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Su,bmnssnon by the Amerlcan Sugar Alliance
] USDA Farm Bl]l Forums

July 21, 2005

“U.S. Sugar Policy in the Next Farm Bill”

: : ¥

The American Sugar 'Alh ance is the national eo}ahtlon of growers, processors and
refiners of sugarbeets and sugarcane These views represent the majority opinion of the
US. sugar industry. i.} :

U. S sugar pohcy is working for U.S. consumer and taxpayers, and gives American sugar
farmers a chance to Sirvive. We urge that a no- leost U.S. sugar policy be retained in the
next Farm Bill. ' . ¢
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Background: Industry Size, Efficiency, Restructuring

¢ " i ’
The U.S. sugar producing industry accounts for 1416 000 jobs in 19 states and generates
- $10 billion in annual economic activity. Sugar i 15 Vltal to the economies of many states
and localities. In states such as Louisiana and Wyommg, sugar accounts for about 40%
of the state’s total crop recelpits Sugar aecount's for: 11-24% of all crop receipts in seven
other states. There ate small towns in every state that would most likely wither and die if
they lost their sugarbeet or sulgarcane processing plants

b
I

The United States is the world’s fifth largest sugar; producer and fourth largest consumer
and net impotter. U. S product1on is about évenly divided between sugarbeets, grown in
twelve mostly northér-tier states, and sugarcane, m four southern states (Figure I).

!
|

Two decades of declining real’prices for our product have forced U.S. producers to
reduce costs. We have done :I;o through investthent in yield-improving technology, in the
field and in the factofrly beet sugar vields per Acre are up 35% and cane sugar yields 38%
since the early 19807 s (Figure 2) — and through a Wrenchmg industry restructuring over
the past several years, - ;
i
Beet and cane growers throughout this nation are allmong the most efficient sugar
producers in the world. We are particularly proud that we achieve this efficiency while
complying with the world’s hi ghest labor and envnronmental standards and despite the
strong dollar over the past several years, parttcularly relative to the developmg countries
that dominate the world sugar market. |
According to LMC lntematlonal s global 2003 sur‘vey, beet. growers in the Red River
Valley of Ivilrlnesotall|r and North Dakota are the, most efficient beet growers in the world.
U.8. beet sugar producers, asfa whole, are third lowest cost of 41 producing countries or
1 th |
regions; U.S. cane sugar producers are 26 lowest cost of 64 countries, virtually all them
developing countries w1th low social standards and costs,

m wmom

—_




In the late 1990° s, even nomn;;al sugar prices were extremely low (Figures 3-6), and this
accelerated the mclusﬁry restructuring. Just since 1996 nearly a third of all U.S. beet and
cane processing mills and cane sugar refineries have closed. Independent beet processors
and cane sugar reﬁmir[lg comp}ames sought to E:Xllt the business. When no potential buyers
emerged, beet and cane growers, alarmed they wo uld have no place to deliver their
sugarbeets and raw cane sugar, orgamzed,cooperatgvely to purchase beet processing
plants and cane refinéries. . . [

o

Just between 1999 and 2004, the grower-éwhed shiare of U.S. sugar refining capacity

more than doubled, fr'om 36% to 73%. Growcrls share of cane sugar refining capacity
shot up from 14% to 5’?% bebt growers’ ownershlp of beet processing capacity climbed

from 65% to 94% (Fzgure 7). While this enableTs the growers/processors 1o achieve
greater efficiencies, the enormous amount of 1nvestment mvolved makes the growers

more dependent thariever on maintaining a stable $u gar market in the U.S.

Background on U.S! Sugar Policy % i

In the 2002 Farm B1ll the United States Congress, |by resounding majorities in both
chambers — 71% of the votes cast in the Senate and' 57% in the House — passed a
successful sugar poh}cy The most recent measyre of that success was a vote in June — the
first Congressional vlote on U; S. sugar policy that had accurred since 2001, The House
defeated an anti-sugar policy amendment by a votc; of 280-146, or 66% of votes cast — the

widest margin of any House sugar vote m decades :

U.S. sugar policy is umque among U.S. commodlty programs Under all commodity
programs, the government offers farmers operat1r1g=loans which they can satisfy by
repaying the loan W1th interest or by forfemng to the government the crop they put up as
collateral. While other pro grams also provide income support to farmers when market
prices fall below the loan rate, sugar poltéy does not, and 1s designed to run at no cost to
the government by a\lfmdmg loan forfeitures. |

[ i
Sugar policy is an inventory managementlprogram| The Secretary of Agriculture has two
tools to manage the t{narket 4 WTO- legal tarlff-rat‘e quota (TRQ) to control imports, and
a marketing allotment program to control, domest1c supphes
The TRQ is a tool of llimited use. The govemment cannot reduce imports below the
minimum to which 1t has con{mitted in trade agi;ree;nents 1.256 million short tons in the
WTO and up to 276, 000 short tons of surplus productton from Mexico in the NAFTA.

Essentially by subtracting requlred 1mp0rts from antlclpated consumption, and allowing
for reasonable stock levels USDA calculates tHe almount of sugar that could be marketed
‘each year without the risk of depressing prices landl inviting loan forfeitures. Farmers can
plant as much beets a}nd canelas they want, and|process as much sugar as they want, but

- they may not be able to sell 1t all onto theumarket Sugar processors must store, at their

own expense, whatever USD A judges to be in tLXCGSS until the market requires the sugar.
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When Congress designed sugar policy in thc 2002 Farm Bill, it also specified that
marketing allotment§iwould be triggered off if 1|mp0rts rise above 1.532 million short
tons, the total of U, S!limport requirements undc;r the WTO and the NAFTA. Congress
essentially was sendmg a message that this reqmred import amount, about 15% of U.S. .
sugar consumption, \%:as enough Imports :couldl gmw if U.S. sugar consumption growth
outstrips U.S. producuon growth, or if there is a crop shortfall. But U.S. producers

should not have'to cede larger minimurn shares| of then‘ market to foreign producers.

!

CAFTA or other bllateral or regional ﬁ"eejtrade agreement (F TA) concessions, on top of
the WTO and NAF TA concessions would, thereforl'e trigger off marketing allotments and
_ render no-cost operauon of sugar policy unhkely, 1f not impossible.

I ’ -~
Beet and cane fanners reduced plantings t{he past several years in the face of dechning
consumption and prlces Thel weather has been better for beet growers than for cane, and
beet harvests have bden relatively good. As a result beet processors are currently
holding back from th:r: market, and storin g at their own expense, half a million short tons
of beet sugar in an cf‘fort to balance the market |w1th0ut taxpayer expense.
But even that amount of prod[.lcer—pald stchage hasinot been enough. USDA set overall
allotment quantities 1{1 2(}03/04 and 2004/05 tthiI were 100 large for market needs, prices
were depressed through much of 2003 and 20014 and some sugar loan forfeitures, 40,000
short tons; did occur |last sumi‘ner — contrary to the Congress’ instruction to the
Administration to av&d forfelturcs and talxpayer costs.

1

Trade Policy Concerns !
I

American sugar producers are rueful about the reahty that, while we are efficient and
would like to becomé more 50 by mcreamlng throughput and minimizing unit costs, U.S.
trade policy constrams us froﬁl doing so. |With|consumption declining as it was in recent
years and a large segm ent of the U.S, market reserved for imports, American producers
are residual suppli ers} of theirjown market, To r'nakle matters worse, there 1s enormous

|
political pressure to increase 1mports and i110 pr05pect of reducing them.

b
, In addition to the CAF TA Wthh cedes -cujother 169 000 short tons of our market to those
countries over the next 15 years the Admiinistration is at various stages of negotiating
bilateral or reglonal FTAS w1'th 21 other siugar-t:exportmg countries. These countries
produced an annual average of 50 mlllion tons of sugar during 2002-2004. They
exported 25 muliion tons per [year nearly trlple UiS. sugar consumption. All these
countries already enjoy duty-free shares of the U. S sugar-import quota.

i

The Administration argues that the U.S. market could absorb the additional imports from
the CAFTA covuntne:'sI But it Will not assdre us that the CAFTA concessions are the only
new ones we face. Just weeks ago, Admuustratlonlnegotlators met in Montana with their
counterparts from Thailand, the world’s second largest sugar exporter. The Thais said
they want addltlonal‘access tct\ the U.S. market; ‘U S. negotiators said sugar in on the table.
And this is apparently the case with all the FTAs lmed up behind CAFTA and Thailand.

I:
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The Congress, and the Amencan sugar 1noustry do not believe the U.S. sugar market
should be carved up for submfhzed foreign sugar produeers particularly without
addressing the subsidies in those countries.

"

I

Sugar is the most distorted commochty market in the world. The government in every
country that producesl sugar 1ﬁtervenes in 1ts sugar market in some way. The biggest
producers, and sub31d1zers dump their surplus on the world market for whatever price it
will bring. As a result of this pervasive dumpmg, so-called world market prices for sugar
have averaged barely half the world average cost of production over the past two decades

(Figure §). ;
i .

No producer could sutrvwe atiprices so low. Bult govemment intervention ensures that
domestic wholesale prices, at which mostjsugar is sold, are well above world dump
market levels. Globzia.lly, domestic clearing prices for sugar average 22 cents per pound --
about double the Worid dump)] market price and|v1rt{ually the same as the U.S. refined beet

sugar support price of 22.90 cents per pound (Fi zgures 9, 10).

The sugar subsidy pr?blem 1s'a global problem It must be addressed globally in the
WTO - comprehenswe, multllateral sector-specxﬁc negotiations — all countries, all
programs. The mdustry has supported the WTO approach since the onset of the Uruguay
Round in 1986." g‘

Piecemeal market aceess concessions in bilateral and regional free trade agreements will
not help solve the globa.l suga'r subsidy prj::\blem Such concessions could, however, put
the U.S. sugar mdust:ry out of business while fore1gn subsidies continue unchecked.
There is ample precedent for sugar-free FTAs. Sugar market access mandates have been
gxcluded from v1rtua&]y every FT A concluded around the world that has involved major
“sugar producers or consumers. " The U.S. }Australla FTA is the most recent example.
There are many othe}-ls the U'S -Canada F TA,; the EU’s FTAs with South Afiica and with
Mexico; the Mercosur agreement among major producers Brazil, Argentina, Paraguay,
and Uruguay; Memc]o s FTAs w1th other Latin ‘Am:erlcan countries.

if
] i b
U.S. Sugar Policy: Success for Taxpayers |

American sugar farmers are proud of the fact that s!'ugar is the only major U.S.
commodity program ran at no cost to taxpayers. We derive all our returns from the
marketplace. We recgive no income supports frlom-the government to cushion the blow
when market pnces drop Wel have not had an imcrease in our support price in 20 years,
though inflation sinck 1985 has been 90%.

In many years U.S. sugar pollcy has been|a revenue raiser. During the 16-year period of
fiscal years 1991 to 2006 government outlays for all other commodity programs are
3
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gstimated to be $236/billion. In contrast sugar net revenues — sugar producers’ payments

to the U.S. Treasury L are estlmated to be $1 10

U.S. Sugar Policy: Successvfor Consumers
|

American con surners| geta great deal on sugar.

m1]l_|0n (Figure 11).

L

R R —

Consumer prices are low and affordable

.by world standards, z}lnd extremely stable. Forellgn 'developed-country consumers, on
average, pay 30% more for their sugar than Amlerlcan consumers do. And, remarkably,
U.S. retail sugar pl‘lCFS are essentlally unchanged since the early 1990°s. In terms of
minutes of work to purchase a pound sugar in the U S. 1s about the most affordable in the

T

world (Figures 12, 1 3) !

1
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American consumers| savmgs on sugar could be even greater, but history has shown that

| |
consumers do not beneﬁt when producer pnces

manufacturers routmely absorb their savings as

I i
lower sugar prices along to COI__lSU,merS

‘e (Grocers have Jinereaselcf profits at tlhe ex
as the gap between wholesale and retail

past two decades {F zgureM)

e TFood manu fajcturers have enjoyed ret:aili
least in line with mflatlon while paying

anufacturerﬁé buy (F i gures 151 6).

Conclusion J
|

for. sugar fall: Grocers and food
hi gher profits rather than passing the

|
pense of sugar producers and consumers'
pri¢es has more than doubled over the

"y

H
4
1]

price increases for sweetened products at
producers lower prices for the sugar the
1.

|
1
1
I
[+

; .

U.S. sugar policy is \Jx[forking for American taxpayers and consumers, It is giving

. | . .
American sugar growers a chance to survive in

a highly subsidized and distorted world

market. :
1t

The greatest threat to continugd no-cost operation of this successful policy is the hoard of

FTAs with sugar- exportmg cci)untrl €s that\cou.ld ca.rve up our market to subsidized foreign
producers, without addressmg ‘any of the Formgn subsidies that so badly distort the world
market. These forelgn dlstortlons must be addressed, but that can only occur in the

multilateral context of the WTO '

We urge that the highly successful- no-cost U.S
Bill.
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sugar policy be retained in the next Farm

'
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Figlre 1
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U.S. Sweetener industry
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Figure 2 1
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Figure 4 |
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Figure 5 : i
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U.S.|Raw (l;ane Sugar Prices, 1996-2005
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Figure 7
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U. S 1 Reflned Sugar Sellers:

Grower-Owned Share More T\han Doubled in Flve Years
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Figure 9
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Figure 11
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Figure 12
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Figure 13
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Wholeszhle-Retail Sugar Price Gap More than Doubles:
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Figure 15

| |
From 1990 to 2004:
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