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REPORT TC THE PRESIDENT
ON INVESTIGATION NO. 22-45

SUGAR

UNITED STATES INTERNATICNAI. TRADE COMMISSION

Jure 8, 1682

Determination

On the tasis of the information developed during the investigation, the
Commission determires that sugars, sirups, and molasses, derived from sugar
cane or sugar beets, provided for in items 155.20 and 155.30 of the Tariff
Schedules of the United States, are being or are practically certain to be
imported into the United States under such conditions and in such quantities
as to render or tend to render ineffective, or materially interfere with, the

price support program of the U.S. Department of Agriculture for sugar cane and

sugar beets. 1/

Background

On Pecemter 29, 1981, the Commission received a letter from the President
directing the Ccmmission to determine, pursuant to section 22 of the
Agricultural Adjustment Act (7 U.S.C. 624), whetker sugars, sirups, and
molasses proviced for in items 155.20 and 155.30 of the TEUS are teing or are
practically certain to te imperted intc the Urnited States under such
conditions and in such quantities as to render or tend to render ineffective,

or materially interfere with, the price support program of the U.S. Department

}j Vice Chairman Michael J. Calhoun determines that the described products
are practically certain to te imported into the United States under such
conditions and in such quantities as to materially interfere with the price

support program of the U.S. Department of Agriculture for sugar cane and sugar
beets.



of Agriculture for sugar cane and sugar teets. Accordingly, the Commission

instituted the present investigation, No. 22-45, on Janvary 15, 1¢82.

Notice of the Commission's investigation was putlished in the Federal

Register of January 20, 1982 (47 F.R. 2856). A public hearing was held on

April 6, 1982, in Washington, D.C., at which all interested parties were

afforded an opportunity to be present, to present evidence, and to be heard.

The information for this report was ottained from information presented

at the putlic hearing, interviews by members of the Commission's staff, other

Federal agencies, responses to Commission questionnaires, briefs submitted by

interested parties, the Commission's files, and other sources.

Recommendation

We recommend that the President:

(1) Maintain the current fee system set forth in
' Proclamation 4940;

(2) maintain the duties set forth in Proclamation 4888;

(3) maintain the quota system set forth in Proclamation
4941 until such time as duties and fees, which are
preferred to a restrictive quota, are once again adequate
to protect the price support program; and

(4) establish guidelines for the orderly transition between
- reliance on a quota and reliance on duties and fees.
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STATEMENT OF THE COMMISSION

Introduction

The President asked us to determine, pursuant to section 22 of the
Agricultural Adjustment Act, whether sugars, sirups, and molasses, derived

from sugarcane or sugar beets, 1/ are being, or are practically certain to be,

imported into the United States under such conditions and in such quantities
as to render or tend to render ineffective, or materially interfere with, the
price-support program of the U.S. Department of Agriculture (USDA) for
sugarcane and sugar beets. With an affirmative determination, the Commission
hakes appropriate recommendations concerning actions the President should take
to protect the integrity of the program. 2/

Pending submission of our findings and recommendations, the President
issued two emergency proclamations, Proclamation 4887 of December 23, 1981 (46
F.R. 62641) and Proclamation 4940 of May 5, 1982 (47 F.R. 19657), imposing
fees on imports of the articles described above pursuant to his section 22(b)

authority. 3/ Further, the President issued two additional proclamations,

1/ These articles are provided for in items 155.20 and 155.30 of the Tariff
Schedules of the United States (TSUS).

2/ Under sec. 22 the Commission is to advise the President about the
measures needed to protect the existing domestic price support program for
sugar from import interference. It is not the Commission's responsibility to
review policy issues, such as the necessity for a sugar program and the proper
support price for sugar. The Commission could not anticipate all developments
that might complicate administration of the domestic price-support program.
Such factors include the possibility that high support prices could spur
domestic production, or that the demand for sugar, both in the United States
and abroad, could decline significantly in the years ahead. Developments such
as these may require further policy consideration by Congress and the
Executive Branch.

3/ Proclamation 4887 is reprinted in Appendix C of the report at A-72-75;
Proclamation 4940 is reprinted in Appendix D at A-78-82. These proclamations
are discussed at A-8-11 of the attached report.
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Proclamation 4888 of December 23, 1981 (46 F.R. 62645) and Proclamation 4941
of May 5, 1982 (47 F.R. 19661), raising duties and modifying quotas,
respectively, on such imports pursuant to separate authority set forth in
Headnote 2, Subpart A, Part 10, Schedule 1 of the TSUS (19 U.S.C. § 1202). &4/

After considering all of the information before us, including the argu-
ments of the interested parties presented at the public hearing and in briefs
and other submissions, we have determined that imports of sugars, sirups, and
molasses, in the absence of recent Presidential action, would materially
interfere with the USDA price-support program for sugarcane and sugar beets. 2/

We therefore recommend that the President:

(1) maintain the current fee system set forth in
Proclamation 4940;

(2) maintain the duties set forth in Proclamation 4888;

(3) maintain the quota system set forth in Proclamation
4941 until such time as duties and fees, which are
preferred to a restrictive quota, are once again
adequate to protect the price support program; and

(4) establish guidelines, as outlined below, for the
orderly transition between reliance on a quota and
reliance on duties and fees.

4/ Proclamation 4888 is reprinted in Appendix C of the report at A-70-71;
Proclamation 4941 is reprinted in Appendix D at A-83-88. These proclamations
are discussed at A-7-8 and A-1l.

5/ The determination of Vice Chairman Calhoun is limited to a finding that
imports are practically certain to be imported into the United States under
such conditions and in such quantities as to materially interfere with the
USDA price-support program for sugarcane and sugar beets. He finds that
material interference does not presently exist because of the recent actions
taken by the President. As a result of these actions, none of the usual
indicia of material interference exist-—e.g., there have been no purchases by
the CCC, thus there are no significant CCC loan stocks or CCC outlays to
purchase the product. Rather, the circumstances discussed in this opinion
lead the Vice Chairman to the conclusion that, absent some action under sec.
22, the volume and prices of imports will be such as to cause the CCC to
purchase very large quantities of the 1982 crop, and possibly subsequent
crops, at considerable expense to the Government.



The USDA price-support program for sugar

The purpose of the USDA's sugar program is to provide price support to
domestic sugarcane and sugar beet growers by guaranteeing that the Commodity
Credit Corporation (CCC) buys processed sugar from processors at the support
price. 6/ The processors are thus able to buy sugar from the groﬁers at a
specified price with the knowledge that subsequently they can choose to sell
the sugar to the CCC at the support price or on the market at a higher price.
If sugar imports are allowed to drive the market price below the support
price, it is more profitable for the processors to sell the sugar to the CCC
rather than in the marketplace.

The current USDA support program for sugar is governed by the provisions
of the Agriculture and Food Act of 198l. 7/ This new law requ{res the
Secretary of Agriculture to support, through purchases, the price of sugar
processed from domestically grown sugarcane and sugar beets from December 22,
1981, the date of enactment of the legislation, through March 31, 1982, at a
level appropriate to approximate a raw sugar price of 16.75 cents per pound.

The 1981 law also requires the Secretary to support the price of the
1982-85 domestic sugarcane crops through nonrecourse loans at such level as he
determines appropriate, but not less than 17 cents per pound for the 1982
crop, 17.5 cents per pound for the 1983 crop, 17.75 cents per pound for the
1984 crop, and 18 cents per pound for the 1985 crop. The Secretary is to

support the price of domestically grown sugar beets through nonrecourse loans

6/ Report at A-4. -
7/ Pub. L. 97-98, § 901, 95 Stat. 1213 (1981). The new sugar support prices
are set forth in title IX of the 1981 law. Title IX amended sec. 201(h) of

the Agriculture Act of 1949 (7 U.S.C. § 1446), which sets forth the basic
price support provisions.
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at a level that is fair and reasonable in relation to the level of loans for
sugarcane.

In its report accompanying the 1981 act, the Senate Committee on
Agriculture, Nutrition, and Forestry, the primary author of the sugar
provision, urged the President to make timely use of his authorities under
both section 22 and the TSUS headnote to avoid the adverse budgetary
consequences of situations where the market price for sugar falls below the

price objective and loan level specified in the sugar program. 8/

The imported products

The United States imported 51 percent of its sugar needs in calendar year
1981. 9/ .The imported sugars, sirups, and molasses enter primarily in four
different forms--raw sugar, refined sugar, liquid sugar, and invert sugar
sirup. 10/ Raw sugar, which consists of large sucrose crystals coated with
molasses, is the principal sugar shipped in world trade. It accounted for
99.9 percent of U.S. sugar imports in 198l. 11/ Raw sugar is an intermediate
product, generally brown in color, derived principally from sugarcane.

Refined sugar is the pure white sugar of commerce, derived from processing raw
sugar and sugar beets. Sugar beets generally are converted to refined sugar
in one operation. Liquid sugar is a solution of refined sugar in water.
Invert sugar sirup is a combination of equal parts of glucose and fructose
formed from sucrose and water by the action of acids or certain other

chemicals.

8/ S. Rept. No. 126, 97th Cong., 2nd Sess. 106 (1981). Commissioner Frank
notes the emergency actions taken by the President are in accord with the
intent of Congress.

9/ Report at A-21.

10/ Id. at A-2.

11/ 1d.



The sweetener market

Sugar derived from sugarcane and sugar beets is the primary sweetener in
the U.S. market. The principal alternatives to sugar are noncaloric
sweeteners and cornstarch derivatives, including glucose, glucose sirup,
dextrose, and high fructose corn sirup (HFCS). 12/ HFCS, the most important
of these alternatives, is a iiquid form of fructose which can be used as a
direct sugar substitute for most sweetener uses that do not specifically
require dry crystals. In 1981, HFCS accounted for 25-30 percent of the total
industrial sweetener use and 50 percent of beverage sweetener use. 13/

As a result of the increased use of sugar substitutes, U.S. per capita
consumption of sugar has declined in recent years. While non-HFCS sweetener
consumption has increased moderately during the last 5 years, HFCS use has

more than doubled in this period. 14/ This trend is expected to continue.

Material interference

In past section 22 investigations, the Commission has found material
interference to exist when the interference is "more than slight interference
but less than major interference." 15/ The Commission has considered such
factors as import levels, inventories held by the CCC under the particular
program, changes in the cost to the Government in running the program, price
differences between the domestic and iﬁported products, world stocks of the

imported product, and whether objectives of the program are being met. Basic

12/ 1d. at A-15.

13/ 1d. at A-17.

14/ Id. at A-23.

IE/ Egé Certain Tobacco, Inv. No. 22-43, USITC Pub. No. 1174 (1981), p. 3;
and Casein, Mixtures in Chief Value of Casein, and Lactalbumin, Inv. No.
22-44, USITC Pub. No. 1217 (1982), p. 3.
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objectives of a program may be satisfied, but a program may nevertheless be
materially interfered with if imports are causing increases in domestic stocks
under loan or significant expenditures by the CCC.

In thé absence of the President's recent actions, the CCC would havé to
purchase much of the domestic 1981 sugar crop and would be expecféd to acquire
most of the domestic 1982 crop. This is the case because world sugar prices
have fallen substantially in recent months and are now considerably below the
U.S. support price. Whenever th? world price, as adjustéd for U.S. import
duties and fees and transportation and other costs, falls below the domestic
support price, domestic sugar is likely to be displaced in the marketplace by
imports. U.S. processors, wishing to sell at the highest price, will sell to
the CCC. |

World prices for sugar have fluctuated widely in recent years. Only a
relatively small amount of sugar enters the world market (22 percent in 1981)
and demand for sugar in most consuming countries is relatively inelastic. As
a result, fluctuations in the amount of sugar produced can have an important
effect on world prices. 16/ This was demonstrated during the period 1975-81
when the world price for sugar (f.o.b., Caribbean, No. 11 spot price) varied
widely, averaging 20.50 cents per pound in 1975, 11.60 cents per pound in
1976, 8.10 cents per pound in 1977, 7.81 cents per pound in 1978, 9.59 cents
per pound in 1979, 29.00 cents per pound in 1980, and 16.85 cents per pound in

1981. 17/ The monthly average world price ranged from 41.09 cents per pound

16/ Report at A-27. The United States has been the largest opén market for
sugar imports since 1974 when the Sugar Act quotas were terminated (report at

17/ 1d. at A-32-34, table 11.



in October 1980, to 6.43 cents per pound in July 1978. Dramatic price changes
can occur over a brief time span. For example, in the 1ll-month period October
1980-September 1981, the world price fell by 72 percent, from 41.09 cents per
pound to 11.66 cents per pound. Domestic sugar prices tend to follow world
prices.

The intent of the emergency section 22 fees and higher duties imposed by
the President on December 23, 1981, was to ensure that the price received by
U.S. processors for sugar was abgve the support price, thereby avoiding sales
to the CCC. 18/ However, during the first 4 months of 1982, world sugar
prices continued to fall, requiring additional increases in the level of fees
up to the maximum allowed by law. By April 23, the world price had fallen to
8.58 cents per pound, and the maximum duties and fees were not sufficient to
raise the world price to the effective market stabilization price (MSP). 19/.
To remedy this situation, on May 5, 1982, the President issued two new
emergency proclamations pursuant to section 22 and the headnote authority.
Quarterly import quotas allocated on a country-by-country basis were imposed
in place of the previous global quota under the headnote, and the section 22
fees were adjusted.

The world price continued to fall, in part because of the new U.S.
actions. The world price was 7.85 cents per pound on May 18, 1982, less than

one half the support price of 16.75 cents per pound. 20/

18/ 1d. at A-10.

19/ Id. The MSP is the minimum market price required to discourage sale or
forfeiture of sugar to the CCC. The MSP equals the sum of the support price,
a transportation factor, and an incentive factor. The import fee, pursuant to
Proclamation 4940, is based on the difference between the MSP and the No. 12
domestic contract price for sugar.

20/ By June 7, 1982, the world price had fallen to 7.05 cents per pound.
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As of May 12, 1982, the CCC had entered into purchase agreements with
U.S. processors for about 863,000 short tons of sugar. This amount was
expected to exceed 1 million short tons by May 31, 1982, the deadline for
entering into such agreements. 21/ Processors have through September 30,
1982, to give notice of their intent to sell this sugar to the CCC. Some, if
not most, of this sugar can be expected to be sold to the CCC if the U.S.
market price is below the support price on that day. 22/

In the absence of the actions which the President has taken since
December, imports of low-priced sugar would be materially interfering with the
ﬁSDA's price-support program by forcing the CCC to purchase large amounts of
domestically grown sugar. To prevent this, it is necessary that a system of

duties, fees, and quotas be maintained.

Recommendations 23/

Section 22(b) permits the President to impose such fees (up to 50 percent
ad valorem) or such quantitative restrictions (up to 50 percent of the
imported articles entered or withdrawn from warehouse during a representative
period) as are necessary in order that the imported articles will not render
or tend to render ineffective, or materially interfere with, the subject
program. In addition, the sugar headnote requires the President to impose a

duty of between 0.6625 and 2.98125 cents per pound and a quota on imports of

21/ Report at A-6. The deadline was later extended to June 14, 1982.

22/ The USDA is strongly opposed to the CCC becoming a large purchaser of
domestic sugar. Hearing transcript at 68-69.

23/ We have relied extensively on data and estimates provided by USDA for
our assumptions and calculations. Because the sugar market is highly
volatile, the specifics of our recommendations must be adjusted for any
significant changes in USDA's data and estimates.
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the sugars, sirups, and molasses provided for in TSUS items 155.20 and
155.30. The headnote imposes no limits on the President's authority to set
quotas.

Our remedy recommendation in this investigation is a flexible system
designed to ensure that imports do not materially interfere with the
price-support program. We have taken into account the fact that only one
measure, either a system of fees and duties or a quota, is the primary
restraint at any given time. Therefore, we have designed a remedy which
shifts the primary restraint between a system of fees and duties, which is
preferable when effective, and a restrictive qucta, 24/ when necessary. To

prevent severe dislocation of the market during a shift, fees and duties

should be adjusted to achieve the MSP.

Flexible system.--In the present case, we recommend that the President

continue to impose a system of fees pursuant to section 22 and duties and
restrictive quotas pursuant to the headnote authority. In general, a system

of fees and duties is to be preferred over a restrictive quota, provided that

there is authority to raise fees and duties to a level sufficient to close the

gap between the world price and the MSP. Fees and duties are likely to have a

less distortive effect on the marketplace than are restrictive quotas. 25/

However, when the gap between the world price and the MSP exceeds the amount

24/ A restrictive quota is one set at a level which is expected to be filled

and constrain imports. A nonrestrictive quota is one set at a level above the

expected demand for imports. Quotas may be set on a global or country-by-

country basis. For example, the quota in effect on sugar under the headnote

prior to May 11, 1982, was a global nonrestrictive quota of 6.9 million short

tons per year. Imports have never exceeded 6.2 million short tons.
25/ Report at A-45.
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by which fees and duties can be raised, as in the present case, a restrictive
quota must be imposed and maintained. 26/ When the world price rises to a
level high enough to allow the fees and duties once again to bridge the gap
between the world price and the MSP, the quota should be relaxed in order to
allow the fees and duties to be the effective import constraint.‘ZZ/

A restrictive quota should continue in effect until the world price of
imported sugar is higher than the level at which the maximum possible duties
and fees, added to the cost of shipping sugar to U.S. pofts, are capable of
attaining the price objective, the MSP. Under current price-support levels,
the world price must be at least 10.32 cents per pound for maximum duties and
fees and shipping costs to achieve the MSP of 19.88 cents per pound. 28/
Based on current market conditions, we suggest that the restrictive quota be
relaxed when the world price rises to two cents per pound above this level, or
12.32 cents per pound.

The restrictive quota would be relaxed and duties and fees would become
the primary import constraint only after this price level (i.e., currently
12.32 cents per pound) has been reached or exceeded for 20 consecutive market

days. This length of time and two-cent price rise are necessary to establish

26/ 1d. at A-46-47.

27/ Retaining the fee and duty structure along with the restrictive quota
provides an orderly transition period until the quota has its intended
effect. If for any reason the President is precluded from imposing a
restrictive quota under the headnote authority at the same time that a fee
system is in place pursuant to sec. 22, and world prices continue to be below
the level which we recommend for relaxing the quotas then we recommend that
the restrictive quota be continued pursuant to sec. 22, thereby necessitating
elimination of the fee structure until such time as prices permit the maximum
fees and duties to achieve the MSP.

28/ The USDA estimates shipping costs from Caribbean ports to U.S. ports
north of Cape Hatteras at 1.6 cents per pound.
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the difference between a price trend and a temporary fluctuation. 29/ During
periods when duties and fees are the primary constraint, we recommend that
they be adjusted so the market price does not exceed the MSP solely because of
the dutieé and fees. We therefore recommend that provision be made for
adjustment of fees and duties to minimize costs to éonsumers.

When quotas are not restrictive and the world price has fallen
sufficiently, the quota should be tightened and again become the primary
constraint. To avoid CCC purchases, this shift must occur before the world
price drops below the level at which maximum fees and duties become
inadequate. We therefore recommend that quotas be tightened when the world
price falls to within one cent per pound of the price below which maximum fees
and duties are ineffective and remains below this level for 5 consecutive
days. 30/

Under current price-support levels, the restrictive quota system would go
into effect if the world price falls to 11.32 cents per pound and remains at
or below that level for 5 consecutive days. Duties and fees would remain at
levels necessary to achieve the MSP in order to avoid disrupting the market

when prices approach the transition point.

Quota on raw sugar.--Because present world sugar prices are considerably
below 10 cents per pound, the Commission recommends that quarterly quotas be

established for raw sugar. Under the headnote authority, the President has

29/ See data in the report at A-32-34, table 1ll.

30/ The 5-day period should protect against the system responding to
temporary aberrations. If before the 5-day time limit expires, the world
price should plummet to a level below which fees and duties (added to

transportation costs) can raise it to the MSP level, the quota should be
tightened as soon as possible.
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already acted to constrain sugar imports in the period May 1l1-June 30 to
220,000 short tons. The quota level of 220,000 short tons was based on a USDA
estimate that imports would total 877,000 short tons during the first 4 months
of 1982, and 110,000 short tons under the Proclamation's exemption
clause. 31/ Imports during the first 4 months of 1982 were 861,000 short
tons, or 16,000 short tons less than the USDA estimate. However, the amount
of sugar imported under the exemption clause is now estimated to be two or
three times more‘than the 110,000 short tons initially anticipated by USDA.
As a result of this underestimation, it is likely that the amount of sugar
imported for the first half of the year may exceed the USDA estimates by as
much as 110,000 to 220,000 short tons. Because of the uncertainties with
respect to import quantities during the first half year, we think it is more
prudent to accept the 220,000 short ton amount as a basis for determining the
third quarter quota.

In its preliminary quota plan, the USDA recommended quarterly quotas
during the last half of 1982 of 825,000 short tons and 990,000 short tons for
the third and fourth quarters, respectively. The most critical test for the
quota bccurs at the end of September when the USDA purchase program ends and
the CCC might be required to purchase large quantities of sugar. Hence, the
effect of greater-than-anticipated imports at the beginning of the year will
have to be balanced by cuts in the third quarter quota. Therefore, we

recommend a third quarter quota of 605,000 short tons. If this IeQel should

31/ The quantitative limitations imposed by Proclamation 4941 do not apply
to sugar entered or withdrawn from warehouse for consumption prior to
July 1, 1982, if the sugar was exported on a through bill of lading to the
United States from the country of origin prior to April 23, 1982. Also, the
quota does not apply to sugar imported between the date the proclamation was
issued, May 5, 1982, and the date it went into effect, May 11, 1982.
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raise the domestic price above the MSP, we recommend that adjustments be made
in the fourth quarter quota.

We understand that the third and fourth quarter quotas may require
further adjustment if the levels of domestic production, consumption, or
stocks vary considerably from current USDA estimates. Our recommendations are
based on USDA estimates of a 1982 domestic harvest of 5.8 million short tons
and consumption of 9.6 million short toms. Furthe