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EXECUTIVE SUMMARY

or decades, political support for the U.S. sugar

program has been underpinned by the general

sense that the costs of producing sugar in this

country are quite high relative to prices prevail-

ing in world markets. Thus, the elimination of
government support would lead to the certain death of the
sugar industry. Recent analysis indicates that this view sim-
ply is not correct. Rather, the U.S. industry would continue
to produce sugar economically in the absence of govern-
ment support.

This paper will review the recent history of U.S. govern-
ment intervention in sugar markets from the time price
supports were reestablished as part of the 1981 farm bill.
Since then, sugar has been subject to a higher degree of
government control than any other major agricultural
commodity. Among the consequences of those protection-
ist policies have been higher incomes for U.S. sugar grow-
ers, expanded domestic production, reductions in imports
from traditional suppliers, increased trade frictions, U.S.

unwillingness to provide meaningful sugar market access
during trade negotiations, higher costs to consumers, and
transfer of confectionary manufacturing capacity away
from the United States to countries with more open and
competitive sugar markets.

The paper concludes with a discussion of two primary
alternatives for ending U.S. sugar protectionism. Unilateral
reform would be quick, simple, entirely within the scope of
US. policy, and would lead to a market-oriented and compet-
itive U.S. sugar industry. Multilateral reform would require
extended negotiations with sugar producers and govern-
ments of other countries, but has the prospect of creating
amore open and nonsubsidized global marketplace. Do-
mestic sugar interests would prefer a multilateral approach.
American consumers, commercial sugar users, taxpayers
and free traders would favor unilateral reform. The best ap-
proach may be to set an example for the world by enacting
unilateral reforms, then use the resulting moral leverage to
build momentum for multilateral liberalization.

Daniel R. Pearson is a senior fellow at the Cato Institute’s Herbert A. Stiefel Center for Trade Policy Studies and a former chairman of the U.S.

International Trade Commission.
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INTRODUCTION

The US. government’s involvement in
sugar markets has a long history. The First
Congress of the United States imposed a tar-
iff on imported sugar in 1789, primarily for the
purpose of raising revenue." In 1842 the policy
was adjusted by creating a higher tariff for im-
ports of refined sugar than for raw sugar. This
was done to protect the U.S. sugar refining in-
dustry and to encourage domestic production
of sugarcane.” Sugar policy no longer was just
about generating revenue for the Treasury, it
also served to protect incomes of business-
men and plantation owners. In more recent
decades the rationale for government inter-
vention has shifted almost entirely away from
producing revenue and instead is focused on
supporting domestic sugar prices.

The current phase of U.S. sugar protection-
ism began with the adoption of the 1981 farm
bill. Since then, sugar has been subject to a
higher degree of government control than any
other major agricultural commodity. Among
the consequences of those protectionist poli-
cies have been higher incomes for U.S. sugar
growers, expanded domestic production,
reductions in imports from traditional sup-
pliers, increased trade frictions, U.S. unwill-
ingness to provide meaningful sugar market
access during trade negotiations, higher costs
to consumers, and transfer of confectionary
manufacturing capacity away from the United
States to countries with more open and com-
petitive sugar markets.

Political support for the U.S. sugar program
has been underpinned for decades by the gen-
eral sense that the costs of producing sugar in
this country are quite high relative to prices
prevailing in world markets. Since many other
countries also have policies that distort sugar
production and trade, the U.S. industry has ar-
gued that it could not survive without govern-
ment support. Many policymakers have accept-
ed that argument, which has helped to prevent
reform measures from moving forward.

Anew analysis indicates that this view simply
is not correct. A recent USDA publication (par-

tially recapped in this paper) presents a study
of global sugar production costs. That analy-
sis clearly suggests that the U.S. sugar industry
would remain viable, even if the United States
was to reform its sugar program unilaterally.

Sugar production costs in this country may
be roughly 20 percent higher than those of the
world’s lowest-cost producers. However, U.S.
costs are much lower than those of the world’s
highest-cost producers, and they are in the
middle of the pack overall when compared to
other sugar-growing countries. World market
prices generally are high enough to cover the
costs borne by efficient producers, including
those in the United States.

The US. sugar industry also has a significant
advantage due to its proximity to sizeable com-
mercial users of sugar in the world’s largest and
wealthiest economy. There are substantial costs
involved in transporting and refining sugar
from regions with low production costs, such
as south-central Brazil, to users in the United
States. Being located relatively near major cus-
tomers provides a form of natural protection to
U.S. sugar producers.

The argument that the US. sugar indus-
try would prove to be viable in the absence
of price supports and import restrictions is
supported by the example of Canada. That
country has no sugar import restrictions or
domestic support measures. Despite those
free-market conditions, sugar beets continue
to be produced in Alberta. Defenders of the
US. policy status quo have yet to explain why
the US. industry would die from exposure to
open competition, while the Canadian indus-
try lives on.

There are two primary alternatives for end-
ing US. sugar protectionism. Unilateral reform
would be quick, simple, entirely within the
scope of U.S. policy;, and would lead to a market-
oriented and competitive U.S. sugar industry.
Multilateral reform would require extended
negotiations with sugar producers and govern-
ments of other countries, but it has the pros-
pect of creating a more open and nonsubsidized
global marketplace. A multilateral approach
would be in line with other sectoral reform ef-



forts (e.g., Pharmaceutical Zero-for-Zero Ini-
tiative, Information Technology Agreement,
etc.) undertaken by member nations of the
World Trade Organization (WTO).

Domestic sugar interests would prefer a
multilateral approach, but US. consumers,
commercial sugar users, taxpayers and free
traders would favor enacting unilateral reform.
The best approach may be to set an example
tor the world by enacting unilateral reforms,
then use the resulting moral leverage to build
momentum for multilateral liberalization.

THE SUGAR DEBATE OF 1981

The 1981 farm bill debate is instructive. It
took place at a time when the late 1970s peri-
od of high-priced sugar was coming to a close.
There were no import quotas and no domestic
supports in place to regulate the U.S. sugar mar-
ket; prices were established in response to de-
velopments in supply and demand. Sugar grow-
ers had become accustomed to relatively strong
prices and wanted the good times to continue.
They proposed including sugar provisions in
the new legislation—a price support loan pro-
gram at 18 cents per pound and authority to re-
instate import quotas.? The program works as
follows: A sugar processor may use sugar in its
inventory as collateral with which to obtain a
loan from the USDA's Commodity Credit Cor-
poration (CCC). If the processor is not able to
sell sugar at a higher price into the commercial
market, it may forfeit the sugar to the CCC in
lieu of repaying the loan. Because all domestic
sugar potentially can be “sold” to the CCC at a
set price, no processor is willing to sell for less.
Thus, the loan rate acts as a floor for U.S. sugar
prices.

The Reagan Administration had just taken
office. One of the administration’s key objec-
tives was to try to make U.S. farm policy more
market oriented and less dependent on govern-
ment intervention. The USDA was willing to
consider a loan set at only 12 cents per pound,
pointing out that 18 cents was well above the
average cost of production and seemed to be
excessively generous.

Senator Rudy Boschwitz (R-MN), a mem-
ber of the Agriculture Committee, played an
interesting role in that debate. He represented
Minnesota, the state with the largest produc-
tion of sugar beets. It was politically difficult
for him not to support the growers’ request.
On the other hand, he had been a business
entrepreneur prior to entering the Senate and
had confidence in the power of free markets.
He was concerned with how the marketplace
would respond to a sugar loan of 18 cents, ex-
pecting that such a high support level would
lead to an oversupplied market and encourage
more government involvement in the future.

Boschwitz decided to offer an amendment
during committee markup that would establish
a loan at 15 cents—the midpoint between the
growers’ request of 18 cents and the adminis-
tration’s position of 12 cents. Sugar interests
would have none of it, and the amendment got
crushed. The vote wasn't even close. The 18-
cent loan (phased in over several years) became
law; and the marketplace has been dealing with
the consequences ever since. (Growers appear
to have used a typical negotiating approach:
start by asking for more than you expect to re-
ceive. They may have been as surprised as any-
one to have gotten it.)

Arguments made (unsuccessfully) during
the 1981 debate included:

W Setting the price too high would lead to
reductions in consumption, including the
replacement of sugar by high-fructose
corn syrup (HFCY) in liquid sweetener
applications. (Conversion of US. soft
drink production from sugar to HFCS
was complete within a decade.)

B Consumers would pay unnecessarily high
prices for sugar. (From 2000 to 2012, the
average price of U.S. sugar was more than
double the worldwide average.)

B Companies and workers that manufac-
ture candy and other sugar-containing
products would be disadvantaged when
U.SS. sugar prices exceed world-market
levels. (In 2006 a Commerce Depart-
ment report found that three candy-mak-
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ing jobs are lost for each sugar growing
and processing job saved by higher sugar
prices, and that the cost to the economy
for each job saved was over $800,000.%)

B Confectionary producers may be prompt-
ed to close factories in the United States
and shift production to other countries.
(Press reports indicate that relocating
production overseas accounted for ap-
proximately 6,400 job losses in the five
years prior to 2006.°)

B An 18-cent loan rate would encourage
overproduction and lead to surpluses that
would push traditional imports out of the
US. market. (The quantity of US. sugar
production rose 57 percent from 5.2 million
metric tons, raw value (MTRV) in 1979/80
to 8.2 million MTRV in 2012/13.7 (The sug-
ar marketing year runs from October 1 to
September 30.) U.S. sugar imports fell 30
percent from 4.3 million MTRV in1979/80
to 3.0 million MTRYV in 2012/13.%)

Although all of those concerns eventually were
borne out, the attitude of the sugar industry
at the time was, “Don’t worry. We'll address
those issues in the future, if they ever pres-
ent themselves.” Unfortunately, the industry’s
response to those marketplace developments
has not been to make the program more mar-
ket-oriented, but rather to seek ever greater
government intervention to maintain the do-
mestic price level.

EVOLUTION OF SUGAR POLICY,
1982 TO TODAY

The new price-support program was imple-
mented at a time when global sugar prices were
falling. The United States quickly became a
relatively high-priced island amidst an ocean
of lower-priced sugar seeking to find a home.
Not surprisingly, the government deemed it
necessary to reimpose sugar import quotas in
1982. Otherwise, imported sugar would have
served a dominant share of U.S. demand, while
USDAs Commodity Credit Corporation
(CCO) would have taken ownership of much

of the sugar produced in the United States.’

The generous U.S. sugar program led to gen-
erally profitable conditions for growers. This
encouraged increased domestic output, which
eventually threatened to push imported sugar
entirely out of the marketplace. To prevent that
outcome, the 1990 farm bill created authority
for the USDA to impose controls on the mar-
keting of domestically grown sugar. The overall
allotment quantity (OAQ) for domestic beet
and cane sugar establishes the maximum level
of US.-grown sugar that can be marketed for
domestic use. Currently this system reserves
85 percent of the U.S. market for domestically
grown sugar, with the remaining 15 percent be-
ing supplied by imports. In the 2013 marketing
year, total US. sugar demand (both domes-
tic and imported) amounted to 10.7 million
MTRV. Because of a reduced US. crop that
year, the overall allotment quantity was set at
8.8 million MTRYV (82 percent of demand). The
ability to forbid the marketing of domestically
produced sugar has allowed the United States
to honor its World Trade Organization (WTO)
commitment to continue importing sugar. The
implementation of the Uruguay Round agree-
ment in 1995 guaranteed import access for
1,117,195 metric tons of raw sugar and 22,000
metric tons of “other” (refined and specialty)
sugars.'® The WTO quota is divided among 40
countries based on the quantity of sugar they
had exported to the United States in the late
1970s and early 1980s."

The North American Free Trade Agreement
(NAFTA) began to be implemented in 1994,
but its sugar provisions were phased in over 15
years and finally took full effect in 2008. When
NAFTA was being negotiated, Mexico was a
net sugar importer. More recently it has be-
come a net exporter. Sugar production in both
the United States and Mexico varies from year
to year as growing conditions change. Although
the USDA attempts to manage the sugar mar-
ket in ways that prevent the government from
acquiring sugar, that can prove tricky in years of
large U.S. and Mexican production. Techniques
the government has used to deal with excessive
supplies of sugar include paying foreign quota



holders not to deliver sugar within their quotas,
encouraging Mexico to export some of its sur-
plus sugar to third-country markets, and—once
sugar has been acquired by the CCC—paying
for it to be diverted into nonfood uses, such as
the production of ethanol.

From 2008 to 2014, NAFTA provided Mex-
ican sugar with unfettered access (no tariff, no
quota) to the U.S. market. This made Mexico
the only country allowed to sell sugar in the
United States without restrictions. The pre-
viously mentioned government control over
sales by U.S. sugar producers has meant that
Mexican growers have enjoyed freer access
to the US. market than have domestic farm-
ers. Mexican sugar in the US. market offers a
rather rare example of imported goods being
provided a preference over domestic goods.

This state of affairs appears to be ending,
however, courtesy of the U.S. sugar industry:.
Growers initiated antidumping and coun-
tervailing duty cases against imports from
Mexico in March 2014."” The cases allege that
Mexican companies have sold sugar in the
United States at unfairly low prices, and that
the Mexican government has provided subsi-
dies to its industry. A proposed agreement to
settle that dispute and suspend the antidump-
ing and countervailing duty investigations has
been negotiated by the U.S. and Mexican gov-
ernments in consultation with their respective
sugar industries."

However, in early 2015 that “suspension”
agreement was challenged by two U.S. cane
refining firms."* In an attempt to undo the
deal, the cane refiners have petitioned the U.S.
International Trade Commission to investi-
gate whether the agreement actually removes
the injury to the domestic sugar industry. The
refiners believe that injury still exists, yet the
statutes require it to be “eliminated com-
pletely” by the suspension agreement. They
also believe that their circumstances would be
made worse under the agreement.

The implications of the refiners’ petitions
are not clear. The International Trade Com-
mission is expected to complete the investiga-
tions in March 2014. If the suspension agree-

ment ultimately is implemented, it will mean
that Mexico’s open access to the U.S. sugar
market will be replaced with a managed-trade
arrangement that limits both the quantity of
Mexican sugar allowed to enter the United
States and the price at which it can be sold. The
quantity formula would permit Mexican sugar
growers to export roughly 1.3 to 1.45 million
MTRYV to the United States annually. A sepa-
rate formula would establish minimum sales
prices at relatively high levels. In other words,
there is a reasonable probability that the sugar
industry will succeed in further restricting the
availability of sugar in the U.S. market.

SUGAR POLICY IN PERSPECTIVE

Members of the U.S. industry who crafted
this nonmarket, government-driven sugar pol-
icy likely had decent intentions. They started
down a protectionist path 33 years ago with
a relatively simple program designed to hold
the price at a high level, often above the price
prevailing in the world market. The sugar pro-
gram requires the USDA to acquire sugar and
convert it to nonfood uses whenever prices fall
to the support level. This, however, can lead to
significant government costs, which tend to
erode political support for the program. Thus,
whenever the marketplace has been threatened
with becoming oversupplied, the sugar industry
has advocated additional interventions to cur-
tail the availability of sugar and raise the price.

The industry’s focus on keeping sugar sup-
plies tight has led them routinely to oppose
liberalization of imports as part of trade agree-
ments, such as the Trans-Pacific Partnership
(Australia, a major sugar exporter, is a mem-
ber.) The growers are caught up in a protec-
tionist cycle that they seem unable to escape,
and are rightfully considered to be the most
protectionist segment of U.S. agriculture.

American sugar policy is quite different
from policies applied to other major agricultur-
al commodities for a simple reason: the United
States is a net importer of sugar. Crops such
as soybeans and wheat have more than one-
third of their production exported each year. A
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policy to restrict imports of those commodities
wouldn’t have much of an effect on the domes-
tic market and certainly would do little or noth-
ing to raise the incomes of farmers. Instead,
the government tries to avoid doing things
that would reduce the price competitiveness
of exports. This means that US. policies for
export crops allow prices to fall when supplies
are abundant, while still providing a safety net
tor growers. Those policies can be quite costly
to the federal budget. Sugar policy, on the other
hand, provides support to growers largely by
restricting imports to keep prices high. It thus
transfers income to growers from consumers,
but at a relatively low cost to taxpayers. Tax-
payers are not exempt, however. Sugar supplies
were so abundant in the 2013 marketing year
that the USDA spent more than $250 million
to convert the surplus into ethanol. The cur
rent U.S. sugar program can be quite a bit more
costly to the U.S. Treasury than designers of the
policy had hoped.

WORLDWIDE PRODUCTION
COSTS FORSUGAR AND
HIGH-FRUCTOSE SYRUP

Sugar growers long have argued that prices
in global sugar markets are influenced by sub-
sidies provided by numerous governments.
They have asserted that the U.S. sugar industry
soon would be driven out of business if it was
forced to compete in an unfair world market.
Thus, the existing system of price supports
and import restrictions was said to be needed
to prevent the extinction of U.S. sugarcane
and sugar beet production. That thinking has
become conventional wisdom among many
U.S. policymakers. However, the best available
information strongly suggests that most U.S.
sugar producers could adjust successfully to an
open and competitive sugar market.

Figure 1 appeared in the May 15, 2014, edi-
tion of Sugar and Sweeteners Outlook, published
by USDAs Economic Research Service.” It
shows the distribution of sweetener produc-
tion costs for cane sugar, beet sugar, and high-
fructose syrup (HFS) for producers worldwide

averaged over three marketing years, 2010/11
to 2012/13. The graph is based on an analysis by
the consulting firm LMC International.

The graph requires a bit of explanation.
The vertical axis represents an index of pro-
duction costs, with “low cost—cane” (Brazil,
Australia, Colombia, Guatemala and a number
of other countries) set at 100 percent. (A com-
plete listing of countries in various categories is
provided in Table I.)Ié Observe that some “low
cost—HFS” can be produced for slightly less
than “low cost—cane.” The highest-cost sugar
comes from beets grown in a number of coun-
tries, not including the United States. Shifting
now to the horizontal axis, it shows the amount
of production at various cost levels, with global
sweetener production totaling 219 million met-
ric tons, white sugar equivalent.

Notice that the line moves gradually upward
with the lowest-cost production on the left and
highest-cost on the right. As readers may recog-
nize from introductory economics courses, an
upward-sloping line based on production costs
is commonly referred to as a supply curve. This
chart provides a reasonable approximation of a
global supply curve for sugar and HFS."”

How competitive are U.S. sweeteners?
Since the American Midwest is home to the
most abundant supply of corn in the world, it’s
perhaps no surprise that HFS produced from
corn, commonly known as high-fructose corn
syrup (HFCS), is at the lower left. The world’s
lowest-cost nutritive (not low-calorie) sweet-
ener is derived not from sugarcane or sugar
beets, but rather from corn or other competi-
tively priced starches. In the middle of the
chart is a category called “low cost—beet.” The
U.S. beet-sugar industry is part of that group,
along with producers primarily in European
countries. Sugarcane production in the United
States is just the next small step up the curve
in the “NAFTA” section, which also includes
Mexican sugar production. It is interesting to
note that the cost of producing beet and cane
sugar in the United States falls roughly in the
middle of the pack. Approximately 60 million
metric tons of sugar are produced at higher
costs in other countries.



Figure 1

Distribution of Sweetner Production Costs by Type of Producer 2010/11-2012/13
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Source: Analysis by LMC International. See Stephen Haley, Sugar and Sweeteners Outlook (Washington: USDA Economic

Research Service, May 15, 2014).

IMPLICATIONS FOR SUGAR
POLICY REFORM

The message of this global supply curve is
that U.S. sugar producers should do quite well
in response to a worldwide reform of sugar
policies. If policies were liberalized globally,
higher-cost producers in other countries may
find it financially advantageous to curtail out-
put. Most or all U.S. growers should continue
to experience reasonable earnings.

Whatwouldbe the effectif the United States
acted alone in ending its domestic support pro-
gram and import restrictions? Although aver-
age US. production costs are not far above
those of the lowest-cost producers, the United
States is unlikely to start exporting sugar to oth-
er countries. Rather, since not enough sugar is
produced in this country to meet demand, the

U.S. sugar industry would continue to concen-
trate on serving the domestic market. Ameri-
can growers enjoy a considerable advantage
from being located close to major commercial
customers in one of the world’s largest and
wealthiest sugar-consuming countries. Prox-
imity to a large customer base is an advantage
not to be underestimated. Even though lower-
cost sugar may be produced in south-central
Brazil, it costs a substantial amount of money
to transport Brazilian raw sugar to a U.S. port
and to refine it."® Currently those costs add up
to around 24 cents per pound, about equal to
the USDA’s loan rate for refined beet sugar of
24.09 cents per pound." Shipping sugar from a
coastal refinery to a customer in the interior of
the country would raise costs further. American
sugar producers have the built in “protection”
of being located in the right place—relatively
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Table 1

Sweetener Cost Categories and Classification of Sweetener Producers on a Regional Basis

Low Cost

Cyclical
Asia

NAFTA

Africa

Low Cost

HFS

Higher Cost

Australia
Brazil (C.S.)
Brazil (N.E.)
Colombia

El Salvador

Ethiopia

Guatemala
Malawi
Nicaragua
Paraguay
Peru

South Africa

Swaziland
Thailand

Zambia

China
India

Pakistan

Cane Sugar
Asia and Latin
Oceana America
Bangladesh | Argentina
Fiji Barbados
Indonesia Belize
Iran Bolivia
Japan Costa Rica
Papya New Cuba
Guinea
I Dominican
Philippines Republic
Sri Lanka Ecuador
Taiwan Guadeloupe
Vietnam Guyana
Honduras
Jamaica
Panama
St. Kitts
Trinidad
Venezuela

Mexico

USA

Burundi
Cameroon
Congo

Congo DR

Céte d'lvoire

Egypt

Kenya
Madagascar
Mauritius
Morocco
Mozambique

Senegal
Sudan

Tanzania

Uganda
Zimbabwe

Beet Sugar
Higher
Low Cost Cost
Austria Bulgaria
Belarus Canada
Belgium China
Chile Croatia
ek [S5%,
Egypt Finland
France Greece
Germany | Hungary
Nether- Iran
lands
Poland Italy
e
Spain Latvia
Sweden Lithuania
LKJirr‘:;Z(im Moldova
USA Morocco
Romania
Russia
Slovakia
Switzerland
Syria
Tunisia
Turkey
Ukraine
Uruguay

Argentina
Belgium
Bulgaria
Canada

China

Egypt

Hungary
Italy
Mexico
Poland
Slovakia

Spain

Taiwan

USA

Finland
France
Greece

Japan

Netherlands

South Korea

Turkey

United Kingdom

Source: Analysis by LMC International. See Stephen Haley, Sugar and Sweeteners Outlook (Washington: USDA Economic Research Service, May 15, 2014).




close to major commercial users that require
sugar on an ongoing basis.

Nonetheless, some U.S. sugar producers no
doubt have higher costs than others, so may
not be as well positioned to adjust over the long
term to a scenario of unilateral liberalization.
Although the world market price generally is
above the costs of production for the most
competitive growers, there is no guarantee that
all U.S. growers would be profitable every year.
In a competitive and dynamic economy, farm-
ers adjust their plantings over time to crops
that will provide the highest net return. Even if
some farmers choose not to continue produc-
ing sugar, their land would be shifted to the pro-
duction of other crops. It seems quite certain,
though, that most US. growers of sugarcane
and sugar beets would remain in that business.

This view is strongly supported by the reali-
ty that Canada has no sugar import restrictions
or domestic support measures, yet beet sugar
still is produced commercially in that country.
Lantic Sugar operates a beet processing facto-
ry in Taber, Alberta.?® The company contracts
with about 400 local farmers to grow sugar
beets. The factory can produce up to 150,000
metric tons of sugar per year. Those who argue
that the U.S. industry would be destroyed by
liberalization have yet to explain how sugar
can be produced successfully in the open and
competitive Canadian market. Canada may
have a clear advantage in some pursuits (ice
hockey comes to mind), but it is not at all ob-
vious that Canada is a more competitive sugar
producer than is the United States. (Note that
Canada is counted as a “higher cost” beet sugar
producer in Table 1.)

MOVING TOWARD
LIBERALIZATION

There are two basic alternatives for moving
sugar policy in the direction of market-oriented
reform. One would be to undertake unilateral
liberalization, which would involve eliminating
or substantially reducing the loan rate and end-
ing import restrictions. This approach has the
distinct advantage of being simple and entirely

within the purviewof U.S. policymakers; no time-
consuming international negotiation would be
required. Such proposals have been offered and
defeated—sometimes only narrowly—during
congressional farm bill debates. As with ending
any trade-restricting measure, the benefits to
the broader U.S. economy would be greater than
the “costs” that might be experienced by sugar
producers when their artificial income support is
removed. Thus, society as a whole would be bet-
ter off. The economy no longer would be forced
to absorb significant deadweight losses associ-
ated with the ineflicient allocation of resources
in the production and use of sugar.

The second alternative would be to seek
global reform of sugar policies. The potential
economic gains from ending or reducing trade-
distorting policies in all countries are greater
than with unilateral reform, but also are likely
to take longer to achieve. The domestic sugar
industry is correct to argue that there are many
distorting policies in other countries. A few ex-
amples include: support to sugar via ethanol
programs in Brazil, Colombia, and the EU; state
ownership in Indonesia and Mexico; guaranteed
support prices in China, the EU, India, Indone-
sia, Thailand, and the United States; and import
tariffs in most countries.”” However, the fact
that other countries implement sugar policies
that lower the efficiency of their economies is no
reason for the United States to continue to do so.

Interestingly, support for multilateral re-
form has been a long-established—but very
much underemphasized—policy position of
the American Sugar Alliance, the umbrella or-
ganization representing U.S. growers. Skeptics
may argue that this policy position exists just
for show and that sugar interests hope never
to have to act on it. This may be an overly jaun-
diced view, however. Gridlock in the Doha
Round of WTO negotiations has meant that
sugar interests haven’t had a good opportunity
to advance their free-trade policy position for
several years.

Hope for a free market in sugar was strong
enough in the years prior to the start of the
Doha Round negotiations that a multinational
coalition was organized to pursue it. The Glob-
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al Alliance for Sugar Trade Reform and Liberali-
sation includes sugar interests from Australia,
Brazil, Canada, Chile, Colombia, India, Gua-
temala, South Africa, and Thailand. It seems
likely that the organizers of the Global Alliance
would be delighted to add U.S. sugar growers to
its membership. This would be a noteworthy
shift for the U.S. industry, which did not warm
to the Alliance’s suggestions for reform back in
the late 1990s.

The best and simplest way to enlist the U.S.
sugar industry in active support of multilateral
sugar liberalization would be to end the US.
sugar program as soon as is legislatively possible.
Once their excessively cushy safety net is gone,
US. growers will have a truly strong incentive to
try to bring about a global cessation of import re-
straints and production subsidies. They also will
have moral authority to seek reforms from grow-
ers and governments in other countries.

In a perfect world, a multilateral agreement
liberalizing the sugar sector would be incorpo-
rated into a comprehensive package of reforms
under the auspices of the WTO. It is likely,
though, that the Doha Round of WTO negotia-
tions will remain moribund. Fortunately; useful
precedents exist in which WTO members have
achieved liberalization for specific industry sec-
tors. These include the Pharmaceutical Zero-
for-Zero Initiative,”* the Information Technolo-
gy Agreement (which currently is in negotiations
for expansion),” and the Trade in Services Agree-
ment (for which talks are ongoing).**

It seems likely that countries affiliated with
the Global Alliance would enthusiastically em-
brace a serious proposal to negotiate a sectoral
agreement to reform sugar policies. It may take
time and effort to build broad support from
other major sugar producing and consuming na-
tions. The private sector has an important role to
play in promoting the concept by helping their
customers and suppliers in other countries un-
derstand the benefits of a free and open world
market for sugar. Governments may have only
limited ability to push forward with sectoral talks
in the absence of interest on the part of their af-
fected constituents. By coordinating with like-
minded businessmen from other countries, U.S.

growers could play an important part in building
a critical mass of international support.

CONCLUSION

For the past several decades, US. policy has
evolved to make the sugar program ever more
restrictive, anti-market, and protectionist. The
program’s large economic costs are borne by con-
sumers, manufacturers of sweetened products
and their employees, as well as efficient sugar pro-
ducers in other countries. Another casualty has
been US. trade policy, which often has been held
hostage by the perceived need to maintain the
sugar status quo. Those costs have far outweighed
the benefits received by U.S. growers, resulting in
large deadweight losses for the economy:

A recent study indicates that the U.S. sugar
industry could continue to produce sugar viably
in the absence of the program’s price-enhancing
provisions. Sugar growers have the advantage of
being located relatively near major commercial
sugar buyers in the world’s largest and wealthi-
est economy. Demand for sugar in the United
States is not going to go away. The likelihood
that the US. sugar industry could adjust to a
free and open market is underscored by the
continued production of sugar beets in Canada,
a neighboring country with no import restric-
tions or domestic supports.

Sugar producers have taken the de facto posi-
tion that maintaining the sugar program should
be the central organizing principle of US. trade
policy: It is time for the United States to end that
perception by eliminating the sugar program
unilaterally That decisive step would be noticed
in the sugar world. It has the prospect to create
meaningful momentum toward a global agree-
ment to liberalize production and trade in sugar.
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