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Short-term Employment, Income and Output Consequences
of a Decline in Flue-cured Tobacco Production:

The Case of Southside Virginia

by
William B. Wise
Dr. Dixie Watts Reaves, Chairman
Agricultural and Applied Economics

(ABSTRACT)

This study has objectives that address current concerns about the possibility of a sudden,
negative, shock in domestic consumption of tobacco products. A mostly rural, six-county
region of south-central Virginia is the area selected for a focus on these concerns. The
study conducts a regional descriptive analysis to introduce the study area and its
economic base, and this includes a focus on the regional tobacco trade. Estimates of the
economic contribution of tobacco to the study area are generated using input-output
analysis and the IMPLAN model. Survey data, interviews and other published sources
are employed to verify and change portions of the IMPLAN base model data and to

supplement the results.

Tobacco’s contribution to the regional economy is estimated for the tobacco production
and tobacco stemming and redrying industries, and for other industries and groups. In

total, tobacco contributes $756 million in total industry output, nearly $251 million to the



value added portion of output and over 6800 jobs. This represents approximately 10.9

percent, 7.5 percent and 6.7 percent of the regional base economy, respectively.

Some policy perspectives relating to tobacco production are also analyzed. Economic
losses for this study area due to absentee tobacco quota ownership are found to be
relatively insignificant when compared to the total regional contribution of tobacco. The
regional economic impact of a ten percent decrease in tobacco marketing quota, a ten
percent decrease in margin earned by tobacco producers, and two other policy

considerations is also estimated.
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Chapter

Introduction

1.1 Tobacco Production: Its Significance to Virginia and its Regions

In Virginia and Maryland Tobacco is our Staple, is our ALL, and Indeed leaves no room
for anything else: It requires the attendance of all our hands, and Exacts their utmost
labor, the whole year round.
--Phillips, Plantation and Frontier. Quote taken from Siegel, p. 61.

No commodity has played a more central role in Virginia's development since
colonization than tobacco; it embodies the Commonwealth's history. Today, tobacco
production remains important to Virginia agriculture. The 1994 Virginia Agricultural
Statistics ranks tobacco fifth in cash receipts and first among crops, with receipts of
nearly $169 million'. Despite such lofty numbers, tobacco ranks only seventh in total

harvested acres out of all the crops for the state (Virginia Agricultural Statistics, 1994, p.

2). This correctly suggests that tobacco is high in cash receipt contribution per acre.

'The 1993 ranking of tobacco was fourth due to higher receipts of approximately $181 million (Virginia
Agricultural Statistics, 1993, p. 2).



Historically it has also been a profitable crop, partly as the result of a federal government
program that has continued in some form since the 1930s. Given the economics of the

crop, tobacco farmers are typically resistant to switch to other crops.

The two most significant types of tobacco grown in Virginia are burley and flue-cured.
Burley is generally grown in the south-western part of Virginia, while flue-cured is grown
in the south-central counties, a region frequently referred to as Southside Virginia. Flue-
cured (Type 11 tobacco) is the larger crop, more than trebling the total production of
burley in the state (Virginia Agricultural Statistics, 1994, pp. 44-45). The flue-cured
producing region also benefits from a related tobacco stemming and redrying industrial
presence not found in the burley producing south-western counties. For these two
reasons flue-cured tobacco and the Southside region are selected for this study. This does
not presume that tobacco is more important to the Southside region, only that it makes a

larger contribution on a state-wide basis.

For the purpose of this study, Southside Virginia is defined as Brunswick, Charlotte,
Halifax, Lunenburg, Mecklenburg, and Pittsylvania counties. This geographically
contiguous six-county region encompasses both the six largest flue-cured producing
counties in the state, and the smaller Danville Metropolitan Statistical Area. Chapter III

provides the rationale for this regional definition.

Both types of tobacco are more labor and capital intensive than other widely grown crops
in the region such as corn, soybeans and wheat. Thus, tobacco makes a larger per acre
contribution to employment and supporting businesses than many other crops. This is an
important factor when evaluating the economic contribution of tobacco to a region. Some
economic sectors, or groups of similar industries and institutions, are more dependent on
the tobacco trade than others. Agribusinesses that supply many of the inputs necessary

for tobacco production are one example. In addition, there are those industries that



perform further processing of tobacco, thereby adding value to it and possibly changing

its next intended use. Stemming and redrying is one such tobacco industry.

1.2 Tobacco Stemming and Redrying in Southside Virginia

The basic purpose of the stemming and redrying process is to remove the stems that are
approximately 25 per cent of the leaf weight, and to bring the tobacco to a uniform
moisture content. In combination with a blending process, this improves the product's
uniformity and allows it to be stored for a longer length of time than in its former state.
Large, capital intensive, mechanical units perform the threshing, separating and redrying
operations (Dibrell Brothers Incorporated, pp. 2-3; Marshall; and Monk-Austin, Inc.,
Form 10-K, p. I-1).

The 1995 Virginia Industrial Directory identifies three companies in the Southside region
that are primarily engaged in stemming and redrying operations. These companies,
located in the city of Danville or surrounding Pittsylvania County, have a combined
employment of nearly 1,400° (Virginia Chamber of Commerce, pp. 67-69 and 601).
However, the total regional employment impact is larger, because there are additional
regional jobs created by the presence of the stemming and redrying industry. The size of
this job creation depends on the amount of regionally produced inputs purchased by the
stemming and redrying firms and the size of regional wage-supported expenditures made

by their employees.

Because these operations use tobacco as an input, the implication is that the more
Southside-produced tobacco the stemming and redrying firms purchase, the greater the

economic contribution to the region. In other words, tobacco purchases made outside the

? Chapter 111 will address changes that have occurred to these companies since the time of publication of
the directory.



region, or imports, do not have the same impact. In order to correctly quantify the
contribution of stemming and redrying to the economic well-being of every sector, it is
important to control for expenditures that go outside the region, a condition often referred
to as leakages. Chapter VI will examine these leakages, and will consider the
ramifications of a tobacco policy that controls supply and maintains regional market
share. A different leakage, or lost opportunity, from stemming and redrying is incurred
when tobacco grown in the Southside region is stemmed and redried outside the region.
Accordingly, this study will also examine implications of changing regional shares in the

stemming and redrying market.

Besides regional leakages, there are also global trade ramifications to consider. United
States' stemming and redrying companies are continually increasing their operations
overseas. One reason is that U.S. tobacco costs more. Dibrell Brothers, a Danville-based
company, indicates that the U.S. tobacco program causes the tobacco to be more
expensive than most foreign-grown tobacco, and this has contributed to an increase in

importance in their overseas operations® (Dibrell Brothers, Incorporated, p. 2).

1.3 The Tobacco Program

The Tobacco Program is a name commonly applied to a group of tobacco-related
government programs. Due to its pervasive influence on the tobacco industry, any study
of the impact of tobacco must be grounded in an understanding of this program. Chapter

II will provide a history of the tobacco program and an analysis of its current provisions.

One aspect of the tobacco program is supply control achieved by marketing rights. For
flue-cured tobacco, these marketing or quota rights can be sold as long as they remain in
the same county. Alternatively, if the tobacco producer desires to produce tobacco in

excess of his quota ownership, he or she can rent and produce on other quota owners'

*Dibrell Brothers is now part of the entity DIMON, Inc.
4



land. A premium paid to use this land, greater than the prevailing land rental rate, is
referred to as a quota rent. This premium captures some of the expected profits the
marketing quota provides. This facet of the tobacco program introduces a unique leakage
in the case of absentee quota owners, or those quota owners that do not reside in the
region. It is not likely that the quota rental proceeds of absentee quota owners will be
spent in the region. Leakages of quota rentals are interesting to policy makers, because
they reduce the magnitude of changes to related economic sectors for a decline (or

increase) in tobacco production in the region. Chapter VI will examine these leakages.

1.4 Trends in National Tobacco Production

The case has been made for the importance of flue-cured tobacco to Southside Virginia
and the role of the tobacco program in cementing that relationship. The title of this study
suggests the possibility of a decline in flue-cured tobacco production. Such a decline has
actually been on-going for some time. The annual effective quota for the last 21 years for
flue-cured tobacco reflects this decline as seen in Figure 1.1. The 1975 quota is 1,572
million pounds, a peak over previous years. The quota for 1996 is 944 million pounds

(U.S. Department of Agriculture, December 1995, p. 9).

1600.0
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1000.0 -
800.0 -
600.0 |
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200.0
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Figure 1.1 Flue-cured Tobacco Marketing Quota Since 1975
5



Many industry observers believe that the future may hold further declines in tobacco
production nationally and/or regionally. There are essentially two intertwined reasons for
this forecast: a decline in demand for tobacco and changes in the tobacco program.
Health concerns and health-related legislation are highly visible factors that may cause a
decline in demand for U.S. tobacco and/or changes to the tobacco program, but many less
visible factors are also present. Chapter II will provide an in-depth analysis of these

issues and their implications.

1.5 Previous Studies

No previous study of this nature- and scope for the Southside region is found, although
three studies are related. The oldest of these is a doctoral dissertation in Agricultural
Economics at Clemson University. It is closest to this study in its objectives. This 1989
study uses a linear programming model to simulate different policy scenarios for a
changing tobacco program. These results are fed into an input-output model to examine
the impact of each policy change on different economic sectors in South Carolina. It
suggests that those agribusinesses that supply tobacco production inputs are impacted the
most (Sureshwaran). The study uses an input-output model that is simple by today's
standards. It can be improved upon by applying a more sophisticated input-output tool
now available: IMPLAN. In addition, regional differences, such as the lack of a
stemming and redrying industrial presence in South Carolina, warrant the need for a

separate study for Virginia.

Two more recent studies., published in 1994, use IMPLAN, the same tool proposed for
this study. The first of these looks at the economic impact of agriculture on the
Commonwealth of Virginia, divided into seven agricultural districts. It highlights the
importance of agriculture, including tobacco, to the Virginia economy (Johnson and
Wade). The second study is a national study of the economic impact of tobacco farming

on 24 different regions throughout the country (Gale). This study intends to be more



focused in regional definition and purpose than these two studies. As a result, it will be
more feasible to improve the accuracy of the IMPLAN base data and projections for the
study area. Finally, this study proposes to perform additional policy simulations using

IMPLAN.

1.6 Use of Input-Output Analysis and IMPLAN

This study will apply input-output analysis using the Leontief inverse matrix of output
multipliers. One feature of this method is that it allows the impact of a change in demand
for one industry to be measured for all other industries or sectors in a region. Another
name for this is impact analysis. For example, output multipliers can be created for each
sector that tell the increase in total output for an increase in final demand for any other
sector. Micro IMPLAN is the tool that will be used to conduct the input-output analysis.
Chapter V will provide justification for the selection of input-output analysis and
IMPLAN, as well as additional detail on the theory and key assumptions behind input-
output analysis and the techniques specific to IMPLAN.

The IMPLAN database contains information on employment, income and output,
allowing multipliers to be created for employment, personal income, total income, value
added and output. These economic indicators provide many of the most common
measures used by policy makers. Chapter V will define and explain their use.
Information taken from IMPLAN models prior to any impact analysis can be used for
preparing a descriptive analysis. Such an analysis "examines current economic activity
levels or the interrelationship between existing industries and institutions" (Siverts, p.
22). The descriptive analysis is an important component of planning, and it will be

discussed in Chapter I'V.

One aim of this study is to improve on previous applications through a better definition of

regional economic attributes. This will be accomplished by making changes to IMPLAN



default data to better reflect the region, and particularly tobacco, where feasible. Siverts
(1994), provides four general reasons for changing the default data used in IMPLAN
calculations: 1) there has been a change in the industries present in the region since the
time of the default data collection; 2) a simulation of a change in the industries present is
desired; 3) the regional industrial production and consumption mix (technology) is
different from national averages; and 4) regional trade relationships are different from

those specified by the default data (Siverts, pp. 12-14).

All four of the reasons for changing IMPLAN default data are potentially valid for this
study. For example, national technology averages can be improved upon. There are
differences between the inputs used and output achieved for the two most significant
tobacco crops, burley and flue-cured. Thus the national average, which incorporates both
crops, will not be accurate for this flue-cured producing region. Similarly, there is
concern that IMPLAN controls over the regional trade relationships for tobacco
stemming and redrying may not be accurate and can be improved upon with superior
regional information. Secondary data will be used where possible to improve regional
information. Otherwise, interviews and surveys will be conducted as needed and where

feasible.

In addition to correcting deficiencies, default data in IMPLAN can be changed to
simulate different policy scenarios such as a new industry in the region. Additionally, the
user can perform an impact analysis by making different changes in final demand. In
combination, almost any kind of policy change, or scenario, can be simulated. At the
same time an evaluation of impacts on different sectors, such as those for agribusiness,
can be conducted. Appropriate caution about the limitations of these forecasts will be
explained during their presentation. It should also be noted that assumptions implicit in
input-output analysis make it better suited for short-term analysis; hence the modifier in

the title of this study.



1.7 Objectives of the Study

The case has been made for the importance of flue-cured tobacco production and tobacco
stemming and redrying operations to Southside Virginia. A review of applicable studies
and of input-output analysis using IMPLAN (see Chapter V) indicates that an improved
study incorporating better regional economic attributes can be made. A study of this
nature that also prepares a descriptive analysis can make a useful contribution to policy
makers by providing estimates of tobacco's importance to the region and its economic
sectors. A secondary purpose of this study is to examine two leakages pertaining to
tobacco that have important policy implications. Finally, measurement of potential
changes to the region's economic sectors under different negative policy and environment

outcomes for tobacco are proposed.

Accordingly, the following objectives are established for the Southside region:

1. To provide an improved estimate of tobacco's total employment, income, and output
contribution (economic indicators) across sectors by:
a. incorporating superior regional information into the base IMPLAN model; and

b. preparing a detailed descriptive analysis suitable for policy makers.

2. To forecast the extent of leakages in terms of the economic indicators across sectors
for:
a. absentee quota owners; and

b. tobacco inputs to stemming and redrying operations.

3. To forecast the proportional change in employment, income, and output across sectors

for scenarios reflecting different potential causes for a decline in tobacco production.



.8 Study Organization

In order to accomplish the objectives of this study, a number of different tasks will be
undertaken. The six remaining chapters of the thesis are organized around these tasks.
First, the policy environment and issues surrounding tobacco production will be
explained. This is the aim of Chapter II. Second, the study region needs to be selected
and described. Chapters III and IV have that aim. Third, the underlying theory and
techniques of the proposed method of analysis will be surveyed in a literature review,
presented in Chapter V. Fourth, the actual model specification and results will be
provided in Chapter VI. The last chapter, Chapter VII, will analyze the results and
present the conclusions. It will end with an analysis of the caveats of the research and the

scope for future work.
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Chapter 11

Current Issues Facing Tobacco Producers

I1.1 Current Issues
Tobacco producers are confronted with a number of issues that could significantly impact
the tobacco industry. The issues can be divided into two categories: those relating to the

tobacco program and those relating to tobacco consumption levels.

In the first category are a number of issues that may force changes to the tobacco
program:

further pressures to reduce any form of government support for tobacco,
implementation of the provisions of the General Agreement on Tariffs and Trade; and
. lack of export competitiveness.
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