CERTAIN TOBACCO

Report to the President on
Investigation No. 22-43
Under Section 22 of the
Agricultural Adjustment Act,
as Amended

USITC PUBLICATION 1174

AUGUST 1981

United States International Trade Commission / Washington, D.C. 20436



UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

Bill Alberger, Chairman
Michael J. Calhoun, Vice Chairman
Catherine Bedell

Paula Stern

Kenneth R. Mason, Secretary to the Commission

This report prepared by

William A. Lipovsky, Office of Industries
Wallace W. Fullerton, Office of Economics
Jeffrey Neeley, Office of the General Counsel

Vera A. Libeau, Supervisory Investigator

Address all communications to

Office of the Secretary

United States International Trade Commission

washington, D.C. 20436



CONTENTS

Report to the President:
Findings and recommendations of the Commission-——-—-—--=—=————=—————=———-

Background--———————=————m - = oo
Statement of Chairman Bill Alberger, Vice Chairman Michael J. Calhoun,

and Commissioner Paula Stern -—————mem oo e
Statement of Commissioner Catherine Bedell--—---=-—~==—=———————————————————-
Information obtained in the investigation:

Introduction e e e s
Description and uses———f-——--—==--—--------—-—os oo oo oo oo e
U.S. customs treatment:
Tariff treatment—-————=—=—————m—————— e e
Recent Customs decision on certain machine-threshed tobacco---—--—-
Customs ability to distinguish flue-cured and burley tobacco,
and the amount of duty drawback paid relating to imports of the
items under investigation--———--—--——=-——————m—m————o———————————— o
U.S. Department of Agriculture Program for tobacco:
Description of the program———-—-—-—-—-——————-—-————-—————————————
Marketing quotas and acreage allotments—--—--—-—---—- -—=
Price support-———--—-————-—-——- -= ——m———— e —mm e —
Operation of the program:
Quantities placed under loan to the CCC—————-———===———————————
Tobacco loan stocks and sales———-——-—-——-———==——————————————————
USDA actions taken in order to reduce flue-cured
stockg————==——————————- e m e — —-———-
U.S. growers, dealers, and manufacturers:
Tobacco growers——- e ————— -= -
Tobacco dealers e e e e e e e — e
Cigarette manufacturers——-—--—---——-—————=————————— -
U.S. consumption:
Flue-cured tobacco -—= —— e e
Burley tobacco-————==——~m———-mmm— e e
Cigarettes ———- e m —————————————
U.S. production and stocks:
Flue-cured tobacco——==—-——=-——=-—=———————————— e —-——— -—
Burley tobacco—-——----- - e it
Cigarettes ——— e e e e
U.S. exports——————-—~=—— e —
Tobacco items similar to the imported items under investigation—--
Flue-cured tobacco——=——-=-—————————————m——— o — e — e ——— e
Burley tobacco——————=—===————— —————————— e ————————— e
Other unmanufactured tobacco—-——-————————-————————=——m———————————
Smoking tobacco in bulk-——-—-——---- ——————————— e ——
Cigarettes————————==—=——=— e e
U.S. importg—m—— = e e e e e e e e e e
Tobacco, manufactured or not manufactured, not specially provided
for, other than smoking tobacco in retail-size packages (TSUSA
item 170.8045) == === e e e e

T
w W

A-15
A-16



ii

CONTENTS

Page

" Information obtained in the investigation-—Continued

Scrap tobacco, other than from cigar leaf (TSUSA item 170.6040)--- A-18
Cigarette leaf tobacco, not over 35 percent wrapper tobacco, not

stemmed, flue—cured (TSUSA item 170.3210)=———=——=m—————————————— A-19
Cigarette leaf tobacco, not over 35 percent wrapper tobacco,
stemmed (TSUSA item 170.3500)——————==m=———- - A-19
World production and trade-——————————-——=-m——=——- - A-19
Flue-cured tobacco———-- e e e e A-19
Burley tobacco—---- ——————————— A-20
Prices:
Prices in the United States—————=—=-=——--- - - -- A-20
Prices in other markets-—-———-——--——--—-~——-=-—————- A-24
Price comparisons—-———-——==——-——-———————-=- -—- A-25
Impact of imports on the operation of the tobacco program as reported
by USDA-—==—=—=——=—m—mmmmmmmm e - A=27
Imports~—————————————— e — - A-27
Diversion of domestic tobacco into loan stocks————-————=—-—————=== A-28
CCC losses-- ettt - A-28
Probable economic effects of import restrictions -——- --—- A-30
Effects on the program- e ——— A-33
Price effects e - A-34
Effects on the export market—--—--- - —— A-34
Appendix A. Section 22 of the Agricultural Adjustment Act, as amended-—--- A-37
Appendix B. President Carter's letter to the Commission-————=——=————=———- A-41
Appendix C. U.S. International Trade Commission notices of investigation
and hearing----————=—==—mm—— e -— - A-43
Appendix D. List of witnesses at Commission hearing—-———--—-—-———-——-=——===—= A-47
Appendix E. Statistical tables----—-—-—-——-—---- —~—— A-53
Appendix F. Customs decision on certain machine-threshed tobacco
(T.D. 80-132)-———-——=—-——- e e e e e e -—= A-81
Appendix G. Customs reply to Commission inquiry---———-—=-—=——————————————- A-87
Appendix H. General Counsel memos-----— - A-89
Tables
1. Certain cigarette leaf tobacco, scrap tobacco (except cigar leaf),

and certain tobacco manufactured or not manufactered (except smoking

tobacco in retail-size packages): U.S. rates of duty, by TSUSA

item January 1, 198l-——————————meme———- - - A-54
Tobacco: Marketing quota referendums, by kinds of tobacco, 1979-81-- A-55
Flue-cured and burley tobacco: U.S. marketing quota, marketings, and

flue-cured acreage allotment, 1977-81----- - A-56
Flue-cured tobacco, types 11-14, and burley tobacco, type 31: Acreage,

yield, production, carryover, supply, disappearance, season average

price, and price support operations, 1971-8l1--—--————————————me———- A-57

il



lOo

11.

12.

13.

14.

15.

16.

l7'

18.

iii

CONTENTS-

Tobacco loan program operations: New loans made, repayments, loans
charged off, additions or deductions, loans outstanding, other costs,
and net loss (gains) on price support activities, fiscal years
1977-81 - - e e e e e e A-58

Flue-cured, burley, jand other tobacco: U.S. imports for consumption
entered under TSUSA items 170.3500, 170.6040, and 170.8045 as
reported by importers, 1978 and 1979, and January-June 1980 and

July-December 1980-—————-———————————————— - A-59
Cigarettes: U.S. production, removals, estimated inventory change
and apparent consumption, 1971-80 -—— —-—= A-60

Foreign-grown flue-cured and burley tobacco: U.S. stocks, on July 1

for flue-cured tobacco and on October 1 for burley tobacco, 1971-80

and on January 1, 1980 and 1981-- -——= A-61
Filler tobacco, cigarette leaf including flue-cured, burley, and

Maryland, stemmed and unstemmed: U.S. exports of domestic merchan-

dise, by principal markets, 1976-80, January-April 1980, and

January-April 1981-—-m———-—mm—— - ————— e - - A-62
Filler tobacco, flue-cured cigarette leaf, stemmed and unstemmed:

U.S. exports of domestic merchandise, by principal markets, 1976-80,

January-April 1980, and January-April 1981 - —— -——~ A-63
Filler tobacco, burley cigarette leaf, stemmed and unstemmed: U.S.

exports of domestic merchandise, by principal markets, 1976-80,

January-April 1980, and January-April 1981 A-64
Unmanufactured tobacco, including stems, trimmings, scraps, cuttings

and siftings: U.S. exports of domestic merchandise, by principal

markets, 1976-80, January-April 1980, and January-April 1981-——--—- A-65
Smoking tobacco in bulk (including partially manufactured blended

tobacco in strips and cut filler form) and certain other manu-

factured tobacco (including processed sheet tobacco): U.S. exports

of domestic merchandise, by principal markets, 1976-80, January-

April 1980 and January-April 1981---=-=----——w—-——v A-66
Cigarettes: U.S. exports of domestic merchandise, by principal
markets, 1976-80, January-April 1980, and January-April 1981-----—- A-67

Certain cigarette leaf tobacco, scrap tobacco (except cigar leaf),

and certain tobacco manufactured or not manufactured (except

smoking tobacco in retail size packages): U.S. imports for consump-

tion, by principal sources, 1976-80, January-April 1980, and

January-April 1981-——--==————m———— o A-68
Tobacco, manufactured or not manufactured, not specially provided

for, except smoking tobacco in retail size packages: U.S.

imports for consumption, by principal sources, 1976-80, January-

April 1980, and January-April 1981 e e A-69
Scrap tobacco, except from cigar leaf: U.S. imports for con-

sumption, by principal sources, 1976-80, January—Aprll 1980 and

January=April 198l—————— = e e A-70
Tobacco: U.S. imports for consumption entered under TSUSA items

170. 6040 and 170.8045, July 1979-March 1980 and July 1980-March

1981~ e e e e - -———— A-71

il



iv

CONTENTS

19. Cigarette leaf tobacco, not over 35 percent wrapper tobacco, not
stemmed, flue-cured: U.S. imports for consumption, by principal

sources, 1976-80, January-April 1980, and January-April 1981---——-- £

20. Cigarette leaf tobacco, not over 35 percent wrapper tobacco, stemmed:
U.S. imports for consumption, by principal sources, 1976-80,

January-April 1980, and January-April 198l-———---—-———m——a———- -————
21. Flue-cured, burley, and all unmanufactured tobacco: World production

and exports, 1976—80-—————————m— e A-74
22. Unmanufactured tobacco: World imports by principal markets, 1976-79-A-75

23. Flue-cured and burley tobacco: World exports by major producing

countries, 1976-80~~———-=—===-m———m=-———m—mmm— e === A-76
24. Flue-cured tobacco: Prices paid for stemmed tobacco by stalk

position, 1978-80-—————————m o e e A=T77
25. Burley tobacco: Prices paid for stemmed tobacco by stalk

position, 1978-80-—----—==-mmmmm-- mmm—m—— e mmmm e — e — mmm— A-78
26. Flue-cured tobacco: Prices paid by cigarette manufacturers

for stemmed tobacco of like kind and quality, 1978-80--—--=—————-=—-— A-79
27. Burley tobacco: Prices paid by cigarette manufacturers

for stemmed tobacco of like kind and quality, 1978-80-------=~————=A-80

Note.-—-Information which would disclose confidential operations of

individual concerns may not be published and therefore has been deleted from

this report. Deletions are indicated by asterisks.

v



REPORT TO THE PRESIDENT
ON INVESTIGATION HO. 22-%3

- CERTALJ TOBACCO

UNITED STATES INTERNATIONAL [RADE COMMISSION
August 21, 1981

Findings and recommendations

On the basis of the information developed in the course of the
investigation, the Commission i/ finds and recommends that tobacco, provided
for in items 170.3210, 170.3500, 170.6040, and 170.8045 of the Tariff
Schedules of the United States Annotated (TSUSA), is not being and is not
practically certain to be imported into the United States under such
conditions and in such quantities as to render or tend to render ineffective,
or materially iatarfere with, the flue-cured tobacco program or the burley
tobacco program of the Department of Agriculture, or to reduce substantially
the amouat of any product being process21 in the United States from such

topacco.

B3ackground

The Commission instituted its investigation on March 5, 1981, following
the receipt on Janaary 13, 1981, of a request from the President. The
investigation was instituted pursuant to section 22(a) of the Agricultural
Adjustment Act (7 U.S.C. 624(a)) to determine whether tobacco, provided for in
items 170.3210, 170.3500, 170.6040, and 170.8045 of the TSUSA, is being or is

practically certain to be imported into the United States under such

1/ Commissionar Bedell dissents in part. Commissioner Bedell finds that
flue-cured tobacco, provided for in items 170.3210, 170.3500, 170.6040, and
170.8045 of the TSUSA, is being or is practically certain to be imported into
the Unitad Stat2s under such conditioas ind in such quantities as to render or
tend to reandar ineffective, or materially interfere with, the flue-cured
tobacco program of the Department of Agriculture, or to reduce substantially
the amount of any product being processad in the United States from such
tobacco.



conditions and in such quantities as to render or tend to render ineffective.
oy‘materially interfere Qith, the tobacco program of the Department of
Agriculture, or to reduce substantially the amount of any product being
processed in the United States from such tobacco.

Notice of the Commission's investigation was published in the Federal
Register of March 11, 1981 (46 F.R. 16162). A public hearing was held in
Washington, D.C., on June 24 and 25, 1981. All interested parties were
afforded an opportunity to appear and to present information for consideration
by the Commission.

This report is being furnished to the President in accordance with
section 22(a) of the Agricultural Adjustment Act. The information in the
report was ohtained at the public hearing, from interviews by memhers of the
Commission's staff, from information provided by other Federal and State

agencies, and from the Commission's files, suhmissions from the interested

parties, and other sources.



Statement of Chairman Bill Alberger, Vice Chairman Michael J. Calhoun,
and Commissioner Paula Stern

I. Introduction

Section 22 provides that relief from import competition shall be granted

i
‘

if the President finds that articles "are being or are practically certain to
be imported...in such quantities as to render or tend to render ineffective,

or materially interfere with..."” certain agricultural programs. 1/ The
statute thus requires that two different events occur before relief is
granted. First, with regard to the imports, the articles must be imported or
be practically certain to be imported. The "practically certain” standard
means that the probability of imports must be highly likely. Mere speculation
as to future imports that will cause harm to a program is not sufficient.
Second, after the import test has been met, it also must be shown that
harm to the program is occurring or is threatened by those imports. The most
severe harm would "render ineffective"” the program. Relief from imports may
also be provided if imports are shown to "materially interfere with" a
program. Material interference is more than slight interference but less than
ma jor interference. A program which has been rendered ineffective has also
suffered material interference, although the reverse may not be true.
Therefore, material interference is the less stringent of these two
standards. We believe that the Commission should counsider both of these
standards in order to provide the fullest advice possible to the President.

Finally, relief from prospective harm by imports may be provided if their

importation is practically certain to materially interfere with or tend to

1] The statute also includes a clause referring to products processed from
agricultural commodities. This clause is more fully discussed below and in a
memorandum to the Commission from the General Counsel (GC-E-197), Appendix H
of the report.



render ineffective a program. 1/ Tendency to render ineffective must, of
cou?se, be more than specuiative. A real and imminent harm to the program in
question must be shown. 1In this case we find that none of the requisite harms
to the program is present and, therefore, find that relief is not warranted.

II. Summary of reasons

OQur determination in this case is based upon several factors which
indicate to us that the conditions for imposing import restrictions under
Section 22 do not exist. 1In reaching our conclusions, we have considered the
impact of imports on the purposes established for the programs and the impact
on the operation of the programs.

Whiie there has been a large increase in the volume of imports of burley
and flue-cured tobacco since 1975, imports in prior years characteristically
have been very low and, in our view, the market share enjoyed by imports is
not sufficient to materially affect the USDA tobacco programs.

Furthermore, the information presented to us during this investigation
clearly indicates that the programs are healthy and are not suffering the type
of harm or interference contemplated by the statute. USDA concedes this fact
with respect to the burley program. With respect to the flue-cured program,
the evidence weighs against USDA's representations. For example, loan stocks
of flue-cured tobacco have been steadily declining since 1978 and are now at
their lowest level since 1977. The amount of tobacco placed under loan each
year has been significantly lower since 1978 thad during 1974-77.

In addition, we have found that the cost to the Government of operating

the program quite plainly has not been increasing relative to.past years. In

1/ It is the view of Vice Chairman Calhoun that relief from prospective harm
from imports may be provided if imports are practically certain to be imported
under such conditions and in such quantities as to-materially interfere with a
program or if their importation is such as to tend to render ineffective a
program.



light of recentl& developed information, USDA estimates of financial losses on
the 1975 crop and on subsequent crops appear to be exaggerated. While there
was a slight loss of‘$5.6 million on the 1974 crop and there may be a loss of
“about $11 million on the 1975 crop, these losses are not comparable to the
average losses experienced in thd period 1950-70. They simply are not of a
magnitude to suggest material interference or ineffectiveness of the program.
Moreover, in stark contrast to USDA estimates, the Flue-cured Stabilization
Cooperative (FCS) projects that substantial profits will be made on sales from
crop years 1976-80.

Witﬁ respect to the prospective impact of imports on the programs, there
is no evidence to demonstrate that imports are tending to render the program
ineffective or that they are practically certain to be imported so as to cause
future harm. While the best estimates do indicate a long term growth in
imports, such an event is too protracted to be a basis for concluding imminent
harm. Moreover, information on the current crop is that because of its high
quality auction prices are high, loan placements are down sharply ovér prior
years, and processors are dipping into loan stocks to obtain lower grade
tobacco. While USDA is alarmed by the apparent long-term decline in U.S.
competitiveness vis-a-vis other tobacco producing countries, the facts before
us do not suggest that harm is imminent.

Finally, the purposes of the tobacco programs, including assuring
adequate income to farmers and fair prices to consumers, maintaining a
balanced supply, and providing a balanced flow of tobacco in interstate and

foreign commerce, are currently being achieved.

ITII. The tobacco programs of the USDA

-5
The purposes of USDA programs dealing with tobacco, as well as with

certain other agricultural commodities, are set forth in section 2 of the



Agricultural Adjustment.Act of 1938:

It is hereby declared to be the policy of Congress to continue the
Soil Conservation and Domestic Allotment Act, as amended, for the
purpose of conserving national resources, preventing the wasteful
use of soil fertility, and of preserving, maintaining, and
rebuilding the farm and ranch land resources in the national public
interest; to accomplish these purposes through the encouragement of
soil-building and soil-conserving crops and practices; to assist in
the marketing of agricultural commodities for domestic consumption
and for export; and to regulate interstate and foreign commerce in
cotton, wheat, corn, tobacco, and rice to the extent necessary to
provide an orderly, adequate and balanced flow of such commodities
in interstate and foreign commerce through storage of reserve
supplies, loans, marketing prices for such commodities and parity of

income, and assisting consumers to obtain an adequate and steady
supply of such commodities at fair prices. (Emphasis added.)

There are no other specific legislative purposes articulated for the tobacco
programs.

With respect to types of tobacco covered by this investigation, the
purposes set forth in the 1938 Act are accomplished through two different
programs administered by USDA: the flue-cured tobacco program, and the burley
tobacco program. 1/ Section 22 provides for relief when the President finds
that "any article or articles are being or are practically certain to be
imported...as to render or tend to render ineffective, or materially interfere

with, any program or operation undertaken under this chapter or the Soil

Conservation and Domestic Allotment Act...or any loan purchase or other

program or operation undertaken by the Department of Agriculture....” We

therefore have made findings and recommendations with regard to each program.

*
i

The specific programs of the Department of Agriculture that are of

concern to the Commission in this investigation are those which support the

1/ A thorough discussion of the distinctions between the programs may be
found in Appendix H of the report (memorandum to the Commission from the
General Counsel, GC-E-196). Also, it is possible that small amounts of other
types of tobacco which may -be grown in the United States are included in some
of the TSUSA categories mentioned in our notice of investigation. However,
the best information available indicates that ‘mports of those tobaccos are
insignificant. Therefore, this investigation is only concerned with burley
and flue-cured tobacco. :



flue-cured énd burley typés of tobacco. Under tﬁese programs, the price
farmers receive for their tobacco is supported by a loan program that
establishes miniﬁum prices for every grade of these tobaccos. The average
support price of tobacco is set by a formula based on the parity index (index
of prices paid by farmers). ;A support price for each individual grade is
established by USDA to reflect market conditions to the extent possible,
provided that the average of prices of all grades weighted by the historical
share of each grade in the overall crop must equal the statutory support
price. This average price is $1.58 per pound for 1981.

The support programs further require that the Secretary of Agriculture
establish annually a national poundage quota for both types of tobacco and, in
the case of flue-cured tobacco, also an acreage allotment, thereby limiting
the amount of tobacco which can be brought to market by growers. With the
exception of allowing up to 10 percent overmarketing by a farmer (which is
then subtracted from his quota in the next year), any tobacco grown in excess
of a farmer's prorated marketing quota cannot be marketed except with severe
penalties. The purpose of these marketing limitations is essentially to
assure that the market will not be oversupplied with tobacco, causing market
prices to decline below the support price and causing increased quantities of
tobacco to be placed in the Government stocks.

Producers may place any or all of their tobacco under loan if auction of
that tobacco does not bring a bid from prospective buyers at least equal to
the appropriate support price for the grades offered. The grower, whether he
places his tobacco under loan or sells it to a dealer, receives payment
immediately through the auction management. The tobacco placed under loan is
generally processed by agents of the USDA into the strip form and then stored

7
until after the auction season is complete. At that time the tobacco is made



available for sale at a ppice no lower than 105 percent of the support price.
Cerpgin fees, carrying chafges, and interest charges are added to this price
during the time tobacco remains under loan. When all tobacco under loan from
a particular crop is sold or otherwise disposed of, a financial accounting is
made. After expenses are paid the remainder of any proceeds are applied by
the Commodity Credit Corporation (CCC) against the loan principle and then
against the outstanding interest. The surplus of income over expenses, if
any, is not accumulated by the CCC. These so-called profits are distributed
to the growers through their associations while losses, if any, are absorbed
by the cCCC.

IV. The question of harm to the burley program

USDA testified before the Commission that only the flue-cured tobacco
program is being adversely affected by imports. Imports of burley and other
types of tobacco which are entered into the United States under the four TSUSA
numbers covered by this investigation are not believed by USDA to be harming
the USDA burley program. We concur with the USDA in this assessment.

The burley tobacco program is unquestionably healthy. Although imports
of this type of tobacco are believed to have increased in recent years, this
increase is clearly in response to increased demand for burley tobacco. The
basic marketing quota for burley was stable at about 614 million pounds l/
from the 1979 crop year through the 1980 crop year and was increased to 660

!

million pounds in 1981. The effective quota, that is, the basic quota

adjusted for under- or overmarketing of the previous year, has been increased

1/ This and other references to poundage in this opinion are in terms of
farm-sales weight, the weight of tobacco when sold by the grower at auction.
After processing and packing, the weight of tobacco is somewhat reduced. One
pound packed weight is approximately equal to 1.4 pounds farm—-sales weight.



to 851 million.pounds. Stocks both under loan and held by dealers and
cigarette manufacturers have declined. Loan stocks are practically
non-existent, no bﬁrley was placed under loan in 1980, and the CCC reports no
losses from sales or other disposal operations.

No testimony at the Commission's hearing and no other information
available to the Commission supports an argument that imports are adversely
affecting the burley program. We, therefore, determine that burley tobacco is
not being imported and is not practically certain to be imported under such
conditions and in such quantities as to render or tend to render ineffective,
or materially interfere with, the burley program of the Department of
Agriculture.

V. The question of harm to the flue—cured program

USDA and other participants testified that imports of flue-cured tobacco
were materially interfering with this program and that projected increases in
such imports will materially interfere in the future. Major elements of
testimony in favor of relief included the following:

1). Imports have increased from an annual level of 30 million pounds or
less before 1976 to as much as 85 million pounds in 1979. USDA projects
imports to increase by about 8 percent each year until at least 1986.

2). Imports have displaced at least 225 million pounds of tobacco from
the 1975-80 crops which would otherwise have been purchased by dealers or
cigarette manufacturers, causing the displaced domestically produced tobacco
to be placed under loan. During the next five years additional displacement
is expected to exceed 400 million pounds.

3). Because of the addition of imports to domestic inventory, marketing
quotas have been reduced substantially since 1975.

4). Because of the availability of foreign tobacco at prices well below
that of domestic tobacco from either the auction floor or from loan stocks, -
the Flue—cured Stabilization Cooperative which handles the stocks has been
unable to sell and will continue to be unable to sell substantial quantities
of tobacco otherwise competitive with imports, suffering financial losses
projected at as much as $123 million from the 1975-80 crops currently under
loan, and over $200 million from future crops. )
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In order to halt the interference with the program and to prevent future
interference, USDA sugges;ed that a quota on imports be established at the
average level of such imports from 1978-80, or approximately 72 million pounds.

Of the standards for finding harm to the flue-cured tobacco program under
section 22, only material interference was claimed. No participant in this
investigation alleged, nor does any information before us suggest, that the
quantity of imports is such as to render the program ineffective. Regarding
the assertion that imports are materially interfering with the program, we can
find no such interference, nor do we find indications of imminent harm. While
there are troublesome factors affecting the operation of the flue-cured
program, imports are not entering at such a level or under such conditions as
to cause the requisite interference; nor is the program suffering or facing
the adverse circumstances contemplated by section 22.

Imports

Imports of flue—cured tobacco have indeed increased to record high levels
in recent years. In 1976 imports began to increase dramatically, reaching 54
million pounds in 1977, 74 million pounds in 1978, and 85 million pounds in
1979. While imports of flue-cured tobacco appear to have declined to 76
million pounds in 1980, import penetration has remained near the record high
level of 15 percent of domestic utilization. From the time the program was
created by the Congress, until 1975, imports were at a very low level, never

!

exceeding 30 million pounds in any year. TImport penetration during that
period did not exceed 3 percent of domestic utilization of U.S. produced
flue-cured tobacco. Therefore, while recent increases appear dramatic, it
must be remembered that they are from a very low level.

Domestic utilization of tobacco is not the only yardstick by which the

, 10
impact of imports can be measured. Nearly one-half of all domestic tobacco
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production is destined féf export markets. Eveﬁ a large portion of tobacco
used for domestic production of cigarettes is ultimately exported in that
processed form. Although imports are at record high levels, they remain at
less than one-sixth of the level of flue-cured tobacco exports and import
penetration relative to all utilization of U.S. produced flue-cured tobacco is
only 8 percent.

It is apparent that the major reason for the increase in imports in
recent years is the price differential which has resulted from the rapid
escalation of the U.S. support price. Prices paid by cigarette manufacturers
for U.S. produced tobacco are substantially above those for tobacco from other
producing nations. Much U.S. produced tobacco is of higher quality than that
available abroad. This is a fact clearly demonstrated by the large volume of
U.S. exports despite their high prices. However, there is also significant
foreign production comparable to lower quality, neutral flavored domestic
tobacco at prices below the support price. The average price of imported
flue-cured tobacco in the United States was $.60 per pound below that of
domestic tobacco, even after adjusting for quality differences.

It is quite possible that imports will increase further under these
conditions of competition, as predicted by USDA. However, though these imports
undoubtedly will have some effect upon the program, we do not believe that
they have reached or are likely to reach in the immediate future a level which
would constitute material interference.

The question of present harm

We believe that the program is healthy and is not suffering the type of
harm contemplated by the statute. USDA testified that dealers and cigarette
manufacturers have been purchasing and placing in inventory increased

11
quantities of imported tobacco. It suggested that, as a result, those buyers
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were reducing their purchases from FCS-held loan stocks causing those stocks
to increase. In addition,.buyers were purchasing imports rather than domestic
tobacco from the tobacco auctions causing FCS to purchase the displaced
tobacco at the support price, thereby raising the level of loan stocks and
causing unusual expenditures. In order to balance supply (which includes the
larger quantities under loan) with demand, USDA testified it had reduced
marketing quotas. We have examined all these factors in detail.

The level of uncommitted stocks (those still available for sale) l/ as of
the beginning of each crop year has been declining steadily since 1978 and, by
July 1? 1981 had declined to 468 million pounds. Recent sales in the first
few weeks of the 1981 crop year have caused uncommitted stocks to decline even
further to what may be the lowest level since at least mid-1977. We cannot
speculate as to what level these stocks might be were imports not available
during recent years, but the trend is in a positive direction despite the
lower quality of recent harvests and the higher volume of imports in recent
years.

Another indicator of material interference specifically identified by
USDA and other supporters of import restrictions is the amount of tobacco
being placed under loan each year. This amount reached 277 million pounds in
1976, declined to about 64 million pounds in 1978 and increased to 138 million
pounds in 1980. However, an examination of chan%es in the amount of
flue-cured tobacco placed under loan shows that there is no discernible

positive correlation between that quantity and the level of imports. In fact,

1/ USDA has suggested that because total FCS-held stocks have been higher
since 1977 than during the period 1973-76, material interference is
occurring. However, these total FCS-held stocks comprise two categories of
tobacco. These categories are 1) uncommitted stocks-still available for sale
and 2) committed stocks which are already sold on paper but have not yet been.
removed from FCS control. These latter stocks are, in effect, the same as
privately held stocks, and they should not be considered still under loan.

12
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to the extent a relationshié'exists between import‘levels and the amount of
flue-cured tobacco placed under loan, it appears to be a negative
correlation. 1/ Fﬁrthermore, the amount of tobacco placed under loan each
year has been significantly lower since 1978 than during 1974-77.

The level of tobacco placed under loan is a function of demand in the
market for the tobacco offered at a price which can be no lower than the
support price. Since support prices are set in advance of the harvest, there
is no method by which USDA can adjust the support prices on the approximately
150 grades of flue-cured tobacco to perfectly reflect market conditions. If a
crop is of generally low quality, it is probable that the support prices on
some, and possibly many, of the various grades will be higher than prospective
buyers believe appropriate. Such tobacco will inevitably be placed under
loan. Similarly, it is probable that in the event of a low quality crop, and
particularly if that crop is large, there will be more of some lower quality
grades than the market can comfortably absorb at support prices. Under such
conditions it would be expected that farmers will place larger than desirable
quantities under the loan program. Such tobacco would remain as part of loan
stocks until demand for those grades at the offered prices increased relative
to the supply at the tobacco auctions. This is precisely one of the means by
which a commodity buffer stock is iantended to accomplish its purpose of
maintaining stable prices and supplies. The smooth operation of the
flue—cured stabilization mechanism points to a system that is functioning as
intended.

USDA has in recent years made adjustments in the program which will serve

to encourage lower loan stock levels in future years.  Among these are

1/ For example, in crop years 1977 and 1978 imports increased signifﬁgantly,
while loan placements decreased from the preceeding years. In 1980 imports

declined while placements nearly doubled. See the tabulation on p. A-32 and
table 4.
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incentives to farmers not to harvest the lowest quality tobacco which is in
least demand, and the removal of price support for a number of grades covering
this lower quality tobacco. As a separate matter, the interest rate policy of
the CCC may have operated as a cause, different from imports, of large
FCS-held uncommitted stocks. The interest rate charged by the CCC was set for
the life of the loan and, owing to escalating costs of money, rapidly fell
below commercial interest rates. For example, the interest charged on tobacco
now under loan is as low as 6 percent. By 1981, the commercial rates exceeded
the loan rate by as much as 14 percentage points. So long as it is reasonable
to expect commercial interest rates to remain high or to increase, there is
clear incentive for flue-—cured purchasers to maintain a measure of their
inventory under FCS control, thereby availing themselves of what is
essentially a subsidized inventory. Although there will continue to be an
interest rate differential between the CCC rate and commercial rates, recent
changes in policy now provide for a higher variable interest rate on CCC
loans. The reduced differential between loan rates and commercial rates,
although still about 5 percentage points at this time, will be less likely to
encourage a build-up in FCS-held tobacco stocks.

In addition, it is our view that the current condition of the loan
program is not an indication of harm. Rather it is the result of the proper
operation of the system. When harvests were ofvgood quality relative to other
years, as in 1978 and 1979, the average price paid to farmers exceeded the
support price by a considerable margin. 1In those years tobacco placed under
loan was in relatively small quantities, suggesting that demand was strong
relative to supply and suggesting that imports increased in those years
partially because of this. strong demand. 1In other years, such as 1977 and

1980, when the crop was rather poor quality, market prices were close to the
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support priée and large dﬁantities were placed ﬁnder support. In 1975 the
quantity offered was simply too large for the market to clear at prevailing
prices.

If rthe system is working properly, tobacco which is placed under loan is
ultimately sold at little or,no cost to the program. USDA testified that the
losses already incurred and likely to be incurred in the immediate future were
the most telling indicators of harm from imports. A loss of about $6 million
had already occurred in sales from the 1974 crop and, on the basis of some
sales at a loss over the period December 1979 to March 1981, USDA projected
that losses would continue into the future. However, in our view such losses
are not likely to occur.

The only loss which has actually occurred during the last decade is that
on sales from the 1974 crop. Production in that year was among the highest in
the decade and all but 25 million pounds were sold at auction at prices which
exceeded the $0.83 support price by an average of $0.22 per pound. This was
nearly the smallest quantity placed under loan in well over a decade, and this
tobacco was described in testimony as the "leavings of the leavings.” The
loss incurred on these sales cannot be convincingly laid at the door of
imports.

USDA states that, on the basis of sales prices obtained in recent bid
sales of the 1975 crop, losses likely to be incurred on that crop can be
estimated at $34 million. However, FCS, which is directly responsible for
determining list prices and conducting the sale of stocks, estimates losses at
$11.6 million if those stocks are sold at list price. The extreme estim;te
made by USDA is belied by the most recent events in sales by FCS.

Since the 1981 markets opened in late July, ovér 40 million pounds of

tobacco have been sold from stocks of the 1975 crop, and these sales igcluded
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large quantities of that tobacco which previously had been made available for
salq_gt.bid. This tobacco Qas not sold owing to lack of interest among
potential buyers at a price acceptable to FCS. All 40 million pounds,
accounting for over one-third of the remaining stocks of the 1975 crop, were
sold at list price. Only a small amount of tobacco from the 1975 crop similar
to that previously offered in bid sales remains in loan stocks (approximately
5 million pounds). There is no reason to believe that this tobacco, or any
other from the 1975 crop, will be sold at a loss approaching that projected by
USDA.

Mqreover, if the remaining stocks are sold at list prices, the loss would
more nearly approximate the lower FCS estimate than that of the USDA. High
auction prices for the 1981 crop and the removal of interest rate incentives
are likely to increase the appeal of tobacco now held by FCS. The increased
demand for the grades currently held under loan may allow FCS to revalue the
tobacco upward, reducing losses further. An additional encouraging indication
is that this crop has been held by FCS for only about 6 years. The average
length of time before complete disposal of crops from 1955-70 was over eight
years, and the average for the 1971-74 crops was over six years. Of those
crops after 1966, only the 1974 crop was sold at a loss; others were sold at
profits of up to $16 million.

USDA further suggested that if losses on thevl975 crop were $34 million,
other crops held by FCS would also be sold at sub;tantial losses. However,
since there is no convincing evidence that the 1975 crop will be sold at a
loss greater than that estimated by FCS, there is no reason to doubt the FCS
estimates on other crop years as well. FCS estimates that stocks from each of
those crops will be sold at substantial profit and that the net profit for all

crops under loan through 1980 will be about $17 million. It should be noted
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that FCS is noﬁ permitted by the legislation to carry over any profit it may
make from sales of one year's crop to balance losses incurred from sales of
another year's croé and, technically, it cannot make a profit. All gains must
be distributed to the farmers participating in the program after expenses have
been paid. It may be desirable! that each and every crop be sold at no loss to
the program, but losses must be expected on occasion. Only the size and
frequency of such losses are in question. The operation of the program has
certainly improved since 1950-70 during which the program incurred frequent
and, sometimes, large losses. We do not believe that the relatively small
loss frqm sales of the 1974 crop and the uncertain loss from other crops
constitutes material interference from imports.

USDA also argues that material interference to the program has manifested
itself in the need to reduce the marketing quotas since 1976. Marketing
quotas for flue-cured tobacco have decreased from the level of the
mid-1970's. In 1975 the basic quota was 1,491 million pounds and, in 1981, it
is only 1,013 million pounds. However, the 1975 quota was a record high quota
which exceeded the levels of preceding years by nearly 40 percent. The
decline since that time is in fact only a return from several years of
abnormally high marketing quotas to the levels in effect before 1974.

As support for its decision to reduce marketing quotas, USDA noted that
the domestic utilization of flue-cured tobacco has declined by 17 percent
since 1972 while exports have declined only slightly (although exports have
declined by 18 percent from 1973 levels). Utilization of U.S. produced
flue-cured tobacco in 1980 was 113 million pounds below utilization in 1971 .
while imports had increased by 65 million pounds. Thus? USDA argues that
processors are turning more and more to imports to replace domestic tobacco.

17
However, in the same period, cigarette manufacture in the United States
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increased 24 percent to about 714 billion cigarettes in 1980. It is apparent
ﬁhat factors other than:imports are at play here. In particular, cigarette
manufacturers have apparently become considerably more efficient in the use of
tobacco in their product or have shifted the tobacco content of cigarettes
from flue-cured to some other type of tobacco. In 1971 manufacturers produced
about 860 cigarettes from a single pound of flue-cured tobacco (blending it
with other tobaccos, both domestic and imported). In 1980 manufacturers
produced 1,140 cigarettes from each pound of flue-cured tobacco purchased
either domestically or from foreign sources, an increase of one-third. We
find, therefore, that it is not primarily the presence of imports which have
caused the decrease in the marketing quotas, but rather a variety of other
factors which are beyond the control of the program and are also beyond the
scope of section 22.

USDA testified that material interference had already occurred, but their
recommendation of a 72 million pound quota on imports of flue-cured tobacco is
not consistent with that conclusion. This level is the average of imports
during the most recent three years for which data are available. However,
imports during those years were the highest in the history of the program, and
only in 1979 did imports substantially exceed the recommended quota. 1If a
level of imports substantially lower than 72 million pounds was interfering
with the program as early as 1976 and importsrare now materially interfering
with the program, there can be no justification to allow that quantity to be

entered in the future.

The question of future harm to the program

From the language of the statute, there are two alternative standards by

which the prospective impact of imports may be sufficient to warrant relief.

: 18
The first standard is that articles are practically certain to be imported
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under such conditions and'in such quantities as to materially interfere with
the flue-cured program. The second standard is that articles are being
imported or are practically certain to be imported under such conditions and
in such quantities as to tend to render ineffective the flue-cured program.

As is the case with all?gations of current injury, no representation has
been made nor data collected by us which suggests that the program is likely
to be rendered ineffective. The remaining statutory basis for ccnsidering
future harm to the program is that there are articles being imported which are
practically certain to materially interfere with the program. Again, we can
find no data which allow for a conclusion that there is a quantum of
flue—cured tobacco which is "“practically certain to be imported” under
conditions or in quantities which would materially interfere with the support
program.

In the first instance, the USDA forecast of 8 percent yearly import
growth through 1986 does not support a conclusion that imports are practically
certain to cause material interference. Second, current information on the
1981 harvest indicates that the quality of the tobacco being sold at recent
auctions is better than that in most recent years, and there appears to be a
short supply of lower grade tobacco similar to that which has been most
prevalent in FCS loan stocks. Prices offered at auction are reported by the
USDA to be significantly higher than the support price--which is itself 12
percent higher than in 1980--and the quantity of tobacco being placed under
loan in the first few weeks of this auction season is well below the rate of
1980. As noted above, the high market prices provide incentive for purchases
of older tobacco from FCS. In fact, there have been significant purchéses‘
from FCS stocks, at list prices, of grades of tobacc6 which USDA suggested

might be sold only at a loss. 19
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We recognize that these events do not necessarily guarantee a long term
posiFive trend in all the féctors which we have considered. It is possible
that, as with any agricultural commodity, conditions in the tobacco markets
may change very rapidly. We are, however, of the view that unless some
entirely unforeseen event causes a rapid turn-around in the market, that these
imports cannot be said to be practically certain to harm the program in the
foreseeable future.

The purposes of the program

Finally, we have concluded that the purposes of the program are currently
being achieved. The primary purpose of the program, according to USDA, is the
maintenance of farmers' incomes from growing and marketing flue—cured
tobacco. The first factor which determines income is the price at which a
farmer's tobacco is sold. The price of tobacco is guaranteed by the price
support legislation to be some percentage of parity--that is, the price of a
pound of tobacco is guaranteed to be able to buy some percentage of what it
could buy during the period 1910-14. This percentage has been changed during
the history of the program, most recently in 1960. The legislation has
essentially defined by this process what Congress considers to be a minimum
fair price for tobacco both for growers and for consumers. This price is
still guaranteed through the price support system. Provided the program

operates effectively rhere is no manner in which imports can interfere with a

'
i

grower obtaining that price for any tobacco he markets within his quota.

The second factor which determines growers' incomes is the quantity of
tobacco which they are allowed to place on the market for sale at or above the
support price. As discussed above, this quantity has varied considerably over
time. However, we note that the gross returns from.sale of tobacco has

increased. 1In 1972, 1,022 million pounds were marketed at an average price of

- 20



21

$0.853 per poﬁnd (13 cents above the support price) for a total crop value of
$872 million. 1In 1975, marketings reached an all-time record of 1,415 million
pounds at an averége price of $0.998 per pound (6.6 cents above support) for a
total value of $1,412 million. 1In 1980, the support price had risen to $1.42
per pound and farmers receivedian average of $1.45 per pound on a total crop
of 1,086 million pounds for a total value of $1,571 million. In each year,
the value of the crop has increased and the average price has been above the
support price determined by the statutory formula. The gross return on an
acre of harvested tobacco in 1977 was over $2,300, far exceeding most other
crops including those which have support programs (e.g. sugar, peanuts).
While tobacco accounted in 1977 for only 0.3 percent of total acreage planted
in the United States, it accounted for 4.4 percent of the total value of the
crops. Additionally, from 1972 to 1979 the average return to land,
management, and allotment for flue—cured tobacco in North Carolina increased
from $8,200 to $15,400, or 89 percent. 1/ The increase in the support price
during the same period was only 79 percent, suggesting that growers have
improved their position relative to the support price established by
Congress. Without addressing the issues implicit in the income distribution
effects of the practice of leasing tobacco allotments, we note that testimony
at the hearing indicated that the average lease value of an allotment was
about $0.40 per pound in 1980 and had increased in recent years. Therefore,
either the actual growers (who often are not the same as allotment holders)

are willing to make less money on their tobacco operations, or the

1/’ The USDA study which presents this farm income data also found that,
while the number of growers had decreased, the size of each farm increased.
The income of growers is a stated purpose of the program, but stability in the
number of farmers is not. Therefore, it is actually the income per farm which
is most relevant to an examination of grower income, rather than the growth in
total crop value.
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guaranteed price of tobacco has increased more than have the costs of growing
and curing the tobacco. We cannot under these conditions find otherwise than
that the purpose of the tobacco program in providing tobacco farmers with a
fair income is being accomplished.

The program is also designed to provide for balanced supply-demand
relationships in the marketplace for flue-cured tobacco. This is primarily
accomplished through the process of setting marketing quotas. Such quotas are
largely determined by a formula in which the main variables are the historical
levels of domestic utilization, exports, existing inventory both in private
and FCS stocks, and the expected crop size. The North Carolina Farm Bureau
observed in its post-hearing brief that no mention is made in the 1938 Act of
the role of imports in the determination of marketing quotas and that all
variables are defined in terms of U.S. produced tobacco only. Regardless, the
legislation does allow the Secretary of Agriculture the discretion to adjust
the marketing quota according to other factors, such as imports, which he
might deem relevant. We do not believe that the term "adequate and balanced
flow" in the 1938 Act is necessarily to be interpreted as an increasing or
even stable market for domestic tobacco, but only that there should not be
unexpected but otherwise avoidable imbalances in the markets for tobacco.
There has been a gradual decline in marketing quotas which roughly parallels
the decline in utilization of flue-cured tobaCﬁo. The similarity in these
changes indicates that the system is operating as it should despite the
presence of import competition. We find no evidence that there is an
import-induced imbalance in the marketplace for flue-—cured tobacco.

Another purpose of the program is the regulation of foreign commerce.

Al though the tobacco legislation does not defineithe importance of exports to

the programs, they are clearly a significant factor in their operation. The
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formula by which the Seéfétary of Agriculture &etermines marketing quotas
includes as one of its variables the average level of exports. In the
determination of support prices for individual grades, USDA has considered the
possible effects of overpricing tobacco grades favored by foreign buyers. In
recent years exports consiqtently have accounted for nearly one-half of total
utilization of U.S. produced flue-cured tobacco and, despite the recent
increases in the level of imports, currently exceed imports by a six to one
ratio.

Any complete discussion of the tobacco program must include the positive
contribution of exports to the purposes of the program and the potential
impact upon those exports of import restrictions. It is our view that
although the appeal of U.S. produced flue-cured tobacco in foreign markets
continues to be strong, it is experiencing increasing competition on the basis
of both quality and price. The declining trend in U.S. exports, both
absolutely and relative to other countries' exports, is particularly
disturbing as it may indicate potential for tougher competition in the
domestic market from foreign producers. Close attention should be given to
the causes and solutions fér the ailing export market in any examination of
the industry and the program.

VI. The processing clause

Section 22 includes a clause which states that if imports "reduce
substantially the amount of any product processed in the United States from" a
commodity which is the subject of a USDA program, restrictions may also be
imposed by the President. This clause no longer appears to have relevance to

investigations under section 22. 1/

}/ See memorandum to the Commission from the General Counsel, GC-E»197,
Appendix H of the report.
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The processing clause was added to section 22(a) to provide an avenue of
relief for processors of agricultural articles subject to a processing tax
that was part of the Agricultural Adjustment Act of 1933. That processing tax

was struck down as unconstitutional in 1936 in United States v. Butler,

297 U.S. 1 (1936), and the clause has not formed the basis for a Commission
determination since that time.

Nevertheless, we note that the products which we consider to be the
"product processed"” from tobacco are cigarettes. Production of cigarettes has
increased steadily during any recent period which might be chosen. Since
1972, production has risen by about 24 percent to 714 billion cigarettes in
1980. There is likewise no indication that imports will reduce production of
cigarettes in the foreseeable future. We therefore find that tobacco, either
flue-cured or burley, is not being imported under such conditions and in such
quantities as to reduce substantially the amount of any product processed in

the United States from domestic flue-cured or burley tobacco.
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. STATEMENT OF COMMISSIONER CATHERINE BEDELL

On the basis of the information before me in this investigation I have

found that-- i

‘

(1) flue-cured tobacco, provided for in items
170.3210, 170.3500, 170.6040, and 170.8045 of the
Tariff Schedules of the United States Annotated
(TSUSA) is being or is practically certain to be
imported into the United States under such conditions
and 1n such quantities as to materially interfere
with the flue-cured tobacco program of the Department
of Agriculture, but that

(2) burley tobacco, provided for in items 170.3500,
170.6040, and 170.8045 of the TSUSA, is not being and
is not practically certain to be imported into the
United States under such conditions and in such
quantities as to render or tend to render
ineffective, or materially interfere with, the burley
tobacco program of the Department of Agriculture, or
to reduce substantially the amount of anv product
being processed in the United States from such
tobacco.

Therefore, I recommend that the President proclaim a quota on imports of
flue-cured tobacco in order that the entry of such tobacco will not materially
interfere with the flue-cured tobacco program.

Before discussing the data supporting my respective findings and
recommendation, I wish to discuss four points central to my decision in this
case. The first three points are also central to my decisions in section 22
cases 1n general.

First, the Commission's task in a section 22 investigation is to
determine the impact, if any, that imports are having on a Department of

Agriculture (USDA) program or on a product processed from a product covered by

such a program. While the Commission, in assessing such impact, must examine
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the program and its method of operation in order to understand how it works,

it is not the Commission's responsibility or function to question its merits
or the manner in which the Department of Agriculture administers it. The
programs are authorized by Congress and administered by the Department of
Agriculture. Thus, any criticisms of the programs directed to the Commission
during the investigation are not relevant to a Commission finding under
section 22 and accordingly are not taken into account.

Second, keeping in mind the purpose of the particular program and its
method of operation, I have considered in this and in prior cases 1/ certain
economic factors and data which I believe are key in determining the impact,
if any, of imports on the operations of a program. For example, I have
considered such factors as import levels, domestic production and inventory
levels, Lnventories held by USDA under the particular program, changes in the
cost to the Government in running the program, price differences between the
domestic and imported products, world stocks of the imported product, and
whether various objectives of the program are being met. The key test is
whether imports are rendering or tending to render a program ineffective or
materially interfering with it. Basic objectives of a program may be
satisfied, but a program may nevertheless be materially interfered with if
imports are causing increases in domestic stocks under loan and losses to the

'

program. !

1/ See, for example, my statement or statements in which I joined in
investigation No. 22-42, Peanuts, USITC Publicatiom 1124, January 1981, pp.
5-9; investigation No. 22-41, Sugar, USITC Publication 881, April 1978, pp.
14-16; investigation No. 22-40, Dried Milk Mixtures, USITC Publication 783,
July 1976, pp. 8-9; investigation No. 22-39, Cheddar Cheese, TC Publication
653, March 1974, pp. 6-8; and investigation No. 22-38, Wheat and Wheat Milled
Products, TC Publication 675, May 1974, pp. 8-10. ..
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Third, officials of the USDA are the most expert witnesses to testify and
present information during a section 22 investigation. USDA has administered
the programs fo? almost 50 years, is the closest party to them, and should be
in the best position to know when a program is in difficulty and what is
causing the difficulty. Other parties may of course rebut the assertions made
by USDA and from time to time have successfully done so. However, when other
parties have been unable to persuasively rebut the contentions and supporting
information of the Department, I have given great weight to the sworn
testimony of the Department.

Fourth, in the present case the scope of investigation covered imports of
flue-cured and burley tobacco. Both types are grown in the United States, and
each type is the subject of a different USDA program. Imports of both,
whether viewed by type or in the aggregate, do not necessarily have the same
impact on both programs. Further, the programs, while sharing many features
and objectives, are different. For example, the flue-cured tobacco program
includes an acreage allotment system, and the burley tobacco program does
not. Thus, I have examined the impact of imports on each program and have, in
so doing, made separate findings with respect to the impact of imports on each
program.

My findings with respect to the impact of imports on each of the two
programs, together with my recommendation of a quota on imports of flue-cured

tobacco, are discussed in detail immediately below.

Flue-cured tobacco

The program.--The authority for USDA's flue-cured tobacco programv(as

well as that for its burley tobacco and other prograhs) is set forth in the
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Agricultural Adjustment Acfﬁof 1938, the Agricultural Adjustment Act of 1949,
and the Commodity Credit Corporation Charter Act. The objectives of the
programs are set forth in the 1938 act and include the stabilizing,
supporting, and protecting of farm income and prices, assistance in the
maintenance of balanced and adequate supplies of the subject commodities,
including tobacco, and the facilitation of an orderly distribution of such
commodities. 1/

The flue-cured tobacco program consists of three parts--marketing quotas,
an acreage allotment program, and price supports. The marketing quota
specifies the quantity of tobacco that may be sold without penalty in a given
marketing year from a qualifying farm. The acreage allotment specifies the
maximum acreage that may be planted in tobacco in a given year on a qualifying
farm. The 1949 act provides that when marketing quotas are in force, price
supports are available to any producer who is unable to sell his tobacco for
at least the price-support rate (also known as the loan level). Price
supports are made avalilable by means of nonrecourse loans made through
producer cooperative associations, with financing by the Commodity Credit
Corporation (CCC). 2/

Material interference.--Flue-cured tobacco is being or is practically

certain to be imported under such conditions and in such quantities as to
materially interfere with the flue-cured tobacco program.
Imports increased steadily during the past 10 years from 10 million

pounds, farm-sales-weight equivalent, in marketing year 1970 to 84 million

1/ See sec. 2 of the 1938 act and USDA testlmony durlng the Commission
hearing, transcript, p. 29.

2/ For more information on the program, see the report, pp.A-5-A-10 and
USDA hearing testimony, transcript, pp. 29-40. '
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pounds in 1980. 1/ Imports are projected to have been 76 million pounds for
the marketing year ended in June 1981. 2/ U.S. utilization of domestically
grown flue-cured tobacco declined during this period, and as a result imported
flue-cured tobacco, which in 1?70 accounted for less than 2 percent of U.S.
utilization, accounted for 13 ;ercent in 1980. 3/ Furthermore, USDA projects
that these trends will continue, with imports reaching 118 million pounds and
accounting for nearly 19 percent of U.S. utilization by marketing vear 1985. 4/

In large part because of imports, national marketing quotas for
flue-cured tobacco were reduced in 4 of the last 6 crop years (1975-80) and
had to be reduced a fifth time in 1981. 2/ The marketing quota for the 1981
crop year, the most recent, had to be reduced 7.5 percent from the 1980 level
because domestic supplies were considered excessive. 6/ The 1981 quota level
is 32 percent less than the 1975 level. This downward adjustment of annual
marketing quotas caused in part by increased imports has had a negative effect
on farm income. While the farm income objective of the program technically
has been met through adjustment of the price-support levels, farm income
undoubtedly is lower than it would otherwise have been because of the
marketing quota reductions. 7/

Most of the imported flue-cured tobacco competes directly with lower

quality, lower stalk domestic flue-cured tobacco, which accounts for the major

¢

1/ Report, p.A-27,
2/ 1d.

3/ 1d.

4/ Id., and hearing transcript, p. 32.
5/ Hearing transcript, p. l74.

6/ 1d.

7/ 1d., p. 171.
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portion of the domestic tdbacco currently under loan from the 1975-80

créﬁs. 1/ TUSDA estimates the quantity of domestic flue-cured tobacco from the
1975-79 crops diverted into loan stocks because of imports at 169 million
pounds (farm-sales weight), with a loan value of $198 million. 2/ It projects
additional displacement from the 1980 crop at 56 million pounds, with a loan
value of $80 million, and future displacement for the next SImarketing years
(1981-85) at 414 million pounds, with a loan value of $833 million. 3/ As of
May 1, 1981, uncommitted flue-cured loan stocks from the 1975-80 crops
amounted to 476 million pounds (farm-sales weight), representing principal and
interest of about $682 million. 4/ Although there have been several major
sales in recent weeks by the CCC of lower quality, lower stalk tobacco from
1975-76 crop years under loan, it is too early to conclude that these sales

represent a trend or basic change in the market situation. 5/

1/ Lower quality, lower stalk stocks are nevertheless quite salable.
Cigarettes are made from blends of tobacco, and most blends include a
considerable amount of lower quality, lower stalk tobacco.

Unlike most other agricultural products, tobacco is not quickly
perishable. 1In fact, it is at its best after it has been aged for several
years. It is not uncommon for tobacco to be held by cigarette manufacturers
and other firms and by producer cooperative associations for several years
before being used. However, after 5 or more years the tobacco begins to
deteriorate, and it is not generally salable after 10 years. Thus, stocks
under loan from the 1975-76 crop years. are the ones of most immediate concern
to USDA in managing the program because they are reaching the point where they
will have to be sold, See report, pp. A-26-A-28.

2/ Report, p. A-28. USDA considers diversion or displacement to occur when
imports exceed a penetration level of 3 percent.' Thus, figures showing
displacement used in this paragraph represent imports in excess of 3 percent
penetration. USDA's rationale for this figure is set forth on pp. 66-70 of
the hearing transcript. :

3/ Report, p. A-28,

4/ 1d., p. A-29.

5/ Data concerning these recent sales is set forth in a memorandum from the
staff to the Commission, dated July 31, 1981, memorandum No. INV-E-100.
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Import penetration is largely the result of lower import prices, which
can eventually be translatéd into losses to the CCC under the program. After
adjusting for quality differences, imported flue-cured tobacco is underselling
similar domestic tobacco by 60 cents per pound, or by 30 percent. 1/ Because
tobacco 1s perishable over ; period of time, it will be necessary for the
tobacco under loan from the 1975-80 crops to be sold, probabiy at a
substantial price discount, in order to prevent deterioration. USDA projects
that the CCC will lose $34 million from the eventual sale of the 1975 crop and
$123 million on the 1975-80 crops (including interest). 2/ USDA estimates
that the projected displacement of an additional 414 million pounds in crop
years 1981-85 could cost the CCC an additional $100 million to $150 million. 3/

This price advantage of imports in combination with growing inventories
of foreign flue-cured tobacco stores both in the United States and abroad make
it practically certain that USDA's flue-cured tobacco program will continue to
be interfered with for several years to come if no ceiling on import levels is
set. During the last decade domestic stocks of foreign-grown flue-cured
tobacco increased steadily from 14 million pounds in 1971 to 166 million
pounds in 1980. 4/ These stocks accounted for 8.3 percent of total stocks of
domestic flue-cured tobacco on July 1, 1980, compared with 3.8 percent on July
l, 1976. 5/ Furthermore, a recent study on tobacco by the World Bank shows

that there is presently an abundance of low-quality filler grade flue-cured

1/ Report, pp.A-26-A-27. :

2/ Hearing transcript, pp. 37-38; and report, p. A-29,
3/ Report, p.A-30.

4/ 1d., p.A-14,

5/ Id.
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tobacco in world markets aﬁd that this abundance will continue for at least
the next 4 to 5 years due to expanded production in Brazil, Korea, and
Malawi. 1/

In summary, I have found, on the basis of increased and projected
increases in imports, import penetration, stocks under loan in the program,
and loan losses, that imports are materially interfering with USDA's
flue-cured tobacco program. Further, I have found, on the basis of the lower
prices of imported flue-cured tobacco and the abundance of such tobacco in
world markets, that imports of flue-~cured tobacco are practically certain to
continue to materially interfere with USDA's flue-cured tobacco program. I
have found nothing in the information before me that convincingly refutes or
rebuts the facts, figures, and projections provided by the Department of
Agriculture.

Recommended relief.--I have considered the various relief proposals made

by interested parties in this investigation and have concluded that the
proposal made by the Department of Agriculture is the most appropriate in the
present situation. Therefore, in order that the entry of flue-cured tobacco
will no longer materially interfere with USDA's flue-cured tobacco program, I
recommend that the President proclaim a quota restricting imports of
flue-cured tobacco to an annual level of 72 million pounds, farm-sales weight
(52 million pounds, declared weight). This level is equal to the average of
estimated flue-cured tobacco imports for the period 1978-80, which I consider
to be representative. I suggest that such a quota be applied on a global

rather than a country-by-country basis.

1/ World Bank, '"Tobacco: Background Note on World Situation and Outlook,"
unpublished, Economic Analysis Department, 1981. :
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I favor the USDA's proposed limitation for several reasons. First, it
will halt the rapid increase in flue-cured tobacco imports and reduce them
slightly (1980 marketing year imports were 84 million pounds, farm-sales
weight, and 1981 imports are projected to be 76 million pounds). At the same
time I feel that such a quotazis unlikely to disrupt manufacturers'
operations, cause domestic shortages, or adversely affect U.S. tobacco and
tobacco product exports. Second, I believe that a quota in this amount will
reduce the likelihood that the CCC will be forced to sell the tobacco now
under loan at a substantial loss. Third, such a quota should have little, if
any, disrupting effect on world markets and therefore cannot serve as a basis
for retaliatory action by any of our trading partners (the 1955 waiver under
the General Agreement on Tariffs and Trade notwithstanding).

Because marketing conditions affecting an agricultural product like
tobacco can change radically from year to year due to the weather and other
factors, I suggest that any limitation be reviewed by the Department annually

and that the Commission be asked to reevaluate the situation in 3 to 5 years

in order to advise whether the quota should be <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>