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Tobacco buyout expected to end many 
small farms  

Economists forecast conditions for 2005  

 
12/10/04 

By James Mayse  
Messenger-Inquirer  

LOUISVILLE -- Tobacco farmers worked for years for a tobacco 
quota buyout. They got their wish in 2004, but many tobacco farmers 
will not be able to continue growing the crop in years to come.  

While the 10-year buyout will pump millions of dollars into farmers' 
pockets, University of Kentucky agricultural economist Will Snell 
said Thursday only the largest and most efficient tobacco producers 
will be able to grow the crop in the future.  

Snell and a group of UK agricultural economists reviewed the 2004 
agricultural year and gave their projections for 2005 at the annual 
Kentucky Farm Bureau convention in Louisville.  

Over the 10 years of the buyout, $2.5 billion will be paid to state 
tobacco farmers, Snell said, with almost $250 million going into 
Kentucky tobacco farmers' pockets in 2005. But without federal 
price supports and production controls, tobacco prices will decline 
45 to 55 cents per pound next year. Production controls and price 
supports will end as part of the buyout plan.  

To break even, a farmer growing 2,100 pounds or less of tobacco 
will need a crop price of $1.55 per pound, Snell said. But this year, 
tobacco companies were regularly contracting to buy certain quality 
grades of tobacco for prices such as $1.53 per pound and $1.46 per 
pound.  
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Farmers who are not able to produce 2,500 pounds or more of 
tobacco -- and those who cannot produce high-quality tobacco -- will 
not be able to continue growing the leaf, Snell said.  

Below-average producers in quantity or quality, Snell said, "are 
simply not going to be able to survive in this post-buyout market."  

Lower prices for domestic tobacco, Snell said, will make U.S. 
producers more competitive with leaf grown in other parts of the 
world. The question, Snell said, is what will tobacco companies do if 
U.S. farmers cannot produce enough leaf to fill companies' needs.  

"If we can't supply the tobacco the companies want, how will they 
respond?" Snell said. "Will they come back with (higher prices), or 
will they look elsewhere?"  

Huge corn crop  

Grain marketing specialist Steve Riggins said although grain demand 
was high, production outpaced consumption in 2004. U.S. farmers 
produced almost 12 billion bushels of corn this year, making it one 
of the three largest corn crops in American history.  

The United States is at the point where most of its corn and soybean 
acres are already in production, Riggins said. Although demand for 
corn and soybeans is expected to remain high, prices will decline in 
years to come.  

Riggins said prices for corn and soybeans will likely fall because 
South America -- already a large grain producer -- has an additional 
230 million acres of land that can be developed for agriculture. 
Improvements in soybean production technology will also help drive 
down prices.  

"As long as we don't have any major disruptions in trade, the (price) 
trend is downward," Riggins said.  

One variable soybean farmers will face next year is soybean rust, a 
crop disease that was discovered in the United States for the first 
time this year. Spraying fields to prevent a rust outbreak, Riggins 
said, will cut into farmers' bottom lines.  

Beef demand still high  

Cattle farmers had a good year in 2004, despite the case of bovine 
spongiform encephalopathy, or mad cow disease, that was 
discovered last December. The case was later traced to a dairy cow 
that had been imported from Canada.  
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Lee Meyer, a UK livestock specialist, said U.S. demand for beef 
remained high in 2004. Retail prices for beef, Meyer said, were 28 
cents per pound higher in November than they were in November 
2003.  

In America, Meyer said, "consumers do not see BSE as a consumer 
threat."  

Pork exports were strong during the year. Record U.S. chicken 
consumption is expected next year, Meyer said, and poultry exports 
to China are expected to increase in 2005 as well.  

Cattle production should increase about 3 percent next year, Meyer 
said, and demand will remain strong.  

Overall, Kentucky farm cash receipts are expected to decline 
somewhat in 2005 compared to this year, agriculture economist 
Larry Jones said. But the expected decline will come not because 
Jones predicts a poor production year in 2005, but because he does 
not think state farmers will have a repeat of the stellar growing 
season they experienced in 2004.  

Farm cash receipts in 2004, Jones said, were at an "all-time high."  

"We had unusually good growing conditions ... not just here, but 
nationwide," Jones said.  

Net farm income was strong in 2004, but farmers have to strain to 
earn a living, Jones said. A farmer must earn $100,000 in gross 
income to make $20,000 in net income, he said.  

Factors that could cause farm income to decline in 2005 are a normal 
growing season (as opposed to the spectacular season farmers 
experienced this year), rising interest rates and the declining value of 
the dollar compared to foreign currency, Jones said.  

Jones said 2005 should be a positive year from Kentucky farmers.  

"It was an exceptional year in 2004, and 2005 is going to be pretty 
good as well," he said.  
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