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With expiration of the Sugar Act on Decem-
ber 31, 1374, the U.S. is not commitied to
either free trade in sugar or protection of ity
sugar industry, There are compeliing reasons,
therefors, for considering the reed for 2 more
precis2 policy, either through nzw iegisiation
or development of a new sugar program.

This is an opportune time to consider the
range of sugar policy and program siterna
tives. The challenge for those designing new
poiicy is to strike a balance among U.S. indus-
try, U.S. consumars, and foreign interests. In
view of this, the Congress may wish to ds-
velop national goals for the sugar trade,

BY THE COMPTROLLER GENERAL
OF THE UNITED STATES

: Y ) a7
1D-75-80 JULY 10,18 /¢

Zuzsoof09697%




B R A vesma s e e ome

COMPTROLLER GENERAL OF THE UNIVED STATES
WASHINGTON, D.C. 20548

B-114824
N e i sTala AN Y VIR AR T
E._._‘-‘:.)“E‘ 1ot .J;JEYHE?\;T A‘jhi?-.!ﬂi)i—s_
. To the President of the Senate and the
- Speaker of the House of Representatives

-This is our report on the need to define national suag:
goals.

Jur review was made pursuant to the 3udget and Accoun:
. Act, 1921 (31 U.8.C. 53), and the Accounting and Auditing .
of 1950 (31 U.5.C. 67).

we are sending copies of tnis report to the Director,

Office of Management and Budget; the Executive Director,
Council on Internaticnal Economic Policy; and the Secretar:

of Agriculture and State.
T .

Comptroller General
>f the United States
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COMPTROLLER GENERAL'S AEVIEW OF U.S5. IMPORT
REPOKR® TO THE CONGRESS RESTRICTIONS: NEED TO
DEFINE VATIONAL SUGAR GOALS
‘Council on Intzarnational
Econcnic Policy
Departm=2nt of Agr:.culture .
Departm nt of State )

>JIGEST

With expiration of the Sigar Ac. on

December 31, 13974, the U.S. 1s no. committed
to either free trade in sugar or prouection
of its sugar industry.

There are compelling reasons, *hcrefore, for
considering the need for a more precise
policy, either through new legislation or
development of a new sugar program.

The challenge for those designing a new
policy is to strike a balance among U.S.
industry, U.S. consumers, and foreign
interests. The more important considera-
tions are that:

-~-The sugar industry is important to the
U.S. economy because of the need to
have sugar available and becausa of
employment opportunities it provides.

--The U. S. will probably not be self-
sufficient in sugar because of the
relatively high cost of some segments
of the domestic industry. However, the
advent of highly competitive substitute
sweeteners may eventually lead to a
greater self-reliance.

--The U. S. is the world's largest sugar
importer--its sugar imports totaled about
$3 pbillion in 1974-~and 1ts puying power
could be influential in achieving foreign
economic and political objectives.

--U.8. consumers probably do not wishk to
maintain an industry that costs th:m
millions of dollars during years of

ear_Shegt. Upon removal, the report
v
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er date shouid be noted hereon.
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surplus but cranot insulate them from
severe price increases when world shortc-
ages occur.

~~The domestic sugar industry, which em-
ployed about 150,000 people and produced
a crop valued at over'$3 billion in 1974,
may be significantly affected by actions
which do not protect domestic production.

This is an opportune time to consider the
range of sugar policy and program alter-
natives. Executive branch nfficials per-
ceive sugar policy as a congressional pre-
rogative and thus are reluctant to take the
initiative in policy formulation or program
planning.

In view of this, the Congress may wish to
develop national goals for sugar trade and,

if so, should ask the Council on Interna-
tional Economic Policy to coordinate with ©l¢
the Departments of Agriculture and State 2.
and other agencies in recommending pelicy
positions to advise the Congress on:.

--Whether the U.S. wants to - otect its
domestic sugar industry, and, if so,
to what extent.

--Specific goals of G.S. import policy;
i.e., free trade, development assist-
ance, or assurzaace of ample supplies.

--The U.S. stance or international commodity
agreements on sugar.

--Whether the most efficient domestic sugar-
producing areas and low-cost substitute
sweetener manufactures should be encour-
aged to expand production.

--How the Government, under provisions of
the Trade Act of 1974, can minimize the
economic and social displacement of sugar
producers, processors, and workers if more
liberal trade policies are adopted.



BEST DOCUMENT AVAILABLE

During 1235-73 the sugar program's prctec-
tive tariffs, guaranteed minimum prices,
subsidy payments, nroduction allotments,

and import quotas effectively maintained a
domestic suga - industry. U.S. sugar pro-
duction {raw value) increased frcm approxi-
mately 3.4 million tons to 6.2 millior tonms,
which allowed the U.S., to remain at about
55-percent self-sufficiency in sugar
throughout most of these 33 years.

In 1974 the sugar program failed to insu-~
late the U.S. market from high world prices
caused by shortages. The price for raw
sugar in the U.S. jumped from about

12.6 cents a pound in January 1974 to a
record high of 64.5 cents on November 20,
1974.

GAO estimates the sugar program cost Amer-
ican consumers about $5.2 billion from 1963
through 1974. Consumer prices were in-
creased hy tariffs, excise taxes, and pre-
mivms on inported sugar.

If market forecasts are accurate, lack of a
protective »rogram offers no immediate
threat to tte domestic sugar industry be-
cause world sugar supplies ‘are expected to
be tight through 1980. However, if the
world market softens and prices drop as they
began to in mid-1975, domestic producers
will have to compete with less costly for-
eign sugar.

" Once U.S. national goals have been clearly

Tear Sheet

defined, a number of options are available
for achieving them. Among the most promi-
nent options that the Government, industry,
and private sources have considered are:

--a guota system, involving domestic and
foreign supply allotments;

-—-a target or sugporit price system, with no
guantitative restrictions;

-~-tariff protaction, either fixed or vari-
aole;

iit
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--international commodity agreements; and

-~free trade.

iv
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CHAPTER 1

INTROGUCTION

On December 21, 1974, the Sugar Act expired, endine
40 years of Government regulation of the U.S. sugar industry
at a time of world sugar shortages and-rising prices in hoth
J.8. and world markets. Quotas estanlished for forcign sup-
i'liers and domestic producers, intended to protect the wel-
fare of the U.S. sugar industry and to provide consumers
with ample supplies of sugar at reasonable prices, terainated
with the act.

In order to prevent a threefold increase of the Zuty on
imported sugar, the President announced on November 13. .974,
a global quota of 7 million tons feor 1975, While g~ch 211y
extending the authority to protect the domes*ic zLjac 1.-
dustry via quotas, the new Government progr-.: oifesrei -o
cleur guidance on the ultimate direction of v.5. Z1gar
policy. The inherent problems of the 0ld siger piugrai, how
to guarantee adequate supplies to consumers, 2t reascnaosle
prices, and protect the high-cost domestic :industry, remain
to be addressed. .

In addi:zion, entirely new guestions relating to U.S.
sugar polic ' have appeared. For example, nsow will “re linited
States secuie supplies during periods ¢ world sho.taje?

How will ircreases in enerqy costs spur.=! on oy infiation
affect segments of the domestic industr, whicn are already
inefficient and costly? What will be Lhe impact of hicvhly
competitive substitute sweetesers on U.S. zcrsumption habits?

U.S5. policy since 1894 has been "“to rreserve within the
United States the ability to produce a sub:tantial portion of
our sugar requirements." Sugar policy was predicated on the
belief thet it was "unlikely any significant grantity of
sugar would be grown in the United States if Anerican pro-
ducers had to ccmpete on the open world market with sugar
produced with cheap tropical lapor or under subsidy in other
countries." To achieve its objective, the United States has
used a number of protectionist devices, including tariffs

and quotas,.

Before 1934, U.S. suga:s ploducers were protected solzly
tnhrough a tar:ff on foreign imports. Desplte a worldwide
depressicn in the early 1930s end extremely low world sugar
prices, the tariff raised prices to a level which afforded
some protection to certain segments of the U.S. sugar in-
dustry. In fact, some areac, such as Hawaii, Puertos Rico,
the Philippines, and the sugarbeet industry began to expand
production, which further exacerbated the depressed market
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conditions. The maior U.S. supplier, Cuba, suffered great.
hardsnhip from the high tariff and low prices. As a result,
the United Staces International Trade Commission (formerly
U.S. Tariff Commission) recommended a new protection progras
involving a quota system. This and othker proposals were
considered by the President, and in early 1934 he requested:-
legislative action by the Congress.

The Jones-Costigan Act of 1934 established a quota sys=
tem for domestic aad foreign sugar producers. Its broad
purposz was to provide U.S. consumers with an ample supply
of sugar at prices which would maintain the domestic indus—-
try, be fair and reasunanle to conguamers, andé promote U.S.
export trade.

The Concress tas made many periondic reviews and changes
in sugar legislation since 1934. Howeve.. succeeding laws—-
the Sugar Acts of 1937 and 1948--maintained the three basics
objectives of the Jones-Costigan Act.

SUGAR ACT OF 1948

The U.S. Sugar Act of 1948, as amended in 1971, author-
ized the Secretary of Aqriculture to implement a U.3. sugar-
orogram. The Sugar Division J3f the Agricultural Stabiliza--
tion and Conservati.on Service (ASCS), Depa.tmcnt of Agricul-
ture, was created to do Lu:rs. In 1974, the 53ugar Giwvision
had 33 staff emplove:s responsiple for nmonitoring ard admin-
istering the sugar prograxm, and its fiscal year budget
totaled about $2.5 million.

The major provisions of the drfunct sugar program are
described below.

Set sugar reguiremants

The Secretary of Agriculture annually determined the
guantity of sugar needed to meet consumption requirements.
To dr this, he corsidered what supoly adjustments had to be
mage tO maintain sugar prices at a levsl orescrined through
a complicated pricing formula stated in the act. The price
formula, called the price objective, estanlished a price
for raw sugar adjusted to changes 1in the parity and wholesa:
pricz indices and was intended to give the domestic sugar
industry adeguate price protection and to insure that prices
were not excessive to.consumers.

t2
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Estapnlish sugar quotas

After the 3acretary dsteriined over:zl. J.S, sugar
requirements, the guantitv was allz2catco tniough guotas to
domestic and to many forelignm zuuclicrs. 1.~ oact sseocified
~ne fixad pasic quota for eag¢n Jos:Ziic ar=sa, the Philio-
pines, and Ireland and divided the 5zs:iz Zaota for owner
foroiin zupoliers on-a percentage 23..:2. =."%c guotas were
sajusted when necessary under 2ei:c.it sust.. .ovisicns of
th? act.

Provizz markecing allotments

To vromote orderly markzsting, tnz act autnorized the
Szcretary of Mgriculture to allot marxeting guotas ameong
donestic sugar srocessors. This provided a control against

overproduction in certaln ereas ol to: c.untry. Processor
allocations wzre nas2a or hisctorical markst pelormnance,
apility to marlket, na "farw prooortionate chares" of Jomestic
proaucing areas. Since 1270, onl th@ m;iﬁland cane sugar
induscry has oeen rrstcictec oy markatipg Lllotments., Off-
snore cane ¢:occssqxs (dawall arZ Puzrco Rico) ‘and sugarbeet
processors have beer free to muardet wazatever tney wanteli.

:TSQIG" farm ""f”""Oi""'O"lat"‘ rharecz

within comestic producing arsas, the Sec-etary astan-
li<ched propcrtionatﬁ ohar:’C for irdividual tarrts. Propor-
ticnate shares were assigneus 1f tne Secrebtzry actertines thacs..
an unorderly rmarxeting condition was likely o aoccur due to
surpluses in nrcduztilen.  Snares were zllocatae according o
vast production histery, current aoility to oroduce, and
2ntry intc tres market oy nsw so33r oretacars. estraictions
were based on acreage, tons of Se2ts or cane croduced, or
tons of raw sugar oroduced. Excest for mainlanag cénes areas,
proworcicnate snares have not oeon estenlizned 1ln any domestic
sugar o>roegucing area sinc2 1977,
Agsu fair givision of sugar r=aturrs

The act provided for enuitaslie division of the suzar
dollar amona beet and cane sroducars, tarm workers, and
processors. To insure equityv, the act authorized conditionai
vayients to nroducers on a gracuatced scalzs, hbased on total
sugar oroducticn, aymant" were contingent agoon producer
compliance witn the obirctives of tht act, specifically thne
proportionats saara, tarm w232, and cnild lacor provisions.
Tne act also authorized the 3a2cretary 0f agriculhure to maks
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periodic reviews to insure that returns were being equitac
divided. Under the sugar program, producers and processor
of raw cane sugar and beet sugar generallv divided the

proceeds from sugar sales on about a 60-40 percent basis..

To offset Government conditional payments, the Interm
Revenue Code imposed a tax on all domestic or foreign suga:
sold within the United States.

Prohibit imports of refined sugar

The act placed a virtual ban on the import ot refined
sugar.

SOQURCES OF SUPPLY

There is no diffcronce 1n the refined sugar produced..
from cane or beets, but production and distribution methoc:
differ considerably. Sugarbeets are annual cross, grown
in temperate climates, and usually converted intoc refined
sugar in a single process near the growing areas. Sugarcar
is a perennial grass which thrives in warm, molst climate=
It is generally processed into a rav form in the growing
areas and then transported to refineries near the eventual.
markets. Because raw cane sugar is easily stored and tren:
ported, international sugar trade is largely in raw cane
sugar.

In the 1930s about 56 vercent of the sugar guotas wers
distributed tc mainland areas, dawall, Puerto Rico, ang ~n<
Virgin Islands. Cupa received 29 percent; the Philiovinec:
15 percent; and other foreign suppliers, less than 1 percer
Although since 1962 the United States has relied on sugar
imports from over 30 foreign suppliers, mostly from the
Western Hemisphere, the ratio between foresign imports and-
domestic sugar production nas remained at about 45 to 55 t:
cent.

U.&. sources

Cane sugar, from both domestic and foreign sources, i:
used for about 70 percent of U.S. reqguirements. Domnestic
cane sugar 1is produced in Florida, Louisiana, Texas, Hawai:

and Puerto kico. .

All peet sugar consurmad in the United States is of don
estic origin and is produced in 17 States, mostly in the
west, with California, Idaho, and Colorado being the larges
producers.
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CONTINENTAL ). $. SUGAR PRODUCING STATES

v, SUGAR CANE FPRODUCTION
(Excludes Hawan and Puerto Rico)

SUGAR BEET BRODUCTION

Foreign sources

Sugar 1is produced in more than 1006 countries and pro-
duction and distribution controls mostly are expressions
of national policy. Each country has its own reasons for
developing deomestic sugar industries, ranging from more
efficient use of available farmlands to preventing ontflow
of foreign exchange. In most countries, however, the over--
riding reason for maintaining domestic sugar beses is to
provide constant, reliable internal supplies of sugar.

World concern over adequate sugar supplies is so great.
that some type of special preferential arrangements affect
nearly all sug~r traded. According to one Government study.
only 28 perce-.t of total world sugar production (80 millicn:



T e man - petm o 4 e

el oy i

S SV Y o W AT T W o T T

metric tons) entered world trade during the 1973-74 criop yea
{(see below). Of this amount, almost half, or appreoximately
10 million metric tons, was exchanged under preferential

arrangements, such as the United Statcs Sugar Act, the Units
Kingdom-Commonwealth Sugar Agreement, and Cuban-Soviet Union
trade agreements. These agreements usrally involved trading
of designated quantities of sugar at preferential prices.

The residual amount, about 12 million tons, is traded o
the world free market, which is frequently described as a
"dumping ground" for sugar left over after preferential
arrangements are filled. As a result, the world price of
sugar has historically been below the U.5. domestic price
of sugar because it reflected a distressed price of sugar
during periods of world surelus.

The United States is the largest importer of raw sugar;
accounting for more than 25 percent of the amount traded in.
the world. 1In 1974, U.S. sugar imports were valued at ovsr-
$* billion.

U.S. SUGAR PRODYUCTION ARD IMPORTS
IN RELATIOR TO ¥ORLD TRADE (NOTE A)

OTHER
PREFERENTIAL
ARRANGEMENT

T ULS. IMPORTS TOTAL U.S.
CONSUMED IN . 5.4 MIL f PRODUCTION
COUNTRY OF - N AND
PRODUCTION IMPORTS
NS4 MiL. g {10.8 MIL,
52.6 MIL, ) 13.5%
U. S.
PRODUCTION
[T7 CONSUMED IN COUNTRY OF PRODUCTION 58.0 MIL. 72%
WORLD TRADE 22.06 MiL. 28%

30.0 MIL. 100%
NOTE A. STATED IN MILLION METRIC TONS, RAW VALUE, {JULY 1973 - JUNE 1374)
SOURCE™ CQUNCIL ON WAGE AND PRICE STABILITY

Appendir I shows the sources of sugar consumed in the
United States during 1973 and 1974.
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CHAPTER _

POLICY CONSIDERATIONS

For 40 years sugar legislation protected the industry
under a detailed and complex program. The legislation was
periodically reviewed and renewed by the Congress under
the guidance of the House Agriculture Committee and Senate
Finance Committee.

Whether it was intended or not. the vote to kill the
House Sugar Bill on June 5, 1974, meant the end of definitiw:
U.S. sugar policy and of the highly criticized program that—:
benefited boti domestic and foreign sugar industries.

The United States has relied on imported raw sugar to
meet consumption needs. To maintain a domestic sugar indus—
try and regulate supolies, foreign and domestic quotas were .
established. The supply management system was based on the
assumptions that (1) U.S. producers could not compete with
lower cost foreign producers, and, therefore, would be
forced out of business unless protected, (2) supplies or
sugar would be readily availanle on the world market, and
(3) U.S5. consumers would pay a higher price for sugar to
urotect the generally high-cost industry.

These assumptions provided the base upon which succeed--
ing Sugar Acts built complex modifications, including Govern:
ment payments, excise taxes, special labor provisions,
various price objectives, and produc:ion controls. They alss
provided the competitive atmosphere Detween specialized in-
terest groups, both foreign and domestic, for a share in
the U.5. sugar market.

As long as economic conditions continued to support the-
above assumptions, the Sugar Act was successful in assurinz
the U.5. market of adequate supplies of sugar and in proteczcs
ing the welfare of the domestic industry. U0.5. consumers
ordinarily paid for these benefits in the form of higher
sugar prices while foreign and domestic suppliers benefited -
from these higher prices.

Beginning in the 1970s, changing economic conditions,
involving the energy c¢risis, inflation, and global commodity-
shortages, struck at the basic foundation of the program.
The underlying assumption of the supply management system———
world surplus of sugar--was challenged, as world consumption:
outstripped production in 4 of the past 5 years. The resulr:
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was the dramatic increase in sugar ‘rices and deterioratioc:
of the effectiveness of the U.S. Sugar Act pbecause it was.
unable to insulate the U.S. market from rising world sugar
prices caused by shortage,

The 1974 House Agriculture Committee hearings on sugar
were marked by a multiplicity of special interest groups,
each attempting to influence new sugar legislation. Gearec
to the assumed continuation of the Sugar Act's gquota systes
these groups presented proposals to modify the already com
plex sugar program to suit their own needs. Despite the
general consensus that extension of a sugar program was
needed, the divergence 2f interests between domestic indus:
try, foreign supplier, consumer, and executive agency groug
combined with the dramatic sugar price increasses, appeared.
to have influenced the Congress' final decision not to exte

& the Sugar Act.

DIVERGENT INTERESTS

U.S. sugar industry representatives presented severcl.
- program modification proposals. Many cane refiners and

large industrial sugar users favored a more flexiole sugar
program with greater dependency on the market and less Gove
ment control. Sugarcane and sugarbeet producers and proces
sors proposed modifications i.. the price objective and a
long term (5-year) extension of the Sugar Act. The result:
was a diluted industry position on a new sugar program.

Foreign suppliers were represented by loboyists who
pressed for increases in import quotas. Each major foreigr
supplier assured the House Comnittee that 1974 quotas woul:c
be filled despite the higher sugar oprices on the world
market. Most foreign quota countriles emohasized the import
ance of the Sugar Act to their foreign relations with the
United States.

Consumer representatives argued that elements of the
sugar program, such as Government payments and the excise
tax, were costly and placed a greater burden on U.S. con-
sumers and taxpayers than was necessary. A study by a
University of Chicago economist, U. Gale Jonnson, entitled.
"The Sugar Program: Large Costs and Small benefits" de-
tailed the high coct to consumers and taxpeyers and was
referred to often by consumer proponents.

Althin the exec.tive pranch, the apparent conflict of
views between Agriculture and other executive agencies
further influenced the final vote on extending the act.



Late in 1973 Aqriculture officials made speeches reflecting
their beliefs that a new sugar program was warranted.
Agriculture favored replacing the quota grogram with open
market trading under which prices would pe determined accord-
ing tec supply and demand. Sugar producers would be protected-.
by an established target price, 'and, if the market price
fell below the target price, they would receive deficiency
payments from the Government.

Agriculture's program option was presented, along with
other coptions, to an interagency sugar study group, the
Council on International Economic Policy (CIEP), headed by
the White House. The Council met to review U.S. sugar policy -
and to present policy options to the President which would
allow him to choose among several alternatives and to estab- -~
lish an Administration position on sugar legislation. The
President decided not to present any proposals to the Con-
gress, in essence adopting a passive position of allowing
the Congress to formulate new sugar policy.

The House of Representatives responded to these ecconomic -
and political considera*ions by voting down a proposed exten---
sion of the Sugar Act, and, on December 31, 1974, the program:
ended. ‘

FUTURE POLICY

Without clear policy objectives, it is dubious that an
effective U.S. sugar program can be developed. Primary im-
portance, therefore, would have to be placed on developing
clearly defined goals and objectives before any program can
be considered. 1In this context, several facters need to be
considered. These fall within two broad categories, inter-
national factors and domestic factors.

International factors

For the past several years, world sugar consumption has
exceeded production because of increasing population, in-
creasing consumption in developing countries, and crop fail-
ures in major producing areas. The emergence of the Soviet
Union as a buyer of free 4orld sugar further exacerbated
the tight supply situation. The following chart compares
world sugar production and consumption from crop years
1967-74.
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WORLD PRODUCTION AND CONSUMPTION
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CROP YEAR 'MAY 1 - APR'L3G,

1947
Source: Prepo-ed by GAO irom data obtained from U S Nesoriment cf Agriculture Foreign Agricuttuem' Service

Projections by tne Foreign Agricultural Service (FAS::
the U.N. Food and Agriculture Organization; sugar consult-
ant, F.0. Licht; and several inaustry sources rndicate
a tight world sugar supply-demand oalance to 1980. Durinz
this period, sugar prices are expected to rerain relativ=iy
high compared with pre-13974 levels. The Unit=d States,
therefore, will have to compete with other major importi-nt
countries for necessary sugar supplies. The U.S5. sujar
industry is expected to remain viaple desoite the ansencs
of a quota system, and U.S consumers will continue to
pay kigh prices for sugar until the tiaht supply situaticn
is retiileved.

A major factor affecting our apility to secure futurs.
sugar supplies at reasonaple prices 1s the availability
of information and data affecting the world marxet. Tan-
tamount to this concern is U.3. capapoility to forecast pro-
duction, consumption, and puyin3 practices of large sugar
consumer countries whicn could comoste on the world markect.
For example, the sudden emergence on the market in late
1971 of the Soviet Union has peen called a "watershed”

10
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in driving up sugar prices. Unles- the United States can
somehow obtain advance information on Soviet buying inten-
tions, overhavs within the framework of the 1373 United
States-Soviet Union Agricultural Agreement, it could be
subject to volatile periods of sugar surplus or snortage
and the resultant peaks and valleys in prices.-

Other factors to be considered include the:

~-Likelihood of sugar trade with Cuba should
the United States Government end the current
trade embargo.

~-~-Development and expansion plans of all sugar-
producing countries.

- ~-Use of U.5. countervailing duty and anti-
dumping laws to counteract unfair trading
B policies by foreign sugar producers.

Domestic factors

The United States will probably not be self-sufficient
in sugar due to the general noncompetitive position of
some of its industry vis-a-vis many foreign sugar producers..

Most segments of the U.S5. sugar irdustry are high-cost
producers of sugar. In the past few years production costs,
including fuel, fertilizer, and labor, have increased
rapidly. Although they have not increased at the same rate
as sugar prices, a long term price decline could seriously
threaten an unprotected U.S. sugar industry, particularly
the less efficient segments in Louisiana and some in Hawaii.
In addition, U.S. consumers would probably be unwilling to
pay the prices necessary to maintain ar entirely self-
sufficient U.S. sugar industry when cheaper foreign sources
are available.

Even with protection from imports, most of the sugarcans
industry cannot expand production because of physical land
limitations. Without price protection, the areas which could
expand, mostly sugarbeet, would be extremely rasluctant to
do so because of the high investment needed to puild a new
sugar mill {(estimated at $40-60 million) and the volatile
prices on the sugar market. During periods of low prices,
sugarbeet producers would probanlv shift Droductlon to other
Crops.
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impact of substitute sweetenerc

Supstitute sweeteners, such as corn syrup, dextrose, a.
certain synthetics, recently have enjoyed greater udse. Ths:
major impact of these products has been on the industrial
market, which uses the vast majority cof refined sugar, in
such products as beverages, ice cream, jams and jellies, an.
confectionary products. !

In 1967 subscituktes represented about 15 percent of th:
total sweetenerc used in the United States, but by 1973
their use had increased to 23 .=rcent. The dramatic in-
crease in suga: prices in 197. caused a tremendous demand
for cheaper substitute sweeteners. From October 1973 to
September 1974 sales of corn refining sweetener products
increased 14 percent over the previous 12 months.

The most popular industrial substitute for refined sua:
is high-fructose corn syrup, which has a relatively high
sweetening power (a limitation of former substitutes) and i-
easily incorporated into most products. The full poteatisi.
use of corn syrup has not yet been determined but trace
sources claim it may eventually replace 25 to 50 nercent of
the industrial use of sugar. any new synthetic sweetsners:
are also being developed but none nhave yet been used ‘o a
significant degree,

Currently, the use of sugar suostitutes may pe ilmliteaq.
because:

--Consumers are conditioned to the taste of sugar ang:
any conversion to substitutes will undoubtedly b2
gradual.

--Corn sweeteners are limited primarily to industrial.
use and, in most cases, cannot replace sugar on 2
one-for-~one basis. Many . industrial users are unwill-
ing to make expensive and risky changes 1in +their
products to offset high sugar prices which may repre-
sent only a short term situation.

~--Corn syrup is currently 1n short supply, as mnost cor:
refiners are unable to meet damand. Production cannc
increase substantially until new processing facilitzi:
are built which cost as much as new sugar facilities:
and suffer the same investment risk of price inctaoc:-
lity and the timelag from construction to producticn.

12
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Despite these limitations, the potential increased use
of sweetener substitutes appears great due to their consider-—-
able cost advantage compared with sugar. As illustrated
below, dextrose and corn syrup prices, always below those
of sugar during 1969-73, were considerably lower in 1974,

Sweetener Prices

{cents per pound)

Dextrose Corn syrup
Refined sugar New Vork New York

Year wholesale Northeast Dry basis Dry basis
1969 11.44 9.77 7.80
1976 11.97 10.20 8.46
1971 12.48 10.71 8.77
1972 ) 13.09 10.07 5.78
1973 14.07 10.79 8.53
1974 34.35 18.33 i3.21

13
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EFFECTIVENESS OF

PAST SUGAR PROGRAMS

Historically, U.S. sugar legislation was designed to
achieve three major goals:

1. Protect the domestic sugar industry.

2. Assure consumers of an ample supply of sugar at
reasonable prices.

3. Promote the export trade of the United States.

- The protective devices included in the Jones-Costigant:
het of 1934 effectively maintained the domestic sugar indus
try and, under the worldwide surplus conditions that existe
in most years since then, ample supolies of sugar were avai
able to consumers at or near a2 congitessionally defined reas
able price level. The extent to which U.S. export trade wa

-promoted through the act could not be effectively measured:

The sugar programs protected the domestic sugar indust
by tariffs, import quotas, and conditional payments to dome
tic producers which were effective in maintaining and expam
ing the industry. From 1935 through 1973, U.S. production
increased about 82 percont, from approximately 3.4 million
6.2 million raw tons, which allowed the United States to re
main at a relatively constaat S55-percent self-sufficient
ratio throughout most of these 339 years.

Domestic and import gquotas benefited U.S. sugarcane an
sugarbeet producers and processors by insulating U.S. sugar
prices from the surplus~depressed world prices. During the
past 25 years, for example, the world price fcr raw sugar
exceeded the U.S. price only in 1951, 1962, 1973, and 1974%.
By limiting the supply from foreign sources, U.S. producers
and processors were assured of reqgulated market pric»s at
presumably reasonable and profitaole levels.

Higher market prices als vresulted from the duty on im
ported raw sugar (0.625 cent & pound) which represented tns
difference in the U.S. market price and the price at whicn
imported sugar wculd have been available in the aobsence of
protective tariff and guota. Both producers and processors.
shared in the benefit of this higher market price, because-

14
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the amounts received from sal.s of raw sugar were divided
roughly on a 60-40 percent basis, respectively.

The Sugar Act gave U.S. producers additional benefits
in tue form of outright payments for specified amounts of
raw suyar (or equivalent) produced--0.8 cent a pound for
the firs: 350 tons and cecllnlwa thereafter to 0.3 cent a
pound in excess of 30,000 tons.

Benefit payments were contingent on producers meeting
certain conditions, involving (1) payment of a minimum wagye,
determined by the Secretary of Agriculture, to farm workers,
(2) adherence to child labor laws, and (3) compliance with
acreage restrictions (when in effect). Government payments
could be withheld for a viclation of any of these conditicens::

To finance the payments, the Internal Revenue Code im-
posed an excise tax of 9.53 cent a pound on all refined
sugar sold within the United States. Excise tax collections--
historically exceeded Government payments to Jdomestic
producers.

Reason for protection

The quota system authorized by the Sugar Act to protect:-
and maintain the domestic sugar industry from foreign sugar
imports was oredicated on the belief that the U.S. sugar in-
dustry could not compete with low-cost foreign oroducers
under free trade conditions.

The United States impoerts mostly raw cane sugar, SO w2
compared 1973 estimated production costs for 1 pound of
raw sugar of some major foreign suppliers with those of the
U.S. industry using information obtained from Government and -
industry sources in the Philippines, Brazil, the Dominican
Repuplic, Mexico, Australia, Thailand, and the United States..
The.e foreign exporting countries collectively accounted for
approximately 3.9 million tons, or 74 percent of total 1973
U.S. raw sugatr imports,.

Estimated Comparative Costs to Produce and Transport 1 Pound
of kaw Sugar to the Upnited States

goreigg (note a,; ggiggg_ggates
Australia 3.3 w0 4.9 cents Loulsiana 8.3 cents
Thailand 5.6 cents Florida 5.6 cents
Philipp:ines 7 tc 7.5 cents Hawaia 7 to 10 cents
Brazal 5.6 to 6.1 cents Sugar beet 6.8 cents
Dominican Republic 6.9 to 7.9 cents {raw sugar egqguivalent)
Mexico 6.4 to 7.4 cents

a/Includes average duty and transportation and handling costs,
except transportation and handling costs from Thailand which
wzre unavallable.
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roduction ccsts probably have increased significantly
since 1973 because of high rates of world inflation; however,
we were unable to obtain more recent comparative cost data.
Officials of thea Departments of Agriculture and State believe-
that the major foreign suppliers still enjoy a comparative
cost advantage over the less efficient U.S. production areas..

Despite the prctection provided the U.S. industry by
the Sugar Act, not all segments benefited to the same ex-
tent. A large portion of the industry probably would have
failed during periods of world surplus without the protec-
tion provided by the Sugar Act because foreigrn sugar would
have entered the U.S. market in direct competition with the
high-cost producers in Louisiana, Puerto Rico, and even Hewaiu

The sugar industry has three basic components (1) sugar—
care producers and processors, {2} ~ane sugar refiners, and
{3) sugarbeet producers and proce _ s, Discussions of the
effects of the sugar program on ez.' component follow.

Sugarcane producers and processors

Sugarcane is grown in five major domestic locations,
Louisiana, Florida, Texas, Hawalii, and Puerto Rico. Despite-.
the decline in total number of farms, mills, and farm workers:-
since 1935, acreage and production has increased. 1In 1973,
the cane industry produced about 2.8 million tons, about
24 percent of total U.S. consumption.

Differences in the level of efficiency in each domestic._.
growing area have seriously affected production and growth
patte-ns. Except in Texas, which began production in 1973,
raw cane sugar production has increased only in Florida dur-
ing the past several years. Production in Louisiana has bees:
erratic during the same period, declined sharplv in Puerto
Rico, and remained stable in Hawaii. (See Table 1.)

Table 1

Production in Raw Tons

Crop

year Florida Louisiana Hawaii Puerto Ricc
1929 532,000 539,000 1,182,000 483,000
1970 649,000 603,000 1,162,000 460,000
1971 634,000 570,000 1,230,000 32,000
1972 958,000 658,000 1,119,000 298,000
1973 818,000 556,000 1,129,000 275,000
1974 793,000 594,000 1,040,000 280,000

Source: Agriculture, ASCS "Sugar Statistics”
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Despite the prices guaranteed Dy the Sugar Act, the
industry in Puerto Rico has suffered continued losses over
the pa-t several years and in Louisiana it has recei.ed
minimal returns on net investment. Louisiana and Puerto Rica:
include small independent 3jrowers and processors whose facil?.
ties are antiquated and inefficient. For example, of 37 pro:
essing mills operating 1in Louisiana during 1974, only 1 was
built since 1950. Without Government payments, Louisiana
cane producers would have suffered losses in 5 of the past
10 years.

In contrast, the most etficient areas, Florida and
Hawaii, have large production and nrocessing facilities.
Florida has relatively new and modern facilities, while most -
Hawaiian producers and processors combine their operations
in a large cooperative.

Florida producers and processors averaged about 30 and
15 percent return respectivaly on their net investmern s as
shown in Table 2.

Taple 2

Net Profits (Losses) as a Percentaae of
Net viorth {After Taxes}

Hawaii.

Crop Florida Louisiana Puerto kico  Combinsc
year Prod. Proc. Prod. Proc. Proa. Proc. (note z:
1964 2.8 11.6 {b) (b) (5.3) 8.0 9.3
1965 6.8 11.8 (4.7} (l.6) {(7.4) (l.6) 13.8
1966 21.9 19.1 1.y 3.2 (10.4) (1.5) 14.4
1967 34.8 10.C i6.7 y.6 (9.5) 1.8 7.4
1968 9.6 4.4 (o) (b} (21.4) (7.4) 8.1
1969 10.0 4.5 2.0 3.7 (14.7) (21.1) 4.4
1970 24.2 3.5 7.6 2.3 (17.4) (32.1) ib}
1371 24.1 10.1 3.9 (0.1) (13.4) (77.0} (D}
1972 .

(note c) 40.1 15.8 17.2 4.7 129.0) (89.7) (b)
1973

{nocte c) 132.1 55.1 37.8 14.7 (21.4) (71.0) {b)

a/Flantations only.
b/Nct availabla.
c/ Estimated.

Source: Data provided by Agriculture, ASCS.
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Althougn all domestic cane arecas were expected to maks
windfall profits for 1974, the pctential for expansion is
iimited in all areas. Florida and Hawail lack suitable laxn:
Puertc Rico and Louisiana suffer from a wide range of proo—
lems, including lack of labor, fuel, and investment capita:
Table 3 shows projected production levels.
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Table 3

§

. Projected Cane Sugar Production
. {raw tons:;

Optimum
Area 1974 capacity (1980)
Florida 741,000 1,000,000
- Hawail 1,040,000 1,200,000
Louisiana 586,000 600,000
Texas 62,000 100,000
Puerto Rico 29,000 300,000
Total 2,719,000 3,200,000

Cane sugar refiners

In 1973 the cane refining industry, excluding Puerto
Rico, included about 24 refineries operated by 15 companis
Refiners purchase domestic and foreign raw sugar, refine i
and sell it to industrial users and wholesale distributors._
In 1973 cane sugar amounted to 70 percent of total U.S. com=
sumption, 24 percent from domestic production, and the ress=
from imports.

-

The refining industry is highly integrated and centrai-
ized. Five companies accounted for more than two-thirds o= .
all raw cane sugar marketed in the United States in 1973.

As a result of this great concentration, the cane refining -
industry establishes the sugar wholesale prica for virtugiis
the entire cugar industry, including sugar beets.

The Sugar Act protected the refining industry by assur=
ing a storle supply of raw sugar and a market for refined
sugar. ‘.13 was accomplished by the historically attractz—s
high-priced U.S. market and the virtual restriction on im-
ports of refined sugar. In addition, the inelasticity of
th~ 77.S. sugar market allowed refiners to pass on the excisc
= . tax (0.53 cent a pound) to consumers because of the ceptivs
%% U.S. market.

18
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Sugarbeet industry

The number. of sugarbeet rarms, mills, and farm workers
has declined since 1935 but with corresponding increases in
acreage and production. In 1973 the sugarbeet industry. con-—
sisted of approximately 12,500 producers and 52 beet-~
processing facilities operated by 11 companies. Beet sugar
accounted for 30 percent of total U.5. consumption.

sugar beets are sold directly to beet processors, where
refined sugar is produced--a one-step process. Beet pro-
ducers share in the return on sugar sold by the processor,
based on the final sale price according to contracts drawn
up at the start of the harvesting season. Producers have
historically received about 60-65 percent of net returns
on sugar sales.

Sugar beets are generally one of many crops planted by
farmers. Even with the price guarantee set forth in the
Sugar Act, sugar beets have at times been less profitable
than other crops, thus acreage devoted to them fluctuates.

Sugar beet producers and processors generally have been
competitive with the sugarcane industry; producers receiving-
fairly hich returns on income as a percentage of net worth
{excluding taxes). Processors have averaged about 6 to
7 percent return on net investment after taxes for the past
several years. (See Table 4)

Table 4

Profit as a Percentage of Investment (note a}

Crop Beet processors--net
year profit to net worth
1964 10.27

1965 (b)

1966 8.46

1967 4.93

1968 7.58

1969 (b)

1370 5.19

1971 6.55

1972 6.99

1973 (D)

asComparable data unavailable for sugarbeet producers.
b/¥ot available.
Source: Data supplied by Agriculture,ASCS.
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Because the pricing structure in the sugarbeet industzrs
relates to the price for raw cane sugar in New York, beet
producers and processors, as well as domestic cane producer:s
and processors, made windfall profits in 1974. Sugarbeet
industry representatives claim that, had the price mechanizs
in the Sugar Act maintained U.S. prices at the price objec—
tive of 12-13 cents a pound, a large segment of the sugar- --
beet producers would have planted other, more profitable,
crops for 1975. This would have caused severe dislocaticn -
in the beet processing industry, vr..n relies solely on
domestically prcduced sugar beets

ASSURE CONSUMERS AMPLE SUPPLY
AT REASONABLE PRICE

The United States had no difficulty in obtaining ade-—
guate supplies because sugar was in surplus during most of—
the act's 40-year existence. The historically aigher U.S...
price gave foreign suppliers a greater income tenefit, so
they filled their quotas whenever possible. Even during tks
infrequent periods of more favorable world prices, U.S. iz~
port quotas were filled as foreign suppliers opted for the
long term market assurance and price in the United States..
However, import quotas were not filled in 1974.

Beginning in 1948, the Congress intended that guotss
established under the act result in prices "* * * to protec:
the welfare of consumers and of those engaged in the domesz:
sugar industry." A formula for determining a guide price ::=
price objective for raw sugar was estaplished in 1362. Th=z:
legislation reguired the Secretary of Agriculture to reguizr
domestic and foreign supplies in order to attain the pre- -
determined price objective.

In developing formulas for computing the price objec-
tive, the Congress used various indices to adjust the guicls:
price up or down from a selected base periocd. For exampis._

. the 1971 Act provided that:

“The price objective ... is a price for raw sugar
which would maintain the same ratio between such
price and the average of the parity index
(1967=100) 1/ and the wholesale price index
(1967=100) 2/ as the ratio that existed between

1/Index of prices paid by farmers for commodities and serv--
ices, including interest, taxes, and farm wage rates, as..
published monthly by the Department of Agriculture.

2/Index of wholesale prices determined monthly by the De-
partment of Labor. :

20
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(1) the simple average of the monthly price
objective calculated for the period September 1,
1970, through August 31, 1971, under this section
as in effect immediately prior to the date of en-
actment of the Sugar Act Amendments of 1971, and
{2} the simple average of such two indices for the
same period."

The Congress intended that sugar prices should increass=
or decrease in a constant ratio with changes in farming
costs and wholesale prices. Statistics showing the applica=
tion of the formula and how Agricul:ure monitored price per—
formance are shown in table 5.

Table 5

Determination of price objective far raw sugar specified n Sec, 20 d 202 of the Sugar Act of 1948,
as amended Octaber 1971.
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Source: Department of Agriculture "Sugar Reports"
The following graph shows that until 1974 the price of-

U.S. raw sugar seldom fluctuated more than 5- percent above
or below the price objective.
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Producer-consumer trade off

Opinions on the reasonableness of sugar prices vary,
dopending on producer or consumer interests. Those sympa~
thetic to producer interests point out that the price pro-
visions of the Sugar Act were necessary to maintain certzai:
relatively inefficient elements of the U.S. sugar industry
The act accomplished this by guaranteeing that sugar prics:
at the farm level would increase at about the same rate sz
increases in farming costs and wholesale prices.

{n

- For U.S. consumers, however, the U.5. marKket price
higher than the world price during periods of surplus.
1964 through 1374 the U.S. price for raw sugar exceeded ¢
world price by an average of 2.18 cents a pound. The dif-
ference between the U.S. price and world price is calle? =:
guota premium (or discount). Although the world market oz
reflects a residual or "dumping" price, Dr. Johnson's stuzs
estimated that U.S. sugar quotas increased U.S. consumer
prices from about $500 million to $700 million annually cu:
those surplus years.

M
r1om
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Throughout 1974 the Sugar Act failed to insulate the
G.S. market from high world sugar prices caused by the
recent world shortages. The supply mechanism of the quota
system used to maintain U.S. prices at the stated price
objective became dysfunctional. To maintain domestic prices
at the stated price objective, Agriculture increased the
total U.S. sugar requirement from 11.8 to 12.5 million tons,
thereby encouraging greater imports. However, this action
probably had a psychologically bullish effect on the already
tight market supply and resulted in further price increases.
The price for raw sugar jumped from about 12.6 ceats a pound-
in January 1974 tc a record high of 64.5 cents a pound on
November 20, 1974.

PROMOTE U.S. EXPORT TRADE

The direct impact of U.S. sugar quotas on U.S. export
trade is impossible to determine. The Sugar Act c«ffered
foreign sugar suppliers an assured market at histnrically
high prices but did not require foreign sugar exporters to
purchase American goods with their sugar dollars. Agricul-
ture and State officials informed us that the United States
did not monitor how sugar quota countries spent their sugar
earnings. In the 1960s, for example, virtually all sugar
exported by the Philippines came to the United States under
a preferential tariff, vet the Philippines purchased equip~-
ment, mostly from Japan and the United Kingdom, to construect: -
new sugar mills during a major expansion program beginning
in 1969.

Only indirect indicators, such as the trend in U.S. ex— -
ports to sugar—guota countrieg, are available to measure the
Sugar Act's effectiveness in promoting the export trade of
the United States. One indirect indicator could be the in-
creased purchasing power gained by foreign gquota holders
compared with the increase in U.S. exports to those countrie=z:
The total value of sugar exported to the United States by
guota holders rose from about $450 million in 1964 to
$925 million in 1973, an increase of 106 percent. In 1964,
U.5. exports to sugar-guota countries amounted to about
$6.2 billion; by 1973, they amounted to $14 billion, a
126 percent increase. On the other nand, U.S. exports in-
creased at a faster rate to non-sugar-gquota countries during-
the same period.

Like their J.S. counterparcts, foreign buyers appear to
import products according to tne most favorable terms of
trade.
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CHAPTER 4

COST OF THE U.S. SUCAR PROGRAM

CONSUMER COST

During most of the Sugar Act's existence, U.S. consume:
paid higher prices for sugar than would have otherwise beem=
necessary. This situation was generally attributable to tix
(1) tariff on raw sugar imports, (2) excise tax on refined-—
sugar, and (3) guota premium. From 1964 through 1974 thne
U.S. market price exceeded the world price 9 of 11 years,
resulting in an estimated cost to U.S. consumers of apout
$5.2 billion. as follows:

Consumer cost:

(billions)
Tariff $1.485
Excis2 tax 1.190
Quota premium (estimated
at ones-half of differ-
ence between world
price and U.S. price) 2.559
Total $5.234

On the other hand, U.S. taxpayers received a net income
benefit because revenues collected from the import duty ang:
the excise tax exceeded the Government's payments to U.S.
sugar producers and Government administrative costs. This_
amounted to about $989 million, as follows: :

Taxpayer benefit:

{billions)
Tariff revenue $ .660
Excise tax 1.190
Subtotal 1.850 $1.850
Government cost
Payments to producers
(estimated) | .945
Administrative costs
{note a) .014
Subtotal $ .95% ~-.959
Total $ .989

|

a/Fiscal years 13%70-75 only.
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Thus, the U.S. consumer-taxpayer cost amounted to about
$4.2 billion during the 1964-74 period.

TARIFF

From 1964 to 1974, the tariff on all imported raw sugar
was 0.625 cent a pound, except for sugar imported from the
Philippines which received a tariff preference. The U.S.
Treasury received revenue from this tariff, but U.S. con-
sumers absorbed the tariff cost hecause the price for all
sugar sold in the United States was pased on the duty-paid
price for raw sugar in New York. Thus, the tariff was a
net cost to U.S. consumers,

EXCISE TAX AND GOVERNMENT PAYMENTS

The. Sugar Act included a tax of 0.53 cent a pound on ali_
refined sugar marketed in the United States. The tax was
created ostensibly to offset Government payments to U.S.
sugar producers. The taxes collected exceeded the subsidy
paid to producers and the Treasury received a net revenue
benefit. However, sugar wholesalers passed on the tax cost
in the form of higher market prices. U.S. consumers, there-
fore, paid for the tax-payment provisions of the Sugar Act
in the form of higher sugar prices.

In addition, the Government payments were conditional
on payment of fair wages to field workers by sugar producers
in accordance with Agriculture's fair wage determinations,
During 1974, the minimum wage ranged from $1,.90 to $2.45 an
hour, which compares to the minimum wage of $1.60 an hour
(effective May 1, 1974) for agricultural workers set by the
Fair Labor Standards Act. Although we could not guantify
the additional labor cost due to the Sugar Act, it appears
that the price to consumers increased because of the higher
wages paid to sugar workers.

In some cases excise tax payvments exceeded Government
payments. Due to the indusiry structure in some areas, such
as Hawail, the tax payments are shared by producers and proc-
essors. For example, the excise tax paid on Hawaiian sugar
in 1973 amounted to $11.3 million, compared with Government
payments of $9.5 million. The proceeds of raw sugar sales
are shared by most Hawai:an producers and processors as one
large cooperative.

QUOTA PREMIUM

From 1964 to 1974 the U.S. price for raw sugar averaged
2.18 cents per pound above the world price for raw sugar.
As noted earlier, the world price reflected an artificial or
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“dumping” price, not entirely representative of actual
competitive price conditions. Government and industry repre
sentatives agree that in the absence of gquotas the U.S. pric
would have been lower and the world price higher in most
yvears; however, they maintain that no accurate determinatiocm
of the price meeting point are possible.
] .

With this in mind, we estimated that the U.S. price fer
raw sugar would approximate the midpoint between the U.S.
and world market price, had no Sugar Act existed. We se-
lected the median price between the average annual adjusted-
U.5. and world prices as the quota premium cost to consumers
during that period.

ADMINISTRATIVE COSTS

The Sugar Division, Agricultural Stabilization and Con-
servation Service {ASCS), Department of Agriculture, adminis
tered the major portions of the program at an annual cost of:
about $2.3 million from fiscal year 1970.

Agriculture's FAS, the United States Customs Servica,
and the Department of State also providad some administratize
support tm the sugar prodram, but their costs were not avail:
able. -

MARKETING COSTS

Although our analysis aid not include the effect of
marketinag and distribution on costs to consumers, there is
little doubt that the marketing structure has a significant--
impact on the price of sugar. The following chart illus-
trates the different price spreads pbetween raw, wholesale,
and retail market prices during the 1965-73 period and 1974.

Average monthly

Average annual price spread ‘ price spread 1874
1965-73 (per hundredweight) {per hundredweight:-
New York spot price (raw

value) to wholesale price $3.09 $5.95
Wholesale price to retail

price 1.49 -2.02
Raw to retail margin $4.58 $3.93

As the chart indicates, the price spread between the
New York spot price for raw sugar and the New York tretail
price was greater during the 1965-73 period than in 1974
when sugar prices reached record levels. Apparently, sugar
retailers were unable to keep pace with the dramatic price
rises at the raw and wholesale level. Rehallers had to
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replace their inventories at higher costs than the actual
retail market price; thus, for the short run, consumers were
spared the immediate increase in sugar prices. However, as
indicated from the substantial raw-to-wholesale margin in
1874, consumers would eventually have to absorb the inventory-
replacement cost to retailers.
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CHAPTER 5

FOREIGN POLICY CONSIDERATIGHNS

The United States has historically imported between
and 50 percent of its sugar needs. Despite this heavy de-
pendence on foreign sources, the Sugar Act was acknowledgs
wrimarily as a domestic program having limited and subord:
nated foreign policy inputs. Althcugh the extension of i
port quotas to foreign countries undoubtedly was influencs
to some extent by political considerations, the main purps
of the guotas was to insure ample supplies of sugar to U.3
consumers. The foreign pelicy implications of the sugar
program were not updated to reflect U.S. trade policy unds
the General Agreement on Tariffs and Trade (GATT}, seek
liberalization of international trade barriers and promote-
market efficiencies, or clearly delineate the U.S. commit—
ment to assist developing countries.

At present, the United States is not committed to eict
free trade in sugar or protection of its sugar industry. 2
a result, foreign policy and trade objectives in sugar re=
uncertain.

POLICY UWDER_THE SUGAR_ACT

Before 1960 U.S. sugar trade policy evolved around ons
principal foreign source, Cuba, and one secondary source,
the Philippines., Both were closely tied to the United
States, economically and politically, and provided more £x:
95 percent of total U.3. sugar imports. From 1960 until =t
expiration of the Sugar Act in 1974, U.S. sugar trade in-
volved several foreign suppliers, mostly developing countr:
Eventually, more than 30 foreign countriec shared in sugaz:
quotas. Beginning in 1965 each foreign country was assigas
a sugar quocta, based on certain general criteria outlined &
the Congress. These included the ability to supply a sticc
lated amount of sugar and to cariy reserves, stahility of
supply, rotential as a market for U.S. exports, and friendgi
relations with the United States.

Since sugar legislation was enacted before U.S. partic
pation in GATT, the guantitative import restrictions ii, tze
Sugar Act were not considered violations of article XI, wn:
generally prohibits such restrictions. However, within ¢o-
spirit of GATT, tue United States encouraged global reducz:
of trade barriers and international trade with countries ar
the pasis of comparative advantage. The U.S5. objective was
to promote greater market efficiency with our trading
partners.
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By allocating sugar quotas to many foreign sugar
suppliers, some of whom were less efficient than others, the
Sugar Act did not adhere to basic U.S. trade 2bjectives. To
promote greater market efficiency and at the same time guar-
antee adequate supplies to U.S. consumers, the United States
could have imported its sugar needs from lower cost foreign
sources.

J

The United States also pursued a foreign policy cbjec-
tive of providing economic development assistance to devel-
oping countries. In an earlier GAO report, 1/ we charac-
terized the additional income accruing to foreign sugar sup-
pliers from the U.S. quota premium as a form of commodity
zssistance. However, the Department of State claimed that
Pk * * Congress apparently did not intend the Sugar Act to
be used acs an aid instrument. Under the current Act, the
- Administration has been given no direction to use sugar

guotas to promote economic development." Executive offi-
cials have indicated that sugar policy was a congressional
orerogative which, for the most part, precluded major con-
tributions from executive agencies charged with formulating
and implementing U.S. foreign policy. Therefore, there was
no assurance that the commodity trade assistance resulting
from the operaztion of the Sugar Act would be used to promote
economic assistance to developing countries or to provide
political leverage to further U.S. foreign policy objectives.

CURRENT SITUATION

The events in 1974 leading to the demise of the gquota
system provided by tne Sugar Act caused foreign sugar pro-
ducers yreat uncertainty about future U.S5 sugar policy objec— -
tives and reeds. The Sugar Act historically provided an
economic benefit to these countries and, until 1974, they
made an effort to fill their quota to the assured 0U.S.
narket.

Government and industry officials from the Philippines,
Brazil, tne Dominican Republic, Mexico, Australia, and Thai-
land indicated that their industries' development plans were
contingent on export earnings gained from such preferential

s sugar markets as the United States. These six countries
accounted for approximately 3.9 million tons, or 74 percent,
of total 1973 U.S. imports of raw sugar valued at apout $685
million. As a result of the market uncertainty created in
1374, many of these sugar producers have made and continue
to seek long term bilateral and multilateral sugar-trading
arrangenents.

— - ———

1/"Foreign Aid Provided Through the Operatlozs of the United
States Sugar Act," (B-167416, Octoper 2z3, 1969),
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finderlying the desire for long term trading arrangement:z
by foreign cugar countries is their common interest in main--
taining market assurance and stable market prices in order
to maximize internal development plans. For example, the
Philippines supplied nearly 100 percent of its sugar exports:
to the preferential U.S. market. Philippine Government and
industry officials claimed that, until 1372, the cost of pros
ducing sugar exceeded its price on the world market, there——-
fore the Philippines did not produce sugar for export to the:
world market. Without the preferential U.S. sugar mar..:z*
a significant portion of the industry would have been
incapacitated.

With no market assurance, many ioreign sugar producers -
may be reluctant to expand or modernize their sugar indus-
tries because of the high cost of investment and the timelag:
from planning and construction to actual operation of new
facilities.

With the end of the preferential U.S8. sugar market, a
general reordering in U.S5. sugar import trede may occur.
Many foreign sugar suppliers may have difficulty competiig
on the free marxet because of their relative inefficiency
and because of their geographical distance to the 0U.S.
market. These former U.S. sugar quota holders, mostly
non-Western Hemisphere developing countries, will probably
have to seek export markets closer to home pecause of the
high transportation cost to the United States. The impact
would fall primarily on countries like Malawi, the Malagasy
Republic, Swaziland, Mauritius, India, Thailand, Taiwan,
and Fiji; however, our largest sugar supplier, the Philip-
pines, is also likely to redirect some sugar exports to
closer markets, such as Japan and tie People's Republic
of China.

Some ‘arge, efficient sugar producers, such as
Australia and South Africa, may continue to increase their
exports to the United States as may most Western Hemisphere
countriec which enjoy geographic ovroximity to the U.S.
mar ket

Thus, in the long term, the United States will probably.
purchase its sugar needs from more efficient foreign pro-
ducers, & prospect more in line with overall U.S. trade ob-
jectives within GATT. Smaller, developirg sugar countries,
which looked upon the U.5. market as a source of cxport
earnings to promote internal development, will probaply nave:
tc find other markets for their sugar exports.
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PROGRAM GETIQONS

A number of sujar vrogram optior have Deen considered
over the y2ars by Governuent, industry, and private sources.
Som=2 of t° most prominent are discu3sscd below.

Supply managen =1t sjstem

A supply management system necessarily operates most
effectively during periods of sugar surplus. Quantitative .
import restrictions invelving country quotas imply grei.er
Government control #n securing adequate sujar supnlies,
usually from some inefficient sources. To iatroduacz Jreater
flexibility, glopbal quotas could . . estaolished, tnereby
providing sugar supplies from the mwost =fficient sources,
Global guotas would also reduce political and economic
decision mzking necessary in establishing country quotas.

Jomestically, a supply managanent svstem cffers greatsr

market protection for U.3. sugar oroducers and proc:s350rS
than would other, less regulated, vrogra- optlons. dowsver,
as evidenced unier tne Sugar Act, such a system can oJecoms
overly complex .nd costly to U.S. consumers. A different
supply management conceot could elivinate many former orograzx
elements, including production restrictions, Governtent pay-
ments, and excise taxes. Instead, the K2y managem=znt tool
could be a price objective, astaplished to guarantee mainten-

T

ance of the most efficient segme..ts of the suqar industry.

Adgvantajgss Disadvantajes
1. Protect and naintain sugar 1. 1Inanility to insulatss
industry at a stipulated -.5. narket from aijz
level while offering flexi- worla prices during
pility for Jomestic markat snortagje periocds.

orientation and r=asource
allocation.

2. Global guotas woulid, 2. Consumzrs W#olla O

e un.
theoretically, insurs= aslz to ootszi, <heap=s
sugar imports from tne sujgar imports during
most efficient foreign surplus p2rionds

sources, reducing foreign
policy complications im-
plicit under country gquotas.
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3. Maintain 2 deg.ee of price 3. Some developing coun-
stability during periods of tries would be unasle.
sugar snralus. te conpete for U.S.

market under a glo=al
quota due to their re-
lative 1netficiancy
causing some foreign
policy disenchantwent:

4. Disregards price com—
petition between sugarc
and such alternative
sweetenars as corn Ssyr

5. Tends to support some=
high~-ccst segments of -
the industry, rescltizx
in higher domestic
srices to consumers.

6. Difficult to administs

Target price concept

A target price program could overate fairly effectivel
during world surolus or shortage periods. As with a supoply
management system, the key feature of this type program woc
be the price level established as a target.

Sugarcane and sugarbeet producers would receive defi-
ciency payments from the Governmrent whenever prices fell
below the the calculated target price. To defray part of
the Government cost, a tariff might be continued and pavmem:
limitations established.

At sufficiently high target price levels, such a pro-
gram might maintain or even expand high-cest sugar product::

P

in the United States, regarcless of the nonexistence of imzs
quotas. However, a target price system could also encourac:
greater market flexibility while protecting the most effic:z:
industry sectors. Such a program could eliminate quotas er-
tirely and allow U.S. prices to be determined by the market-
place.
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Advantages Disadvantages
1. Allows U.S. concumers to 1. Places direct liapoilit:
purchase sugar as the on U.S. taxpayers when-
mar ket dictates. sugar prices are below

the target prices.

2. Protects farmer interests 2. Payment limitations cox
by guaranteeing reasonable cause some dislocation_
returns when market prices the U.S. industry.
are low,

.3. Leads to more efficient 3. Causes greater price
resource allocations at fluctuation and
home and abroad compared instability.

to a quota system.
4. Causes foreign policy-
disenchantment among
4. Allows foreign exports to small, inefficient
: compete for the U.S. market foreign sugar exporters
with nc guantitative
import restrictions, in
line with U.S. trade
policy objectives.

5. Increases price competition
between sugar and substitute
sweeteners,

6. Places sugar more in line with
overall U.S. agricultural policy.

Tariff program

A tariff program would offer price protection to the
U.S. sugar industry during surplus periods but -wuld increass
prices to consumers. A tariff, if maintained at too high a
level, could stimulate expansion of the nigh-cost domestic
sugar industry and reduce imports. In addition, a hich fixec
tariff would be inconsistent witn U.S. trade policy commit-
ments under GATT.

A flexible tariff system, however, couvld alleviate many of
these problems. The duty on sugar imports could be adjustesz.
to market conditions to achieve a decired balance bestween
maintaining a domestic industry and providing reasonable
prices to consumers.
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lcvantaaes

A flexiole tariff eliminates
guantitative imoort restric-
tions and domestic oroduction
restrictions, allowing market
price to determine resource
allocation.

Reguires no Government pay-
ments or taxes.

Generates revenue to U.S.
Governrant.

Could protect the United
States from unfair foreign
trade practices, such as
export subsidies.

International commodity agreements

International comrodity agjreeme
possiole framswork for
trade. Commodity agreements would 1
features, such as,
price lavels, production and markati
of reserves, juction or

r
and ranv otner

U (L

< s

access arranjgerents,

YT
HILABLE
Disadvantages-

1. Varianle timport le
contradict U.35. iIn
national trade pot
objectives.

2. During surplus per.
tods, a tariff en-—
Courages expansion
by high-cost ineff
cient industries,
ing to consumer cc

3. Tlariff manipulaticz

causes foreign rel
tions problems.

nts 1n Su3ar represent

regulating aand stacilizing suaar

k)
o1

aclade wide range ot
®ininur and maximi

1g Saotas, Tmaintenance.

2limination of =2xport 1incentives

The Currently inoperative International 3Suaar Aareems:
offers an organizational frarework for future suzar trade
negotiaticns. As a major suzar importer reliant on the vo:
market, tne United Stares couald take th2 initiative in crc:
1ng negotlations Oon an lnternaticnal agreement on Sa3af.

advantages Disagvantagas

1. Provides staple vrices for 1. Tends to Taintain an.
producers and Cconsumers on encourags Door resou.
a glocai oasis. allocation by protec:

ing som= inefficient
oroducers.

2. ,Provides a measare of supply 2. 2Poses prooslexrs in C..
assurance and could pe a negjotiating stance =-
vehicle to Taintain reszarves otasr murtilateral
wnich woulq alleviate short traage nejotiactions,
terT snortages. 2.,9. trade
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Free trade

to protect the U.S. sugar
sugar program is necessary.

liberaliza.ion versus
J.S,., commodity agree-
ments.

Free trade in sugar would involve a policy decision not

industry.
The United States would obtain

Under such a policy, no

sugar supplies from the free world market at prevailing

market prices.

Domestir sugar producers and processors if

injured by low-cost foreign sugar imports could seek adjust-
ment assistance inder authority granted in the Trade Act of
1974,

for their well-being.

The free trade alternative would pe most in line with
overall U.S. trade policies that recognize the growing
interdependence among nations to trade products nececsary

The implementation of such a policy

over the long term would require that trading nations ne-
gotiate more talir and eguitable conditions of trade, includ-

ing strengthening of GATT.

The need for these trade reforms

was recognized by the Congress when it passed the Trade Act

of 1974.
&gvantaqes
1. Eliminates all trade 1.

restrictions on sugar,
thereby promoting more
efficiant resource
allocation.

During periods of world 2.
surplus, provides U.S.
consumers with low sugar
prices.

Expands export market for 3.

efficient foreign sugar
producers.

35

Disaavantages

Adversely effects high-
cost segments of U.S.
industry during periods
of world surplus requir-
ing some dislocation and
some compensation from
the Government.

Results in price in-
stability.

Requires greater reliance
on foreign sources, which
could cause economic and
fcreign policy dislocation
during periods of world
shortages.
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CHAPTER 7

CONCLUSIONS, AGENCY COMMENTS AND OUR

EVALUATION, AND MATTERS FOR

CONSIDERATION BY THE CONGRESS

The Presidential action to maintain the existing duty-
on sugar by estanlishing a 7-million-ton global quota for
1975 does not clearly define long term U.S. policy objec- -
tives c¢n sugar. Administration officials perceive for-
mulation of sugar policy as a congressional prerogative
and, therefore, are reluctant to take initiative in policy
formulation or program planning. <Current U.S. policy is
directed toward the short term objective of securing enougm
sugar imports to meet U.S. consumption needs,

There are compelling reasons for assessing and clari-
fying national sugar policy objectives.

The sugar industry is important to the U.S. economy as
a food source and as a contributor to domestic employment
and economic growth. In 1974 the sugar industry employed
about 150,000 persons, and the value of the domestic crop
was over $3 pillion.

Without an zassured domestic market, U.S. producers anc
processors have littls incentive to invest their sugar earz
ings in capital improvements to expana orcduction and/or 1o
crease efficiency. Some segments of the industry undoubtzz
will find 1t difficult, if not impossiole, to compete witn
low-cost foreign producers uuder world surplus conditions.

On the other hand, U.S. consumers probably do not wisx
to maintain an industry that costs them millions of dellars
during years of surplus and that cannot iisulate them from
from severe irice increases when world shortages occur.
Consumers uncertain of the reasons for the sudden price
increases, have guestioned the Government role in regulatziz
and protectirg the U.S. sugar industry and the abilaity of
industry and the Government to secure amole supolies of
sugar for meeting consumer needs.

As the world's largest sugar importer, 0.S. ouying
power under any sugar program could be an influential faczo
in achieving foreign economic and political ocjectives. 7.
multilateral trade discussions, relations with develoring
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countries, opligations under GATT, and the further devel-
opment of an interdependency among all countries are areas
for considering such objectives.

The dilemma facing the United States is the need to
strike a balance between the two domestic counterposing
interests--industry and consum€rs--and U.S. foreign inter-
ests.

Tu achieve such a balance, the costs and effects of
different policies and programs on domestic and foreign
interests must be carctfully weighed. We believe it is an
opportune time to consider the range of sugar program alter- -
natives available. Any sugar program should be flexibls
enough to deal with changes in suppiy and demand on U.S.
and world economies.

AGENCY COMMENTS AND OUR EVALUATION

The Departments of Agriculture and State advised us
that the report was a useful summary of the subject. State
indicated the report may prove beneficial since it will
be issued just before congressional hearings on sugar. It
also commented that the foreign policy component should
take an equal rather than secondary role in the policy-
making process, both 1n the Congress and in the executive
branch. State advised us that it stood r=ady to play a
key role in the foreign aspect of policy formulation. we
agree that State should play the lead role in foreign as-
pects 3f sugar policy formulation consistent with its
responsibilities in this area. (See apps. II and III.}

The Council on International Economic Policy took ex-
ception to two major points in the report. It believed the
Administration had demonstrated clear pbolicy guidgance in the -
recent Presiaential action imposing a global sugar quota.
Also, the Council felt that the Administration did not view
the sugar program as solely a congressional prerogative,

(See app. IV.)

The Council's comments, in our view, were not complatelw.
responsive. As we pointed out 1n the report, the Presidentiz-
proclamation provided policy guidance on a short term basis.
The longer range questions, such as whether tne domestic in-—
dustry should ove protected, and 1if so, to what extent, and
how the United States will insure acquisition of its sugar
reguirements over the longer term were not addressed. We,
therefore, continue to believe that more precise policy
guidance 1s needed.
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We did not state that the sugar program was solely a
congressional prerogative. In fact, we are encouraged by
the recent actions within the executive oranch to review
sugar policy. However, a consistent position on sugar
policy appears to be lacking within the executive branch.
Although the Council indicates that no further policy actz
is presently needed because the Administration is pursuinas
a free-market policy, State advises that it continues to
have contact with the International Sugar Organization ana:
is prepared to review international commodity cooperation -
in sugar. Thus, it is not clear whetner the Administratio:
plans to continue 2 free-market or a commodity-agreesment
approach in sugar.

Consiscent with the intent of our recommendations, ths
executive branch should continue to explore broad perspec—-
tives on sugar policy and to provide the Congress with de—
tailed policy options. Formulation of a uniform suvgar
policy will require significant input from various agencies
of the executive tranch.

MATTERS FOR CONSIDERATION BY

THE CONGRESS

The Congress might wish to define policy guidelines i:
sugar and direct the Council on International Economic Poi:
to coordinate with the Departments of Agriculture ana Stzzs
and other executive agencies in developing and recommendinc
policy positions to advise the Congress on:

~-~Whether the United States should protect its domeszz
sugar industry, and if so, to what =xtent.

~~-What aie the specific goals of U.S. import programs:
i.e., free trade, developma2nt assistance, Or assurazs
of ample supplies.

~-What is the U.S. stance on international commedity
agreements in sugar.

--wWwhether the most efficient dorestic sugar-producing-
areas, and low-cost substitute sweeteners, should
be encouraged to facilitate greater U.S5. self-
suftficiency at lower cost to U.S. consumars.

--How the Government could minimize the economic ana
social displacement of sugar producers, processors,
and workers if more liberal trade policies are
adopted.
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CHAPTER 8

SCOPE QF REVIEW

Information and data provided in this report were
obtained from extensive domestic and foreign fieldwork. e
interviewed and obtained data from

-~UJ.5. Government officials in Florida, Louilsiana,
Colorado, Idaho, and Hawaii and U.S. Embassy official:
in Brazil, the Dominican Republic, Mexicc, thez Philip-
pines, Australia, and Thailand;

: --sugarcane producers and processors in Florida,
Louisiana, and Hawaii;

-~cane sugar refiners in New York, Florida, Louisiana,
and California;

-;importers and brokers in New York;

--sugarbeet producers and processors in Colorado, Utah,.
Idaho, and California;

--sugarcane and sugarbeet trade associations and lobby--
ists in Washington, D.C.;

--some major commercial and industrial sugar users in
New York and various parts of the South; and

--foreign government and industry representatives in
Brazii, the Dominican Republic, Mexico, the Philip-
pines, Australia, and Thailand.

We reviewed authorizing legislarion, records of con-
gressional hearings, and other materials pertaining to
U.S. sugar policies and programs. Discussions were held
in Washington, D.C., at the Departments of Agriculture
and State and with the Special Trade Representative,
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APPENDIX I APPENDIX
SOURCES OF SUGAR CONSUMED IN THE
UNITED STATES DURING 1973 AND 1975
(Raw Tons)}
! 1974
Sources of supply 1973 {note a)
Domestic:
Mainland cane 1,613,936 1,252,752
Hawaili 1,141,757 995,421
R Puerto Rico 75,516 157,017
Beet area 3,511,836 3,025,000
. Subtotal 6,343,045 5,430,190
Imports:
Philippines 1,454,390 1,473,202
Dominican Republic 741,218 813,206
Brazil 657,083 787,302
Mexico 636,842 538,112
Peru 407,416 472,211
West 1ndies 40,833 282,269
Australia 268,857 237,482
Argentina 84,758 112,5%2
Colombia 75,645 104,821
Guatemala 62,544 95,954
Taiwan 88,120 90,054
India B1,441 85,008
Costa Rica 100,451 78,503
South Africa 74,535 66,893
Panama 52,274 65,408
El Salvador 57,228 61,510
Ecuador - 93,615 59,523
Belize 48,118 55,792
. Nicaraqua 76,386 53,916
Fiji Islands 44,705 47,535
Mauritius 44 500 45,500
Swaziland 31,434 40,707
; Thailand 19,190 26,199
Haiti 15,29" 18.813
Malagasy Republic 12,64, 13,119
Malawi 15,616 10,224
Paraguay 7,559 8,505
Bolivia 7:549 5,705
Honduras - 5,009
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Import:

Venezuela
Ireland

Subtotal

Total 0U.S.
consumption

Preliminary

Source:

Agriculture,

1973

31,902
1,107

5,333,256

11,676,301

APPENDIX I_

1974
{note a)

5,754,124

11,184,314

oS T———

ASCS, "Sugar Reports"
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DEPARTMENT OF STATE

¥ f Wastinglor D¢ 20520 .

JUN S 01075

Mr. J. Kenrneth Fasick

Director

Internatisnal Division

U.8. CGeneral Accounting Office
Washington, B.C. 205438

Dear Mr. Fasick:

I am replying to your letter of June 11, 1875,
addressed to the Secretary, which forwarded cories
of your Draft Report "Review of U.S. Import Restric-
tions--Need To Define National Sugar Goals."

The enclosed comments have Leen prepared by the
Deputy Assistant Secretarv for Economic and

Business 2£ffairs,

Vie appreciate having had the opportunity to review
and corment upon the Draft Report.

S;pcerely,

[‘ 7y

Con C. éller,’Acting
veputy Assistant Secretary
for Budget and Finance

Enclcsure:

Comments,

APPENDIX I



wamr e

apeenprx 11 BEST DOCUMENT AVAILABLE APPENDIX I1

Comments on GAQ Draft Report
"Review of U.S. Import Restrictions --

Need to Define National Sugar Goals"

I

The GAOQ Report is a useful summary of the subject. It
may prove useful since it is emerging just prior to Congressiaon
al hearings on sugar.

The thrust of the report seems directed at the need for
executive branch action in the area of sugar policy. The exe—-
cutive branch is concerned, as demonstrated by recent reviews
of sugar policy by the Deputies Group on Food and the Economig::
Policy Board. Both the Economic Research Service of USDA and .
the Foreign Agriculture Service of the USDA are currently
carrying on research projects on sugar.

The focussing of attention on the foreigr policy and in- -
ternational component of sugar policy is useful. The foreign
compenent should teke an equal rather than secondary seat in
the policy making process, both in Congress and in the Executiis
Branch. The State Department is prerared to play a key role
in the foreign aspects of sugar polirv formulation in order to-
give effect to the well taken point in the paper that a halance
needs to be struck between the domestic and foreign components..

The State Department continues its contact with the In~
ternational Sugar Organization and is prepared to review
international commodity cooperation in sugar. Our foreign re—-
lations interest in the International Sugar Agreement is
substantial, therefore wae continue our active observer status
at Sugar Organization meetings.

The following commen*s are sunplied on specific elements
in the GAO draft:

1. The statement that when rarkets cutside the United Star
presented opportunicies for greater returns, many foreign
suppliers did not fill their U.S. quota {(pg. 4) is not guite [z
accurate. Only 8 guota countries failed to fully fill their
original 1974 sugar quotas as announced in October 1973. The
substantial increase in quotas during the course of 1974, in a
period of worldwide sugar shortage and very low stocks prevencec
many countries from filling their final guotas. More importants
ly, price increasescut consumption so U.S. demand came no whers-
near the final total gquotas. During ruch of 1974 foreign quotar
holders sold us sugar at a discount from the world market price.
as they attempted to maintain their supply performance in the
U.S. market.
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2. The last paragraph on page 4, which continues on tolp
page 5 is a bit conjectural even if it fits irto free trade
theory. Efficient supplicrs have already committed a sub-
stantial portion of their supplies to long term contracts
(e.g., Australia to Japan, S. Korea, Malaysia, Singapore, and_-
PRC; Brazil to the PRC, Japan and, Portugal; S. Africa to
Japan and Iran). Since many less efficient suppliers (e.g..
in Caribbean area) have a substantial transport advantage, thec
shift to efficient producers for U.S5. sugar loses further
credibility.

3. Since market forecasts on sugar supplies through 1984-
seem to conflict, some citation of a source for the forecast
and an indication of the size of the production and consumptior
increases expected would prove useful {pg. 5}. fp. iii, 1

4. The U.S. has already undertaken steps to obtain furthe
information on world production, consumption and trade in
sugar (State 141876, June 17, 1975). USDA/ERS, USD//FAS and
the Tropical Products Division of State are also actively
engaged in obtaining information on future world production,
consumption and trade in sugar ({p3. 3). 2.

5. The State Department has reccently completed a list
of the development and e.pansion planz of sugar produc:ng [8-
countries {pg. 24}).

6. What is meant by unfair trading practices oi foreign [-
producers? (pg. 24).

7. The reasons why balloned import quotas were not filied
in 1974 (pg. 37) are explained above, in comment number 1.

8. It should be noted on page 40, that the estimate of ip
increased consumer prices ranging fram $500 million to $700
million arnnually comes from the stuly entit'ed “"The Sagar
Program: Large Costs and Small Benefits,"” by D. Gale Johnson
{(University of Chicago) written for the American Enterprise
Institute for Public Policy Research.

9. Diradvantages 2 and 3 on page 59 should be éropped. (B
Sugar Agreements in the past have made specific provision for
preferential trading arrangements, and have in fact tended to
function somewhat better.in the presencs of some amount of
preferential trade, particularly in tir2 of major surplus.
Trade liberalization and commodity agreenents complement cach
other ir that the multilaceral trade negotiations can tackle
problems of market access while cormouity agreements can work
on supply and price problems (pg. 59).



20

1

o

EEST DOCURIEN]

KiRiLABLE

L
I

P ST AT o we—re s o s < —

APPERUIX II APPENDIX IIC

{p.

by

10. Advantage rnumber one on page 60 is somewhat in
question because in a worild of highly regulated sugar trade
with a lot of governmental interference it is questionable
whether the free trade option for the U.S. really leads to mex
imum resource allocation. o R

e
Juljjus L. Katz

Deplity Aczsistant Secretary
for Economic and Business Afiair:

GAC note: Page references refer to draft report digest.
Bracketed numbers refer to final report pages.
Changes were made in the text by GAO where con-
sidered appropriate.
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June 30, 1975

Mr. J. K. Fasick

BDirector, International Division
Genera. Accounting Office
Washington, D. C. 20548

| Dear Mr. Fasick:

We have only a brief comment to make regarding your draft reper
entitied "Review of U.S. Import Restrictions -- ilieed to Define-
National Sugar Goals." We find the report well written, and
generally belie,2 it will be a useful document.

On page 50 of the draft report, there is a statement that manv
foreign sugar producers may be retuctant to expand or modernizs
their sugar industries without market assurance. We are not
clear of the meaning of "market assurance" in this case, but w»z
wish to take exception to it if it means preferential access i
the U.S. market. Ve do not believe efficient foreign sugar pro
ducers need preferential access to the U.S. market in order to -
induced to make the investments needed to produce sugar for fuc
U.3. import requirements. We believe they will do so on the pa:
of their knowledge and belief in future market prospects for su:

Sincerely,

‘ Kdad &, Rl

Richard £. Bell
Deputy Assistant Secretary

GAQO note: Pagd references refer to draft report dics.
Bracketed numbers refer *o final report pages. <.
were made 1n the tex:t oy GAO where considered appiz
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. ’ COUNCIL ON INTERNATIONAL ECONOMIC PCLICY
WASRINGTON, D.C. 20500

U 2T ED

Dear Mr. Fasick:

= This is in response to your June 11, 1975, letter requesting comments:.
and suggestions on your draft report to the Congress on the need to
define national sugar goals. We appreciate the opportunity of workirnz=

: with your staff on earlier drafts of this report. We believe the
reporc will help to focus on scme of the more critical issues with
respect to U.S. sugar po-icy. -

_The following appears on page 52 of the Report: iP. 36]

The Presidential action to maintain the existing duty on

30] raw sugar by establishing a 7-million-ton global quota
for 1975 does not clearly define U.S. policy objectives
on sugar. Administ-aiion officials perceive formulation
of sugar policy as a Congressional prerogative and,
therefore, are reluctant to take initiative in policy
formulation or program planning.

These same two thoughts, that U.S. sugar policy lacks clear directiom
and that the Administration views sugar policy as a Congressional pre—
rogative, appear several places in the report. I must take issue witx.
both points.

For forty years the U.S. pursued a policy of maincaining a domestic

sugar industry protected by a complex system of tariffs and quotas.

The attempt in 1974 to extend the legislaticn under which this system -

operated failed. As 1974 drew to a close there was no strong sentimerc

- ' to continue this program which had failed dramatically to deal with .:=

problems of short supplies and rapid price increases we were experiencw
It was in chis context that the President issued his November 18, 187%.
proclamation or sugar. That proclamation established an import quotsz
more than adequate to meet anticipated import requirements and mainta=m

. the tariff at the lowest possible rate under the law. These actiomns

ite. essentially placed the U.S. on a world market hasis for sugar. Thus
a clear move was made away from the protective policy of the past 40 ==
toward an open market in sugar. There should be uo doubt about the Z:m
of our policy for sugar, which has been brought more in line with U.S.
policy for other agricultural commodities.
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Only a small tariff of (.625 cents per pound and a quota mechanism
that could be made restrictive technically prevent the U.S. from
being on a free market basis. Removal of these technical constraints
depends on the ocutcome of several other Administration initiatives.
Although not mentioned in your report, sugar is being considered as .-
an article for possible duty free treatment from beneficiary develop=~
ing countries in accordance with the Generalized System of Preferencs
{GSP). 1In the process of preparing their advice for the President
as required by the Trade Act, the International Trade Commissiecn is. .
affording the industry and other in*terested parties the opportunity-——
to present their views concerning GSP for sugar. Also, trade policie

L with respect to sugar are currently being cons:dered in the "lultilate
Trade Negotiations. 1In our view, these Administration initiatives ar
compelling reasons for not undertaking a unilateral change in U.S.

P sugar policy.

It should be evident from the above that we do aot perceive the
formulation of sugar policy as the sole prerogative of the Congress..-
In the changing circumstances of 1974 the Administration considered _
at some length the options available and charted a new course. We
have continued to monitor the sugar situation closely and will make
whatever administrative changes in policy may be warranted and recom—
mend such legislation as may be appropriate. At present we continue=
to pursue a free market policy for sugar.

Our other comments have been relayed to ycuar staff by telephone.
Again, my thanks for the opportunity to review and comment on the
draft report.

W“\~Sincefe;y,

i . ~,

o

i J. M. Dunn
Acting
Executive Director

Mr. J. K. Fasick

Director, International Division
General Accounting Office
Washington, D.C. 20548

GAO note: Page references refer to draft report aigest.
Bracketed r_mmbers refer to final repecrt pages. -Changes
were made in the text by GAO where considered appropriz
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PRINCIPAL OFFICIALS OF DEPARTMENTS OF

AGRICULTURE AND STATE AND THE

COUNCIL ON INTERNATIONAL ECONOMIC POLICY

RiSPONSIBLE FOR ACTIVITIES DISCUSSED IN THIS REPORT

Ter . of office
From To

Department of Agriculture

SECRETARY OF AGRICULTURE:
garl L. Butz Dec. 1971 Present
Clifford M. H-ardin Jan. 1969 Nov. 1877

ASSISTANT SECRETARY, INTER-
NATIONAL AFFIARS AND COM-
MODITY PROGRAMS:

Vacant June 1975 Present
Clayton K. Yeutter Mar. 1974 June 1973
Carroll G. Brunthaver June 1972 Jan. 1874
Department of State
SECRETARY OF STATE:
Henry A. Kissinger - Sept. 1973 Present
William P. Rodgers Jan. 1969 Sept. 1973
ASSISTANT SECRETARY, INTER-
NATIONAL RESOURCES AND
FOOD POLICY:
Julius L. Katz Oct. 1968 Present
Council on International Economic Policy
EXECUTIVE DIRECTOR:
J. M. Dunn (acting) Jan. 1975 Present
William D. Eberle July 1974 Jan. 187%
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