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REPORT TO THE PRESIDENT

U.S. International Trade Commission,
November 5 1975

To the President:

In accordance with section 201(d) (1) of the Trade Act of 1974 (88
Stat. 1978), the U.S. International Trade Commission herein reports the
resultg of an investigation made under section 201(b) (1) of that act,
relating to wrapper tobacco.

The investigation to which this report relates was undertaken to
determine whether--

wrapper tobacco (whether or not mixed with filler tobacco),

not stemmed or stemmed, provided for in items 170.10 and

170.15 of the Tariff Schedules of the United States,
is being imported into the United States in such increased quantities
as to be a substantial cause of serious injury, or the threat thereof,
to the domestic industry producing an article like or directly competi-
tive with the imported article.

The investigation was instituted on June 24, 1975, upon receipt of
a petition filed on May 5, 1975, by the Cigar Leaf Tobacco Foundation,
Inc., Quincy, Fla.

Public notice of the institution of the investigation and hearings

to be held in connection therewith was published in the Federal Register

of July 1, 1975 (40 F.R. 27737). Public notice of the places and times of
the hearings was published in the Federal Register of July 24, 1975 (40 F.R.
31043). Hearings were held in Tallahassee, Fla., on August 11, 1975,

in Hartford, Conn., on August 13, 1975, and in Washington, D.C., on

August 15, 1975. All interested parties were afforded an opportunity to



be present, to produce evidence, and to be heard. A transcript of the
hearings and copies of briefs submitted by interested parties in connec-
tion with the investigation are attached.

The information for this report was obtained from fieldwork, from
questionnaires sent to domestic growers, importers, and cigar manufacturers,
and frém the Commission's files, other Government agencies, and evidence

presented at the hearings and in briefs filed by interested parties.

Determination of the Commission
On the basis of its investigation, the Commission unanimously
determines that wrapper tobacco (whether or not mixed with filler tobacco),
not stemmed or stemmed, provided for in items 170.10 and 170.15 of the
Tariff Schedules of the United States, is not being imported into the
United States in such increased quantities as to be a substantial cause
of serious injury, or threat thereof, to the domestic industry producing

an article like or directly competitive with the imported article.



Views of Chairman Will E. Leonard and
Vice Chairman Daniel Minchew l/

On May 5, 1975, the United States International Trade Commission
(Commission)‘received a petition filed by the Cigar Leaf Tobacco Founda-
tion, Inc., Quincy, Florida, requesting an investigation under section
201(b) (1) of the Trade Act of 1974 (Trade Act) with respect to imports
of wrapper tobacco. The Commission, on June 24, 1975, instituted such
an investigation in order to determine whether wrapper tobacco is being
imported into the United States in such increased quantities as to be
a substantial cause of serious injury or the threat thereof to the
domestic 1ndustry producing an article like or directly competitive with
such imported wrapper tobacco.

The petition and investigation referred to above are the second
to be received and third to be instituted, respectively, by the Commis-
ion under the criteria, changed by the Trade Act, which must be met by
an industry in order to be eligible for import relief. 2/ For a domestic
industry to be eligible for import relief (which as used in this state-
ment includes import restraints as well as adjustment assistance), the
Trade Act essentially requires that three 1dentifiable criteria be met:

(1) Imports of the article concerned must be entering in
increased quantities.

(2) The domestic industry producing like or directly competi-
tive articles must be seriously injured or threatened with
serious injury.

1/ Commissioners George M. Moore'and Italo H. 'Ablondi concur in the

result. ’

2/ For a comparison of the new Trade Act criteria with the predecessor
criteria of sec. 301(b)(1) of the Trade Expansion Act of 1962, see the
Statement of Reasons of Chairman Leonard in Birch Plywood Door Skins: Re-
port to the President on Investigation No. TA-201-1 . . ., USITC Publica-

tion 743, October 1975, pp. 9-12.




(3) The increased imports referred to in 1 above must be
a substantial cause of the injury, or threat thereof,
referred to in 2 above.

Determination

As a result of evidence obtained by the Commission during the
course of this investigation (investigation No. TA-201-3), we determine
that the criteria as set forth in section 201(b) (1) of the Trade Act
for an industry to be eligible to receive import relief have not been
met. Specifically, we find that the third criterion under section 201(b) (1),
as set forth above, has not been met, i.e.., that any increased
imports of wrapper tobacco are not a substantial cause of serious
injury, or the threat thereof, to the domestic industry producing an
article like or directly competitive with the imported wrapper tobacco.

Since the criteria of section 201(b) (1) are cumulative, the fail-
ure to satisfy any one of the criteria necessitates the making of a
negative determination, no matter what the facts show with respect to
the other criteria. Because the instant negative determination is based
on a finding that the '"substantial cause' criterion is not met, the
following discussion is limited to that criterion alone, as such finding
makes it unnecessary to consider other issues which may have been raised

in this investigation or to discuss other criteria.

What does the ''substantial cause' criterion mean?

The term "substantial cause'" is new to the criteria which must
be met in order for an industry in the United States to be eligible for

import relief. As our negative determination in this investigation turns



upon the meaning of this term, a thorough examination of the meaning of
the phrase is appropriate. |

The requirement that increased imports be 'a substantial cause"
of actual or threatened serious injury represents a relaxation of the
analogous '"major cause'" standard employed in section 301(b) (1) of the
Trade Expansion Act of 1962 (TEA), the predecessor provision to section
201(b)(1). Although neither the TEA nor its legislative history expressly
defined the term '"major cause', the term was generaliy interpreted by many--
although never expressly by the Commission--to mean a cause greater than
all other causes combined. 1/ In practice it and the other criteria of
the TEA proved to be a difficult standard to satisfy, as illustrated by
the fact that a majority of the Comﬁission found the criteria satisfied
in only 3 of the 26 industry cases completed under that act.

The new "substantial cause" criterion of section 201(b) (1) provides
that a dual test be met. The Trade Act, in section 201(b) (4), defines
"substantial cause' to mean "a cause wﬂich is important and not less

than any other." Thus, imports must constitute both an "important"

1/ See, e.g., report of the Committee on Ways and Means, House of
Representatives, Trade Reform Act of 1973, H. Rept. No. 93-571, 93d
Cong., 1st sess., at p. 46 (hereinafter "Ways and Means Report'); and
report of the Committee on Finance, U.S. Senate, Trade Reform Act of 1974,
S. Rept. No. 93-1298, 93d Cong., 2d sess., at p. 120 (hereinafter "Finance
Report"). But note that the Finance Report also recognizes, again at p.
120, that there is some indication that in recent years the Commission has
moved away from this standard. See also Pianos and Parts thereof: Report
to the President on Investigation No. TEA-I-14 . . ., TC Publication 309,
1969, Statement of Commissioner Leonard, p. 13.




cause of the serious injury and be 'not less than any other" cause.
The two terms are not synonymous. An "important' cause is not neces-
sarily a cause 'not less than any other." And, vice versa, a cause
''not less than any other'" is not necessarily '"important". Increased
imports must be both an "important'" cause and ''not less than any
cause of the serious injury.

What is an "important" cause? The legislative histories of
section 201 and of the related provision concerning eligibility for
worker adjustment assistance, section 222 of the frade Act, provide help. 1/
The legislative history of section 222 tells us that an "important" cause
need not be the "major cause', but that it must be "significantly" more
than a "gg_minimis” cause. g/ The legislative history of section 201
indicates that where increased imports are just one cause of many causes
of equal weight, it would be unlikely that they would constitute an

"important" cause, but where imports are one of two factors of equal

weight, they would constitute an "important" cause. 3/

1/ Sec. 222 of the Trade Act provides that workers shall be certified
eligible to apply for adjustment assistance if the Secretary of Labor

determines, inter alia, ''that increases of imports . . . contributed
importantly to such total or partial separation . . . ." (emphasis added).

Sec. 222 defines the term '"contributed importantly' to mean 'a cause
which 1is important but not necessarily more important than any other
cause." Thus, sec. 222 employs the same concept of "important' cause, but
it specifically excludes the concept of a cuase ''not less than any
cause.

2/ See the Ways and Means Report, supra, at pp. 53-54, and the Finance
Report, supra, at p. 133.

3/ See the Ways and Means Report, supra, at pp. 46-47, and the Finance
Report, supra, at pp. 120-121.



What is a cause '"not less than any other" cause? The legislative
history of section 201 provides an answer. The test is satisfied if

imports are a more important cause of injury than any other cause. 1/

The test is also satisfied if imports are one of several equal causes

of injury and no one cause is more important than imports. 2/ But the
test is not satisfied if there is a cause of injury more important than
imports. 3/

In thus explaining the meaning of ''substantial cause”, the Congress
did not intend to set rigid, impossible standards for the Commission to
meet in order to determine whether increased imports were indeed a
"substantial cause" of the requisite injury or threat thereof. The
Finance Report states (at pp. 120-121):

The Committee recognizes that 'weighing' causes in a
dynamic economy is not always possible. It is not intended
that a mathematical test be applied by the Commission. The
Commissioners will have to assure themselves that imports
represent a substantial cause or threat of injury, and not
just one of a multitude of equal causes or threats of injury.
It is not intended that the escape clause criteria go from
one extreme of excessive rigidity to complete laxity. An
industry must be seriously injured or threatened by an in-
crease in imports, and the imports must be deemed to be a
substantial cause of the injury before an affirmative deter-
mination should be made.

1/ See the Ways and Means Report, supra, at p. 46.
2/ 1d., at pp. 46-47.
3/ 1d., at p. 46.



""Substantial cause'! criterion not satisfied im this investigation

Having set out an explanation of the criterion '"'substantial cause",
it is appropriate now to see what the facts in this investigation show
with respect to the satisfaction of that criteron. For the purpose of
this discussion it will be assumed, without a finding being made, that
the facts as alleged by ‘the petitioner in this investigation demonstrate
that the statutory criterion of increased imports and the statutory
criterion of serious injury or threat thereof have been met.

In the present case, we find that increased imports, even if an
important cause of the problems being experienced by the domestic wrapper
tobacco industry, are a cause significantly less than at least one other
cause. Hence, the '"'substantial cause'' criterion is not met in this
investigation, since the second test of such criterion, i.e., that in-
creased imports be not less than any other cause, is not satisfied.

In this investigation, more important than any increased imports
as a cause of any serious injury to the domestic industry is the marked
decline in U.S. production and consumption of large cigars. Virtually
all of the wrapper tobacco consumed in the United States is used in the
production of such cigars. U.S. production of large cigars peéaked in
the years 1964-65 following release of the Surgeon General's 1964 report
on the effects of cigarette smoking on health. During those 2 years,
production averaged 9.2 billion cigars annually. Production then de-
clined to 8.2 billion units in 1966 and remained relatively stable

throughout the 1966-70 period. Thereafter, production declined rapidly



to 7.9 billion units in 1971, 7.5 billion units in 1972, 7.0 billidn
units in 1973, and 6.5 billion units in 1974. In January-August

1975, production was at an annual rate of less than 6.0 billion units.
The decline in U.S. froduction of large cigars in the 1970's resulted
primarily from changes in consumer demand. Among the factors that have
caused these changes in demand are the switching of cigar smokers to
other tobacco products and a shift in the product mix offered by the
cigar manufacturers, perhaps attributable to priceAconsiderations.

What tﬁis country needs is a good 8-cent cigar,

The fact that U.S. imports of wrapper tobacco increased during
1971-75 while U.S. farm production wag declining i's attributable to an
increase in demand for those cigars which possessed certain distinctive
characteristics of color, texture, burn, aroma, and taste best satisfied
by imported wrapper. In addition, the price of domestically grown
wrapper tobacco became less competitive with that of imported wrapper
tobacco during this period; the price of the domestic product increased
at a more rapid rate than the price of imports.

Based on a conversion factor of 1.75 pounds of wrapper tobacco
per thousand cigars produced, the loss in the annual production of
cigars between the rate sustained during 1966-70 and the rate in 1975
(about 2.2 billion units) represented a decline in the estimated demand
for wrapper tobacco or its eﬁuivalent in manufactured wrapper of 3.85
million pounds on a stemmed-weight basis, or more than 5 million pounds

on a farm-sales-weight basis. This large loss in demand for wrapper
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tobacco whichiresulted from reduced U.S. sales of large cigars was a
more important factor contributing to whatever injury has been experi-
enced by the domestic industry than any increased imports of wrapper
tobacco. Such imports peaked during January-August 1975 at an annual

rate of 1.5 million pounds on a farm-sales-weight basis.

Conclusion

As indicated earlier, we determine that the requirements of sec-
tion 201(b) (1) of the Trade Act have not been met. Specifically, we
find that criterion 3 above, '"'substantial cause', has not been satis-
fied, i.e., that any increased imports of wrapper tobacco are not a
substantial cause of serious injury, or the threat thereof, to the
domestic industry producing an article like or directly competitive

with imported wrapper tobacco.
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Views of Commissioners Catherine Bedell and Joseph O. Parker

On May 5, 1975, the United States International Trade Commission
received a petition filed by the Cigar Leaf Tobacco Foundation, Inc.,
Quincy, Fla., requesting an investigation under section 201 of the Trade
Act of 1974 with respect to imports of cigar wrapper tobacco. On June 24,
1975, the Commission instituted an investigation to determine whether
wrapper tobacco is being imported into the United States in such increased
quantities as to be a substantial cause of serious injury or the threat
thereof, to the domestic industry producing an article like or directly
competitive with such imported tobacco.

Section 201(b) (1) of the Trade Act requires that each of the
following conditions be met before the Commission can recommend import
relief to the President:

(1) That imports of an article into the United
States are increasing (either actually or
relative to domestic production);

(2) That a domestic industry producing an
article like or directly competitive with
the imported article is being seriously
injured or threatened with serious injury;
and

(3) That increased imports are a substantial
cause (i.e., an- important cause and not
less.than any other cause) of serious
injury, or the threat thereof, to the
domestic industry producing an article
like or directly competitive with the

imported article.

On the basis of the evidence obtained by the Commission in the instant

investigation,we have found that the third condition set forth above, i.e.,
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that increased imports are a substantial cause of serious injury, or the
threat thereof, to the domestic industry producing an article like or
directly competitive with the imported article, has not been satisfied.
Since the criteria for an affirmative finding in section 201 investigations
are expressed in the conjunctive, and failure to satisfy any one of the
three criteria necessitates a negative determination, we have determined in
the negative in this proceeding.

A more important cause of the-alleged injury to the domestic industry
than imports in this investigation is the marked decline in U.S. production
and consumption of large cigars. 1/ Virtually all of the wrapper tobacco
consumed in the United States is used in the production of such cigars.
U.S. production of large cigars peaked in the years 1964-65, when it
averaged 9.2 billion units annually. Production then declined to 8.2
billion units in 1966 and remained relatively stable throughout the
1966-70 period. Thereafter production declined rapidly to 7.9 billion
units in 1971, 7.5 billion units in 1972, 7.0 billion units in 1973, and
6.5 billion units in 1974. In January-August 1975, production was atvan
annual rate of less than 6.0 billion units.

The high level of cigar production during the years 1964-65 is
attributable to the U.S. Surgeon General's report on smoking and health
which was issued in January 1964; this report found that cigar smoking
was not as injurious to a person's health as cigarette smoking. The switch
in smoking habits from cigarettes to large cigars was short lived however,

and production of these cigars declined sharply in 1966.

1/ Large cigars weigh more than 3 pounds per thousand, in contrast with
small or cigarette-size cigars that weigh 3 pounds or less per thousand.
Wrapper tobacco is not used in the manufacture of small cigars.
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Production and consumption stabilized a£ the 1966 level for a 5-year

period and then in 1971 began a sharp and continuing decline as more

and more cigar smokers reduced their pqrchases of cigars in favor of

certain other tobacco products for which comsumption increased during
1971-75.

Thé fact that U.S. imports of wrapper tobacco increased during
1971-75 while U.S. farh production was declining is attributable to a
continuing strong demand for those cigars which possessed certain dis-
tipctive characteristics as to color, texture, bufn, aroma, and taste
which were best satisfied by subtropical imported wrapper. In addition,
the price of domestically grown wrapper tobacco became less competitive
with that of imported wrapper during this period because the price of
the domestic product increased at a more rapid rate than the price of
imports. Although price is an important consideration in the purchaser's
selection of wrapper tobacco, it is not necessarily the determining factor,
as evidenced by the extremely wide range of prices that are applicable
to various qualities of both imported and domestically grown wrapper.

Based on a conversion factor of 1.75 pounds ofvwrapper tobacco
per thousand cigars produced, the loss in the annual production of cigars
between the rate sustained during 1966-70 and the rate in 1975 (about
2.2 billion units) represented a decline in the estimated demand for
wrapper tobacco or its equivalent in manufactured wrapper of 3.85 million
pounds on a stemmed-weight basis or of more than 5 million pounds on a

farm-sales-weight basis. This large loss in demand for wrapper tobacco
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which resulted from reduced U.S. sales of large cigars was a more important
factor contributing to whatever injury has been experienced by the domes-
tic industry than imports of wrapper tobacco, which peaked during January-
August 1975 at an annual rate of 1.5 million pounds on a farm-sales-weight
basis. If the loss in demand for wrapper tobacco resulting from the
decline.in U.S. cigar sales since 1968 is compared with the absolute
increase in U.S. imports of wrapper tobacco during the same period (an
increase of about 1 million pounds), it becomes eveﬁ more evident that the
imports do not constitute a substantial cause of injury in this case. In
addition exports of wrapper tobacco grown in Georgia-Florida, the type
produced by the petitioner, declined from 2.1 million pounds in 1968 to

.5 million pounds in 1974. This export loss was substantially greater
than the increase in imports for the same period.

We conclude, therefore, on the basis of the facts developed during
this investigation that wrapper tobacco is not being imported into the
United States in such increased quantities as to be a substantial cause
of serious injury, or the threat thereof, to the domestic industry producing

an article like or directly competitive with the imported article.
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INfORMATION OBTAINED IN THE INVESTIGATION
Description and Uses’

’ Wrapper tobacco is tobacco of the kind and quality commonly used
for cigar wrappers. Wrapper leaf is employed for the smooth outer
wrapping of c¢igars. It is thin and elastic, fine textured, even colored,
free from large veins, and neutral in taste when burned, or with a flavor
blending well with that pf the filler and binder used in cigars. It
also burns evenly.

Wrapper tobacco is producéd in the United States under conditions
of high atmospheric moisture, diffusgd sunlight, and a minimal spread
between day and night temperatures during the growing season. This
condition is obtained by enclosing the field under vast tents of light-
weight cloth, light in color, stitched to wire held by poles generally
8 or 9 feet tall. Such tobacco is called shade-grown. This tobacco is
differe;tiated by type, which means that the tobacco has distinct
characteristics caused by differences in varieties; soil, and climatic
conditions. There are two types of shade-grown tobacco produced in the
United States. Type 61 shade-grown tobacco is grown principally in the
Connecticut Valley section of Connecticut and Massachusetts. Type 62
shade-grown tobacco is grown principaily in southwestern Georgia and in
the central part of northern Florida. |

The Georgia-Florida wrapper (type 62) is generally light tan, while
the Connecticut Valley wrapper (type 61) is light brown in color. The
Georgia-Florida leaf is a larger, more tender leaf than the Connecticut

Valley leaf, but does not burn as .well and tends to have a bitter taste

that makes it suitable for use only on the low-priced cigars, i.e.,
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those retailing fof less than 10 cents each. The Connecticut Valley
leaf is used to produce cigars that retail over a wide price range,
from as low as 2-1/2 cents each to some of the more expensive. Both
areas also produce some candela tobacco,” which is tobacco that has been
put through a rapid cure under high heat to produce a leaf of greenish
color; this tobacco is-used mainly on the higher priced cigars.

The growing and processing of wrapper tobacco involves many indi-
vidual hand operations. The seeds are hand-sown in seedbeds and are
nursed until they become plants, a process that takes about 3 months.
The plants are then hand-transplanted in the fields by people sitting
on the back of a power~driven machine. The transplanting takes place in
late March in the Georgia-Florida area and late May in the Connecticut
Valley. The tobacco is allowed to mature for 5 to 8 weeks, during
which time it must be wateréd, fertilized, and cultivated. After 3 to
6 weeks each individual plant must be fied with strings to the top of
the shade, and then each week thereafter until it is harvested the
string must be wrapped around the plant as it continues to mature.

Wrapper tobacco is harvested by a method known as priming. 1In
this method, picking is begun at the bottom of the stalk, three or
four leaves being picked. The fields are normally gone over six or
seven times in order to pick the leaves at the right stage of ripeness.
The tobacco is then taken to the barn, where it is strung together on a
stick by a machine that passes a needle through the stem and strings
about 40 leaves on each stick. The sticks are then placed on tier

poles in the barn, where it is cured under natural weather conditions



A-3

with supplementary heat used to protect the leaves and maintain the tem-
perature at a favorable level. The curing process takes from 6 to 9 weeks,
during which time the leaves become dry and brittle. The leaves can
easily absorb moisture, so the grower waits to take them down from the
tiers until damp weather has made the leaves soft and pliable enough to
be handled without breaking. The tobacco is then packed in large boxes
and delivered to a packinghouse. After being weighed in and repacked in
cardboard boxes, the tobacco is placed in rooms that are heat- and
humidity-controlled, where it undergoes a fermentation process known as
sweating. This process, which takes about 21 to 30 days, develops the
characteristic smoking quality of the tobacco and removes some of the
imperfections in the leaves.

In the Georgia-Florida area, the packinghouse is either owned by
a cigar manufacturer or his representative or by an independent packer
that packs tobacco for different cigar manufacturers. After fermentation,
the tobacco is either hand-sorted to separate the leaves suitable for
cigar manufacturing from the damaged and discolored leaves and then
repacked and put into storage until required by the cigar manufacturer,
or it is stored in the same boxes ii was fermented in and not sorted
until it is required by the manufacturer. The Georgia-Florida wrapper
is not graded in the same manner as the Connecticut Valley wrapper (see
following paragraph).

In the Connecticut Valley, the cigar manufacturers pack and ferment
only the tobacco grown on the farms they own or lease. The growers that
have contracts with these manufacturers do their own fermenting and then

deliver the tobacco to the manufdcturer. The independent growers, those



growers that do not have a contract with a cigar manufacturer, deliver
their tobacco to a packer that processes it under a co-op type of
arrangement. Almost all Connecticut Valley tobacco is shipped to Puerto
Rico, where it is graded on the basis of soundness, body, degree of
injury, and shade and uniformity of color, with the grades separated
according to leaf length at intervals of about 1 inch. The tobacco is
then packed by grades and stored until the cigar manufacturer requires it
for its own production or has found a market for the tobacco it is not
going to use, or a buyer is found for the tobacco grown by the independ-
ent growers.

The best leaves of the wrapper tobacco produced in Georgia-~Florida
are used in cigar manufacture in the United States. The discolored
leaves are exported, and the damaged leaves are used in the production
of looseleaf chewing tobacco. The export market is more important for
the wrapper tobacco produced in the Connecticut Valley. Some of all
the different grades grown there is exported as well as used domestically
on a wide price range of cigars.

Wrapper tobacco, which provides the smooth outer surface of a cigar
and comprises about 10 percent of the finished weight, is wrapped spi-
rally around the binder, which binds and encloses the core or body of the
cigar, shaping and sealing it. This is done by stretching the wrapper
leaf across a die of the shape needed to completely wrap the type of
cigar being produced by the machine.

In recent years, manufactured tobacco sheet has been replacing

natural wrapper tobacco on some low~ and middle-priced cigars. The

sheet is made by grinding filler and binder tobaccos into a fine powder,
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mixing it with a cohesive agent, and then rolling it into a flat sheet
of uniform thickness and quality. Through research, the cigar manufac-
turers have been able to develop a tobacco sheet that has the taste and
aroma of the natural leaf but better burning quality.

The use of manufactured tobacco sheet results in substantial sav-
ings in both leaf and labor costs. When a natural wrapper leaf is used,
there are trimmings that go into production of looéeleaf chewing
tobacco, a lower valued product, whereas the tobacco sheet is cut in a
way that makes use of the entire sheet. The manufactured sheet is fed
automatically into the cigarmaking machine, allowing one worker to
operate two or three machines,whereas a worker can operate only one

machine when he must hand-feed the natural wrapper to the machine.



The Question of Increased Imports

U.S. imports

Most wrapper tobacco imported into the United States enters under
TSUS item 170.10 (wrapper tobacco, not stemmed) and is currently dutiable
at 90.9 cents per pound. Imports of stemmed wrapper tobacco (item 170.15),
which are currently dutiable at $1.548 per pound, are generally minimal
or nil (table 1). It is believed that some misclassified imports of
wrapper tobacco enter under item 170.20 (filler tobacco mixed with over
35 percent wrapper tobacco, not stemmed).

During the early 1960's, Cuba supplied nearly all U.S. imports of
wrapper tobacco. In 1961, 638,000 pounds (packed weight) of wrapper
tobacco, valued at $2.9 million, was imported into the United States;
of this total, 631,000 pounds, valued at $2.85 million, was from Cuba.
The embargo, effective February 1962, on U.S. imports from Cuba, in-
cluding tobacco, did not apply to tobacco already entered but held in
warehouses pending duty-paid withdrawal. For this reason, some Cuban
wrapper tobacco continued to enter U.S. trade channels until about 1965.
The Cuban embargo, coupled with a general world scarcity of wrapper
tobacco, in time led to decreased U.S. imports of wrapper tobacco, and
by 1965 only 185,000 pounds,valued at $1.1 million, was imported.

The development of wrapper tobacco production in Nicaragua,
Honduras, and the Cameroon Republic led to.increased U.S. imports 1/ of
wrapper tobacco, from a total of 362.000 pounds. valued at $§1.5%
million,in 1967 to a total of 972,000 pounds, valued at $3.8 million,
in 1974 (table 2). By 1974, Nicaragua, Honduras, and the Cameroon

Republic were by far the principal sources of U.S. imports of wrapper

1/ Import data should be multiplied by 1.16 in order to obtain a farm-
sales-weight equivalent.
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tobacco, accounting for 90 percent of the quantity and 89 percent of
the value of importsAin that year.

Imports of wrapper tobacco from Nicaragua increased steadily from
96,000 pounds, valued at $228,000, in 1969 to 488,000 pounds, valued at
$1.4 million, in 1974. Imports from Honduras increased from 204,000
pounds, valued at $677,000, in 1969 to 335,000 pounds, valued at more
than $1 million in 1971, but then declined erratically to 209,000 pounds,
valued at $609,000, in 1974. Imports of wrapper tobécco from the Cameroon
Republic increased from 105,000 pounds, valued at $492,000, in 1969 to
173,000 pounds, valued at more than $1.3 million, in 1974.

The ratio of imports to apparent consumption of wrapper tobacco

increased irregularly from 5.3 percent in crop year 1969/70 to 17.6
percent in crop year 1974/75 (table 3). The largest increase occurred
between crop year 1973/74 and crop year 1974/75, when the ratio of
imports to:consumption increased from 10.3 percent to 17.6 percent.
The increase in the ratio in crop year 1974/75 was mainly a result of
the large decline in disappearance of domestically produced wrapper
tobacco during that crop year. During the same period, the ratio of
imports to production of wrapper tobacco increased from 4.3 percent in
crop year 1969/70 to 11.6 percent in crop year 1974/75 (table 4). The
largest increase in the ratio occurred Between crop years 1970/71 and
1971/72, when the ratio increased by over three percentage points.

The average unit value 1/ of Nicaraguan wrapper tobacco imported

into the United States during the period 1967-74 ranged between $2.38

1/ Unit values represent customs valuation; insurance freight, duty,
and other charges are not included.
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per pound in 1969 and $3.04 per pound in 1970, while the average unit
value 1/ of Honduran wrapper tobacco ranged between $2.91 per pound in
1972 and 1974 and $3.89 per pound in 1967. The average unit value 1/
of wrapper tobacco imported from the Cameroon Republic ranged between
$4.69 per pound in 1969 and $8.14 per pound in 1973 during the period
1967-74 and has always been well above the average unit value of
wrapper tobacco imported from Nicaragua or Honduras.

Information obtained by the Commission indicates that at least
one-third of U.S. imports of wrapper tobacco from Nicaragua and
Honduras in 1974 consisted of candela wrapper. The price of imported
candela wrapper from Central America is believed to be slightly higher
than that of natural wrapper from that area.

The principal customs districts through which imported wrapper
tobacco enters the United States are generally Philadelphia, Tampa,
and San Juan (Puerto Rico).

General imports of wrapper tobacco in recent years have been
markedly higher than imports for consumption (table 5). 2/ This
indicates that relatively large quantities of imported wrapper tobacco

are presently being stored in customs bonded warehouses, pending

withdrawal.

1/ Unit values represent customs valuation; insurance freight, duty,
and other charges are not included.

2/ Imported merchandise is reported as ''general imports" and_as '
"imports for consumption." Imports for consumption are a combination
of entries for immediate consumption and withdrawals from warehouses
for consumption. General imports are a combination of entries for
immediate consumption and entries into customs bonded warehouses.



U.S. importers

There are eight major U.S. importers of wrapper tobacco. Five of
the importers are cigar manufacturers.

Nicaraguan and Honduran wrapper tobacco is imported either by U.S.
leaf dealers or directly by U.S. cigar manufacturers. The largest
importer of wrapper tobacco from Nicaragua and Honduras during the 1970-
74 period is a leaf dealer which holds interests in .tobacco farms in
both Nicaragua and Honduras. There are four other major importers of
wrapper tobacco from Nicaragua and Honduras; all ére cigar manufacturers.
Imports from Nicaragua and Honduras by two of these manufacturers
increased steadily during the 1970-74 period, while imports by the
other two during this period were erratic.

U.S. cigar manufacturers accounted for most U.S. imports of Cameroon
wrapper tobacco during the 1970-74 period. Cameroon wrapper tobacco

is generally imported through leaf dealers in Europe.
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Factors affecting competitiveness of U.S.-produced and imported
wrapper tobacco, other than price

The quality of imported wrapper tobacco varies widely, as does
the quality of domestic wrapper tobacco. Cameroon wrapper tobacco is
considered by domestic cigar manufacturers to be of far better quality
than wrapper tobacco imported from the other two major U.S. sources of
imported wrapper tobacco, Nicaragua and Honduras. However, Cameroon
wrapper tobacco, which is sun-grown, is also unlike either U.S .=grown or
Central American wrapper tobacco. Cameroon wrapper tobacco, imports
of which were valued at an average of $7.78 per pound in 1974, is used
on some of the finest quality cigars, while Nicaraguan wrapper tobacco,
imports of which were valued at an éverage of $2.92 per pound in 1974,
and Honduran wrapper tobacco, with an average import value of $2.91
per pound in 1974, are used on cigars selling in a much wider price
range.
The price ranges of cigars upon which Nicaraéuan and Honduran wrap-
per tobacco are used overlap the various price ranges of cigars upon which
. Georgia-Florida wrapper tobacco and Connecticut Valley wrapper tobacco
are used. However, Nicaraguan and Honduran wrapper tobacco (partic-
ularly the dark-cured, natural wrapper) have a somewhat different color,
texture, taste, and burn than Georgia-Florida and Connecticut Valley
wrapper tobacco 1/ and are seldom used to replace either of these types
of domestic tobacco in domestic cigar manufacture. They are, however,
~used to develop different lines of cigars in competition with cigars manu-

factured with the domestic wrapper tobacco.

1/ As reported in testimony before. the U.S. International Trade Commis-
sion and in other information obtained by the Commission.
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When the reputation of a particular brand of cigar (composed of cer-
tain blends of fille? and binder tobaccos covered with a certain type of
wrapper) has become established, the manufacturer attempts to change that
cigar as little as possible, for fear of alienating the smoker to whom
that particular cigar appeals.

There are some smail U.S. manufacturers which prior to the Cuban
embargo made cigars composed entirely of Cuban tobacco. After the Cuban
embargo, these manufacturers searched for substitute tobaccos which
might have approximately the same qualities and acceptability as the
Cuban tobaccos (and with respect to wrapper tobacco, Cuban candela wrapper) .
Though the manufacturers temporarily turned to Georgia-Florida and Cbnnecti—
cut candela wrapper tobacco, the usage of such tobacco diminished substan-
tially when candela wrapper tobacco from Central America was found by
the manufacturers to be closer in quality and taste to the Cuban candela
wrapper tobacco. For these manufacturers, quélity and acceptability were
far more important than price in the decision to use Central American
wrapper tobacco.

Many cigar manufacturers maintain that consumer acceptability of a
given wrapper is often more important than price in the manufacturer's
decision as to what type of wrapper to use on a given cigar. Some
manufacturers have paid premium prices for wrapper tobacco in order to
continue producing an acceptable cigar which would not decline in sales.
For example, Cameroon wrapper tobacco, despite the fact that it is ex-
tremely expensive, continues to be used on high-priced cigars because that

type of wrapper tobacco is apparentiy preferred by smokers of
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those lines of cigars. However, consumer acceptability of a given
wrapper is generally more important for higher priced cigars than for
lower priced cigars.

In lower priced cigars, continuity and acceptability of a wrapper
are important factors in a manufacturer's decision as to what type of
wrapper to use on a given cigar. However, as wrapper prices rise, a
point is reached where it is no longer economically feasible to continue
utilizing a given wrapper on a given cigar without raising the price of
the cigar. Since manufacturers have associated increased cigar prices
with declines in sales and revenue, they have usually opted to use
cheaper wrappers (sometimes imported wrapper tobacco, sometimes manu-

factured wrapper) in order to avoid raising the price of the cigar.
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Foreign producers

In the early 1960's, nearly all U.S. imports of wrapper tobacco
came from Cuba. The U.S. embargo on products from Cuba (effective in
February 1962) was followed by the departure from Cuba of many busi-
nessmen and technicians, including experts in tobacco production. Some
of thése tobacco experts saw the potential of growing tobacco leaf in
Central America, where certain areas possessed thglappropriate climate
and soil for growing toEacco.

Nicaragua.--About 1964, exiled Cuban technicians, in connection
with Nicaraguans, began to develop and expand wrapper tobacco production
in Nicaragua. By 1966,.the Nicaraguan Government had instituted a 3-
year plan for the expansion of the cigar'tobacco industry. The Inter-
American Development Bank provided financial and technical assistance
for tobacco productioﬁ in Nicaragua in order to help provide a boost to
the country's overall economic development.

By the crop year 1970/71, 20 growers were engaged in production of
shade-grown wrapper tobacco in Nicaragua; in that year about 1.6 million
pounds of wrapper tobacco was produced on 1,162 acres. By crop year
1974/75, 25 firms or individuals were engaged in the growing of wrapper
tobacco. During crop year 1974/75, 3.6 million pounds of shade-grown
and 0.4 million pounds of sun-grown wrapper tobacco were produced on
1,824 and 282 acres, respectively.

The average grower's cost per acre of wrapper tobacco in Nicaragua
was estimated to be between $1,412 and $1,582 for their crop years

1970/71 and 1971/72, $1,751 for 1973/74, and $2,034 for 1974/75.
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During the périod 1964-72, the wrapper tobacco industry in Nica-
ragua operated at a loss every year. .The National Development Insti-
tute (Instituto de Fomento Nacional--INFONAC), which had helped to
develop the wrapper tobacco industry and had financed all growers since
the industry's inception, restructured all the loans, granting 20-year
terms and lowering the annual interest rate from 11 percent to 2 per-
cent in order to avoid bankruptcy in the industry; 1/

The marketing of wrapper tobacco grown in Nicaragua is in the hands
of importers and dealers in the United States. 1/ The U.S. importers
and dealers have recently begun to promote the marketing of the Nica-
raguan crop in Europe and Japan, in order to lessen the dependence of
the Nicaraguan industry on the U.S. market. During the period 1970-74,
exports of Nicaraguan wrapper tobacco to the United States ranged
between 66 and 77 percent, by weight, of total Nicaraguan wrapper tobacco
exports. Nicaragua's next most important customers for wrapper tobacco
in 1974 were Honduras and West Germany.

Honduras.--In Honduras, the National Development Bank of Honduras
encouraged companies to enter into production of wrapper tobacco in the
mid-1960's. Financial and technical assistance was provided by the
Inter-American Development Bank. The Honduran wrapper tobacco industry
became the second largest source of U.S. imports of wrapper tobacco by
1974,

Five companies account for about 99 percent of cigar wrapper leaf

production and trade in Honduras. One of these (the 0Oliva Tobacco Co.)

1/ As reported in an Aug. 7, 1975, telegram from the Foreign Agricul-
tural Service, U.S. Department of Agriculture.
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is a subsidiary of a U.S. firm, and the other four have U.S. connections
and financing. 1/ Most of the production goes to the United States.

A National Development Bank stud& estimated production costs for
crop year 1974/75 in Honduras to be $1,548 per acre for shade-grown,
flue-cured tobacco and $1,482 per acre for shade-grown, air-cured
tobacco. However, a separate government study 1/ estimated the crop
year 1970/71 average production costs of wrapper eobacco to be $1,713
per acre. There are no subsidy or support programs, but the National
Development Bank, following a period when lack of marketing know-how
resulted in large losses and debts in the wrapper tobacco industry, has
sometimes forgiven the interest on loans in order to avoid foreclosure.

Cost elements.--Central American growers of wrapper tobacco have

several cost advantages over U.S. growers. The major advantage is in
labor costs. The average hourly wage in agriculture in Nicaragua in
1974 was less than one-third of the minimum hourly wage in agriculture
in the United States. A second advantage is the climate in Central -
America, which enables growers to extend the planting season, thus per-

mitting the growers to rotate and reuse their tobacco barns.

1/As reported in an Aug. 4, 1975, telegram from the Foreign Agricul-
t