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INTRODUCTION

Thank you for the opportunity to participate in this important hearing. I am Jack Roney,
Director of Economics and Policy Analysis for the American Sugar Alliance (ASA). The
ASA is the national coalition of growers, processors, and refiners of sugarbeets,
sugarcane, and corn for sweetener.

The ASA has long endorsed the goal of global free trade because.U.S. sugar and comn
sweetener producers are efficient by world standards and would welcome the opportunity
to compete on a genuine level playing field. Until that free trade goal is achieved,
however, the United States must retain at least the minimal sugar policy now in place to
prevent foreign subsidized, dump market sugar from unfairly displacing efficient
American producers. This policy was substantially modified by Congress in the 1996
Farm Bill, but remains highly beneficial to American taxpayers and consumers.

While the ASA supports the goal of free trade, we have serious concerns about past
~agreements and about the structure of future multilateral or regional trade agreements.
Listed below are our specific recommendations regarding negotiations of the World
Trade Organization and the Free Trade Area of the Americas, followed by some
background on the United States’ role and standing in the world sugar economy and our
evaluation of the effects of past multilateral and regional trade agreements on the world
sugar market and on our industry.
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U.S. agriculture is extremely vulnerable as we approach the next trade round. If we are
reckless, we risk converting American agriculture into a Rust Belt. If we negotiate
carefully and rationally, however, there is enormous potential for responsible American
producers to compete and prosper in a genuine free trade environment, free from the need
for government intervention.

RECOMMENDATIONS FOR FUTURE WTO NEGOTIATIONS

The 1999 World Trade Organization (WTO) Ministerial will play a pivotal role in
establishing the scope, parameters, and goal of the next multilateral trade round. Shaped
by our experience and by the specific failures of past agreements, described later in this
paper, the following are the ASA’s recommendations for the Ministerial.

L. Compliance. Compliance with past agreements, in particular, the Uruguay Round
Agreement (URA) of the WTO and the North American Free Trade Agreement
(NAFTA), must be achieved before the United States forges any new agreements.
The United States, and any other country that has surpassed its URA
commitments, should be given credit for doing so before being required to make
further cuts in the next trade round.

2, Catch-up. The United States must not reduce its support for agricultural
programs, particularly for import-sensitive crops such as sugar, any further until
other countries have reduced their support to our level.

3. Export subsidies/STE’s.  Elimination of export subsidies, the most trade
distorting of all practices, and of state trading enterprises (STE’s), which were
ignored previously, must be given top priority in the next trade round.

4, Labor and environmental standards. The wide gap in labor and environmental
standards between developed and developing countries must be taken into account
in the next trade round, to provide both incentives and penalties that ensure global
standards rise to developed-country levels, rather than fall to developing-country
levels. Nearly three-quarters of the world’s sugar is produced in developing
countries.

5. = Negotiating strategy. A flexible, request/offer type of negotiating strategy must
be followed in the next trade round, rather than a rigid, across-the-board, formula
approach. Only in this manner can we address the huge disparities in supports
among nations and turn the United States’ unilateral concessions to our advantage.
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We must provide foreign countries the incentive to reduce their government
programs by promising to reduce ours further when, and only when, they have
eliminated their export subsidies and STE's, and reduced their internal support and
import tariffs to our levels.

RECOMMENDATIONS FOR THE FTAA NEGOTIATIONS

In addition to our WTO recommendations, we have some specific recommendations for
with regard to negotiation of the Free Trade Area of the Americas (FTAA).

L.

Compliance. The United States should not reduce its government programs any
further until other countries have complied with their Uruguay Round

- commitments and have reduced their programs to our level. Nor should the United

States agree to expanding the NAFTA to the rest of the hemisphere until Mexico
complies with the NAFTA.

Labor and environmental standards. The wide gap in labor and environmental
standards between developed and developing countries must be taken into account
in the FTAA, and addressed in a manner that ensures foreign standards rise to U.S.
levels, rather than providing an advantage to developing countries with despicable
labor and environmental standards.

Special consideration. Because of the uniqueness of the world sugar market and
the huge differences between the U.S. sugar economy and the economies of
developing nations that dominate the potential FTAA, sugar should receive special
consideration, as it did in the NAFTA.

"Needs based" import policy. The United States must maintain a "needs based"
import policy for sugar and certain sugar containing products. No more sugar
should be imported into the U.S. market than the market needs. The only way to
sustain an efficient domestic sugar industry against the predatory trade practices of
foreign governments and producers without cost to the American taxpayer is to
balance U.S, supply and demand through the proper administration of a tariff rate
quota. The U.S. already has bound access commitments under the NAFTA and
Uruguay Round agreements that may meet or exceed its needs.

Second-tier tariff. The second-tier tariff on sugar and certain sugar containing ..
products must be maintained to respond to the multitude of distortions in the
global sweetener industry and market. The second-tier tariff must only be reduced
as part of a comprehensive agreement that eliminates export subsidies and other
predatory trade practices under the WTO negotiations. There is precedence for
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maintaining a second tier tariff on sugar in a free trade agreement, as is the case in
the Canada-U.S. Free Trade Agreement.

6. Safeguards. The U.S. sugar industry would support both a general safeguard for
all products and a special safeguard provision for agricultural products. A special
safeguard should have automatic triggers for implementation. Without triggers, an
injury requirement likely would be required. Proving injury is generally an
expensive proposition, and the time involved can lead to crippling damage before
relief is afforded. .

Under an automatic trigger approach, injury to a domestic industry is implicit.
This should provide more immediate relief to an industry, avoiding protracted
processes that are common to general safeguard procedures. The trigger structure
should be based on price and/or volume to provide the appropriate level of
protection against injurious imports.

The U.S. sugar industry will adamantly oppose and actively work against any FTAA
agreement in which access to the U.S. sugar market is not a "needs based policy” or that
reduces the second-tier tariff ahead of the WTO schedule.

BACKGROUND ON U.S. SUGAR INDUSTRY, POLICY

Size and Competitiveness. Sugar is grown and processed in 17 states and 420,000
American jobs, in 40 states, are dependent, directly or indirectly, on the production of
sugar and corn sweeteners. The industry generates an estimated $26.2 billion in

e

sugarbeets, the remainder from sugarcane. More than half our caloric sweetener
consumption is in the form of corn sweeteners. '

The United States is the world’s fourth largest sugar producer, trailing only Brazil, India,
and China. The European Union (EU), taken collectively, is by far the world’s largest
producing region. It benefits from massive production and export subsidy programs.

Sugar is an essential food ingredient and the U.S. sugar producing industry is highly
efficient, highly capitalized, and technologically advanced. It provides 260 million
Americans most of sugar they demand, in 45 different product specifications and with
“Just-in-time” delivery that saves grocers and manufacturers storage costs.

Roughly 15-20% of U.S. sugar demand is fulfilled by duty-free imports from foreign
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countries, making the U.S. one of the world's largest sugar importers. Many of the 41
countries supplying our sugar are developing economies with fragile democracies and
they depend heavily on sales to the United States, at prevailing U.S. prices, to cover their
costs of production and generate foreign exchange revenues.

Despite some of the world’s highest government-imposed costs for labor and
environmental protections, U.S. sugar producers are among the world’s most efficient.
According to a study released in 1997 by LMC International, of England, and covering
the 6-year period ending in 1994/95, American sugar producers rank 19th lowest in cost
among 96 producing countries, most of which are developing countries. According to
LMC, fully two-thirds of the world’s sugar is produced at a higher cost per pound than in
the United States.

During the last three years studied, 1992/93-94/95, the United States became the lowest
cost beet sugar producer in the world. American corn sweetener producers are also the
~lowest cost of all caloric sweeteners in the world, and always have been the lowest cost
producer of corn sweetener.

Because of their efficiency, American sugar farmers would welcome the opportunity to
compete against foreign farmers on a level playing field, free of government subsidies
and market intervention. Unfortunately, the extreme distortion of the world sugar market
makes any such free trade competition impossible today.

World Dump Market. More than 100 countries produce sugar and the governments of
all these countries intervene in their sugar markets and industries in some way. The most
egregious, and most trade distorting, example is the EU. The Eufopeans are higher cost
sugar producers than the United States, but they enjoy price supports that are 40% higher
than U.S. levels -- high enough to generate huge surpluses that are dumped on the world
sugar market, for whatever price they will bring, through an elaborate system of export
subsidies.

World trade in sugar has always been riddled with unfair trading practices. These
practices have led to the distortion in the so-called “world market” for sugar. These
distortions have led to a disconnect between the cost of production and prices on the
world sugar market, more aptly called a “dump market.”" Indeed, for the period of
1984/85 through 1994/95, the most recent period for which cost of production data are
available, the world average cost of producing sugar is over 18 cents, while the world
dump market price averaged barely half that -- just a little more than 9 cents per pound
raw value. (See Attachment A.)




