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2010 Crop Year

This past year was a very tough year for most U.S. burley tobacco farmers. In response to ample world burley supplies, declining product demand, and heightened regulatory uncertainty contract volume was reduced for most growers, while unfavorable growing and curing conditions resulted in one of the worst crops in history. As a result it has been a very challenging 2010-2011marketing season for many burley farmers.  Decent quality burley has fared well in this depressed market, with prices for top grades exceeding $1.80 per pound, but an abundance of poor quality leaf has suffered greatly in this marketing environment with prices falling below $1.00 per pound for the lower grades and in some cases, being totally rejected by the buyers. 

U.S./World Burley Supplies

According to USDA, 2010 U.S. burley production totaled nearly 188 million pounds (13% less than the previous year), but it is unclear how many of these pounds actually were purchased by the trade during the 2010-2011 marketing season.  USDA no longer tracks world burley production.  According to the latest Universal Leaf Tobacco Company Production Report (November 2010), world burley production fell 10% in 2010, following an increase of 36% during the 2007-2009 period. Brazilian burley production was reportedly down 26%, while African burley production was off 8% last year.  Universal Leaf is projecting world burley production to be fairly stable in 2011 with gains in Brazil being offset by a reduction from the record levels produced in Africa in recent years.  

U.S/World Burley Demand

While total U.S. burley disappearance (domestic use plus leaf exports) has exceeded 200 million pounds in recent years, 2010-2011 use will likely fall well below 200 million pounds given world supply/demand conditions.  Domestically, use continues to be adversely effected by declining cigarette consumption responding to higher excise taxes, smoking bans, health issues, and the overall general economy.  Consequently, U.S. cigarette consumption declines in 2009 and 2010 (exceeding 5%) accelerated compared to traditional annual levels (of 2 to 3%) leaving domestic manufacturers with excessive leaf inventories for some grades. Internationally, U.S. burley leaf export trends have been on a roller-coaster ride this past decade.  Pre-buyout levels on a farm (green) sales-weight basis totaled around 150 million pounds before soaring to well over 250 million pounds during the 2006-2007 marketing season. However, burley leaf export demand has dwindled considerably in recent years as ample burley supplies from other markets, declining consumption of American blended cigarettes along with poor quality crops have caused U.S. burley export volume to fall by more than 50 percent the past three years despite the benefits of a relatively cheap U.S. dollar.
U.S Burley Outlook

Burley’s outlook for 2011 and beyond hinges critically on what evolves on the regulatory front, product demand, and exchange rates. On the domestic front, FDA regulations are being formulated and will likely lead to increased recordkeeping and required changes in farm-level production practices, which will impact costs of production and eventually the number of farmers willing/able to adhere to these changes. While FDA and other domestic issues certainly affect the aggregate outlook for the U.S. burley industry, the international market is the major driving force determining the outlook for U.S burley.  Historically, leaf quality, production levels, and price/exchange rates dictated the outcome of U.S. burley growers in the world market.  While these factors remain important, a new one has evolved over the past couple of years – international regulations on flavorings/other added ingredients, which are critical to blend with burley tobacco to make the taste of cigarettes acceptable to tobacco consumers. This past November, a governing body of the Framework Convention on Tobacco Control “recommended” restricting or banning ingredients/additives/flavorings deemed by national health authorities to increase the “attractiveness” of tobacco products.  It is very uncertain at this time how individual legislative bodies will respond to this recommendation.  And if adopted, how will cigarette manufacturers and consumers in these markets respond?  Will American blended cigarette markets move totally to Virginia-style cigarettes without burley?  Will consumers accept the taste of blended cigarettes without any flavorings, or will a black market for blended cigarettes evolve?  Given regulatory uncertainty, buyers of U.S. burley will likely continue to be very conservative in their contract offerings for 2011, --although high quality leaf may be somewhat in tight supply.  A big unknown is what will evolve out of China.  This market now comprises nearly 40% of world cigarette production. Recently a new buyer has reportedly increased contract offerings to U.S. flue-cured growers of approximately 100 million pounds with some indications that they will also be contracting some U.S. burley as well.  At this point, burley growers are unsure if contracts will be offered by this new buyer, and if so, what will be the volume of contracts and will this be more than a one year occurrence? While China is the world’s dominant cigarette producer and consumer, the blended cigarette market in this vast market is extremely small. Increasing incomes and altered preferences of Chinese consumers may enable higher priced/higher quality tobacco products to increase share, but the question remains if a significant blended cigarette market will evolve in China over time. On a positive front, the value of the U.S. dollar remains low relative to other major currencies (including the all-important Brazilian currency).  This has allowed U.S. burley to remain very price competitive in the world market. Plus world burley production outside the U.S. has begun to retreat somewhat and supplies of higher quality leaf are fairly tight.  All this suggests that we may not see as dramatic adjustment in aggregate contract volume in 2011 as the growing sector experienced in 2010, with individual contract level changes varying based on past quantity and quality performance. 


















