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«The United States calculated its above-quota tariff rate in the manner dictated by the
URA. These tariff levels are totally WTO consistent, and are dropping by 15% over the
6-year transition period, as we promised they would in the Uruguay Round. This duty is
frozen in the year 2000 and must not be reduced further until foreign countries have
complied with their URA requirements, as the U.S. has done.

Playing Field Lower, But Not More Level. The URA's formula-based approach called
for across-the-board percentage reductions, regardless of the original level of price
support, import barrier, or export subsidy. Countries with the most egregious barriers can
maintain their advantage throughout the transition process. For example, if one country’s
price support were 40% higher than another’s, and both reduced by the URA-mandated
20%, the 40% advantage would remain in place -- the playing field has been lowered, but
not leveled.

Furthermore, the United States far surpassed its URA commitments, unilaterally
dismantling its already minimal commodity program in the 1996 Farm Bill, while many
other nations with higher levels of government intervention have yet to even minimally
comply. This has tilted the playing field even further to the disadvantage of efficient
American farmers.

Formula Driven Trade Strategy. For the many reasons outlined above, the rigid,
formula-driven, or “one-size-fits-all,” approach for trade concessions does not work for
agriculture in general, or for sugar in particular. Pursuing this approach would: 1) Fail to
reduce the gap in supports between countries -- lowering the playing field, but not
leveling it; 2) Again give developing countries virtually a free ride; 3) Further diminish
U.S. negotiating leverage, which was severely reduced through ouf unilateral concessions
in the 1996 Farm Bill.

To date, U.S. agriculture has led the world in trade barrier reductions and we are
disadvantaged as long as the rest of the world fails to follow our example.

Special Import Safeguards. The URA did provide some special import safeguards for
sugar in the event of a world price collapse. Such a price collapse has occurred -- current
world prices are at a 14-year low of less than 5 cents -- and these price-triggered
safeguards are proving valuable to prevent dump market sugar from entering the U.S.
market. These safeguards must be retained, and should be strengthened, in the next trade
round.
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SUGAR AND THE NAFTA

The ASA is concerned that before the United States embarks on another multilateral trade
round we must be cognizant of serious problems that remain with our primary regional
trade agreement, the North American Free Trade Agreement (NAFTA). Evasion of
NAFTA rules and violation of international trade rules by our North American tding
partners have left many American sugar producers with a distrust of trade agreemenis and
a serious reticence about entering into new ones.

Canada. Sugar trade between the United States and Canada, which imports about 90%
of its sugar needs, was essentially excluded from the NAFTA. U.S.-Canadian sugar trade
is governed mainly by the U.S.-Canada Free Trade Agreement and by the WTO.

Currently, entrepreneurs based in Canada are threatening the integrity of U.S. sugar
policy by circumventing the tariff-rate quota with a new product referred to in the trade as
“stuffed molasses” -- a high-sugar product not currently included in U.S. sugar TRQ
classifications. USDA has estimated imports of this product could add about 100,000
tons of non-quota sugar to the U.S. market per year. That amount could grow if this
loophole is not closed, further harming U.S. sellers of refined sugar and possibly
threatening the no-cost operation of U.S. policy.

Mexico. Mexico had been a net importer of sugar for a number of years prior to the
inception of the NAFTA. Nonetheless, the NAFTA provided Mexico with more than
three times its traditional access to the U.S. sugar market during the first six years, 35
times its traditional access in years 7 - 14, and virtually unlimited access thereafter. The
NAFTA sugar provisions are summarized on the attached table (Attachment D).

These provisions were negotiated by the U.S. and Mexican governments and contained in
President Clinton’s NAFTA submission to the U.S. Congress, which Congress approved
in November 1993. The sugar provisions, as altered from the original NAFTA text, were
critical to the narrow Congressional passage of the NAFTA.

Nonetheless, Mexico is now undermining the integrity of the NAFTA by claiming the
sugar provisions are somehow invalid. This questioning by Mexico has bred deep
feelings of distrust in trade agreements among many American sugar producers.

In addition, Mexico has not complied with a NAFTA requirement to phase out its tariffs
on U.S. high-fructose corn syrup (HFCS). Instead, Mexico raised its tariffs on HFCS
imports to levels approaching 100%. Mexico may also be violating international trade
rules by sanctioning a restraint of trade agreement among Mexican sugar producers and
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soft drink bottlers to slow the pace of substitution of HFCS for sugar in Mexican soft
drinks. (The ASA has filed a paper with USTR on this subject, “Initiation of Section 302
Investigation on Mexican Practices Affecting High Fructose Corn Syrup,” June 19, 1998.

SUGAR AND THE FTAA

FTAA countries are already major beneficiaries under the current system -- 65% of the
U.S. tariff-rate quota (TRQ) for sugar is imported from FTAA countries. When Mexico’s
access increases to 250,000 metric tons in fiscal year 2001, TRQ imports from FTAA
countries will represent 81.3% of the total.

Current U.S. import policy under the Uruguay Round and NAFTA access commitments
provide our foreign sugar suppliers guaranteed access to the U.S. market and a guaranteed
share of the import quota at the U.S. price, rather than the world dump price, with no, or
minimal tariffs.

Inherent problems exist when entering into a free trade agreement with a developing
country, as has been the experience with Mexico in the NAFTA. According to the World
Bank, 31 of the 34 FTAA countries are classified as developing countries. (The Bahamas,
Canada, and the U.S. are developed.) Here are some of the underlying problems:

Exchange Rates. Currencies of major exporters in the region have proven to be
extremely unstable, which directly threatens other FTAA producers and competitors. The
Brazilian real and Mexican peso have experienced dramatic devaluations, which would
have direct and substantial consequences for American farmers and processors under a
free trade agreement. To date, we have seen no legitimate attempt to address this
problem.

Labor and Environmental Standards. Labor and environmental standards are
substantially higher in the U.S. than most other FTAA countries. For example, child
labor and forced labor are prevalent in Brazil. Additionally, whatever minimal standards
may exist in the developing world, there is little evidence of actual compliance with those
standards, particularly in rural areas. Incentives must be created to raise labor and
environmental standards to higher U.S. levels.

Monitoring. Many developing countries either lack the ability or desire to provide data
to verify their compliance with the terms of an agreement. The ability of the U.S. to
monitor whether the country is in compliance with the agreement is severely limited due
to the lack of reliable data.
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Compliance. There have been problems with the lack of compliance or the inability to
bring trading partners into compliance in a commercially timely manner. This has clearly
been the case with Mexico's high duties against U.S. high fructose corn syrup and
Mexico’s questioning of the validity of the sugar provisions of the NAFTA.

Lack of Harmonized Tariff. The lack of adequate border controls in developing
countries can have an indirect effect on the U.S. market. Many FTAA countries have
lower ad valorem import tariffs on sugar that are bound in the WTO and cannot be
harmonized with the higher U.S. and Mexico tariff level. Those countries with lower
tariff levels can be avenues for non-FTAA exporters to export into the FTAA.

Border Control: Circumvention, Substitution and Transshipment. As long as the U.S.
has the strongest currency, the greatest demand, and the highest support level in the
hemisphere, there will be inherent problems with circumvention, substitution, and
transshipment. This is evidenced by the fact that the U.S. can't even effectively control
our own borders, as evidenced by the circumvention of the TRQ by stuffed molasses.

Brazil. All FTAA countries will have to protect their domestic industries against Brazil,
which has massive internal supports through its alcohol program and a substantially
devalued currency.

Conclusion. The U.S. sugar industry believes that the problems outlined above pose a
serious threat to efficient U.S. sugar producers. The only way to respond to this threat
and protect the integrity of the no-cost U.S. sugar policy is to operate the sugar tariff-rate
quota on a needs basis with an adequate second-tier tariff. No more sugar should be
imported to the U.S. market than the market needs. To do otherwise will destroy the U.S.
sugar program and industry.

ustr.5-99





[image: image5.png]L6/L-TUONYRU-Y Y

uondwnsuod SOAH
pup uondwnsuod Jegns Jo wns
oy} snuiw uononpoid 1e3dng

weg

pa1ojop uoisiaoad sy,

183K yoes ‘7w ()0 ‘0sz o1 dn
‘uononpold snjdins uesIxaN

owieg

sweg

swes

YALLAT AdIS
4 INTWHOVLLYV

uondwnsuod
1e3ns snuiw uonjonpoad ie3ng

UIewal uIgLIo Jo Ssafna Ssjjiie)
[euro)xs ‘spoddns [euajur owres |
“oyIBW UOWIWIOD UBDIXIA - "S'()

uononpoid snjdins uedIxaN jiy

Jeok .>o=:o %011 ‘$1-8 SIBIA
W 000°0ST L 189X

OM.L Jo areys  Anunod
19Y)0,, 10 )W §¢7°L JO 19jearn

Jw 000°6T

OU.L Jo areys  Anunod
19Y)0,, 10 Jw §GT°L JO 19)8aIN)

VLAVN 'TVNIDIMO

uoniuLa( 1Idmpo.ad snjding

(8007) ST 1w

SIBIA 2411NJ3SUOD
omy 19onpoid snjdins 0dIXIA

129K auo 319onpoid snjdins 00X

19onpoid snjdins jou 01X

(L0-0007) ¥1 - L s1ed)X

1oonpoid sndins 0IXa]\

19onpoid snjdans jou 001X

(66-7661) 9 - I S1BIX
SSADIV





[image: image6.png]Cents per pound, raw value

: ATTACHMENT A
"World Price” for Sugar:

Only Half World Average Cost of Producing Sugar
(1984/85 - 1994/95)

a 18.04
18 -
16 -
14
12 S
10 - 9.46
m 4
@ .
b .
2 -
0 1 )
Average ‘World
"World | Average
. Price"* Production

Cost**
* Naw York #11, f.o.b. Caribbean. Source: USDA

**“A World Survey of Sugar and HFCS Field, Factory and Freight Production Costs: 1997 Report"
LMC Interinational Ltd., Oxford, England

wid$vscop2-98




