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REPORT TO THE PRESIDENT ON
INVESTIGATION NO. 22--47

CERTAIN TOBACCO

UNITED STATES INTERNATIONAL TRADE COMMISSION
February 15, 1985

Findings and recommendations

On the basis of the information developed in the course of the
investigation, the Commission 1/ finds that flue-, fire-, and dérk air-cured
tobacco and burley tobacco, in unmanufactured form, provided for in items
170.20, 170.25, 170.32, 170.35, 170.40, 170.45, 170.50, 170.60, and 170.80 of
the Tariff Schedules of the United States (TSUS), are not being or are 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 price support and production adjustment

assistance programs for tobacco of the U.S. Department of Agriculture (USDA).

Background

On September 10, 1984, the Commission received a letter from the
President directing it to make an investigation under section 22(a) of the
Agricultural Adjustment Act (7 U.S.C. 624(a)) to determine whether flue—,
fire~, and dark air-cured tobacco and burley tobacco, in unmanufactured form,
wherever classified in the TSUS, are practically certain to be imported under

such conditions and in such quantities as to materially interfere with the

1/ Commissioner Eckes dissents in part. Commissioner Eckes finds that
flue—cured and burley tobacco, in unmanufactured form, provided for in items
170.20, 170.25, 170.32, 170.35, 170.40, 170.45, 170.50, 170.60, and 170.80 of
the TSUS are being or are 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 price support and
production adjustment programs for tobacco of the U.S. Department of
Agriculture (USDA). Commissioner Eckes recommends that the President proclaim
a quota on imports of flue-cured tobacco of 64.4 million pounds per crop year
(July 1-June 30, farm-sales weight) and a quota on imports of burley tobacco
of 99.9 million pounds per crop year (October 1-September 30, farm-sales
weight).



tobacco price support and production adjustment programs now conducted by the

usDA.

Notice of the Commission's investigation was published in the Federal

Washington, DC on January 3--4, 1985. All interested parties were afforded an

opportunity to appear and to present information for considerafion 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 obtained from responses to Commission questionnaires, from
information presented at the public hearing, from interviews by members of the
Commission's staff, from information provided by other Federal agencies, and
from the Commission's files, submissions by the interested parties, and other

sources.
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STATEMENT OF CHAIRWOMAN PAULA STERN
AND COMMISSIONER DAVID ROHR

I. INTRODUCTION

We have examined the condition of the USDA programs and the level of
imports subject to this investigation. We have also analyzed the impact of
these imports on the achievement of the goals these programs were designed to
accomplish.

We have found that the U.S. flue-cured and burley programs are facing
difficult problems. Loan stocks have increased, along with the costs to the
Government and to the growers for maintaining them. As a consequence,
marketings have fallen, along with quotas and acraage allotments. Price
support levels have been frozen, We also found imports have increased but are
likely to remain at their current level.

We did not find, however, the current or probable future level of imports
to be more than marginally related to the condition of the USDA programs.
Although imports increased, these increases did not affect in any material way
the programs' goals concerning stable supply and prices, the maintenance of

grower income and the operation of the programé at a reasonable cost.

II. STANDARDS FOR OUR DETERMINATION
Section 22 of the Agricultural Adjustment Act (AAA) provides—-

(a) Whenever the Secretary of Agriculture has reason
to believe that any article or articles are being or are
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, any program or operation undertaken under this
chapter or the Soil Conservation and Domestic Allotment
Act, as amended, or section 612c of this title, or any
loan, purchase, or other program or operation undertaken by
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the Department of Agriculture, or any agency operating
under its direction with respect to any agricultural
commodity or product thereof, . . . he shall so advise the
President, and, if the President agrees that there is
reason for such belief, the President shall cause an
immediate investigation to be made by the United States
International Trade Commission, which shall give precedence

to investigations under this section to determine such
facts . . . . 7 U.S.C. § 624(a).

The purpose of this provision, as reflected in the Congressional debates
surrounding its initial enactment in 1935, was to insulate the U.S. farm
economy from the effects of international trade in agricultural commodities.
Specifically, the Agricultural Adjustment Act of 1933 had established a éystem
of production and marketing controls and parity prices designed to raise the
price farmers received for their crops. However, to the extent that it was
desirable to have a U.S. price above the world price of a particular
commodity, it was recognized that imports (at the lower world price) would
prevent farmers from obtaining the price which the programs were designed to
achieve. 1/ 1In such a system imports could be seen to "materially interfere"
or "render ineffective" a program to the extent that imborts could be causally
linked to the fact that actual prices received by farmers were below those
which the program was intended to establish. 2/

Ové; time, however, the goals and mechanisms of the agricultural programs
that section 22 is designed to protect have multiplied. It is not possible

simply to define interference as a difference in price and to identify the

1/ Section 22 was added to the Agricultural Adjustment Act of 1933 in 1935.
Pub. L. 320, c. 641, title I, § 31, 49 Stat. 750, 773 (Aug. 24, 1935). It was
reenacted in 1937. Pub. L. 137, c. 296, § 1, 50 Stat. 246 (June 3, 1937).

The phrase "or are practically certain to be" was added in 1940. Pub. L. 406,
c. 13, 54 Stat. 17 (Jan. 1, 1940). There have been subsequent changes to the
language of section 22, but none have changed its essential provisions. :

2/ H.R. Rep. No. 1241, 74th Cong., 1st Sess. 21 (1935).



5
degree of that interference by the amount of that difference. The

Commission's analysis, by necessity, has become more complex.

First, as we stated in our 1981 Tobacco decision, the standard of
m;terial interference is lower than the standard of "render ineffective." 3/
Further, the threshold of material interforence under section 22 is not high,
but does require more than mere incidental impact. As the Commission majority
stated in the 1981 Tobacco decision, such interference is "more than slight .

. but less than major." 4/ Moreover, the use of "practically certain" in
sectioﬁ 22 means that both the imports and harm to the program related to such
imports must be real and imminent. There must be a high probability that the
commodity will be imported and that the importation will result in harm to the
program. 5/

Second, the analysis implicit in our 1981 decision is that interference
can be defined in terms of the goals of the tobacco program rather than solely
in terms of the mechanisms by which those goals are achieved. One cannot, for
example, merely look at changes in allotments or loan stocks and conclude that
the programs are being materially interfered with. Rather, we must look at
whether imports are interfering with how the allotments and loans stocks are

changing to accomplish the goals for which they were established. We also

3/ The finding that imports do not "materially interfere" with a program,
therefore, implies a finding that such imports do not render ineffective such
a program. As the Commission majority stated in Certain Tobacco, supra, at 3,
"fa] program which has been rendered ineffective has also suffered material
interference, although the reverse may not be true."

4/ Certain Tobacco, Inv. No. 22-43, USITC Pub. 1174 at 3 (1974) (Certain
Tobacco). Accord: Casein, Mixtures in Chief Value of Casein, and
Lactalbumin, Inv. No. 22-44, USITC Pub. 1217 at 3 (1982); Sugar, Inv. No.
22--45, USITC Pub. 1253 at 7 (1982); Certain Articles Containing Sugar, Inv.
No. 22-46, USITC Pub. 1462 at 30, n.11 (1983).

5/ See 1981 Tobacco Decision, Statement of Chairman Bill Alberger, Vice
Chairman Michael Calhoun, and Commissioner Paula Stern at 3-4.
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recognize that the goals of the programs are interrelated in many ways. For
example, pelicies affecting loan stocks may have an "adverse" effect on
allotments, and policies to promote exports may have an "adverse" effect on
loan stocks.

We note that our role in these investigations is a limited one. We are
not called upon to judge the wisdom of a particular commodity program or to
propose changes to it. That is the task of Congress. Nor is our role to
facilitate or criticize USDA;s administration of the programs. That, too, is
for Congress to do. We take the programs and USDA's administration of them as
we find them.

Our task is to determine whether foreign tobacco is being or is
practically certain to be imported under such conditions and in such
quantities as to materially interfere with those programs. In so doing, we
must determine whether a program is materially interfered with to the
requisite degree by imports. This requires an analysis of the volume and
prices of imports, and any other relevant factors (for example, changes in the
quality of imports). We must then evaluate the impact of those imports on the

agricultural program at issue. 6/

6/ In our analysis, it is not our task to weigh various causes of possible
material interference or to determine how important imports are vis-—a-vis
other causes of such possible interference. Compare 19 U.S.C. § 2251.
However, our analysis cannot be accomplished in a vacuum and we must be
cognizant of other factors in the market which may be adversely affecting
these programs.

Nothing in section 22 or the various tobacco program statutes suggests,
let alone requires, that we differentiate between operational goals and
financial goals or that we limit our analysis to the financial and/or
operational impact of imports on the Federal Government. Accordingly, we
believe that in analyzing material interference with a program, the word
"program" must be read broadly, to include all congressional objectives. This
conclusion is buttressed by the scheme of enactment of the tobacco support
statutes and their legislative histories.
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III. THE CONDITION OF THE USDA TOBACCO PROGRAMS

The basic mechanisms through which the tobacco programs operate remain
substantially as the Commission described them in its August 1981 report. 7/
The programs are administered through the use of acreage allotments, marketing
quotas and a price support system. The price support system operates through
an administratively established price support level, nonrecourse loans made to
growers at that level, and the use of loan stocks. However, the No Net Cost
Tobacco Program adopted by Congress in 1982 has added a new dimension to the
programs. Now, in order for a particular type of tobacco to be eligible for a
price support program, costs of the program must be absorbed by the growers. 8/

Thus, the mechanisms of the "program," and the elements we look at to
determine the existence or absence of material interference incluaes those
examined in the previous investigation-—the level of stocks, production and
acreage allotments, price support levels and costs to the program. However,
our analysis of "costs to the program" has now been expanded to include both
costs incurred by the government ("Stabilization") previous to the 1982 crop
and those costs incurred by the growers in the form of assessments after

1982. 9/

7/ Discussion concerning the specific operation of the program will be
limited to changes in their operation since our previous investigation. See
Certain Tobacco, Inv. No. 22-43, USITC Pub. 1174 (1981). For a complete
description of the programs' operation, see Report of the Commission (Report)
at A-10-Nn-24.

8/ This includes all costs of the particular program except USDA
administrative expenses.

9/ We were not persuaded by the argument of respondents LTEA and TAUS that
the Commission should not consider stabilization losses which resulted from
unmanageable loan stocks prior to 1980. The financial projections supplied by
respondents and considered by the Commission regarding pre—1980 crops did not
prove to be accurate, and the Commission is not precluded from considering the
actual losses which occurred. We agree, however, that the focus of our
analysis of the financial state of the programs is properly in the most recent
period.



A. Flue-Cured Tobacco

Production and stocks. Production (marketings) of flue--cured

tobacco increased steadily in 1979-81 and dropped in 1982-84. 10/ This drop
in production mirrored the decline in cigarette production, the principle use
of flue-cured tobacco, which has fallen more since 1982 than its increase in
the previous eight years. 11/

Loan stocks have increésed to relatively high levels in 1983 and 1984,
reaching almost 800 million pounds after dropping to 518 million pounds in
1982. 12/ Total stocks, however, have been relatively stable since 1979--
ranging from 2 billion pounds through 1981, to 2.2 billion pounds in 1983.
Total stocks are estimated to decline to slightly over 2 billion pounds in
1984 and 1985. 13/ 1In 1982, the amount of the domestic crop placed under loan
reached its highest level since 1976. 14/ While still comparatively high, the
amount of domestic crop placed under loan has shown a declining trend in the
1983 and 1984 crop years, 15/ dropping almost in half in 1984 from 260 million

pounds to 159 million pounds.

Acreage allotments/marketing quotas. Domestic tobacco production is

controlled by marketing quotas and, in the case of flue-cured tobacco, by

10/ Production increased from 945.8 million pounds in 1979 to 1144.3 million
pounds in 1981, then fell to 993.8 million pounds in 1983. Marketings are
estimated to be 854.8 million pounds in 1984.

11/ See Report at Table 16.

12/ Loan stocks increased from 519 million pounds in 1982, to 688 million
pounds in 1983, to 798 million pounds in 1984,

13/ Report at A-44,

14/ The share of domestic crop under loan fell from 12.7 percent in 1980 to
9.4 percent in 1981, and the increased to 26.2 percent in 1982. Id. at Table
21 and Table 46.

15/ In 1983, the share of domestic crop under loan was 22.9 percent, and in

1984, 18.8 percent. Id. at Table 21.
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acreage allotments as well. 16/ The basic marketing quota for flue-cured
tobacco declined throughout the period under investigation, from 1,013 million
pounds in crop year 1981 to 775 million pounds in crop year 1984. The
effective quota (allowing for overproduction) fell by 22 percent between 1979
and 1984. During this period, acreage allotments also fell by 28 percent from
563,000 acres to 390,000 acres. 17/

Price support level. The average support price for flue-cured

tobacco increased from 141.5 cents per pound in crop year 1980 to 169.9 cents
per pound in 1982. It has been frozen at that level since that time, and is
not likely to be changed in 1985. Over the same period, the actual market
price per pound received for flue-cured tobacco increased from 144.5 cents per
pound to 178.5 cents per pound, and has increased to 181.0 cents per pound
since the 1982 price support freeze.

Stabilization losses and grower assessments. USDA estimates losses

to Stabilization for the 197681 crop year inventories to be as high as $450
million. 18/ This amount could increase if discount programs recently
instituted by USDA are unsuccessful in moving more flue-cured tobacco loan

stocks. Grower assessments have risen from 3 cents in 1982 to 7 cents in 1983

16/ The Secretary determines and announces the marketing quotas and acreage
allotments each year, based on a statistical formula that takes into account
such factors as anticipated demand and prior year production. Because of
adjustments, actual marketings may vary significantly from tobacco quotas.
The calculation of the quotas and adjustments to the quotas are described in
the Report at A-12.

17/ Report at A-17.

18/ Id. However, it should be noted that the 1977 crop was of poor quality
and that a significant portion of this crop was taken into loan stocks at the
existing price level. Approximately 100 million pounds remain in the loan
stocks. See Memorandum to the Commission from the Director of Investigations,
INV--I-021, Jan. 28, 1985,
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and 1984. The Flue-Cured Stabilization Board has recommended an assessment

rate of 25 cents per pound in 1985. 19/

B.._.Burley Tobacco

Production and stocks. Production of burley increased steadily from

446 million pounds in 1979 to 778 million pounds in 1982 and declined only in
1983, due to a poor crop. Marketings in 1984 are estimated to rebound to 700
million pounds. 20/

While domestic stocks of imported burley tobacco rose in steady
increments until 1982, and remain at that approximate level in 1984 21/
virtually none of the domestic crop was placed under loan during 1980 and
1981. 22/ 1In 1982, a large percentage was placed under loan--34.8 percent—
and that amount increased in 1983 to 48.5 percent. 23/ 1In 1984, however, the
portion of the domestic crop placed under loan was 26.5 percent, lower than
the 1982 level. |

Unlike the case of flue-cured tobacco, total stocks have experienced an
irregular increase. Total stocks of domestic burley were 1.2 billion pounds
in 1979, 1.0 billion pounds in 1981, and 1.3 billion pounds in 1984f and are

estimated at 1.5 billion pounds in 1985. 24/

19/ Report at A-17. Respondents pointed out that grower assessments in 1982

and 1983 did not take into account the relatively high level of the domestic
crop under loan during those years. Thus, the dramatic increase in assessment
levels in 1984 is at least partially attributable to prior years carryover
stocks.

20/ Production increased from 446 million pounds in 1979 to 777 million
pounds in 1982, and declined to 527 million pounds in 1983. 1In 1984,
production is expected to recover to 730 million pounds.

21/ See Report at Table 22.

22/ In 1979, only 1.5 percent of the U.S. burley crop was placed under loan.

23/ Report at Table 21. : '

24/ 1d. at A-48 and Table 23.



1i

Marketing quotas. The effective marketing quota for burley tobacco

ro.e approximately 23 percent from 648 million pounds to 842 million pounds
betwean 1979 and 1981, and then suddenly declined by 17 percent to 697 million
pounds in 1984. 2%/

Price support level. The support price for burley tobacco

increased from 133.3 cents per pound in 1980 to 1/5.1 cents per pound in
1982. It has remained at that level through 1984. Actual average market
prices per pound also increased from 145.2 cents per pound to 181.0 cents per
pound. Over the period of the frozen support price the market price for

burley tobacco increased from 181.0 cents per pound to 187.6 cents per pound.

Losses to stabilization and grower assessments. USDA estimates
assessments have increased from 1 cent per pound in 1982 to 9 cents per pound
in 1984. USDA now estimates losses in excess of $500 million on 1983 crop
inventories, which will result in increased assessments, paid by growers.
USDA has stated that an assessment fee of at least 20 cents per pound will be

necessary in 1985 just to cover carrying costs from the 1982-84 crops. 27/

IV. TOBACCO IMPORTS

In our analysis of import trends, we have considered the level of imports
over the past ten years. We have, however, focused primarily on the period
from 1981 to the present, with eﬁphasislon 1982 and subsequent crop years. We

felt this was appropriate for several reasons.

25/ Id. at A-17. The burley marketing quota rose from 648 million pounds in

1979 to 842 million pounds in 1981, and then fell to 697 million pounds in

26/ Report at A-18.

27/ 1d.
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First, although the Farm Bureau and USDA highlighted the upward trend in
imports since 1974, our determination must reflect our findings concerning the
current import level and the level of imports which is "practically certain"
to exist in the immediate future. Second, although we have analyzed the
information before us on a de novo basis, it is significant that the
Commission did not find the level of imports in 1981 to be causally linked to
any material interference experienced by the programs at that time. Third,
Congress comprehensively reviewed the tobacco programs in 1981 in establishing
the No Net Cost Tobacco Program. The significant changes to the program at
that time necessitate a more recent focus.

Several factors further complicated our analysis of the level of
imports. First, there is no official Census Bureau data on tobacco subject to
this investigation prior to July 1984. Second, most of the imports subject to
this investigation are classified for import purposes within "basket" items of
the U.S. tariff schedules. Import data for flue-cured, burley and other types
of tobacco are only available by estimating the portion of total imports
accounted for by these types of tobacco. Third, in August 1983 flue-cured and
burley tobaccos were reclassified to another tariff item carrying a higher
rate of duty. Consequently, in order to avoid the duty increase, prior to
that date tobacco manufacturers and other importer; withdrew large quantities
of imported tobacco from bonded warehouses and placed them in non-bonded
inventories. During August 1983, five times more tobacco entered than in any
other average monthly period. Most of these imports remained in inventory and
were not actually consumed. While this fact is clear, it is nevertheless very
difficult to estimate how many of these imports remain in stocks and how many

have actually entered the marketplace.
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Fourth, attempts to "normalize" that one month of data contributed to a
variety of import statistics. Two sets of data were brought to the attention
of the Commission which indicated different import trends in the most recent
period. 28/ Trhe ERS data series (relied on by respondents) allocated the
August 1983 "blip" into the future, expecting that imports for consumption
would be lower until the August 1983 stock was actually consumed. The FAS
series (relied on by the Farm Bureau and USDA), on the other hand, made no
such allocation, treating these imports as if they would be consumed during
the crop year in which they actually entered (1982 in the case of burley
tobacco and 1983 in the case of flue-cured). We have considered both sets of
data in our analysis of import trends and their effect on the USDA tobacco
programs.

Use of either data series reveals an increasing overall trend for
flue—cured imports. 29/ However, while the increase of 40 to 50 million
pounds was significanf relative to previous import levels, it was marginal
compared to the 3 billion pounds of domestic tobacco in loan stocks and the
projected annual production level of the domestic crop. Also, flue-cured
imports are projected to decline in 1984 according to FAS data, from their
overstated 1983 level of 155 million pounds to 102.5 million pounds. As a
percentage of total tobacco subject to the USDA flue cured program, fluemcufed
imports have fluctuated between 8 percent in 1980 and 17 percent in 1983 and

then declined to 11 percent in 1984,

28/ The Farm Bureau and USDA relied on data prepared by the Foreign

Agricultural Service (FAS), USDA. The parties in opposition to relief instead
relied on a series supplied by the Economic Research Service (ERS) of USDA.
In our view both sets of data have their own strengths and weaknesses. These
are described in a memorandum from the Office of Investigations, INV-I-023,
Jan. 29, 1985, .

29/ Flue-cured imports decreased between 1979 and 1981.
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Burley tobacco imports have remained stable with the exception of the
1982 crop year, when imports were high due to the tariff reclassification. If
this aberrational crop year is averaged over the period since 1981, imports
have increased slightly to 134 million pounds a year. Yet the trend of burley
imports seems to be one of slow decline, as indicated by the estimate of 1984
imports at 100 million pounds. Imports as a percentage of all tobacco subject
to the USDA burley program has fluctuated from 17 percent in 1981 to 39
percent in 1982. 1In 1984, burley imports are projected to be 18.5 percent of
domestic burley tobacco subject to the USDA program.

Regarding imports which are "practically certain" to enter the U.S.
market, both the FAS and ERS data series show that imports are declining.
This calls into question any projection of imports based on the tariff
reclassification. Furthermore, if USDA aggregate global general import data
of all unmanufactured tobacco to the U.$. market are examined in an effort to
"look above" data problems presented by the tariff reclassification problem,
the trend for total imports is clearly down. Although total tobacco imports
increased through the 1982 crop year, 1983 and 1984 USDA estimates show

considerable declines in each year. 30/

V. THE QUESTION OF HARM TO THE PROGRAM

Our inquiry must now be directed to whether imports have prevented the
accomplishment of the objectives of the USDA tobacco programs and, if so,
whether to a significant or material degree.

These objectives, as established by statute and legislative history, are:

1. The provision of adequate and orderly supplies of tobacco for
domestic consumption and for export;

30/ Report at Table 42.
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2. The maintenance of adequate and stable tobacco prices;
3. The maintenance of faru income; and
4. The operation of the program at a reasonable cost (after 1981 at no

net cost to the government).

Clearly, these goals are not independent of one another. Farm income is,
in large part, derivative of the price of tobacco, the amount of tobacco
farmers are permitted to market, and the cost (in the form of assessments) of
maintaining Lthe loan stocks. Similarly, loan stocks are both an element of

supply and the major component of the programs' cost.

A. Flue Cured Tobacco

Supply

The total domestic supply of flue-cured tobacco has remained
relatively constant over the last ten years, between 3 billion pounds and 3.25
billion pounds, less than a 10 percent change. However, aggregate total
supply may not reflect the impact of imports on various components of the
program. Thus, we have examined specific elements of supply.

Loan stocks have increased substantially since 1980, particularly since
1982. The question is whether imports have played a material role in the
increase of thaese stocks. We cannot ignore three compelling facts. The first
is that while loan stocks have indeed increased, inventories held by
manufactures and others have fallen. 31/ Second, total stocks have remained

constant and have actually begun to fall. 32/ It appears then that loan

31/ The relationship between declining flue- cured manufacturers' and dealers'
tobacco inventories and increasing loan stocks in recent years is indicated in
the following figures.

Inventories Stocks
1982 1.6 billion .518
1983 1.5 billion .688
1984 1.3 billion .798

32/ See discussion at 8, supra, and Table 21.
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stocks have begun to function as manufacturers and dealers' inventories. 33/
Third, the increase in imports is slight relative to both loan stocks and
dealers' and manufacturers' inventories. 34/

Another element of supply is the amount of tobacco marketed each year,
which is related to the annual acreage allotments set by'USDA. Acreage
allotments have fallen steadily over the last ten years-- -by approximately
150,000 acres between 1975 and 1980 and by a further 150,000 acres between
1980 and 1984. Actual marketings are also down, although this decline is less
drastic because of increases in yields per acre. This recent decline in
yearly acreage allotments and marketing quotas appears to be most directly
related to the decline in demand for flue-cured tobacco.

Domestic consumption of U.S.~grown flue-cured tobacco fell steadily
between 1979 and 1983 from 563 million pounds to 442 million pounds, and is
estimated to decrease further in 1984 to 435 million pounds. 35/ Domestic
cigarette consumption and production have also declined steadily since
1981. 36/ During the period 1979-83, one-third of the domestic crop consisted

of exports. 37/ The bulk of these exports is flue-cured tobacco. 38/ Although

33/ It is easy to see why manufacturers would do this’ First, by reducing
their inventories they are reducing their own costs of doing business.
Further, the reduction in the inflation rate makes new tobacco cheaper than
old, thus reducing the incentive to obtain the older tobacco held in the loan
stocks.

34/ Total flue-cured imports are small compared to close to 1 billion pounds
of domestic flue-cured tobacco consumed annually, more than 2 billion pounds
contained in stocks and more than 3 billion pounds of annual supplies.

35/ One factor in the general decline of flue cured consumption is the
increased popularity of low-tar cigarettes. Cigarette manufacturers have also
become more efficient in their use of tobacco; the quantity of tobacco
required to produce 1,000 cigarettes declined irregularly between 1974 and
1983. See Report at A-35,

36/ Report at Table 16.
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exports of flue cured tobacco increased from 1979 to 1980, they steadily
declined thereafter in 1982 and 1983. 39/

This decline in both domestic and world consumption has increased the
burden of the current level of stocks. While these stocks have not increased
absolutely as noted above, they have increased relative to consumption. This
relationship between stocks and consumption is important because it is central
to USDA's calculation of marketing allocations.

In light of the decline in domestic marketings and considerable reduction
in exports, the recent increase in imports does not appear to have materially
affected supply. 40/ Assuming a high degree of substitutability of domestic
tobacco for imported tobacco, our analysis indicates that while the current
high level of loan stocks would have been reduced had imports remained at
their 1981 level, relative to the overall level of the loan stocks, this
reduction is slight and would not have significantly relieved the existing

liability. 41/ Yet the assumption that domestic tobacco in the loan stock

40/ "Supply" as translated into allotment levels by the USDA, is driven by
inventory and loan stock levels, projected domestic consumption of tobacco,
and projected exports of that type of tobacco. The USDA targets the sum of
loan stocks and inventories at approximately 2.5 times domestic annual
consumption.

41/ Memorandum to the Commission, INV-I-021, Jan. 28, 1985. The conclusion
that imports had a more significant impact on the loan stock level is based on
a straight "shift-share" analysis. While this type of analysis can be useful
insofar as it is one tool which can be used to quantify and rank causes of
injury, in this particular case it suffered from several drawbacks. First,
there were important qualitative factors in this investigation (bad crop years
and the tariff reclassification, for example) which could not be taken into
account by a shift-share analysis. A related problem is that "shift share"
tends to aggregate causes of injury by including the nonquantifiable effects
in the ones that are quantifiable. Third, this analysis only asks how much
loan stocks would have changed in recent years if imports had not increased.
It does not ask, or incorporate, the questions of how much loan stocks would
have changed if exports had not declined and if consumption had not declined.
Fourth, the results of such an analysis are entirely dependent on the time
period chosen to measure the increase and relies on the assumption that there
is one-for-one substitution between imported and domestic tobacco.
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assumption of less than full substitutability results in a finding that the
role of imports in the current oversupply situation is at best incidental.

Price

A second goal with which imports may arguably interfere is the
maintenance of an adequate price for flue-cured tobacco. There are two prices
relevant to tobacco producers. The first is the price support level, the
government supported minimum price. This is a price established by the USDA
pursuant to a statutorily required formula. Over the last three years this
price has been frozen because of explicit congressional action. Imports can
play virtually no role in this price.

The second price is the market price for flue-cured tobacco which
reflects actual sales above the minimum support price. Since 1975 this price
has averaged $.08 above the support price, and in each year since 1981 the
margin between the support price and the market price has widened. In 1984,
the market price was $.11 above the support price, the highest level since
1979, 43/ despite the fact that the support price has been frozen since 1982.
There is, therefore, no basis to conclude that imports have had any material
effect on prices.

A third goal of the tobacco program is the maintenance of farm income.

Although it is difficult to measure farm income, the indicators which we have

42/ The failure to dispose of appreciable amounts of flue-cured tobacco in
the loan stock despite considerable discounts, gives strong indication of
inferior tobacco in the loan stock which may have very limited substitution
potential. [The discount offered was a 2-pound no-net-cost inventory to
1-pound pre-no-—-net-cost stock tobacco, including a 10 percent discount on the
no-net-cost tobacco and discounts from 50 to 100 percent on the pre-no-net
cost intentory.] '

43/ Report at A-83.
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available do not reveal any material interference by imports in the
achievement of this goal. According to USDA figures, the difference between
prices and costs has fluctuated above the 1980 level and is now about the same
]eQel it was in 1980. 44/ Averayge income excluding management, land and quota
costs rose 35.6 percent between 1980-1984. However, we are cognizant of the
problems of not taking these costs into account. Yet, flue-cured grower
income after land, management and quota costs since 1982 has fluctuated, not
declined. Moreover, these figures show that grower income after land,
management and quota costs was highest in 1982 and 1984 -years when imports
were relalively high. 45/ The ratio of income to price has followed the same
fluctuating trend--rising significantly between 1980 and 1981, falling to its
therefore, find no basis for concluding that imports have materially
interfered with the maintenance of farm income of the flue-cured tobacco
farmers.

The final goal of the program is that the program be operated at a
reasonable cost, and, after 1981, that the program be operated at no net cost
to the Government. The principal cost of the flue-cured tobacco program
related to the operation of the price support system is a function of the
costs of operating the loan stock system. These costs are based on the
carrying costs of the loan stock inventory and on the eventual price received

for the tobacco in the stocks.

rose from 10.3 percent in 1980 to 16.9 percent in 1981, fell to 10 percent in
1983 and then increased to 13.3 percent in 1984. Id.
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The carrying costs of the stocks is first a function of the size of the
loan stocks, which, as noted above, have increased. However, we have found
that the quantity of tobacco in the loan stocks is minimally related to
imports. Further, while the cost of maintaining the stocks has increased,
this increase is directly related to factors other than any periodic increases
in imports.

First, interest expenses have increased considerably. Interest is now
being charged at the prevailing published Treasury rate adjusted
quarterly. 47/ Second, principal amounts are now amortized consistent with
higher repayment requirements..

Third, the combination of rising support prices and inflation no longer
works to the advantage of tobacco growers. A higher rate of inflation and
annual support price levels used to increase the value of the loan stock
inventory. These increases greatly offset processing and finance charges
associated with the loan stock. Now the interest and storage expenses must be
recovered through higher grower assessments. All'of’fhese factors contribute
to the fact that old tobacco is more expensive than new tobacco.

Thus, the increasing cost of maintaining the loan stocks is only
marginally related to imports. We cannot, therefore, conclude that imports

are materially interfering with either part of the costs of the program.

A7/ Previously, interest rates were set at a fixed flat rate, which were
significantly below market rates. This, in effect, resulted in an "inventory
subsidy" which contributed to increased stocks prior to 1981.

48/ Previously, as payments were made against the loan stock liability, those
payments were credited to the outstanding principal first, then to the
interest. : :



21

B. _Burley Tobacco

Supplies

Total supplies of burley tobacco have. remained essentially stable
over the last 10 years, although USDA projects a 10 percent increase in the
total supply of domestic burley in 1984. However, the percent of the domestic
burley crop under loan has increased from virtually nonexistent levels in 1979
through 1981 to as high as 48.%5 percent in 1982. Shifts from manufacturers
stock to loan stocks explain very little of the increase in the loan stocks,
unlike the case of flue-cured tobacco. However, imports explain even less.
In 1980, when imports were relatively high, loan stocks of domestic burley
tobacco were nonexistent. 1In 1981, imports fell and loan stocks appeared,
although at an extremely low level. In 1982 imports and loan stocks
increased, but this was due to the tariff reclassification problem discussed
above. 1In 1983, imports dropped significantly and stocks increased
significantly. 1In 1984 imports remained at the same level and stocks
dropped. 49/

At the same time, acreage harvested and the marketing of burley tobacco
are not only stable but slightly increasing. This increase, combined with the
recent decline in demand, the problems related with the tariff
reclassification, and most importantly, the poor quality of the 1983 burley
crop, is responsible for the lion's share of the increase in stocks.

There is therefore little basis for concluding that imports have had a
significant impact on supplies of <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>