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r5T<INE:0"84 

wvttVtiiA -ITS Aeicv* 

August 4, 1998 

MEMORANDUM FOR THE CH|EF OF STAFF 

FROM: 

SUBJECT: 

the North Ce 
the unusuall 

JANET MURGUIA 

MEETING WITH TOBACCO FARMERS AND, 

• IM£U(D 

rPRESENTATlVES 

On Thursday, August 6 t i , you will bTrnietieJwitj^^erriocratic members of 
rolina delegation s(nd tobacco farrWers from4everal states to discuss 

small amount oAobacco the corhpaniesOiave been purchasing. We 
uodefStaftd-frotBruco Flyo, Prccidont nf tho duu C^L^r,^nbji\m\.iou CuupLroTivc 
Aj.^uUutiuiij"t!tfm3rd lilrr tn rrmhi i i j i n* tn v̂ n.T nhmrf the magnitude of the 
flue-cured ^oblem and urge y s ^ to euppe^Tputlan&iVessureon the companies to 
purchase J o r e flue-cured tobacbo. The attached/provides ^Tiaclcground on who 
will attend/describes their areafe of concern, and suggests talking points. 

In addition. Secretary Gliclcman's office has prepared a very useful status 
report on projected tobacco sales this year and next, which we have attached. 

Who Will Attend (All Democratic members from North Carolina) 
Rep, Eva Clayton 
Rep. Bob Etheridge 

David Price 
Milce Mclntyre 
Bill Hefner 
Melvin Watt 

Rep 
Rep 
Rep 
Rep 

V ^ l a y t o n ' s office has not finalized a list of farmers who will attfend , 
farmers from each member's district in North Carolina wiH-attet^as will (farmers 
from Florida, Virginia, and South Carolina. In additiort*, Bruce Flye,\will attend. 

Wetfii^alsojinvited Dallas Smith of USDA who is an expert on tobacco programsj 

3nri whn thr gr'^ir'' requested,be present. 

Background on Current Market Conditions 

As you may know, when the 5 tobacco companies pefu^to purchase 

l IOmOD DIK0N033 IXVN XVJ C£:9T 86/1^0/80 



riiiiMiii " 

r aye i- \ 

I ^^^—^ 
tobacco/the farmers' cooperatives buy\the 
time when the market is more hospitabi 
Florida on July l^wtand have been open 
Initial sales have been very poor. 

1*̂  f 

a later 
^ned in ^ -pewteuf" 

acco and re)€ase it for sale 
ue-cured tobacco markets op 
further norm over tho last fatv w e e k s X ^ ^ 

with the cooperatives beifi|forced to buy 1 9 V o ^ ^5lvicf.4i»fn. 
the tobacco on sale, up from the normal levels of 5-10%. Markets in the "Old Belt" 
of Northern North Carolina and Virginia opened Tuoodoyn August ' Itivand we plan 
to update you on sales reports from there shortly/before the Thursday meeting. 

Last week. Flye and other farmer representatives met with Senator Faircloth 
in an Tjnsuccessful effort to persuade him to pressure the tobacco companies to 
increa'se their purchases. The farmers say they hope to get a commitment by the 
companies to purchase 550 million oflunds of flue-cured tobacco. The companies* 
publicly stated purchase intention fe^te^ly 457 million pounds. WhH^the 
companies are required to buy oniy'SU^of their formal purchase intention^, they 
have indicated!they will buy the/Oll amodini of-tbolf-purolujc mttniio 

Flye d(id some fajwrers from his grouprTiayi\pfeviousl^ met \Mith 
of tM'DPC, USDA, ai\ l OPlA(^ \scd^s the difficult sentative 

USD 
t i ^ tobacco \d 

CO statXrepres^ 
containaS m 

worked cJosely wit 

sures 

Te negotiations, and 
5s to help ensure that 
rceptable to Tarrocfi. 

'or^ihe 
ie>jarmers 

)revioasly/mej 
iprehensive tot 

The A( lofa Settlement Agreement and Continuing Talks cuvrt»;^4j^——t 

^ The^settlement agreement with the Attorneys^jeneral did not out^nia plan 
to compensate farmers for the diminished dome^c tobacco sales thaytiight result 
from comprehensive legislation. The on goin# talks/according to our^lnformation, 
atoo do not currently ciantain a farmer provision^ \ î S 

Legislative Background ^-^"V ^ " ^ U (̂v̂  V M « < M ^ ? ^ ^ ^ -

^^"^^^^^-callecTskinny bill is introduced by Republicans in the House, we have 
worked wrth Democrats to make sure ar substitute bilUontains provisions 
acceptable to farmers. Newev«clt se^rT3,unlikely,^tha*!|^^publicar»sw.ll^oduce 
tobacco legislation^^or that a Dcrno£t 

Talking Points ^ - ^ U * ^ » ^ t ^ , 

• Discuss the scope and implications of the problem (the groups say they mostly 

want you to be aware of the problem): 

113m03 DIK0M0D3 I IVN YVJ ^S:9T 86/t-0/80 



iERl?KINE."QM 

-iMflAl . I U A ^ The markets have opened very poorly for tobacco farmers. 

Declines in purchases this year and next mean reduction in gdota and 
increased costs to farmers. USDA projects a possible 22%'reduction in 
quota from the 1998 level for next year and a significant increase in costs to 
farmers as they pay for the asse^smerx^^that is part of the "no net cost 
assessment" the farmers pay to the government— ^ ' 

5^a(L^^^^.^ hits farmers very hard, and reaches whole communi t ies^ 

also hits minority farmers very harc^(tSpi of flue-cure^quota 
African-Americans.) ' h 

^ Pull IS fevcttAl-

7 7 

owners are 

* Farmers have done nothing wrong. 

The President has repeatedly said tobacco farmers should not suffer in this 

process. 

. ._,'vvorlced'closery with OS 1n trying to put together legislation that reduced 
youth smoking and protected tobacco farmers and their communities. 

• Ask what steps they suggest 

x i * t/| "HASirf-- / N o t e ^ c r e t a r y Glickman is scheduled to go to North Carolina and m ^ with 
|uir uintc ^obaCG©--^Warmers on August 27, 1998 and will visit with Reps. Etheridge and 

Clayton. 

C s t a t e V e will continue to urge the AG(blto include compensation for farmers 
in any agreement they formulate. 

indicati5^that we will use whatever leverage we have to^itgethe companies 
lase 550 million pounds of tobacco this year. O^iat iOshould not be a 

partisan issue. 

You \:oulda§J&^them if they would favor the Administration putting forwarc 
Eionthat would move the cost of payVig the "no net cost assessment^ 

from farmers to the corrtoanies alone. Currently, farmers pay sortte of this 
cost. iXthis year's agricWural appropriation^ill we inserted a prWision 
charging the companies fĉ c the cost of the prog(;am to support a food safety 
measure. IWowever, this pro^sion will likely be sKjcken on procedurab 
grounds (thdVvmeasure is deenW a tax because it ditlsnot originate in thi 
House). 

lIDNllOD DIK0N0D3 I I V N I V J ^S:9T 86/l?0/80 



DEPARTMENT OF AGRICULTURE 
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W A S H I N G T O N . D . C . 2 0 2 5 0 

INFORMATIONAL MEMORANDUM FOR ERSKINE BOWLES 

FROM: Dan GHckman 
Secretary of Agriculture 

SUBJECT: Update on U.S. Tobacco 

Tobacco is grown in 20 States. However, about 6 States, North CaroUna, Kentucky, Tennessee, 
Virginia, South Carolina and Georgia, grow more than 90 percent of U.S. tobacco. I am 
tentatively scheduled to visit with Representatives Eva Clayton (D-lst, NC) and Bob Etheridge 
(D-2nd, NC) and tobacco farmers in Wilson, North Carolina, on August 27, 1998, 

Flue-cured (grown mainly in North Carolina, South Carolina, Virginia, Georgia and Florida) and 
burley (grown mainly in Kentucky and Tennessee) are the major kinds of tobacco. Flue-cured and 
burley tobacco are both used in manufecturing cigarettes. Both kinds are under the price 
support-production control program administered by the U.S. Department of Agriculture. U.S. 
tobacco production is expected to be lower in 1998 than last year. The reduction is mainly in 
flue-cured tobacco. The 1998 flue-cured tobacco marketing season opened My 21 and will last 
through mid-November, The burley tobacco marketing season will open in late November and run 
through late February or early March. 

1998 Tobacco Season 
The 1998 tobacco marketing season opened recently amid considerable uncertainty; Hopes for 
national tobacco settlement legislation were dampened considerably when the fiill Senate could 
not agree, after 4 weeks of debate, on the comprehensive package of proposed legislation 
mcluded in the McCain bill. This bill included compensation for quota owners, producers, 
tobacco communities, and special programs for limited resource farmers. 

Although there is still a chance that a streamlined tobacco bill could be enacted this session of 
Congress, it probably would not include compensation for tobacco farmers and their communities. 
This combined with falling domestic demand for cigarettes, uncertain export demand, and the 
possibility of greater substitution of imported leaf for U.S. leaf could cause tobacco marketing 
quotas to be reduced and no-net-cost tobacco program assessments to increase. 

The flue-cured markets opened in Georgia-Florida on July 21, in South Carolina-border North 
Carolina on July 28, eastem North Carolina on July 29, and Piedmont North Carolina-Virginia on 
August 4. After two weeks of flue-cured sales, it appears that loan receipts may be relatively 
large (15 to 20 percent of marketings) this season. Much of the early price support loan program 
receipts (some in excess of 25 percent of sales) were from 1997-crop farm carryover tobacco. As 
these tobaccos are sold, the percentage of loan receipts should decline. Prices may decline for the 
second year in a row. The potential decline in market price could have a significant impact on 
fiue-cured producers' income since marketings wiU be down about 20 percent. Also, the decline 
m pnces will have a negative impact on 1999 price support levels. Recent grower prices (two-
thirds weight) are the most important component in setting the national average price support 
level; a cost-of-production index (one-third weight) is the other component. 

AN EQUAL OPPORTUNITY EMPLOYER 
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1999 Crop Year Outlook 
National marketing quotas for flue-cured and buriey tobacco for the 1999 crop will be set by 
totaling (1) intended purchases by domestic cigarette manufacturers from the 1999 crop; (2) 
average exports for 1996/97, 1997/98, and 1998/99 marketing years; and (3) an adjustment to 
maintain loan stocks at the specified reserve-stock level of 15 percent of basic quota, or a 
minimum of 100 million pounds of flue-cured or 50 million pounds of buriey. The Secretary of 
Agriculture must set the national quota within 97 to 103 percent of the 3-component total. 

The combination of anticipated declines in domestic cigarette consumption of 2 to 3 percent 
annuaUy for the next several years, stable cigarettes exports, and increased substitution of 
imported leaf for U.S.-grown leaf could reduce manufacturer purchase intentions by 5 to 7 
percent in 1999. This would result in 1999 flue-cured purchase intentions of about 430 milhon 
pounds and 400 million pounds for burley. 

Stocks of imported flue-cured and burley tobacco are at record high levels. In addition, up to 333 
million pounds of leaf can be imported annually at low duty levels under negotiated tariff rate 
quotas (TRQ). Imports of cigarette leaf tobaccos (excluding Oriental) which exceed the 
predetermined TRQ are subject to an import duty of350 percent ad valorem, although a draw­
back provision allows most of the duty to be refiinded if the imported leaf is re-exported as leaf or 
manufactured tobacco products such as cigarettes. 

Leaf tobacco exports are down in 1997/98 because of larger worid supplies and economic 
problems in Asian countries. During July-May, flue-cured exports are down about 15 percent and 
during October-May, burley exports are down 25 percent. This will likely result in a reduction in 
the export component of the 1999 flue-cured and buriey quota formulas. The average export part 
of the formula might dechne 20 to 25 million pounds for setting the 1999 flue-cured quota and 10 
to 15 million pounds for setting the 1999 buriey quota. 

I f 50-60 milhon pounds of flue-cured loan tobacco are sold before the 1999 national marketing 
quota is set, these sales would cause the loan inventory to equal the reserve stock level specified 
in the quota formula. Consequently, anticipated 1998 loan receipts of 150 million pounds could 
result in a 1999 flue-cured national quota of only 625 to 650 million pounds and a 22 percent 
reduction in quota from the 1998 level. 

Likewise, i f 30 miUion pounds of 1997 crop burley loan tobacco are sold before the 1999 quota is 
set, potential 1998 loan receipts of 200 milhon pounds (the net addition above the reserve stock 
level) could result in a 1999 burley national quota of only 460 to 480 million pounds and a 25 
percent reduction in quota from the 1998 level. 

Potential 1999 quota cuts coupled with reduced marketings and smaller incomes in the 1998 crop 
year will create hardships for all tobacco producers, but will be devastating to our minority and 
limited resource fanners (i.e., 15.3 percent of flue-cured quota owners are African-Americans and 
.7 percent are Native Americans). 
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SUMMARY: 

The sudden loss ofa comprehensive national tobacco settlement has left tobacco quota owners, 
producers, and their communities with an uncertain fiiture. Tobacco farmer vmcertainties about 
demand for leaf and the future of their long standing tobacco program are almost surely greater 
now than ever before. 
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TOBACCO FARMERS WHITE HOUSE MEETING 
with Erskine Bowles 

Thursday, August B, 1998 

Social Securicy # Name 

1) Bruce Flye 

2} Andrew Q. Shepard 

3] Albert: M. Johnson 

4J Keimech D. Dasher 

5) JcUties C. Pace 

6) L. Arnold Hanun 

7} Larry Sampson 

8) Jackie E. Thompson, Sr. 

9] E a r l Brown Henderix 

10} John Edward Ashe, J r 

11) Keich Parrish 

Scaff: 

12) Susan E. Kelly 

13) Wilson Bradly Woodhouse 

14) William B. Bondshu 

15) Darek Lane Newby 

16) J u l i e Ananne Paries 

MEMBERS 

The Bonorable Eva Claycon - Susan Kelly 
The Honorable Bob Echeridge - Brad Woodhouse 
The Honorable David Price - Darek Newby 
The Honorable Mike Melncyre - B i l l Bondshu 
The Honorable B i l l Hefner - Julie Parks 
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MEMORANDUM 

TO: ERSKINE BO\VLES 

FROM: CONGRESSWOMAN EVA M.CLAYTON 

DATE: AUGUSTS, 1998 

RE: TOBACCO FARMERS MEETING 

What is lhe number 1 issue at hand? 
Avoid a drop in tobacco quota for the 1999 growmg season. The repercussions of quoia drop 

anyvA'here in the neighborhood of lasi year's 17% cut are well-known - severe farm income loss and a 
decline in the number of small farmers, especially the limiied resource farmers ihai Secretary Glickman 
and the administration have worked so hard xo protect. 

How do we avoid a drop in quota for the 1999 growing season? 
Two ways: (1) The companies must fulfill their 1998 crop purchase intentions and perhaps 

purchase above those intentions; and (2) the currem stocks in the stabilization pool (about 190,000,000 
pounds after last year) must be thirmed significantly. 

How can the administration help in making these two scenarios happen? 
(1) Companies: early indications from the markets are that the companies are going to make 

good on their repeated assertions to lobacco-siaie members of Congress and fulfill their 1998 purchase 
intentions The administration can weigh in on this matter by stressing to the companies how imponani 
it is to buy up the 1998 crop. The administration can also indicate to the companies that it is equally 
imponani to consider going above their domestic purchase intentions -- substituting U.S. tobacco for the 
foreign-grown leaf they have been imponing at increasing rates the past few years. 

The administration has at its disposal a tool to urge this consideration - duty drawback under the 
tariff rate quota system. Under duty drawback, the lobacco companies are able to re-coup almost all 
(98%) of the penalties assessed to them for surpassing an agreed-upon level for imports for a given year, 
so long as the imponed tobacco is packaged and cxponed for foreign consumption. The administration' 
has previously indicated a willingness to investigate this system which has afforded tobacco companies 
the ability to purchase more and more foreign-grown leaf at the expense of domestic lobacco which 
carries a higher cost due to the lobacco program. 

(2) Stabilization stocks: Last year's marketing season saw nearly 200,000,000 pounds of flue-
cured leaf placed under loan, and that figure has increased during the first few weeks of the 1998 
marketing season. As the amounl of tobacco in the stabilizaiion pool plays a role in determining yearly 
quota levels, it is as imponani lo reduce these stocks as it is to ensure the current year's crop is 
purchased. Poiential avenues of help from the adminisiraiion: help facilitate an agreemem between the 
companies and stabilizaiion to sell ihe stocks below cost (using grower fees currently on reserve at 
stabilization to make up the difference) in exchange for the companies buying above their 1998 
intentions; or packaging lhe stocks for sale overseas at a lower cost. 

Without reducing the size of the stocks currently under loan, a sizeable quota drop is inevitable 
even if the companies buy iheir agreed to amounts of ihe 1998 crop 

Other areas of assistance: 

Page l 
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As is has been made clear by the leadership of the House, that any lobacco legislaiiun prcscnicd 
this year will be severely limited in its size and scope, and therefore will not be a vehicle lor signilicaiii 
grower compensation, pursuing previously debated lobacco farm legislation seems a moot issue. 

All farmer bills (buy-out proposals, LEAF Act, etc.) emerged from a fear in the grower 
community about the future stability of tobacco production. Removing that fear eliminates much of the 
clamor for buy-outs or buy-downs as advocated in previous legislation. A way to remove this fear and 
uncenainiy is to guarantee a minimum purchase level for domestic tobacco, at least until the 1996 Ikrm 
bill is re-opened (2002 or sooner) and accommodations can be made for lobacco growers squeezed out 
of business by declining quota 

An agreement of this nature was legislated in the early I990's, but dropped by the administration 
when faced with problems associated with GATT. 'fherefore, any future action guaranteeing a quoia 
floor until a legislative fix can be achieved would have to come in the form of an agreement between the 
companies and stabilization. Administration support of such an agreement could help facilitate one. 

Page 2 


