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Tobacco Cultivation in Sri Lanka

Before 1990s, non traditional commercial crops were
encouraged

Eventually, it was needed to shift from tobacco to
alternative crops due to its negative consequences

The number of tobacco farmers has declined
drastically from over 40,000 in 1990s to less than
20,000 farmers

The number of registered farmers with the
Department of Agriculture is limited to less than
3,000 farmers.



At present, the government monitors the
tobacco cultivation but doesn’t support
tobacco production

In 2017, the government announced that the tobacco cultivation
would be banned by the end of 2020, as part of an initiative to curb
tobacco use and introduced a programme to convert tobacco farmers
to alternative crops




Aim of the Research

* Aim of the research was to identify the ways of transforming tobacco
farming through economically sustainable alternatives

* The study analyzed,

e Farm level economics of tobacco production related to
profitability

* Income and identify the factors affecting farmers” willingness to
switch to other alternative crops




Research Questions

What is the Structure, Conduct and Performance (S-C-P) of
tobacco value chain?

What are the farm level economics of tobacco production
related to the other alternative crops?

What factors affect farmers’ decision of entering into
tobacco farming with a contract grower?

What factors affect farmers’ willingness to switch to the
other alternative crops?



Methodological Approach

Objective
What is the Structure, Conduct and
Performance (S-C-P) of tobacco value

chain?

Methodology
Value Chain Analysis (VCA) using

NVivo and MS Excel

Data Sources
FGD, KII and

Sample survey

What are the farm level economics of
tobacco production related to the other

alternative crops?

Descriptive Analysis using STATA/R

Sample survey

What factors affect farmers’ decision of
entering into tobacco farming with a

contract grower?

Multivariate  Logistical ~Regression

Analysis using STATA/R

Sample survey

What factors affect farmers’ willingness

to switch to the other alternative crops

Multivariate  Logistical Regression
Analysis & Market Window Analysis
using STATA/R

Sample survey




Methodological Approach; Data

* Study used a mix of quantitative and qualitative methods for data
collection and analysis.

* A participatory/consultative approach was adopted throughout the
evaluation process.

» Different secondary and primary data collection instruments/tools was
used in the study.

* Reviewing literature (desk research) was the instrument that was used in
secondary data collection.

* Primary data included the information that the researchers observe and
enumerators collect directly from stakeholders about their first-hand
experience with the livelihood.

(The data that include reported or observed values, beliefs, attitudes, opinions, behaviours, motivations
and knowledge of stakeholders were collected through a mixture of primary data collection methods
such as questionnaire surveys, focus group discussions (FGDs), key informant interviews (Klls), direct
observation and case studies)



Sample Survey

A purposive sample of 3 leading tobacco—
producing Districts of Sri Lanka, based on
cultivation data from the Ministry of
Agriculture of Sri Lanka

District Desired Actual Percentage
frequency frequency
Polonnaruwa 115 90 35
Matale 115 95 36
Kurunegala 115 76 29
Total 345 261 100%




Results and Discussion

* Value Chain Analysis
* Descriptive Analysis
* Multivariate Logistic Regression Analysis



Value Chain Analysis




Tobacco Value Chain Map



Descriptive Analysis

The variables that were analyzed under this include;

1.
2.

3.

Tobacco cultivation trends

Socio demographic profile including household
income, education and employments

The reasons for initiating tobacco cultivation and
continuing it

Comparison of profitability of tobacco versus
other crops

. Land use patterns and alternative crop growing

practices



1. Tobacco Cultivation Trends

Unmanufactured Tobacco Production in Sri Lanka 1961-2018
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2. Household Demographics

Tobacco production in Sri Lanka is dominated by men

Approximately 90% of the farmers interviewed were
male while only 10% were female

Generally, men take most of the family decisions on
agricultural production in Sri Lanka.

As revealed in Klls, it is important, however, to note
that tobacco is a family activity with both males and
females participating in growing.

Family size is 4 members on average without significant
difference in distribution over the three types.



Household Demographics contd..

The average age of the sampled tobacco farmers was 52 years, with the minimum
age being 19 and the oldest farmer was 81 years

There is no significant difference in age among the three sample categories

When the age distribution is considered, over two third of the farmers belong to the
age category over 50 years and only 11% farmers are less than 40 years of age

One would expect that participation amongst youth in tobacco cultivation which
anecdotally is regarded as a profitable enterprise would be high

In our sample, however, only 2% famers are less than 30 years of age

Similar to the female involvement, youth are also involved in leaf cultivation mainly
as a family activity rather than their own economic enterprise.

This finding of less youth involvement questions the industry claim of lucrativeness
of tobacco farming.



3. Why do farmers grow tobacco?

o LN
(oV] —

30
25

siowiey 9%

S9AlleulJalje ON

1joud ysiy

sysad ssa

150D SSo1

9214d ysiH

19dJew paJlnssy

Jnoge| ssa

J9]1EM SSOT

18w doud Asez

Slijauaq 1oesjuo)

H Continuation

H |nitiation



4.Income and Costs

Type of farmer Contract Independent
Average leaf production (Kgs) 1581.23 1338 1459.62
Tobacco sale (Kgs) 1264.97 1070.4 1167.69
Tobacco Land size (acres) 1.59 1.35 1.47
Average price in LKR 530 500 515
Reported Tobacco income LKR 670438 535202 602820
Cost of production LKR 519757 413787 466772
Labour cost LKR 283883 162357 223120
Calculated profit LKR 150680 121414 136047




5.Profitability and Alternative Crops

Perceived profit of Rs. 305,576/acre for 350000
contract farmers

300000
Rs. 201,852/acre for independent 250000
farmers 500000
150000
The actual profits drop significantly by
Rs. 150,681/acre for contract farmers 100000
and Rs. 121,414/acre for independent  _ .,
farmers once family labour is included
0
Actual profit Perceived profit
Therefore, the average profit from 1- m Contract M Independent m Al

acre land is calculated as Rs. 136,047



Net Profits per acre of the crops grown in the area



6. Farmer Expectations with an
Alternative Crop Programme

&

= Subsidizing plant materials and inputs
= Assured market for the new crops

= Government support(extension)

m Well-established contract farming/

forward sales contracts for other crops;

= Other



Multivariate Logistic Regression
Analysis

Factors affecting Entering Decision to Tobacco
Farming

Factors affecting Willingness to Switch to
Alternative Crops



Factors affecting Entering

Decision to Tobacco Farming

* A Logistic multivariate regression was run using the independent variables;

Household characteristics,
Income, assets,

Land ownership,

Tobacco production,
Other crop production,
Credit,

Tobacco production under contract,
Tobacco marketing,
Farmer debt and credit,
Input costs,

Labour intensity

to determine the factors affecting farmer decision on entering to tobacco farming
with a contract grower.
* The dependent variable in the model is the entering decision to tobacco
farming (ETF), which was coded as 1 for participation and 0 as otherwise.

ETF = B+ By X+ By, Xo# BaXg+ By Xt oo By



Logit regression results of Tobacco growing decision

Variable Coef. Std. Err. Z P<(Z)
Age of the HH-H -0.0161 0.0176 -091 0.361
Education HH-H -0.1333 0.1838 -0.73  0.468
Employment status of the HH-H -0.4019 0.3380 -1.19  0.234
Total cultivated land acres -0.1409* 0.0833 -1.69  0.091
Cultivatable lands except paddy lands 0.1387 0.2001 0.69  0.488
Partnership with leaf buyer 1.2400%** 0.3618 3.43  0.001
Mode of Irrigation in Yala season -0.6320***  0.1746 -3.62  0.000
Other field crops during Yala -1.5857*** 0.1995 -7.94  0.000
Cons 5.3195 1.268 4.19  0.000
Observations 261

LR Chi?(9) 148.47

Prob>Chi? 0.0000

Pseudo R? 0.4123

Note: Standard errors in parentheses. *** p<0.01, *p<0.1.




The variable contractual relationship with a leaf
buyer is positively related with the growing
decision of tobacco

Farmers who are willing to build a contractual
arrangement with a leaf buyer are more likely to enter
into tobacco farming.

The perennial problem of agricultural marketing in Sri

Lanka

Therefore, it is an obvious choice of farmers to go with
such contractual relationships that they are assured a
readily available market for their products.




Cropping pattern of farmers has a negative and a
significant relationship with the tobacco growing
decision of farmers.

Farmers who have decided to grow
tobacco are normally cultivating other

crops only in Maha season or not
cultivating other crops.

Such farmers are more likely to grow
tobacco during Yala season.



Mode of irrigation during Yala season was
negatively and statistically significant.

Those who are using rain water or irrigation
water or those who don’t have alternative
irrigation mode agro-wells or deep wells are

more likely to choose tobacco over the other
crops.

Tobacco is largely grown in drought prone Yala
season.




Cultivated land extent is also showing a negative
and significant relationship to the tobacco
growing decision

Those who have lesser land extents are more
likely to involve in tobacco farming

This is due to the fact that farmers with more
lands have more liberty in cultivating a mixture
of crops that include paddy and other field crops
to gain more resilience to external threats.




Factors affecting Willingness to
Switch to Alternative Crops

* Another logistic multivariate regression was run using the independent
variables;

Household characteristics
Income

Assets

Land ownership

Tobacco production

Other crop production

Credit

Tobacco production under contract
Tobacco marketing

Farmer debt and credit

Input costs and labour intensity

to determine the factors affecting farmers’ willingness to switch to alternative crops.

* The dependent variable in the model is the Willingness to switch to other crop
(WTS), which was coded as 1 for willing to switch and 0 as otherwise.

WTS = By + By Xi+ By Xo# BaXg+ By X+ oo By



Logit regression results of Switching to other crops

' P<(Z
Variable Coef. Std. Err. Z @
Age of the HH-H 0.0629%* 0.0286 220 0.028
Education HH-H 0.1171 0.2403 0.49  0.626
Employment status of HH-H 0.0323 0.3811 0.08  0.932
Hired labour -0.3175 0.5397 -0.59 0556
Total revenue from tobacco -0.00000551%**  0.000002 -2.80  0.005
Total revenue from other crops 0.0000610 0.0000975 0.63 0532
Mode of irrigation in Yala season 1.00447* 0.254 3.95  0.000
Other field crop growing season 1.5728%* 0.2669 5.89  0.000
Contractual arrangement with leaf buyer 0.5035 0.5634 0.86  0.371
Cultivated land acres 0.3716%** 0.1278 291 0.004
Cultivated land except paddy lands -0.2102 0.3638 -0.58  0.563
Whether received a loan from leaf buyer -0.781 0.6316 -124 0216
Cons -8.737 2.34 372 0.000
Observations 207
LR Chi2(9) 132.70
Prob>Chi2 0.0000
Pseudo R? 0.5120

Note: Standard errors in parentheses. *** p<0.01, **p<0.05.




Age of the farmer was positively related with the
switching decision

Older farmers or those who are matured in age
were less likely to be willing to switch
compared to young farmers.

Older farmers have better exposure and long
experiences in cultivating a variety of different
crops which put them in a better position to
make comparisons across different alternatives




Revenue generated through cultivating tobacco
shows a negative and a significant relationship
with the switching decision which is obvious.

Only those who were unable to generate a
considerable income from tobacco in at

least one of the last seasons from tobacco
relative to the other alternative crops,
would decide to switch to alternatives.




Mode of irrigation during Yala season shows a
positive and a significant relationship on the
switching decision.

Those who have other alternative irrigation sources like deep wells or agro wells
are more likely to shift to other crop cultivations while those who depend on
conventional irrigation and rainfall would more likely to stay with tobacco
cultivation.

Crop failure is a regular occurrence during severe drought periods as we have seen
over the years.

Since, tobacco is considered as a drought tolerant crop, farmers are naturally
inclined to chose tobacco over the other alternative crops during Yala season.

However, those who have other irrigation sources like deep wells




Total cultivated land area is positively significant
variable

It indicates those who own more
cultivatable lands are more likely to
move from tobacco to other crops.

This again would be because farmers
get more resilience to different risks
that they encounter when they are able
to cultivate a variety of different crops.




Conclusions

This research demonstrates strongly that tobacco farming is not a

particularly lucrative enterprise for most smallholder tobacco farmers in
Sri Lanka

For most farmers, the living from tobacco growing is certainly not better
than that from some of the other crops

It appears that the reality fell short of the many farmers’ expectation of
high profits, less costs and less pests in tobacco cultivation

Despite the fact that female and youth are also involved in leaf
cultivation mainly as a family activity, the participation amongst youth
in tobacco cultivation as their own livelihood activity is lacking.



Recommendations

Government should help developing the supply chains of crops with
high potential to provide alternative livelihoods for tobacco
farmers, such as chili, cabbage, brinjal

Agriculture extension services should be strengthened for more
reliable and timely delivery of inputs and information dissemination

Reviewing agriculture financing services should be done

Small holder farmers who are willing to switch should be integrated
with dynamic value chains

Farmers financial literacy should be improved to enhance the ability
of making better cropping choices



