
tion allotment for this farm there shall be withheld from
market a proportion of such excess harvested on this farm
which when added to a like proportion of such excess har-
vested on all other farms covered by this and like contracts
will equal the aggregate of such excess harvested in 1934 on
all farms so covered. Such excess so withheld from market
shall be disposed of as the Secretary may direct.” (Form
T-78, paragraph 8.)

1935:  Acreage allotment. The acreage grower could
plant in 1935:
(a) If base is five acres or less, allotment equals base.
(b) If base exceeds five acres, allotment is 8o per cent
of base, but not less than five acres.

Production allorment. raffected by change in allot-

Contracted acres. }Same as for 1934 except as
Reduction. ments,

Flue-Cured
TERMS OF CONTRACT

1934: Rented acreage. 30 per cent of base acreage to be
kept out of production in 1934 and rented to the Secretary.
Acreage allotment. 70 per cent of the base acre-
age. Administrative Ruling No. 23 permitted a grower to
plant up to 8o per cent of his base, provided he either de-
stroyed such excess or accepted reduced payments.
Production allotment. 70 per cent of the base pro-
duction. Any tobacco produced in excess of allotment re-
quired to be disposed of as directed by the Secretary. Ad-
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mimstrative Ruling No. 23 permitted the grower to mar-
ket up to 8o per cent of his base providing he accepted re-
duced payments.

1935:  Rented acreage. 15 per cent of the base acreage.

Acreage allorment. 85 per cent of the base acreage.
Administrative Ruling No. 37 permits a grower to plant
up to go per cent of his base providing he accepts reduced
payments,

Production allotment. 85 per cent of the base pro-
duction. Ruling Na. 37 permits a grower to market up to
12.5 per cent in excess of his allotment providing he accepts
reduced payments.

Burley
TERMS OF CONTRACT

1934: Kented acreage. FEither one-third or one-half (as
chosen by producer) of the base acreage to be kept out of
production in 1934 and rented to the Secretary.

Acreage allotment. Difference between the base
acreage and the rented acreage.

Production allotment. Established at two-thirds
or one-half of the base production, depending upon the
rate of reduction chosen.  Any tobacco produced in excess
of this allotment required ta be disposed of as directed by
the Secretary, Administrative Ruling No. 36 permitted a
grower to market such exccss up to an amount equal to
10 per cent of his allotment providing he accepted reduced
payments,

1935:  Rented acreage. 40 per cent of the base tobacco
acreage to be kept out of production,

Acreage allotment. 6o per cent of base acreage.

Production allotment. 6o per cent of the base to-
bacco production,
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Fire-Cured
TERMS OF CONTRACT

1934; Rented acrcage. 25 per cent of the base acreage
to be kept out of production and rented to the Secretary.

Acreage allotment. 55 per cent of the base acre-
age.

Production allotment. 75 per cent of base pro-
duction. Administrative Ruling No. 36 permitted a grower
to market up to 15 per cent in excess of his allotment if
he accepted reduced payments.

1935:  Rented acreage. 20 per cent of base acreage.
Acreage allotment. 8o per cent of base acreage.
Production allotment. 80 per cent of base pro-

duction.

Dark Air-Cured
TERMS OQOF CONTRACT

1934: Rented acreage. 30 per cent of the base acreage to
be kept out of production in 1934 and rented to the Secre-
tary.
Acreage allotment. 50 per cent of the base acreage.
Production allotment. 5o per cent of the base

production, Administrative Ruhng No. 36 permitted a

grower to market up to 15 per cent in excess of his allot-

ment if he accepted reduced payments.

1935: Reated acreage. 20 per cent of base acreage.
Acreage allotment. 8o per cent of base acreage.
Production allotment. 8o per cent of base pro-

duction.

Maryland
TERMS OF CONTRACT

1934:  Rented acreage. 25 per cent of the base acreage to
be kept out of production and rented to the Secretary.
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Acreage allotment. 45 per cent of the base acre-
age.

Production allotment. %5 per cent of the base pro-
duction. Grower was prohibited from marketing any to-
bacco produced in 1934 1n excess of this allotment.

1935: Rented acreage.
Acreage allotment. Unchanged from 1934.
Production allotment,

1I11. PROVISION RELATING TO PAYMENTS

Cigar Filler and Binder: New England, Pennsylvania-
New York, Miami Valley, and Wisconsin

TERMS OF CONTRACT
1933:  First payment. Rate stated in contract. Uniform
rate per contracied acre for all farms within one district
but variation from district to district. (See schedule below.)
Second payment. Rate per contracted acre to be
40 per cent of average market value per acre of tobacco
harvested on given farm in 1933, but with a specified min-
imum, (See schedule below.)
Specified rates per acre for first payments and minimum
rates for second payments for the four districts were:

Second
District First  (Minimum)
New Eagland .. .. e $47 £28
Pennsylvania-New York ... ..., 24 13
Miam Valley . ... ... ... ... ... 15 g
Wisconsin ..................... ... 20 1z

1934:  First payment. To be identical with that for 1933
unless producer amended his contract by signing “Rider
A"

Second payment. To be determined exactly as in
1933 except that minimum rate per acre was increased by
$4.00 in New England area and by $2.00 in the other three
districts.



292 TOBACCO UNDER THE AAA

TERMS OF “RIDER A”

1934: First payment. As provided in contract.

Supplemental first payment. At a specified rate
per contracted acre,

Second payment. As provided in contract, ex-
cepting that (a) if 33 1/3 per cent reduction was chosen,
then 35 instead of 40 per cent of value of tobacco harvested
became basis for computing rate per acre and a new
schedule of minimum rates applied, and (b) if 100 per cent
reduction was chosen, a schedule of flat rates per acre ap-
plied. These minimum and flat rates for second payments,
together with the rates of supplementary first payments,
are given below:

District Supplemental Minimum  Flat
New England ... ... ...... .. $7.00 $28.00 §i6.00
Pennsylvania-New York ......... 4.00 14.00 8.50
Miami Valley ............. e 3.00 §.00 5.50
Wisconsin . .......veieia .. 3.00 12.00 2.00

WHERE “RIDER A" WAS NOT EXECUTED

1935: First payment. Rate announced in notification to
producers. (Sce schedule on page 293.)

Second payment. Rate per contracted acre to be 30
per cent of average market value per acre of tobacco har-
vested on the farm in 1935, but with a specified minimum
and with a flat rate specified for farms on which no tobacco
is grown in 1935. In the event the acreage planted exceeds
66 2/3 per cent of the base, as permitted by Administrative
Ruling No. 45, the rate of the second payment is to be
based on 25 per cent instead of 30 per cent of the average
market value,

Specificd rates per acre for first payments, minimum
rates for second payments, and specified rates for second
payments in case no tobacco was grown, were:
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Second
Sccond (If notobacco
District First (Minimum) was grown)
New England .......... ... .. $36 $a1 $72
Pennsylvania-New York .. ... .. 1§ 11 36
Miami Valley .............. .. 12 8 24
Wisconsin ............ ... ... 15 9 30

WIERE “RIDER A” WAS EXECUTED, INCLUDING ALL
NEW CONTRACTS SIGNED AFTER 1933
1935:  First payment. Rate announced in notification to
producers.  (See schedule below.)
Second payment, Rate per contracted acre to be
35 per cent of average market value per acre of tobacco
harvested on the farm in 1935, but with a specified mini-
mum and with a flat rate specified for farms on which no
tobacco is grown in 1935. In the event the acreage planted
exceeds 66 2/3 per cent of the base, as permitted by Ad-
ministrative Ruling No. 44, the rate of the second pay-
ment is to be based on 30 per cent instead of 35 per cent of
the average market value.
Specified rates per acre for first payments, minimum
rates for second payments, and specified rates for second
payments in case no tobacco was grown, were:

Second
Second (If no tobacco
District First {Minimum) was grown)
New England .. .. ... .. ... .. $47 $28 $94
Pennsylvania-New York ...... .. 24 14 48
Miami Valley ... ... .. ... 15 9 30
Wisconsin .. ... ... ...... 20 12 40

Cigar Filler and Binder: Puerto Rico
TERMS OF CONTRACT

1933-34: First payment. 'To be $10 per cuerda (1.01
acres) harvested in 1933-34 by priming, and $15 per cuerda
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harvested by stalk cutting. To be made after satisfactory
proof by grower that second and third crops had not been
harvested.
1934-35:  Rental payment. To be $30 per cuerda of
rented acreage of 1934-35. '
Adjustment payment., To be 30 per cent of
market value of tobacco harvested on given farm in 1934-
35, but not less than $20 per cuerda of rented acreage.

1935-36:  Not yet announced.

Cigar Wrapper: Georgia-Florida
TERMS OF CONTRACT
(Both original and revised)

1933: Two payments, cach at the rate of §30 per acre of
crop grown under contract terms.

1934: The same as 1933.
1935: The same as 1933 and 1934.

Flue-Cured
TERMS OF CONTRACT

1934:  Rental payment. To be $17.50 per rented acre.
Adjustment payment. To be determined in one
of the two following ways, but in no event to be based on
a net average market price exceeding 21 cents per pound:
(a) Base acreage of four acres or more. To be 12.5 per
cent of the net market value of crop grown on farm in
1934 up to an amount equal to initial production allotment.
{b) Base acreage under four acres. Rate to be increased
0.5 per cent for each tenth of an acre under four, except
that it could not exceed 25 per cent.

In the event a producer planted in excess of his acreage
allotment, as permitted by Administrative Ruling No. 23,
a deduction from his adjustment payment equal to $17.50
times a number of acres equal to 10 per cent of the base was
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required. No part of this deduction could be made from
tenants’ shares.

In the event marketings exceeded the production allot-
ment as permitted by the same ruling, the adjustment pay-
ment was determined as follows:

(a) If the base acreage was 4 acres or more, the adjust-
ment payment was reduced in proportion to such excess.
The following tabulation shows the rates used for mar-
ketings equal to different percentages of the base:

Percentage of Percentage Rate
Base of Payment
FOY RO T2 L. 12
LT O 74 I1
741076 10
7ot to 78 L 9
Brte8e 8

(b) If the base acreage was less than four acres, the rate
of the adjustment payment was increased above that pro-
vided in the applicable section of the tabulation above by
one-half per cent for each tenth of an acre difference, but
in no case could it be more than two times the rate shown.

Price equalizing payment. To be paid to any
contracting producer who sold any part of his 1933 crop
prior to and including October 28, 1933. To be 20 per cent
of net proceeds from tobacco sold from August 1 to Sep-
tember 1, 1933, and 10 per cent of such proceeds from
September 25 to October 7, 1933, except that the latter
period was extended through October 28 for tobacco sold
on South Carolina and border markets.

Tobacco produced in 1933 but sold prior to August 1,
1933 was brought under 20 per cent rate established by
contract for period beginning with this date by Adminis-
trative Ruling No. 27.

Deficiency payment. Two cents for each pound by
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which 1934 production was, for any reason, short of initial
production allotment.

1935: Rental payment. To be at same rate as in 1934.
In the event plantings exceed the acreage allotment as
permitted by Ruling No. 37, the rental payment is to be
reduced one-half.

Adjustment payment. To be dctermined in one
of the two following ways, but in no event to be based on
a net average market price exceeding 21 cents per pound.

(a) Base acreage of four acres or more. To be 6.25 per
cent of the net market value of crop grown on farm in 1935
up to an amount equal to initial production allotment.

(b) Base acreage under four acres. Rate to be increased
one-quarter per cent for each tenth of an acre under four,
except that it could not exceed 12.5 per cent.

In the event the quantity of tobacco marketed exceeds
the production allotment as permitted by Administrative
Ruling No. 37, the producer must accept an adjustment
payment calculated as follows:

(a) If base tobacco acreage is four acres or more, the
adjustment payment would be reduced in proportion to
such excess. The following tabulation gives the rates of
payment for different percentages of excess:

Percentage Percentage of
over Allotment Market Value
Under vor. ... o

I 1O 30, i

I T0 50 oo
B 1O 7.0 o ove e
7000 QO ...

[+ B B § 3 T
ILT B0 I2.5 ..o 0

LB SR TN, S )

(b) If the base acreage is less than four acres, the rate of
the adjustment payment is to be increased above that pro-
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vided in the applicable section of the above tabulation by
one-fourth of 1 per cent for each tenth of an acre difference,
but in no case can it be more than two times the rate shown.

Deficiency payment. One cent for each pound
by which 1935 production was, for any reason, short of
initial production allotment.

Burley
TERMS OF CONTRACT

1934:  Remtal payment. To be $20 per acre rented.
First adjustment payment. In no event to be less
than $15 or more than $45 per acre, or less than:

(2) 10 per cent of net sale value of 1933 crop if 1934
acreage and production were reduced 33 1/3 per cent, or

(b) 15 per cent of the same value if a 50 per cent re-
duction was made.

Second adjustment payment. To be not less than:

(a) 15 per cent of net sale valuce of tobacco produced in
1934 up to a quantity equal to initial production allotment
or adjusted production allotment, whichever is smaller, if
acreage and production were reduced 33 1/3 per cent, or

(b) 35 per cent of same value if 50 per cent reduction
was made.

In either case pro rata shares of administrative expense
of county tobacco production control associations were de-
ducted and paid to association.

In the event a producer marketed tobacco in excess of
his production allorment, as permitted by Administrative
Ruling No. 36, the rate of the sccond adjustment payment
was reduced in proportion to such excess. The following
tabulation gives the rates of payment for different per-
centages of excess and for the two optional amounts of
reduction:
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Percentage over g0 Per Cent 33 1/3 Per Cent
Allotment Reduction Reducuon
Under 2.1............ 34 14
2110 4.0 ... ... 13 I3
gitobo .. 32 12
rto 70, ... ... .. 3L It
721t Bo. L. 30 10
Brtogo............. 29 9
0110 100 ..... ..... 28 8

Deficiency payment. Two cents for each pound by
which 1934 production was for any reason short of initial
praduction allotment.

1935:  Rental payment. 'The same as in 1934

First and second adjustment payments. To be at
rates determined by Sccretary so as to tend to give pro-
ducers fair exchange value for such portion of 1935 pro-
duction as equals domestic consumption.

Deficiency payment. The same as in 1934.

Fire-Cured
TERMS OF CONTRACT
1934: Identical with those in Burley contract except that
rates were shightly different. These were:

Rental payment. $12 per rented acre,

First adjustment payment. To be determined on
the basis of 7.5 per cent of net market value of 1933 crop,
with minimum of $10 and maximum of $35 per rented
acre,

Second adjustment payment. To be determined
on the basis of 7.5 per cent of net market value of 1934
crop.

In the event a producer marketed tobacco in excess of
his production allotment, as permitted by Administrative
Ruling No. 36, the rate of the second adjustment payment
was reduced in proportion to such excess. The following
tabulation gives the rates of payment for different per-
centages of excess:
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Percentage over Percentage Rate
Allotment of Payment
Under 2.1 ........ e 7
ZIL0 5.0, ..o 6
sato8o ... 5
Brtorroe. ... 4
TLI B0 I3.0. . oot 3
31 to 150......... e 2

Deficiency payment. 1.25 cents per pound.
1935: Rental payment. The same as in 1934

First and second adjustment payments. To be at
rates determined by the Secretary so as to tend to give
producers fair exchange value for such portion of 1935 pro-
duction as equals domestic consumption.

Deficiency payment. The same as in 1934

Dark Air-Cured
TERMS OF CONTRACT

1934: Identical with those provided in fire-cured con-
tract, except that 1o per cent of respective market values
was used in determination of first and second adjustment
payments.

In the event a producer marketed tobacco in excess of his
production allotment, as permitted by Administrative
Ruling No. 36, the rate of the sccond adjustment payment
was reduced in proportion to such excess. The following
tabulation gives the rates of payment for different per-
centages of excess:

Percentage over Percentage Rate
Allotment of Payment
Under 3.1 ...
3rtobo .
6rtogo.. ... ..
GI RO TLO. ... e
11.I to T3.0. .. ..
13.0t0 15.0. . ... ... ..

1935: Provistons same as in firecured contract.

W Oh) QoD
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Maryland
TERMS OF CONTRACT

1934: Rental payment. $20 per rented acre.
Adjustment payment. To equal at least 25 per
cent of amount computed as follows: Base yield times num-
ber of rented acres times average market price (up to 15
cents per pound) received for 1932 crop sold from farm.
Pro rata share of administrative expenses of county con-
trol association to be deducted, but minimum of $15 per
rented acre assured after deduction of expenses.
1935:  Rental payment. 1

Adjustment payment. | The same as in 1934.



APPENDIX E

ARTICLES OF ASSOCIATION AND
REGULATIONS FOR CONTROL ASSOCIATIONS

ARTICLES OF ASSOCIATION OF THE TOBACCO PRO-
DUCTION CONTROL ASSOCIATION #

(An unincorperated association)

[ County

'S
TATE OF ... ... ....
‘[COUNTIES}

ARTICLE I--NAME

The name of this association shall be the Tobaceo Pro-
duction Control Association of. ... . . . ...

[County 1,
.................... | Counties State of . ..... .. ...

hereinafter referred to as the “association.”

ARTICLE TI--PURPOSE

The purpose of the association is to co-operate with the
Secretary of Agriculture in making effective the provisions
of the Agricultural Adjustment Act, approved May 12,
1933, as amended (hercinafter referred to as the “act™), in
their application to tobacco and for no other purpose,
except as may be prescribed by the Secretary of Agricul-
ture.

ARTICLE IIT—-ORGANIZATION OF THE ASSOCIATION
The association has been organized in accordance with

the administrative rulings of the Tobacco Section, Agri-
* Form T-58, AAA, January 1934,

1 Strike out word not applicable.
301
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cultural Adjustment Administration (hereinafter referred
to as the Tobacco Section) issued January 8, 1934, relating
to the organization and operation of tobacco production
control associations.

ARTICLE IV—MEMBERSHIP

SecrioN 1. Any producer of tobacco on land situated
in the above-named county or counties, who has executed
an offer for a tobacco production adjustment contract with
the Secretary of Agriculture on a tobacco production ad-
justment contract form provided by the Secretary of Agri-
culture, shall be a member of the association. Any such
membership shall cease if the producer’s offer is with-
drawn or is rejected, or when the producer ceases to be a
party to a tobacco production adjustment contract.

Sec. 2. Each director, member of committee, and officer,
other than the secretary and the treasurer of the associa-
tion, is required to be a member of the association and
shall cease to hold office when he ceases to be a member
of the association,

ARTICLE V-—VOTING

Only members of the association shall be entitled to
vote. Each member present at meetings in his community
shall be entitled to one vote. Each director present at meet-
ings of the board of directors shall be entitled to one vote.
Each committeeman present at meetings of his committee
shall be entitled to one vote.

ARTICLE VI—ELECTION, DUTIES, AND AUTHORITY
OF DIRECTORS, COMMITTEES AND OFFICERS
SecrioN 1. Each community shall have a community
committee of three members elected from those producers
living in the community who are present and eligible to
vote at meetings in the community. This committee shall
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consist of a chairman, a vice-chairman, and one other
member. The chairman shall, by virtue of his election as
such chairman, also be a member of the board of directors
of the association. The community committee shall assist
in checking and approving contracts; ascertain and re-
port the acreage and production of tobacco on farms with-
in the community; and obtain such other information and
perform such further duties as may be required by the
Tobacco Section.

Sec. 2, The board of directors of the association shall
consist of the chairmen of the community committees.
Subject to the approval of the Tobacco Section, the board
of directors is authorized to and shall: Define community
limits, after the preliminary establishment thereof by the
county agriculeural extension agent (hereinafter referred
to as the “county agent”); determine the budget for the
association; authorize expenses within the budget; decide
appeals of members of the association from decisions of
the county control committee (except any such decision
which by administrative ruling or regulation issued or
approved by the Secretary of Agriculture is made final
and conclusive); remove officers of the association and
members of the county control committee ; determine com-
pensation, if any, of officers and employees of the associa-
tion; and authorize the employment of such clerical per-
sonnel as may be necessary for the operation of the
association,

Sec. 3. The board of directors shall elect from its mem-
bership a president of the association, who shall by virtue
of his election as such president also be chairman of the
county control committee. The president shall preside at
all meetings of the board of directors and of the county
control committee, in addition to his duties as a member
of each body. .

Skc. 4. The board of directors shall elect from its mem-
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bership two persons who, together with the president, shall
constitute the county control committee. The county con-
trol committee is authorized to and shall consider each offer
for a tobacco production adjustment contract on file in the
count(y) (ies) and make recommendations to the Secre-
tary of Agriculture concerning the advisability of accept-
ing each such offer, and shall determine in connection
with each such offer, the following:

1. The base tobacco acreage.

2. The tobacco acreage allotment,
3. The rented acres.

4. The base tobacco production.

5. The initial production allotment.

The county control committee will perform such further
duties as may be prescribed by the Tobacco Section and
may hold such meetings and conduct such investigations
as may be necessary to the performance of its duties.

Sec. 5. The board of directors shall elect from its mem-
bership a vice-president of the association, who shall not
be (unless the county has been divided into not more than
three communities) a regular member of the county con-
trol committee but who shall serve as a member when any
regular member is unable to serve. The vice-president
shall perform the duties of president in the absence of the
president or on account of his inability to serve.

Skc. 6. The board of directors shall elect a secretary of
the association who may or may not be a member, and
who may be the county agent. The secretary of the asso-
ciation shall keep all books and records of the association,
except the accounting records.

Sec. 7. The board of directors shall elect a treasurer of
the association who may, or may not, be a member of the
association. The treasurer of the association shall have the
custody of all funds of the association, and shall keep the
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accounting records as prescribed by the Comptroller of
the Agricultural Adjustment Administration under
Article X, Section 1.

ARTICLE VII--TENURE OF OFFICE

Each of the first directors, committeemen, and officers
shall be elected to serve until the regular annual meeting
of the board of directors, to be held on or about June 30,
1935, or until he ceases to be a member of the association,
or resigns, or is removed. Thereafter, cach director, com-
mitteeman, and officer shall be elected to serve until the
regular annual meeting of the board of directors is held on
or about June 30 of the year following his election, or until
he ceascs to be a member of the association, or resigns, or
1s removed, from such office.

ARTICLE VIII—MEETINGS

SecTioN 1. One regular mecting of members of the asso-
ciation in each community shall be held upon call of the
president of the association on or about June 15 of each year,
beginning with the year 1935. Other meetings may be called
by the president of the association in any of the communi-
ties for the purpose of filling vacancies in the membership
of community committees, or for purposes of disseminating
information to the members. Such mectings shall be pre-
sided over by the chairmen or vice-chairmen of the respec-
tive community committees. Notice of any meeting for
clection shall be mailed by the sceretary of the association
to each member living in the community at least 7 days
prior to the date of such meeting.

Sec.2. A meeting of the board of directors shall be held
on or about June 30, 1934, for the purpose of determining
the budger for the succeeding fiscal year. Thereafter, a
meeting shall be held on or about June 30 of each year for
the purpose of electing officers and determining the budget
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for the succeeding fiscal year. Such other meetings of the
board of directors as may be necessary to the performance
of its duties or the filling of vacancies in the offices of the
association and in the membership of the county control -
committee, shall be held on call of the president of the
association.

Sec. 3. Meetings of the county control committee shall
be called by the chairman.

Sec. 4. A majority of the members of the board of
directors or of any committee shall constitute a quorum
for the transaction of business at any meeting.

ARTICLE IX—ADMINISTRATIVE EXPENSES

The administrative expenses of the assocation shall be
met by the provisions made therefor in the respective to-
bacco production adjustment contracts and in accordance
with regulations and administrative rulings applicable
thereto, heretofore, or hereafter prescribed by the Secre-
tary of Agriculture and/or the Tobacco Section.

ARTICE X—ACCOUNTARBILITY FOR FUNDS

Section 1. The treasurer of the association shall have the
custody of all funds of the association, and shall be held
accountable therefor under the accounting procedure and
instructions prescribed by the Comptroller of the Agricul-
tural Adjustment Administration.

Skc. 2. All administrative expenses shall be paid by the
treasurer of the association on warrants of the chairman of
the county control committee for expenses duly authorized
by the board of directors.

Sec. 3. The treasurer of the association shall execute and
file with the Tobacco Section a bond prescribed by the
Secretary of Agriculture or the Tobacco Section for the
faithful performance of the duties of his office, unless a
blanket bond covering the treasurer of this association and
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the treasurers of similar associations is issued by the Secre-
tary of Agriculture,

ARTICLE XI—BOOKS AND RECORDS

Secrion 1. All books and records of the association shall
be kept in the form and manner prescribed by the Tobacco
Section and/or the Comptroller of the Agricultural Ad-
justment Administration, and shall be open to cxamination
by the officers and board of directors of the association and
any authorized representative of the Secretary of Agricul-
ture, the Comptroller of the Agricultural Adjustinent
Administration, or the Tobacco Section.

Skc. 2. All books and records of the association of what-
ever nature are the property of the Secretary of Agricul-
ture and may be used only in accordance with regulations
and administrative rulings prescribed by him or the
Tobacco Section.

ARTICLE X1I—TERMINATION OF THE ASSOCIATION

The Secretary of Agriculture may, in his sole discretion,
at any time when it shall appear to him that the conduct of
the association is not furthering the purpose or intent of
the act, or is no longer necessary to effectuate the declared
policy under the act, withdraw his approval, whereupon
the association shall cease to exist, at the time specified by
the Sccretary in his notice of withdrawal.

APPROVAI, BY SECRETARY OF AGRICULTURE

The above articles of association are hereby approved
and the above-named association is hereby declared to be
organized effective the .. .. ... - day of .

......... , 193 , in accordance with the terms of
sa:d amcles this ... . dayof ... .. o .
193 . Said articles shall be subject to administrative ruhngs
now or hereinafter prescribed by the Tobacco Section and
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shall be subject to amendment by the Secretary of Agricul-

ture,
SECRETARY OF AGRICULTURE,

By ...

ADMINISTRATIVE RULINGS WITH RESPECT TO THE
ORGANIZATION AND OPERATION OF TOBACCO
PRODUCTION CONTROL ASSOCIATIONS®

ORGANIZATION

Under the terms of the tobacco production adjustment
contracts for Burley, firecured, dark air<ured, and Mary-
land tobacco, each producer who has executed an offer on
one of the prescribed contract forms, becomes a member of
a tobacco production control association to be organized in
his county. The county agent (or in the absence of a county
agent, the emergency agncultural agent) will supervise the
organization of the association in his county at the earliest
practicable date following completion of the sign-up cam-
paign.

The forms to be used in connection with the organization
of the association are:

Form T-58—Articles of Association.

Form T-s59—Certification by County Agent.

Form T-72—Certificate of Organization Mecting of
Board of Directors.

Form T-71—Certificate of Community Organization
Mecting.

Form T-74—Notice of Community Organization Meet-
ing.

Form T-70—Bond of Treasurer.

2 Form T-73, AAA, January 1934.
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EstasLisiment oF Communimies—The county agent
will make the preliminary determination of the limits of
the communities in the county in which community or-
ganizations will be formed.

CoMMuUNITY ORGANIZATION MEETING—As scon as all
offers for contracts have been received from any com-
munity, a list of the producers making such offers shall be
prepared, and a date set for a meeting of such producers,
for the purpose of electing a community committee.
Notice ont Form T-74 (Notice of Community Organization
Meeting) shall be mailed to each producer at least 5 days
before the date set for the meeting. The county agent, or
a person designated by him, shall preside at such meeting.

ELectioN o Communtry CoMmiTTEE—At each com-
munity meeting, a chairman, vice-chairman, and one other
member of the community committee shall be ¢lected by
written ballot from those producers present and eligible to
vote. A Certificate of Cominunity Organization Mceting,
Form T-71, shall be prepared in triplicate and signed by
the presiding officer, a copy of which shall be given to the
chairman of the community committee as his certificate of
election as such chairman and as a member of the board of
directors of the association. The original and the other
copy shall be forwarded to the county agent.

Orcantzation MEeeTiNG ofF Boarp oF DirecTors.—As
soon as meetings have been held in all communities a meet-
ing of the board of directors shall be called by the county
agent who shall act as presiding officer until a president of
the association is elected. The order of business at such
meeting shall be as follows:

(2) The presiding officer shall call the roll of communi-
ties.

(b) Directors shall present certificates of election.

(¢) The Articles of Association shall be adopted.

(d) The following officers shall be elected: (1) presi-
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dent, (2) vice-president, (3) secretary, (4) treasurer, (5)
members of the county control committee.

(e) The budget shall be determined.

(f) Necessary expenses shall be authorized.

{g) Other business.

After the meeting the county agent will prepare and sign
the certificate of such meeting on Form T-72 and shall pre-
%are and sign the Certification by County Agent on Form

-39

ARTICLES OF AssociatioN.—The Articles of Association,
Form T-58, shall be prepared in duplicate, leaving blank
the effective date of the organization. The county agent
will then mail the following forms to the Tobacco Section,
Agricultural Adjustment Administration, Washington,
b.C.:

(1) T-58—Articles of Association, in duplicate.

(2) T-sg—Certification by County Agent.

(3) T-y2—Certificate of Organization Meeting of Board
of Directors.

(4) T-71—Certificates of Community Organization
Meeting (one original copy for cach of the several com-
munities with a list attached of the names of all members
in the community, with the word “present” opposite the
name of each person who attended).

(5) Budget for fiscal year ending June 30, 1934, in tripli-
cate.

Upon receipt by the Tobacco Section of the above docu-
ments they will be reviewed, and if approved, the original
Articles of Association will be signed and returned to the
association as its charter.

OPERATION OF THE AssociaTioN.—Thercafter the associa-
tion will operate in accordance with the provisions of the
Articles of Association.

ORGANIZATION OF SPECIAL ASSOCIATIONS.—Two or more
counties may set up a single association. Where two coun-
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ties join in setting up a single association, there shall be a
single board of directors. This board shall elect a single set
of officers and a single control committee. The counties so
joining may or may not have the same number of com.
munities and directors.

Where three or more counties join in setting up a single
association each county may be regarded as a community or
may be divided into two or more communities, each com-
munity electing a single representative to the board of
directors.

An association formed pursuant to the foregoing provis-
1ons shall take its name from all the counties (listed in
alphabetical order) which comprise the association.

Subject to the approval of the Tobacco Section, a county
having a small mcmbemhip and so located as to make 1t
impracticable to join with one or more other counties in a
single association, may set up a county association in which
the county shall be considered as one community, and the
regularly elected members of the community committec
shall also be the members of, and shall comprise, the board
of directors of the association.

BOND OF TREASURER

The treasurer of each association shall execute a bond on
Form T-70 with a surety approved by the Secretary of
Agriculture, in an amount equal to fifty per cent (50%,),
approximately, of the annual budget. Such bond when
executed shall be filed with the Tobacco Section. The
trcasurer may be reimbursed by the association for the
premium paid on such bond.

RUDGET

As heretofore prescribed, the board of directors shall
prepare a budget covering estimated expenses to the end of
the present fiscal year (June 30, 1934) which shall be sub-
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miited to the Tobacco Section for approval. All expenses
incidental to the sign-up campaign and to the operation of
the association shall be borne by the association, except sal-
aries of such clerks and stenographers employed by county
agents to assist in the sign-up campaign, as have been pro-
vided for by the Tobacco Section of the Agricultural Ad-
justment Administration.

This budget shall be submitted in triplicate, the original
to be certified to by the president and secretary of the as-
sociation, and shall provide for the following classification:

Personal Services—Under this caption should be entered
by title each employce of the association who is to draw
compensation, together with the rate of pay and the period
during which he is to be employed, showing the total
amount to be paid to him. The total amount to be paid to
all persons should also be shown.

Travel —Under this caption should be stated the rate per
mile to be allowed for the use of personally owned automo-
bile in the association’s business and the total amount which
it is estimated will be expended for travel.

Subsistence —Under this caption should be a statement
of the per diem allowance, if any, for subsistence expenses
or a statement that reimbursement is to be made only for
actual subsistence expenses incurred. Also show the total
amount which it is estimated will be spent for this item.

Equipment—Under this caption should be shown the
estimated number of each item of office equipment to be
purchased and the estimated unit cost, as well as the total
amount estimated to be expended for all equipment.

Stationery and Supplies—Under this caption should be
shown the estimated cost for all items of this nature to be
purchased.

Printing.~Under this caption show the estimated cost of .
publication of reports in county newspapers as well as the
cost of any printing that may be necessary.
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Postage —Total amount to be spent for this purpose.

Organization Expenses—Under this caption give a de-
tailed list of such expenses as have been incurred on behalf
of the association prior to the date of organization.

Miscellaneous—Total of items not otherwise classified.

MISCELLANEOUS

All accounts and reports to the Tobacco Section shall be
rendered on letter-size paper.

Expenses of the association are to be met by the payment
of a pro rata part of the adjustment payments to the associa-
tion. Consequently each member is personally interested
in holding these expenses to a minimum, consistent with
good administration.

(Signed) . B. Hurson
Chief, Tobacco Section,
Agricultural Adjustment Administration.

APPROVED:

(Signed) Henry A. WALLACE
Secretary of Agriculture.

Datep: January §, 1934.



APPENDIX F
TOBACCO PROCESSING TAX RATES

I. INrTiaL RATES oF ToRacco PROCESSING TAXEs2
Effective October 1, 1933
(In cents per pound)

In Processing Crder
Farm Sales
Kind Weight
Unstemmed Stemumed

Fluecured. ... ... coooiiveneua.. 4.2 4.7 6.1
Burley... 2.0 2.3 31
Maryland 1.7 1.8 2.4
Dark air-cured. 3.3 3.8 5.1
Fire«cured, . 2.9 3.2 4.1
Cigar-leaf .................... ..., 3.0 3.750 5.00

s Tobacco Regulations, Series 1 and Series 2, AAA, September 1933,
b Sweated.

IL. RatEs oF PROCESSING TAXES oN ToBACCO MANUFACTURED
INTO CHEWINGA
Effective Fcbruary 1, 1935
(In cents per pound)

In Processing Order

. Farm Sales
Kind Weight
Unstemmed Stemmed
Flue-cured.......................... 20 2.3 .9
Burley.............. e 2.3 2.9 3.9
Dark air-cured 2.0 2.3 3.t
Fire-cured,......................... 2.0 2.2 2.0
Cigar-leaf...... PR 20 2.5 3.3

s Tobacco Regulations, Serses 1, No. 2, AAA, Jan, 19, 1935,

III. Current RatEs ofF Toracco ProcessiNG TAXES?
Except on Tobacco Manufactured into Chewing
(In cents per pound)

In Processing Order
Farm Sales
Kind Weight
Unstemmed Stemmed

Flue-cured............ e 4.2 4.7 6.1
Burley... ... iii i e 6.1 7.0 9.5
Maryland, ............. e 0.0 0.0 0.0
Darkaircured...................... 3.3 3.8 5.1
Firecured..... PR 1.9 3.2 4.1
Cigardeaf® ... ... . ..., 3.0 3.15 5.0

& T'obocco Regrloisons Series §, Mo, I, AAA, Octeber 1934, which reprinted all pre-
ceding regulations and revisions issted up to that time. Current rates on Burley and
Maryland were made efective as of Oct. 1, 1934. The rates on other types have not
been changed since they were firast made effective except ag shawn in Table 11 above,

b When fire-cured tohacco is processed as cigar-leaf (see p. 3i), the rate of tax on
sweated, unstemmed weight is 3.25 cents per pound and on stemmed weight ia 4.3
cents per poynd {made effective Feb, 1, 1935), Tobacco Regwlations, Series I, Na. 2,
AAA, Jan. 19, 1935,
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