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THE WHITE HOUSE
WASHINGTON

April 28, 1977

- The Vice President
Stu Eizenstat
Hamilton Jordan
Frank Moore
Jack Watson
Z. Brzezinski
Robert Strauss
Tim Kraft

Re: Sugar Policy

The attached was returned in the
President's outbox and is forwarded
to you for your info rmation and
appropriate action.

Rick Hutcheson
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THE WHITE HOUSE

WASHINGTON

Mr. President:

Tim Kraft's office points out a
problem of timing in making this
decision before the Summit.

Although Stu and Strauss urge you
to make the decision before the
Summit, Kraft points out that your
preparation time is already
severely limited.

In addition to the time it will

take for you to make the decision,

NSC points out that you have agreed

to meet with Latin American ambassadors
before any decision is announced.

Comments from the Vice President,
Strauss and Jack Watson on Stu's
memo are attached.

---Rick
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for Preservation Purposes

|
B
i
)




THE FRESIDLNT HAS SELN, J;yét
]
THE WHITE HOUSE f

WASHINGTON l’

R April 23, 1977 /A m
é@r‘ ;21"‘
3!
: MEMORANDUM FOR: THE PRESIDENT
i FROM: STU EIZENSTAT %
4 LYNN DAFT
SUBJECT: Sugar Policy

. By May 16, 1977 you must decide whether import relief
e for the domestic sugar industry is in the national eco-
i nomic interest and, if it is, what form of relief you
will proclaim.

BACKGROUND

The U.S. Sugar Industry. Historically, the U.S. has
produced 50 to 60 percent of its own sugar needs, im-
porting the remainder from various countries in Latin
America (56%), Asia and Oceania (33%), and Africa (5%).
Sugar beets are produced on about 12,000 farms with
production concentrated in California, Michigan, Idaho,
and Colorado. Sugar cane is produced on 1,400 units, most
of them in Hawaii, Florida, and Louisiana. Of U.S. sugar
i production, beets account for 60 percent, cane 40 percent.
Costs .of production vary greatly from region to region
with the lowest costs generally found among Minnesota beet
: producers and the highest costs for Louisiana cane pro-
a duction. The USDA estimates that efficient units in this
' country can produce at 13.5 cents per pound of raw sugar.

Competition from corn sweeteners has increased markedly in
recent years, particularly with the development of high
fructose corn syrup (HFCS). Corn sweeteners now account
for nearly 25 percent of the U.S. sweetener market, up from
15 percent in 1970. Given the relatively low production
costs of corn sweeteners (about 10 cents per pound for
HFCS), their share of the U.S. market is expected to con-
tinue increasing.




The Economic Setting. Sugar prices peaked in November 1974
at 64 cents per pound. This price explosion had its roots

in the high world price of 1963 which brought on excessive
world production and low world prices from 1965-68. Though
the price began to climb in 1969, production did not
adequately respond and world sugar consumption exceeded
production each year between 1970 and 1972. The record high
prices of 1974 stimulated a significant increase in U.S.
acreage devoted to sugar beets the following year. This
resulted in a much larger domestic crop in 1975 and 1976.
This, plus increased beet and cane production in other
countries around the world, caused sugar prices to tumble.

In late 1976, the world price fell below 8 cents. Since these
prices are at or below the cost of production for many of the
world's sugar producers, production plans this year have been
scaled down. The April 1 planting intentions report for the
U.S. shows a 12 percent drop from 1976 sugar beet plantings.
This, coupled with a drop in the forecast Soviet crop and
expectations for an international sugar agreement, have
caused market prices to rebound. New York spot prices for
raw sugar fluctuated between 13.0 and 13.5 cents this past
week. Futures prices for the next 18 months are holding
relatively constant at about this level.

There are two long-run economic problems facing the U.S.
sugar industry: One is the high degree of world market price
instability that has historically led to the "boom or bust"
cycles just described. The other is a continuing need for
resource adjustment made necessary by the development of new
technologies (e.g., liquid HFCS. . . and a granulated HFCS

is probably not far off) and increasing competition from
foreign sugar producers.

Policy Setting. For over 40 years, the Sugar Act protected
U.S. sugar producers from foreign competition through
restrictive country-by-country import gquotas. This authority
expired in December 1974, in the midst of rising sugar prices.
When the Sugar Act expired, the U.S. adopted a non-restrictive
quota of 7.0 million short tons and a 0.625 cent per pound
tariff., With sugar prices falling throughout most of 1975

and 1976, pressures mounted within the industry to reinstitute
some form of protection. In response, the Senate Finance
Committee on September 17, 1976 requested an International




Trade Commission (ITC) escape clause investigation. A few
days later President Ford increased the tariff to 1.875
cents per pound. In addition, the American Farm Bureau
Federation petitioned the Special Representative for Trade
Negotiations (STR) for the removal of sugar from the list
of articles eligible to receive duty-free treatment under
the Generalized System of Preferences (Gsp) .

The ITC reported to you on March 17, 1977 the results of
its investigation relating to sugar. Four of the six ITC
Commissioners found that the domestic sugar industry is
threatened with serious injury due to increased imports.
The recommendation of the ITC regarding import relief was
made by three Commissioners who recommended the imposition
. of an annual quota of 4.275 million tons of sugar for
calendar year 1977 and for each calendar year thereafter
up to and including 1981. The quota would be allocated
among supplying countries on a basis you determine to be
equitable.

Any decision, other than the remedy recommended by the ITC,

is subject to possible Congressional override, which would
force implementation of the ITC recommendation. There has
been considerable Congressional interest in this case.
Predictably, producer and consumer interests are on opposite
sides of the issue. Generally, however, Congressional corres-
pondence has favored some form of assistance for the sugar
industry.

In addition to reviews of the ITC report and the GSP
petition, which have been carried out by the Trade Policy
Staff Committee (TPSC), chaired by STR, the sugar question
has also been discussed on two occasions at the EPG. A
separate memorandum from the EPG is attached, as is a
memorandum from Secretary Bergland.

FUTURE POLICY RECOMMENDATIONS

In considering future sugar policy, it is useful to separate
those solutions that can have effect over the longer-term
from those that are more atuned to the immediate problems
facing the industry.



Longer-Term Solution. The EPG agreed that an International
Sugar Agreement (ISA) is the best long-term solution to the
problem of unremunerative U.S. sugar prices. An international
conference to negotiate a new ISA began on April 18. The
United States will be taking an active role in this conference
and will seek an agreement, including floor and ceiling
prices, that will enable U.S. domestic sugar price objectives
to be achieved. Since a year or more will be required to
negotiate and implement an ISA (even assuming the negotiations
go as well as expected), the EPG concluded that some form of
interim assistance should be provided to domestic producers.
It is this interim assistance to which the remainder of this
memorandum is devoted.

Interim Assistance. Neither the TPSC nor the EPG could
support a restrictive import quota system for sugar for the
following reasons:

® It would have an inflationary impact costing
consumers about $295 million for every 1 cent per
pound increase in raw sugar prices. )

° Quotas are inconsistent with our policy of world
trade liberalization. . . would invite retaliation
. . .and could jeopardize the success of ISA
negotiations now underway.

° Would depress world market prices for sugar,
adversely affecting the export earnings of a
large number of developing countries.

° By enhancing U.S. market price, would accelerate the
substitution of corn sweeteners for sugar.

Quotas are inefficient in delivering assistance
to domestic producers since U.S. producers would
receive only 55% of additional expenditures. . .
balance would probably take the form of windfall
profits to either domestic refiners or foreign
producers.
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Members of the EPG and the TPSC recommend that you take
the following actions:

° Deny import relief on grounds of the national ’é
economic interest (for the reasons noted above). -

° Provide income support payments to domestic . JHQL
producers pending negotiation and implementation ——
of an ISA.

This is similar to the system now used to support the
incomes of grain producers. Income support (deficiency
payments) would be provided to domestic producers to ensure
a price of at least 13.5 cents per pound. This can be

done under existing legislation. Although this option is
the least expensive in economic terms, it would involve a
budgetary outlay equal to about $120 million for each one
cent decline in the U.S. price below the 13.5 cents target.
As noted above, sugar prices in the U.S. have strengthened
recently in response to a number of bullish developments

in the market and are now in the range of 13 to 13.5 cents/lb,
though the trend could reverse.

Other advantages of this option are that it:

° Provides help to domestic producers while
avoiding import restrictions.

° Avoids windfall profits to importers or
foreign producers.

° Avoids distortions in market prices, thereby
not adding to food price inflation.

Disadvantages beyond budget costs include:

° A threatened attempt by representatives of sugar
farm workers and the corn sweetener industry to
block payments by court injunction. . . though we
are advised the legal authority to make such
payments exists. \

° Public criticism of the concentration of large
payments among producers and processors (the
production and milling of Hawaiian cane is
especially highly concentrated).
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This recommendation is supported by STR, Agriculture, State,
OMB, CEA, Commerce, Labor, Interior, Treasury, and Defense.
Though Agriculture had formerly supported a price support
loan program with an increased tariff and a nonrestrictive
guota, they now support this approach, provided the support
is set at 13.5 cents per pound. (The attached Bergland memo
is reflective of Agriculture's prior position.) OMB's first
choice would be "no action," but if assistance is to be
provided, they prefer this option. Also, our soundings on
the Hill indicate that this policy would be quite acceptable
to those representing sugar producing interests. It would
also be favorably received by foreign producers. /

wprove _ V. ]
o b

Disapprove &

The disadvantages of this approach could be mitigated by two
modifications, individually or in combination. Both were
discussed by the EPG and the TPSC and received general,
though not unanimous support. Neither is specifically
recommended in the attached memoranda, though we feel they
merit your consideration.

Modification #1: Limit the payment per pound to 2 cents.

This could be implemented under existing authority. It
would limit total budget cost to about $240 million, though
it would also limit protection of producer incomes. Should
‘the ISA negotiations fail, this modification would limit
budget exposure; if an effective agreement is successfully
negotiated, such a limit would be unnecessary. Since it
limits producer protection, the odds of a Congressional
over-ride would be increased by adopting this modification,
though not significantly. OMB, and CEA spoke in support of
this approach. The USDA would probably oppose it.

Appfove l/ L/ ;/M/ ‘/&
— e >
Disapprove /‘Mf“’f

Modification #2: Authority to provide graduated payments.

Under current authority, the Department of Agriculture can
not limit the amount of payment received by an individual
grower or processor. This modification would require new
legislation. Though we doubt that Congress will be willing
to provide such authority, an Administration proposal to
graduate payments would put us on record against very large

Electrostatic Copy Made
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payments and would shift the brunt of the responsibility

to the Congress. Any budget savings made possible by this
approach would probably not be large. Liberals would applaud
it. At the same time, it would be a slap against the Hawaiian
sugar industry which is highly concentrated. STR and USDA
spoke in support of this approach during EPG deliberations.

-V

Disapprove

Approve

GSP -- Status of Sugar

As noted, the American Farm Bureau has petitioned that sugar
be withdrawn from duty-free treatment for developing countries
under GSP. The TPSC has decided to turn down the petition
since imports of sugar entering under GSP account for a small
percentage of total imports and do not depress price levels

in the United States. Also, removal of sugar from GSP would
not be responsive to the interests of developing countries.

o N 77 5¢
e #

Concur

Do not concur

Eight countries that were ineligible for GSP for sugar in
1976 can be designated in 1977. They are Panama, Jamaica,
" Guyana, Columbia, Brazil, Argentina, Thailand, and the
Republic of China. If you concur with the above decision,
the TPSC will consider whether to recommend any of these
countries for designation.

We feel it would be wise to announce your overall decision
on sugar policy prior to the London summit. Assuming you
approve the position recommended above, it will enhance your
trade liberalization image.

Subsequent to your decision, STR will prepare: (1) an STR
press release announcing your decision; (2) a letter to the
Secretary of Agriculture directing the implementation of your
decision regarding a domestic sugar program; (3) a decision
memorandum that would be published in the Federal Register;
and (4) letters for your signature to the President of the
Senate and to the Speaker of the House of Representatives
reporting your decision to the Congress.
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THE VICE PRESIDENT




'MEMORANDUM \

OFFICE OF THE VICE PRESIDENT
WASHINGTON

April 26, 1977

MEMORANDUM FOR THE PRESIDENT
FROM: THE VICE PRESIDENT \)J
SUBJECT: SUGAR POLICY /

I would 1like to caution against labelling of any income
Support program which involves a 2 cent a pound universal
payment limitation as a 13.5 cent a pound income support
program for Sugar producers. Such a characterization would
be seen as misleading by Sugar producers and their

to attack the brogram. If you feel that the 2 cent a pound
payment limit ig needed, I would recommend that the policy be
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STRAUSS COMMENTS




THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON

MEMORANDUM FOR: Rick Hutcheson &  APR177

Staff Secretary g
1

FROM : Robert 8. Strauss

SUBJECT : Stu Eizenstat/Lynn Daft Memo 4/23/77
Re: Sugar Policy

In general I concur with substance of this memo as well
as with the EPG/TPSC recommendation supported by the majority
of the agencies. I also concur with the TPSC recommendation
that a decision to reject import relief measures be coupled
with a strong Presidential statement in support of the
International Sugar Agreement (ISA) negotiations. Such a
statement should give impetus to those negotiations and
could result in some further strengthening in sugar prices.
I also believe it would be useful domestically to announce
that the Administration will continue to closely monitor the
sugar situation along with a statement that successful con-
clusion of an ISA should make unnecessary further consideration
of unilateral measures by the United States. Such a statement
would underline the U.S. commitment to negotiation of a workable
ISA and provide an incentive to the participants to get on
with the negotiating effort.

I do have some problems with the way the modifications
to limit budgetary outlays are stated. I believe the memo to
the President should spell out under modification #1 the fact
that probably the only feasible way to limit budgetary outlays
would be through increasing tariffs. The President has
authority to do this under the Trade Expansion Act of 1962
(by about 1 cent/l1b.) or under Section 22 of the Agricultural
Adjustment Act (up to 50 percent ad valorem). I further
believe that the availability of this authority should not
be announced in the President's decision but rather retained
for use on a standby basis if market prices fall to a level
which would result in unacceptable budgetary outlays. Any
administrative attempt to limit payments to a maximum of 2¢
per pound would not work because this would expose processors




(through which the payments must be channeled) to the entire
risk of market fluctuations. Also while there was some dis-
cussion at the EPG about Seeking legislation for graduateqd
bayments (modification #2), I believe on the basis of sub-
Sequent reflection and sounding out of key members of Congress
that this is not a feasible option.

one. However, a delay of another week in announcing a decision
should not create any real problems.



WATSON COMMENTS
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WATSON COMMENTS

1. "I agree with the basic outline of the issues and
with the broposed actions, with one exception. It
is misleading to characterize "Modification #1"
(limitation of the support payment to 2¢ per pound)
as a "variation" of the 13.5¢ Support level. It
is actually a different pProposal - with, as Stqy

Suggests, the advantage of Precisely limiting budget
exposure.

2. "There is some advantage in waiting a while longer
before making any decision on the issue -~ to see what
Sugar prices do - "

~

NSC COMMENTS

Concur with Eizenstat.



TPSC REPORT




THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON

LIMITED OFFICIAL USE

April 20, 1977

MEMORANDUM FOR THE PRESIDENT

FROM: William B, Kelly, Jr./}/- @CZ

Acting Special Representative for Trade Negotiationsg

SUBJECT: Escape Clause Decision on Sugar

You must decide by May 1, 1977 (a statutory deadline)
whether import relief for the domestic sugar industry is in
the nationail economic interest and, if it is, what form of
relief you will proclaim (e.gq., quotas, higher tariffs).

The U.s. International Trade Commission (Us1iTC) reported
to you on March 17, 1977 the results of its investigation
under Section 201 (b) of the Trade Act of 1974 relating to
Sugar. Four of the six usiTC Commissioners found that the

including 1981 (1976 U.S. imports of Sugar were 4.66 million
tons). The quota would be allocateqd among supplying countries
Oon a basis determined by you to be equitable.

Any decision, Other than the remedy recommended by the
USITC, is subject to possible Congressional override, which

Predictably, producer and consumer interests are on opposite
sides of the issue. Generally, however, Congressional corres-
pondence has favored assistance for the Sugar industry.

LIMITED OFFICIAL USE
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In addition to the reviews of the USITC report and of
the Gsp issue, which have been carried out in the inter-

EPG. A separate memorandum reporting the EPG discussions on
Sugar policy has been sent to you. The EPG agreed that an
Internationai Sugar Agreement (ISA) is the best long-term
solution to the Problem of unremunerative U.§s. Sugar prices.
An internationajl conference to negotiate a new ISA began on
April 18. The United States will be taking an active role
in this conference ang will seek an agreement, including
floor and ceiling pPrices, that will enable U.S. domestic
sugar price objectives to be achieved, Since a year or more
will be required to negotiate and implement an ISA, the EPG
also considered that interim assistance easures should be
provided to domestic producers. The EPG could not Support a
restrictive import quota system for sugar,

Set for be
recommended by the Trade Policy Staff Committee (TPSC) at a
meeting held on April 20, 1977, The TPSC, acting on behalf
of the Cabinet-leve] Trade Policy Committee, has a Statutory
responsibility to make recommendations to You on import

Option 1 - 7he TPSC recommends the follow1ng:

a. Deny import relief on grounds of the national
economic interest.

b. Provide income Support payments to domestic
Producers pending negotiation ang implementation of an 1Isa.

Income sSupport (deficiency payments) would be pProvided
to domestic Producers to ensure a return of 13.5 cents per
pound. This coulg be done under existing legislation.
Although thig option is the least exXpensive in economic
terms, it could involve g3 budgetary outlay equal to about
$120 million for each one cent decline in the U.s. Price

recently in response to a number of bullish developments in
the market (reduced U.S. and U.S.S.R. Crop estimates ang PRC
purchases) ang are now in the range of 13 to 13.4 Cents/1b.

LIMITED OFFICIAI USE
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in the United States. In the event of a disastrous market
decline, you would retain the power to raise tariffs or to
restrict imports through quotas under other legislative
authorities and thereby limit potential budget outlays.

This recommendation is supported by the Office of the
Special Representative for Trade Negotiations, which chairs
the TPSC, the Departments of State, Commerce, Labor, Interior,
Treasury, and Defense.

The TPSC recommends that you determine that import
relief is not in the national economic interest for the
following reasons: (1) it would have an inflationary impact
on the economy costing consumers about $295 million for each
one cent per pound increase in sugar prices achieved either
through quotas or tariff increases; (2) it would encourage
increased investment and market penetration by substitute
sweeteners, particularly high fructose corn syrup (HFCS),
which can be produced at a lower cost (about ten cents per
pound) than most U.S. sugar; (3) negotiation of an inter-
national sugar agreement, if successful, would provide some
long-term assurance of greater stability in world prices
(imposition of import relief now would likely jeopardize the
success of those negotiations); (4) import relief would
adversely affect the export earnings of a large number of
developing countries, most of which are located in the
western hemisphere. This could further exacerbate already
difficult problems in the North/South dialogue.

The TPSC also recommends that you couple a decision to
reject import relief measures with a strong Presidential
statement in support of the ISA negotiations and that you
direct the Secretary of Agriculture to implement an income
support program to provide domestic producers a return of
13.5 cents per pound during the interim period pending the
successful conclusion of an ISA. It would also be useful to
announce your intention to continue to closely monitor the
sugar situation and your conviction that the successful con-
clusion of an ISA would make unnecessary further consideration
of unilateral measures by the United States.

Approve

Disapprove

LIMITED OFFICIAL USE
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Option 2 - The Department of Agriculture recommends the
following interim measures pending the negotiation of a new
ISA:

a. Immediate increase in the tariff on sugar;

b. Implementation of a price support loan program
at 13 cents per pound; and

c. Imposition of a "non-restrictive" quota at a
level of 4.6 to 4.8 million tons.

The Department of Agriculture believes that imposition
of higher tariffs and a "non-restrictive" quota pending
negotiation of a successful ISA would preclude the need for
government intervention or take-over of sugar stocks. The
Treasury would gain $100 million for each one-cent increase
in the tariff (compared with an outlay of $120 million for
each one cent under Option 1). Agriculture also believes
that this option is more acceptable to domestic producers
because it is less visible than the deficiency payment
program recommended in Option 1.

Approve

Disapprove

GSP -- Status of Sugar

The American Farm Bureau has petitioned that sugar be
withdrawn from duty-free treatment for developing countries
under GSP. The TPSC has decided to turn down the petition
since imports of sugar entering under GSP account for a
small percentage of total imports and do not depress price
levels in the United States. Also, removal of sugar from
GSP would not be responsive to the interests of developing
countries.

Concur

Do not concur

Eight countries that were ineligible for GSP for sugar
in 1976 can be designated in 1977. 1If you concur with the
above decision, the TPSC will consider whether to recommend
any of these countries for designation.

LIMITED OFFICIAL USE
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For your information I am attaching a copy of the TPSC
paper on which recommendations were based. Subsequent to
your decision this office will also prepare and forward to
you: (1) an STR press release announcing your decision;

(2) a letter to the Secretary of Agriculture directing the
implementation of your decision regarding a domestic sugar
program; (3) a decision memorandum that would be published
in the Federal Register; and (4) letters for your signature
to the President of the Senate and to the Speaker of the
House of Representatives reporting your decision to the
Congress.

Attachments

LIMITED OFFICIAL USE
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¢ K 4HE WHITE HOUSE

WASHINGTON

' : :MORANDUM
© DE® april 26, 1977 - MEM
L BOR ACTION: FOR INFORMATION: Midge Costanza
. . ) M Bob Lipshutz
The Vice President - Frank Moore

Jack Watson

- | Robert Strauss =~ “f"""fv"‘—‘(

FROM: Rick Hutcheson, Staff Secretery A

. A »
Hamilton Jordarxl_.a:“/l Leecd /Zbigniew Brzezinski

SUBJECT: Stu Eizenstat/Lynn Daft memo 4/23/77 re Sugar Policy.

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

DAY: Wednesday
DATE: April 27, 1977

ACTION REQUESTED:
-2 Your comments

Other:

STAFF RESPONSE:
| concur. " —— No comment.

Please note other comments below:

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the required
matenal please telephone the Staff Secretary lmmedletely (Telephone, 7052)
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Da?e: April 26, 1977 MF‘V[ORANDUM
FOR ACTION: _ FOR INFORMATION Midge Costanza

. . . . Bob Lipshutz ]
Jack Watson( ‘ Zplgnlew Brze21nsk1

Robert Strauss

1977 APR 26 PM 4 25
FROM: Rick Hutcheson, Staff Secretary '

. b .
SUBJECT: Stu Eizenstat/Lynn Daft memo 4/23/77 re Sugar Policy.

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

TIME: 5:00 P.M,

DAY: Wednesday

DATE: April 27, 1977

ACTION REQUESTED:

X _ Your comments
Other:

STAFF RESPONSE:
! concur,
Please note other comments below:
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THE SPECIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS
WASHINGTON

LA
LIMITED oFFIcTAL vsg 9T HR 71 M

April 20, 1977

MEMORANDUM FOR Mr. Stuart Eizenstat
Assistant to the President for
Domestic Affairs and Policy

FROM: William B. Kelly, Jr. m @@( ]

Acting Special Representative
for Trade Negotiations

SUBJECT: Sugar Escape Clause Recommendation
for the President

Attached are the recommendations of the interagency
trade organization to the President on the sugar escape
clause report submitted to him by the U.S. International
Trade Commission. These recommendations are submitted to
the President pursuant to the requirements of Section 242 (b) (1)
of the Trade Expansion Act of 1962, as amended, and have been
considered by the Economic Policy Group.

The deadline for a Presidential decision in this case
is May 16, 1977. This report has been prepared on an expe-
dited basis in response to White House requests.

Also included is a recommendation on the GSP status of
sugar.

Attachments

Copy to: Honorable W. Michael Blumenthal
Secretary of the Treasury

LIMITED OFFICIAL USE
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Date  »oril 26, 1977

The Vice Preside‘@
Hamilton Jordany
Jack Watson

Robert Strauss

FROM: Rick Hutcheson, Staff Secretary

A

l-;OR ACTION: ) _ FOR INFORMATION:

MEMORANDUM

Midge Costanza

Bob Lipshutz ]
Frank Moore
Zbigniew Brzezinski

SUBJECT: Stu Eizenstat/Lynn Daft memo 4/23/77 re Sugar'Policy.

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

TIME: 5:00 P.M,
DAY: Wednesday

DATE: April 27, 1977

ACTION REQUESTED:

_X _Your comments
Other:

STAFF RESPONSE:

Please note other comments below:

-/

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the required
material, please telephone the Staff Secretary immediately. (Telephone, 7052)

| concur. J__/_ No cominent.




THE WHITE HOUSE

WASHINGTON

April 23, 1977

MEMORANDUM FOR: THE PRESIDENT

FROM: “ STU EIZENSTAT 34%
LYNN DAFT

SUBJECT: -~ Sugar Policy

By May 16, 1977 you must decide whether import relief
for the domestic sugar industry is in the national eco-
nomic interest and, if it is, what form of relief you
will proclaim.

BACKGROUND

The U.S. Sugar Industry. Historically, the U.S. has
produced 50 to 60 percent of its own sugar needs, im-
porting the remainder from various countries in Latin
America (56%), Asia and Oceania (33%), and Africa (5%).
Sugar beets are produced on about 12,000 farms with
production concentrated in California, Michigan, Idaho,

and Colorado. Sugar cane is produced on 1,400 units, most
of them in Hawaii, Florida, and Louisiana. Of U.S. sugar
production, beets account for 60 percent, cane 40 percent.
Costs of production vary greatly from region to region
with the lowest costs generally found among Minnesota beet
producers and the highest costs for Louisiana cane pro-
duction. The USDA estimates that efficient units in this
country can produce at 13.5 cents per pound of raw sugar.

Competition from corn sweeteners has increased markedly in
recent years, particularly with the development of high
fructose corn syrup (HFCS). Corn sweeteners now account
for nearly 25 percent of the U.S. sweetener market, up from
15 percent in 1970. Given the relatively low production
costs of corn sweeteners (about 10 cents per pound for
HFCS), their share of the U.S. market is expected to con-
tinue increasing.
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The Economic Setting. Sugar prfces peaked in November 1974
at 64 cents per pound. This price explosion had its roots

in the high world price of 1963 which brought on excessive
world production and low world prices from 1965-68. Though
the price began to climb in 1969, production did not
adequately respond and world sugar consumption exceeded
production each year between 1970 and 1972. The record high
prices of 1974 stimulated a significant increase in U.S.
acreage devoted to sugar beets the following year. This
resulted in a much larger domestic crop in 1975 and 1976.
This, plus increased beet and cane production in other
countries around the world, caused sugar prices to tumble.

In late 1976, the world price fell below 8 cents. Since these
prices are at or below the cost of production for many of the
world's sugar producers, production plans this year have been
scaled down. The April 1 planting intentions report for the
U.S. shows a 12 percent drop from 1976 sugar beet plantings.
This, coupled with a drop in the forecast Soviet crop and
expectations for an international sugar agreement, have
caused market prices to rebound. New York spot prices for
raw sugar fluctuated between 13.0 and 13.5 cents this past
week. Futures prices for the next 18 months are holding
relatively constant at about this level.

There are two long-run economic problems facing the U.S.
sugar industry: One is the high degree of world market price
instability that has historically led to the "boom or bust"”
cycles just described. The other is a continuing need for
resource adjustment made necessary by the development of new
technologies (e.g., liquid HFCS. . . and a granulated HFCS

is probably not far off) and increasing competition from
foreign sugar producers.

Policy Setting. For over 40 years, the Sugar Act protected
U.S. sugar producers from foreign competition through
restrictive country-by-country import quotas. This authority
expired in December 1974, in the midst of rising sugar prices.
When the Sugar Act expired, the U.S. adopted a non-restrictive
quota of 7.0 million short tons and a 0.625 cent per pound
tariff. With sugar prices falling throughout most of 1975

and 1976, pressures mounted within the industry to reinstitute
some form of protection. In response, the Senate Finance
Committee on September 17, 1976 requested an International




Trade Commission (ITC) escape clause investigation. A few
days later President Ford increased the tariff to 1.875
cents per pound. In addition, the American Farm Bureau
Federation petitioned the Special Representative for Trade
Negotiations (STR) for the removal of sugar from the list
of articles eligible to receive duty-free treatment under
the Generalized System of Preferences (GSP).

The ITC reported to you on March 17, 1977 the results of
its investigation relating to sugar. Four of the six ITC
Commissioners found that the domestic sugar industry is
threatened with serious injury due to increased imports.
The recommendation of the ITC regarding import relief was
made by three Commissioners who recommended the imposition

. of an annual quota of 4.275 million tons of sugar for

calendar year 1977 and for each calendar year thereafter
up to and including 1981. The quota would be allocated
among supplying countries on a basis you determine to be
equitable. '

Any decision, other than the remedy recommended by the ITC,
is subject to possible Congressional override, which would
force implementation of the ITC recommendation. There has
been considerable Congressional interest in this case.
Predictably, producer and consumer interests are on opposite

sides of the issue. Generally, however, Congressional corres-

pondence has favored some form of assistance for the sugar
industry.

In addition to reviews of the ITC report and the GSP
petition, which have been carried out by the Trade Policy
Staff Committee (TPSC), chaired by STR, the sugar question
has also been discussed on two occasions at the EPG. A
separate memorandum from the EPG is attached, as is a
memorandum from Secretary Bergland.

FUTURE POLICY RECOMMENDATIONS

In considering future sugar policy, it is useful to separate
those solutions that can have effect over the longer-term
from those that are more atuned to the immediate problems
facing the industry.




Longer-Term Solution. The EPG agreed that an International
Sugar Agreement (ISA) is the best long-term solution to the
problem of unremunerative U.S. sugar prices. An international
conference to negotiate a new ISA began on April 18. The
United States will be taking an active role in this conference
and will seek an agreement, including floor and ceiling
prices, that will enable U.S. domestic sugar price objectives
to be achieved. Since a year or more will be required to
negotiate and implement an ISA (even assuming the negotiations
go as well as expected), the EPG concluded that some form of
interim assistance should be provided to domestic producers.
It is this interim assistance to which the remainder of this
memorandum is devoted.

Interim Assistance. Neither the TPSC nor the EPG could
support a restrictive import quota system for sugar for the
following reasons:

° It would have an inflationary impact costing
consumers about $295 million for every 1 cent per
pound increase in raw sugar prices. ;

° Quotas are inconsistent with our policy of world
trade liberalization. . . would invite retaliation
. . .and could jeopardize the success of ISA
negotiations now underway.

° Would depress world market prices for sugar,
adversely affecting the export earnings of a
large number of developing countries.

° By enhancing U.S. market price, would accelerate the
substitution of corn sweeteners for sugar.

° Quotas are inefficient in delivering assistance
to domestic producers since U.S. producers would
receive only 55% of additional expenditures. . .
balance would probably take the form of windfall
profits to either domestic refiners or foreign
producers.
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Members of the EPG and the TPSC recommend that you take
the following actions: '

° Deny import relief on grounds of the national
economic interest (for the reasons noted above).

° Provide ‘income support payments to domestic
producers pending negotiation and implementation
of an ISA.

This is similar to the system now used to support the
incomes of grain producers. Income support (deficiency
payments) would be provided to domestic producers to ensure
a price of at least 13.5 cents per pound. This can be

done under existing legislation. Although this option is
the least expensive in economic terms, it would involve a
budgetary outlay equal to about $120 million :for each one
cent decline in the U.S. price below the 13.5 cents target.
As noted above, sugar prices in the U.S. have strengthened
recently in response to a number of bullish developments

in the market and are now in the range of 13 to 13.5 cents/1lb,

though the trend could reverse.

Other advantages of this option are that it:

° Provides help to domestic producers while
avoiding import restrictions.

° Avoids windfall profits to importers or
foreign producers.

° Avoids distortions in market prices, thereby
not adding to food price inflation.

Disadvantages beyond budget costs include:

° A threatened attempt by representatives of sugar
farm workers and the corn sweetener industry to
block payments by court injunction. . . though we
are advised the legal authority to make such
payments exists.

° Public criticism of the concentration of large
payments among producers and processors (the
production and milling of Hawaiian cane is
especially highly concentrated).




This recommendation is supported by STR, Agriculture, State,
OMB, CEA, Commerce, Labor, Interior, Treasury, and Defense.
Though Agriculture had formerly supported a price support
loan program with an increased tariff and a nonrestrictive
quota, they now support this approach, provided the support
is set at 13.5 cents per pound. (The attached Bergland memo
is reflective of Agriculture's prior position.) OMB's first
choice would be "ho action,” but if assistance is to be
provided, they prefer this option. Also, our soundings on
the Hill indicate that this policy would be quite acceptable
to those representing sugar producing interests. It would
also be favorably received by foreign producers.

Approve

Disapprove

The disadvantages of this approach could be mitigated by two
modifications, individually or in combination. Both were
discussed by the EPG and the TPSC and received general,
though not unanimous support. Neither is specifically
recommended in the attached memoranda, though we feel they
merit your consideration.

Modification #1: Limit the payment per pound to 2 cents.

This could be implemented under existing authority. It
would limit total budget cost to about $240 million, though
it would also limit protection of producer incomes. Should
the ISA negotiations fail, this modification would limit
budget exposure; if an effective agreement is successfully
negociated, such a limit would be unnecessary. Since it
limits producer protection, the odds of a Congressional
over~ride would be increased by adopting this modification,
though not significantly. A OMB, and CEA spoke in support of
this approach. The USDA would probably oppose it.

Approve

Disapprove

Modification #2: Authority to provide graduated payments.

Under current authority, the Department of Agriculture can
not limit the amount of payment received by an individual
grower or processor. This modification would require new
legislation. Though we doubt that Congress will be willing
to provide such authority, an Administration proposal to
graduate payments would put us on record against very large
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payments and would shift the brunt of the responsibility

to the Congress. Any budget savings made possible by this
approach would probably not be large. Liberals would applaud
it. At the same time, it would be a slap against the Hawaiian
sugar industry which is highly concentrated. STR and USDA
spoke in support of this approach during EPG deliberations.

Approve

Disapprove

GSP -- Status of Sugar

As noted, the American Farm Bureau has petitioned that sugar
be withdrawn from duty-free treatment for developing countries
under GSP. The TPSC has decided to turn down the petition
since imports of sugar entering under GSP account for a small
percentage of total imports and do not depress price levels

in the United States. Also, removal of sugar from GSP would
not be responsive to the interests of developing countries.

Concur

Do not concur

Eight countries that were ineligible for GSP for sugar in
1976 can be designated in 1977. They are Panama, Jamaica,
Guyana, Columbia, Brazil, Argentina, Thailand, and the
Republic of China. If you concur with the above decision,
the TPSC will consider whether to recommend any of these
countries for designation.

We feel it would be wise to announce your overall decision
on sugar policy prior to the London summit. Assuming you
approve the position recommended above, it will enhance your
trade liberalization image.

Subsequent to your decision, STR will prepare: (1) an STR
press release announcing your decision; (2) a letter to the
Secretary of Agriculture directing the implementation of your
decision regarding a domestic sugar program; (3) a decision
memorandum that would be published in the Federal Register;
and (4) letters for your signature to the President of the
Senate and to the Speaker of the House of Representatives
reporting your decision to the Congress.




MEMORANDUM
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NATIONAL SECURITY COUNCIL

MEMORANDUM FOR:
FROM:

SUBJECT:

April 27, 1977

RICK HUTCHESON
MICHAEL HORNBLOW

Sugar

The NSC staff concurs on Stu Eizenstat's memo regarding

sugar policy.
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THE WHITE HOUSE
WASHINGTON

April 28, 1977
Tim Kraft -
The attached was returned in

the President's outbox, It i
forwarded to

Rick Hutcheson

Re: Requests for Meetings

- "
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MEMORANDUM

N
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- THE WHITE HOUSE
WASHINGTON ?:
Lrihe b aengiy Mals T

April 26, '77

Mr. President:

Last-minute requests for time with you are as
follows, in a week with very little amounts of dis-

cretionary time left:

Schlesinger -- 20 minutes (energy problems on Hill)
Bluementhal ~- 15-20 minutes (tax, economic 5“{
stimulus problems
on Hill)
Brown, Harold -- 30 minutes, general Dlé
Eizenstat -- 30 minutes, air pollution testiiﬂé

7 resmo 4&7,,‘4 > mony on Thursday

If phone calls won't suffice, which of the above do
you want to see?

You could be scheduled after 4:30 on Wednesday :nﬁp

after 4:15 on Thursday

or after 3:00 on Friday, depending upon if and
when you wish to depart for Camp David.

Please advise.

TK

Electrostatic Copy Made
for Preservation Purposes







THE WHITE HOUSE"

WASHINGTON

April 28, 1977

Jack Watson
Stu Eizenstat"

The attached was returned in
the President's outbox and is
forwarded to you for your infor-
mation and appropriate action.

Re:

Rick Hutcheson

Reform of Federal Aid

Administration

o
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THE WHITE HOUSE

WASHINGTON

April 22, 1977

MEMORANDUM FOR: The Presid V£/

Stuart Eizenstat 5%4.—

SUBJECT: Reform ¢f Hederal Aid Administration

The federal government distributes over $60 billion each year in aid to
state and local governments through a welter of categorical, block grant
and revenue sharing programs. Based on our experience in Georgia and on
discussions with numerous state and local officials over the past two
months, it is clear that the pattern of federal administration of those
aid programs needs major revision.

As you know, the work plans are being developed for government reorgani-
zation and elimination of unnecessary regulations. Although both of those
projects bear on the administration of federal aid, neither effort will
directly address in an integrated way the unique problems of competing
for, using, or administering federal aid.

Specifically, we neéd coordinated action focused on:

1. Departmental procedure for federal aid administration
(as part of the intra-departmental reorganization effort).

2. Federal data used in federal aid formulae (Major problems
exist 1n the current use of the Consumer Price Index and
the unemployment data as factors in distributing federal
funds.)

3. Federal field structures for administering aid (Coordination
of departmental reviews of their own field offices with a
look at Federal Regional Councils, Title V Commissions, etc.)

41 Information needs of federal aid recipients (The catalogue
of Federal Domestic Assistance is inadequate, and the Federal
Information Centers are not equipped to do the job.)

5. Coordination of federal aid requirements (There is great
conflict in the way federal aid requlations are written,
interpreted and enforced, and existing federal aid coordi-
nation devices are generally weak and unenforced.)

Electrostatic Copy Made
for Preservation Purposes

SR L




The President
April 22, 1977
Page Two

6. Pattern of federal aid programs (Thus far there is no
coherent Administration policy regarding the best uses
of categorical, block and revenue sharing delivery sys-
tems for meeting particular kinds of national objectives.)

Reform of these problem areas will require the active participation of OMB,
the Bureau of Labor Statistics, most federal departments, and the reorgani-
zation task forces, among others. Together, we would like to assemble a
small working group on these issues. That group would clearly define

the policy options involved and move to accomplish some "quick victories™
which would lend credibility to the effort. We plan to undertake the
following kinds of tasks:

1. Survey the pending Joint Funding Simplification Applications
to see which can be moved through the Departments more quickly.

2. Develop a plan and do the staff work to seek common applications
of terms such as equal employment opportunity, citizen partici-
pation, poverty level, etc.

3. Review the process of collecting data used in federal aid
formulae and recommend ways for making the data more current,
applicable and consistent.

4. Review Departmental compliance with federal management circulars
designed to encourage simplification and inter-departmental
consistency regarding audit guidelines, accounting procedures,
state and local review of grant applications and the like.

5. Review previous reform proposals and experience so that cur-
rent efforts can be cost-effective as possible.

6. 2Analyze federal law and practice to identify ways in which
state and local govermment structure is effectively dictated
without conscious intent or plan.

7. Begin to develop a coherent philosophy for use of various
kinds of federal aid programs so that future Administration
aid proposals to the Congress can be coordinated.

Although improvement of the federal aid system will be a long-term project,
we believe we can produce some concrete results within 90 days because of
existing Presidential authority which is not now being fully utilized.



The President
April 22, 1977
Page Three

We would suggest not going public with the project until there are
specific action and progress which can be cited. No other unit in the
Executive Office of President is doing this work. Using this approach
would not require additional White House staffing or costs.

In order to minimize duplication and assure coordinated effort, we have
already had discussions on these items with OMB, GAO, the National Science
Foundation and the Departments of HEW, HUD, Commerce, Labor and Agriculture.




)

THE WHITE HOUSE
WASHINGTON

ang”
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April 28, 1977

Bert Lance,

For your information the attached N
was returned in the President's
outbox and has been given *o Bob
Linder for appropriate handling with
Secretary Brown.

Rick Hutcheson

Re: Request for Executive Level
Reallocation

cc: Bob Linder e
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THE SECRETARY OF DEFENSE 1<7/

WASHINGTON. D C. 20301
April 25, 1977

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Request for Executive Level Reallocation

As part of the Department of Defense reorganization, which I
have discussed with you, I am abolishing two Executive Pay Schedule
Level IV positions at present allocated from the Presidential pool of
Executive Pay Schedule positions. These are the positions of (1)
Director, Telecommunications and Command and Control Systems (DTACCS),
and (2) Principal Deputy Director of Defense Research and Engineering.
The responsiblities of the DTACCS position have been consolidated with
the management of Defense intelligence resources under the Assistant
Secretary of Defense (Communications, Command, Control and Intelligence).
The other position, Principal DDR&E, is being eliminated because in the
interests of further economy I am double-hatting the new ASD (CCCI) as
Principal Deputy Director of Defense Research and Engineering. This
arrangement, I am confident, will produce further manpower savings.

In order to complete the reorganization of 0SD, I need your authori-
zation to (1) downgrade each of the two allocations referred to from
Level IV to Level V, and (2) reassign them as follows:

1. The DTACCS position to become the Principal Deputy Assistant
Secretary for Communications, Command, Control and Intelligence at the
Executive V Tevel. Four of the existing Deputy Directors of Defense
Research and Engineering are at Level V by statute. This position, with
responsiblities at least as great as those, should be at a comparable
level, and must be if we are to be able to attract a person technically
competent in this complex and crucially important field. This official
will be responsible as principal assistant to the Assistant Secretary of
Defense (CCCI) for managing all communications, command, control and
intelligence resources in the Department.

2, The Principal Deputy DDR&E position to be used instead for the
Director of Policy Review, with staff responsibility for all intelligence
analysis and requirements of DoD, as well as additional duties related to
force structure analysis. (At such time as the Congress establishes the
position of Under Secretary for Policy, as requested in our pending
legislative proposal, the Director would be redesignated as Deputy Under
Secretary for Policy.)




I consider that these two reallocation actions -- each of which
includes a downgrading by one level -- are essential to carrying out
the objectives of streamlining the Office of the Secretary of Defense,
while at the same time making this Department operate more effectively
and efficiently. As you know, I am by separate action eliminating six
to seven executive positions at Level IV, but those six to seven are
statutorily established and cannot be reallocated. The two positions
here referred to can be -- and it is necessary that.they be, in order
to make possible the continued reorganization of this Department.

Accordingly, I request your éuthorization to reallocate the position
of DTACCS (now at Level IV) to the position of Principal Deputy Assistant
Secretary of Defense (CCCI) at Level V; and to reallocate the position of

Principal Deputy Director of Defense Research and Engineering (now at
Level IV) to the position of Director of Policy Review at Level V.

RbanetA o

APPROVED:

x;;_ﬁz/_




THE WHITE HOUSE
WASHINGTON

April 26, 1977

Bert Lance
Zbigniew Brzezinski
Jim King

The attached is forwarded to you
for your information. Please
phone me if you wish to hold this
up for some reason. Otherwise, it
will go in 4/27.

Rick Hutcheson

Re: Request for Executive Level
Reallocation.
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THE SECRETARY OF DEFENSE
WASHINGTON. D C. 2030t

MEMORANDUM FOR THE PRESIDENT

SUBJECT:

As part of the Department of Defense reorganization, which I

Request for Executive Level Reallocation
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THE WHITE HOUSE
WASHINGTON

April 28, 1977

Bert Lance,

For your information the attached
was returned in the President's
outbox and has been given to Bob
Linder for appropriate handling with

Secretary Brown.
Rick Hutcheson

Re: Request for Executive Level
Reallocation

cc: Bob Linder
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I consider that these two reallocation actions -- each of which
includes a downgrading by one level -- are essential to carrying out
the objectives of streamlining the Office of the Secretary of Defense,
while at the same time making this Department operate more effectively
and efficiently. As you know, I am by separate action eliminating six
to seven executive positions at Level IV, but those six to seven are
statutorily established and cannot be reallocated. The two positions
here referred to can be -- and it is necessary that they be, in order
to make possible the continued reorganization of this Department.

Accordingly, I request your authorization to reallocate the position
of DTACCS (now at Level IV) to the position of Principal Deputy Assistant
Secretary of Defense (CCCI) at Level V; and to reallocate the position of

Principal Deputy Director of Defense Research and Engineering (now at
Level 1V) to the position of Director of Policy Review at Level V.

RblanetA oo

APPROVED:

;5/», @/
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THE WHITE HOUSE
WASHINGTON

April 28, 1977

The Vice President
Charles Schultze
Hamilton Jordan
Frank Moore

The attached is forwarded to
You for your information.

Rick Hutcheson

Re: Minimum Wage Policy

-




U.S.DEPARTMENT OF LABOR

OFFICE OF THE SECRETARY "PRIORITY"
. WASHINGTON

MEMORANDUM FOR THE PRESIDENT
FROM: SECRETARY OF LABOR, Ray Marshallﬁhx

SUBJECT: Minimum Wage Policy

Over the last several days I have continued my
discussions with the AFL-CIO and Congressman John Dent
on the minimum wage issue. Congressman Dent took the
initiative in contacting me, but my conversations with
Tom Donahue resulted from your instruction that I
discuss this matter with Lane Kirkland. Lane went to
Austria after my first conversation with him and left
" the matter with Tom Donahue.

Since Congressman Dent is scheduled to go into the
hospital on May 6 or 7 for a minor operation, the
AFL-CIO and Mr. Dent will move a bill before Friday.
Consequently, a decision must be made in the early
part of next week.

I believe that a compromise can be reached that would
raise the minimum wage from $2.30 to $2.65 an hour and
index this base to 53 or 54 percent of straight time
average hourly earnings. To soften the compromise for
them, .the AFL-CIO would like to index on straight-time
average hourly earnings for the last 6 months of the
previous year instead of the whole year, and have the
increase in the wage rate become effective in April
rather than July. This would make the compromise more
acceptable because the minimum wage would go up faster
if straight-time average hourly earnings were rising.
Congressman Dent has indicated that a compromise must
yield a minimum wage level of $3.00 by July of 1978.



Tom Donahue stated that the compromise position is

only acceptable if the Administration is prepared to
actively support it. A position just stating you
would sign the legislation will not be agreeable to
them. The AFL-CIO would much prefer to fight for $2.85
and lose than fight for $2.65 and lose, and they are
afraid that without your help they might not get $2.65.

I believe the compromise at $2.65 and indexing at 53-54
percent is economically and politically sound. If you
do accept the compromise, you may be subject to the
criticism that you backed off or caved in on another
major policy issue. However, I think it is much more
likely that it will be viewed as a process of reaching
an accommodation with Congress and some very important
groups in your coalition. The latter include minorities,
women, and labor.

If we are going to compromise on anything with the unions,
I would much prefer that we compromise on the minimum
wage than on any other issue that is likely to come up.
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I. PROBLEM ]

On March 17, 1977, the U.S. International Trade Commission
(USITC) reported to the President the results of its investi-
gation under Section 201 (b) of the Trade Act of 1974 relating
to sugar. Four of the six USITC Commissioners found that
sugar, sirups, and molasses, derived from sugar cane or sugar
beets, provided for in TSUS items 155.20 or 155.30, are being
imported into the U.S. in such increased quantities as to be a
substantial cause of the threat of serious injury to the
domestic industry producing articles like or directly competitive
with the imported articles. The recommendation of the USITC -
regarding import relief was made by three Commissioners who 0
recommended that an annual quota of 4.275 million short tons,
raw value, be established on sugar under TSUS items 155.20
and 155.30 for calendar year 1977, and for each calendar year
thereafter, up to and including 1981. The quota would be
allocated among supplying countries on a basis determined by
the President to be equitable. The President has sixty days
after receiving the USITC report (until May 16, 1977) to deter-
mine whether to accept, reject or modify the USITC recommendation.
If he does not proclaim the quota recommended by the Comm1551on,
his decision will be subject to Congressional override.

This case has been unusual in that substantial research
into the question of sugar has been underway within the
Executive Branch in two studies done under the Council on
International Economic Policy (CIEP) in 1976, in a USDA Task
Force set up by Secretary Bergland in January 1977, and in a
State Department Task Force which has been formulating a U.S.
position for the April-May 1977 negotiations in Geneva for an
International Sugar Agreement (ISA). The Cabinet-level
Economic Policy Group has also discussed the issue in recent
weeks. As a result, this report has drawn upon the research
and suggestions made by other task forces within the Executive
Branch where appropriate.

Finally, this report also encompasses the question concerning
the status of sugar and the Generalized System of Preferences
(GSP) , upon which a decision has been pending the results of
this study. Attached to this report is a paper for consideration
of the Trade Policy Staff Committee dealing with this issue.

II. RECOMMENDATIONS

The Trade Policy Staff Committee recommends that no import
relief be granted on sugar and that income support payments be
made to domestic producers, pending negotiation of a new Inter-
national Sugar Agreement (Option VI(a)). Commerce, Defense,
Interior, Labor, State, Treasury and STR support this recommen-
dation. Agriculture recommends increased tariff protection and
a price support loan program (Option VI(b)) and would further
protect the program with a "non-restrictive" quota program of

‘.
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4,6 to 4.8 million tons. The tariff increase, the "non-
restrictive" quota, and the price support loan program would
be interim measures pending negotiation of a new International
Sugar Agreement.

With regard to the issue of sugar and the Generalized
System of Preferences (GSP), the Trade Policy Staff Committee
recommends that the American Farm Bureau Federation's petition
to withdraw GSP benefits from sugar be denied. Agriculture,
Defense, Interior, Labor, State, Treasury and STR supported
this recommendation. Commerce preferred that the petition be
accepted but agreed to accept the majority recommendation.
Both Commerce and Labor noted that, in light of the USITC
finding of threat of injury, they believed sugar was import-
sensitive.

The Trade Policy Staff Committee agreed to defer the
decision on whether to designate countries that are presently
ineligible for GSP but that shipped less than the competitive
need limitation last year (GSP option II(4)).

LITAITED CFFICIAL UsE
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IIXI. Discussion

. A. BACKGROUND

1. Historz

The U.S. Sugar Act, which had supported domestic sugar
prices through a system of production controls and allocated
import quotas for various foreign countries, expired on
December 31, 1974. At that time the U.S. adopted an essenti-
ally open market policy with a non-restrictive global quota
of seven million short tons and the Column I tariff of .625
cents per pound. On September 21, 1976, in response to the
concern of domestic sugar producers about low prices, the
President increased the tariff to the Column II rate of 1.875
cents per pound.

Also on September 21 the U.S. International Trade Commission
(USITC) instituted this Section 201 escape clause investigation
on sugar, following the receipt on September 17, 1976, of a
resolution from the Senate Finance Committee requesting an
investigation. On September 22 the USITC also received a letter
-from the President, urging that the Commission conduct its investi-
gation on an expedited basis. The Commission subsequently planned
to report to the President prior to the six~month statutory dead-
line of March 17, 1977. However, litigation concerning the obtain-
ing of certain information from corn sweetener producers resulted
in the USITC being unable to submit its report to the President
before March 17. The President has until the statutory deadline
of May 16 to make his decision.

In a separate action, the American Farm Bureau Federation
petitioned the Special Representative for Trade Negotiations
(STR) for the removal of sugar from the list of articles eligible
to receive duty-free treatment under the Generalized System of
Preferences. 1In 1976, about 17% of U.S. sugar import tonnage
was eligible for GSP. The Farm Bureau indicated, however, that
it would accept a delay of action on its petition until the
USITC investigation is completed. If the President proclaims
import relief pursuant to Section203., then sugar will by law
automatically lose its GSP eligibility.

2. USITC Report

Injury: Four of the six USITC Commissioners found that
sugars, sirups, and molasses, derived from sugar cane or sugar
beets, provided for in TSUS items 157.20 or 155.30, are being
imported into the U.S. in such increased guantities as to be a
substantial cause of the threat of serious injury to the domestic
industry producing articles like or directly competitive with
the imported articles. One Commissioner found that increased
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imports were a substantial Cause of serious injury to the

domestic industry, and one Commissioner found that sugar is not
being imported into the United States in such increased guanti-
ties as to be a substantial cause of serious injury, or the
threat thereof, to the domestic industry producing articles
like or directly competitive with imported articles.

Four Commissioners included beet and cane growers, pProcessors,
and refiners in their definition of the domestic industry, and one
Commissioner included all of the preceeding with the exception of
refiners. These five Commissioners looked at a period from
January 1, 1975, to measure increased imports. The Commissioner
finding that increased imports are not a substantial cause of
serious injury oxr the threat thereof looked at various trend lines
going back to the 1968 Xennedy Round trade concessions.

Relief: The majority recommendation regarding import relief
was made by three Commissioners who recommended that an annual
quota of 4.275 million short tons, raw valuve, be established
on sugar under TSUS items 155.20 and 155.30 for calendar year
‘1977, and for each calendar year thereafter, up to and including
1981. The guota would be allocated among supplying countries on
a basis determined by the President to be equitable.

Two Commissioners recommended an annual guota for a three-
year period up to and including 1979, effective the date of the
President's proclamation, of 4.4 million short tons of sugar,
raw value, as provided for in TSUS 155.20 and 155.30. The
annual quota amount would be allocated on the basis of non-
transferable import licenses to be auctioned by the Secretary
of Agriculture under such regqulations as the Secretary of
Agriculture would prescribe, to assure an equitable distribution
among importers.

One Commissioner recommended an annual quota of 4.4 million
short tons, raw value, under TSUS 155.20 and 155.30, to he
proclaimed from January 1 of the year of the President's proclama-
tion up to and including 1981. The gquota would be allocated on
a country-by-country basis based on historical supply of the
average of the years 1972-~76. Countries falling short of their
quota in a given year would receive the amount supplied in that
year as their quota for the following year, with the shortfall
to be allocated on a pro rata basis to countries filling their
quotas that year.

3. Products and Their Uses

Sugar is derived from the dissolved sucrose in the juice
of sugar cane or sugar beets. Sugar cane is a perennial sub-
tropical plant the juice of which, when processed, produces
a product called raw sugar. Raw sugar from cane is the principal
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"sugar" shipped in international trade. Refining then yields
the refined white sugar known to household users.

Sugar beets are annual temperate-zone plants grown in
rotation with other crops. Most sugar beets are converted
directly into refined sugar which is not distinguishable from
the refined sugar derived from cane. Both the beet and cane
sugar in world trade is tested for customs purposes by polar-
iscopic testing and is usually measured on the basis of a standard
of 96°. For 96° raw value sugar the current U.S. tariff is
1.875¢/1b.

Nearly all sugar in the U.S. is used for human consumption,
although some is used in the production of alcohol and specialty
livestock feeds. 1In the U.S. about one~third of the sugar
consumed goes to household users and two-thirds to industrial
users. Of the latter, beverage producers are the largest consumers,
followed by bakery and cereal producers, confectionery producers
and others. Flavored sirups are used in soft drinks, ice creamnm,
dessert toppings, and the making of home beverages.

The major alternatives to sugar as a sweetener are the corn-
based sweeteners. High-fructose corn sirup (HFCS), a recent
product which is nearly a perfect substitute for invert sugar
sirup, has proven very competitive with sugar, and the corn
sweetener industry is rapidly expandingits ability to produce
it. HFCS is used almost entirely by industry and is not now
competitive in a granulated form.

- A by-product of sugar, molasses, is used as a sweetener

and a binder in livestock feeds. Some is also used in rum production
and as a flavoring. Maple sirup, honey, and other specialty sugars
are not particularly competitive with sugar.

Non-caloric alternatives to sugar consist of such sweeteners
as saccharin and cyclamates. The FDA has banned cyclamates,
however, and on March 9, 1977, announced its intention to withdraw
its approval of saccharin for use in foods, effective July 1.
USDA estimates that annual food use of saccharin is 750,000
short tons, sugar equivalent. However, it is further estimated
that only about one quarter of the eliminated saccharin usage
will be transferred to annual sugar consumption - i.e. 200,000
short tons. '

4. Import Trends and Sources

Trends: By far most U.S. imports of sugar are entered as
raw sugar under TSUS 155.20, although some refined sugar enters
under 155.20 as well. Also of note are U.S. imports of liquid
sugar and other sugar sirups under TSUS 155.30. Before 1975 most
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imports of refined and liquid sugar were virtually embargoed
under the Sugar Act. Since then about 2% of sugar imports have
consisted of these products, mostly from Canada.

Annual U.S. imports under TSUS 155.20 and 155.30 have varied
considerably in recent years, as Table 1. shows. In 1971 imports
amounted to 5.6 million short tons, raw value. In 1972, as a
result of Sugar Act amendments to increase the share of domestic
sugar supplied by U.S. producers, imports declined to 5.5 million
tons and further to 5.3 million tons in 1973. Then in 1974 sugar
imports increased to 5.8 million short tons, the highest level
ever. However, in 1975 imports fell to 3.9 million tons, the
lowest annual level since 1965, and came back to 4.7 million tons
in 1976. Thus, although imports were higher in 1976 than in
1975, they were lower than the imports of 1971, 1972, 1973 and
1974 when the Sugar Act was in force.

Nevertheless, the long-term trend in imports is upward over
the period 1965-76, as is the trend for 1965-73. The latter
trend is steeper, however, as shown in Figure 1, because of the
exclusion of the lower import levels of 1975-76. Short-term
trends differ in accordance with the pveriod chosen. Figure 2
shows the 1973-76 trend is decreasing, while the 1975-76 trend
is increasing.

Sources: In 1976, the leading suppliers of U.S. imports of
sugar (TSUS 155.20 and 155.30) were the Dominican Republic,
the Philippines, Australia, Guatemala, Peru, the West Indies,
India, Nicaragua, and El Salvador. U.S. imports by country of
origin are shown in table 2. :

'The Dominican Republic exports most of its sugar crop, with
the U.S. accounting for 65 to 70% of its export market in recent
years. In 1976, the U.S. imported 971,000 tons or 21% of its
total sugar imports from the Dominican Republic. The Dominican
Republic was also a consistent supplier under the old U.S.

Sugar Act, and one U.S. firm is involved in sugar production
there now.

Since 1975 Australia has been a major supplier of sugar to
the U.S. The U.S. imported 470,000 tons in 1976, or 10% of
‘total U.S. sugar imports. These increased imports have resulted
from the expiration of the British Commonwealth Sugar Agreement
and the need for Australia to find new markets for its sugar
production, as well as the termination of the U.S. Sugar Act
which resulted in Australia's having access to an open U.S.
market. '

The Philippines exports its sugar mainly to the U.S. and
Japan and was the principal U.S. supplier from 1960 to 1974.
?he U.S. imported 915,000 tons in 1976, or 20% of total U.S.
imports.
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In 1975 the Philippine system for marketing sugar was
reorganized and put under the control of a quasi-governmental )
agency. This agency has entered into long-term supply contracts
with U.S. cane sugar refiners. Returns to the Philippines
in some of these contracts are based on the sales price of
refined sugar in the U.S. Shipments to the U.S. from the
Philippines in 1975 and 1976 were lower than the annual average
during the 1971-74 period.

The West Indies sale of sugar to the U.S. accounted for
6% of U.S. sugar imports in 1976. Several small West Indies
countries receive GSP on sugar, but in 1976 Jamaica and Guyana
were ineligible. Jamaica and Guyana were eligible for redesign-
ation as recipients of GSP on sugar in 1977, but have not been
redesignated pending the results of this report. '

U.S. imports of sugar from Brazil declined dramatically
in 1975, and were zero in 1976. 1In part Brazil's sugar-marketing
agency was unable to agree with U.S. firms on the terms of long-
term contracts. Brazil remains a large potential supplier, how-
ever.

Imports of sugar from the Central American countries (Belize,
Costa Rica, El1 Salvadecr, Guatemala, Honduras, Nicaragua, and
Panama) are up significantly in value in 1975 and 1976. Most
.of these countries have received GSP on sugar. (See discussion
in following section for details on sugar and GSP.)

5. Imports Relative to Production and Consumption

As Table 1 shows, the ratio of U.S. sugar imports to domestic
production decreased from 91% in 1971 to 84% in 1973, increased
to 97% in 1974, and dropped to 59% in 1975. In 1976 this ratio
increased to 63%. Domestic production rose during the period
1971-73 from 6.14 million short tons, raw value, to 6.32 million
tons. Increased quotas to domestic producers under the Sugar
Act explain part of this increase. Production declined in 1974,
largely as a result of beet growers cutting back acreage in
response to decreased earnings under wage and price controls and
more attractive prices from alternate crops. High prices in
1974 caused considerable expansion of production in 1975,
particularly in the beet sugar sector which is most price responsive
because acreage can be shifted from other crops into beets and
vice versa on an annual basis. Beet production for the crop year
1974/75, for instance, was 2.9 million short tons, raw value,
compared to 4.0 million tons the following crop year. Production
is estimated to remain fairly high, at 3.9 million tons for the
1976/77 crop year. For the calendar year 1976 total U.S. sugar
production increased to 7.1 million short tons, raw value, up
from 6.6 million tons in 1975, and 6.0 million tons in 1974.
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The ratio of U.S. imports to domestic consumption, as
Table 1 shows, decreased irregularly from 1971 to 1975. 1In
1974 it was at 50%-the highest level since 1%60-and then
declined to 38% in 1975, the lowest level since 1964. The
ratio for 1976 was 42%.

6. Domestic Producers

About 55% of the annual sugar consumption of the U.S. derives
from domestic sources (30% from sugar beets and 25% from sugar
cane.) Of domestic cane production 55% comes from the mainland
(Florida, Louisiana, and Texas) and 45% from offshore (Hawaii
and Puerto Rico), according to 1976/77 crop year estimates. As
a percent of total U.S. sugar production, 24% of U.S. sugar is
cane from the mainland and 20% is cane from offshore. All U.S.
beet production is on the mainland.

The other 45% of U.S. annual sugar consumption comes from
foreign sources, almost entirely in the form of raw cane sugar.
For the crop year 1975/76 domestic production totalled 7.3
million short tons, raw value, of which 1.8 million tons was
mainland cane sugar, l.l1 million Hawaiian cane and .3 million
Puerto Rican cane, and 4 million mainland beet sugar. During
the period 1971/72 to 1975/76 domestic production of cane and
beet sugar increased irregularly, as Table 3 shows.

U.S. Sugar Beet Growers and Processors: Sugar beets are
produced in 18 states, with the leading producing states in
1975/76 being California, Idaho, Minnesota, Colorado, Washington,
North Dakota, Nebraska, Michigan, Wyoming, and Montana. The
number of farms producing sugar beets was 12,400 in 1973/74
(the last year for which official statistics are available) and
has probably increased since then.

Farmers grow sugar beets under contract to beet sugar processors.
These contracts provide for the beet farmer's delivering to processors
beets from a given amount of acreage. Processors then reimburse
growers on a basis which includes a percentage of the returns
processors receive from the sale of the refined sugar.

There are 51 beet sugar factories owned by 13 companies
or cooperatives throughout the sugar beet producing regions in
the U.S. Nine of these 51 factories are cooperatives. In 1973
these factories had a capital investment of $550 million.

~ Hawaiian Sugar Cane Growers and Millers: Hawaii has the
highest yield of sugar cane per acre in the world, averaging
about 10.5 short tons of sugar, raw value, per acre in recent years
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as compared to 2.7 short tons, raw value, per acre on the main-
land. Over 500 farms in Hawaii harvested 105,000 acres of

cane ip 1975, compared with over 700 farms harvesting 116,000
acres in 1971. About half of Hawaii's cane acreage is irrigated.

Five large corporations, through their subsidiary milling
and/or producing companies, account for most of the acreage and
Production of Hawaiian cane. Over 95% of the raw sugar produced
in Hawaii is then refined in the U.S. mainland by California
and ngaiian Sugar Co., a cooperative agricultural marketing
association.

Mainland Sugar Cane Growers and Millers:: Louisana, Florida, and
Texas are the principal mainland states producing sugar cane. The
cane millers are usually located close to the producing areas and
process the cane from growers into raw sugar. This must be done
rapidly since the sucrose recoverable from the cane deteriorates
rapidly once the cane has been cut.

Louisiana cane is grown on the flood plains of the bayous
and acreage is limited. About half of the crop is grown by owners
of procgssing mills. In 1975/76 31 companies operated 37 cane-
processing mills in the area. Production in Louisiana has been
erratic, reaching 660,000 short tons, raw value, in 1972/73 and
650{090 in 1976/77. The number of farms producing cane in
Louisiana has probably declined from the 1290 farms in 1973/74
(the last year for which official statistics are available).

In Florida sugar cane production has increased rapidly, although
due to the recent freeze 1976/77. output, raw value, will probably
total only 900,000 short tons. The bulk of Florida's cane sugar
comes from a few large, efficient farms, although in 1973/74
there were 136 farms producing cane. Most of the cane is
produced by owners of the mills, of which there were 8 in 1975/76.
The U.S. Sugar Cooperation, which is both a processor and grower,
is the largest grower of sugar cane in the U.S. ‘

The Texas sugar cane industry only began production in 1973/74.
In 1976/77, 131,000 short tons, raw value, were produced. One cane-
processing mill operated in Texas in 1975/76. The number of farms
- producing cane in Texas has most likely increased significantly
from the 93 farms in 1973/74.

Puerto Rico:

In Puerto Rico the number of farms and their output of sugar
cane has declined severely in the past decade from 11,608 farms in
1963/64 to 2,551 in 1973/74. Since 1973/74, however, sugar
production has increased and stood at 303,000 short tons, raw value,
"for 1976/77. Most of .the sugar cane acreage and mills are run by
the Sugar Corporation of Puerto Rico, a quasi-governmental organization.
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Cane Sugar Refiners: There are 22 cane sugar refiners in
the continental U.S., located mainly in the east and gulf
coasts. The refiners have traditionally supplied about 70%
of the sugar consumed in mainland U.S. The refiners are also
the principal importers of raw sugar and in 1975 obtained 61%
of their supplies from foreign sources.

U.S. Importers and Sugar Operators: Other importers and
sugar operators import raw, semi-refined, and/or refined
sugar and sell it to buyers, thus filling in the gaps of the
usuval market distribution channel from domestic growers or
foreign suppliers directly to refiners. The operators also
trade on the futures market and in world sugar trade outside
the U.S. market.

Alternative Sweeteners: 'In 1975, 11 firms produced corn
sweeteners in 16 plants, and two of the eleven produced high
fructose corn sirup (HFCS). Another three were planning to
produce HFCS in 1976, but only two of these.wi%l‘actually ke
producing in 1977. Production was a half million ton§, raw sugar
equivalent, in 1975 and 800,000 tons in 1976. Early in l97§, the
U.S. corn sweetener industry tentatively projected a domestic U.S.
market of 3 million short tons of HFCS {dry basis) by 1980 if not
. before. But current low sugar prices may delay this achievement.
A reduced HFCS Market of 2 to 2.5 million tons by 1380 now seems
more readily attainable. Trade sources suggest that by thlS'
year end, the U.S. corn refining industry may have a product}on
capacity of near 2 million tons of HFCS annually. Annual §hlpments
of HFCS in 1977 at best will probably not total over 1.3 million
tons. It is estimated that HFCS could eventually capture a
maximum of 50% of the industrial market for sugar.

Molasses, maple sirup, and honey are other specialty
sweeteners; saccharin, which the FDA has banned, has been the
principal non-caloric sweetener and is produced by one firm.

7. Production, Sales, Inventories, and Exports

U.S5. total sugar production, as Table ] shows, has varied
from 6.1 to 6.3 million short tons, raw value, from 1971-73,
dropped to 5.96 million tons in 1974, increased sharply
to 6.6l million tons in 1975, and increased again to 7.10
million tons in 1976.

The value of sales of U.S. sugar
production because of the large
sales increased over the 1972-74
to $6.9 billion in 1974, Net sal
of falling prices, although produ

: have not tended to reflect
variations in prices. Estimated net
period, from $2.7 billion in 1972
es decreased in 1975 because

ction increased. Net
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sales are expected to have fallen in 1976 as the decrease in
prices outweighed the increase in production. Nearly all U.S.
sugar is sold domestically &t a price which since the end

of 1974 has been closely tied to the world PpTrice.

U.S. consumption of sugar has proved more price elastic in
recent years, however, than the long steady increase of 1960-73
suggested. Table 4 shows that annual U.S. per capita consumption
of sugar fell from 103 pounds in 1972 to 90 pounds in 1975, though
low prices brought this level back up to 95 pounds in 1976.

During this period expanded consumption of other sweeteners such as
corn sweeteners and saccharin made inroads on total U.S. per capita
sweetener consumption.

Inventories held by major segments of the U.S. sugar industry
were relatively stable at 2.8-2.9 million short tons as of
the beginnings of calendar years 1971, 1972, and 1973, dropped to
2.7 in 1974, and increased to 2.9 million short tons in 1975 and

1976. At the beginning of 1977, inventories stood at 3.3 million
short tons. The change which has occurred in the size of the
inventories in recent years may be partially explained by year-to-
year shifts in who holds the inventories.

U.S. exports of sugar have been negligible in comparison
to imports and consist of refined sugar or sugar-containing
products.

8. Employment

USITC questionnaire data, shown in Table 5 , indicates that
total employment in the sugar industry (excluding sugar beet
growers for whom statistically significant returns were not
available) has increased each year for the period 1972-76.
Increased employment in the cane sector outweighed decreased
employment by beet sugar processors in the 1972-74 period,
employment by each group increased in 1975, and increased
employment by beet sugar processors outweighed decreases in
employment in the cane sugar sector in 1976.

Total man-hours in the sugar industry increased in -every
.year over the period 1972-76, except in 1974, Man-hours
worked by beet sugar processors followed the same pattern, while
total man-hours worked in the cane sugar sector increased for
every year ecept 1976. Total wages and wages in each group
increased in every year over the period 1972-76. Wages for
production and related workers engaged in sugar beet and sugar
cane growing are generally higher than wages of hired workers
on U.S. farms. Wages for production workers in cane milling
and refining and beet processing are also generally higher than
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wages in the food processing industry.

9. Capacity and Profitability

Capacity, Capacity in the sugar beet industry is limited
by the number of processing facilities. Theoretically, many
more acres could be planted in beets than are presently and
production greater than the large 1975/76 crop of over four
million short tons could be produced if there wers the plants
to process the beets. Low prices have been a disincentive
to plant expansion, however, and in fact have caused plant
closings recently.

The growing capacity of the cane industry might be expanded
somewhat, particularly in Florida and Texas, but climate and soil
conditions limit overall U.S. cane production. Cane refining
capacity is presently underutilized, due largely to the
lower import level of the past two years, and could be increased
somewhat with existing facilities. In the high~-fructose corn
sirup industry, capacity is presently underutilized and the
potential for eventually capturing up to 50% of the industrial
market for sugar exists.

Profitability: All segments of the sugar industry - growing,
milling, processing, and refining -~ enjoyed a dramatic increase
in net sales during 1972-74. Net sales for most of the industry
declined in 1975, however, due to declining prices. Table 6
shows total net sales increasing from $2.7 billion in 1972
to $6.9 billion in 13974 and down to $5.4 billion in 1975. The
USITC estimates that total net sales for the U.S. sugar industry
could decline to about $4 billion in 19%76. Table 7 gives an
idea of the total net profit or loss, or net proceeds paid or
payable to cooperative members, for the entire U.S. sugar
industry. Profits peaked in 1974, and declined in 1975 and 1976.

~ The ratio of net farm profit before income taxes to total
farm income is a good basis on which to compare the profitability
of various segments of the industry during the 1972-76 period.
U.S. sugar beet growers, for instance, had such 'a ratio of
18% in 1972, 30% in 1974, and 27% in 1975. Beet processors made
a ratio of net farm profit from their beet processing operations,
before income taxes, to total net sales of 5.4% in 1972, 20.3%
in 1974, 15% in 1975 and probably less than 15% in 1976.

Cane growers in Florida.had a similar ratioc of 21.4% in
1972 and 33.5% in 1975 on their sugar-cane milling operations.
Independent Louisiana growers earned a ratio of net sugar
cane profit before income taxes to total sugar cane income of
.6% in 1972, 40.6% in 1974, and 4.4% in 1975. Louisiana
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proprietary grower-millers on their growing operations made
7.4% in 1972, 53.6% in 1974 and estimate a 9.2%loss in 1976.
Louisiana millers did well in 1974 and 1975, but overall

will be losing money in 1976. Hawaiian grower-millers earned
a very high ratio (65%) of net profit before income taxes

to net sales in 1974, but will barely break even in 1976.

U.S. proprietary cane refiners, on the other hand, have
earned a much lower ratio of net profit before income taxes
to net sales in their refining operations, of under 3% in most
of the 1972-75 period, including a loss of 2.3% in 1974. The
cane refining profit margins, though usually small, generally
give the industry a reasonable return on its capital investment
because of the large volume of sales. The California and
Hawaiian Sugar Co., a cooperative, has done well on its refining
operations, however. L

Sherwin-Williams Co., the sole U.S. producer of saccharin,
has recovered from a loss of 11.5% in 1972 to profits of 33% in
1974 and 22% in 1976. Profit and loss data on the corn sweetener
industry was not obtained by the USITC, but recent low sugar
prices appear to have slowed growth in the industry.

Prices: Figure 3 shows the dramatic rise in both U.S. and
world sugar prices in 1974 and the equally abrupt decline. The
price of raw sugar delivered in New York averaged 10¢ per pound
in 1973, rose to an average of 57¢ per pound in November 1974,
fell to just below 10¢ per pound in September 1976, and, since
the tariff tripling has remained in the 10-12¢ range.

The price explosion of 1974 has its roots in the high world
price in 1963 which brought on excessive world production and
low world prices from 1965~68. Although the price in 1969
began to climb, world production did not adequately respond.
In 1970, 1971, and 1972 world sugar consumption exceeded
production and sugar stocks declined. 1In 1973 world stocks remained
tight and in 1974 production was again insufficient. Aggressive
buying by sugar deficit countries and the uncertainty surrounding
the Sugar Act pushed prices upward. Raw sugar prices peaked
at 65¢ per pound in New York the week of November 18. In late
1974 supply forecasts improved and greater supplies than had
been- expected entered the market. These factors and strong
consumer resistance brought about an abrupt reversal in price
trends in late 1974 and early 1975.

High fructose corn sirup (HFCS) .s generally priced
competitively below the price of refined sugar by a margin in
recent months of 20 to 30%. (See Table 8 for prices on which
margin estimates based.) The last quarter of 1976 HFCS was
prices at $11.51 per cwt.
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10. Outlook and Long Term Prospects

The February 1977 USDA Sugar and Sweetener Report
estimates that the prospective large 1976/77 worlid sugar
crop of 87 million metric tons (raw value) will exceed world
consumption by about 4 million metric tons. Ending world
stocks %n 1876 stood at almost 26% of world consumption, compared
to 21% 1n'l9?5 and 20% in 1974. A disproportionate share of this
lncrease 1s Jin exporting countries, so that significant increases
in carryover stocks are expected there. These increases could
result in exporting countries marketing aggressively, particularly
if the 1977/78 crop prospects seem large.

In recent months the U.S. price has remained fairly steady,

strengthening in January to above 10¢/pound and rising to
above 13¢/1b. in mid-April. Factors ' } v .
which the market is anticipating are: the mid-January freeze
in Florida; lower sugarbeet planting intentions; an announced
withdrawal of Cuba from the free world export market; large
USSR and PRC purchases of Philippine sugar. The expectation

. of U.S. government action is also a factor.

The 1977 early season sugarbeet planting intentions report
indicated a reduction in sugarbeet acreage of 7% compared to
last year. The mid-April prospective plantings report revealed
an even further reduction for an overall decrease in sugarbeet
acreage of 12% because of drought conditions in many areas and_
the anticipation of low prices. Closings of beet sugar factories
have been announced recently-in particular four factories in
Colorado. Sugar cane acreage for this year may not change much
from last year, although Florida's harvest will be hurt somewhat
by frost.

The USDA  Sugar and Sweetener Report estimates U.S.
sugar deliveries in 1977 will approximate 1976, with per
capita consumption of sugar in the 93 to 97 pound range. U.S.
sugar imports are expected to be up, in the 4.7-5.0 million
short ton range, depending on U.S. production, weather,
prospective increases in HFCS consumption, and the effect
of the saccharin ban. HFCS shipments, which totaled 800,000
tons in 1976, will probably not reach over 1.3 million tons
in 1977. 1In early 1976 the HFCS industry projected a domestic
market of 3 million short tons by 1980; a market of 2 to 2.5
million tons by 1980 now seems more likely. Trade sources
indicate, that by the end of 1977 the HFCS Industry should
have a production capacity of nearly 2 million tons.

Long~term sugar prospects depend on the relationship
of several factors: prices, production response, HFCS
production, weather, U.S. and world consumption patterns, the
possible success of an ISA, the saccharin ban, and U.S.
government policy. Nevertheless, USDA estimates that without
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an ISA, U.S. prices would strengthen considerably over the
next five-year period as declining production due to the
present low prices eventually resulted in consumption
exceeding production. With an ISA, the price rise would be
mitigated by the operation of the agreement.

Low sugar prices have slowed HFCS expansion, but the
prospect of an upturn by the end of 1979 would encourage
production. Marginal U.S. sugar producers which are now
being forced out of business or turning to other crops
because of low prices may find HFCS permanently replacing
their position and competing with the domestic sugar industry
generally. In addition, the domestic sugar industry, although
advanced in many technological aspects, faces ctiff competition
from foreign sugar producers whose costs of production are on
the average about 10¢/1b. compared to average U.S. costs in
the 13-14¢ range.

Assumptions about U.S. and world consumption are also
implicit in any long-term outlook. U.S. per capita consumption
of total sweeteners has risen from 119 pounds in 1965 to 136
in 1976. It would secem this level could not increase indefinitely,
especially given health warnings of the dangers of too much
sweetener consumption. World-wide however, the possibilities
for increased consumption could be considerable, both on a per
capita basis as LDC's income levels improve and because of
growing population. This could result in upward pressure on
world prices in the long run.

Long-term prospects for world sugar production are like-
wise important in any prospective view of sugar price relation-
ships, but are difficult to assess. The net effect of the
present increases in world production over consumption on the
world free market price is probably price-depressing. But if
the present low world prices cause worldwide stagnation in
sugar production a shortage situation and rising prices will
develop in the future. Weather factors are also important but
practically impossible to foresee.
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B. DOMESTIC CONSIDERATIONS BES)
1. Adjustment. Assistance for viorkers

Since April 3, 1975, the effective date of the gdjgstment
assistance program, the Department of Labor has rgcelved 21
petitions for certification of eligibility for adjustment
assistance from workers engaged in the growing and processing
of beet and cane sugar. Investigations are current}y in
process. A total of about 1600 workers who were l?ld off
from beet sugar processing plants and sugar cane mills
will be affected. :

Over the next 12 months, some of the 300 workers on
layoff status from Hawaiian sugar caremills since 1976 may
apply for certification of eligibility for adjustment assist-
ance and may be certified by the Department of Labor. There
is no evidence of any widespread or significant unemployment
among sugar beet farm workers or those engaged in the processing
and refining of beet and cane sugar, with the exception of those
workers covered by the petition. Since the Hawaiian sugar
industry is of a year-round nature, these workers would not
be excluded from trade readjustment and relocation allowances
by the requirement in the Act that all eligible workers must
have been employed at least 26 of the 52 weeks immediately
preceeding their separations. Similarly, although beet pro-
cessing tends to be of a seasonal nature, the eligibility of
most of the workers who have petitioned for adjustment assistance

(mainly maintenance personnel) would not be affected by this
legal requirement. '

Nearly 200 sugar cane mill workers in Hawaii and about
100 in Louisiana are likely to be laid off over the next few
months. More workers could be affected if the price of sugar
does not recover. A continuation of the western drought will
also have an adverse effect on employment in sugar beet growing
and processing. Many of these workers can be expected to apply
for adjustment assistance. Some of the workers involved in
growing and processing beet and cane sugar in the mainland
United States would not be eligible for trade readjustment
and relocation allowances due to the high degree of seasonality
that generally characterizes the industry. ‘

The workers that were separated from the industry are
located primarily in scattered parts of Colorado and Hawalli.
Local unemployment rates were considerably higher in Hawaii
(8.5 - 9.6 percent) than in the impacted areas of the mainland
United States. Some of the displaced Hawaiian sugar cane mill
workers can be absorbed into field operations, however. The
reemployment prospects of the remainder of these workers,
both in Hawaii and the mainland United States, are limited
by the lack of other crops or food processing plants in the
impacted areas.

The Comprehensive Employment and Training Act (CETA)
programs appear to be capable of meeting the needs of the
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displaced workers. Although actual levels of enrollment are
in some instances higher than expected levels, funding appears
to be adequate to sustain all programs. The Employment and
Training Administration through the State Employment Service
has the authority to purchase additional training when CETA
funds are not available. '

2. Adjustment Assistance for Firms

To be certified as eligible to apply for trade adjustment
assistance, a sugar grower, processor, or refiner must demon-
strate that increased imports of sugar contributed importantly
to declines in the firm's sales or production, or both, and
separation, or threat of separation, of its workers. The
increase in imports may be gither absolute or relative to
domestic production, while sales or production of the peti-
tioning firm must show an absolute decrease. For a petitioning
firm in the sugar industry, the first requirement of the
qualifying criteria probably is met, since U.S. imports of
sugar increased in 1976 over 1975.

For purposes of certification of eligibility, the Depart-
ment of Commerce considers the operations of affiliates,
subsidiaries and parents of the petitioning firm and its
principal owners. In cases where the petitioner has one
or more affiliates, subsidiaries or parents, the sales, pro-
duction and employment data are required to be presented on a
consolidated basis for all business entities related to the
petitioning firm.

As of the date of this report, no petitions have been
filed by firms in the sugar industry seeking certification
to apply for trade adjustment assistance. The likelihood of
firms in the industry being able to meet the qualifying
criteria for certification would depend on a number of unknown
factors which could vary considerably in individual cases.
Each case would have to be judged on its own merits and on
the basis of whatever evidence the petitioning firm may adduce
concerning its own operations and market situation. The Commerce
Department is unable to estimate the number of firms that
are "likely to be certified eligible". However, if any firms
do submit petitions, they would most likely be from among
independent sugar cane and sugar beet growers.

In the case of sugar beet growers, the sugar beet harvest
may representonly a portion of their total farm income.
In contrast to this, growers of sugar cane generally grow only
this one crop. Since sugar caremillers and sugar beet pro-
cessors are often associated with their supplying growers, all
of the affiliated operations would have to be examined in order
to determine if the prospective applicant meets the requisite
criteria for certification.
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The sugar cane refiners, most of which are affiliates of
large corporations, are least likely to qualify for certifi-
cation. These refiners represent the largest component of
the domestic sugar industry, both in sales and profits, and
also import the bulk of the raw cane sugar which enters the
United States.

3. Effectiveness of Import Relief to Promote Adjustment

Adjustments would still take place within the domestic
sugar industry, even if relief measures were taken. The extent
to which producers stopped producing would, of course, depend
upon the price level being supported. Most options currently
being discussed would support sugar at 13.5 cents per pound to
the producer. At that price level, total domestic production
would stabilize at about 6 million short tons per year for the
next 5 marketing years and the producers leaving the market
would generally be those which are least efficient in terms of cost

of production. However, adjustment would also be related to the
- feasibility of utilizing productive capacity for other purposes

(alternative crops). This adjustment compares with an expected
decline of one~third in domestic production (to about 4 million

short tons per year) over the same period if no relief actions
are taken.

The degree to which HFCS production increases could also
be influenced by the type of relief measure taken. If the relief
were in the form of domestic action~-such as deficien¢y payments
or a loan program--the market price would not be affected and
HFCS would not increase beyond normal projections. Import
restrictive actions, however, would tend to create a higher price
umbrella under which HFCS production would grow beyond current
expectations. If the import controls resulted in 13.5 cent
sugar, the effect on sugar producers would be as noted above.
But the replacement of sugar by domestic HFCS in the sweetener
market would be accelerated.

4, Effect of Relief on Consumers, Competition, Employees,
Communities and Taxpayers

Any effort to remedy the injury found in the domestic
industry via trade measures must raise the prices received by
domestic producers and processors of sugar. A range of domestic
prices could be targeted as the desired remedy in this case, and
these could :zoughly be achieved using either quotas or tariffs.
For the sake of simplicity, this analysis assumes that a target
domestic price of 13.5¢ per pound can be achieved, and examines
the associated effects of this level of relief, distinguishing
differences in mechanism only where relevant.
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It should be noted, however, that a fixed quota, such as
that of 4.275 million short tons recommended by the ITC, can
not be used with any reliability to achieve such a target price
under current market conditions of high inventories and produc-
tion. This is because quotas act only indirectly on price by
establishing an upper limit on imports. The price increase is
determined by the relevant elasticities of supply and demand
and the excess of domestic demand over domestic supply for the
good involved and that of close substitutes.

In the case of sugar, were the ITC's majority quota put
in effect starting January 1, 1977, imports would be limited to

4.275 million short tons, raw value. As an upper limit, domestic

supply is estimated to be 7.3 million short tons (including 0.5
million short tons withdrawn ‘from inventories). On the other
hand, domestic consumption during 1977 is estimated to range
from 11.1 to 11.5 million short tons. Under these conditions,
the ITC quota might not exert upward pressure on sugar prices

during the first year of relief, and the price objective of 13.5

cents per pound mignt not be achieved. However, more
recent estimates indicate that domestic production in 1977 may
be considerably less than 6.8 million short tons. If this is
the case, or if domestic inventories are not drawn down, the
price objective of 13.5 cents per pound could well be achieved

or even sdrpussaed. R

Base-line Assumptions

It is assumed that, in the absence of relief, domestic
sugar production would be 6.8 million short tons, domestic con-
-sumption 11.5 million short tons, HFCS production would be 1.2
million short tons (dry, raw equivalent), imports wouléd be 4.4
million short tons, the price of raw sugar would be 10.5¢ per
pound and import duties plus insurance and freight would be

2¢ per pound. '
Consumers

Ignoring the possibility of more than direct cost pass-
through by domestic refiners and industrial users of sugar and

substitutes, the increase in total cost to consumers of each one

cent per pound increase in the price of raw sugar is estimated
to be $295 million. Total costs consist of$230 million for
sugar, $30 million for HFCS--a close substitute for sugar, and
$45 million for other corn sweetners--poorer substitutes for

sugar. The market control of several domestic refiners
(evidenced by tbe anti-trust cases currently in litigation) .
and brand name industrial users could be exercised to produce

more than direct pass through of sugar cost increases to
consumers.,
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Competition

The effect of increasin i i
‘ g domestic sugar prices to 13.5¢
per pound Qn.competlng goods, notably HFCS, would be to insure
%reater gtlllzat}on of production capacity in the short-run
production as high as 1.5 million short tons on capacity of

around 2 million short tons) and t .
: : - O accelerate e £
cavaclity in the longer term. Xpansion of

Employees

The employment impact resulting from increasing the domes-
tic price of sugar to 13.5 cents per pound will vary among vaxr-
ious sectors of the domestic sugar industry. Using 1976 average
output-~employment ratios and a domestic supply elasticity of 0.4,
it is estimated that the first year of effective import relief would
reduce layoffs ¢of workers in beet processing and cane milling by
about 2,000. Fewer layoffs of seasonal farmworkers in sugar beets
and sugar cane can also be expected. However, it is not possible
to estimate the actual number of seasonal farmworkers involved
here since recent employment information is not available.

The number of farm operators involved in growing sugar beets
is not expected to change greatly since sugar beet farms are
diversified enterprises wherein sugar beets are usually pro-
duced in rotation with other field crops. Similarly, the number
of farm operators involved in growing sugar cane is not expected
to change significantly in the short run since sugar cane is
a perennial plant and nzxi resr's prcduction has largely been
determined by past planting decisions. However, in the longer
run, import relief is expected to lead to somewhat fewer layoffs.

Finally, employment in sugar cane refineries is not expected
to change much due to import relief. Employment in U.S. sugar
cane refineries depends upon raw sugar from foreign as well as
domestic sources. Import relief will result in greater reliance
on domestic sources of raw sugar. To the extent that relief
leads to the substitution of corn sweetners for sucrose sugar
in consumption, employment in U.S. refineries could actually fall.

Communities

Domestic sugar production and associated processing facil-
ities tend to locate together to limit the costs of transporta-
tion and risks of spoilage associated with the raw produce.

This creates regional concentration and interdependence which
results in whole communities moving in and out of sugar producing
and processing over a short period of time. Increasing domestic

R,
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sugar prices to 13.5¢ per pound via import relief will not
mitigate the injury concentrated in high cost cane-sugar produc-
ing areas in the long run, but will sustain income levels in

the short-run. Communities in the more efficient cane produc-

ing areas and in most beet producing areas will generally

benefit. 1In addition, Hawaii has particular problems as an insular
area heavily dependent on shipping from the mainland, but having
little besides sugar to ship back to avoid paying the costs of
returning empty ships.

Taxpayers

Were the domestic price of sugar to increase to 13.5¢ per
pound, tax receipts would grow due to the increased profitabil-
ity of some domestic producefrs. In that employment is expected to
fall both with and without import relief, there would be little
saving in terms of unemployment compensation and other public
transfers. The imposition of a quota would entail the loss of
duty revenue on imports which would have entered without it.
Were the ITC quota adequate to achieve the target price, 2¢ per
pound of duty revenue would nct be collected on the .8 million
short tons of imports not permitted entry, totaling almost $5
million in lost revenue. Alternatively, were an additional
tariff of 3¢ per pound adequate to achieve the price target (as
it would be with 80% passthrough) duty revenues would increase
by around $250 million.
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5. U.S. Industry and Organized Labor Views

The following recommendations for U.S. Government actions
in the sugar market were expressed by repregentatino of
domestic producer and processor associations in meetings and
coeronndence with USDA officials, in briefs submitted to
STR in response to a Federal Register notice on March 22, 1977,
soliciting views regarding the USITC recommendations and in
other correpsondence or communication.

Mainland Sugarcane Producers and Processors

Mainland sugarcane producers and processors recommended to
the USDA task force that import quotas on sugar be reduced
immediately to a level a little less than actual imports,
administered on a quarterly country-by-country basis by the
Department of State. They also recommend establishing a price
support loan program for cane and beets at a support level of
15 cents. Over the long range, this group recommended a total
5-year sweetener bill reguiring khoth domestic and foreign
guotas on sugar and HFCS, and setting a price objective of

15 cents.

To STR, Godfrey Associates, Inc. submitted a brief on
behalf of Florida, Louisiana, and Texas cane growers and
processors supporting an import quota of 4.2 million short
tons on a country-by-country basis and a price support program
at a level not less than cost of prpduction. Gulf and Western
also spoke with STR, supporting the ITC recommendation and
an ISA and opposing direct payments to growers.

Hawaiian Sugar Industry

The Hawaiian Sugar Planters' Association (HSPA) submitted
a brief to STR, including a copy of a March 15, 1977 letter
to Secretary Bergland, urging a quota on sugar imports of 4.4
million short tons, a non-recourse loan program for beet and
cane growers at a 13¢/lb. minimum, and a program of payments
to processors to support cane and beets at a level of 14.3/1b.-
a target price derived from the Sugar Act formula. HSPA also
suggested supplementing the 13¢ loan level with payments
derived from the tariff on sugar<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>