SUGAR

Report to the President on Investigation
No. 22-41 Under Section 22 of the
Agricultural Adjustment Act, as Amended

USITC PUBLICATION 881
APRIL 1978

United States International Trade Commission / Washington, D.C. 20436



UNITED STATES INTERNATIONAL TRADE COMMISSION

COMMISSIONERS

Daniel Minchew, Chairman
Joseph O. Parker, Vice Chairman
George M. Moore

Catherine Bedell

Italo H. Ablondi

Bill Alberger

Kenneth R. Mason, Secretary to the Commission

This report was prepared principally by:

T. Vernon Greer, Agriculture, Fisheries and
Forest Products Division, Office of Industries

David Husband, Office of Economic Research

E. William Fry, Supervisory Investigator

Address all communications to
Office of the Secretary
United States International Trade Commission
Washington, D.C. 20436



CONTENTS

Report to the President
Findings
Recommendations

Statement of Vice Chairman Joseph O. Parker and Commissioners

George M. Moore and Catherine Bedell

Differing views of Commissibner George M. Moore

Statement of Chairman Daniel Minchew and Commissioner Bill Alberger----

Statement of Commissioner Italo H. Ablondi

Information obtained in the investigation:
Brief outline of the report
Introduction
U.S. sugar policy background:

Sugar investigation, TA-201-16:
Findings and recommendations
Presidential response and proposals
Congressional reaction to administration proposals—---—-—--

Food and Agriculture Act of 1977:

Mandatory price supports for sugar beets and sugar cane----
Legislative history

Interim sugar payments program:
Origins
Regulations

Price-support loan program:
Regulations
Price-support levels
Minimum wage rates
Operations

Section 22 proclamations:
Presidential Proclamation 4538
Headnote 2 proclamation
Inplementation
Presidential Proclamation 4547
Continuing problems in implementation

U.S. sugar and sweeteners:

Description and uses:

Description
Uses

Alternative sweeteners
U.S. customs treatment:

Sugar beets and sugar cane

Raw and refined sugar

Liquid sugar and other sugar sirups

Sugar snapback provision

Alternative sweeteners

Generalized System of Preferences

A-5
A-5
A-6

A-6
A-7

A-9
A-9
A-10
A-11

A-11
A-11
A-12
A-12
A-13

A-15
A-16
A-17

A-18
A-18
A-21
A=-22
'A-26
A=27



ii
CONTENTS
Information obtained in the investigation--Continued

U.S. sugar and sweeteners—-Continued
Other Government regulations affecting sugar:

The Sugar Act

Application of other agricultural legislation to. sugar

The U.S. sweetener industry

U.S. sugar beet growers and beet sugar processors

Hawaiian sugar cane growers and millers

Mainland sugar cane growers and millers

Puerto Rican sugar cane growers and millers

Cane sugar refiners

U.S. importers and sugar operators

Industrial users and other consumers

Alternative sweeteners

U.S. production

U.S. imports

Ratio of imports to domestic production

Ratio of imports to domestic consumption

Leading suppliers of U.S. imports

U.S. inventories

U.S. exports

U.S. consumption
World sugar:

World sugar production and consumption

World sugar trade

Controlled sugar market trade

Free market sugar trade

International Sugar Agreement

Sugar prices

World markets

Price instability since 1973

Raw sugar prices since October 1977

Competitive sweetener prices

Elasticity of demand for imports
Edible molasses:

Description and uses

U.S. customs treatment

U.S. production

U.S. imports !
Flavored or blended sugars, sirups, or molasses:

Description and uses

U.S. customs treatment-

U.S. production
U.S. imports and exports—

A-32
A-34
A-35

A-35"

A-38
A-38
A-41
A-41
A=42
A-42
A-42
A-43
A=-45
A=45
A-49
A-49
A-50
A-50
A-52

A-55
A-59
A-59
A-64
A-64
A-67
A-72
A-74
A-81
A-83
A-86

A-88
A-88
A-89
A-89

A-89
A-92
A-92
A-92

il



iii

CONTENTS

Information obtained in the investigation-~Continued

World sugar--Continued
Sweetened chocolate coatings:

Description and uses

U.S. customs treatment

U.S. production and consumption

U.S. imports
Sweetened cocoa:

Description and uses

U.S. customs treatment

U.S. production

U.S. imports
Candy and other confectionery:

Description and uses-

U.S. customs treatment

U.S. production

U.S. imports
Edible preparations, not specially provided for:

Description and uses-

U.S. customs treatment

U.S. production

U.S. exports

U.S. imports

Impact of import restrictioms

Producer subsidies

Tariff options

Quota options

Options for sugar-containing products
Appendix A. Presidential Proclamations 4334, 4463, 4466 4538, 4539,

and 4547, and accompaning statements
Appendix B. Excerpts from the Tariff Schedules of the United States

Annotated (1978)

Figures

1. Raw sugar prices: Comparison of U.S. and world prices, by months,

January 1973 to October 1977

2. Raw sugar prices: Comparison of U.S. prices and world prices,

1951-77

3. Sugar and other sweeteners: U.S. per capita consumption, 1971-77--

4. Sugar: Comparison of U.S. and world raw-sugar prices, by weeks,

January 1976 to COctober 1977
5. World raw sugar prices: Comparison of New York Sugar Exchange

Price and London Daily Price, by weeks, January 1976 to

March 1978-- :

A-95
A-95
A-95
A-97

A-97
A-97
A-97
A-100

A-100
A-100
A-100
A-103

A-103
A-108
A-109
A-109
A-109
A-112
A-112
A-112
A-113
A-115

A-117

A-133

A-68

A-71
A-76

A-77

A-82

il



6.

10.

11.
12.

13.

14,

15.

16.

17.
18.

19.

20.

21.

iv

CONTENTS

Comparison of wholesale prices for refined sugar, corn sirup,
and corn, by monthlis, January 1973 to February 1978, and high-
frutose corn sirup, by months, January 1975 to February 1978-—---

Tables

Sugar (TSUS item 155.20): U.S. imports, by sources, 1974-~77-===—-
Sugar (TSUS item 155.20): U.S. imports, total and GSP, 1977------
Sugar: U.S. production, by producing areas, crop years 1971/72
to 1977/78
Sugar beets: U.S. acres harvested, yield per harvested acre,
and production, by producing States, crop years 1972/73 to
1977/78
Sugar cane: U.S. acres harvested, yield per harvested acre,
and production, by producing States, crop years 1971/72 to
1977/78

Sugar: U.S. production, by types, crop years 1971/72 to 1977/78--

Sugar: U.S. imports, by sources and by types, 1972=77-=———cemeee-—

Liquid sugar and other sugar sirups (TSUS item 155.30): U.S.
imports for consumption, by selected sources, 1971-77-————-em——-

Sugar: U.S. production, imports, exports, ending stocks, and
consunption, 1960-77
Sugar: Month-end stocks held by cane sugar refiners and beet
sugar processors, and total continental U.S. stocks, 1972-78----
Corn sweeteners: U.S. sales, by types, 1972-77
Sugar and other sweeteners: Annual U.S. per capita consump-
tion, by types, 1971-77
Sugar: U.S. deliveries, by types of products or business of
buyer and by quarters, 1972-77
Sugar: World production, by leading producers, crop years
1971/72 to 1977/78
Sugar: World consumption, by leading consumers, crop years
1971/72 to 1975/76
Sugar: World stocks, by principal inventory holders, Aug. 31,

of 1971-76
Sugar: World production and consumption, crop years, 1956-77-———-
Sugar: World exports, by leading exporters, crop years 1971/72

to 1975/76 r

Sugar: World imports, by leading importers, crop years 1971/72
to 1975/76
Raw sugar: U.S. and world prices, by months, January 1974-
February 1978
Sugar: Component parts of U.S. retail prices, 1960-77-=———=——-——

A-58

A-60
A-61

A-62

v



22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34,

350

36.

37.

38.

CONTENTS

Sugar beets and sugar cane: Parity prices, by months,
January 1973-February 1978
Wholesale prices of high-fructose corn sirup, corn sirup, and
refined sugar, by months, January 1975-February 1978
Molasses for human consumption: U.S. production by types,
imports, exports, and apparent consumption, 1970-77
Edible molasses (TSUS item 155.35): U.S. imports for consump-
tion, by selected sources, 1972-77
Flavored or blended sugars, sirups, or molasses: U.S. production,
imports, exports, and apparent consumption, 1970-77
Sugars, sirups, and molasses, flavored, and blended sirups,
flavored or unflavored (TSUS item 155.75): U.S. imports for
consumption, by selected sources, 1972-77
Sweetened chocolate coatings (TSUS5 item 156.25): U.S. produc-
tion, imports, exports, and consumption, 1970-76
Sweetened chocolate coatings (TSUS item 156.25): U.S. imports
for consumption, by selected sources, 1972-77
Sweetened cocoa (TSUS item 156.45): U.S. production, imports,
exports, and apparent consumption, 1970-77
Sweetened cocoa (TSUS item 156.45): U.S. imports for consump-
tion, by selected sources, 1972-77
Confectionery: U.S. production, imports, exports, and apparent
consumption, 1970-77
Confectionery, not containing cocoa or chocolate: U.S. produc-
tion, imports, exports, and apparent consumption, 1970-77-—=-=-
Confectionery containing cocoa or chocolate: U.S. production,
imports, exports, and apparent consumption, 1970-77
Confectionery, not specially provided for, not containing cocoa
or chocolate (TSUSA item 157.1020): U.S. imports for con-
sumption, by principal sources, 1972-77
Confectionery, not specially provided for, containing cocoa or
chocolate (TSUSA item 157.1040): U.S. imports for consumption,
by principal sources, 1972-77
Edible preparations: U.S. exports, by leading sources and
by types, 1972-77
Edible preparations, not specially provided for (TSUS item
182.98): U.S. imports for consumption, by selected sources,
1972-77

A-79

A-85

A-90

A-91

A-93

A-94

A-96

A-98

A-99

A-101

A-102

A-104

A-105

A-106

A-107

A-110

A-111



vi



REPORT TO THE PRESIDENT

United States International Trade Commission,
April 17, 1978.

To the President:
Pursuant to your requests of November 11, 1977, and January 20, 1978, the

United States International Trade Commission has conducted an investigation (No.

{
.

22-41) under subsection (a) of section 22 of the Agricultural Adjustment Act, as
amended (7 U.S.C. 624), with respect to sugar and certain sugar contéining articles.
The purpose of this investigation was to determine whether--

Sugars, sirups, and molasses provided for in items 155.20

155.30, 155.35, and 155.75 of the Tariff Schedules of the

United States (TSUS), and articles provided for in items

156.25, 156.45, 157.10, and 182.98 of the TSUS if contain-

ing sugars, sirups, and molasses of the types described in

items 155.20, 155.30, 155.35, and 155.75 of the TSUS,
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 operations being conducted by the
U.S. Department of Agriculture for sugar cane and sugar beets, or to reduce substan-
tially the amount of any product being processed in the United States from such
domestic sugar cane or sugar beets.

The Commission instituted its investigation on November 23, 1977, and enlarged
it on January 26, 1978. Notices of Investigation and Hearings were published in the
Federal Register of November 30, 1977 (42 F.R. 60961) and January 31, 1978 (43 F.R.
4126). Public hearings were held on January 4, 1978, in New Orleans, La., on

January 17, 1978, in Minneapolis, Minn., and on February 27 and 28, 1978, in

Washington, D.C.



The information for this report was obtained at the public hearings; from
written briefs submitted by interested parties; through interviews by members of
the Commission's staff with sugar growers, processors, refiners, importers, and
customs officials; from other Federal agencies, State agencies, and State universi-

ties; from responses to questionnaires sent to domestic corn sweetener producers;

and from the Commission's files.



Findings

On the basis of the investigation--

(1) The Commission unanimously finds that sugars, sirups, and

molasses, provided for in items 155.20 and 155.30 of the TSUS, are being

or are practically certain to be imported into the United States under such

Il
i

conditions and in such quantitites as to render or tend to render ineffective,
or materially interfere with, the price support operations being conducted
by the U.S. Department of Agriculture for sugar cane and sugar beets, or to
reduce substantially the amount of any product being processed in the United
States from such domestic sugar cane and sugar beets.

(2) With respect to sugars, sirups, and molasses, provided for in
items 155.35 and 155.75 of the TSUS and articles provided for in items
156.25, 156.45, 157.10, and 182.98 of the TSUS, if containing sugars, sirups,
and molasses of the types described in items 155.20, 155.30, 155.35, and 155.75
of the TSUS-- '

(a) Chairman Minchew and Commissioner Alberger find that such

articles 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 operations being conducted by

the U.S. Department of Agriculture for sugar cane and sugar beets, or to

reduce substantially the amount of any product being processed in the United

States from such domestic sugar cane and sugar beets;



(b) Commissioner Ablondi finds that such articles are not being and are

not practically certain to Bé-imported into the United States under such conditions
and in Suéh quantities as to render or tend to render ineffective, or materially
interfere with, the price-support operations being conducted by the U.S. Department
of Agriculture for sugar cane and sugar beets, or to reduce substantially the amount
of any product being processed in the United States from such domestic sugar cane

and sugar beets; and

(¢) Vice Chairman Parker and Commissioners Moore and Bedell make no

finding.



Recommendations

I. With respect to sugars, sirups, and molasses provided for in items
155.20 and 155.30 of the TSUS

Chairman Minchew, Vice Chairman Parker, and Commissioners Bedell and Alberger

recommend, pursuant to the provisions of section 22 of the Agricultural Adjustment
Act, as amended, that, in lieu of Presidential Proclamation 4547, dated January 20,
1978, the President issue a proclamation establishing the following--
(1) For sugars, sirups, and molasses, provided for in items
155.20 and 155730 of the TSUS, if imported for human consumption
or for the commercial extraction of sugar:
(a) If to be further refined or improved in quality: A
fee of 3.6 cents per pound, but not to exceed the statu-
tory limit of 50 percent ad valorem; and
(b) if not to be further refined or improved in quality:
For calender year 1978, and each calendar year
thereafter, quantitative limitations in an aggregate
quantity of 40,000 sho;t tons, raw value;
(2) Whenever, for a period of twenty (20) consecutive
calendar days, the simple average U.S. price of sugar, as
determined by the Secretary of Agriculture, expressed in terms
of 96 degree raw sugar equivalent, is 1 percent or more below
the price~support level (adjusted for interest and storage
charges accruing under the price-support program) established
by the Secretary of Agriculture, quantitative limitations on

such articles in lieu of recommendation (1), as follows:



(a) Chairman Minchew and Commissioner Alberger recommend
that the President establish qﬁantitati&e limitations
pursuant to Heédnote 2 of Subpart A, Part 10, of the
TSUS; and '

(b) Vice Chairman Parker and Commissioner Bedell recom-
mend, pursﬁant to section 22 of the Agricultural
Adjustment Act, as amended, aggregate quantitative
limitations for calendar yeark1978 of 3,100,000 short
tons, raw value, and for each calendar year thereafter,
4,275,000 short tons, raw value, with such quantities

to be adjusted if necessary to achieve the price support

level then in effect; and
(3) allocation of quantitative limitations on such products of
various countries taking into account the provisions of Article
XIII of the General Agreement on Tariffs and Trade, and, when
effective, the International Sugar Agreement 1977.

Commissioner Moore recommends that, in lieu of the emergency import fees

imposed by Presidential Proclamation 4547, dated January 20, 1978, the President
issue a proclamation pursuant to section 22(b) of the Agricultural Adjustment Act,
as amended, establishing effective January 1, 1978, quantitative limitations on
sugars, sirups, and molasses, provided for in items 155.20 and 155.30 of the TSUS,
‘as follows:

For calendar year 1978, an aggregate quantity of 3,100,000

short tons, raw value, and for each calendar year there-

after, an aggregate quantity of 4,275,000 short tons, raw
value.

[l
|

Commissioner Moore further recommends that such quantitative limitations be allo-
cated to such products of various countries taking into account Article XIII of
GATT and in a manner consistent with the provisions of the International Sugar

Agreement, when such Agreement is effective.



Commissioner Ablondi recommends that the President issue a proclamation

pursuant to section 22(b) of the Agricultural Adjustment Act, as amended, estab-
lishing'effective on the date of the proclamation quantitative limitations on
sugars, sirups, and molasses, provided for in items 155.20 and 155.30 of the Tariff

Schedules of the United States (TSUS), in the aggregate quantity of 4,700,000 short

{
‘

tons, raw value, for the 12-month period beginning on the date of the proclamation
and, subject to review by the United States International Trade Commission, for each
12-month period thereafter.

Commissioner Ablondi further recommends that the annual aggregate quantity
specified above should be allocated on the basis of transferable import licenses
to be auctioned by the Secretary of Agriculture from time to time as appropriate
under such regulations as the Secretary of Agriculture shall prescribe, such regu-
lations to provide for the equitable distribution of imports among importers.

IT. With respect to sugars, sirups, and molasses, provided for in items
155.35 and 155.75 of the TSUS and articles provided for in items
156.25, 156.45, 157.10, and 182.98 of the TSUS, if containing

sugars, sirups, and molasses of the types described in items 155.20,
155.30, 155.35, and 155.75 of the TSUS--

Chairman Minchew and Commissioner Alberger further recommend that the procla-

mation to be issued in lieu of Proclamation 4547 establish quantitative limita-
tions 1/ on certain additional sugar containing articles as follows:

(a) Sugars, sirups, and molasses provided for in item
155.35 of the TSUS; for calendar year 1978 and each
calendar year thereafter, quantitative limitations in

an aggregate quantity of 3 million gallons.

1/ To be allocated on the basis described in Commission recommendation (3) above.



(b) Sugars, sirups, and molasses provided for in item

155.75 of the TSUS, except thick soy sauce imported

as molasses; for calendar year 1978 and for each .
calendar year thereafter, quantitative limitations

in an aggregate quantity of 4 million pounds.

(c) Sweetened chocolate provided for in item 156.25 of
the TSUS; for calendar year 1978 and each calendar
year thereafter, quantitative limitations in an aggre-

gate quantity of 3 million pounds.

(d) Sweetened cocoa provided for in item 156.45 of the
TSUS; for calendar year 1978 and each calendar year
thereafter, quantitative limitations in an aggregate

quantity of 600,000 pounds.

(e) Candy and other confectionery provided for in item
157.10 of the TSUS; for calendar year 1978 and each
calendar year thereafter, quantitative limitations in

an aggregate quantity of 150 million pounds.

(f) Edible preparations provided for in item 182.98 of
the TSUS; if containing over 10 percent sugar by
weight, except articles within the scope of other
import restrictions pursuant to section 22 of the
Agricultural Adjustment Act, as amended; for calendar
year 1978 and each calendar year thereafter, quantita-
tive limitations in an aggregate quantity of 50 million

pounds.

Vice Chairman Parker and Commissioners Moore, Bedell, and Ablondi make no

'

I
recommendations for import restrictions on these articles.
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Statement of Vice Chairman Joseph 0. Parker
and Commissioners George M. Moore and Catherine Bedell

In this investigation, we have made an affirmative determination
under sectioﬁ 22 of the Agricultural Adjustment Act, as amended, that
sugars, sirups, and molasses, provided for in items 155.20 and 155.30
of the TSUS, are being, or are practically certain to be, imported
under such conditions and in such quantities as to fendér'or tend
to render ineffective or materially interfere with the price-support
operations of the Department of Agriculture for sugar cane and sugar
beets, or to reduce substantially the amount of any product being
processed in the United States from such domestic sugar cane and
sugar beets. We have made no determination under section 22 with respect
to imports of the other articles covered by this investigation. 1/

In view of our affirmative determination with respect to imports
of sugars, sirups, and molasses provided for in TSUS items 155.20
and 155.30, we are recommending, 2/ under the authority of the pro-
visions of section 22, that the Pfesident, by proclamation, impose

on such articles—~

1/ In our opinion, the Commission investigation did not develop
sufficient relevant information on which to make a proper determination
as to the impact of such imports on the price-support operations in
question. In the absence of such information, the making of any
determination would be premature. If it appears that there is inter-

. ference, there is authority under section 22 to take emergency action
with respect to the products or to institute further investigations.

2/ See Differing Views of Commissioner Moore on page 20.
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(1) 1If imported for human consumption or for
the commercial extraction of sugar:

(a) A-fee of 3.6 cents per pound, but
not to exceed 50 percent ad valorem; or

(b) If such imported articles are not to
be further refined or improved in quality:
An aggregate annual calendar year quota of
40,000 short tons, raw value, beginning with
calendar year 1978;

(2) Subject to a triggering standard or
mechanism, quantitative limitations as follows in
lieu of recommendation (1):

For calendar year 1978: 3,100,000 short

tons, raw value; and

For each calendar year thereafter: 4,275,000

short tons, raw value, to be adjusted
if necessary to achieve the price
support level then in effect; and

(3) Allocation of quantitative limitations on
such products of various countries taking account of
the provisions of article XIII of the General Agreement

of Tariffs and Trade and, when effective, the International
Sugar Agreement.

Background

The present investigation under section 22 of the Agricultural
Adjustment Act, as amended, is the second investigation relating to sugar
conducted by the Commission in the last 2 years, In March 1977, the
Commission transmitted to the President its determination in an
investigation with respect to sugar conducted under section 201 of the

Trade Act of 1974, That investigation was instituted after receipt of a

resolution from the Senate Committee on Finance requesting the investigation.

The investigation was made to determine whether sugars, sirups,
i
and molasses, derived from sugar cane or sugar beets and various types

of flavored and unflavored sugars and blends of sugars were being imported

10
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into the United Sta;es in such increased quantities as to be a
substantial cause of sérious injury, or the threat thereof, to the
domestic industry. The Commission found that imports of articles
under 155.20 and 155.30 were a substantial cause of threat of serious
injury and unanimously recommended quantitative limitations as

necessary to prevent the threat of serious injury found to exist.

i
‘

As stéted in our views, it was our judgment that a quota of 4.275 million
tons would provide a supp1y>of sugar which would reflect an esfimated
price for domestic raw sugar of 13.5 cents per pound. The President

did not put that recommendation into effect.

Since that recommendation, legislation mandating a price-support
program for the 1977 and 1978 crops of sugar cane and sugar beets has
been enacfed, and the President has increased theAduty and imposed fees
on imported sugar. A new International Sugar Agreement has also been
negotiafed.

The present Commission investigation is being conducted under
section 22 of the Agricultural Adjustment Act with different statutory
criteria and objectives than the previous investigation undgr section 201.
The investigation was instituted by the Commission on November 23, 1977,
upon the receipt of a letter from the President which directed the
Commission to make an immediate investigation under section 22 of the
Agricultural Adjustment Act, as amended. In his letter of January 20,
1978, the President directed that the Commission enlarge the scope of

its investigation to include, in addition to sugars, sirups, and molasses

11
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provided for in items 155.20 and 155.30 of the TSUS, various sugar-
containing products,

Thus, in this inv;étigation, the Commission is directed to determine
~Whe£her imports of sugar provided for in the TSUS items listed by
the President are being, or are practically certain to be, imported under
such conditions and in such quantities as to render or tend to render
ineffective or materially interfere with the price-support operations
now being conducted by the Départment of Agriculture for sugar éane
and sugar beets, or to réduce substantially the amount of any product
being processed in the United States from such domestic sugar cane and

" sugar beets.

The price-support program of the Department of Agriculture

The price-support operation presently being conducted by the
Department of Agriculture is a sugar loan program required by section
902 of the Food and Agriculture Act of 1977 (7 U.S.C. 1446) which was
enacted September 29, 1977, and provides, in part, as follows:

The price of the 1977 and 1978 crops of sugar
beets and sugar cane, respectively, shall be
supported through loans or purchases with
respect to the processed products thereof at
a level not in excess of 65 per centum nor
less than 52.5 per centum of parity therefor:
Provided That the support level may in no
event be less than 13.5 cents per pound raw
sugar equivalent.

With respect to section 902, the joint explanatory statement of the
!

committee of conference states:

12
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The Conferees intend that the processed products
of sugar cane. and sugar beets shall .not be sold
by the Commodity Credit Corporation at less than
105 percent of the current support price, plus
reasonable carrying charges. It is not expected,
however, that any outlay of CCC funds will be
required, or that there will be any acquisition of
products of sugar cane or sugar beets. The
Conferees expect that the Executive branch will
utilize existing authority of law to implement
immediately upon, the bill becoming law an import
fee, or duty, which--when added to the current import
duty--will enable raw sugar to sell in the domestic
market at not less than the effective support price. l/

On November 8, 1977, the Secretary of Agriculture announced regulations
for the 1977 sugar crop loan program. 2/ Under the present program, the
Commodity Credit Corporation offers loans to sugar processors at the
rate of 14.24 cents per pound of refined beet sugar and 13.50 cents
per pound of cane sugar, raw value, but only for sugar processed from
sugar beets and sugar cane grown by producers who pay their employees
minimum wage rates as specified by the Secretary of Agriculture. Under
the regulations of the Secretary, the processors are eligible for
loans on "the condition that they pay producers no less than the
applicable support price for the unprocessed commodity and agree to
store the processed commodity during the loan period . . . ." The

regulations contain other requirements with respect to storage and

redemption of the sugar.

1/ Food and Agriculture Act of 1977, Conference Report, H. Rept. No. 95-559
(95th Cong., lst sess.), 1977, p. 174,
2/ 42 F.R. 58731.

13
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The imposition of fees and increased duty by the President

In November 1977,.Fhe world prize of‘raw sugar was less than 8
cents per pound. In oraer‘to prevent interference with the price-
support program of the Department of AgriCulture which‘had just been
put into effect, the President, on November 11, 1977, under émergency
authority in section 22 of the Agricultural Adjustment Act, imposed
variable fees on the importation of sugar. 1/ Under a separate authority
in headnote 2, subpart A, part 10 of schedule 1 of the TSUS, he also
increased the duty on imports of sugar to the maximum extent authorized. 2/
The variable fees imposed under the first proclamation were subsequently
replaced by fixed fees. 3/ Presently, therefore, the landed cost of
raw sugar imported into the United States is subject to a duty of
approximately 2.8 cents per pound and a fee of 2.7 cents per pound,
a total of approximately 5.5 cents per pound. Refined sugar imported
into the United States is subject to a duty of approximately 3 cents
per pound and a fee of 3.22 cents per pound, a total of approximately

6.2 cents per pound.

Interference with the price-support program

In order to determine the effect of import fees and duties upon
the domestic price of sugar in terms of raw sugar equivalents, it
is necessary to estimate the price at which foreign sugar is available

for export to the United States by potential ;foreign suppliers. To the

1/ Proclamation 4538, 42 F.R. 59037.
2/ Proclamation 4539, 42 F.R. 59039.
3/ Proclamation 4547, 43 F.R. 3251.

14
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extent that it is possible to do so, it is estimated that the current
world price for raw sugar is about 7.75 centg per pound.‘l/ Adding
the preéent duty of approximately 2.8 cents per pound, the fee of 2.7
cents per pound, and the cost of insurance and freight from greater
Caribbean p&rts of approximately 0.7 cents per pound increases the
landed cost of raw sugar to approximately 13.95 cents per pound. This
is only slightly above the support price and is below the redemption
level of sugar if placed under price-support loan and not redeemed until
the end of the marketing year.

The domestic sugar problem is further complicated by the in-
- ordinate volume of sugar imported in late 1977 in anticipation of
higher fees and duties. After the announcement of the price-support
program and prior to the effective date of the increased duties
and fees, approximately 1.5 million tons of raw sugar were imported into
the United States. Because of the presence of these large stocks of
lower priced imported sugar, domestically produced raw sugar is being
placed under the loan program. With world production in excess of
world consumption, it is practically certain that, given unrestricted
access to the U.S. market, foreign producers will undersell domestically
produced sugar and force it into the loan program, thereby burdening

and interfering with the price-support program.

1/ The price referred to is the London Daily Spot price adjusted for
shipment from greater Caribbean ports. It may or may not reflect the
actual price of raw sugar offered by a particular producing country.
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The conditions affecting refined sugar also threaten the
U.S. sugar industry. Currently, refined sugar is available in world
markets at prices almagt as low as that of raw sugar. After paying
;he.duties and fees curfently in effect, refined sugar can be imported
at prices well below those which will reflect the minimum levels
required by section 902.

There is no question but that sugars, sirups, and molasses provided
for in items 155.20 and 155.30 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 operations being conducted by the U.S.
Department of Agriculture for sugar cane and sugar beets, or to reduce
substantially the amount of any product being processed in the United
States from such domestic sugar cane or sugar beets in the absence of
effective measures which will result in a domestic price equal to

or above the price-support level.

Recommendation

Having made an affirmative determination, the following action, which
we have recommended, is necessary, in our judgment, to prevent the importation
of foreign sugar at such prices and in such amounts from interfering with
the price-support program.

Currently, a duty of approximately 2.8 cents per pound, raw sugar
equivalent, imposed under headnote 2, subpartt A, part 10, schedule 1, of

the TSUS is in effect. An import fee on raw sugar in the amount of
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2.7 cents per pound, resulting from emergency action taken by the President
under section 22, ié'élso in effect. This duty of approximately 2.8
cents per pound and fee of 2.7 cents per pound, in our judgment, will
not result ‘in a price to domestic growers equal to or in excess of the
price-support level. If the prices of sugar offered for export to the
United States continue gt 7.75 cents per pound and other costs remain
constant, an increase in the fee on imports of raw sugar from 2.7 cents
per pound to 3.6 cents per pound, as we have recommended, should result
in a market price for imported raw sugar which would permit the domestic
price to equal or slightly exceed the minimum support level and
thereby prevent interference with the price-support program.

By Proclamation 4547, the President imposed a fee of 3.22 cents per
pound on refined sugar. While this is below the 50 percent ad valorem
maximum to which the President could raise the fees, the current low
prices of refined sugar in world markets make it doubtful whether the
President, under the authority of section 22, could increase this fee
sufficiently to cause the price of imported refined sugar to equal or
exceed the present price-support objectives. Therefore, in order to
prevent imports of refined sugar from interfering with the price-support
objectives for raw sugar, we have recommended the use of a quota to limit
the importation of refined sugar. A minimal quota of 40,000 short tons

is recommended, which is designed to accommodate the border trade between
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the U.S. and Canada. It would not permit entry of refined sugar into
the United States in quantities which will interfere with the price-
support program.

| The success of the use of duties and fees to keep the imported sugar
at a price which will prevent interference with the domestic price-
support level is necessarily dependent upon the price levels at which
exporting countries are willing to offer sugar into the free world
market and the level of transportation and other costs involved.
Such prices and costs are subject to change and are clearly
incapable .of preciée.meaSurement. If, however, the price
of imported raw sugar declines below present levels and if the additional
fees which we have recommended, together with the present maximum duties,
are insufficient to maintain the price of imported raw sugar at or above
the domestic price-support level, we have recommended that quotas be
imposed. It is our recommendation that quotas be imposed if, for a
period of 20 consecutive days, the simple average price of U.S. sugar,
as determined by the Secretary of Agriculture, is 1 percent or more below
the price-support level, adjusted for interest and storage charges
accruing under the price-support program.

In our judgment, if the decline in price threatens to interfere with,

or tend to render ineffective, the price-support program and triggers
the need for quotas, imports should be limited to 3.1 million short tons,
raw value, in 1978. It is estimated that this level of imports, together
with expected production and consumption, would provide a supply-demand

relationship which would maintain the domestic price of sugar at or

18



19
slightly above the price-support levels. We have recommended that, in
the following yearé, the quota be increased to 4,275,000 short tons,
raw value. In our judgment, such a quota level would permit domestic
prices to risg to the price-support level. Sueh a quota could
be adjusted, as appropriate, to take into account such factors as changes
in parity and supply and demand conditions. Should quotas be placed
in effect, we have recomménded that they be allocated by the President
among various countries, after taking into account article XIII of the
General Agreement on Tariffs and Trade and, when effective, the provisions
of the International Sugar Agreement. Pursuant to the request of the
President and the provisions of section 22, the authority under which
this investigation is being made, our recommendation necessarily is
limited to import restrictions authorized by section 22. We
recognize, however, that there is additional authority for the President
to adjust duties and to impose quotas under headnote 2, subpart A,
part 10, schedule 1 of the TSUS would provide greater flexibility to the
President.

The recommendation which we have made will provide full opportunity to
determine if sugar production and sugar prices can be effectively stabilized
for U.S. producers and consumers through the use of the International
Sugar Agreement, and with the use of import duties and fees, but without
the use of quotas. We have, however, included a recommendation for the
use of quotas, as necessary, to protect the interests of U.S. pro-
ducers and consumers in the event the current program is not effective.

We are mindful that, over a long period of years, a quota program achieved

a remarkable degree of stabilization.
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Differing Views of Commissioner Moore

Generally I concur with the views of my colleagues, Commissioners Parker
and Bedell, particularly with respect to the reasons for our finding that
sugar imports interfere with the price-support program.

With respect to recommendations as to remedy, I agree with the need for
quotas as described in recommendation (2) to be placed into effect immeédi-
ately without recourse to the triggering mechanism recommended by my col-
leagues. However, I do not agree that the imposition of an import fee and
an import quota, as described in recommendation (1) (a) and (b)--even to the
maximum authority to impose such a fee--would be adequate to prevent or to
remedy interference with the price-support program.

It is my view that the imposition of a higher fee on sugar would
result in falling world prices, which would make the fee self-defeating.
Because of the statutory limit of 50 percent ad valorem on such a fee and the
fact that sugar transactions are not readily susceptible to valuation under
the applicable provisions of the U.S. customs laws, the higher fee would
cause the U.S. Customs Service and importers administrative problems and
delays which would tend to make the remedy complex and unworkable. In the
light of the volatility of sugar prices and the steadily increasing prices
required for price-support loan redemptions, the probable effect of the
recommended trigger mechanism would be that the quotas would be quickly
triggered in any event. Hence, it is my recommenQation that the quotas be

placed in effect without delay.
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Statement of Chairman Daniel Minchew and Commissioner Bill Alberger

Introduction

This investigation has focused on two aspects of the current problems
facing the domestic sugar ma;ket. The first is the extent to which imports
are being or are certain to be imported in such quantities as to affect
domestic sugar production. The second, and perhaps more crucial aspect of
this case is the extent touwhich such imports are rendering or tending to
render ineffective or materially interfering with the price-support opera-
tions of the Department of Agriculture. :

We have heard testimony from almost every major sugar growers associa-
tion in the United States. Their testimony highlighted the problems now
facing the industry. Costs of production continue to rise. Wages for
agricultural workers, now governed by legislation and USDA regulation, are
as much as 23 percent higher than in 1974. The minimum wage covered by such
regulations will rise 6 percent in 1978. Energy, capital equipment, and land
costs have all gone through a period of severe inflation, and there are signs
Qf further increases.

Meanwhile, domestic producers have been confronted with difficult and
unpredictable market conditions. Since 1974, prices have dropped considerably.
Immediately prior to the first Presidential proclamation, the domestic price
stood at only 10.2¢ per pound; world prices were even lower (7¢ per pound).

With the passage of the Food and Agriculture Act of 1977, 1/ and the subsequent

announcement of import fees, foreign suppliers rushed to make shipments before

1/ 7 U.S.C. 1446.
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such fees became efchtive. The result was an abnormally high volume of
imported sugér, furtier dgpressing domestic prices and creating large
surpluses. Large voiumes of imports are still stockpiled because of this
finflux. Moreover, ap unfortunate delay in the imposition of section 22

fees on refined sugar allowed almost 170,000 short tons to enter the

country at very low prices in November and December. This represents almost
twice the volume of refined sugar imported during all of 1976.

Given such conditions, domestic producers have little hope of recovering
their costs, not to mention any reasonable return on their investment. Most
producers indicated that prices would have to reach 17¢ per 1b. before they
could expect any profit. It is rather safe to say that without some improve-
ment in the market, a large percentage of these producers will be unable to
remain in business. The price-support program established by the Food and
Agriculture Act of 1977 recognizes this fact. Our second concern,
therefore, is with the consequences of such quantities of imports on the
operation of the support program.

At present, almost $300 million has been expended under the price-support

program in the form of direct loans. 1/ Despite this large expenditure, and

the subsequent removal from the market of large amounts of sugar, the domestic

price still has not risen to the redemption level. Witnesses for the Depart-
ment of Agriculture‘conceded that to have these loans repaid a progressively
higher market price must be attained. In,fact,rat a support level of 13.5¢
per pound, and at ll-month maturity on the loans, the domestic price would

need to be at least 15.2¢ per pound in order to have producers recall their

1/ See p. A-11 of the report.
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loans at maturity. With loén payments on the 1977 crop expected to exceed
$555 million, this Commission must consider whether imports threaten to keep
prices so depressedlthat redemption would be urthinkable. If that were the
case, the price-support program would become too costly and the level of
interference section 22 envigions when it refers to "material interference"
with the price-support program would be achieved.

It éppearé,obvious from our investigation that prices will not reach
the support level of 52.5% of parity without the additional measures author-
ized by section 22. In fact, we are coacerned that if the Department of
Agriculture raises the support level from 52.5% of parity to higher levels,
as contemplated by the de la Garza amendment, 1/ the fullest possible use of
section 22 fees may not prevent the dispensing of large sums. It is thus
obvious that absent some aption by the President under section 22, the volume

of imports will tend to render ineffective or materially interfere with the

price-support program.

‘Considerations

Section 22 allows the President to select between import fees of up to
50% ad valorem and quantitative restrictions. He cannot use both simulta-
neously under this statute. 2/ 'Although the President's discretion under

the statute is limited, it is our view that the Commission must both

recommend a particular remedy and make general comments on the merits

1/ 7 u.S.C. 1446.

2/ United States v. Best Foods, Inc. 47 CCPA 163 (1960).
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and drawbacks of wvarious gther approaches the President might adopt. We

thus review the record before us and set forth the relevant considerationms..

Quantitative restrictions.--The overwhelming weight of the testimony

presented to us indicated that quantitative restrictions would be the
fairest, most understandable, and most readily écceétablé fofﬁ 6f reiief;
Nearly every domestic producer‘argued for some type of quoté. MoréOVer,
we heard testimony from exporting associatiohs in 17 foreign countries,
including many of the world's largest exporters, and almost all preférred
some form of quota to the fees now in place.

Quotas receive such strong endorsements for a number of reasons. First,
they assure adequate supplies, &et guard against the likelihood of surplus.
Since both consumption and domestic production are rélativeiy easy to
predict, it is not difficult to assure ample suppiieé at the éupporf level
with an aggregate quota of between 4.2 million and 4.4 million tons. ’Sécondly,
the use of quotas does not prevent imports when world prices rise témporarily
because of fluctuations in currency or shortfalls in output. Final;y, there
are the interests of foreign suppliers to consider. Import fges substantiélly
reduce their profits, causing a severe economic impact in cougtries which
rely on sugar for a substantial portion of their foreign export earnings.
Quotas, on the other hand, can accommodate both the domestic industry and
foreign exporting nations, allowing the latter to benefit from our stablg,y»ﬁ

market prices.

Country-by-country quotas.--Quotas allocated on a cOuntry—by—coﬁntry

basis guarantee some fairness to each exporting nation. We recommend
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that the representative period for the purposes of such allocation be

1974-76, during which the United States was closest to "free trade." If
special circumstances exist, such as weather conditions or economic problems
affecting a country's output during that period, they should be taken into

consideration as provided for in article XIII of the GATT.

Global quotas.--Global quotas tend to favor nearby suppliers, which benefit

from lower shipping costs. Global quotas also tend to favor large exporters,

which can rush great quantities to our market at the beginning of each crop
year. This may result in excessively large imports at the beginning of the
crop year, offset by shortages later. One suggestion for avoiding such a

likelihood is to establish quarterly quotas.

Quotas and the International Sugar Agreement

A major concern of those who expressed opposition to quotas was the
potential effect on the Internationai Sugar Agreement (ISA). Since this
agreement contemplates a world market controlled by multilaterally negotiated
export quotas, it has been the position of the administration that separate
import restrictions would cause a breakdown in the agreement.

While the ISA does not prohibit the imposition of either tariffs
or quotas, article 65 requires each member to take "such action
as it deems appropriate to encourage the consumption of sugar and

to remove any obstacles which restrict the growth of sugar consumption."
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It is our view, however, that quotas tend to be more inconsistent with
membership in the agreement than tariffs or fees, because the result of
quotas is usually a higher price for sugar shipped to U.S. markets than

for sugar shipped to the remaining world market. When there are two prices
for sugar covered by the agreement, it is difficult to determine the trigger
prices on which the agreement depends, and countries not receiving the
higher price will be dissatisfied with the agreement. Evidence for this
supposition lies in the fact that all the exporting nations which testified
before us are members of the ISA. For many of them, our market is indispen-
sable. They might well consider membership in an all-encompassing agreement
such as the ISA less desirable than supplying sugar for U.S. quotas.

If quotas on imported sugar products were imposed as a temporary
measure designed to allow adjustment to the world market, it may be possible
to use such measures in conjunction with full participation in the ISA.
However, it would be crucial for exporting nations to be aware that any

quantitative restrictions established under section 22 are only temporary.

Import fees

Presidential Proclamation 4547, now in effect, establishes
fixed fees for both raw and refined sugar. Witnesses for the USDA
supported the view that fees can adequately protect the price-support
program. While our recommendations reflect a basic agreement with this
approach, at least with respect to raw sugar, wé note several difficulties.
First, there is a problem raised by the 507% ad valorem limitation of

the section 22 fee. As world prices drop, or as the price-support level is
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adjusted upward, it will~become increasingly difficult to make up the
difference between foreign and support prices. In fact, it appears that
in the case of refined sugar, low world prices make it impossible to pro-
tect the suppo#t program even with full 50% ad valorem fees. Unless the
ISA achieves some measure of success in raising world prices to the
targeted 11-21¢ per pound, import fees on raw sugar may also be inadequate.
Because import fees will not be as likely to interfere with the ISA, it is
hoped that world prices will continue to rise as the effects of the agreement
are felt. If that occurs, the price range anticipated by the agreement will
allow the use of fees, even at a reduced level, to force prices up to support
levels.

In light,qf the need for higher world prices to guarantee the success
of a fee arrangement, it is perhaps anomalous that the imposition of such
fees produces a contrafy result. Because the United States accounts for a
large percentage of world trade, our fees tend to reduce world prices as
importers offer exporters less for their crops. The subsequent depressing
of world prices becomes a source of great concern to exporting nations which
must sell to our market whatever the price.

Another problem is the use of a fee-plus-duty arrangement in conjunction
with trade preferences under the Generalized System of Preferences (GSP).‘l/
In 1977, 13 percent of all imports came under GSP. Many small exporting

nations are currently designated for GSP treatment, and some large suppliers,

1/ 19 U.S.C. 2461 et seq.; the Generalized System of Preferences was added
by title V of the Trade Act of 1974 (88 Stat. 1978, 2066).
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although not currently designated, are eligible for GSP treatment. 1/ GSP
imports would be subjéct‘to section 22 fees but not to the current
2.8¢ duty applicable under column 1. The effect might be to undermine the
fee structure, and thereby threaten thé price-support program. While GSP
is a vital part of our trade policy toward developing countries, it is less
compatible with the use of section 22 import fees than with quotas.
Finally, it is important to note the cumulative effect of fées and
duties on the American consumer. The current fee of 2.7¢ plus the duty of
2.8¢ will add nearly $450 million to the price of 4.2 million tons of sugar.
We recognize that to adequately protect domestic producers it is necessary
to raise prices artificially. In fact, quotas would ultimately have the
same effect. Nevertheless, we consider the testimony of those who spoke

for consumers to be relevant to any final proclamation,

Recommendations

After careful consideration of the relevant factors, we have made the

following recommendations calculated to protect the price-support program.

We recommend that the President issue a proclamation pursuant to section 22(b)

of the Agricultural Adjustment Act, as aﬁended, establishing, effective
January 1, 1978, the following:
(1) Sugar, sirups, and molasses provided for in items 155.20
and 155.30 of the TSUS, if imported for human consumption or for
the commercial extraction of sugar: !

(a) if imported to be further refined or improved in quality;

fixed fees of 3.6¢ per 1lb., but not to exceed 50% ad valorem.

1/ See table 1, p. A-30, of the report.

28



29

(b) if not to be further refined or improved in quality; for
calendar year 1978 and each calendar year thereafter, quantitative
limitations in an aggregate quantity of 40,000 short tons, raw

value;

(2) Sugars, sirups, and molasses provided for in item 155.35 of

i
‘

the TSUS; for calendar year 1978 and each calendar year thereafter,

quantitative limitations in an aggregate quantity of 3 million gallons.

(3) Sugars, sirups, and molasses provided for in item 155.75 of the
TSUS, except thick soy sauce imported as molasses; for calendar year
1978 and each calendar year thereafter, quantitative limitations

in an aggregate quantity of 4 million 1bs.

(4) Sweetened chocolate provided for in item 156.25 of the TSUS;
for calendar year 1978 and each calendar year thereafter, quantitative

limitations in an aggregate quantity of 3 million lbs.

(5) Sweetened cocoa provided for in item 156.45 of the TSUS; for
calendar year 1978 and each calendar year thereafter, quantitative

limitations in an aggregate quantity of 600,000 1bs.

(6) Candy and other confectionery provided for in item 157.10 of
the TSUS; for calendar year 1978 and each calendar year thereafter,

quantitative limitations in an aggregate quantity of 150 million lbs.

(7) Edible preparations provided for in item 182.98 of the TSUS;

if containing over 10% sugar by weight, except articleés within the
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scope of other import restrictions pursuant to section 22 of the
Agricultural Adjustment Act, as anended; for calendar year 1978
and each calendar yeéfnthereafter, quantitative limitations in an

" aggregate quantity of 50 million lbs.

We further recommend that the import fees referred to above remain in
effect unless, for a period of twenty (20) consecutive calendar days, the
simple average U.S. price of sugar, as determined by the Secretary of Agri-
culture, expressed in terms of 96 degree raw sugar equivalent, is 1 percent or
more below the price-support level (adjusted for interest and storage
charges per pound accruing under the price-support program) established by the
Secretary of Agriculture, at which point the President should establish
quantitative limitations pursuant to headnote 2, subpart A, part 10, of the
TSUS.

We also recommend that all quantitative iimitations be established on
a basis deemed equitable by the President, consistent with the provisions
of article XIII of the General Agreement on Tariffs and Trade, and, when
effective, the International Sugar Agreement, taking into account the
historic pattern of shipments of such products to the United States by each
country, and with due account being taken of any special factors which may
have affected or may be affecting the trade in these products.

We have recommended a basic fee structure on raw sugar, but have included
several safeguards, since we are convinced the success of such an arrangement

!

depends on world prices. Our safeguard system is designed to allow revoca-

tion of such fees if they are not succeeding, and imposition of quotas by
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the President under his ipdependent headnote authority..l/ The explanation
of our fee fecommendation is as follows: |
(1) We assume a price objective of 14.4¢ per 1b., since that
would be tﬁe price needed to assure redemption of loans on the 1977
crop after 6 months (3 months after our recommendation), and
since that would be cloke to 52.5% of parity, or the minimum support
level, on the 1978 crop (which USDA expects to establish by June

1978).

(2) We base our calculations on a minimum world price of 7.3¢

per 1lb., the same base price used by USDA.

(3) After adding duty and freight of 3.5¢ per 1b., a fee of 3.6¢
per 1b. would be needed to guarantee a landed U.S. price of 1l4.4¢
(at world prices of 7.3¢). Hence our fee recommendation is 3.6¢ per
1b., which is below 507 ad valorem so long as imports remain at a
value above 7.2¢ per 1b. (In March, the world price was 7.74¢

per 1b.)

(4) Since the fee system we propose requires U.S. prices high
enough to guarantee redemption of the 1977 loan payment, we recommend
imposition of quotas when prices fall below that level for 20 days.
Moreover, if the 1978 price-support levels are above 14.4¢ per 1b.,
we recommend quotas unless domestic prices have risen to cover that

difference.

'_l/ Headnote 2, subpart A, part 10, of the TSUS. This authority is
broader than the section 22 quota authority, as it does not limit
quotas to 50% of imports in a representative period.
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(5) Our principal reason for recommending fees rather than
quantitative limitations is our feeling that the International Sugar
Agreement will stabilize world prices at well above 7.3¢ per 1b.,
and therefore fees can be satisfactorily employed to protect the
support program. Quotas should not be used until it becomes obvious
that fees will not work. Our recommendation urges the President to
use his broad headnote authority and impose quotas if the ISA does
not stabilize world prices. However, we feel that any fee arrange-
ment must be tied to world prices, and the safeguards contained in

our recommendation are a recognition of that fact.

These safeguards are essential because of the 507 ad valorem limitation
on section 22 import fees. Unless there is legislative action to change this
limitation the success.of any fee arraqgement is entirely dependent on import
values. While current legislative proposals would make just such changes,
current law necessitates backup quotas. We would urge the Congress to give
full consideration to eliminating the 50% ad valorem limits in order to make
section 22 a more effective emergency measure.

With respect to refined sugar, our recommendation is different. We have
concluded that the 50% ad valorem limitation under section 22 renders fees
inadequate, and we hereby recommend the establishment of quantitative limi-
tations in the aggregate quantity of 40,000 short tons per year.

We recommend that with respect to the sugafr-containing products also
the subject of our investigation, which we have found may tend to interfere

with the price-support programs, quantitative limitations should be established.
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Since these products use substantial quantities of refined sugar, we feel
they represent means Af avoiding the quantitafive restrictions we recommend
for refined sugar in TSUS items 155.20 and 155.30. The limitations

we recommend will permit normal trade in such products, but will prevent

their use as items of avoidance.
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Statement of Commissioner Italo H. Ablondi

On November 23, 1977, at the request of the President, the United States
International Trade Commissioﬁ instituted an investigation (No. 22-41) under
subsection (a) of section 22 of the Agricultural Adjustment Act, as amended
(7 U.S.C. 624), to determine whether—-

Sugars, sirups, and molasses provided for in items 155.20 and
155.30 of part 10A, schedule l, of the TSUS,

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 operations being conducted by the
U.S. Department of Agriculture for sugar cane and sugar beets, or to reduce
substantially the amount of any product being processed in the United States from
such domestic sugar cane or sugar beets.

On January 26, 1978, at the request of the President, the Commission enlarged
the scope of its investigaﬁion under section 22(a) of the Agricultural Adjustment
Act, as amended, to determine whether--

in addition to sugars, sirups, and molasses provided for in items
155.20 and 155.30 of the TSUS,

sugars, sirups, and molasses, provided for in items 155.35 and

155.75 of the TSUS, and articles provided for in items 156.25,

156.45, 157.10, and 182.98 of the TSUS if containing sugars,

sirups, and molasses of the types described in items 155.20,

155.30, 155.35, and 155.75 of the TSUS,
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 operﬁtions being conducted by the
U.S. Department of Agriculture for sugar cane and sugar beets, or to reduce

substantially the amount of any product being processed in the United States from

such domestic sugar cane or sugar beets.
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Determination

After considering all the.information received by the Commission during this :
investigation, Iithave determined that sugars, sirups, and molasses, provided for
in items 155.20 and 155.30 of the TSUS 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 operations being conducted by the U.S. Department of Agriculture for sugar
cane and sugar beets, or to reduce substantially the amount of any product being
processed in the United States from such domestic sugar cane and:sugar beets.

I have determined that sugars, sirups, and molasses, provided for in items
155.35 and 155.75 of the TSUS, and articles provided for in items 156.25, 156.45,
157.10, and 182.98 of the TSUS, if containing sugars, sirups, and molasses of the
types described in items 155.20, 155.30, 155.35, and 155.75 of the TSUS, are not
being nor are they 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 operations being conducted by the
U.S. Department of Agriculture for sugar cane and sugar beets, or toireduce
substantially the amount of any product being processed in the United States from

such domestic sugar cane and sugar beets.

Price-support program

During thé investigation the Commission received information that many
- domestic producers of sugar cane and éugar beets were not receiving the prices
for their products that are required by the Food and Agriculture Act of 1977:
52.5 percent of parity. The Department of Agriculture is still making loans on
the 1977 crop and has not had requests by processors for any price~support loan-
redemptions. In addition, the Department will soon have to announce a new and

higher level of price support for the 1978 crop based on higher parity pricess
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The fact that 1.5 million tons of sugar was imported in November and
December 1977 before the imposition of higher import fees is an indication that
sugar can be imported into thé-United States under such conditions and in such
quantifés és to adversely affect these price-support operations. Hence, I have
concluded that imports of sugar will adversely affect the sugar price-support
program. Without import restrictions, price-support objectives for domestic pro-
ducers will not be achieved, and the cost of the price-support program could
become exorbitant.

With regard to other products in this investigation for which I have made a
negative finding, the information received by the Commission tends to indicate
that the level of imports in terms of sugar content is very small--about 50,000
~ short tons--compared with U.S. sugar consumption of 11.4 million short tons. The
Department of Agriculture indicated that it was monitoring these imports. It is
my opinion that exclusion df these sugar-containing products from quantitative
limitations will not result in a substantial increase in sugar imports in other
forms. Under these circumstance it would be inappropriate to find that imports

of these products will adversely affect the price-support program.

Recommendation

Since I have found that imports of sugar under items 155.20 and 155.30 of
the TSUS will adversely affect the price-support program for sugar, I am recom-
mending that the President issue a proclamation pursuant to section 22(b) of the

Agricultural Adjustment Act, as amended, establishing, effective on the date of

!
|

the proclamation, quantitative limitations on sugars, sirups, and molasses, pro-

vided for in items 155.20 and 155.30 of the TSUS, in the aggregate quantity of
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4,700,000 short tomns, raw yglue, for the 12-month period beginning on the date of
the proclamation and, subject to review by the U.S. International Trade Commis—
sion, for each 12-month period thereafter.

I further reéommend that the annual aggregate quantity specified above
should be allocated on the basis of transferable import licenses to be auctioned
by the Secretary of Agriculturé from time to time as appropriate under such
regulations as the Secretary of Agriculture shall prescribe, such regulations to
provide for the equitable distribution of imports among importers.

I believe that the import restriction of 4.7 million short tons will
encourage an increase in U.S. market prices for sugar to the price-support level
required by the price—suﬁport program, yet will not be so restrictive as to
force prices above this level by any significant degree. An increase in price
beyond the price-support level would encourage inefficient domestic producers to
continue to produce and at the same time would thrust the burden of higher prices
on U.S. consumers of sugar. I believe that by establishing the quotas as of the
date of the proclamation, the effects of the record level of sugar inventories
on January 1, 1978, will have been reduced and the resulting quota level will be
sufficient for subsequent years. |

However, it is my view that import restrictions established pursuant to
section 22 should be subject to periodic review by the U.S. International Trade
Commission. I believe it is inappropriate to allow such import restrictions to
go on indefinitely without a continuing review as to whether the restrictions are
still appropriate.

I have recommended that the quota quantity be allocated on the basis of
transferable import licenses through an auction system administered by the .
Secretary of Agriculture. The adétioning of the import licenses could be

accomplished so as to encourage both small and large suppliers to partic%gate.
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The Secretary of Agriculture should promulgate rules and regulations as
necessary to achieve the execution of sales of import licenses over the quota
period. .

The auction system would have certain advantages. Theoretically, this cost
would be determined in the auction market and would be the protective cost of the
quota. The price objective for domestic sugar would be achieved, as the auction
price would be added to the cost of world sugar along with insurance, freight,
and duty.

After purchasing the license or right to import, the holder would not be
constrained in his choice of supplying country. Indeed, it would be to his
advantage to purchase the sugar at the lowest cost from the most efficient
supplier. If for any reason a purchaser could not use a license purchased at
auction, or if an importer found that he desperately needed additonal quota
licenses, the provision that these licenses be transferable would mean that the
licenses could be bought and sold, and thus even after the original auction
would go to the importer with the greatest need for rights to import. Therefore,
the system would offer continuing flexibility as to sources of supply within the
quantitative restraint of the quota. Given the current world surplus sugar,
there would be no problem in filling the quota.

Restricting supply through effective quotas generates an economic rent or
premium, generally known as the quota premium. Ordinarily this quota premium is
captured by the domestic importer or the foreign exporter on the basis of the

!
strength of their respective bargaining positions. By auctioning the quota
licenses, the quota premium will not represent a windfall gain to either of these
parties, but rather will go to the U.S. Treasury as the proceeds of the auction.

I do not believe that an effort to help domestic producers through price support
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should result in substaﬁtia; windfalls for either foreign producers or for a

small group of domestic importers.
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Brief Outline of the Report

This report on sugar was prepared pursuant to the provisions of
section 22 of the Agricultural Adjustment Act, as amended. It contains
major sections on U.S. sugar policy background, U.S. sugar and sweeteners,
world sugar, sugar prices, sugar-containing products, and sugar policy
options.

The background section discusses the various events and policy actions
regarding sugar which have occurred since the Commission’s last report to the
President on sugar (investigation No. TA-201-16) on March 17, 1977. The
impact of that report, the mandatory price-support program for sugar beets
and sugar cane provided for in the Food and Agriculture Act of 1977, the
interim sugar payments program, the price-support loan program, and the
section 22 proclamations issued in connection with the price-support loan
program are all considered,

The report provides a detailed discussion of U.S. sugar and sweeteners
in order to analyze the import impact of the principal articles under investi-
gation. Within this discussion are appraisals of the competitive impact of
alternative sweeteners. The section covers description and uses, customs
treatnent, industry structure, production, imports, inventories, exports,
and consumption for sugar and alternative sweeteners.,

Discussion of U.S. sugar is followed by a discussion of world sugar pro-
duction, consumption, and international trade. An analysis of the 1977
Iuternational Sugar Agreement is integrated with this section.

Sugar prices, the key indicator for price-support operations, are dis-
cussed next. The analysis covers price trends, parity prices, alternative
sweetener prices, and the elasticity of demand for imports,

The renort provides information on description and uses, customs
treatnent, UeS. production, and U.S. imports for many other products
covered by this investigation: edible molasses, flavored or blended
sugars and sirups, sweetened chocolate coatings, sweetened cocoa, candy
and other confectionery, and edible preparations, not specially provided
for. Finally, the report provides a general discussion of various sugar
policy options, particularly tariff options, quota options, and options
for sugar-containing products.
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Introduction

At the request of the President (reproduced below), the United
States International Tfade Commission, on November 23, 1977, instituted
an investigation (Mo. 22-41) under subsection (a) of section 22 of the
Agricultural Adjustment Act, as amended (7 U.S.C. 624), to determine
whether=--

Sugars, sirups, and molasses provided for in items
155.20 and 155.30 of part 10A, schedule 1 of the
Tariff Schedules of the United States (TSUS),

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 operations now being conducted by the U.S. Department of Agricul-
ture for sugar cane or sugar beets, or to reduce substantially the amount
of any product being processed in the United States from such domestic
sugar cane or sugar beets.

‘The text of the President’s letter of November 11, 1977, to the Com-
mission follows:

Pursuant to Section 22 of the Agricultural Adjustment Act,
as amended, I have been advised by the Secretary of Agri-
culture, and I agree with him, that there is reason to
believe that certain sugars, sirups, and molasses, pro-
vided for in items 155.20 and 155.30 of part 10A, schedule
1 of the Tariff Schedules of the United States, are being
or are practically certain to be imported under such con-
ditions and in such quantitites as to render or tend to
render ineffective, or materially interfere with, the
price support operations for sugar cane and sugar beets,
or to reduce substantially the amount of any product

being processed in the United States from such domestic
sugar cane or sugar beets.

The Secretary has also advised me, pursuant to Section
22(b) of the Agricultural Adjustment Act, as amended,
that a condition exists requiring emergency treatment
with respect to such sugars, sirups, and molasses and
has, therefore, recommended that I take prompt action
under Section 22(b) to impose fees on such sugars,
sirups, and molasses. I am today iss?ing a procla-
mation imposing import fees on certain sugars, sirups,
and wolasses, such fees to coutinue in effect pending
the report and recommendation of the United States
International Trade Commission and action that I may
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take thereon. {Préclamation 4538 of November 11,
1977 1/1

The United States International Trade Commission is
directed to make an immediate investigation under
Section 22 of the Agricultural Adjustment Act, as
amendesd, to determine whether the above-described
sugars, sirups, and molasses are being, or are
practically certain to be, imported under such con-
ditions and in such guantities as to render or tend
to reunder ineffective or materially interfere with
the price support operations now being conducted by
the Department of Agriculture for sugar cane and
sugar beets, or to reduce substantially the amount
of any product being processed in the United States
from such domestic sugar cane and sugar beets, and to
report its findings and recommendations to me at the
earliest practicable date.

On November 25, 1977, notice of investigation and hearing was issued
and published in the Federal Register of November 30, 1977 (42 F.R.
60961). On December 22, 1977, notice of the time and place of hearings
was issued and published in the Federal Register of December 28, 1977
(42 F.R. 64744). Public hearings were held on January 4, 1978, in New
Orleans, La., and on January 17, 1978, in Minneapolis, Minn. A public
hearing was scheduled to begin on February 2, 1978, in Washington, D.C.

On January 26, 1978, at the request of the President (reproduced
herein), the U.S. International Trade Coumission enlarged the scope
of its investigation under subsection (a) of section 22 of the
Agricultural Adjustment Act, as amended, to determine whether—-—

in addition to sugars, sirups, and molasses provided for
in items 155.20 and 155.30 of the Tariff Schedules of the
United States (TSUS),

sugars, sirups, and molasses, provided for in items 155.35
and 155.75 of the TSUS, and articles provided for in items
156.25, 156.45, 157,10, and 182,98 of the TSUS if contain-
ing sugars, sirups, and molasses of the types described in
items 155.20, 155.30, 155.35, and 155.75 of the TSUS,

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 operations
being conducted by the Department oI Agriculture for sugar cane and sugar
beets, or to reduce substantially the amount of any product being proc-
essed in the United States from such domestic sugar cane or sugar beets.

1/ The regular duties on sugars, sirups, anl molasses, provided for in
items 155.20 and 155.30 of the TSUS, were increased ﬁnder other authority
by Proclamation 4539, also issued on Nov. 11, 1977.
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The text of the President’s letter of January 20, 1978, to the Commis-
sion follows:

Pursuant to.Section 22 of the Agricultural Adjustment Act,

as amended, I have been advised by the Secretary of Agricul-
ture that there is reason to believe that the sugars, sirups,
and molasses provided for in items 155.35 and 155.75 of the
Tariff Schedules of the United States (TSUS) and articles
provided for in items 156,25, 156.45, and 157.10, and 182.98
of the TSUS if containing sugars, sirups, and molasses of

the types described in items 155,20, 155.30, 155.35, and
155,75 of the TSUS are being or are practically certain to
be imported under such conditions and in such quantities as
to render or tend to render ineffective, or materially inter-
fere with, the price support operations being conducted by
the Department of Agriculture for sugar cane and sugar beets,
or to reduce substantially the amount of any product being
processed in the United States from domestic sugar.

I agree with him.

The United States International Trade Commission is
directed to expand the investigation requested in my
letter of November 11, 1977, under Section 22 of the
Agricultural Adjustment Act, as amended, to determine
whether the above described articles are being, or are
practically certain to be, imported under such condi-
tions and quantities as to render or tend to render
ineffective or materially interfere with the price sup-
port operations being conducted by the Department of
Agriculture for sugar cane and sugar beets, or to
reduce substantially the amount of any product being
processed in the United States from such domestic
sugar cane and sugar beets, and to report its findings
and recommendations to me at the earliest practicable
date,

Because of the urgency of this matter, it would be very
much appreciated if you could report to me by lMarch 15,

1975,

On January 26, 1978, notice of enlargement of scope of the investigation
and postponement of the hearing was issued and was published in the Federal
Register of January 31, 1978 (43 F.R. 4126). The public hearing originally
scheduled for February 2, 1978, in Washingtgn, D.C., was postponed to allow
time for preparation of testimony with regard to these additional articles.
The public hearing was held on February 27 and 28, 1978, in Washington, D.C.
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The information for this report was obtained at the public hearings; from
written briefs submitted by interested parties; through interviews by members
of the Commission’s staff with sugar growers, processors, refiners, and import-
ers, and with customs officials; from other Federal agencies, State agencies,
and State universities; and from responses to questionnaires sent to domestic
corn sweetener prodicers.

U.S. Sugar Policy Background

Sugar investigation, TA-201-16

Findings and recommendations.——On March 17, 1977, the United States
International Trade Commission reported to the President on investigation
No. TA-201-16 that sugar provided for in TSUS items 155.20 and 155.30 was
being imported in such increased quantities as to be a substantial cause
of the threat of cerious injury to the domestic industry producing like or
directly competitive products. 1/ The Commission found in the negative
with respect to articles entered under TSUS items 155.10, 155.12, 155.15,
and 155.75.

Commissioners Parker, Moore, and Bedell recommended a quantitative
restriction for sugar in TSUS items 155.20 and 155.30 in the amount of
4,275,000 short tons, raw value, for the calendar years 1977-81 to be
allocated among supplying countries on a basis determined by the President
to be equitable. Commissioners Leonard and Ablondi recommended a quantita-
tive restriction for the same articles of 4,400,000 short tons, raw value,
for 12-month periods beginning the effective date of the proclamation, for
the years 1977 to 1979, to be allocated on the basis of an auction of
nontransferable import licenses. Chairman Minchew recommended a quanti-
tative restriction for the same articles of 4,400,000 short tomns, raw value,
for the calendar years 1977-81, to be allocated country-by-country on the
basis of the historical supply during the period 1972-76.

Presidential response and proposals.—On May 4, 1977, the President
announced his decision that import relief under section 203 of the Trade
Act of 1974 was uot in the national economic interest. Instead, the
President recommended a program under existing agricultural legislation
to provide income support for domestic sugar producers which would
make up the difference between U.S. market prices for sugar and a price
objective of 13.5 cents per pound, with payments up to 2 cents per pound.

At the same time, the Trade Policy Staff Committee announced its
determination that sugar in TSUS items 155.20 and 155.30 would remain
eligible for duty-free treatment under the Generalized System of Pref-
crences (GSP), thus denying a petition to remove sugar from the list

L/ Commissioner Ablondi found serious injury and Chairman Minchew found
in the negative.
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of articles eligible for .such treatment. However, certain countries
whose imports had not exceeded the competitive-need criteriom in 1976
and could have been reinstated for eligibility for duty-free treatment
were not reinstated for 1977,

Congressional reaction to administration proposals.--Since a majority
of the Commission had found affirmatively under section 201 of the Trade
Act of 1974 and the President had recommended no import relief action,
pursuant to section 203(c) of the Trade Act of 1974, upon the adoption by
both Houses of Congress of a concurrent resolution disapproving the Pres-
ident’s determination not to provide import relief by an affirmative
vote of a majority of the members of each House present and voting,
the action recommended by the Commission would have taken effect.

Representative George Hansen introduced House Concurrent Resolution
231 to disapprove the President’s decision not to provide import relief.
On July 27, 1977, the Subcommittee on Trade of the Committee on Ways and
Means of the House of Representatives held hearings on the resolution.
However, the resolution was never called to the floor of the House for
action. Mandatory price supports for sugar were enacted in the Food and
Agriculture Act of 1977.

Senator PRobert Dole and several other Senators introduced Senate
Concurrent Resolution 38 to disapprove the President’s decision not to
provide import relief. The resolution was never called to the floor
and died in committee. After the enactment of the Food and Agriculture
Act of 1977, the Secretary of Agriculture made a commitment to implement
the price-support program mandated by the act by November 8, 1977, rather
than on January 1, 1978, as originally contemplated by the Department
of Agriculture.

Food and Agriculture Act of 1977

Mandatory price supports for sugar beets and sugar cane.—The Food
and Agriculture Act of 1977 provides in title IX, section 902, for amend-
ment of the Agricultural Act of 1949, as amended (7 U.S.C. 1446), by adding
"sugar beets and sugar cane" to the list of nonbasic agricultural commodities
for which price support through loans or purchases is mandatory, effective
only with respect to the 1977 and 1978 crops.

The act provides that the price of the 1977 and 1978 crops of sugar
beets and sugar cane shall be supported through'!loans or purchases with
respect to the processed products thereof at a level not in excess of
65 percent of parity nor less than 52.5 percent of parity, but in no
event at a level that would be less than 13.5 cents per pound for raw
sugar. Further, the act provides that, in carrying out the price=support
program, the Secretary of Agriculture shall establish mininum wage rates
for agricultural employees engaged in the production of sugar.
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The act includes a provision that allows the Secretary of Agriculture
to suspend the operation of the price-support program whenever he deter-
mines that an international sugar agreement is in effect which assures
the maintenance in the United States of a price for sugar not less than
13.5 cents per pound raw sugar equivalent.

Legislative history.-——There were no House or Senate hearings on the
sugar price-support provisions of the Food and Agriculture Act of 1977.
The mandatory price supports for sugar cane and sugar beets were originally
added to the House version of the farm bill as an amendment from the floor
by Representative De La Garza on July 22, 1977, by a vote of 8l to 3. On
July 28, 1977, a last-minute attempt was made to delete the De La Garza
amendment ; it failed on a vote of 246 to 165, and shortly thereafter the
House version of the bill was enacted.

The Senate had no provision equivalent to the De La Garza amendment in
its version of the farm bill, so the language of the amendment had to be
considered in the joint conference on the bill. The conferees reported
the sugar provisions in the form in which they were finally enacted.

In the joint explanatory statement of the committee on conference,
the conferees noted the following points. The Department of Agriculture
had authority under existing legislation to carry out the price-support
program required by this amendment. They recommended implementation of
the program as soon as possible--even before the act was signed into law.
The conferees intended that the implementation of the loan and purchase
program not be delayed even if there should be a delay in the establish-
ment of minimum wage rates for agricultural employees engaged in the
production of sugar, and that the loan and purchase and wage rate pro-
visions be implemented without any delay upon the bill’s becoming effec-
tive. The conferees intended that the processed products of sugar cane
and sugar beets should not be sold by the Commodity Credit Corporation
(CCC) at less than 105 percent of the current support price, plus reason-
able carrying charges. It was not expected that any outlay of funds
or acquisition of products of sugar beets or sugar cane would occur.

The conferees expected that existing legal authority would be used to
impose an import fee, or duty, which--when added to the existing import
duty—would enable raw sugar to sell in the domestic market at not less

than the effective support price.

The Senate approved the conference version of the bill on September 9,
1977, and the House, on September 16, 1977. The President signed the
bill, the Food and Agriculture Act of 1977, on September 29, 1977.

Interim sugar payments program

Origins.—In his statement to the Congress denying import relief for
sugar, the President had stated that in recognition of the problems facing
much of the U.S. sugar industry because of low sugar prices, he was ’
requesting the Secretary of Agriculture to institute an income-support
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program for sugar producers, effective with the 1977 crop, offering
supplemental payments of up to 2 cents per pound whenever the market
price fell below 13.5'cents per pound.

A On June 13, 1977, the Department of Agriculture outlined and request-
ed comments on such a proposed income-support program. On July 19, 1977,
the Comptroller General released his opinion that the proposed income-
support program did not appear to be authorized under current U.S. legis-
lation. Direct payments to processors were illegal unless they were
designed to support or increase the price of the crop.

On August 19, 1977, the Secretary of Agriculture released a Justice
Department opinion that the proposed sugar program was illegal, that is,
not authorized by the statutes. On August 23, 1977, the Department of
Agriculture submitted an alternative plan to the President. The alterna-
tive plan called for paying processors any difference between current
market prices and 13.5 cents per pound and provided that the difference
be passed on to domestic sugar cane and sugar beet producers.

Regulations.—On September 15, 1977, the revised sugar program was
instituted by the Department of Agriculture. This program established
price-support levels for sugar beets and sugar cane at not less than 52,5
percent of parity prices as of July 1977. The support prices were $22,.84
per ton for average quality sugar beets and $17.48 per ton for average
quality sugar cane. Compensatory payments for the difference between
market prices and 13.5 cents per pound were to be made to processors,
which paid the support price to producers. Payments were to be made
on sugar marketed from September 15, 1977, onward, but the Secretary of
Agriculture announced his intention to provide equivalent support for
that portion of the 1977 crop marketed before that date insofar as it was
legally possible.

On October 13, 1977, the Secretary of Agriculture announced that
the Department of Justice had concluded that payments for 1977 crop sugar
marketed prior to September 15, 1977, were legally authorized because
such sugar was marketed under terms which provided for final payments
on a crop-year basis, rather than at the time the sugar beets or sugar
cane was marketed. On November 4, 1977, amended regulations to permit
such payments were issued. On November 8, 1977, the price-support loan
program for sugar beets and sugar cane, which superseded the interim
payments program, was implemented. On December 23, 1977, certain sugar
(contracted for sale before November 8, 1977, for delivery after that
date) which was not covered under either the interim payments program
or the price-support loan program under the regulations issued November
8, 1977, became covered under the interim payments program.

As of March 30, 1978, the U.S. Department of Agriculture had made
preliminary payments under the interim payments program of $152.3 million,
or 90 percent of the estimated total payments ($169.2 million). No date
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has been established for payment of the final 10 percent. Such payments
represent. only the difference between market prices and the objective
price for sugar under this program.

Price~support. loan program

Regulations.—On November 8, 1977, the Secretary of Agriculture
announced regulations for the 1977 crop sugar loan program required by
the Food and Agriculture Act of 1977. Under the loan program, the Commodity
Credit Corporation offers sugar processors loans of 14,24 cents per pound
of refined beet sugar and 13.50 cents per pound of cane sugar (raw value).
To qualify, processors must pay producers minimum prices (the same as were
established under the interim payments program). Producers, in turn, must
pay their sugar production employees at least the minimum wage rates deter-
mined by the Department of Agriculture in order to be eligible for price
supports.

Sugar used as loan collateral must be in storage owned or leased by
the processor and must not have been reported as marketed under the interim
payments program. The interest rate in effect at the time a loan is dis-
bursed (currently 6 percent) will not change. Interest is charged only if
the loan is redeemed. Loans will mature on the last day of the llth month
following the month of disbursement, but the CCC can accelerate the maturity
date. A processor can redeem a loan at any time during the loan period,
but at maturity must either redeem the loan or deliver the commodity to
the CCC. The CCC may take delivery in the processor’s storage or may
direct delivery at another facility. In either case, the CCC will take
title and, if the quantity delivered times the loan rate covers the loan,
will consider the loan as fully satisfied. The processor must, when the
CCC takes title in the processor’s storage, keep the sugar in storage
until the CCC directs him to remove and deliver it to another designated
place. The CCC will make monthly storage payments after it takes title
at a rate of not more than $0.,000833 per pound per month.

Price-support levels.—The price~support levels provided for sugar
beet and sugar cane producers in both the interim payments program and
the price-support loan program were as follows: for sugar beets, $22.84
per net ton; for producers of sugar cane in Florida, $18.37 per net ton;
for producers of sugar cane in Louisiana, $15.90 per net ton; for producers
of sugar cane in Texas, the amount determined by multiplying 8.10 cents
times the average number of pounds of cane sugar, raw value, recovered
per ton from the sugar cane delivered to the processor by all producers
as adjusted for quality differences; for producers of sugar cane in Hawaii,
where the delivery point is at the mill, the amount determined by multiply-
ing 8.91 cents times the total number of pounds of cane sugar, raw value,
recovered per ton from the sugar cane delivered to the processor by the
individual producer; and for producers of sugar cane in Puerto Rico, that
price determined in accordance with the provisions of Puerto Rico Law No.
426--also known as the Puerto Rico Sugar Law-—and the rules issued there-
under by the Sugar Board of Puerto Rico.
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Minimum wage rates.—The Food and Agriculture Act of 1977 did not
provide guidance to the Department of Agriculture as to how minimum wage
rates for employees engaged in sugar production should be established, as
did the Sugar Act of 1948, as amended and extended.

On January 5, 1977, the U.S. Department of Agriculture announced
minimum wage rates for sugar fieldworkers (43 F.R. 1476). After hearing
comments from interested parties, it was decided that wages for the 1977
and 1978 crops should be based on the minimum wage rates established for
the 1974 crop under the Sugar Act, plus the percentage increase in the cost
of living since that time--23 percent for 1977 and an additional 6
percent for 1978. Using this formula the following minimum wage rates
were established:

Area Class of labor 1977 crop 1978 crop
All states in which Hand labor operations of $2.85 $3.00
sugar beets are thinning, hoeing, hoe-
grown. trimming, weeding,

pulling, topping,
loading, or gleaning.

Louisiana sugar Tractor and truck drivers $3.10 $3.30
cane. and operators of mechani-
cal equipment.
‘All other workers=————=—————-— $2.85 $3.00
Florida and Texas Tractor and truck drivers $3.40 $3.60
sugar cane. and operators of mechani-
cal equipment.
All other workers~————————- $3.00 $3.20
Hawaii and Puerto All classes As required by exist-
Rico sugar cane. ing legal obliga-

tions resulting
from a labor
union agreement
or from Federal
or local legisla-
tion or regula-
tory action.

Provision is also made in the regulations for piecework rates that will
provide the same result as the hourly minimum wage rates.
!

Growers must pay at least the minimum wage rate to their workers as
of November 8, 1977, to qualify for price-support loans for their sugar
cane or sugar beets. Also, the regulations provide that growers cannot
reduce the specified minimum wage rates by any subterfuge or device, and
must maintain records which demonstrate that each worker has been paid
in accordance with the regulations.
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Operations.—Little information on operations of the price-support
loan program is available. There have been requests for loans in Louisiana
and for the entire Texas crop. Some producers hesitated to make loan requests
prior to Janaury 5, 1977, because the minimum wage rates had not yet been
established. As of March 24, 1978, the U.S. Department of Agriculture had
made price-support loans of $292.3 million on 1,093,413 short tons, raw
value, of 1977 crop sugar. It is believed that nearly half the 1977
crop was marketed under the interim payments program, and of the remainder,
about one-third was marketed under the loan program, about one-third was
marketed otherwise, and about one-third has not yet been marketed.

§
‘

Section 22 proclamations

Presidential Proclamation 4538.—On November 11, 1977, the President
issued Proclamation 4538, which provided, pursuant to section 22 of the
Agricultural Adjustment Act, as amended, for import fees on certain
sugars, sirups, and molasses provided for in TSUS items 155.20 and 155.30
(app. A). For sugars, sirups, and molasses provided for in TSUS item
155.20 (raw and refined sugar) valued not more than 6.67 cents per pound,
a fee of 50 percent ad valorem was established. For such sugars, sirups,
and molasses valued at more than 6.67 cents per pound but not more than
10.0 cents per pound, the section 22 fee was established at 3.32 cents
per pound less the amount by which the value exceeds 6.67 cents per
pound. For sugar valued over 10 cents per pound there would be no sec-
tion 22 fee. For sugars, sirups, and molasses provided for in TSUS item
155.30 (liquid sugar and other sugar sirups), similar fees were estab-
lished based on pounds of total sugars.

The fees established applied to articles entered or withdrawn from
warehouse for consumption on or after November 11, 1977, pending the
report and recommendations of the U. S. International Trade Commission
and action that the President must take on the fees. However, such fees
did not apply to articles exported to the United States before November
11, 1977, or imported to fulfill contracts entered into before that date
and entered or withdrawn from warehouse for consumption on or before
January 1, 1978. The proclamation also authorized the Secretary of
Agriculture to issue licenses exempting sugar from these fees if imported
to be used only for the production of polyhydric alcohols (e.g., mannitol
or sorbitol) not to be used as a substitute for sugar in human food
consumption.

Headnote 2 proclamation.—Simultaneously with the section 22 proc-
lamation, Presidential Proclamation 4539 was issued, providing, pursuant
to headnote 2, subpart A, part 1, schedule 1, of the TSUS, for increasing
the column 1 and column 2 rates of duty on sugars, sirups, and molasses
provided for in TSUS items 155.20 and 155.30 by 50 percent, the maximum
increase in duties that could be proclaimed by the President as being
appropriate to carry out the Kennedy round trade agreement under section
201 (a) of the Trade Expansion Act of 1962 (app. A). The provisions of
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this proclamation had the same effective date as those of Proclamation 4538,
including the exemption for sugar exported before, or imported to fulfill
contracts entered into before, November 11, 1977, and entered or withdrawn
from warehouse for consumption on or before January 1, 1978.

. Implementation.——The purpose of these proclamations was to add suffi-
cient fees and duty to the value of imported sugar to insure a minimum
U.S. price just slightly above 13.5 cents per pound, raw value. For
example, 96-degree-raw-value sugar valued at 7 cents per pound would
be dutiable at 2.8125 cents per pound under TSUS item 155.20 and would
be subject to the additonal section 22 fee of 2.99 cents per pound.
Assuming the cost of insurance and freight was 0.725 cents per pound, the
duty-paid price of such sugar in the United States would have been
13.5275 cents per pound.

There were some problems with implementation of the proclamations.
For those countries eligible for GSP duty-free treatment, the duty
under item 155.20 does not apply, although the section 22 fee does apply.
However, only about 15 percent of U.S. sugar imports have been from
countries eligible for GSP duty-free treatment.

Refined sugar could have been entered under these proclamations at
values which would provide for prices only slightly in excess of the 13.5
cents per pound objective price, making it difficult to achieve a raw
sugar price of 13.5 cents per pound in the United States.

Since the fees applicable under section 22 must be determined on the
basis of customs valuation of sugar under section 402 of the Tariff Act
of 1930, it is possible that the customs value of sugar might not be the
same as the purchase price. Under the provisions of section 402, the U.S.
Customs Service might have to determine "constructed value" for most U.S.
sugar shipments, so that a long time might pass between the date of arrival
and the date of liquidation for sugar shipments. The sugar importer could
have been paying 9 cents per pound for sugar, which would imply a section
22 fee of 0.99 cent per pound, but the customs value could have turned
out to be 7 cents per pound, resulting in a fee of 2.99 cents per pound.
Since sugar importers generally make only small profit margins on sugar
imports, often less than 0.5 cent per pound, the 2-cents-per-pound-
duty risk in the above example would have created a serious problem for
sugar importers.

Finally, if the average price of sugar in world trade had fallen
below 6.64 cents per pound, even using the full authority allowed
under section 22 and headnote 2, the fees and duties assesed on sugar
could not have raised the price of sugar duty paid in the United States
above 13.5 cents per pound.

Presidential Proclamation 4547.—On January 20, 1978, the President
issued Proclamation 4547 (app. A) after being advised by the Secretary
of Agriculture that the fees established by Proclamation 4538 were insuf-
ficient. The new proclamation established fixed fees on sugars, sirups,
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and molasses described in item 155.20., The section 22 fee on these
articles not to be further refined or improved in quality was 3.22 cents
per pound, but not in excess of 50 percent ad valorem. Sugars, sirups,
and molasses described in item 155,20 to be further refined or improved
in quality had a section 22 fee of 2,70 cents per pound, but not in excess
of 50 percent ad valorem. Sugars, sirups, and molasses described in

item 155.30 had a section 22 fee of 3.22 cents per pound of total sugars,
but not in excess of 50 percent ad valorem.,

The proclamation made the fees effective on January 21, 1978, with
some exceptions. One exceptiion was for imports of sugar from Malawi which
entered the United States before February 15, 1978, pursuant to contracts
for delivery to the United States entered into before November 11, 1977,
Another exception provided for articles subject to Proclamations 4538 and
4539 exported to the United States or imported to fulfill forward contracts
for delivery to the United States before November 11, 1977, which could
not be entered on or before January 1, 1978, as a result of delay in
transportation because of windstorm, fog, or similar stress of weather.
This exception applied to both the increased tariff and import fees. The
provisions for the Secretary of Agriculture to issue licenses exempting
sugar from these fees if imported to be used only for the production of
polyhydric alcohols not to be used as a substitute for sugar in human
food consumption were retained,

Continuing problems in implementation.—Proclamation 4547 solved
several of the problems that were found to make the previous section 22
fees insufficient for achieving sugar price-support objectives. By using
fixed fees rather than a sliding scale of fees based on customs value,
the problem experienced by importers in anticipating their tariff costs
for importing under the earlier proclamation was alleviated. Since the
fees are generally well below 50 percent of the selling price for sugar,
it is unlikely that there will be great difficulty in determining whether
the fees will exceed the 50 percent ad valorem limitation of section 22
fees. The proclamation also recognized the need for differences in the
rates of duty for refined and raw sugar., Despite these improvements,
some problems still remained.

Inherent in using fixed fees is the problem that if prices rise
the fee will cause prices to exceed the price objective., Since a rather
low base, 7.30 cents per pound as the average world price, was used to
determine the fees, a rise in prices could force the duty-paid price in
the United States to exceed the price objective of 13.5 cents per pound
by a substantial amount. Also, the use of a fixed fee means that if
prices fall the price objective cannot be achieved, in this instance when
world prices fall below 7.30 cents per pound.

There has been some discussion that the way to solve this problem
would be to provide for periodic adjustment of the import fee in line
with the anticipated movements in prices. Such periodic adjustment would
aid in the attempt to achieve the price objective and not exceed it by
any substantial amount when prices are rising. However, such periodic
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costs for importers, which would have to try to anticipate the levels of
import fees in writing forward contracts for sugar deliveries.

Another problem with the import fees in this proclamation is that
the spread between raw and refined sugar import fees is not sufficient to
insure that refined sugar will not be imported at prices below price-
support objectives. This problem arose from the method used to determine

the import fees.

In establishing the fees, it was assumed that the average world price
for sugar deliveries in the first few months of 1978 was 7.30 cents per
pound. This plus the cost of duty, freight, and insurance (3.50 cents per
pound) made an import fee of 2.70 cents per pound necessary in order to
achieve the price-support objective of 13.50 cents per pound. In order to
determine a price objective for refined sugar, 8 percent of the raw sugar
price (1.08 cents per pound) was determined to be the refining loss result-
ing from melting raw sugar, and the average U.S. refining cost was deter-
mined to be 2,92 cents per pound. This results in a U.S. refined sugar
cost of 17.50 cents per pound. A price of 17.67 cents per pound was then
settled on as the price objective for U.S. refined sugar.

To determine the import fee for refined sugar, 8 percent of the
average world raw sugar price (0.58 cent per pound) and an average world
refining cost of 2.90 cents per pound were added to the average world raw
sugar price of 7.30 cents per pound to determine a world refined sugar
cost of 10.78 cents per pound. This plus the cost of duty, freight, and
insurance (3.67 cents per pound) made a import fee of 3.22 cents per pound
necessary to achieve a U.S. refined sugar price objective of 17.67 cents
per pound. This analysis failed to recognize that the foreign cost of
refined sugar may not be reflected in the price of foreign refined sugar.
Just as the world price of raw sugar is determined by world supply and
demand, the world price of refined sugar is determined by world supply
and demand for refined sugar. Currently, there is a large surplus of
refined sugar available for export. In fact, in September 1977, the
London Daily Price (spot) for raw sugar was higher than the spot price

for refined sugar.

A better method of calculating the import fee for refined sugar
would have been to estimate the average difference between raw sugar
and refined sugar prices (approximately 0.44 cent per pound) and add
it to the average world price of 7.30 cents per pound to determine an
average world price of refined sugar of 7.74 cents per pound. This plus
the cost of duty, freight, and insurance (3.98 cents per pound) would
make an import fee of 5.95 cents per pound necessary to achieve a U.S.
refined sugar price objective of 17.67 cents per pound.

Since section 22 fees cannot exceed 50 percent ad valorem, the
maximum fee that could have been imposed on refined sugar with an average
world price of 7.74 cents per pound would have been 3.87 cents per pound.
Therefore, import fees under section 22 as calculated by this formula would
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not have been adequate to achieve the price-support objective for
imports of refined sugar. So far, the spread between raw and refined
sugar has not caused any surge in refined sugar imports; in fact, there
has not been a surge in any sugar imports. This may be attributable to
the statement the President issued with the proclamation: "If I find,
based on the new fixed fee system, that efforts continue to be made

to take advantage of the system, I will not hesitate to take even more
stringent actions. The dumping of imported sugar on our domestic market
will not be tolerated." Since imports of refined sugar at prices below
the U.S. refined sugar price objective might be in violation of the
antidumping statute, the gtatement of the President may have deterred
refined sugar imports regardless of the sufficiency of the import fee.

A final and important problem with the import fee determination is
an apparent misconception as to what price objective the import fee
should be established to achieve. Inherent in the price-support loan
program for sugar cane and sugar beets of the Department of Agriculture
is the assumption that the Department will not acquire any substantial
quantity of sugar, that is, that processors will repay the price-support
loans plus storage costs and interest and sell the sugar at market prices.
Hence, the objective of the import fee should be to raise market prices
for sugar to a level above the price~support loan level of 13.5 cents per
pound. Given interest and storage costs for sugar, at the ll-month maturity
date for price-support loans on the 1977 crop, a market price in excess
of 15.0 cents per pound will probably be necessary to give processors an
incentive to repay their loans and sell sugar to the market. A further
problem is that Hawaii and Puerto Rico are already harvesting 1978 crop
sugar that would be eligible for the 1978 price-—support loan levels to be
determined on the basis of July 1978 parity. Because of advances in the
parity index, and possibly even an increase in the percentage of parity
deemed appropriate for the sugar price-support level, it is likely that a
price objective higher than 13.5 cents per pound will be necessary in
order to avoid having an excessive amount of U.S. sugar going under
price-support loans.

U.S. Sugar and Sweeteners

Description and uses

Description.—Sugar is derived from the juice of sugar cane or
sugar beets. It is present in these plants in the form of dissolved
sucrose. !Most sugar is marketed to consumers in a refined form as pure
granulated or powdered sucrose. Substantial quantities also reach
consumers as liquid sugar (sucrose dissolved in water) or in forms not
chemically pure, such as brown sugar and invert sugar sirup, 1/ or as
blends of sucrose with simpler sugars such as dextrose and levulose.

1/ Invert sugar sirup is made by hydrolysis, breaking down the
disaccharide sucrose into its monosaccharide components, glucose and

fructose.
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Sugar cane is a perennial subtropical plant which is cut and milled
to obtain sugar cane juice. Through a process of filtering, evaporating,
and centrifuging this juice, a product consisting of large sucrose crys-
tals coated with molasses, called raw sugar, is produced. Raw sugar de-
rived from sugar cane is the principal "sugar" actually shipped in world
trade. Raw sugar is generally refined near coasumption centers through
additional processes of melting, filtering, evaporating, and centrifuging
to yield the refined white (100 percent pure sucrose) sugar of commerce.

Sugar beets are annual temperate zone plants usually grown in rota-
tion with other crops (to avoid disease and pest problems from growing
two beet crops successively in the same field). Most sugar beets,
including those grown in the United States, are converted directly into
refined sugar; sugar beets grown in some countries, however, are used
to produce raw beet sugar. The refined sugar product derived from
sugar beets is not distinguishable from that of sugar cane inasmuch as
both are virtually chemically pure sucrose.

Raw sugar is sold commercially and both raw and refined sugar are
generally measured for duty purposes (and in the United States for quota
purposes) on the basis of recoverable sucrose content. For liquid sugars
or sirups, the measurement is on the basis on the total sugars content
(the sum of sucrose and any invert or reducing sugars 1/ present). The
approximate recoverable sucrose content in solid or crystalline sugar is
determined by polariscopic testing; the total sugars content in liquid

sugars or sirups is determined by chemical testing. Raw sugar is generally

referred to in world trade as testing 96 degrees by polariscopic test
even though in actual practice most raw sugar now tests between 97 and 99
degrees. 2/ Nevertheless, market quotations for raw sugar and statistics
for both raw and refined sugar are usually given in terms of 96-degree
"raw value."

Uses.—The overwhelming use of sugar in the United States is for
human consumption, although some is used in specialty livestock feeds
and in the production of alcohol. Sugar is primarily a caloric sweeten-
ing agent, but it also has preservative uses. In the United States, about
one-third of the sugar consumed goes to household users and two-thirds
to industrial users. In 1974 the principal industrial users (with their
shares of the total sugar consumed domestically) were beverage producers
(22 percent); bakery, cereal, and allied products producers (l4 percent);
confectionery producers (l0 percent); fruit and vegetable processors (9
percent); and dairy-product and other food and nonfood producers, the
remainder (12 percent).

1/ Reducing sugars are the glucose and fructose content of a sugar
sirup.

2/ Polariscopic testing measures the rotation of a beam of polarized
light passed through standardized solutions of sugar. The degrees of
polarization serve as a measure of the sucrose content of the solution.
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There is currently little nonfood use of sugar in the United States
and even less, proportionately, in the rest of the world. However, sugar
is a renewable resource with a fairly basic hydrocarbon structure, and
thus has a potential in industrial use as a raw material for making some
organic chemicals that are now made from petroleum-based products.

Alternative sweeteners.—The principal alternatives to sugar in
sweetener markets are corn-based sweeteners. Other caloric sweeteners
include molasses, maple sirup, honey, sorghum sirup, lactose, and levulose.
Noncaloric sweeteners include saccharin, cyclamates, and aspartic-acid-

based sweeteners. ’

‘

Corn sweeteners are derived from cornstarch by hydrolysis, usually
with enzyme processes. The products of this process include anhydrous and
monohydrate dextrose and glucose sirups (including a new product called
high-fructose sirup, also known as isomerized corn sirup). Corn sweeteners
have generally been cheaper than sugar. Because their glucose (dextrose)
base is less sweet than sucrose, their application has been limited. How-
ever, high-fructose sirup contains about half fructose (levulose) and half
glucose; it is believed to be equivalent to invert sugar sirup and to
sucrose liquid sugar in sweetening power and may be a perfect substitute
for invert sugar sirup. High-fructose sirup has become very competitive
with sugar in certain uses, and the corn sweetener industry is rapidly
expanding its capacity to produce it. Corn sirup is marketed almost
entirely for industrial use and, in general, is used in mixtures with
sugar sirups in specific formulation for the intended product.

A byproduct of sugar production--molasses--has some sweetening power
owing to its unrecovered sucrose and invert sugar content. It is used,
mostly for its carbohydrate content, in livestock feeds. Molasses also
acts as a binder, and its sweetening effect improves the palatability of
mixed livestock feeds. Some specialty molasses is used for human con-
sumption, largely for its flavoring characteristics. Molasses is also
used in rum production and as a bacterial culture medium.

Maple sirup, produced from the sap of maple trees, is sold at pre-
mium prices for its flavoring characteristics. Honey, produced by bees
from the nectar of flowers, is also sold at premium prices for its flavor-
ing characteristics. Most maple sirup and honey are sold for table use,
with only small quantities going to industrial uses. Lactose, also
known as milk sugar, is derived from milk. Levulose, or fruit sugar, is
fructose derived primarily from invert sugzar in recent years. Both of
these products have high production costs and are primarily for pharma-
ceutical use. They are marketed on the basis of their characteristics
and are not particularly competitive with other sweeteners.

Noncaloric alternatives to sugar consist of such sweeteners as sac-

charin, cyclamates, and aspartic—acid-based sweeteners. These sweeteners
command a premium for their noncaloric characteristics and are generally
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much more powerful sweeteners per pound than sucrose. 1/ However, pro-
ducers of noncaloric sweeteners have had difficulty in obtaining and
maintaining clearance from the Food and Drug Administration (FDA) for
the use of such sweeteners in human consumption. Saccharin is the only
sweetener currently approved for food use in the United States; however,
it has only limited potential because of its slightly bitter aftertaste.
Because noncaloric sweeteners generally have much more complex formula-
tions th n the saccharides, they have been alleged to be hazardous to
human health, in particular as carcinogenic agents.

U.S. customs treatment

Sugar beets and sugar cane.—Sugar beets and sugar cane in their
natural states are classified for tariff purposes in items 155,10 and
155.12, respectively, of the TSUS. 2/ Both the column 1 and column 2
rates of duty are 80 cents per short ton for sugar beets and $2.50 per
short ton for sugar cane. These products are too perishable and bulky
for any substantial world trade. Thus, U.S. imports generally have been
negligible, and no trade-agreement concessions have been made. However,
in 1976 and 1977 there were small border imports of sugar beets from
Canada for processing in the Maine beet plant, which has since closed.
The rates of duty cited above are the original statutory rates.

Sugar beets and sugar cane in other forms suitable for the commer-
cial extraction of sugar are classified in TSUS item 155.15; the column 1
rate is 0.5 cent per pound of total sugars. 1In the Tariff Act of 1930,
these articles were dutiable at 75 percent of the rate applicable to
manufactured sugar of like polariscopic test. The current rates of duty
were established, pursuant to the adoption of the TSUS, as approximately
equal (with some differences due to rounding) to the rates on crystalline
sugar. World trade in and U.S. imports of these articles have been
negligible.

Raw and refined sugar.—The TSUS does not attempt to separately
identify sugars, sirups, or molasses by name for classification purposes.
Rather, products in this group are classified in accordance with their
chemical and physical properties, regardless of the name by which a
particular product may be called. Under the description "sugars, sirups,
and molasses, derived from sugar cane or sugar beets, principally of
crystalline structure or in a dry amorphous form" (TSUS item 155.20) are
classified all the solid sugars of commerce, including raw and refined
sugar, and such specialty sugars as brown sugar, powdered sugar, and
sugar cubes, !

1/ Measuring sweetening power is not an exact science since sweetness
is subjective. However, saccharin has been estimated in various experi-
ments to be 200 to 700 times as sweet as sucrose.

2/ The appropriate pages of the Tariff Schedules of the United States
are reproduced in app. B of this report.
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From September 21, 1976, to November 11, 1977, the column 1 and
column 2 rates of duty for sugar in item 155.20 were 1.9875 cents per
pound less 0.028125 cent per pound for each degree under 100 degrees
(and fractions of a degree in proportion) but not less than 1.284375
cents per pound, pursuant to Presidential Proclamation 4463. The term
"degree'" in these rates of duty means sugar degree as determined by
polariscopic test as noted in headnote 1, subpart A, part 10, schedule 1,
of the TSUS.

I}
‘

On November 11, 1977, pursuant to Presidential Proclamation 4539,
the column 1 rate of duty in item 155.20 was raised by 50 percent to
2.98125 cents per pound less 0.0421875 cent per pound for each degree
under 100 degrees (and fractions of a degree in proportion) but not less
than 1.9267625 cents per pound. By general headnote 4(b) of the TSUS,
the column 2 rate was raised to the same level. Sugar exported or
contracted for prior to November 11, 1977, and entered on or before
January 1, 1978, was not subject to these increased rates of duty.
Currently, all countries exporting sugar to the United States are sub-
ject to the same rates of duty except for certain countries eligible
for duty-free treatment under the Generalized System of Preferences.

The column 2 rate of duty for sugar in item 155.20 before November 11,
1977, was derived from the rate of duty established by Presidential Pro-
clamation 2085, following an investigation made by the United States Tariff
Commission (the former name of the U.S. International Trade Commission)
under section 336 of the Tariff Act of 1930. This column 2 rate had been
in effect as the statutory rate from June 8, 1934, until November 11,

1977, when it was revised upward pursuant to Presidential Proclamation
4539. The statutory rate had been reduced in column 1 by trade-agreement
negotiations to 0.6625 cent per pound less 0.009375 cent per pound for
each degree under 100 degrees (and fractions of a degree in proportion)
but not less than 0.428125 cent per pound. This column 1l rate resulted
from a concession granted under the General Agreement on Tariffs and
Trade (GATT) at Torquay, England, and was in effect from June 6, 1951,
until September 21, 1976. 1/

1/ The rate of duty for sugar, if product of Cuba, in item 155.21 was
derived from preferential rates of duty applicable to Cuban products
including sugars, sirups, and molasses, was suspended on May 24, 1962
(Public Law 87-456). Presidential Proclamation 3447 prohibited all
imports of Cuban products effective Feb. 1, 1962.

Under the terms of the Philippine Trade Agreement Revision Act of
1955, Philippine sugar had been dutiable at special preferential rates
based on a percentage of the Cuban preferential rate of duty, with the
level of preference reduced periodically until products of the Philippines
became subject to col. 1 rates of duty on July 4, 1974. The staged
reductions of preference allowed the rates of duty on Philippine sugar to
increase gradually until sugar from the Philippines had tariff status
equivalent with that of other countries after many years of duty-free
treatment in the U.S. market.
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Presidential Proclamation 4538, issued November 11, 1977, pursuant
to section 22 of the Agriculture Adjustment Act, as amended, provided for
additional import fees for certain sugar in TSUS item 155,20. For sugar
in item 155.20 valued not more than 6.67 cents per pound, the additional
fee under TSUS item 956.10 was 50 percent ad valorem. For sugar in item
155.20 valued more than 6.67 cents per pound but not more than 10.0 cents
per pound, the additional fee under TSUS item 956.20 was 3.32 cents per
pound less the amount per pound by which the value exceeds 6.67 cents per
pound. There was no additional fee for sugar in TSUS item 155.20 valued
at more than 10.0 cents per pound. Sugar exported or contracted for prior
to November 11, 1977, and entered on or before January 1, 1978, was not
subject to these additional fees. Also, certain sugar imported for pur-
poses of manufacturing polyhydric alcohols can be exempted from these
fees by the importers’ obtaining licerses from the U.S. Department of
Agriculture.

Presidential Proclamation 4547, issued January 20, 1978, pursuant to
section 22 of the Agriculture Adjustment Act, as amended, provided for
changes in the additional import fees for certain sugars in TSUS item
155.20. For sugar in item 155.20 not to be futher refined or improved
in quality, the additional fee under TSUS item 956.05 was established at
3.22 cents per pound, but not in excess of 50 percent ad valorem. For
sugar in TSUS item 155.20 to be further refined or improved in quality,
the additional fee under TSUS item 956.15 was established at 2.70 cents
per pound, but not in excess of 50 percent ad valorem. The proclamation
also established for sugars, sirups, and molasses in item 155.30 (all of
which are assumed not to be further refined or improved in quality) an
additional fee under TSUS item 957.15 of 3.22 cents per pound of total
sugars, but not in excess of 50 percent ad valorem.

TSUS item 155.20 provides a rate formula for duty assessment based
on sugar degrees as determined by polariscopic test. Duty is imposed on
the weight of the imported sugar, whether raw or refined. Application of
the rate formula based on sugar degrees is intended to yield the same duty
per pound of recoverable sucrose content for raw sugar of varying concen-
trations as is applied to refined sugar (100 percent recoverable sucrose).

While polarization is not a perfect measure of recoverable sucrose content,

the approximation obtained by polariscopic testing is considered adequate
enough to be the basis for sugar contracts throughout the international
sugar trade. The International Commission on Uniform Methods of Sugar
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Analysis establishes practices and procedures for polariscopic testing to
insure uniform results. 17/

Liquid sugar and other sugar sirups.—Sugars, sirups, and molasses,
derived from sugar cane or sugar beets, not principally of crystalline
structure and not in dry amorphous forr, containing soluble nonsugar
solids (excluding any foreign substance that may have been added or
developed in the product) equal to 6 percent or less by weight of the
total soluble solids are classified for tariff purposes in TSUS item
155.30. Articles imported under this description are primarily liquid
sugar and invert sugar sirups. Only high-purity sugar cane sirups can
meet the nonsugar solids content requirements of item 155.30. Most sugar
cane sirup and all molasses, which is the byproduct of cane milling or
cane sugar refining, is classified under TSUS items 155.35 or 155.40,
which are discussed later. Articles classified under item 155.30 are
dutiable on total sugars at the rate per pound applicable under item
155,20 to sugar testing 100 degrees.

The column 1 and 2 rates of duty on liquid sugar and other sugar
sirups under TSUS item 155.30 reflected increases in duty negotiated
under the GATT in 1956, but not made fully effective until August 31,
1963. The rate in column 1 was increased to the same rate as in column
2 by Presidential Proclamation 4463, effective September 21, 1976,
and the rates of duty in both column 1 and column 2 were raised on

1/ U.S. imports of raw sugar are subject to rather special customs
treatment. Before raw sugar can be imported into any port, the U.S.
Customs Service must approve the facilities provided for sampling and
weighing the sugar. In general, the bi Lk raw sugar is unloaded and
weighed on scales approved and sealed |y the Customs Service. A con-
tinuous sample of the raw sugar is dravn off during the weighing, and
the importer is required to maintain acequate facilities for storing
the samples. After sampling and weighing, raw sugar enters the raw
sugar warehouse, where it may be commingled with domestic or other
foreign merchandise before liquidation. (In some instances, raw sugar
may even be refined and sold before liquidation.)

The Customs Service subjects the samples to polariscopic testing
under rigorous testing conditions, and assesses duty on the results.
At the same time samples of the imported raw sugar are drawn off for
the Customs Service, samples are also cdrawn off for testing to provide
results for pricing purposes. Three separate polariscopic tests are
made on these samples, one by the importer, one by the exporter, and
one by the New York Sugar Laboratory (an independent testing labora-
tory.) The mean of the results of the two closest polariscopic test
results of these three tests is generally the basis for measuring
quantity of sugar for the sugar price contract.

As a result of waiting for the results of these tests, the final
price to be paid for raw sugar imports is often not determined until
well after the entry has been liquidated. Hence, the statistics pro-
vided on sugar entry documents are often inaccurate both as to polari-

scopic test and (in particular) value.
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November 11, 1977, by Presidential Proclamation 4539. Imports in TSUS
item 155.30 are also subject to additional duties by Presidential Pro-
clamation 4547, issued pursuant to section 22, as provided in TSUS item
957015. ‘

. The tariff on liquid sugar and other sugar sirups under TSUS item
155.30 is based on the total sugars in the liquid solution as determined
by chemical testing (a different method of measurement from polariscopic
testing), which determines the weight of sucrose along with the content
of any invert or reducing sugars in solution. The results of this form
of testing may differ from those which would result from polariscopic
testing, particularly for solutions with a substantial content of invert
or reducing sugars.

Sugar snapback provision.—VWith the termination of the sugar-import-
quota provisions of the Sugar Act of 1948 on December 31, 1974, the
reduced rates of duty then in effect for imported sugar (col. 1 rates for
TSUS items 155.20 and 155.30) would have reverted to the higher statutory
rates shown in column 2 (approximately three times the rate), except that
the President by Proclamation 4334 provided for other authorized import
treatment. The possible reversion in the rates of duty on sugar and the
authority for Presidential action to impose different import treatment
thereon are provided for in headnote 2 to subpart A, part 10, schedule 1,
of the TSUS, often called the snapback provision. 1/

Headnote 2(i) provides that upon termination of sugar quota legis-
lation-- ’

« « o if the President finds that a particular rate not lower
than such January 1, 1968, rate, limited by a particular quota,
may be established for any articles provided for in item 155.20
or 155.30, which will give due consideration to the interests
in the United States sugar market of domestic producers and
materially affected contracting parties to the General Agree-
ment on Tariffs and Trade, he shall proclaim such particular
rate and such quota limitation, to be effective not later than

1/ Headnote 2 states, in part, that "the rates in column numbered 1 . . .
shall be effective only during such time as title II of the Sugar Act of
1948 or substantially equivalent legislation is in effect in the United
States . . » " Also, par. (d) of general headnote 4 of the TSUS
provides that "whenever a proclaimed rate is terminated or suspended, the
rate shall revert, unless otherwise provided,' to the next intervening
proclaimed rate previously superseded but not terminated . . .'"; for
items 155.20 and 155.30, the col. 1 rate would become the same as the
respective statutory rates which are in col. 2,
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the 90th day fbllqwing the termination of the effectiveness of
such legislation. 1/

The President’s authority to proclaim rates and quotas under head-
note 2 is derived from his authority under section 201(a)(2) of the Trade
Expansion Act -of 1962 (TEA), to--

proclaim such modification or continuance of any existing

duty or other import restriction, such continuance of existing
duty-free or excise treatment, or such additional import restric-
tions, as he determinés to be required or appropriate to carry out
any such trade agreement (19 U.S.C. 1821(a)(2)).

This authority remains in force even after trade agreements are nego-
tiated.

Headnote 2 fixes the column 1 rates in items 155.20 and 155.30 in
effect on January 1, 1968, as the floor below which the President cannot
reduce the duty. The ceiling for raising the duty, which is not expressly
established by headnote 2, is derived from the statutory limitation of
authority delegated to the President (in TEA sec. 201(a)(2)) to increase
any rate of duty to a level not more than 50 percent above the rate exist-
ing on July 1, 1934, Since the present column 2 rates are the original
statutory rates (effective since June 8, 1934), the ceiling on the Presi-
dent’s authority under headnote 2 is 50 percent above the column 2 rate.

A proclamation under headnote 2(i) was issued on November 16, 1974,
establishing rates of duty and quota limitations to become effective
January 1, 1975. 1If there had been no such proclamation by March 31, 1975,
the continuing power of the President to make any modification under
headnote 2 would have lapsed, and the reversion of the rates of duty to
the higher statutory rates would have remained in effect until changed

pursuant to other authority.

Any rate of duty proclaimed under headnote 2(i) must be accompanied
by the proclamation of quotas. 1/ If the snapback had occurred, there
would have been no requirement that quota limitations be proclaimed.

Any duty rates and quotas proclaimed under headnote 2(i) must give due
consideration to the interests in the U.S. sugar market of domestic
producers and materially affected contracting parties to the GATT. Pur-
suant to headnote 2(ii), the President may subsequently modify any action

1/ The headnote first appeared in the 1951 Torquay Protocol to the GATIT
(TIAS 2420). It was subsequently contained in the 1967 Geneva Protocol to
the GATT, with the footnote "This note is not in the Tariff Schedules of
the United States on June 30, 1967." Thereafter, it was added to the TSUS
by Presidential Proclamation 3822 (Dec. 16, 1967), which implemented
the Kennedy round concessions.
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taken under headnote 2(i) if he finds, owing to changed circumstances,
that a modification in the duty rate or quota is required or appropriate
to give effect to the interests of domestic producers and affected GATT
contracting parties.

. There is no expiration date for the President’s authority to act under
headnote 2(ii) now that he has acted under the authority of headnote 2(i)
unless Congress enacts specific legislation substantially equivalent to
title II of the Sugar Act of 1948, in which event the original concession
rates would be restored. Congress could at any time enact legislation
revoking the President’s authority under headnote 2 and establishing any
rate of duty and/or quota limitation deemed appropriate.

Reversion to the statutory rates or other restrictive action by the
President pursuant to headnote 2 could not reasonably be considered a
nullification or impairment of benefits derived from a trade agreement.
Because headnote 2 was part of the 1950 Annecy and 1951 Torquay Protocols
and was repeated in the 1967 Geneva Protocol, use of the provisions under
headnote 2 would have been within the reasonable expectation of the parties.
Indeed, the headnote 2 provisions were conditional limitations that formed
part of the negotiated package whereby U.S. trading partners received the
present column 1 rates.

In addition, the imposition of quotas under the terms of headnote 2
cannot be deemed a violation of article XI of the GAIT, which places
limitations on the imposition of quantitative import restrictions by con-
tracting parties, notwithstanding that such action may not be within the
specified exceptions in article XI. The contracting parties accepted
the headnote, thereby acknowledging the right reserved to the United
States to change rates of duty and impose quotas during any lapse in U.S.
sugar legislation, despite any provisions of the GATT generally prohibit-
ing quantitative restrictions.

On November 16, 1974, the President signed Proclamation 4334, which,
pursuant to headnote 2, subpart A, part 10, of schedule 1 of the TSUS,
applied the then-current column 1 rates of duty for items 155.20 and
155.30, thus negating any reversion of the rates of duty for the column 2
rates with the expiration of sugar-quota legislation on December 31, 1974.
In addition, the proclamation modified the subpart mentioned above by
adding a new headnote 3, which reads in part as follows:

The total amount of sugars, sirups, and molasses described

in items 155.20 and 155.30, the products of all foreign countries,
entered in any calendar year shall not exceed, in the aggregate,
7,000,000 short tons, raw value. 1

In its announcement, the White House indicated that this action was
intended to avoid an increase in the tariff on imported sugar after
December 31, 1974, which ultimately would have resulted in higher prices
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of sugar to consumers. To ineet the requirement of headnote 2, quota
limitation was needed, but the 7-million-short-ton quota was believed to
be high enough to be inoperative as a limitation on imports. The quotas
for sugar imports in 1974 under the Sugar Act amounted to about 6.7
million short tons, raw value, but only about 6 million tons was imported.

The quota of 7 million short tons, raw value, proclaimed by the
President is for raw and refined sugar, liquid sugar, and certain sugar
sirups, as defined in items 155.20 and 155.30. The global quota is
applicable to imports from all countries. The proclamation included
methods for determining‘the raw value of sugar for the purposes of this
quota, which differed somewhat from the methods specified in the Sugar

Act.

On September 21, 1976, the President signed Presidential Proclamation
4463, which, pursuant to headnote 2, subpart A, part 10, of schedule 1 of
the TSUS, modified the column 1 rates of duty for items 155.20 and 155.30
by increasing the duty to the same rates provided in column 2. For sugar
testing 96 degrees (raw value) through polariscopic testing, this was an
increase from 0.625 cent per pound to 1.875 cents per pound. The proclama-
tion made no change in the 7-million-short-ton quota and did not affect
the duty-free treatment of sugar from designated beneficiary countries
under the Generalized System of Preferences.

On October 4, 1976, the President signed Presidential Proclamation
4466, which provided for modification of proclamation 4463 regarding
tariffs on certain sugars, sirups, and molasses. The President amended
the effective date of the tariff increase in Proclamation 4463 so that
the provision would not be effective with respect to articles exported to
the United States before 12:01 a.m., e.d.t., on September 21, 1976, pro-
vided that such articles were entered or withdrawn from warehouse for con-
sumption on or before November 8, 1976. This was in order to alleviate
hardships which might result from the sudden increase in the rate of duty
with respect to such goods.

Since sugar imports are contracted for in advance of delivery, some
importers would certainly have suffered a hardship from the sudden increase
in duty. In fact, one large sugar—-importing firm did go bankrupt, in part
as a result of the sudden increase in duties. However, depending on the
pricing terms of such contracts, the change in the effective date may have
provided some importers with substantial windfall profits and saved other
importers from serious losses.

On November 11, 1977, Presidential Proclamation 4539 raised the
column 1 rates of duty for TSUS items 155.20 and 155.30 to 50 percent
above the column 2 (statutory) rates of duty pursuant to headnote 2.
Pursuant to general headnote 4(b), the column 2 rates of duty were raised
to the same level as in column l. This was the maximum duty increase
allowed under the President’s authority to increase duties pursuant to
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the TEA (the authority under which headnote 2 as a trade agreement was
negotiated). Imports of sugar exported or contracted for prior to
November 11, 1977, and entered on or before January 1, 1978, were
exempted from the duty increase.

Alternative sweeteners.—The TSUS also prcvides for other sweeten-
ing agents. The following discussion covers ‘the tariff treatment of
molasses, maple sugar products, corn sugar products, honey, and miscel-
laneous sweeteners.

Sugar, sirups, and molasses, derived from sugar cane or sugar beets,
not principally of crystalline structure and not in dry amorphous form,
containing soluble nonsugar solids (excluding any foreign substance that
may have been added or developed in the product) equal to over 6 percent
by weight of the total soluble solids are classified in items 155.35
and 155.40. 1/ 1If these articles are imported for human consumption or
for the commercial extraction of sugar, they fall in item 155.35; all
other imports are classified under item 155.40. The column 1 rate for
item 155.40 is 0.012 cent per pound of total sugars; the column 2 rate
is 0.03 cent per pound of total sugars. Because the rate of duty for
item 155.40 is nearly negligible in relation to the costs of chemical
testing for total sugars, the Customs Service only makes spot checks on
the reported total sugars in imports of molasses. The ad valorem equiva-
lents of the rates of duty on molasses are generally very low—in 1976,
about 1 percent for item 155.35 and about 0.3 percent for item 155.40.

Maple sugar is classified under item 155.50 and is free of duty in
column ! and dutiable at 6 cents per pound in column 2. Maple sirup is
classified under 155.55 and is free of duty in column 1 and dutiable at 4
cents per pound in column 2.

Dextrose is classified under item 155.60 and dextrose sirup, under
item 155.65. The latter item covers glucose sirup, including corn sirup
and glucose sirup derived from other starch sources, and high-fructose
sirup. Items 155.60 and 155.65 both have column 1 rates of duty of 1.6
cents per pound and column 2 rates of 2 cents per pound.

Honey is classified under item 155.70 and is dutiable in column 1 at
1 cent per pound and in column 2 at 3 cents per pound. On June 29, 1976,
the Commission reported to the President its determination, findings, and
recommendations in an investigation on imports of honey (No. TA-201-14) under
section 201 of the Trade Act. The Commission found that increased imports
of honey constituted a threat of serious injury to the domestic honey
industry, thereby entitling it to import relief., The Commission recommended
to the President import relief in the form of a tariff-rate-quota system
which would have allowed 30 million pounds of honey to be imported each

1/ The rates of duty for products of Cuba, TSUS items 155.36 and 155.41,
are suspended, and imports from that country are embargoed.
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year into the United States at the current tariff of 1 cent per pound.

All imports exceeding that amount in any given year would have been sub-
ject to an additional tariff of 30 percent ad valorem during the first 3
years after the relief became effective. During the fourth year, the addi-
tional tariff would have decreased to 20 percent ad valorem, and during the
fifth year it would have decreased to 10 percent ad valorem. The relief
would have terminated at the end of the fifth year. On August 28, 1976,
the President determined that import relief for commercial producers of
honey was not in the national economic interest of the United States.

Lactose is classified under item 493.65 and is dutiable in column 1
at 10 percent ad valorem and in column 2 at 50 percent ad valorem.
Levulose (fructose) is classified under item 493.66 and is dutiable in
column 1 at 20 percent ad valorem and in column 2 at 50 percent ad
valorem.

Sugars, sirups, and molasses, derived from sources other than sugar
cane or sugar beets (for example, sweet sorghum or palm hearts), are
believed to be classifiable under item 798.00. Item 798.00 covers any
article not provided for elsewhere in the TSUS and requires that that
article be chargeable with the same duty as an enumerated article most
resembling it as to use. Such articles would be dutiable at the same
rates of duty as sugars, sirups, or molasses, derived from sugar cane or
sugar beets (C.I.E. 452162 dealing with classification of palm sugar).

Generalized System of Preferences.—Sugar classified under TSUS item
155.20 was designated as an eligible article for GSP duty-free treatment.
The granting of GSP treatment has complicated the U.S. sugar import
situation. Title V of the Trade Act of 1974, which provides for the
Generalized System of Preferences, states (in sec. 504):

(c) (1) Whenever the President determines that any country—
(A) has exported (directly or indirectly) to the

United States during a calendar year a quantity of
an eligible article having an appraised value in
excess of an amount which bears the same ratio to
$25,000,000 as the gross national product of the
United States for the preceding calendar year, as
determined by the Department of Commerce, bears to
the gross national product of the United States for
the calendar year 1974 . . . .

then, not later than 60 days after the close of such calendar

year, such country shall not be treated as a beneficiary

developing country with respect to such article . . . .

(2) A country which is no longer treated as a bene-

ficiary developing country with respect to an eligible

article by reason of this subsection may be redesig-

nated « + + o if imports of such article from such

country did not exceed the limitations in paragraph (1)

of this subsection during the preceding calendar year

(19 U.S.C. 2464(c)).
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More countries have exceeded the competitive-need criterion for sugar
than for any other article eligible for GSP treatment, partly because of
the very high prices for sugar that prevailed in 1974 and 1975. However,
the list of countries that exceed the competive-need criterion changes
évery year, causing a continuing problem of whether to reinstate countries
for eligibility for GSP treatment for sugar imports (table 1). Effective
March 1, 1976, two countries, Mexico and Guatemala, were reinstated as a
result of imports below $26.6 million in 1975. However, although several
countries--Argentina, Brazil, Republic of China, Colombia, Guyana, Jamaica,
Panama, and Thailand--did not exceed the competitive-need criterion of $29.9
million in 1976, none of these countries were reinstated in 1977. On the
basis of 1977 imports, Nicaragua, E1 Salvador, Panama, the Republic of China
Jamaica, Guyana, India, and Thailand are eligible for reinstatement in 1978,
but have not been reinstated.

One result of GSP treatment for sugar has been some shifting among
sources of U.S. sugar imports, with import levels from GSP suppliers
increasing and imports from suppliers not eligible for GSP decreasing
except among the largest suppliers. In addition, there is evidence that
some suppliers are timing their exports of sugar to the United States
so as to take advantage of GSP treatment. If reinstatement for GSP
were automatic, it is conceivable that a country could go on and off
the eligible list for sugar every other year yet ship the vast majority
of sugar duty free. In 1976, about 17 percent of U.S. imports were from
GSP suppliers. In 1977, a similar percentage was anticipated until the
surge of imports occurred in December. As a result, GSP suppliers
accounted for only 13 percent of U.S. imports (table 2).
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