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Sugar Policy Issues

SUMMARY

The sugar program is designed to protect
incomes of growers of sugarcane and sugar
beets, and of firmsthat process each crop into
sugar. To accomplish this, the U.S. Depart-
ment of Agriculture(USDA) supportsdomes-
tic sugar prices by making available loans at
minimum price levels to processors, restrict-
ing imports, and limiting the amount of sugar
that processors can sell domesticaly — the
last intended to meet U.S. import commit-
ments under two trade agreements.

Debate in 2001-2002 on future U.S.
sugar policy occurred against the backdrop of
asugar oversupply situation, whichresultedin
historically low prices and processors subse-
guent forfeiture of sugar pledged as collateral
for price support loans to USDA. Sugar crop
growersand processorsstressed theindustry’s
importance in providing jobs and income in
rural areas. They called for resolving trade
disputes, retaining current loanratelevels, and
relying on domestic marketing controls to
control supplies. Sugar users, some cane
refiners, andtheir alliesargued that U.S. sugar
policy costs consumersand resultsinlost jobs
at food firms in urban areas. Three amend-
ments to reduce the level of price support
and/or phase out the program were offered and
rejected during floor debate in the 107"
Congress.

The sugar program enacted as part of the
2002 farm bill increases the effective support
level by 5%-6%, gives USDA toolsto operate
the program at no cost, and reactivates “mar-
keting allotments” to limit the amount of
domestically produced sugar that processors
can sell inthe U.S. market. Sugar producers
and users continue to scrutinize USDA deci-
sions on the level at which USDA sets the
national sugar allotment quantity, because of
its impact on sugar prices.
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The U.S. sugar production sector argues
that liberalizing trade in sugar should be
addressedinmultilateral World Trade Organi-
zation (WTO) negotiations, but excluded from
hemispheric and bilateral free trade agree-
ments (FTAS). Its concern is that additional
market access provided to FTA candidates,
which are mgjor sugar exporters with weaker
labor and environmental rules, would under-
mine the U.S. sugar program and threaten the
sector’s viability. Sugar users advocate in-
cluding sugar in all trade negotiations, eyeing
the prospect over time of lower-priced sugar
they have not been able to secure through
congressional initiatives. U.S. trade negotia-
tors did include sugar in the Dominican
Republic-Central American Free Trade Agree-
ment (DR-CAFTA) but excluded sugar in the
FTA with Australia. The U.S. sugar industry
strongly opposed DR-CAFTA and worked to
defeat it when considered by Congress.

Effortsto resolvelongstanding sweetener
tradedisputeswithMexicoinvolvingMexican
sugar exports to the U.S. market and sales of
U.S. high fructose corn syrup (HFCS) to
Mexico have shifted to the private sector after
substantive government-to-government talks
stalled. Inlate2003, U.S. and Mexican sweet-
ener industry representatives reached agree-
ment on “broad principles’ to settle these
disputes, but have not yet agreed upon details
to present to each government. The WTO
ruled in August 2005 in favor of the United
States on a trade dispute case that challenged
Mexico's imposition of a sales tax on soft
drinks and beverages sweetened with HFCS.

The Trade Act of 2002 requires USDA
and U.S. Customsto monitor imports of sugar
and sugar-containing products to ensure that
their entry does not circumvent the import
guota and undermine the sugar program.
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MoOST RECENT DEVELOPMENTS

On August 12, 2005, the U.S. Department of Agriculture (USDA) announced sugar
program provisions (marketing allotmentsand import quotas) for the balance of FY 2005 and
for FY2006. For FY 2005, USDA increased the overall allotment quantity (OAQ - the
amount of domestically-produced sugar that can be sold for human consumptionintheU.S.
market) by 250,000 short tons. This step is intended to address the limited availability of
refined beet sugar due to the constraint of FY 2005 allotments imposed on beet processors
and the lack of raw cane sugar available to be sold against existing cane alotments. Initial
reportsindicate the trade does not expect al of the permitted-larger amount of sugar to enter
the marketpl ace before September 30™ to meet immedi ate user demand for various reasons.

For FY 2006, USDA announced an OAQ of 8.6 million short tons and a sugar import
guota at the minimum level the United States is committed to under its World Trade
Organization (WTO) obligations. Other details in the OAQ announcement imply that the
amount of sugar that the cane sector will be unableto produceto sell against its share of the
OAQ (the “shortfall™) will be covered in both FY 2005 and FY 2006 by imports under DR-
CAFTA (Dominican Republic-Central American Free Trade Agreement), imports under
NAFTA (North American Free Trade Agreement) in the form of over-quotaimports from
Mexico, and imports under the sugar tariff-rate quota (TRQ) administered to meet WTO
commitments. USDA’ s announcement stated that sugar imports to cover the cane sector’s
shortfall will not count against the statutory import trigger of 1.532 million ST, which under
different circumstances, would have required USDA to suspend marketing allotments.

Following House approva on July 28, 2005, of DR-CAFTA, which the U.S. sugar
industry strongly opposed, sugar crop producers and processors vowed they will continue
efforts to ensure that the free trade agreements that the Bush Administration is negotiating
with the Andean countries, Thailand, and Brazil do not include additional market accessfor
sugar into the U.S. market.

BACKGROUND AND ANALYSIS

History of and Background on the Sugar Program

Governments of every sugar-producing nation intervene to protect their domestic
industry from fluctuating world market prices. Such intervention is necessary, it is argued,
because both sugar cane and sugar beets must be processed soon after harvest using costly
processing machinery. When farmers significantly reduce production because of low prices,
acane or beet processing plant typically shutsdown, usually never to reopen. Thiscloselink
between production and capital-intensive processing makes price stability important to
industry survival.

The United States has along history of protection and support for its sugar industry.
The Sugar Acts of 1934, 1937, and 1948 required the U.S. Department of Agriculture
(USDA) to estimate domestic consumption and to divide thismarket for sugar by assigning
quotasto U.S. growers and foreign countries, authorized paymentsto growers when needed
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as an incentive to limit production, and levied excise taxes on sugar processed and refined
in the United States. Thistype of sugar program expired in 1974. Following a seven-year
period of markets relatively open to foreign sugar imports, mandatory price support only in
1977 and 1978, and discretionary support in 1979, Congress included mandatory price
support for sugar in the Agriculture and Food Act of 1981 and the Food Security Act of
1985. Subsequently, the 1990 farm program, 1993 budget reconciliation, and 1996 and 2002
farm program laws extended sugar program authority through the 2007 crop year. Evenwith
price protection available to producers, the United States historically has not produced
enough sugar to satisfy domestic demand and thus continues to be a net sugar importer.

Prior tothe early 1980s, domestic sugar growerssupplied roughly 55% of the U.S. sugar
market. This share grew over the last 15 years, reflecting the price protection provided by
asugar program. InFY 2004, domestic production filled 87% of U.S. sugar demand for food
and beverage use. As high-fructose corn syrup (HFCS) displaced sugar inthe United States
during the early 1980s, and domestic sugar production increased in the late 1980s, foreign
suppliers absorbed the entire adjustment and saw their share of the U.S. market decline. The
import share of U.S. sugar food use in FY 2004 was 13%.

Current U.S. sugar policy maintainsdomestic sugar pricesconsiderably abovetheworld
market price, and is structured primarily to protect the domestic sugar producing sector
(sugar beet and sugarcane producers, and the processors of their crops) and to ensure a
sufficient supply. As aresult of the price differential, U.S. consumers and food product
manufacturers pay more for sugar and manufactured food products when sugar is an
ingredient than they would if imports entered without any restriction.

The sugar program differs from most of the other commodity programsin that USDA
makes no direct paymentsto growers and processors. Structured thisway, taxpayers do not
directly support the program through federal government expenditures. This fact is
highlighted as a positive feature by the sugar production sector and its supporters. The
program’ s support level and import protection, though, keep the U.S. sugar price above the
price of sugar traded internationally, and constitute an indirect subsidy to the production
sector by way of higher costs paid by U.S. sugar users and consumers. Program opponents
frequently refer to this subsidy component to argue for changes to U.S. sugar policy.

Thosewith adirect financia stakeinthe debate on U.S. sugar policy include sugarcane
and sugar beet farmers, processors (raw sugar mills and beet sugar refineries), cane sugar
refineries, industrial sugar users (including food and beverage product manufacturers),
foreign countries that export sugar to the U.S. market, corn producers and manufacturers of
high-fructose corn syrup (HFCS), and the federal government.

Congressional debate over sugar policy leading up to the 2002 farm bill changes took
place against the backdrop of structural changes in the industry, historically low domestic
sugar prices caused by oversupply, and the inability of policymakers working within the
1996-enacted U.S. sugar program framework to reconcile the two objectives of protecting
the domestic sugar price (under the sugar program) and meeting trade agreement obligations
that allow foreign sugar to enter the U.S. market (under the import quota).
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Main Features of U.S. Sugar Policy

To support U.S. sugar prices, the USDA extends short-term loans to processors at
statutorily set price levels, restricts imports of foreign sugar, and limits the amount of
domestically produced sugar that can be sold. The sugar program, though, differs from the
grains, rice, and cotton programs in that USDA makes no income transfers or payments to
beet and cane growers. In practice, overal U.S. sugar policy operates to indirectly support
theincomes of domestic growersand sugar processors primarily using two tools. Animport
guotalimitsthe amount of foreign sugar alowed to enter the domestic market. Though this
mechanism is not an integral part of the sugar program’s statutory authority, this quota
operates as an integral part (but increasingly less so than in the past) to ensure that market
prices stay above effective support levels. “Marketing allotments’ (reactivated under the
2002 farm bill) prescribe the amount of domestic sugar that can be sold when imports are
expected to be below a specified level. Accordingly, USDA’s decisions on the size of the
import quota, and on how it will administer sugar marketing allotments, affect market price
levels (see below). USDA administers these policy instruments to ensure that growers and
processors realize the benefits of price support the law provides, whether or not loans are
actually taken out. One 2002 farm bill objectiveisfor USDA to exerciseavailableauthorities
to operate the program on a“no-cost” basis (i.e., result in no federal government outlays).

Price Support

USDA extends price support loans to processors of sugarcane and sugar beets rather
than directly to the farmers who harvest these crops. Growersreceive USDA-set minimum
payment levels (arequirement changed slightly by the 2002 farm bill) for deliveries made
to processors who actually take out such loans during the marketing year — a legal
requirement. With those processors that do not take out |oans, growers negotiate contracts
that detail delivery prices and other terms. USDA loans at times are attractive to sugar
processors as a source of short-term credit at below-prime interest rates.

Loan Rates. The 2002 farm bill freezes |loan rates — 18¢ per pound for raw cane
sugar and 22.9¢ per |b. for refined beet sugar — at levelsfirst set in 1995 through the 2007
crop year. Theloan support for beet sugar is set higher than for raw sugar, largely reflecting
itsavailability after processing asaproduct ready for immediateindustrial food and beverage
use or for human consumption (unlike raw cane sugar). By contrast, raw cane sugar must
go through a second stage of processing at acanerefinery to be converted into white refined
sugar that is equivalent to refined beet sugar in terms of end use. Any beet or cane processor
that meets statutory requirements can take out anon-recourseloan at theserates (adjusted by
region and other factors). Theloan’s*non-recourse” feature means aprocessor can exercise
the legal right to hand over sugar it initially offered USDA as collateral to fully repay the
loan, if the market price is below the support level when the loan comes due.

Effective Support Levels. The above loan rates, though, do not serve asthe price
floor for each type of sugar. In practice, under the 2002 farm bill, USDA’saim isto support
the raw cane sugar price (depending upon the region) at not less than 19.9¢ to 21.0¢ per Ib.
(i.e., the price support level in aregion plus an amount that covers a processor’s cost of
shipping raw cane sugar to a cane refinery plus the interest paid on any price support loan
taken out pluslocation discounts). Similarly, USDA seeksto support the refined beet sugar
price at not less than 22.9¢ to 25.2¢ per Ib. (i.e., the regional loan rate plus specified
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marketing costs plus the interest paid on a price support loan), depending on the region.

USDA has available various authorities to ensure that market prices do not fall below these
“loan forfeiture,” or higher “effective” price support, levels. Theseinclude (1) limiting the
amount of foreign raw sugar importsallowed into the United Statesfor human consumption,
(2) limiting the amount of domestically-produced sugar permitted to be sold under the new
marketing allotment mechanism, and (3) offering sugar in its inventory to processors (and
growers) who agree to reduce production. A loan forfeiture (turning over sugar pledged as
loan collateral to USDA) occursif aprocessor concludes, also weighing other factors, that
the domestic market price at the end of theloan termislower thanthe* effective” sugar price
support level. These support levels essentially provide a processor with a price guarantee.

Import Quotas

USDA restricts the quantity of foreign sugar allowed to enter the United States for
refining and sale for domestic food and beverage consumption. By controlling the amount
of sugar allowed to enter, USDA seeks to ensure that market prices do not fall below
effective price support levels and that it does not acquire sugar due to any loan forfeitures.

Tariff-rate quotas (TRQS) are used as the policy instrument to restrict sugar importsto
the extent needed to meet U.S. sugar program objectives. In practice, the U.S. market access
commitment made under World Trade Organization (WTO) rules means that a minimum of
1.256 million short tons (ST) of foreign sugar must be allowed to enter the domestic market
eachyear. Althoughthe WTO commitment setsaminimumimport level, policymakersmay
allow additional amounts of sugar to enter if needed to meet domestic demand. In addition,
the United Statescommitted to allow sugar to enter from Mexico under North American Free
Trade Agreement (NAFTA) provisions. The complex terms are detailed in a schedule and
a separate side letter, which lay out rules and aformula for calculating how much Mexico
can sell tothe U.S. market. Under the WTO and NAFTA agreements, foreign sugar enters
under two TRQs — one for raw cane, another for a small quantity of refined sugar.

The Office of the U.S. Trade Representative (USTR) alocates these TRQs among 41
eligiblecountries, including Mexico and Canada. Theamount entering under each quota(the
“in-quota’ portion) is subject to azero or low duty. Sugar that enters in amounts above the
WTO quotaissubject to aprohibitivetariff, which servesto protect the U.S. sugar-producing
sector from the entry of additional foreign sugar. Thetariff on above-quota sugar entering
from Mexico under NAFTA continuesto decline, whichisviewed asagrowing threat by the
domestic production sector. In addition, other TRQs limit the import of three categories of
sugar-contai ning products (SCPs— products contai ning morethan 10% sugar, other articles
containing more than 65% sugar, and blended syrups). Quota and tariff provisions differ
depending on whether these imports enter from Mexico, from Canada, from other countries
with which the United States has a free trade agreement, or from any other country.

USDA on August 12, 2005, set the FY 2006 TRQs for sugar imports (raw and refined)
at 1.286 million ST. Thisamount is slightly higher than the U.S. commitment made under
WTO rules. To cover the shortfall that the domestic cane sector is not projected to be able
to supply in FY 2006, USDA will alow the entry of additional sugar imports (likely to be
from Mexico). Details are expected to be announced shortly. U.S. imports under DR-
CAFTA’s preferential sugar quota are al so expected to begin in 2006, once this agreement
takes effect.
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Marketing Allotments

Adding this new tool to the other authorities available to USDA to support prices
reflected the sugar production sector’ s willingness to accept reduced salesin return for the
assurance of price protection on the quantity of sugar sold. By regulating the amount of
sugar processors can sell, USDA can ensure that market prices do not fall below effective
price support levels and that it does not acquire sugar as aresult of any loan forfeitures.

The 2002 farm bill-authorized sugar program requires marketing allotments when
imports are projected below 1.532 million ST. By limiting the amount of domestically-
produced sugar that raw cane mills and beet refiners can sell, this mechanism ensures that
the United States meets its annual market access commitments for sugar imports under the
WTO agreement (1,255,747 ST) and under NAFTA’s sugar side letter in effect through
FY 2008 (up toamaximum 275,578 ST). Complex provisionsdetail theformulathat USDA
must follow to calculate the amount of domestic sugar that can be sold (i.e., the “overall
allotment quantity,” or OAQ), specify thefactorsto apply in making this determination, and
split the allotment between the beet and cane sectors at 54.35% and 45.65%, respectively.
Additional rules specify how the raw cane alotment is to be distributed among sugarcane
producing states, and then among the mills in each state. Separate rules stipul ate how the
beet sugar allotment isto be allocated among processing companies (many of which operate
across state lines). Oncethe detailed cal cul ations are made, each firm can sell only asmuch
sugar as stated in its allotment notification received from USDA.

USDA, on August 12, 2005, set the FY2006 OAQ at 8.6 million ST, considerably
higher than set for FY 2005, in order to make sufficient sugar available to meet demand and
rebuild stocks. At present, the beet sector is projected to be able to sell al of its FY2006
output together with much of its FY2004 and FY 2005 stocks “blocked” from sale by
allotmentsin effect in those two years. The cane sector, though, is not expected to produce
enough sugar to make full use of its FY 2006 allotment. Asaresult, USDA will assign the
cane sector’s “shortfall” to imports, likely to be met with shipments from Mexico . Inits
announcement, USDA stated that the considerable market uncertainties in the year ahead
may require“appropriate adjustments’ to the OAQ, in order to ensure an adequate domestic
supply and to avoid loan forfeitures.

Other 2002 Farm Bill Provisions

Another significant change explicitly authorizes a sugar payment-in-kind (PIK)
mechanism that allows sugar processors (acting in concert with producers of cane and beets)
to submit bids to obtain sugar in USDA’s inventory in exchange for reducing production.
This provision supplements 1985 farm bill authority that USDA tapped to implement the
2000 and 2001 sugar PIK programs, and could again be used to meet the explicit program
requirement that the sugar program operate on a no-cost basis.

Other changes (1) reauthorized the program for six years (through the 2007 crop year);
(2) increased the effective price support level by 5%-6% by repealing the approximate 1¢/1b.
loanforfeiture penalty, (3) broadened the coverage of theloan programto allow non-recourse
loansto be made al so for in-process sugars and syrups at 80% of the raw cane or refined beet
loan rate, (4) repealed the sugar marketing assessment retroactively to October 1, 2001
(saving the production sector about $40 million annually), (5) authorized anew storageloan
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facility program to provide financing to processors for constructing or upgrading facilities
to store and handle raw cane and refined beet sugar, and (6) reduced the interest rate USDA
charges on price support |oans extended to sugar processors by 100 basis points (1%). Final
program regulations, though, reflect USDA’s decision to apply the same interest rate on
sugar non-recourseloansasit appliestoloansextended to other commodities(4.5% for loans
taken out in August 2005). The production sector views this as contrary to the enacted
provision. USDA’sstanceisthefarmbill did not establish aspecific sugar loaninterest rate.

Sugar Program in the 2002 Farm Bill

The enacted program (authorized by sections 1401-1403 of P.L. 107-171) is designed
to maintain abalance between supply and demandintheU.S. sugar market, ensurethat sugar
producers and processors receive enhanced price support and other program benefits that
offset some of the revenue lost to reduced sales under the new allotment mechanism, and
removemost of thefederal government’ sbudgetary exposure. Thesugar production sector’s
objective, expecting little growth in domestic sugar demand and accepting U.S. trade
commitments that allow other countries access for a minimum quantity of their sugar, isto
maintain the status quo for aslong as possible, until U.S. market demand for sugar increases
and/or trade negotiations conclude in away that favors their interests.

During floor debate in each chamber, program opponentsfailed in effortsto reducethe
level of price support, and/or to phase out the current program. The Bush Administrationdid
not present any proposals with respect to the sugar program, but earlier questioned the
practice of compensating growersfor not harvesting aportion of their crop. Confereeseasily
resolved the few differences between the House and Senate sugar program provisions. The
most important was an agreement to repeal the 1996-enacted approximate one-cent penalty
imposed on a processor that decides to forfeit any price support loan taken out (i.e., hand
over sugar to the government as payment).

Background and Debate on Program. The 2002 farm bill’s sugar provisions
reflected the recommendations offered by the American Sugar Alliance (ASA) —
representing sugar farmersand processors— in testimony presented to the House and Senate
Agriculture Committees in the spring and early summer of 2001. The ASA further
commended the subsequent committee and floor actions taken that reinstated a U.S. sugar
policy that “will ensure stable prices for farmers and consumers and operate at no cost to
taxpayers.” It viewed the “domestic inventory management tool” included in the farm bill
as“restoring balanceto the U.S. sugar market” when thereisasurplus. Its spokesmen have
acknowledged that the industry “is reluctant to face the prospect of limited marketings in
some years,” but that trade commitments under the WTO and NAFTA agreements require
the United Statesto import as much as 1.5 million ST of sugar each year, “whether we need
that sugar or not.” They added that growers and processors under marketing allotmentswill
have the flexibility to plant as much crops and produce as much sugar, respectively, asthey
wish, but noted that processors who increase sugar output faster than the growth in U.S.
demand “may have to postpone the sale of some sugar, and store [it] at their expense until
the market requiresit.”

House Debate. The nearly identical sugar programs reported by the House and

Senate Agriculture Committees were challenged by program opponents during floor debate.
In the House, Representatives Dan Miller and George Miller offered an amendment on
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October 4, 2001, to replace the Committee’ s proposed sugar program with an approach they
argued would result in a sugar policy more oriented to market forces. They had earlier
expressed disappointment that the Agriculture Committee “decided to ignore the failure of
theU.S. sugar program,” noting that the measure approved contains* no meaningful reform”
and turns “the clock back on consumers, workers, taxpayers and the environment.” Their
amendment proposed to retain the current program’ s non-recourse loan feature, reduce the
current level of sugar price support by amost 6%, increase financia penalties on processors
that hand over sugar to the CCC rather than repay any non-recourse loans taken out, and
designate $300 million from the amendment’s savings for conservation and stewardship
programs (with apriority for effortsin the Everglades). Price support would be reduced by
1¢ per pound for raw cane sugar, and 1.2¢ per pound for refined beet sugar (to 17¢ / 1b. and
21.6¢ / 1b., respectively). Penaltiesthat processors would pay to the CCC would double if
they forfeit on their price support loans (increasing to 2¢ / Ib. for raw cane sugar, and 2.14¢
for refined beet sugar). The House rejected this amendment on a 177 to 239 vote.

The Coadlition for Sugar Reform (an association of food manufacturers, consumer and
taxpayer advocacy groups, environmental organizations, and publicly-traded cane refiners)
favored this amendment offered during House debate. The Coalition has long claimed that
the current sugar program “is an economic disaster for producers, consumers, workersin
urban centerswho arelosing their jobs and the food manufacturing industry” and should be
reformed. Its spokesmen have testified “reform” would do this by (1) securing adequate
suppliesfor consumers, industrial users, and cane refiners, (2) accommodating present and
future U.S. international trade obligations by providing market access for imports, (3)
removing “the current economic incentives for overproduction,” and (4) allowing sugar to
trade at market prices “below support levels when market forces dictate.”

Senate Amendments. Twoamendmentsoffered during floor debate proposed more
sweeping changesto the sugar program. Both mandated recourse(i.e., removing processors
accessto priceprotection) rather than non-recourseloansand the program’ sphase out by mid
decade. Senator Lugar’ samendment, offered on December 12, 2001, would have completely
phased out the sugar and other commodity programs after the 2005 crops. Until then, USDA
could only make recourse loans to sugar processors. The level of price support would have
been “progressively and uniformly” lowered starting with the 2003 cropsin order to reach
zeroin 2006. Price support would have been replaced with vouchers of up to $30,000 made
available annually through 2006 to any sugar producer who signed a “risk management
contract,” and undertook specified risk management activities such as buying whole farm
revenue insurance and/or contributing to a whole farm stabilization account. Thisvoucher
system would have applied to all (and not just sugar crop) producers. His proposal was
defeated on a 70-30 vote. Senator Gregg's amendment (offered December 12) similarly
proposed arecourseloan program to be phased out by 2006, but differed in requiring that the
budget savings be used to increase benefits for the food stamp program’s shelter expense
deduction. His proposa was tabled 71-29 during floor debate.

Sugar Trade Issues

The United States must import sugar to cover the balance of its domestic food needs
(13% in FY 2004) that the domestic sugar production sector cannot supply. Accordingly,
provisions in trade agreements approved by the United States that apply to imports and
exports of sugar, sugar-containing products, and other sweeteners such as corn syrup affect
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theeconomicinterestsof theU.S. sugar production sector, domestic canerefiners, U.S. sugar
users, sugar exporting countries, U.S. corn producersand U.S. corn sweetener manufacturers.

Sugar imports contribute to the domestic sugar supply, and in turn, to thelevel of U.S.
sugar market prices. Sugar imported under market access commitments made by the United
StatesintheNAFTA and WTO trade agreements, or under prospective freetrade agreements
(FTAS), together with some sugar products that were not subject to import restrictions until
recently, have added to, or may under certain conditions contribute to, aU.S. sugar surplus
that pushes prices downward. Of outstanding trade issues, much attention has focused on
the political and economic implicationsof including sugar inthe U.S.-Dominican Republic-
Central American Free Trade Agreement (DR-CAFTA), which the House will consider this
summer following Senate approval in late June 2005. Congressional debatein mid-2005 on
the Dominican Republic-Central American Free Trade Agreement (DR-CAFTA), strongly
opposed by the U.S. sugar producing sector, focused attention again on NAFTA’s sugar
provisions. With freetradein sugar between Mexico and the United States scheduled to take
effect during 2008, that prospect together with additional sugar imports under DR-CAFTA
is expected to draw increased attention as policymakers begin to look at the outlines of the
sugar program to be drafted during 2007 farm bill debate.

Sugar in Trade Agreement Negotiations

Whether, and on what terms, to liberalize trade in sugar and sugar-containing products
in prospective trade agreements is a difficult issue facing U.S. negotiators. Exporting
countries have signaled they want these agreements to provide increased access for their
sugar to the higher-priced U.S. market. The U.S. sugar production sector opposes any
additional entry of sugar and products under bilateral and regional trade agreements,
concerned that such a scenario would undermine its market share, threaten the viability of
the domestic sugar program, and result in significant loan forfeitures. U.S. manufacturers
that use sugar in food products and beveragesfavor opening up the U.S. market to additional
imports, anticipating that they would benefit from lower sugar prices over time.

Sugar trade has been, and is, more of an issue in negotiating bilateral free trade
agreements (FTAS) with five Central American countries, the Dominican Republic, four
southern African countries, Australia, the Andean countries, Panama, and Thailand and the
hemispheric Free Trade Areaof the Americas (FTAA), thanin multilateral effortsunder the
WTO to reach an agreement on the pace and terms of liberalizing agricultural trade. With
Brazil, Guatemala, South Africa, Thailand, and Colombia viewed as major |ow-cost sugar
producing and exporting countries, trade agreements that the United States enters, or might
enter, into with them could allow for additional sales of sugar to the U.S. market above
shipments now permitted under their allocated shares of the U.S. sugar TRQ. Brazil’s
negotiators frequently mention that increased market accessfor its sugar in the U.S. market
isone of their key agricultural prioritiesin the FTAA. Since the inherent objective of any
free trade agreement is to eliminate all border protection on al imports (including
agricultural commodities) within some specified time period, the scenario of removing
current U.S. quota provisions and tariffs on imports of sugar and sugar-containing products
from countriesthat are signatoriesto theseagreementswouldintimeresultin additional U.S.
sugar imports and likely begin to undermine the operation of the domestic sugar program as
now structured.
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Thisscenario assumestheU.S. raw sugar domestic futuresprice(21.9¢/1b. in July 2005)
remains significantly higher than the world raw sugar futures price (10.9¢/Ib. also in July),
with this difference (or price premium) serving as the incentive for exporters to seek to sell
totheU.S. market rather than to thelower-priced world market. By contrast, any multilateral
agreement that emerges from the WTO’ s Doha Development Round could reduce to some
extent those trade-distorting policies countries use to support their sugar and other
commodity sectors. Theextent, though, to whichaWTO agriculture agreement might affect
the current U.S. sugar program will depend upon parameters yet to be negotiated in the
“framework agreement” (see “Sugar in WTO Negotiations”).

The American Sugar Alliance (ASA) representing sugar crop farmers and processors
argues that the Bush Administration’s efforts should be to “reform the world sugar market
through comprehensive, sector-specific WTO negotiations” and not through regional or
bilateral trade agreements. ASA supportsthe goal of global free trade (including for sugar)
through the WTO, which it views as the best venue for addressing “the complex array of
government policiesthat distort theworld sugar market” onamultilateral and comprehensive
basis. Spokesmen frequently mention subsidiesthat various countries useto “ encouragethe
dumping of sugar at afraction of what it coststo produceit.” To support its position, ASA
released in January 2003 a commissioned report it says documents the non-transparent and
indirect subsidiesthat major sugar producing and exporting countriesuseto assist their sugar
sectors. For this reason, ASA opposes negotiating sugar trade provisions in bilatera
agreements, claiming that the most damaging government policies(citing Brazil’ ssugarcane-
ethanol subsidies, the Mexican government’s ownership of sugar mills, and the European
Union's (EU) sugar export subsidy regime) will not be addressed by bilateral or regional
negotiations. It further argues that U.S. consumers would not benefit in the form of lower
pricesfromincreasedimports. ASA opposes CAFTA and hasargued against i ncluding sugar
in other prospective FTAsin hearings before USTR and ITC.

The Sweetener Users Association (SUA) (composed of industrial users of sugar and
other cal oric sweeteners and the trade associ ations that represent them) and the Coalition for
Sugar Reform (CSR) (trade associations for food and beverage manufacturers, some cane
refiners, taxpayer advocacy organi zations, environmental groupsand consumer organi zations
that advocate reform of U.S. sugar policies) supported the Bush Administration’ s July 2003
proposal tabled at the WTO to further liberalize agricultural trade. The U.S. proposal called
for countriesto eliminate export subsidies, reduce tariffs on any agricultural product to not
morethan 25%, and expand thein-quotaamount of current tariff-rate quotas (TRQs) by 20%.
SUA expectsthat under thisproposal “world sweetener marketswill operate moreefficiently
and fairly,” as EU’ s export subsidies are phased out and U.S. sugar import quotas become
more market oriented. Both groups argue that liberalizing trade in sugar would benefit the
U.S. economy through lower prices, encourage product innovation and stimulate demand,
keep food manufacturing jobsin the United States rather than see them move oversess, help
maintain a viable cane refining industry with its well-paid union jobs, and stimulate
competition and thus thwart excessive industry concentration. The SUA supports the DR-
CAFTA’s sugar provisions and the Administration’s negotiating objectives in the other
bilateral FTAsand inthe FTAA.

Sugar in Dominican Republic-Central American Free Trade Agreement.
Most observers viewed sugar as the most sensitive U.S. agricultura commodity in these
negotiations. Until the talks ended on December 17, 2003, with four Central American
countries, on January 25, 2004, with CostaRica, and on March 15, 2004, with the Dominican
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Republic, U.S. negotiatorsrepeatedly stated that CAFTA will cover al agricultural products,
including sugar, and that their objective was to arrive at a trade agreement which reduces
tariffsto zero (and by implication, eliminates quotas) within agreed-upon transition periods
for all traded goods. Domestic sugar producers, processors, and most canerefiners, though,
continued to advocatethat sugar beexcluded from CAFTA, arguing that to includeit “would
destroy the U.S. sugar industry.” They pointed out that if sugar were included, the five
Central American countries would have the incentive to sell their entire exportable sugar
surplusof 2 million metrictons(MT) to the U.S. market. This, inturn, they claimed, would
depressdomestic sugar prices, makeitimpossibleto operatethe U.S. sugar program on ano-
cost basis as mandated by the 2002 farm bill, increase government costs as processorsforfeit
on their price support loans, and “ drive efficient American producers out of business.” The
domestic sugar production sector maintained that tariffs on sugar imports and other trade-
distorting policies, instead, should be negotiated in the WTO. Further, the sugar industry
feared that including sugar in CAFTA would set a precedent for including sugar in the other
FTAs the United States is negotiating, or plans to, with several sugar exporting countries.
It pointed out total sugar export availability of these actual and potential FTA candidatesis
27 million MT, compared with U.S. sugar output of 8 million MT.

The Sweetener Users Association, though, supported the DR-CAFTA, stating this
agreement will enhance competitioninthe U.S. sugar market, increase export opportunities
for other U.S. food and commaodity sectors in the six countries, and result in increased
employment in U.S. confectionery and other sugar-using industries.

The DR-CAFTA countries (Costa Rica, Dominican Republic, El Salvador,
Guatemala, Honduras, and Nicaragua) are currently allowed to sell to the U.S. market
under a quota each year aminimum of 311,700 MT of sugar. Thisamount represents 28%
share of the entire U.S. raw sugar TRQ (1.12 million MT), and enters on a duty-free basis.
Under DR-CAFTA, these six countries combined secured accessin year 1to sell tothe U.S.
market an additional 109,000 MT of sugar, a 35% increase over their current quota level,
under a separate preferential quota. Increasing on average about 3% per year, by year 15,
these countries altogether would be eligible to sell duty-free an additional 153,140 MT of
sugar. Thereafter, thequotawouldincrease by almost 2% (2,640 M T) annually in perpetuity.
Theover-quotatariff would stay at the current high level (78% in 2003) indefinitely, and not
decline. The text includes a provision which the United States can exercise at its sole
discretion in order to manage U.S. sugar supplies. This compensation mechanism, if
activated, would compensate the six countries for sugar not shipped under CAFTA’ sterms.

USTR points out that the additional access granted all six countries will equal about
1.3% of U.S. sugar productioninyear 1, increasing to 1.9% inyear 15. Itslead agricultural
negotiator further stated that the import increase would not interfere with the functioning of
the current sugar program. Secretary of Agriculture Veneman assured producers of import-
sensitive products such assugar that CAFTA’ sprovisionswill provide additional protection
during the transition period. A spokeswoman for the U.S. sugar industry on December 18,
2003, though, asserted that the additional sugar imports proposed under CAFTA and “those
contemplated in additional bilateral trade agreements will destroy” the sector and
“overwhelm an abundantly supplied market.” With such an outlook, she announced that the
sugar sector “will have no choice but to oppose CAFTA.” While acknowledging that the
Administration understood the consequences of reducing the over-quota tariff, the
spokesperson pointed out that under the current sugar program, additional importswould act
to displace domestic sugar output. She also claimed that comparable increases in market
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accessfor other FTA candidate countries, many of whom are sugar exporters, “would result
in a near doubling of U.S. imports.” The entire industry again wrote to President Bush
(January 15, 2004), and the lead U.S. agricultural trade negotiator (March 23), to restate its
opposition and to request that the Administration reconsider and withdraw the sugar access
commitments offered the Central American countries and the Dominican Republic,
respectively.

TheU.S. International Trade Commission (ITC), inan August 2004 anaysisof theDR-
CAFTA, stated that itssugar provisionsarelikely toresultina“small increase” in U.S. sugar
and sugar-containing product (SCP) importsfrom theregion. Lower pricesduetoincreased
imports“likely would have an adverseimpact on production and employment for U.S. sugar
producers, and abeneficial impact for U.S. producersof certain SCPs,” accordingtothel TC.
The American Sugar Alliance (ASA) stated on September 9 that the ITC analysis“ seriously
underestimatesthe danger of the[ DR-]CAFTA for our industry.” ThelTC report, according
to the ASA, did not take into account the U.S. commitment under NAFTA to alow free
access to sugar imports from Mexico starting in 2008 and potential obligations to open the
U.S. sugar market to imports from other sugar-exporting countries with which the United
States is negotiating free trade agreements. Sugar import obligationsin addition to thosein
CAFTA, ASA suggests, would cause lower prices, more bankruptcies, and lost jobs. The
Sweetener Users Associ ation responded that the ITC' s projections“ appear to be overstated”

— by not considering the additional demand for sugar created by U.S. population growth
over timeand USDA’ sauthority to limit the amount of domestic sugar that can be marketed
to ensure that no change in domestic prices occurs.

To address congressional concerns about the increased access granted sugar tothe U.S.
market under DR-CAFTA, Secretary of Agriculture Johanns, on June 28, 2005, reached a
deal with two Senators. This step helped facilitate approval of the DR-CAFTA
implementing bill by the Senate Finance Committee addressingtheir. The Secretary laid out
the steps he would take to ensure the sugar program operates as authorized through FY 2008
if heestimatessugar importsunder DR-CAFTA, NAFTA, and other trade agreementsexceed
1.532 million short tons. Thisisthelevel that triggers the suspension of akey tool (referred
to as”marketing allotments”) used by USDA to manage sugar suppliesand protect domestic
prices. These stepswill include making paymentsto sugar exportersin other countries not
to ship sugar to the U.S. market and to purchase excess imported sugar for restricted non-
food use, such as ethanol. The U.S. sugar producing industry rejected the “repackaged,
short-term offer,” stating that it does not address their long term concerns about: (1) sugar
that could enter in future trade agreements, (2) its objectives for aresolution of the dispute
on Mexico sugar access to the U.S. market, and (3) the continuation of the features of the
current sugar program after FY 2008.

FTA Negotiations with Australia. U.S. trade negotiators excluded sugar from the
agreement concluded with Australia on February 8, 2004, an objective that the U.S. sugar
industry had sought. The industry “applauded the Administration’s decision to exclude
market access commitments on sugar,” pointing out a FTA can be negotiated without
including sugar and can “serve asatemplate for al future FTA negotiations.” The National
Confectioners Association which represents candy manufacturers “condemned” the
negotiating results, stating that limiting accessto Australian-produced sugar is“damaging”
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to U.S. candy firmsand jobs. Other major commodity groups reacted that excluding sugar
harms their export interests as USTR negotiates additional FTAs with other countries.!

Sugar in WTO Negotiations. The objectives of multilateral agricultura trade
liberalization laid out in the 2001 declaration that launched the Doha Development Round
call for (1) substantial reductionsin trade-distorting domestic support, (2) the phase-out, with
aview to total elimination, of all export subsidies, and (3) substantial improvements in
market access. The August 2004 “framework agreement” now servesasaguideto establish
specific formulas, schedules, end dates, and other parameters to meet these negotiating
objectives and conclude overall talksin 2006-2007.? The agreement providesfor a“tiered”
approach to accomplish reductionsin trade-distorting domestic support (i.e., countrieswith
higher levels of support will make greater overall reductions). It calls for an overall 20%
reduction from the maximum permitted levels of support to occur in the first year of
implementation, with separate reduction commitments to be made among three specified
components of trade-distorting support. With the U.S. sugar program classified asfallingin
the amber box category (benefitting from the most trade-distorting type of support), U.S.
sugar price support levels face the prospect of being capped at average levels using a
methodol ogy yet to be negotiated. Whether this meansareduction in loan rates, and by how
much, depends on details still to be agreed upon by trade negotiators and on future decisions
by U.S. policymakers (e.g., in the 2007 farm bill) on how to distribute reductions between
the sugar and dairy sectors and/or how to restructure current features of other U.S.
commodity programs(e.g., loan deficiency, marketing loan, and counter-cyclical payments).

The framework stipulates that by an “end date” to be negotiated, WTO members will
eliminate agricultural export subsidies, export credits and guarantees that fall outside of
permitted disciplines, and thetrade-distorting practices of exporting statetrading enterprises
(STE), among others. U.S. sugar policy does not use any of these components of trade-
distorting export competition. Since U.S. sugar firmsexport minor amounts of domestically
produced sugar, how they might be affected under such a changeisunclear. However, the
EU’suse of subsidiesfor its sugar exports and the operations of the Queensland (Australia)
Sugar Corporation (an STE) could be expected to disappear over time and be made subject
to greater transparency, respectively.

The U.S. sugar import quota could face pressure from the agreement’s call for most
countries to increase market access by reducing agricultural import tariffs using a tiered
formula. The degree of any change will depend on compromises that negotiators reach in
this next negotiating phase. Bound tariff levels will be “harmonized” through deeper cuts
madeto higher tariffs, but someflexibility would beallowed for “import-sensitive” products.
Left to be addressed by negotiators are decisions on the number of tiers to establish, what
each tier’ s tariff reduction schedule should be, and the number of products permitted to be
designated as sensitive. For sensitive products, the framework stipul ates that “ substantial
improvement” in market access must be achieved through acombination of quota expansion
and tariff reductions, but provides no details. Though imports as a share of U.S. sugar
consumption (13%) are higher than the minimum required 5% level under WTO rules, the
U.S. over-quotatariff ishigh (78% in 2003, according to the ITC), and effectively keeps out

! Letter to President Bush from 26 Commodity Groups and Trade Associations, February 5, 2004.

2 For additional information, see CRS Report RS21905, Agriculturein the WTO Doha Round: The
Framework Agreement and Next Steps.
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additional imports. If the United States decides to designate sugar as sensitive (in effect
providing some cover for not having to open its market as much), the U.S. sugar sector may
not face tariff cuts and quotaincreases as severe compared to sugar being made subject to
the regular tiered formularules still to be developed.’

Sweetener Disputes with Mexico

Efforts continue to resolve longstanding U.S.-Mexican disputes involving sugar and
high-fructose corn syrup (HFCS) access to each other country’ s market. The importance of
this matter is reflected in the fact that sweetener issues have been frequently discussed at
meetingsheld by both countries’ presidentssincethelate 1990s. Sincethemost recent round
of U.S. and Mexican government talks on these disputes stalled in late 2002, some Members
of Congress have called for someresolution. Currently, the U.S. and Mexican private sugar
sectors are working on details of an agreement to settle these.

Mexico’s Access to the U.S. Sugar Market. Starting October 1, 2000, Mexico
under NAFTA became dligible to ship much more sugar duty free to the U.S. market than
the 25,000 MT allowed to enter in earlier years. Until summer 2002, U.S. and Mexican
negotiators disagreed, however, over just how much sugar Mexico actually could export to
the United States. Their disagreement centered on which version of the NAFTA agreement
governed this issue. U.S. negotiators based their position on the sugar side letter (dated
November 3, 1993) tothe NAFTA agreement agreed to in last minutetalks between the U.S.
Trade Representative and his Mexican counterpart. The sideletter wasincluded along with
other NAFTA documents that President Clinton submitted to Congress together with the
implementing legislation. Mexican negotiators instead based their position on the sugar
provisions found in the August 1992 NAFTA agreement and signed by each country’s
president in December 1992.

The side letter effectively placed a lower cap on duty-free imports of Mexican sugar
allowed to enter the U.S. market than the ceiling would have been under theoriginal NAFTA
agreement. The sideletter accomplished thisby (1) redefining the original formulafor “net
production surplus’ — the amount of sugar that one country could ship to the other duty free

— to also add consumption of HFCS, and (2) raising, but keeping level, the maximum
amount that could enter duty free during the FY 2001-FY 2008 period. Using FY 2002 to
illustrate, Mexico under the side | etter’ stermswas eligibleto export its* net surplus’ but not
more than 250,000 M T of sugar duty free. USDA announced on September 18, 2001, that
Mexico under the side letter’ sformula could sell 137,788 MT of sugar to the United States
inFY 2002. Under theoriginal NAFTA agreement, Mexico (if determined to beanet surplus
producer under the original agreement’ sformulafor two consecutiveyears) would have been
ableto ship itsentire net sugar surplus (projected by Mexican officialsto be 550,000 MT).
Reflectingthelack of agreement in effortsto resolvethesedifferencesand Mexico’ sinability
to show asugar “surplus,” the U.S. government did not announce aNAFTA sugar quotain
FY 2003, FY 2004, and FY 2005.

TheU.S. sugar production sector has been concerned that adecision not to abide by the
side letter would result in aflood of additional Mexican sugar into an already well-supplied

® American Sugar Alliance, “U.S. Official Tells International Sweetener Symposium: U.S. Very
Likely to Designate Sugar as Sensitive Product in WTO,” August 10, 2004.
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U.S. market. U.S. canerefiners have held firm to their position that Mexican shipments be
intheform of raw rather than refined cane sugar, so asnot to undercut U.S. refining capacity.
U.S. manufacturers of HFCS have signaled they want their concern about access to the
Mexican market addressed. Looking forward, the U.S. sugar industry is most apprehensive
about the impact of other NAFTA provisions schedul ed to take effect, such asthe continued
decline in the over-quota tariff on sugar imported from Mexico (e.g., over-quota imports
would be price competitivein the U.S. market when world sugar pricesrange between 5 and
6¢/1b.), and unlimited duty-free imports starting in 2008.

Mexico’s Tax and Trade Policies on Corn Syrup Imports from the United
States. Legidation passed by the Mexican Congress on January 1, 2002, to impose a20%
tax on soft drinks containing corn syrup but not sugar essentially has eliminated the market
for U.S. HFCS and corn for processing into sweeteners in Mexico and jeopardized the
viability of two U.S. companies that manufacture HFCS there. The U.S. corn and HFCS
sectorsviewed thisasastep back in negotiating aresol utionto along-standing HFCS dispute
and have since pressed Bush Administration officials to persuade Mexican authorities to
remove thistax. Observers viewed the soft drinks tax as an effort by the Mexican sugar
industry to capture back their home market and apply pressure on the United States to
negotiate a comprehensive solution on all sweetener disputes. Though Mexico’s President
Fox has sought to reverse this tax, the Mexican Congress renewed this tax for 2003, 2004,
and 2005 — amove that has clouded prospects for a sweetener deal .

The imposition of thistax was related to earlier WTO and NAFTA pandl rulings that
found Mexico’ s 1998 decision to impose anti-dumping duties on imports of U.S.-produced
HFCSto prevent further damage to its domestic sugar sector wasinconsistent with itstrade
commitments. To comply with them, Mexico, on April 22, 2002, established a new tariff
rate quota for HFCS imports from the United States, and in mid-May, completely lifted its
high anti-dumping duties on such imports. Imports above the 148,000 metric tons (MT)
guota are subject to a 210% duty.

Status of Negotiations. U.S. and Mexican negotiators in mid-2002 laid aside the
issue of whether or not NAFTA'’ s sugar side letter applies, in favor of pursuing negotiations
to arrive at a comprehensive sweetener agreement acceptable to both sides and their
respective domesticinterests. OnJuly 15, 2002, USTR presented aproposal to the Mexican
Government that effectively would doublethe level of FY 2002 accessfor Mexican sugar to
theU.S. market if Mexico reciprocated to alow importsof an equal amount of U.S-produced
HFCS. The U.S. proposa contained a number of other features to address other issues of
concern to both the U.S. corn refining and sugar sectors. Though the M exican government
responded with counter proposal s, subsequent negotiations stalled, as the prospect of adeal
was reportedly caught up in Louisiana s December 2002 senatorial race. With signsthat the
Mexican sugar sector could live with the status quo (having regained its predominant share
of the Mexican sweetener market relative to HFCS, and thus not having a sugar surplus to
export to the U.S.), combined with U.S. corn producers and corn refiners' concerns about
the growing economic fallout of the lack of an agreement, some U.S. lawmakers in
December 2002 called on both the Bush Administration and the Mexican government to
work towards resolving both disputes. Senator Grassley held a Finance Committee hearing
in September 2003 on Mexico's soft drink tax and Mexican trade barriers to U.S. farm
products, stating he would consider introducing legislation to authorize punitive retaliatory
tariffs on imports of Mexican agriculture products if the soft drinks tax is not lifted. In
followup, Senator Grassley on November 25, 2003, introduced a “tequila tariffs’ bill,
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intended to increase pressure on Mexico to repeal thistax. S. 1952 wouldimposeretaliatory
tariffs on tequila and other farm products imported from Mexico equal to the amount U.S.
HFCSrefinershavelost on salesto Mexico, unlessthistax iseliminated. With the Mexican
Congress retaining the tax for 2004, pressure grew for the Administration to take a firmer
stance on the issue of HFCS access to the Mexican market. In the latest effort to apply
pressure for aresolution, USTR on March 16, 2004, announced the United States had filed
a case with the WTO challenging Mexico’ s “discriminatory” imposition of this 20% sales
tax and a distribution tax on soft drinks and other beverages not sweetened with cane sugar.
It argues these taxes are “inconsistent with Mexico’ s obligationsin the WTO to apply taxes
on comparable domestic and imported productsin anon-discriminatory manner.” TheCorn
Refiners Association, representing firmsthat have seen HFCS sal esplummet, applauded this
action. The WTO, on July 6, 2004, formed a dispute settlement panel. Itsdecision, issued
in early August 2005, ruled in favor of the United States. Mexico has not yet decided
whether or not to appeal thisruling. HFCS salesto Mexico are not expected to resume until
Mexico's Congress repeals the tax and/or U.S.-Mexican private sector or government
negotiations on both sweetener disputes resolve outstanding differences.

On aparalé track, the U.S.-Mexican sugar and sweetener private sectors announced
adeal on “principles’ of aresolution in late October 2003. Observers have been watching
sincethento see how these principlesaretranslated into an agreement that both governments
could accept. The American Sugar Alliance since late 2003 has met frequently with the
Mexican Sugar Chamber to continueworking on resolving reported differencesinthedetails
of a prospective agreement. The Corn Refiners Association representing HFCS
manufacturers dropped out of these discussions in July 2004. Prospects for adeal remain
uncertain, in light of apparent differencesin positions.

Circumvention of Sugar Import Quotas

The sugar production and cane refining sectors in the 107" Congress pursued a
legidlative remedy to prevent U.S. firms from taking advantage of tariff “loopholes’ to
import sugar outside of (to “circumvent”) the existing sugar and sugar-containing product
(SCP) TRQs. Thisinitiative was one of the three “pillars’ the production sector had sought
to achieve a sugar policy that accomplished their objective of achieving a supply-demand
balance that protects their interests. Sugar producers, processors, and refiners, citing the
“stuffed molasses’ caseasa prime example, argued that imports of some sugar mixturesand
products undermined the domestic sugar industry by adding to the sugar surplus.

During Senate Finance Committee markup of trade adjustment assistancelegidation (S.
1209) on December 4, 2001, Members approved an amendment offered by Senator Breaux
to authorize USDA to identify imports that are circumventing the TRQs on sugars, syrups,
or sugar-contai ning products, and to requirethe President to include such-identified products
in proclaiming revisionsto these quota provisions. Thisprovision wasincluded inthetrade
promotion authority and adjustment assistance legidlative package (Section 1002 of H.R.
3009) the Senate passed on May 23, 2002. There was no comparable provision in the trade
bill package agreed to by the House. House and Senate conferees subsequently reached
agreement on July 26 on a compromise to the Senate provision. The conference report
clarified that certain products contai ning mol asseswereto be made subject to aspecific sugar
TRQ, but pared back the scope of the Senate language to also include U.S. Customs in
monitoring such imports and to retain flexibility for the executive branch and Congress on
how any identified circumvention is to be handled (Section 5203 of P.L. 107-210). The
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compromise language, depending on how implemented, initially may serveto stop the flow
of easily identifiable“ stuffed molasses’ -like products. Most observers, though, do not view
it as sweeping in scope compared to the language initially introduced.

The conference-adopted language requires U.S. Customsand USDA to submit areport
to Congress every six months to report their findings on whether there are any indications
that imports are causing any circumvention of the sugar and SCP TRQs. Intheir first report
to Congress (February 2003), they found no evidence to suspect any significant level of
fraudulent imports in FY 2002, nor any cause to suspect legal imports were impeding
USDA's ability to manage the program. In the second report (August 2003), USDA
identified that importsof sweetened cocoapowder entering from Mexico werecircumventing
the U.S. sugar TRQ. Its analysis described how Mexican manufacturers of high sugar
content products were using world low-priced sugar accessed under the U.S. and Mexican
sugar re-export programs, to export sweetened cocoa powder to the U.S. market. USDA
listed three steps taken to address thisissue, but had no recommendations for congressional
action. Inthethird report (February 2004), USDA reported that imports of bulk SCPsfrom
Mexico continued. Main productsimported during FY 2003 were sweetened cocoa powder
and tea preparations. Its report also reviewed developments in monitoring entries of cane
molassesand oneblended syrup from Mexico, but offered no recommendationsfor Congress
to deal with these. Inits August 2004 report, USDA noted that imports of beet sugar juice
from Canada had risen in the first half of FY2004 (to 6,495 MT, from 28 MT the year
before). U.S. Customs ruled in October 2003 that this product is not subject to a quota.
Imports of cocoa powder from Mexico dropped substantially, while shipments of powdered
beverageandteamixesrose“moregradually.” InitsFebruary 2005 report, USDA noted that
cocoa powder importsfrom Mexico had dropped substantially, but that imports of powdered
beverage and tea mixes from Mexico, and of beet sugar syrup from Canada, had increased
during FY2004. USDA now includes the sugar content of the beet sugar syrup importsin
its monthly import estimates. No recommendations were offered in the last two reports.

Other USDA analysis shows that the sugar content in SCPs (with some products
entering under quota) has increased over time. Beginning in 1996, SCP imports started
rising at afaster rate than SCP exports. USDA has calculated that the net increase in the
sugar content in imported products (after accounting for sugar in exported products) grew
from 83,000 tons in 1996 to 535,000 tonsin 2003. For context, the sugar in the imported
SCPsrepresented about 5% of the U.S. sugar supply consumed for food useif added to 2003
domestic sugar production and pertinent imports (compared to a 1% share in 1996).

CRS-16



