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SUGAR POLICIESAND IMPLICATIONS:
INTEGRATION INTO AN FTAA

This paper addresses the current policy regimes toward sugar among Western
Hemisphere countries, the sugar production and marketing Stuations under these policies, and
the prospects for sugar trade liberdization under an FTAA. The argument is presented that new
policies will be required in many countries if sugar is to be included among commodities for
which aregiond free trade arearesultsin less trade restrictions and reduced market digtortions.

Achieving enhanced trade opportunities for sugar faces severd conundrums. In the
United States, which isthe largest consuming market in the region, domestic producers have
vigoroudy opposed any change to the support policies and import restrictions that sustain sugar
prices well above levelsin world markets. In farm policy legidation of 2002, the sugar industry
succeeded in tightening the provisions of the U.S. regime, even though policies for most other
supported crops have shifted away from high prices and supply controls, and towards replacing
these market-intrusve ingruments with direct government payments to farmers. There will
continue to be pressure for change for sugar because the price support and quantitative import
redrictions that have been the halmarks of U.S. policy are becoming anomaous among its
agricultural programs. Foreign access to the U.S. sugar market has been reduced dramaticaly
during the past two decades to sustain the domestic support. Low-tariff foreign accessis now
congtrained not to fal below minimum quantity guarantees negotiated under internationa
agreements. Pressure for more market accessis growing under NAFTA, possibly in the Doha
Round WTO negotiations, and potentially under an FTAA, which could put further strain on the
domestic support program.

It isnot just in the United States that sugar is highly protected within the Western

Hemisphere. Among other countries, there are wide divergences of production costs and the



extent to which benefits are derived, or trade opportunities thwarted, by domestic policies or
preferential accessto foreign markets under the current sugar regimes. Any changesin sugar
policy from the status quo toward more open trade will have sgnificant distributiona effects
among FTAA countries aswdll as providing net efficiency and wefare gains. Given the degree
to which protection and support have been built into existing production localities and marketing
channds, reform of sugar policies to enhance regiona trade opportunities provides a classc
illugtration of the dud (digtributional and net) effects of freer trade.

The organization of the paper follows from these observations. After reviewing the
current Situation with respect to sugar production, marketing and policies, the argument is
presented for anew sugar regime region-wide. The new regimes would have asits basic
principle the integration of the sugar market. Prices would be freed up within the region to alow
the sugar market to respond to supply and demand with trade flows unimpeded by border
redtrictions. The FTAA objective would be to achieve dimination of trade barriers within an
adjusment period of no more than ten or fifteen years. Severd empirica sudies evauating the
impact of such aregime change are reviewed.

The fina section of the paper examines some trangition, or possibly permanent, support
policy options that would facilitate achievement of freer regiond tradein sugar. It is argued that
a shift toward direct payments to farmers may provide a useful adjustment mechanism. Such
“cash out” policies were implemented in the United States in 2002 to replace high interna prices
and domestic production quotas for peanuts with direct payments to peanut producers and quota
holders. Compensation was not extended to foreign producers who had access to the U.S. peanut
market, but the recent change in policy will make it essier for the United States to negotiate

relaxation of itsimport barriers. The recent policy change for peanuts is examined, and prospects



for extending such changes to sugar producers adversdy affected by freer regiona trade within
an FTAA are considered.
FTAA SUGAR PRODUCTION, CONSUMPTION AND TRADE

FHve-year averages of production, consumption and trade of sugar by FTAA countries are
shown in Table 1 for the period 1995/96 — 1999/2000. Brazil, the United States, Mexico,
Colombia, Argentina and Guatemala are the largest sugar producers. Except for Guatemala,
these countries are dso large sugar consumers. Nine of the 28 countries are net sugar importers,
the remaining countries are net exporters. Canada and the United States are the two largest
importers. These two countries account for three-fourths of aggregate imports within the FTAA
region, which total about 3,600 thousand metric tons raw sugar vaue. Brazil and Guatemda are
the largest net exporters. Brazil alone accounts for exports of 7,770 thousand metric tons, more
than double the totd sugar imports within the FTAA region. When taken together, the FTAA
countries are net exporters of 8,423 thousand metric tons of sugar.

Among the importing countries, domestic production of sugar isonly asmal share (less
than 20 percent) of domestic consumption in Canada, Haiti, Surinam and Uruguay. Domestic
production is alarger proportion of consumption (70 percent or more) in the United States,
Chile, Ecuador, Peru and Venezuela. The United States produces both cane sugar (primarily in
Horidaand Louisana) and beet sugar (in four geographic regions. the Upper Midwest, Gresat
Lake, Great Plains and Far West). Beet sugar has recently accounted for somewhat more than
one-hdf of total U.S. production. Since the late 1970s, high fructose corn sweeteners (HFCS)
have displaced both cane and beet sugar as a source of about one-haf of domestic U.S. caoric
sweetener consumption. As this displacement has occurred, imports of sugar by the United States

have fdlen markedly from over 4 million metric tonsin the mid 1970sto less than 2 million



metric tonsin the late 1990s. Cogts of sugar production vary widely among countries in the
FTAA region. The best-known cost- of-production comparisons are constructed by LMC
Internationa (Haey, 2001). Costs among the importers tend to fdl in the medium-to-high and
high ranges, with U.S. production in Horidain the low-to-medium range.

Among the sugar exporting countries, the LMC Internationa analys's suggests that
Colombia, El Salvador, Guatemala, and Center- South Brazil are low-cogt regiond producers,
while production costs in Costa Rica, Nicaragua, Bolivia, the coastdl areas of Mexico and North-
Eadt Brazil arein the low-to-medium range. Brazil is the world' slargest sugarcane producer and
sugar exporter. It produces raw sugar in the Center- South region for aslittle as U.S. six cents per
pound. Sugar production has increased in the Center- South and decreased in the North-East over
the last ten years, with nearly 80 percent of Brazilian output now coming from the low-cost area.
Brazil hasinvested heavily in ethanol fuel production based on sugarcane and haf or more of its
cane acreage is used for this purpose. Thus, policies affecting the blends of ethanol and gasoline
used as automotive fuels (now 24 percent ethanol) affect Brazil’s production of sugar for edible
consumption, and its supply of sugar to the world market isrelatively eastic compared to
countries in which sugarcane goes entirdly into sugar production. Schmitz, Sede and Buzzand|
have investigated the effects of a hypothetic increase in the ethanol/gasoline blend ratio in Brazil
from 20 percent to 26 percent. They conclude that such a policy change would reduce Brazils
sugar exports from 8 percent to as much as one-third and raise world sugar pricesfrom 2to 4
percent.

In contrast to Brazil, which exports nearly one-haf of its sugar production, the third
largest exporter in the region during 1995/96 — 1999/2000 was Mexico, which consumed over 85

percent of its sugar output domesticaly. Sugarcane is the fifth most important crop in Mexico



measured by cultivated acreage and up to one million people are employed full-time or part-time
in the sugar sector. Y et with relatively high per-capita consumption, and demand increasing with
population growth, Mexico was a net sugar importer during the early 1980s. It has had a
somewhat troubled domestic sector marked by production of cane on smal farms, relatively
inefficient processing mills and extensive government intervention including state ownership of

the mills (Chavas, Spreen and Greene). Mexico began to produce an exportable surplus of sugar
during the late 1980s but again became a sugar importer in the early 1990s when the
government-owned mills were privatized and import restrictions were eased. Mexico emerged as
an exporter again later in the 1990s. This resulted from an increase of sugar production from an
average of lessthan 3.5 million metric tons annualy in the early 1990s to over 5 million metric
tons by 2000. Increased production was due to investments in modernization of production and
processing, aided by renewa of import restrictionsin 1993, devaluation of the Mexican pesoin
1994/95, and price-support guarantees in the domestic market at levels equivdent to the
protected U.S. market. Many sugarcane mills accumulated substantia debts even as nationa
production expanded. With low world prices for its sugar exports, except to the United States
under preferentia terms, the government again intervened in 2001 to take over nearly haf of the
sugarcane mills.

One market development that will affect the future bal ance between domestic sugar
production and consumption in Mexico is the extent to which HFCS displaces sugar asa
swesetener for industrial uses, as has occurred in the United States. HFCS utilization was
negligible in Mexico before 1990 and remained below 100,000 metric tonsin 1996. In 1997,
imports of HFCS from the U.S. jumped to more than 200,000 metric tons and domestic

production of nearly 350,000 metric tons emerged for the first time (USDA, June 2002). The



HFCS imports and domestic production added over 10 percent to the total Mexican sweetener
supply. Availability of HFCS has subsequently been dampened by policy interventions (see
discusson of NAFTA below) but the share of the market in Mexico that corn sweeteners will
eventualy hold has not been resolved. Unlike supported sugar prices, price of HFCS have moved
up and down with world prices of corn and sugar. When world prices are low, HFCS becomes
attractive as a sugar subdtitute.

An even more extreme contrast with Brazil among the FTAA sugar exporters arisesin the
Caribbean countries, which generdly have high production costs. The Caribbean countries are
net exporters of 303 thousand metric tons of sugar. Thisisardatively smal amount compared to
regiond totals but accounts for about one-third of Caribbean production. The high-cost
Caribbean producers protect their domestic sugar markets and remain net exporters because of
preferentia trestment received in other protected markets, particularly in the United States and
the European Union. Preferential access occurs under low-tariff, but limited-quantity, tariff-rate
guotas (TRQs) agreed to under the WTO Agreement on Agriculture. For the Caribbean, TRQ
access to the U.S. market totaled 226.2 thousand metric tonsin 2001, nearly three-quarters of
average Caribbean exports, as shown in Table 1. In contragt, the U.S. TRQ for Brazil (of 152.7
thousand metric tons) was less than 3 percent of its export quantity. This contrast foreshadows
that any subgtantive change in sugar palicy regimes will have sgnificant differentia impacts
across FTAA countries.

SUGAR POLICIESOF THE UNITED STATES

To achieve integration of the regional sugar market with substantia reduction or

elimination of exiging trade barriers will require changesin policy both among importing

countries and by some exporters. Of the two largest importers, Canada, with its limited domestic



sugar production, imposes few trade barriers on raw sugar imports. The United States produces
mogt of its sugar interndly and has long maintained domestic price supports and import
restrictions. Herein, the focus is on four recent devel opments that have affected, or may soon
influence, U.S. sugar policy. These are 1) the sugar provisons of the 1996 farm hill, the Federa
Agriculture Improvement and Reform (FAIR) Act; 2) revisonsto sugar policy in the 2002 farm
bill, the Farm Security and Rurd Investment Act (FSRIA); 3) agreements on sugar under
NAFTA, dong with ongoing disputes about the interpretation of those agreements; and 4) sugar
commitments under the Uruguay Round WTO agreements and possible further commitments
under the current Doha Round negotiations.
The 1996 U.S. FAIR Act

The basic policy features of the 1996 FAIR Act for exported crops such as whest,
feedgrains, rice and cotton included decoupling of direct government support payments from
market prices and producers planting decisons, dimination of annua acreage reduction (supply
control) programs, and capping of price-support |oan rates at what seemed, at the time, to be low
levels. Y et even when it was enacted, the FAIR Act did not put U.S. farm policy on anew
strategic path to reform.* The path Congress took in the FAIR Act was instead a familiar one of a
heavily compensated cash out of farm programs. Still, it represented a step toward |ess market
intervention in many farm support programs, and potentiadly increased pressure for reformin

sugar aswell.

! Orden, Paarlberg and Roe identify four reform strategies (cutout, squeeze out, cash out and buyout) depending on
how fast the policy change occurs and whether or not past program beneficiaries receive compensation. The FAIR
Act did not achieve a cutout, because permanent legislation was left in place and generous cash subsidies were
provided to farmersin the short run. Just as clearly Congress was not advancing a squeeze out with the FAIR Act,
because the generous new decoupled payments it authorized were much greater than expected, and so
unencumbered by regulations and easy for farmersto obtain that voluntary program participation increased. The
FAIR Act also failed to ensure a buyout of farm programs, because it maintained permanent legislation and a budget
baseline for continued farm program spending.



The FAIR Act kept sugar price-support loan rates fixed nomindly at 18 cents per pound
for raw cane sugar and 22.9 cents per pound for refined beet sugar. For most supported crops
other than sugar, cash payments made when market prices are below loan rates (primarily, loan
deficiency payments (LDPs)) have replaced government commodity storage designed to keep
market prices a higher levels. In contrast, the FAIR Act extended policies of dlowing sugar
processors to forfeit their output to the USDA Commodity Credit Corporation (CCC) under
“non-recourse’ loans. With such forfeitures, but not LDPs, as a policy instrument, the loan rates
keep afloor under domestic market prices, so no immediate market liberdization was achieved.
Smadl changes in the sugar program were made; in particular, a one-cent per pound forfeiture
pendty was adopted and new provisions stipulated that if low-tariff TRQ sugar imports were to
drop below 1.5 million tons, then CCC loans would revert to a“recourse” basis (that must be
repaid). Recourse loans imply that domestic sugar prices would not be supported by the loan
rate. The FAIR Act aso ended previous authority for the USDA to impose domestic marketing
dlotmentsto limit supply and it diminated the requirement that the sugar program operate to the
extent possible a no net budget cost to the government, a changein legd status that technically
crested room for intrusive CCC expenditures or, in principle, for liberdizing direct payments.
None of this was eminent a the time the FAIR Act became law. In 1995/96, agricultura prices
were high and sugar imports were well in excess of the recourse [oan trigger.

The 2002 U.S. FSRIA

Since 1996, much of the reform promise of the FAIR Act has disspated. Low prices for
farm commaodities that emerged in 1997 and lasted through 2001 brought increased annual
appropriations for farm income support, new crop insurance subsidies, and ad hoc disaster relief

expenditures. In 2002, Congress passed the FSRIA, replacing the FAIR Act one year before it



was scheduled to expire. For exported commodities, the FSRIA extended the FAIR-Act
decoupled payments and introduced additiona counter-cyclica paymentsto be made on
specified base acreage and yields when prices were below delineated “target price’ levels.
Panting flexibility was retained by farmers receiving payments and they were dlowed to update
their eligible base acreage (for both payments)and yields (for the counter-cydica payments
only). Most loan rates were also adjusted dightly upward and new crops became digible for
loan-rate support. Oilseeds became a base crop for payment purposes and the fiscal budget
authorized for expenditures on agriculture rose substantially.

For sugar, apolicy crunch began in 2000 when domestic production plus the minimum
imports to which the United States was committed internationally exceeded domestic
consumption and private stock-building demand at the supported domestic prices. To sugtain
those prices, the CCC accumulated stocks and the USDA offered a* plow down” that exchanged
CCC stockpiled sugar for destruction of some of the planted new sugar beet crop. The dternative
adjusment mechanism of letting domestic sugar market pricesfal below the loan rates was
rejected by domestic producers. In the subsequent year, a payment-in-kind (PIK) program was
initiated to trade CCC stockpiled sugar for reduced beet planting, thus avoiding having to plow
down another growing crop. Supply pressure on the sugar market eased, lessening politica
pressure for reform.

In the 2002 FSRIA, domestic producers succeeded in tightening the provisions of the
sugar support policies. The loan rates were retained at the levels of the 1996 FAIR Act. The

forfeiture pendty was diminated, marketing assessments (adopted previoudy to provide asmdl

2 For detailed comparison of the 1996 FAIR Act and the 2002 FSRIA see ERS/USDA. A good summary of the main
provisions of the FSRIA related to support programs, conservation and trade is provided by Westcott, Y oung and
Price. Orden (2003) provides a political economy assessment of enactment of the 2002 farm bill and summarizesits
main features.



amount of government revenue during aperiod of fiscal deficits) were ended, and interests rates
on CCC loans were reduced, making the sugar program more lucrative for producers. More
fundamentdly, the new farm hill re-stipulated that the sugar program be operated to the extent
possible a no net cost to the government. Authorization was continued for aPIK program and
authority was restored to control supply through domestic marketing alotmentsif necessary, but
only when annua sugar imports were below 1.5 million tons. The combination of the no-net-cost
provision and congraint on use of domestic marketing adlotments if imports exceeded the leve
st in the FSRIA was designed, in the words of the U.S. producers, to ensure that the USDA and
U.S. trade representative stood “ shoulder to shoulder” with the domestic industry in opposing
loosening of import restrictions. Together these provisions tie the hands of trade policy
negotiators. imports above 1.5 million tons can not be offsat by redtrictive domestic marketing
dlotments to sustain the supported price, while alowing imports to exceed thislevel would
induce violation of the no-net-cost provison if CCC stockpiling were to result. Thus, the sugar
program has to continue to be administered with tight import restraints, which sets the farm hill
firmly againgt sugar trade liberdization.
NAFTA

The agriculturd trade negotiations for NAFTA were contentious. At their concluson in
1992, dl agriculturd commodities were included under the long-run god of diminaing barriers
to trade between Mexico and the United States, but not with Canada. Elimination of agricultura
trade barriers was to be accomplished over adjustment periods up to fifteen years, with the most
highly- protected commoditiesin each country subject to the longest planned phase-out of
protection. Sugar producers in the United States formed one of the most vehement groups of

NAFTA opponents, while support of the Forida congressona delegation became crucia to
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passage of the required implementing legidation (Orden, 1996). Complex adjustment-period
rules were first negotiated to delay the creation of acommon market for sugar between Mexico
and the United States. Then, as the trade agreement was brought to Congress by the new Clinton
adminidration, the rules for sugar were revised in a“sde |etter” detalling adjustment-period
commitments between the two countries. Three issues thus ariser those concerning the operetive
rules during the adjustment period to 2008, those with respect to the find agreement for bilatera
elimination of sugar trade barriers; and those concerning whether the NAFTA commitments will
be fully lived up to for the long-run imination of agriculturd trade barriers between the United
States and Mexico.

Sweetener trade flows during the adjustment period have remained mired in conflict
(Haley, 1999; Haey and Suarez). As Mexican output has increased under protection and support
of its sugar sector, differencesin interpretation have emerged about the commitmentsin NAFTA
versus the Sde letter regarding low-tariff Mexican access to the U.S. market under a TRQ.
Mexico has taken various trade- restrictive steps on corn sweeteners (including anti-dumping
duties, taxes of soft drinks produced with HFCS, and impostion of TRQs), basicadly arguing that
the U.S. has not complied with its NAFTA commitments on sugar access. The U.S. has argued
that Mexican barriers to HFCS imports and usage are themselves violations of the NAFTA
accords. Meanwhile, the high U.S. tariffs on over-quota sugar imports (outside of the TRQ) are
fdling for Mexico under NAFTA: from 16 centspound for raw sugar in 1994 to 7.56
cents/pound effective January 1, 2003, with further declines scheduled in following years and the
over-quota tariffs to be diminated completely in 2008. With low world sugar prices since 1998,
and with the faling tariffs, over-quotaimports from Mexico have become within the reslm of

feagbility. The Mexican government has impaosed restraint toward authorizing such saes, but
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over-quotaimports are increasngly likely as the tariffs come down. In the interim, squabbling
over the NAFTA provisions for bilaterd sweetener trade continues to pit producers of U.S. corn
sweeteners, seeking access to Mexico, againg the U.S. sugar industry, seeking to restrain sugar
imports, and the U.S. government againgt the government of Mexico. Rumors emerge regularly
of a“dedl” between the two countries that would set negotiated market access quantities for
sugar and HFCS, but reaching a comprehensive bilaterd agreement has been dusive.

While much of the U.S.-Mexico consultation and dispute over sugar has focused on
short-term access questions, the common market that emerges in 2008 looms ever closer on the
horizon. Once the tariff phase out is complete, NAFTA and the side | etter contain no explicit
trade restraints between Mexico and the United States for domestically-produced sugar or HFCS.
In principle, if Mexican sugar production were to exceed domestic consumption at thet time, the
full excess could flow into the U.S. market. Thisinflow would butte up againgt the provisions of
the 2002 U.S. farm hill, which is scheduled for renewd in 2007. Still, in 2003 it remains
uncertain whether the full liberdization of agriculturd trade written into NAFTA will be
accomplished. Asthefind period of 15-year phase-in for liberdization of trade for the most
sengtive commodities begins, cracks are appearing in the commitment to the envisioned

dimination of al agricultural trade barriers®

3 In an assessment of NAFTA in 1996, | concluded that the concessions made to various agricultural interest groups
to secure passage of implementing legislation by Congress “rai se the question of whether the agreement to allow
unrestricted trade in sugar between Mexico and the Unites States after 15 yearsis ultimately credible” (Orden, 1996,
p. 379). The agreement could unravel along with commitments on other sensitive commadities. In early 2003, in
addition to the continued conflict over sugar and HFCS, Mexico had also negotiated a safeguard limiting U.S.

poultry exports for six months and was raising the possibility of safeguards for dry beans and white corn, aswell as
limits on beef and pork. If each country retreats to allowing continued protection for its most sensitive commodities,
the long-run liberalization will break down. Potential gains from trade will be lost and NAFTA will have failed to
provide an example of full agricultural trade liberalization under aregional trade agreement.
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The WTO Uruguay Round Agreements and Doha Round Negotiations

The multilateral Uruguay Round Agreement on Agriculture guaranteed only minimal
market access to the most protected agricultural markets worldwide under low-tariff TRQs,
together with limited commitments to expand this access and to reduce the high (usudly
prohibitive) over-quota tariffs through 2000. Sugar imports by the United States exceed the
generd TRQ minimum market- access guarantee of 5 percent of domestic consumption. The U.S.
made a commitment instead to a minimum TRQ sugar import level of 1.256 million short tons
raw vaue. At thetime, U.S. imports exceeded thislevel, so the U.S. commitment was not
viewed as a sgnificant trade liberdization step. The Uruguay Round Agreement aso prohibits
introduction of new export subsidies. This precludes the United States from adopting a European
Union type of regime, both importing sugar under high domestic prices to meet its Uruguay
Round commitment and selling domesticaly-produced sugar at alower world price with an
export subsidy.* Under the Uruguay Round Agreement, the U.S. over-quota tariff on raw sugar
has declined from a base value of 18.08 cents per pound to 15.36 cents per pound. Thisremainsa
prohibitive tariff even when the world price of raw sugar falsto six or seven cents.

Unlike the U.S.-Mexico commitmentsin NAFTA, the Uruguay Round Agreement does
not encompass a long-term schedule for full remova of agriculturd trade barriers. Negotiations
of further commitmentsto limit agricultural support and lower agriculturd trade barriers are
underway through the WTO Doha Round negotiations launched in November 2001. Aslong as
over-quota tariffs are prohibitive, to effectively increase competition in the TRQ-protected
markets requires more than an increases in the absolute quantities of trade subject to low

duties—it requires that TRQs expand as a percentage of domestic consumption. Such increases

* For evaluations of sugar policies worldwide see Schmitz, Spreen, Messinaand Moss, and Organi zation for
Economic Co-operation and Devel opment.
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in low-tariff TRQ access could put pressure on sugar support policiesin the United States and
other protected markets. For example, a 50-percent increase in the U.S. sugar TRQ would raise
minimum imports to 1.884 million tons

In July 2002, shortly after enacting the FSRIA with increased domestic subsidies and
strengthened support for sugar, the United States tabled a proposa for new WTO multilateral
commitments on agriculturd trade. Only asmall increase in TRQs (20 percent) was included in
the U.S. proposa. However, the U.S. aso proposed that dl agricultura tariffs be reduced to no
more than 25 percent within afive-year period, usng the Swiss formula that brings higher tariffs
down fagter than low tariffs. The U.S. proposa would bring the bound tariff gpplied to U.S.
sugar imports down dramatically—from 195 percent including special safeguards, to around 22
percent (Tsigas and Boughner). Such adramatic tariff reduction, if enacted, would again butte up
againg the new U.S. farm hill.

SUGAR TRADE LIBERALIZATION UNDER AN FTAA

One conundrum facing sugar policy within the FTAA, aswdl aswithin the WTO, isthe
pending head-on confrontation between regiona or multilatera trade reform proposals and the
intransigence around exigting policies that continues to be written into U.S. farm program
legidation. While there is no certainty that sugar trade liberdization will be included in an
FTAA, for the remainder of this chapter | will assert that such reform is a desirable policy
outcome. On thisbasis, some of the likely impacts of reform are examined, adjustment programs
thet might facilitate reform are considered, and obstacles to and the feasibility of such an
outcome are discussed.

Three positive objectives of FTAA sugar market liberdization can be highlighted. These
are:
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1. To create a sustainable long-run policy with greater market orientation, increased integration
and more open trade;

2. Tofreeup pricesto dlow the integrated market to clear and set stocks vauation in response
to supply and demand;

3. Toavoid out-dated and codtly interventions either through government involvement in
purchases, forfeitures, stockholding and stocks disposd, or through resort to government-
managed domestic marketing alotments or production quotas.

The basic argument for opent market policiesis that they are efficient and welfare-enhancing ad

are consgstent with the overdl objective of broad trade liberdization under an FTAA. Sugar isan

essentidly homogeneous commodity for which severd low- and middle-income countries are
low-cost producers. Thus, sugar is a prime candidate for policy reform to increase trade
opportunities of developing countries—presumably developed countries would achieve
compensating market- access gains in other areas under afull free trade agreement. The sugar
policy reformissue is aso complicated in an FTAA by the bifurcation among developing
countries, with some countries being the beneficiaries of preferentiad market access under current
policies and imposing domestic protection that would have to be reduced under afully-
implemented FTAA reform.

A number of empirica studies shed light on the likely impacts of sugar market
liberdization. In one benchmark study, Borrel utilizes a detailled multilatera mode ddlinegting

24 countries/regions and seven classes of sweetenersto examine the long-run price, trade ad

welfare effects of full liberdization of world sugar markets. In his andyds, multilateral

liberdization resultsin a 25-percent decline of the U.S. sugar price, while the world pricerises

by 38 percent. U.S. imports increase around 5 million metric tons annualy with liberdization.

Consumer gains are nearly $1.2 billion for the United States, while U.S. producer surplus falls by

15



$0.7 billion, leaving anet estimated gain of $0.5 billion. Worldwide net gains are nearly $5.0
billion.

Haey (1998) constructed a more detailed U.S. mode with separate short-run (processing
capacity fixed) or long-run (processing capacity adjustable) supply functions for nine domestic
regions, acomplex, three-stage demand structure for six types of industrial Sweetener users, and
atwo-stage demand structure for non-industrid sweetener consumption. Foreign excess supply is
compressed into an aggregated eastic upward-doping function. For aunilaterd liberdization by
the United States, Haley a0 finds a domestic price decline of around 25 percent. His equations
imply afairly price-responsive (but gill indastic) demand structure. When the U.S. pricefals,
domestic production declines by 2.5 million tons (28 percent) in the long run. Demand expands
nearly proportionately to the price decline, so importsrise by amost 5 million tons, causing the
world price to nearly double. Haey estimates smdler consumer gains ($0.67 billion) and totd
producer losses ($0.64 hillion) than does Borrdl for multilaterd liberdization He notes that the
demand structure specified is the most obvious difference between his study and those indicating
larger digtributional and net effects from changes in sugar policy.

A third modding study of the economic effects of the U.S. sugar program was conducted
by the GAO. The study utilizes aglobd sugar model from lowa State University, augmented to
include domestic supply linkages to the corn, HFCS and wheat markets, and to evauate separate
effects on domestic cane and beet producers, cane refiners, sugar beet processors, corn
producers, and HFCS processors. The GAO estimates that the sugar program added $1.5 billion
in 1996 and $1.9 hillion in 1998 to the costs of domestic sweetener users and consumers, while
cane and beet producers received benefits of about $0.8 billion in 1996 and $1.0 billion in 1998.

For unilaterd U.S. liberdization, this study finds that domestic raw and refined sugar pricesfal
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around 40 and 25 percent, respectively, while world prices rise 10 to 20 percent. With highly
indastic supply and demand assumptions, domestic harvested acreage fdls by lessthan 5
percent, while importsrise by 1.1 to 1.6 million tons.

Two recent sudies focus specificaly on sugar trade liberdization within the FTAA
region. Tsgas and Boughner utilize amodified Globa Trade Andlyss Project (GTAP) modd to
examine the effects of unilaterd U.S. sugar trade liberdization with the Americas. Their modd
includes nine regions but aggregates Centra America and the Caribbean, precluding examination
of differentid effects among low- and high-cost producersin these two areas. TSgas and
Boughner find that U.S. liberdization results in a decline in domestic sugar production, but the
drop is moderated in their analysis by continuation of the U.S. |oan rate support program.
Wholesale U.S. consumer prices are not assumed to be supported in their model, and drop by 84
percent, with U.S. sugar imports doubling. Sugar exportsto the U.S. increase for Mexico,
Centrad American and the Caribbean, Brazil, and the rest-of- South America

In a second paper evauating FTAA sugar market liberdization, Haley (2002) uses
USDA’s basdline projection mode—which incorporates details on the U.S. and Mexican sugar
and corn sweetener sectors—to examine four dternative trade scenarios that might arise from
FTAA negotiations. In two scenarios, the U.S. is assumed to offer larger TRQsto FTAA
countries, elther doubling or quadrupling access for sugar from within the region, while holding
access from other parts of the world at constant levels. In the second two scenarios, the U.S. is
assumed to dlow unlimited zero-tariff market accessto FTAA countries. Results are considered
for the four-year period 2009-2012 under the assumption that Mexico has attained unlimited

duty-free access to the U.S. market under NAFTA.
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With FTAA sugar access expanded under TRQs, the U.S. can only maintain the basdine
loan rate (at a net government cost) by utilizing a substantial PIK and accumulating CCC sugar
stocks that mostly offset the increased imports. Sugar production in the U.S. fals nearly 10
percent with adoubling of the FTAA sugar TRQs and by nearly 25 percent with a quadrupling of
FTAA imports. Sugar imports from Mexico are mostly unchanged aslong asthe U.S. loan rates
are maintained. If, dternatively, the U.S. wereto let loan rates fal to avoid CCC stock
accumulations, Haley argues that U.S. market prices would drop during an adjustment period.
Thiswould force inefficient domestic sugar processing plantsto close. Priceswould rise again
once those plants were out of business, as long as imports remain restricted by the new TRQ
quantitative limits. In contragt, if the U.S. dlows unlimited FTAA imports, then domestic prices
are driven down to world price levels (plus a marketing margin). If the increased U.S. demand
does not raise the benchmark world price (projected at nine cents per pound), then U.S.
production fals so low “that one can not be assured that any U.S. sugar production would
remain, save the production of niche sugars.” If increased U.S. demand were to raise the world
price by two cents per pound, then U.S production would aso fall sharply (to one-third of the
benchmark projection) but not be eiminated. Imports from Mexico dso fal sharply under
unlimited FTAA market access, since Mexico is not one of the lowest-cost producersin the
region.

ADJUSTMENT ALTERNATIVESTO FACILITATE SUGAR MARKET REFORM

With possble FTAA reform of sugar markets having such substantia impacts, the
guestion arises whether adverse impacts on producers can be moderated to facilitate a move
toward trade liberdization. A variety of cashout options can be constructed that make U.S.

sugar policies more Smilar to those adopted for other supported crops. Herein, three possibilities
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are consdered: direct payments on dl output, direct payments on afixed volume of output, and
fully decoupled payments. These three options parald the historical development of the cash out
that has occurred for other crops, and each moves sugar policy in that direction. The first two
options retain loan rates a their levels under the FSRIA, but diminate CCC forfeitures and
instead provide LDP payments when market prices are lower. The third option goes further and
diminates paymentstied explicitly to sugar production. This would entail lowering the sugar

loan rates to levels below generdly-expected market- clearing prices. The loan rate mechanism
(with forfeitures) would then provide a“ safety net” againgt extreme price volaility but would
usually not provide an incentive-distorting price floor.

A policy of direct payments of the difference between the market price and a specified
loan rate support price provides an open-ended producer subsidy when payments are made on all
output. The price-induced distortions to resource use, and the level of producer surplusin the
sugar market are largely unchanged compared to the existing programs if the support prices are
st at exigting loan rate levels. The loan rate remains the incentive price for production, while the
market clears a alower price, reducing the consumer distortion of current policies. Thisisa
“haf shot” of reform, but alows consumption to increase and the market to clear, while
producers continue to receive a supported price. Such reform would redign U.S. policy to

accommodate any market pressures arising from existing international commitments for sugar

® The economic costs of the U.S. sugar program have led to many earlier calls for policy alternatives, including calls
specifically for ashift to direct payments—a*“ cash out.” Deficiency payments were one option examined by USDA
at the behest of Congress when importation of Cuban sugar was barred in the early 1960s. Schmitz discusses
deficiency payments as one alternative to import restrictions and Sturgiss, Field and Y oung argue that the United
States could adopt less costly trade-neutral direct support policies. Krueger points out that sugar deficiency
payments might have moderated the substitution of HFCS for sugar, then notes the irony of corn growers opposing a
regime with such payments as creating “unfair competition.” For ashort period in 1977, when the sugar program

had not been renewed because of high world sugar prices, the United States fell back on permanent legislation
authorizing deficiency payments, but thereafter import protection through duties and subsequent import quotas was
enacted. Krueger describes an unsuccessful endorsement of deficiency payments by the Sugar Users Group in 1978,
while Jabaraand Valdes note that the Reagan administration was unable to attain congressional support to introduce
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imports, and to accommodate international market-access negotiationsin the WTO or FTAA.° If
border policies were unilaterdly liberalized, while U.S. production remained at pre-liberdization
levels because of the price supports for producers, the world price would rise less than with full
unilaterd trade liberdization. Using Haey’s (1998) globa equilibrium modd, this effect would

be for the world price to rise by about 3.5 cents/pound less. At the resulting lower world price,
U.S. consumption (and hence imports) would increase by about 4 million tons (compared to an
increase of imports around 5 million tons under his free trade scenario with reduced U.S.
production).

Compared to aminimal cash out with guaranteed producer prices for al production,
additiona reform is achieved if direct payments are made only on afixed quantity of output. If
acreage and yield-enhancing decisions are separable, and if the direct payments are made on a
“per acre’ basis, then the payments il provide an incentive to keep acreage in production, but
not to apply inputs or adopt new technology to raise yidds at the margin. If thefixed leve of
output receiving the direct payment isthe full amount of recent domestic supply, little production
reform occursinitidly, while consumer gains are achieved as above. Over time, if the quantity
recelving support is restricted, less incentive is provided to expand production and processing
capacity.

The most ambitious form of cash out would make fixed payments to sugar producers that
are not linked to continued production, by providing FAIR-Act-style decoupled payments. With

this full decoupling, production distortions would be reduced. The domestic market price would

a deficiency-payments policy in 1987. Opponents of the sugar support program have since turned without success to
arguing mostly for the more radical cutout alternative of an end to the sugar program without compensation.

% | have pointed out that aminimal cash-out proposal along this line need not involve any immediate changein U.S.
border policies or import obligations. Thus such a cash-out reform need not be subject to the frequent producer
complaint that unilateral reform would expose U.S. producers to competition from subsidized production abroad, in
what they tend to call the “ dump world market” (Orden, 2000).
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be the incentive price determining output levels, and land and other resources would flow into
their best uses. If border policies were liberdized dong with provison of decoupled payments,
the production and consumption outcomes would be nearly equivaent to afree trade scenario,
while incomes of producers would be sustained.

It isless cogly to maintain producer welfare with decoupled payments than with
payments that retain production distortions. Using Haey's (1998) results, an expenditure of at
the least $770 million is required to maintain producer revenue & its base leve from the existing
program. In contrast, to maintain only the producer surplus of sugar producers a the leve they
achieve under the existing programs requires an expenditure of $438 million.” Thus fully
decoupled payments are a less costly cash-out policy than direct paymentstied to production
levels. Put another way, usng Haley’s modd, payment in the long run of more than about one-
haf billion dollars would overcompensate current sugar producers if fully decoupled payments
are the cash-out palicy, while payments of even twice as much might under-compensate those
producers if the cash-out expenditures are tied fully to the level of domestic output.®

For sugar trade liberaization in an FTAA, it isnot just in the United States that
production adjustments in the sugar sector would occur. Two other sugar importers (Barbados
and Venezud@) and saven regiona sugar exporters, including low-cost producers Colombia,
Costa Rica, El Sdvador and Guatemala and low-to-medium cost producers Mexico and
Nicaragua) aso have TRQs redtrictions under the WTO Agreements, while both Brazil and

Mexico are subject to limits on use of export subsdies (International Sugar Organization). The

" Haley also calculates aloss to fructose producers of $203 million, resulting in his total producer loss of $0.64
billion.

8 Haley’ sbase U.S. production under the sugar program is 8.96 million tons priced at $370/ton, for revenue of $3.30
billion. Under liberalization, output is priced at $283/ton, which would be revenue of $2.53 billion if theinitial
production level were maintained. But recall that with cash-out payments still tied to production the world priceis
lower than in Haley’ s liberalization scenario, thus deficiency payments based on the difference between the world
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WTO bound tariff commitment levels are generdly high throughout the region, as shown in

Table 2. Bound tariffs are 20 percent or less only among three countries that are importers but do
not produce much sugar domesticaly (Canada, Haiti, and Surinam). Low-cost exporter Brazil
and a number of other exporters maintain bound tariffs around 35-40 percent, but low-cost
exporter El Salvador has abound tariff level of 70 percent, and Colombia and Guatemala over
100 percent. Tariffs are dso 100 percent or more for most of the high-cost Caribbean exporters.

The cash out policies described above could also be applied in the other FTAA countries
(importers and exporters) where the domestic and trade regime for sugar has provided high-
levels of protection. However, few of these countries have utilized direct payments to support the
incomes of producers of other crops, so initiating direct sugar payments as compensation for
lower trade barriers would represent an even more dramatic departure from their agricultura
sector policy regimes. Many governments would not have the fiscal resources to implement such
compensation schemes without internationd financid assstance.

U.S. Peanut Program Reform in 2002: A Template for Sugar ?

Sugar trade liberdization has been tossed around conceptually but tossed out politically
in the United States and elsewhere for at least a hdf century. Can a case be made for an FTAA at
the start of the twenty-first century that a nexus of policy condraints has emerged such that
liberdization is, or islooming as, aviable policy option? Involved are issues such as how much
posturing is incorporated in the industry position as reflected in the U.S. FSRIA of 2002? How
much pressure will trade negotiators bring to bear againg the existing sugar regime? What
willingness is there in the indugtry to adapt to change—particularly if it includes casht out

compensation payments as described herein?

price and atarget price would be higher; in my cal culations based on Haley, by as much as $625 million ($70/ton x
8.96 million tons) making the cost of maintaining revenue as high as $1.4 billion annually.
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With respect to these questions, there is one aspect of the 2002 FSRIA that warrants
additional comment. In the 2002 law, along-established regime for edible peanuts comprised of
domestic price supports well above world levels and quotas on the production digible for the
domestic market was scragpped in favor of direct cash payments. This changein policy may hold
promise as atemplate for smilar reform in sugar.

Under the older U.S. peanut support program, domestic quota holders received
preferentia prices for peanuts supplied to the domestic market for edible uses, compared to
prices received for peanuts (known as “additionds’) that went into processing (crushing into ail
and medl) or were exported. TRQs restricted foreign access to the domestic edible market. Thus,
the traditional peanut program crested an income stream from higher prices reserved exclusve
for those domestic and foreign producers and quota owners who had privileged access. Even
domestic farmers without quotas were barred from producing peanuts for the domestic edible
market but could produce peanuts as additiondls.

The 1996 FAIR Act included some changesin the peanut program. The loan rate for
quota peanuts for the domestic edible market was lowered from $678/ton to $610/ton, a price
escalator that had previoudy pushed loan rates up with rising production costs was eiminated,
and geographica production restrictions were partialy relaxed.’ A minimum nationd quotawas
aso diminated, which dlowed USDA to set annud quota poundage eigible for the domestic
market based on demand estimates. The annua effective quota poundage was subsequently

reduced from 1.47 million tons for the 1995 crop year to 1.15 million tonsin 1996 and averaged

° The tight restriction on peanut production for the domestic edible market had only been relaxed slightly from the
original supply control program of the 1930s through 2001. Until 1996, quota peanuts had to be grown in the county
and state in which the quota had originally been assigned. Under the FAIR Act some quota could be transferred
(leased or permanently sold) across county lines within a state. This reform was phased into effect, until amaximum
40% of the state’ s quota was eligible to move across county lines. The largest shift of production has occurred in
Texas, where nearly all of the allowed quotatransfer has occurred from Central Texasto West Texas. Less transfers
of quota across county lines occurred in other states.
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1.24 million tons during 1996-2000, only 82 percent of the effective quota average of 1.52
million tons for the pre-FAIR years 1993-1995 (Chvosta, Rucker and Thurman). Despite the
reduced quota, domestic peanut production remained nearly constant. The average nationd
production for 1996-2000 was 1.82 million tons, or 99 percent of the average of 1.85 million
tons for the years 1993-1995. Asaresult, under the FAIR Act peanut producers were sdlling a
relatively smdler proportion of their output at alower quota support price for domestic
consumption, and areatively higher proportion of their peanuts at much lower pricesin the
additionals market.

One reason for the declining effective quota for the domestic edible market was the
increased foreign access to the U.S. peanut market under internationd trade agreements to which
the United States committed in the 1990s. Foreign access to the U.S. domestic market for
peanuts increased from less than 4 percent of consumption prior to the 1993/94 marketing year to
over 10 percent by the 1999/2000 marketing year due to market-access provisons of the WTO
and NAFTA (Fletcher and Smith). Moreover, the tariff rate for peanutsis scheduled to decline to
zero for Mexico in 2008 under NAFTA, so imports are likely to rise. Other foreign producers
aso had incentives to seek additiona access in trade negotiations as long as the price in the U.S.
domestic market remained above the price in world markets, as it had under the peanut quota
program.

In these circumstances, fundamental changes to the peanut program were made in the
2002 FSRIA. The quota-based dua market structure was replaced with a support program of
direct payments that includes three basic components smilar to other crops: a much-reduced

loan rate and related LDP payments if market pricesfal below the loan-rate level, decoupled
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direct payments, and counter-cyclica payments. In addition, peanut quota holders are
compensated for their loss of quota rights with direct payments.

The new peanut program is lucrative for both former quota holders and for producers of
peanuts once sold as additionds. The cash out has an estimated cost of $4 billion over ten years.
Under the FSRIA, any producer of peanutsis digible for aloan rate of $355/ton on dl current
production. Those who qudify as an “higtoric producer” of quotaor additiona peanuts are also
guaranteed a direct payment of $36/ton and atarget price under the counter-cyclica payment
program of $495/ton for the output from 85 percent of historic peanut acres and recent yields.
Thus, for atraditiona producer who continues to grow peanuts the minimum average revenue is
$474/ton on alevel of production equal to recent output ((0.85)* ($495) + (0.15)* $355 = $474).
The traditiona peanuts producers d<o attain planting flexibility. They can receive the direct
payment and the counter-cyclica payments while growing another crop if that is deemed more
profitable. If peanuts are grown, the new guaranteed revenue is much higher than received in the
past by additiona producers, who had only been dligible for aloan rate of less than $200/ton.
And for five years, the former quota holders attain an additiona payment of $220/ton. Thus, for
the next five years the tota guaranteed revenue is $694/ton for a quota owner who continues to
grow peanuts, compared to $610 under the FAIR Act. After five years, guaranteed revenue for a
former quota holder fals below the previous guarantee, but the quota buyout of $220/ton for five
years compares favorably with market prices for many sales of quota rights before the 2002
FSRIA was passed. Apparently these market pricesincluded a discount for the possibility that
the peanut quota program would not last forever.

There are anumber of other political economy aspects to the cash out enacted for peanuts

in the United States in 2002. Rising imports and the potentid for further trade liberaization were
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used as arguments to motivate the policy changes as necessary to “ preserve the domestic
industry.” The preservation argument was central—the intent of the new peanut support policy is
to sustain the domestic industry not cause its demise. The future of the domestic industry can not
be guaranteed under the FSRIA because farmers can shift out of peanut production under
planting flexibility, whereas under the earlier quota system peanuts had to be grown to attain the
high domestic price. But domestic producers are well compensated for lower market prices under
the FSRIA and incentives for domestic peanut production are improved for the traditiona
growers of additionas and new entrants. Consumers dso benefit from lower market price and
their gains should exceed the costs of the new program borne as taxpayers. In contrast, foreign
producers who had attained TRQ access to the U.S. domestic market are disadvantaged by the
changein policy. Unlike domestic producers, the foreign producers do not receive any payments
as compensation for the lower U.S. domestic peanut prices. With lower prices, accessto the U.S.
market is of less value to foreign producers, but under the FSRIA the U.S. is better positioned to
liberdize peanut trade. This positioning is quite in contrast to the sugar policies enacted in 2002.
Obstaclesto U.S. Sugar Policy Reform

It is noteworthy that U.S. sugar producers did not endorse a casht out reform smilar to
peanuts in 2002, instead opting to tighten restrictions under their traditional price support
program. The sugar producers faced the same government budget context as peanut producers,
and could have sought to have some of the new money Congress made available for agricultura
support used for sugar payments. Sugar potentialy faces even more pressure than peanuts from
imports under NAFTA, the WTO or an FTAA. Sugar producers are widdly held to be amore
powerful lobby than peanut producers. Y et the sugar industry didn’t seek new cash-out payments

under these circumstances. The industry clearly intends to hold on to its current support program
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for sometime. Thisis sobering for prospects for sugar trade liberdization under an FTAA,
because liberdization is unlikely to occur without being accompanied by some type of cashout
compensation for sugar producersin the United States.

One reason the U.S. sugar producers did not endorse a cash out in 2002 liesin the
domestic structure of the industry. Cane sugar is characterized by large production units, in
Floridain particular, making payment limits per operating unit a political obstacle to adoption of
direct support. Transparency is usudly viewed as a desirable attribute of government policy, and
direct cash payments are more transparent than the support ddivered by maintaining high market
prices. However, the trangparency of direct payments are aliability to engineering a shift toward
acash out in the case of sugar. Turning support toward direct payments makes explicit the
concentration of benefits from sugar policies. The sugar program benefits just 9,000 beet
farmers, and 1,000 cane farmers. The large cane farms average nearly twenty times as much
acreage as the average beet farm (over 3000 acres, versus less than 200) and two large
corporations account for nearly 80 percent of the cane acreage in Forida. The concentration of
benefits from the sugar program on these large entities provides reform advocates with a strong
equity argument for change. But if direct payments are made proportiona to output, and to both
gmadl and large producers without limitation, it detracts from the gppeal of a cash out as that
change. Hence, a stdemate prevails on sugar policy, which leaves large producers ataining the
benefits of support through high consumer prices.

A second obstacle to engineering a cash out arises from federa budget rules. Programs
with more politica goped than cashing out an archaic sugar policy continualy make demands on
the federal purse, and enthusiasm for tax cuts has not waned in the United States, even though

budget deficits have re-emerged after afew years of surpluses. Congressional pay-as-you-go
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rules are dill in place. Under these rules, any proposa assessed to increase budget outlays has to
be offsat through other revenue increases or budget cuts. This limits the room for adopting direct
payments to sugar producers.

The prospective short-term cost of a sugar cash out might not exceed those for the
peanuts policy reforms enacted in 2002. For each penny of payments per pound of sugar under
an LDP program, the cogt is around $180 million, assuming payments on recent levels of output.
The PIK program reduced sugar beet acreage by about 6 percent in 2001, which al else constant
reduces total domestic sugar production by about 3 percent. Instead of congtraining supply, if
market prices had been alowed to fal below the loan rate with compensating cash payments the
program cost would have been from $150 million to as high as $1 billion, depending on the
short-run price responsiveness (dadticity) of demand. Marketing dlotments and PIK programs
were anticipated being in use for at least severd yearsin 2002, implying a cash out would prove
costly over thistime period, but not necessarily more costly than the policies enacted for peanuts.
In the longer term, the cost of asugar cash out could prove higher because of larger potentia
sugar imports, whereas the U.S. has been a net peanut exporter with its additionas production,
and islikely to be an exporter under the FSRIA peanut program. The long-term cost of a sugar
cash out depends on uncertain supply and demand conditions in the future, as well as on future
internationd trade agreements, and on the demand and supply responses to lower prices.

One argument that supporters of the current sugar program have used againgt reform has
been that lowering sugar prices would result mainly in increased profits for large industrid sugar
users, not lower prices for consumers. The argument is often brandished for rhetorical effect: it
plays on an anti- corporate theme that has a congtituency, and in the process nestly turns the

argument away from the inequity of implicit taxation of consumers to benefit rich farmers and
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sugar corporations. Reform advocates have responded with rhetoric of their own, primarily the
counter-claim that sweetener-user industries are find-customer oriented and competitive. But
even a competitive processing industry may benefit from reduced input costs. To the extent this
occurs, it changes the digtributiond impacts of sugar policy reform compared to asmple
consumer and producer surplus argument.

The most formidable obstacle to U.S. reform remains opposition from sugar producers
and processors, who have been able to dominate the legidative outcomes, as shown in 2002. As
long as the sugar industry views the existing program as advantageous, and exposure to direct
payments as undesirable, it will continue to marshd arguments againg reform: among these
arguments, that the existing program provides market stability, that it has no budget cog, that
liberdization by the United States would be unilatera disarmament in the face of European
Union and other subsidies, that lower prices benefit industria users not consumers, and so on.
Reform advocates can counter such arguments, and a cash-out reform proposd is less abrasive
than an abrupt “ cutout” ending the sugar program without compensation, but thereislittlein the
history of cash outs for other cropsin the United States to suggest there will be movement aong
this path until at least some producers endorse such a change. Obstacles to enactment of direct
compensation payments to sugar producersin other FTAA countries are so substantial.

CONCLUSION: ISFTAA SUGAR TRADE LIBERALIZATION POSSIBLE?

This paper has addressed the current policy regimes toward sugar among Western
Hemisphere countries, the sugar production and marketing Situations under these policies, and
the prospects for sugar trade liberaization under an FTAA. While there is no certainty that sugar
trade liberdization will be included in an FTAA, the argument is presented that such reformisa

desirable policy outcome because it raises efficiency and is welfare-enhancing in amanner
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consstent with the overdl objective of broad FTAA trade liberdization. Sugar is an essentidly
homogeneous commodity for which severd FTAA low-and middle-income countries are low-
cost producers. The region has a net surplus of low-cost sugar output. Thus, sugar isa prime
candidate for policy reform to increase trade opportunities of developing countries.

To accommodate trade liberdization, it islikely that some form of compensation
payments will be required. Within the United States, where much of the adjustment to lower
prices would occur, the fundamenta reform of the peanut program in 2002 provides a possible
template for sugar reform as wdll, dthough the costs could be higher for sugar with trade
liberdization in the long run. The highly concentrated structure of sugar production in the
southern United States aso presents a political obstacle to devising adirect payments
compensation scheme. Thus, achieving sugar market trade liberdization will take a sgnificant
commitment on the part of negatiating governments. Governments of other FTAA countries with
protected sugar sectors will dso face obstacles to implementing direct payments, but
compensation mechanisms for high-cost producers in these countries may aso need to be
devised in order for sugar market liberaization to proceed. These compensation mechanisms
should not lock in continued high-cost production, but compensation to offset distributiona

effects and dlow net gainsis congstent with the prescriptions of internationa trade theory.



Refer ences

Borrdl, Brent. 1999. Sugar: The Taste Test of Trade Liberalization. Paper presented at the World
Bank/WTO Conference on Agriculture and New Trade Agendain the WTO 2000 Negotiations,
Geneva, Switzerland (October).

Chavas, LuisR. Garcia, Thomas H. Spreen, and Gretchen Greene. 2002. Structural Reform and
Implications for Mexico's Siveetener Market. In Sugar and Related Sweetener Markets:
Internationd Perspectives, edited by Andrew Schmitz, Thomas H. Spreen, William A. Messna
J., and Charles B. Moss. Wallingford United Kingdom: CABI Publishing.

Economic Research Service, USDA. The 2002 Farm Bill: Sde by Sde Comparison with 1996-
2001 Farm Legidation. Available at www.ers.usda.gov.

Fletcher, Stanley M., and Nathan B. Smith. 2001. Peanut Policy. Department of Agriculturd and
Applied Economics, University of Georgia (Fall).

Genera Accounting Office. 2000. Sugar Program: Supporting Sugar Prices Has Increased
Users Costs While Benefiting Producers. GAO/RCED-00-126 (June).

Haley, Stephen L. 2002. Free Trade Area of the Americas (FTAA): Consequencesfor U.S.
Sugar. Draft paper, Economic Research Service, U.S. Department of Agriculture (August).

Haley, Stephen L. 1999. U.S.-Mexico Sweetener Trade Mired in Dispute. Agricultural Outlook
(September).

Haey, Stephen L. 1998. Modding the U.S. Sweetener Sector: An Application to the Analysis of
Policy Reform. Working Paper 98-5, International Agricultural Trade Research Consortium
(Quly).

Haey, Stephen, and Nydia R. Suarez. 2002. Sugar and Sweeteners Outlook. Electronic Outlook
Report, Economic Research Service SSS-234 (May 31). Available a www.ers.usda.gov.

Internationa Sugar Organization. 1999. The 1994 GATT Uruguay Round Agreement on
Agriculture and the World Sugar Market (October 19).

Jabara, Cathy, and Alberto Vades. 1993. World Sugar Policies and Developing Countries. In
The Economics and Palitics of World Sugar Policies, edited by Stephen V. Marks and Keith E.
Maskus. Ann Arbor: University of Michigan Press.

Krueger, Anne. 1991. The Palitical Economy of Controls: American Sugar. Working Paper
W2504, National Bureau of Economic Research (November).

Organization for Economic Co-operation and Development. 2002. Background Information on
SHected Policy Issuesin the Sugar Sector. Report AGR/CA/APM (2001)32/FINAL (June).

Orden, David. 2003. U.S. Agricultura Policy: The 2002 Farm Bill and WTO Doha Round
Proposa. TMD Discussion Paper No. 109, International Food Policy Research Indtitute,
Washington D.C. Availableat www.ifpri.org

Orden, David. 2000. It is Time for Domestic Sugar Policy Reform. Testimony presented to the
United States Senate Committee on Agriculture, Nutrition and Forestry (July 26).

31



Orden, David. 1996. Agricultural Interest Groups and the North American Free Trade
Agreement. In The Palitical Economy of American Trade Policy, edited by Anne Krueger.
Chicago: University of Chicago Press.

Orden, David, Robert Paarlberg, and Terry Roe. 1999. Policy Reformin American Agriculture:
Analysis and Prognosis. Chicago: Univergty of Chicago Press.

Schmitz, Andrew. 1984. The U.S. Sugar Program under Price Uncertainty. Occasiona Peper,
American Enterprise I nstitute (November).

Schmitz, Andrew, Thomas H. Spreen, William A. Messina J., and Charles B. Moss. 2002. Sugar
and Related Swveetener Markets: International Perspectives. Walingford, United Kingdom:
CABI Publishing.

Schmitz, Troy G., JamesL. Sede J., and Peter J. Buzzandll. 2002. Brazil’s Domination of the
World Sugar Market. In Sugar and Related Sweetener Markets: International Perspectives, edited
by Andrew Schmitz, Thomas H. Spreen, William A. Messna Jr., and Charles B. Moss.
Wialingford, United Kingdom: CABI Publishing.

Sturgiss, Robert, Heather Field, and Linda Y oung. 1990. U.S Sugar Policy Reform. ABARE
Discusson Paper 90.4. Canberra: Australian Government Publishing Service.

Tdgas, Marinos E., and Devry S. Boughner. 2002. The U.S. Sugar Program Versus Bilaterd,
Regiond and Multilateral Trade Liberdization Symposium paper presented at the annual
mesting of the American Agricultura Economics Associaion (July).

U.S. Department of Agriculture. 1961. A Report of the Special Study Group on Sugar of the U.S.
Department of Agriculture. Washington D.C.: U.S. Government Printing Office (February).

. 2002. Sugar and Sweeteners Stuation and Outlook Yearbook. Washington D.C.:
Economic Research Service (June).

. 2002. Sugar and Sweeteners Outlook Report. Washington D.C.: Economic Research
Service (May).

Westcott, Paul C., C. Edwin Y oung, and J. Michael Price. 2002. The 2002 Farm Act: Provisions
and Implications for Commodity Markets Agriculture Information Bulletin Number 778,
Economic Research Service, U.S. Department of Agriculture (November). Avallable at
WWw.ers.usda.gov.

32



Table 9.1. Sugar production, consumption and Trade 1995/95 - 1999/2000 and U.S. TRQs 2001

Domestic Net Surplus U.S. TRQ
Region/Country Production Consumption Production Allocation
1,000 metric tons, raw value

North America

Canada 128 1,230 -1,102 0.0
Mexico 4,989 4,300 689 113.0
United States 7,260 8,913 -1,653 0.0
Total 12,377 14,443 -2,066 113.0
Caribbean

Barbados 58 17 42 7.4
Dominican Republic 514 305 210 185.3
Haiti 10 84 -74 7.3
Jamaica 215 125 89 11.6
St. Kitts and Nevis 21 4 17 7.3
Trinidad and Tobago 103 &4 19 7.4
Total 921 619 303 226.3
Central America

Bdize 113 14 29 11.6
CostaRica 361 205 156 15.8
El Salvador 418 219 200 27.4
Guatemaa 1,560 438 1,121 50.5
Honduras 250 224 26 105
Nicaragua 349 181 168 22.1
Panama 168 99 69 30.5
Total 3219 1,380 1,839 168.4
South America

Argentina 1,644 1421 223 45.3
Bdlivia 295 228 67 8.4
Brazil 16,490 8,720 7,770 152.7
Chile 495 691 -196 0
Colombia 2,155 1,333 821 25.3
Ecuador 356 390 -4 11.6
Guyana 271 32 239 12.6
Paraguay 125 115 11 7.3
Peru 617 896 -279 43.2
Surinam 1 14 -13 0
Uruguay 20 110 -90 7.3
Venezuda 580 752 -172 0
Total 23,049 14,702 8,347 313.7
Other Countries (Total) 401.7
Grand Total 39,567 31,144 8,423 1,223.1

Source: USDA




Table 9.2. Refined sugar tariff commitments under the WTO

Local Currency per mt or % Ad valorem basis % Reduction
Region/Country Base Fina Base Fina %
North America
Canada $41.67 / mt $35.42 / mt 8 7 15.0
Mexico 173 156 173 156 9.8
United States  $42050/ mt $357.40/ mt 106 Q0 15.0
Caribbean
Barbados * 122 * 122 *
Dominican Republic * 40 * 40 *
Haiti 45 16 45 16 64.4
Jamaica * 100 * 100 *
St Kittsand Nevis 170 130 170 130 235
Trinidad and Tobago * 100 * 100 *
Central America
Bdize * 110 * 110 *
CostaRica 55 45 55 45 18.2
El Salvador 92 70 92 70 239
Guatemaa 178 160 178 160 10.1
Honduras * 35 * 35 *
Nicaragua 120 100 120 100 16.7
Panama
South America
Argentina * 35 * 35 *
Bdlivia * 40 * 40 *
Brazil 85 35 55 35 36.4
Chile 35 315 35 32 10.0
Colombia 130 117 130 117 10.0
Ecuador * 50 * 50 *
Guyana * 100 * 100 *
Paraguay * 35 * 35 *
Peru 130 68 130 68 47.7
Surinam * 20 * 20 *
Uruguay 60 35 60 35 417
Venezuela 117 105 117 105 10.3

Source: International Sugar Organization

* Countries committed to a maximum tariff rate.



