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“Industry strategies for China”

It has been abundantly clear to industry and Wall Street analysts that tobacco sales in industrialized countries are falling.  Profits there are at further risk from multiple law suits, strong anti-tobacco movements, increasing scientific evidence of the harm tobacco brings both to users and to those passively exposed (children especially), and the revelations of decades-long fraud and deception in tobacco industry documents.  The industry’s favorite public relations firm, Burson-Marsteller, wrote a position paper titled, “The Effect of Product Liability Litigation on Tobacco Industry Stocks,” in which it is pointed out that “foreign consumption of American cigarettes continues to grow dramatically...and the image of American cigarettes [is] best in terms of quality and character.  Japan is now importing, and China shows great potential.”


By 1994, Philip Morris International was still hoping for that potential. In response to an  internal question (“Expectations for China, Russia, Korea, Indonesia and other under developed markets in terms of volume and profit potential?”), the reply was, “In terms of volume, China will only provide meaningful numbers when the monopoly of manufacture and distribution is lifted.”
  The complaint became louder in 1995, but so did the hand-rubbing over the prospects:

[Question:] China is a market offering great potential. What restrictions exist in this market, and are there any plans to pursue challenging these restrictions through government intervention (i.e. 301 action which was the vehicle used to open up Japan and Taiwan)? [Answer:] High import duties and local taxes (264%) severely limit our ability to export both beer and cigarettes to China. PRC banned any new joint ventures in manufacture of cigarettes. Have cooperation agreement with the China National Tobacco Corporation for the manufacture of a brand (Red & White) for export (500 million units shipped since June 1994) and the manufacture of Marlboro for the domestic market. Discussing options for manufacture within China (options beyond our current cooperation agreement). No plans to use Section 301 to challenge China’s plethora of restrictions on trade and investment. PRC is the largest market in the world. As PRC moves toward market-oriented economy and incomes rise, it offers great potential for consumers. Continue to defend our commercial rights.

(Section 301 of the 1974 Trade Act authorized US Government political and other kinds of assistance to various American industries to open up foreign markets to US goods, tobacco included.  The strategy succeeded for tobacco in Taiwan, Japan and Korea. In 1998, however, President Clinton instructed his representatives abroad to stop pressuring countries to open their domestic markets to US tobacco.)  


The triumvirate of US manufacturers, Philip Morris International, Inc., R.J. Reynolds, and Brown and Williamson, otherwise competitors, banded together to form the United States Cigarette Export Association to deal with such trade issues.  In 1989 they prepared a “Setting the Record Straight” statement (of which we have the draft) to respond to articles and editorials in the Thai press sharply criticizing the US companies attempts to enter the Thai market.  Some remarkable and demonstrably false assertions are made in this document: 1)“There is simply no discernible correlation between advertising and the number of people who smoke.”  2) “Cigarette advertising seeks to convince smokers to use certain brands...not to induce nonsmokers to initiate smoking.”  3) “‘Handing out notebooks to students printed with cigarette brand names and selling chewing gum similar to cigarettes in appearance and packaging’” is the work of local entrepreneurs. 4) American tobacco manufacturers do not target any advertisements towards minors.... Likewise, American tobacco manufacturers are not attempting to entice the nonsmoking segment of Asian women to initiate smoking.”  If the message was not clear enough, the document ends with the ringing declaration, “Trade policy, not morals or health policy, is the fundamental issue involved in the exportation of cigarettes.”


The cynical thinking of this United States Cigarette Export Association is best displayed by two paragraphs that were crossed out by hand from this draft document.  These explained that forcing open the Thai market to US cigarettes was nothing like the Opium War in China, and that anyway, China had already been exporting its own tobacco 100 years before.  “And today the Chinese monopoly is the largest producer and consumer of tobacco leaf and cigarettes in the world.”


A technique used by lawyers in preparing a client is to pose the kinds of questions that an adversary might spring, whether in a lawsuit, by a hostile journalist or angry stockholder.  A series of such questions was prepared for Geoffrey Bible, Philip Morris CEO, for the annual stockholders meeting in 1996.  While on each page is the caveat “Hypothetical Questions...For Illustrative Purposes Only,” the details of the questions reveal some astonishing truths. One question poses the following:

Mr. Bible, I have listened to you describe with pride the tremendous success of your international business.... But what I have not heard - and the silence is almost deafening - is why you have not brought to these markets the same corporate responsibility you purport to display at home. Why do you continue to sample cigarettes in China but ban the practice at home?  Why do 100 feet plus cowboys tower over schools in Hong Kong but are against Company policy here?  Why is the legend “Underage Sale Prohibited” only on the domestic product?   Why don’t we do these things in every market in which we operate? [emphases in the original] 


The industry will continue to insist, stating quite carefully, that it is cigarettes that are being exported, not smoking; that American cigarette exports do not overwhelm foreign markets; that a majority of the world’s production is provided by government-owned cigarette monopolies while US exports account for only 4% of worldwide cigarette sales.
  What is of course not mentioned are the multiple arrangements to purchase, lease, license, co-own, and franchise with local companies, producing a myriad of new “quality” brands addressing each market segment (youth, adults, women, professional, working class, and the ones worried about health), and promoted in the remarkable fashion we now see in Asia, Latin America, Africa, Eastern and Central Europe.  The several US and British tobacco companies now controls the majority of world cigarette sales.


There is a problem when it comes to China, however. And the problem, for the industry  is global as well.   The problem is environmental tobacco smoke (ETS).  A once-secret document has come to light, minutes from an urgent industry meeting in Australia called “Project Down Under” in June of 1987.
  The subject was ETS.  John Rupp of the law firm Covington & Burling put it tersely, “Where we are. In deep shit.”  The public’s perception is increasingly that ETS is bad for health.  “PERCEPTION IS EVERYTHING. IT DRIVES PUBLIC POLICY,” the minutes shout.  Where the industry’s public relations and legal argument is that [tobacco] “is an adult product with known health risks,” 
 and those smoking merely choose to do so, any implication that ETS can cause illness or death in innocent non-smokers can seriously damage the industry, both in courts of law and national legislatures, as well as in public’s eye, all over the world.


The industry follows the ETS scientific literature quite closely, summarizing every article as it appears.  One annual summary is titled Asian Lung Cancer Studies.  The 1991 edition examined twenty studies, of which seventeen looked at lung cancer in non-smoking women who were exposed to ETS and other pollutants. Eleven of the seventeen showed definite evidence that ETS was a contributing factor!


“HOW TO ALTER PUBLIC PERCEPTION THAT ETS IS DAMAGING?” Project Down Under asked.  Clearly by attacking the positive studies and trumpeting the negative ones.  One must not believe that the tobacco industry is willing to be scientifically objective in this matter.  The performance evaluation of  Frank G. Colby, Director of Scientific Issues for R.J. Reynolds, lists as the number one area of accountability, “Efficiently provide the technical expertise necessary for the Company to combat anti-tobacco claims.” 
  To assist such company scientists combat anti-tobacco claims, the industry regularly seeks to recruit legitimate scientists from prestigious universities as consultants, particularly those whose studies seem to favor the industry’s position.  In Asia’s case, “We could use some Europeans (perhaps for the sake of appearance with some Asian collaboration) to do first-rate work.”
  Industry documents name specific Chinese scientists the industry intends to recruit to support tobacco.


In trying to change public perception with respect to ETS the industry keeps the spotlight on one study only, that by Wu-Williams and others, 
 which alone of all the studies showed, oddly enough,  a lower rate of lung cancer in non-smoking women exposed to ETS in Shenyang and Harbin cities.  That one study has even led some industry spokespersons to suggest that maybe ETS is good for you!

What the industry fails to say publicly (although it is plainly written in their summary of the paper) is that the Wu-Williams study (among several others examining the matter) showed cigarette smoking to be the main causal factor of lung cancer in women.  The industry wants, instead  to keep the debate focussed narrowly on lung cancer in non-smoking women (never mind other demonstrated bad effects of ETS on infants and children). 


Here is the issue for China and other nations where the multinational tobacco industry wants to expand the market for its cigarettes among women, adolescents and men:  Millions of new cases of lung and other cancers, heart and respiratory disease will cause far more deaths than any flood or earthquake.  How is a responsible nation to respond to this threat?
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