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INTRODUCTION

1 Government intervention inanumber of countrieshasplayed asgnificant rolein raising their sugar
production, & acost far abovetheworld price. This has aggravated imba ances between production and
consumption, while depressing production by low-cost producers. It hasa so segmented many national
markets from the world market, which until recently only covered about onefifth of world production.
Thisinterventionincluded barriersto accessto marketsin the form of tariffs, non-tariffs measures such
as quotas, wider policies of support to domestic producers in many countries, and preferential
arrangements which cover a significant portion of international trade.

2. The main national systems of protection and preferential access include:

° The domestic protection afforded by many countries, including the members of the European
Communities (EC) and the United States, to domestic sugar producers against world market
competition. Asshownin Annexes| and 11, mgor producing countries have generdly protected
domestic producers by increasing the prices paid to them to level sabove international prices.
Protectionist policieshaveal so prevailed in anumber of other countries, both developing and
devel oped; examplesareIndia, Indonesia, Nigeria, Morocco, Poland, and Sweden, and from
mid-1994 on, a so the Russian Federation.*

° Preferential agreements between African, the Caribbean and the Pacific (ACP) countries and the
EC, Cubaand the Former Soviet Union (FSU), and the Caribbean producers and The United States.
The open market al one had therefore to absorb fluctuations in demand and supply; thus price volatility
was higher than in amarket where the effects of, for example, aproduction shortfall could be distributed
more equally among al the buyers on the market.

3. On 15 April 1994, the "Final Act Embodying the Results of the Uruguay Round (UR) of
Multilateral Trade Negotiations' wassigned at Marrakesh. The Agreement on Agriculture addressed the
main causes of imba ance between sugar supply and demand, noted in paragraph 1 above. Thisstep was
important because, initsabsencethe recent changestowardsmarket deregulation and liberdizationina
number of sugar-producing developing countries, aswdl asany atempt to harmonizeinvestment decisons
among sugar producerswith aview to achieving abetter supply-demand balance, would have had little
impact on the proper working of the sugar market.

4. Thispaper providesafirst assessment of theimplicationsof the UR resultsfor internationa sugar
trade, particularly as concerns developing countries.

"TheRussian Federationintroduced a20 per cent customsduty onwhitesugar importsto protect itsown sugar industry and thuspromote
domestic production.



2

SUMMARY AND CONCLUSIONS

5. The UR agreement makes a start with addressing the market distortions created by domestic
policiesof protection inthe mgor producing countries. Neverthdess, it will have only limited impact on
world sugar marketsin the short term, asthese protection policiesremained amost untouched. However,
theoverall result of the UR will beto bring international tradein sugar, aswell asfurther negotiationsin
this area, into the mainstream of the World Trade Organization (WTO) multilateral trading system.

6. Under the Marrakesh agreement, direct export subsidieswill bereduced, tariffswill replace other
restrictive border measures and will be bound and reduced as provided for in the individual country
schedules, and domestic support measureswill be governed by international rules and commitments.

7. The export subsidy reduction commitments undertaken on sugar imply that thetota volume of
exportsof sugar, in respect of which direct export subsidies may be granted, will be reduced from abase
period level of dmost 7.2 milliontonnesin the second half of the 1980sto 5.7 millionstonnesin 2000,
or by 20.8 per cent, leading to moretransparency and possible export cut-backs. However, 5.7 millions
tonnesis still equal to about 19 per cent of world exports of centrifugal sugar in 1994,

8. Among the UR measureswhich will freeworld trade in sugar, one of the most important onesis
the replacement of non-tariff barriers by tariffs asthe only possible border measure and their binding and
simultaneous reduction. Neverthdess, thetariff barrierswhich will remainin placewhen dl thereforms
areimplemented will still beserious constraintson trade, taking into account domestic and international
pricesfor sugar. Inmany instances, thesizeof thetariffswill be higher than thevaue of the sugar, leaving
abundant room for further reductions. Worldraw sugar priceswere around US 12 ctg/lb in 1994; by
2000, the United Statestariff ratefor over quotaraw sugar importswill betill over US 15 ctg/lb, the tariff
on raw sugar importsinto the EC will be about US 18 cts/lb, and the Japanese tariff on raw sugar will be
around US 29 cts/Ib by 2000.

9. Forty-onedevel oping and least devel oped countries (L DCs) consolidated tariffsfor sugar at a
maximum rate and in al cases this maximum bound rate, is higher than rates applied up to 1995. The
result of theprocessof tarifficationisanincreasein averageon ad va oremtariffsequivaents, for both raw
and white sugar between the real applied tariffsin 1993 and the legal maximum for 1995. By the year
2000 (2004) however, therewill beareduction of tariffsin comparison with the base period. Thepostive
impact of tariffication and tariff reduction provisions could be mitigated by the import safeguard
provisions, which will allow additional dutiesto be charged, when certain trigger prices and trigger
volumes are reached.

10.  Thelargest impact of the UR agreement on the world sugar market islikely to comefrom an
increase in demand resulting from the higher incomes brought on by trade liberalization.

11. Sugar trade liberaization will lead to increasesin world market pricesof sugar, whilein many
countries, domestic priceswill declineto the benefit of consumers. Theszeof thepriceincreaseissmdl
as per theresultsfrom dl preiminary models, and even in the most optimistic scenario of dl, the impact
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on world prices will be moderated by the supply responsein exporting countries.

12. Producing countries will be exposed more to market forces which in turn will require more
efficiency both in the production processand in marketing. Sugar producing devel oping countrieswhich
depend on sugar asamain source of export revenueswill evidently benefit because they have, until now,
been confronted with competition from subsidized beet production. Among major devel oping country
exporters, it is clear that the low-cost sugar producers will tend to benefit most.

13.  Tradeliberaization haspotentia negative effectsfor net sugar-importing devel oping countries
which would evidently suffer any sugar price increases resulting from trade liberalization which increase
the cost of their imports. Those devel oping countrieswhich enjoy preferential accessto the markets of
the United States and the EC are also likely to face areduction in their preferential margin.
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Chapter |
BACKGROUND
A. Major actorsin the sugar market

14.  Sugar isproduced under awiderange of climatic conditionsin some 120 countriesor territories,
with sugar beet grown in temperate regions and sugar cane grown in tropical and sub-tropica regions.
Sugar cane accounts for approximately 60 per cent of total production of centrifugal sugar (which
accounts for virtually all of international sugar trade).

15. In Annex 111 the changesin shares of world production during the 1980s are shown. Developing
countries asagroup increased their sharein world production from 55 to 59 per cent, primarily asaresult
of asubstantia increasein centrifugal sugar production in China, India, and Thalland. Ascanbeseenin
the same Annex, thefastest growth in consumptioninthe 1980swasasointhe Asan region, a an annua
rate of 5.4 per cent. Asaaccounted for virtualy 70 per cent of the net growth in world consumption.
At the sametime, consumption in devel oped countries declined by one million metric tonnes due largely
to increasing demand for low-calorie sugar substitutes.

16.  Thesugar market isalso characterised by alarge number of participants, with most countries
being active aseither exporter or importer, or both. Devel oping countries accounted during 1990-1993
for morethan haf of total sugar exports (60 per cent) and imports (57 per cent) of about 28 milliontonnes
total sugar imports. Because of this, the distinction in the commitmentsin the UR Agreement between
developed and developing countriesis relevant in the case of the sugar market.

17.  Ascanbeseenin Annex 11, the shares of Cubaand the EC in world sugar exports decreased
respectively from 28 to 25 per cent and 15 to 13 per cent, during the 1980s. In the case of Thailand, its
share grew dramatically during the same period, from 7 per cent to 15 per cent. Brazil's share declined
during the period, from 10 to 9 percent, partly reflecting itsincreased domestic use of sugar canefor
ethanol production.

18.  Withregard to world imports (see Annex I11), the share of the three major importers
(FSU, United States and Japan) declined from 45 per cent to just over 30 per cent during the 1980s.

19.  Developingcountriesasagroupincreased their sharein world importsin thesameperiod, from
44 t0 57 per cent. At anindividua country level, sugar imports have been erratic, depending on the
availability of domestic supplies. China, Indiaand Mexico were major net importersin certain years.
Although China has pursued adetermined policy of sef-sufficiency, consumption nevertheessincreased
quickly, preventing the production-stimulating policy from reaching itstargets. In an attempt to reduceits
dependency on the world market, China has acquired the technology to produce High Fructuose Corn
Syrup (HFCS) and saccharin, but this has not been sufficient to removeit from thelist of mgor importers,
In India, production of centrifugal sugar has closdly followed the trend of consumption. Sporadicaly,
however, supply and demand are unbalanced, which forces Indiato be a major player on the world
market.



20. Ascanbeseenintable 1, most of the tradein sugar (both raw and refined) and in molasses
occurs between countriesthat were sgnatoriesto GATT in December 1994. The 87 countriesthat were
contracting partiesto GATT then accounted for about 72 per cent of world sugar consumption; 85 per
cent of sugar production; 94 per cent of world sugar exports; and 58 per cent of world sugar imports.
Among the mgjor exporters only the Ukraine did not become asignatory to GATT. Among the mgor
importersAlgeria, Idamic Republic of Iran, the Russan Federation and China (aswing importer/exporter)
were non-signatories.

Tablel
RELATIVE IMPORTANCE OF GATT SIGNATORIESIN THE WORLD SUGAR

MARKET, 1990-1993
(Percent share by volume)

GATT Members Non-GATT
December 1994 Members

Tota Developed Developing Developing
Production 85 % 26 % 59 % 15 %
Consumption 72 % 25 % 47 % 28 %
Exports 94 % 30 % 64 % 6 %
Imports 58 % 271 % 31 % 42 %
Stocks 83 % 42 % 41 % 17 %

Sources : International Sugar Organisation, Sugar Y ear Book 1993; GATT, TNC/FA 15 April 1994.

21. Non-GATT members account for only 6 per cent of world exports, but for over 40 per cent of
worldimports. Thefact that UR commitmentsgive specid treatment to the 48 | east devel oped countries
will not have asgnificant impact on the sugar market, asthis group of countries accountsfor only 7 per cent
of consumption, 5 per cent of production, 13 per cent of imports and 3 per cent of exports (1990-93
shares).



Table2

IMPORTSBY NON-GATT MEMBERS, 1990-1993

(Tonnes, raw sugar equivalent)

Countries 1990 1991 1992 1993
Belarus 149,000 119,000 222,557 299,113
Bulgaria 238,000 107,176 200,490 220,949
China 1,147,188 1,017,737 1,103,400 453,816
Idlamic Rep. of Iran 606,000 685,000 736,200 500,000
Irag 480,000 174,700 438,750 330,000
Jordan 372,000 191,317 472,000 317,000
KoreaD R 120,000 120,000 125,000 125,000
Kazakhstan 300,000 137,000 505,900 352,429
Lebanon 110,000 155,000 93,000 102,000
Libyan Arab Jamah. 229,000 161,000 154,000 188,000
Russian Federation 3,432,000 1,640,000 5,143,705 5,428,447
Saudi Arabia 479,600 471,100 521,000 489,900
Syrian Arab Rep. 363,000 422,500 372,000 263,000
Uzbekistan 0 0 436,900 504,000
Yemen 260,000 278,600 369,700 310,000
Total 8,285,788 5,680,130 10,894,602 9,883,654
World 27,622,387 26,283,685 30,867,940 29,213,539
Total as% world 30% 22% 35% 34%

Source : International Sugar Organisation, Sugar Y ear Book 1993, GATT TNC/FA, 15 April 1994.

22.  TheMarrakesh Agreement was signed by 144 countries, i.e. by more countries than the GATT
Agreement. However, at thetimeof publishing thispaper (July 1996), only 121 countrieshad completed
the necessary requirements to become members of the WTO.2 They accounted for 77 percent of world
consumption, 86 per cent of production, 63 per cent of imports and 89 per cent of exports (1991-1994).

2 \World Trade Organization, WT/L/113/Rev.2, 29 April 1996.



Figurel

23. From these, 4 are in process of access and 16 are GATT members but did not become WTO
members. All these countriesare LDCs, or developing countries. These countriesarelargely importers
fromtheworld market, accounting for 12 per cent of total sugar imports; however, eventogether, they do
not play asignificant role in the sugar market.

Table3

B. Domestic protection policies of major actors



24. Most sugar producing countries protect their sugar sectors, keeping foreign sugar expensive, and
subsidizing, inoneway or another, exports. Without such protection, in afreetrade environment, theworld
sugar economy would be much different from what it istoday with production costsdetermining the pattern
of sugar production and trade.

25. Inthe period 1987/88 to 1992/92, the average production costs (fixed costsincluded) of major
producers such as China, EC and FSU were more than twice the world market price; and not asingle
country had production costs which were lower than the world market price. Most of the mgjor exporters
had production coststhat were 30 to 80 per cent above the then current world market prices. 1t should
therefore come as no surprisethat only very few of the larger countriesin the sugar economy (namely
Australia, Canada and Singapore) let their sugar producers and refiners operate in a liberalized
environment. All other countriesoperatecombinationsof tariff and non-tariff barriersand domestic support
systemsto protect their sugar sectors. The policiesof severa countrieswill be discussed below, to give
anindication of thetype of protection policies pursued; information on other countriesis summarizedin
Annexes| and I1.

1. United States

26. Protection of sugar producers dates back to 1934. Since 1977, this protection has been
implemented through aninternal price support system operated by the Commodity Credit Corporation
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(CCC) Loan Programme. Thisisasystem of loansto processors which is meant to support prices should
thesefall below certain predetermined levels. To obtain these preferential loans, processors must pay
growers minimum prices, which are established annually for each region, and undertake to bear storage
costs.

27.  TheGovernment establishesaloan ratefor raw sugar which also servesto determinethe loan rate
for refined sugar. TheFood Security Act of 1985 specifiesthe minimum national non-recourse loanrate

Figure?2

Imports Under Quota
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for sugar cane at 18 cents a pound for raw cane sugar. Therate for beet sugar runs about 3 cents above
the loan level for sugar cane.

28.  Sugar isused as acollateral and processors can choose between:

- Repaying their loansto CCC, plusinterest a aratewhichisgenerdly lower than that prevailing on
financial markets,

- Forfeiting their sugar to the CCC: inthis case they do not haveto pay interest, but sugar passes
into CCC's hands.

29.  Withthefluctuation of world market prices, much sugar was forfeited when priceswere very
depressed (for example, inearly 1982). To minimizethisrisk, the Market Stabilization Price (MSP), asort
of target price, wasintroduced by the Government (in 21981 Bill). The M SP representsa pricefor raw
sugar at which commercid saleswould be more profitable than forfeitures and thereforeis ddliberately set
above the loan rate.
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30.  Theonly availabletool to achievethe M SPis control over supply. USDA estimates domestic
sugar demand and then uses aregtrictive import quotato control the globa supply. Under thisquota, sugar
enters the United States duty free under the Generalized System of Preferences and for Caribbean
Countries, or at aduty rate of 0.625 cents per pound from sel ected countriesto which shares of the global
quotaare alocated® (For more information, see box 1 about United States quotas). Without the quotas,
uncontrolled quantitiesof sugar would enter the United States market and domestic priceswould fall below
theMSP. Sugar processorswould then forfeit their stocksto the CCC rather than sell them at alower
price on the market.

3L However, imports can not be reduced bel ow the global quotaset by law, whichis 1.25 million
short tonnes; this was why the Farm Act gave the Government an additional instrument, that is the
possibility to restrict domestic production by imposing marketing allotments. A marketing allotment
determines the quantity that can be sold by an individual enterprisein the

United Statesdomestic market at thefirst processing level. Producers must themsealvesfind an outlet for

*TheGenerdized System of Preferences(GSP), introduced in 1974 expired on 30th September 1995, anditsrenewal dependsonthe
current debate onthe new farmbill. Inthe season 1994/1995, 32 countries profited from the GSP, namely Barbados, El Salvador, Peru,
Zimbabwe, Dominican Rep., Honduras, Uruguay, CostaRica, Haiti, Guatemaa, Congo, Hiji, Jamaica, Mexico, Ivory Cost, PapuaNew
Guinea, . Kitts& Nevis, Argentina, Maawi, Taiwan Province of China, Trinidad & Tobago, Balivia, Mauritius, India, Belize,
Colombia, Mozambique, Philippines, Costa Rica, Ecuador, Swaziland and Thailand.



surplus production (in 1992 some 300 to 400
thousand metric tonnes), outside of the United
States market.

32.  Asthesupport for sugar producerstakes
theform of an enforced minimum market price,
most of the cost of producer support has to be
borne by consumers. The estimated cost to
American consumersisUS$ 1.4 billion ayear.*
At the same time HFCS consumption has
expanded behind the shield of high domestic
sugar prices.> Asof mid-1995, United States
Congresswill be debating anew farm bill which
would set farm programmes for the next five
years, including United States sugar policy.

2. European Communities

33.  TheEC support policy has been based
onintervention pricesset for raw sugar and white
sugar. (In Figure 3 the determination of officia
EC prices is shown). At these prices,
intervention agenciesin the Member States have
the obligation to buy sugar from domestic
producers within the limits of the so-called "A-
quota’, discussed below. Sugar produced in
excess of internal EC needs (this happens
becauseintervention pricesarewdl| aboveworld
prices), but below the "maximum quota’ (the A
and B quotas together - see below) receive

* Reuter, 17 May 1993.

United Statesimport quota system

1. The Sugar Act expired in 1974 and was not replaced.
Quotas were suspended during the period 1975-1981. In
May 1982, import quotas were reintroduced, and fixed at 2.8
million metric tonnes. A forecast of domestic supply and
demand leads from time to time to an adjustment of the quota
in order to maintain market prices at about 3.5 cents per
pound above the Market Stabilization Price. A global quota
of 1,458,333 short tons of raw sugar was fixed in August
1994 (about 1,322,978 metric tonnes). In 1994/5, some 41
countries had a share of this quota (see annex V).

2. Tariff-rate import quotas are allocated to countries
based on the average of 1975-1981 imports (not counting the
years with the highest and lowest imports), with a few
countries getting alfixed 5,000 metric tonnes basic quota
They decreased sharply between 1982 and 1992 (see figure
2).

3. The Caribbean Basin Initiative was signed in August
1983 and provides trade incentives and duty-free status to
Central American and Caribbean countriesfor 12 years. This
measure has been important for the Dominican Republic,
Guatemala and Panama which had not been eligible for the
benefits of the GSP for the large part of their exports because
they exceeded the United States import quota. Presently, 14
countries fall under the CBI.

4. The North America Free Trade Agreement (NAFTA)
which became effective on January 1 1994, eliminated most
trade barriers among the United States, Canada and Mexico.
The USA-Mexico sugar provisions are reciprocal and will
provide duty-free access for Mexican sugar exports under
certain conditions. (for more information about NAFTA see
box 3)

*For moreinformationabout HFCSconsumptionintheUnited Sates sss TheWorld Sugar Market, UNCTAD/COM/35, of 16 march 1994, page

9.
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export subsidies ("restitutions') to enable it to Figure3
compete in world markets. A price similar to the
intervention priceis paid for raw sugar imported EU sugar prices

from ACP countries.
Production costs in Northern France
34.  Therearethree kinds of quotas: =
9
target price

° The A quota(aso cdled basic quota) isthe
production needed to match estimated

domestic consumption. Nationa quotasare - 5 per cent’ *+ storage | evy
o ) ) (regionally + freight costs

et through negotiations, taking into account differentiated)’ * fromlargest

. . ! ! |

levels of self-sufficiency in each country. , Cto st

Governments allocate the A quota to j L Gietam

processors who apportion it among growers ' =

. 9 9

n the form Of contracts. intervention price m ni mum i nport

for white sugar price for white
° The B quotais the quantity for which the ; o
H i i i - processing ! - processing

EC|SW|II|ngtopaye<portsu_bsd|a Aad b g , " Margin

B quotas make up the "maximum quota’. \ g

TheB quotawasformerly apercentaJeOf intervention price m ni num i nport

the A quota, and rates differed among for raw sugar price for raw

sugar

European countries. This percentage used
to bereviewed annualy, but not necessarily
changed. Now, both A and B quotas are set for afive-year period; the B quotais afixed quantity
of 2.288 million metric tonnes. Any A and B sugar in excess of consumption isexported with
export refunds. A and B quotas have last been reduced in 1981/82, by 1.76 per cent on average.

° The C quota (or C sugar) isthe production in excess of the maximum quotaand isnot directly
covered by the price support system. There are no limitations on this production. However,
except in times of shortage, C sugar may not be sold in the Member States. It hasto be sold on
theworld market at the growers risk. C sugar exportsarelarge: in 1991/92, some 1.384 million
metric tonnes of white sugar were exported without refund, as againgt 2,808 million metric tonnes
with refund. Farmers produce C sugar for several reasons:

- Farmerstry to produce more than the all ocated quotasto make sure that in the case of an
unexpected production shortfall they would still meet their quotatarget. A factory'squota
may be reduced if it does not fulfil it.

- If farmers expect world priceswhich are higher than the intervention price, they raisether
production above the A and B quotas.



13

Figure4
35. In most years, intervention prices are well EC sugar price
above CIF world market prices (See Figure 4). As ECU (100kg)
indicated, sugar produced in excess of internd rices and substdios
European Communities needs, but below the 8o
maximum A and B quotas, recelvesexport restitutions so
SO as to be competitive with world market sugar. 0
Thesesubsidies, paid out of the guarantee section of =0
the EC'sAgricultural Guarantee and Guidance Fund °
(EAGGF), are based on the difference between the -=0
intervention priceand the Cost Insurance and Freight -0
(ClF) world market pl’ice. Asaregjlt, intervention ~%%¢6071 73 75 77 79 81 83 85 87 00
agencies, in practice, purchase very little sugar. worid price o Rot:‘j‘:mmmn rtee
Wl subsidies

36.  With the system it had set up, the EC had
been almost completely closed off from the world
market. Importsweretaxed at the border by variable levies, which were equd to the difference between
the minimum import price (threshold price) and the CIF price (world price). For thisreason, free market
imports had been absent in recent years.

37.  TheECimportsraw sugar from the ACP countries on the basis of the Lomé Convention.® Linked
tothe Convention are severd protocols, including the sugar protocol, which grants preferential treatment
for sugar exports (i.e. export of afixed quotaat aguaranteed price) from the ACP countriesto the EC.
The guaranteed priceis determined annually on the basis of the intervention price for white sugar. The
effects of the EC regime on the world market have been generally negative. Estimates of thelong-term
downward effect of the EC regime on theworld price range from 5 per cent to 17 per cent and theforeign
exchange costs to developing countries which export to the world market are clearly very substantial.

38.  Whenin 1992 the Common Agricultural Policy (CAP) reform was decided, sugar was not a
priority, mainly because the system did not lead to budget outlays. On the 10th of April 1995, the EC
Council adopted the new Sugar Policy, to bring it into line with the UR agreement. The new policy came
into effect on 1st July 1995 and will cover the six year implementation period agreed under the UR
agreement. Thefundamentas of the Sugar Policy have remained unchanged. (for information about the UR
and the EC sugar regime, see box 2 below).

®In 1975, thefirs Lome Convention between themember States of the EU and 46 countriesof ACPwasconduded. TheLomeCornvention
isrenewable every five years. The most recent oneislome IV, signed in 1990.



Box 2

The Uruguay Round and the EC sugar regime

Under the UR agreement, the EC made commitments to reduce progressively the volume (-21%) of subsidized sugar exports
by 2000, from the 1991-92 level of 1.617 to 1.277 millions tonnes -340.000 tonnes a year less than in the 1986-88 base period,
and in its value by 36% to 497 millions ECU and to convert the variable import levy into a fixed tariff system. According to
the 1995 Sugar Reform, these objectives will be achieved by means of cutting sugar production under quotas accordingly and
equally for all producersin the different Member States, and by export and import licences. a Traders also are obliged to
"prefix export refunds’ on sugar. New provisions have also been decided as far as nationa aids in Italy and Spain and
arrangements providing for imports of "specia preferential” raw cane sugar (SPS) b/ are concerned. The ACP countries for
their part have agreed to aformulato allocate, and where necessary reallocate, the quantities of SPS allotted to them.

Minimal changes have been brought in the sugar regime. This, though, has not come as a surprise. Price adjustment had been
expected to be minimal until the year 2000 because of the import safeguard provisions. The application of the import
safeguard for sugar in EC is seriously complicated by the lack of imports entering the market without special treatment (i.e.
not under the Sugar Protocol or with reduced tariffs) which distorts the prices paid. As aresult, the reference price proposed
(ECU 531 per tonne) is based on the price for ACP imports at reduced tariffs. Thisisroughly double the world market price
during the base period. Because of the artificially high reference price, very large additional duties will be chargeable at any
plausible world price. Coupled with the tariff these additional dutieswould be sufficient to prevent any forced reduction in
the current intervention price of ECU 631.9 per tonne as a result of the tariffication.

After the implementation period, there may be substantial pressure for price adjustment arising not only from the UR
Agreement but a so from the Common Agricultural Policy (CAP) reform and the implementation of the UR Agreement in other
sectors; and these may shift the balance towards price adjustment over time. c/These factors could also result in some price
reduction even where adjustment in the sugar sector was not directly required by the UR provisions, beneficial for the domestic
consumer. Any reduction in the intervention price will have a negative effect on the Sugar Protocol price, of particular
importance for ACP countries.

In general, the world raw and white sugar prices are expected to increase with reduction in EC subsidized exports. Simulation
models differ in the quantity of the change. For example, the Australian Bureau of Agricultural and Resource Economics
(SUGARBARE) world sugar model indicates that by 2000 the world raw sugar price would increase by 2.3% if subsidized
exports are 340,000 tonnes/year less than in the 1986-88 base period d/. A Catholic Ingtitute for International Relations(ClIIR)
occasional paper on the reform of the EC sugar regime considered that the world price might increase by only about 0.5% as
aresult of EC production reduction by about 2-300,000 tonnes within the current range of price projections /. However,
unsubsidized EC exports may increase, depending on the price relation between sugarbeets and other crops.

a Somepreliminary mode shasd reedy suggested theneed to quotareductionsby around 4% (Tangermann(1994). TheAgraEurope1994 mode suggested that
to meet this commitment a combination of both a cut in quota production of about 2/4 per cent an a price reduction of 10 to 12 percent would be needed,
b/ TheSPSmechanism (whichisdifferent from ACPpreferentia sugar importsunder the Sugar Protocol of theLomeConvention) replacesthetransitiona

agreementsfor Portugal and Finland and bringstheraw sugar policy into asingleframework. On the basisof the SPS, refining quotaswill befilled by domestic raw
sugar supplies, raw sugar imported under the Sugar Protocol and an agreement with India.

c GATT budgetary commitments in processed goods containing sugar may aready force the Sugar division to contemplate sugar price cuts.
d AustrdianBureau of Agricultura and Resource Economics(ABARE), Internationa Sugar Organization, Workshop ontheeffectof UR onsugar, USDA May
1993.

e CIIR, Reform of the EC Sugar regime, September 1994.
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3. China

39.  China, the sixth largest sugar producer with 8 per cent of world production in 1993, became an
exporter in 1991. Sugar tradewasamonopoly of the ChinaNationa Cered's, Oilsand Foodstuffsimport
and Export Corporation (CEROIL) until 1992, when the Government stopped subsidizing sugar and the
provincesgained an autonomoustrading status. CEROIL importsdirectly through its purchasing operation
in Peking for large scale orders such as with Cuba, or alarge-sized export of white sugar to Russian
Federation (Protocol supplies). It has aso two marketing agenciesin Hong Kong. Sugar cane pricesare
determined by the Government. The farmers have the obligation to sell to government-appointed sugar
mills.

4, Indonesia

40. Indonesia, the world's second largest sugar producer and exporter in the 1930s, hasbecomea
major sugar importer, importing mainly from Thailand. The sugarcaneisgrown by small planters, Sate
sugar millsand private plantations. The country hastried to become sdlf-sufficient in sugar andinthelong
term, asugar exporter; farmersarerequired to cultivate cane, at |east for two consecutive seasons, and
then, they can grow other cropsfor aperiod of normally two years. Thismeasure has been taken in order
toforce plantersto grow sugar because others crops, such asrice, corn which are more attractive, despite
the subsidiesgiven to theinputs of sugar production. On the other hand, the Government raisedin April
1995 the farmers' sugar prices by almost 30 per cent in abid to encourage sugar cane cultivation.

5. Nigeria

41. Nigeriais both aproducer and aheavy importer of sugar. The current local production is centered
intwo parastatd plantations. The Nigerian Sugar Company (Bacita) and the Savannah Company. There
are also two smaller medium-sized plantations, Sunti and La Fiagi.

The Nigerian Government's aim is to develop the sugar industry through the following measures:

-guaranteed minimum prices for sugarcane

-subsidies for inputs, land preparation and haversting

-tax relief for investorsin medium and large scale plants

-the yearly fixing of alocal price as afunction of local production costs and world market
prices to ensure protection against world market imports.

6. Coted'lvaoire

42.  Coted'lvoire producessugar in4 sugar complexesowned and run by agovernment enterprise,
Sodesucre, which isaso responsible for marketing. There have been many restructurating programmes
in order to improvethelevel of productivity. Thelatest restructurating plan was drawn up for 1991/92-
1995/96. The aims are as follows:
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-the introduction of village plantations

-improvement of factories

-improvement of management , including on acommercial basis
-atarget production level of about 189 000 MT.

43. In order to keep itsexport quotasto the USA and the EC, Sodesucre avoids salling locally. This
is motivated by the fact that prices in foreign currencies had doubled in value since the 50 per cent
devaluation of the CFA (national currency) in January 1994.

7. Japan

44, Likeothers, Japan, theworld'sthird larger sugar importer with 8 per cent of theworld imports, and
one of thelargest consumer, with 12 per cent of world consumption, practices aprotectionist policy. Beet
sugar in the north and cane sugar in the south are being produced behind high tariff barriers.

45.  Thepricing policy in Japan has been established in order to ensure protection for itssugar and
starchindustry. Under thissystem, the Ministry of Agriculture, Foresting and Fishing set threereference
pricesevery year: the maximum and the minimum stabilization prices and the objective or support price
tothedomesticindustry, fixed at aleve between thesetwo spectord prices. Thisisthe priceat which sugar
must be sold ontheinternal market. Most of Japan's sugar imports are supplied by the main Sogoshoshas.
Thesenormally buy their sugar from unrelated refineries. All importershave quota. If they import more
than thisin times of aweak domestic sugar market, the Stabilization Agency can levy atax on the extra
amount they import, to cover the price stabilizing measures of the Agency. Through these measures, the
sugar market is strictly controlled by the government.
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Chapter 11
AGREEMENTSIN THE MARRAKESH FINAL ACT RELATED TO SUGAR
A. Agreement on Agriculture

46.  TheAgreement on Agriculture providestheframework for the specific commitments made by
Members to increase the access of agricultural products of other Members to their markets. The
commitmentscover four areas, namely export subsidies, market access, internal supportsand, through a
separate agreement, sanitary and phytosanitary measures. The implementation period for these
commitments started on 1 January 1995. Developed countrieswill have six yearsto fulfil all their UR
commitments (until the year 2000). Developing countries have four extra years until 2004.

1 Export subsidies

47. By the year 2000, devel oped countries are to reduce the quantity of subsidized sugar exports from
the 1986-1990 base period by 21 percent and budgetary outlaysfor sugar export subsidiesby 36 percent.’
For developing countries, thereductions are 14 and 24 percent respectively, over the period 1995-2004.

48. Under the"flexibility" provision, countriesmay phase-in the export subsidy reductionsfor any
commodity inequa annud incrementsin the second through to thefifth year of theimplementation period,
aslong asthe cumulative overruns do not exceed base period levelsby 3 per cent for expendituresand
1.75 per cent for quantities of subsidized exports, and the final levelsin the year 2000 reflect full
compliance. Productsthat did not receive export subsidiesin the 1986-90 period will not be eligible for
export subsidies in the future.

49.  Theexport subsidy reduction commitments on sugar undertaken by ten countries (namely, Brazil,
Colombia, the Czech Republic, the European Community, Hungary, Mexico, Poland, Romania, the Sovak
Republic and South Africa) will mean that thetotal volume of exportsof sugar in respect of which direct
export subsidiesmay be granted will be reduced from abase period level of dmost 7.2 million tonnesto
5.7 millionstonnesin 2000, or by 20 per cent (seetable4). The commitmentsaffect indeed asignificant
share of world trade and should lead to more transparency, aswell asexport and possibly production cut-
backs. However, the remaining potentia of subsidized sugar exports would still account for asignificant
share of world exports. export subsdiescould sill begiven onatotd of 6.6 millionstonnesin 1995, and
5.7 millionstonnesin 2000; thisisequal to about 22 per cent and 19 per cent respectively of 1994 world
exports of centrifugal sugar.®

" Under the "front-loading” provisions 1991-1992 could be used as a base period if the quantity in that period was higher than in 1986-90.

8 Some countrieswhich are going through aprocess of deregulation in the sugar industry and that are not subsidizing their exports anymore, like Brazil and Mexico,
may not at all use the export subsidy option.
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50.  Thepotentia impact on

the market of the 21 per cent Table4
reduction in the volume of SUGAR: EXPORT SUBSIDY COMMITMENTS UNDER THE UR
subsidised exports, particularly (raw sugar equivalents)
that from South Africa and
H 9
European Communlty7 WOU' d Commitment 1995 2000 2004 Reduction
be an increase in prices; base Thovend tormes "
however, thismay be dampened
somewh a by a decl | ne | n WorI d Brazil 1740 1716 1600 1500 240 14
dernand due tO reduced Colombia 260 256 240 224 36 14
aval | abl | |t| es of SUbS d| Zed EC (1) 1617 1560 1277 1277 340 21
exports and increased exports Hungary 132 144 32 2| 13 81
1
by low-cost producers. =
Mexico 1530 1500 1367 1260 270 18
Poland 132.1 1275 104.4 104.4 28 21
©)
2. M ar k et access
r OVi S ons Romania 276 170 159 151 25 14
Slovak 5 5 4 4 1 20
Rep.(1)
51. There aretwo elements
. South 889 858 702 702 187 21
to the commitments on mar ket Africa (1)
access. the rernoval Of a” non- TOTAL 6581.1 6358.5 5485.4 5254.4 1261 20

tariffsimport barriersand tariffs
binding and reduction.

Memo Item: World gross exports averages over the period 1990-92 about 28.7 million tonnes; since
permitted export subsidies under Marakesh will total 6.6 million tonnes, such exports could account
for about 23 per cent of world exports.

(1) Assuming no new commitments after 2000.

2.1. Removal of non-tariff
import barriers

52.  Theremova of non-tariff import barriersisthemaost important component of the Agreement on
market accessand may bethe singlemain provisionleading to aworldwide adjustment of sugar policies.
Existing non-tariffsbarrierswill beremoved or could betariffied. The switchto tariff equivalentsisbased
on acommon formulausing datafrom 1986-88. The new tariffsin most cases were devised to match the
difference between internd prices (arepresentative wholesale price) and externa prices (average CIF unit
vaues). All tariffson sugar and sugar containing products will be bound by 1995 and reduced by rates
which vary from country to country (and therewill also be 24 cases of tariff quotas). Tariffshavecertain
advantages over other types of trade barriers since they are less trade distorting and provide better price
transparency than non-tariff barriers.

53.  Thel5deveoped countriesinthe UR Agreement have committed themsalvesto reducing existing
tariffs (and the tariffs resulting from the tariffication process) on agricultura products by 36 per cent on
average with aminimum tariff cut of 15 per cent for each tariff zone over the period 1995-2000. For

9 South Africaand theEU will reduce subsidiized exportsby 187,000 and 340,000 tonnes, respectively, below averagelevelsfor 1986-90. (For moreinformation
about the EC, see box 2).
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sugar, the minimum tariff reduction of 15 per cent was adopted by haf of these countries, including Canada,
Japan and the United States. Tariff reductionsby therest of the countriesranged from 20 per cent in EC,
to 50 per cent in Australiaand I celand, to duty free accessin New Zealand (See Annex V). Thetariff
reductions should lead to reduced prices for consumers and processors, which should increase import
demand, depending on theinitid level of thetariff (often the tariffication process hasresulted in very high
tariff rates), the extent of the reduction, as well as on the elasticity of demand for sugar.

54.  Withthe exception of the least developed countries, the 68 devel oping countriesthat signed the
GATT agreement up to December 1994, were given the possibility to reduce tariffs at adower rate, by
asmpleaverage of 24 per cent with aminimum tariff cut of 10 per cent for each taxiff line. They wereaso
permitted to reducetheir tariffsover a10 year period from January 1995 to December 2004. Developing
countries represent about 31 per cent of world sugar imports.

55.  Tariff reductionswerenot sought fromtheleast devel oped countries, 29 of whom weresignatories.
Theseare Angola, Bangladesh, Benin, BurkinaFaso, Burundi, Central African Republic, Chad, Djibouti,
Gambia, Guinea, Guinea Bissau, Haiti, Lesotho, Madagascar, Maawi, Maldives, Mali, Mauritania,
Mozambique, Myanmar, Niger, Rwanda, Sierra Leone, Salomon Idands, Togo, United Republic of
Tanzania, Togo, Uganda, Zareand Zambia Thesgnificance of thisexemptionislikdy to beminima since
the share of world consumption and importsof al 47 least developed countriestogether isabout 4to 5 per
cent.

56. Developing and less devel oped countries were a so given the option to commit themselvesto
consolidate all the tariffs at a maximum rate from January 1995. Ascanbeseenin AnnexV to VIII, 41
developing and lessdevel oped countries consolidated tariffsfor sugar at amaximumrateandin all cases
thisbound rateis higher than previous applied unbound rates.”® Ascanbe seenin Annex IX, 6 countries
(15 per cent of thetotal of these 41 countries) retained maximum rates up to 30 per cent, 22 between 30
and 100 per cent, but the rest 27 per cent set high maximum rates of between 100 and 240 per cent.

57.  Atotd of 48 countriesreduced their tariffsfor raw sugar, of them 8 countrieswill reducetheir tariff
by 10 per cent, 14 countriesby 11 to 15 per cent, and the remaining between 16 and 70 per cent. New
Zedland, Hong Kong and Macao will provide duty free access for raw sugar.

58. Sugar tariffs of mgjor raw exporters and importers are shown in Annex V and VI. Asconcerns
theexporters, Australiaand Brazil have offered major reductions of 50 and 59 per cent respectively. For
Australia, the specific tariff will be A$ 140 per tonnein 1995, declining to A$ 70 per tonne by the year
2000. Inthe caseof Brazil, tariffs were bound at 85 per cent for 1995 and would be reduced to 35 per

1 Thesehinding rates, however are only thelegal maximum ratesand will not necessarily be applied. Previousrateswere unbound, offering no security for
exporters.
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cent by the year 2004.

59.  Asconcernsthemgor importers, Japan has agreed to reduce the current compositeimport charges
onraw sugar (animport duty, alevy, asurcharge and an excise duty component) by 15 per cent, fromthe
base level of Yen 84.50/kg in 1995 to Yen
71.80/kg (about US 29 ctg/Ib) by 2000. Thistariff
resulting from thetariffication process exceeds by
200 per cent the average world pricein 1994.

Box 3

The United States (US) and
the Uruguay Round

60. Because of the high tariff and the heavily
regulated nature of the domestic sugar market in
Japan, it is not clear that the benefits of any
reduction of duty will be transmitted to the
consumers. The United States tariff for over-
quotaraw sugar imports will be reduced by 15 current United StéU/teyis)ation and below
per cent to US $ 338.7/TM (US 15.36 cts/lb) by baseline projections of USA import requirements
2000 (For more information about the United The currerlt low.duy of Up% 0[623 centsfib, fay

value will cnntinue to apply to quotaem rt$. ;
States and the Uruguay Round, see box 3). pric'f) reduetion
2000

1995
2. ThelUS will piogressively reduce the high
tariff on ovér-quota raw sugar by 15% from{a base

61. The.EC Va”aple Ievy for rav_v sugar was r%f{éa%%s 17 cts‘lﬁ% over the Berlc fé%% 20po0. Zﬂw/
converted into a fixed rate tariff of 424 reduction Will be of Iqlround UY 0.46 cenfs each

1. The United States will bind tariff-rate import
quotas at 1,139 million metric tonnes raw value
(1,256 million short tonk/¥E 22,000 tonnes refined
sugar and 1,117.2 million tonnes raw sugar.
These qudt& [EXdFarEQiVAL ENTHDse under

267.3 % 20 %

ECU/tonne, which will be reduced by 20 per cent; yedr . Until fariff feacHes US' 15[36 Cents/lh in’the
thismeansthet the tariff would be ECU 339/tonne JZEPANLOh 10 S e IS T e L ST
virtually in nd the internal r price i

or about 18 US cts/lb by 2000. As can be seen g,i%){ T@%ﬁﬂg:@ e f%pc%ngﬁg E%gaﬁg; the
in table 5, rates of protection during the base TG APHRIME RO SOFRF PR iR ave
period were indeed very high, for sugar above to fall below US 6 cents/lb before sugar exporters

. . . would consider exporting over-quota sugar to the
200 per cent of the base pe”Od world price. This US market, given transportation cost of US 1.5
has resulted thus in the high initial tariffs for sugar. centsilb.

3. The commitment to reduce aggregate

62.  The absolute size of tariffs on raw sugar
imports which will still be in place, when all UR
Agreement reforms are implemented, islargein

agricultural domestic support by 20% is not likely
to lead to any changes to existing domestic
support measures, because it had already been
reduced by the required percentage from the base

comparison with averageworld pricesof around US
12 ctg/lb in 1994 and they will remain to be a
seriouscondraint ontrade. Trade barriersinmajor
importerswill be higher than thefree market vaue of
the sugar itself. By 2000, the United States second
tier tariff rate will be fill over US 15 ctd/lb, thetariff on raw sugar importsinto the EC will be about US
18 ctg/lb, and the Japanese tariff on raw sugar will be around US 29 ctg/Ib.

period of 1986-88 to 1994.

63. For selected sugar-containing products, the United Stateswill convert Section 22 quotasto tariff-
rate quotas approximately equivalent to current quotas (the estimated sugar content of these selected
products, largely imported from Canada, totalled 196,000 tonnesin 1993). A number of other countries,
Japan, the Philippinesand Thailand, will dso reduce tariffs on particular sugar-containing products by about
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one-third.

64. Onthebassof theanayssof tariffsfor raw sugar of 41 countries(see Annex V and V1) for which
the 1993, 1995 and 2000 (2004) ad valorem tariffs are available, some inferences can be drawn.
Arithmetic averages on bound maximum ad va orem tariff equivaentsfor raw sugar in 1995 will be about
114 per cent or about 61 per cent higher than the applied duty level of 1993 which was 53 per cent. This
increaseisaresult of the tariffication process. By the year 2000 (2004), the arithmetic averages on ad
valorem equivalents for raw sugar will be about 93 per cent, 21 per cent lower than in 1995.

65. The weighted average base tariff as calculated by the International Sugar Organization is 116
per cent. The high tariff is due mainly to the fact that, 41 developing and less developed countries
consolidated their tariffs at abound maximum rate, the weighted average of whichis 145 per cent. By the
year 2000 (2004), the weighted average tariff for raw sugar , will be 97 per cent, 19 per cent lower than
the basetariff. Thisisdue mainly to reduction in the basetariffs of developed countries, from aweighted
average of 148 per cent to 122 per cent in year 2000. The efforts of developing countries and least
devel oped countries (L DCs) should also betakeninto cons deration (with the exception of countrieswhich
consolidated their tariffs at amaximum rate). These countrieswill reduce their weighted average from 67
per cent in 1995 to 51 per cent in 2004.

66. A total of 78 countriesconsolidated white and raw sugar tariffsat asinglelevd, including the 41
countrieswhich consolidated a maximum rates. Of the remaining saven countries, three displayed minimd
difference between both tariffs (United States, Canadaand Norway), three countries (Japan, Republic of
Koreaand EC) consolidated higher tariffsfor white sugar than for raw sugar and two countries(Malaysia
and Sweden) consolidated lower tariffs for white sugar than for raw sugar.

67. Sugar tariffsof mgor white sugar exportersand importersareshownin Annex VIl and VIII. As
concernsthe exporters, Brazil hasoffered the samereduction asfor raw sugar. The EC variablelevel for
white sugar was converted into afixed ratetariff of ECU 524/tonne or about US cts 32/1b, whichwill be
reduced by 20 per cent, which meansthat the tariff would be ECU 419/tonne or about US cts 26/Ib by
2000. Asconcernsimporters, thelarge oneslike Kenya, Idamic Republic of Iran, Nigeriaand Pakistan
consolidated tariffs at maximum rates.

68.  TheUnited Statestariff for white sugar importswill be reduced by 15 per cent to US $ 357.4/TM
(UScts 16.25/Ib) by 2000. The Section 22 import fee of 1 per cent on imports of refined sugar will be
combined into the over-quota tariff and reduced 15 per cent by 2000.

69.  Theabsolute size of tariffs on white sugar imports which will still be in place when al UR
Agreement reforms areimplemented islarge in comparison with average world prices of around US cts
14/1bin 1994. Tradebarriersin major importerswill be higher than the value of the sugar. By 2000, the
United States second tier tariff rate will be still over US cts 16/1b, the tariff on white sugar importsinto the
European Communities will be over US cts 25/1b.

1 All weighted averages are taken from document MECAS(95)9 of 8 May 1995 of the International Sugar Organization.
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70.  Onthebassof theandysisof 45 countriesfor which we have gpplied tariffs 1993, 1995 and 2000
(2004) ad valorem tariffsfor white sugar, some remarks can bedone. The 1993 arithmetic average on
applied ad valorem tariff equivalentsis about 49 per cent, lower by more than 66 per cent than the ad
valorem equivalent of the ceiling binding tariff in 1995 of 115 percent. Nevertheless, we can noticea

decrease of 21 per cent between 1995 and 2000 (2004) arithmetic average tariffs, asaresult of UR
commitments.

Table6

TARIFFSFOR SUGAR
(ad valorem tariff equivalents)

1993 1995 2000(2004)
Raw White Raw White Raw White
Sugar Sugar Sugar Sugar Sugar Sugar
Arithmetic averages for 45 countries 53 49 114 115 93 94
Weighted averages 116* 55* 97 81

Sources. GATT 1994 Agreement, |SO Mecas (95) 9.

Notes: * For the purpose of comparison, arithmetic averages are calculated for the 45 countries for which
information is available in the 3 years.

* Weighted averages in 1993 referred to base period 1986-1988.

71. For the period 2000 (2004), the weighted average tariff, will be 81 per cent, 32 per cent higher
than the basetariff of 55 per cent. Thisisdue mainly to thefact that theweight in white sugar world imports
of countrieswhich consolidated their tariff at amaximum level isso high*?that thisincreasein tariffsis not
compensated by the reduction in the base tariffs of other developing and devel oped countries.

Figure5 Figure 6

12 Of 41 countries, 32 were white sugar importers, accounting for 14 per cent of world total.
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Source: GATT 1994 Agreement Country Schedules; UNCTAD's Trade Analysis and Information system.(Trains).

2.2.  Minimum Access Commitments

72.  Anticipatingthehighleved of tariffsfor products subject to the tariffication process, countrieshave
agreed to maintai n current access opportunitiesand to establish quantitative commitmentsfor new access
opportunitiesif importsin the 1986-88 base period werelow or non-existent. The minimum access share
for imported sugar will be 3 per cent of average annual domestic consumption during 1986-88 (to be
increased to 5 per cent by the year 2000 for developed countries, and by the year 2004 for developing
countries).

73.  Twenty countrieshaveincluded current and/or minimum accesstariff quotasfor sugar. (Barbados,
Colombia, CogtaRica, Czech Republic, EC, El Salvador, Finland, Guatemaa, Hungary, Iceland, Republic
of Korea, Maaysia, Mexico, Morocco, Nicaragua, Norway, the Philippines, Poland, Slovak Republic,
South Africa, Thailand, Tunisa, United Statesand Venezuda, see Annex X). Thelr import commitments
amountsto 3.8 million tonnes, equa to about 14 per cent of world importsin 1993, which will rise by about
240,000 metric tonnes by 2004.

74. However, thisalready reflectscurrent accesslevel sand would not appear to create new market
accessopportunities: of the 3.8 million metrictonnes, 2.4 million are quotasaready established; 1.5million
areimported by countrieswhich areaso net exporters; and the 1.1 million which correspondsto the United
States quota may be reexported if needed to maintain the domestic supply-demand balance.

75.  Thedeveoped countriesaccesscommitmentsrepresent the equivaent of about 2.5 million tonnes.
In practice, the share of importsin consumption during 1990-93 in the EC, Japan and the United States
was 17, 65 and 20 per cent respectively and total annua imports averaged about 5.8 million tonnes.
United States and the EC were allowed to count special arrangements as part of their current access
commitments and to alocate their minimum access quotasto individua countries. Consequently, import
demand is not expected to increase specifically because of the import commitments.
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76. In the case of the United States, the access commitment only reflects the 1986-88 import levels,
of an average of 1.139 million tonnes of sugar imports. Nevertheless, this commitment brings some
predictability toimport demand and greater security for refineriesand for investment inrefining. TheEC
will count importsunder itspreferentia schemesagaing itscurrent accesscommitments. During theperiod
1995-2000 the duty free access for ACP for 1,304,700 tonnes (white sugar equivalent) will continue.

77.  Despitehaving noimmediate consequencesfor accessto their markets, theimport commitments
of both the United States (yearly quotaof about 1.5 million metric tonnesof raw sugar) and the EC (yearly
quotaof about 1.3 million metric tonnes raw sugar) which cover about 10 per cent of world imports, put
their trading systems on a more multilateral basis.

78.  Theschedulesof the developing countriesreved that 19 countries made tariff quotacommitments
inthe order of 1 million tonnesin total. Some of these countries are net exporters (Costa Rica, El
Salvador) or both low-cost producers and next exporters (Colombia, Guatemala, Thailand). They
consolidated tariffs at very high levels (more than 90 per cent, with the exception of Costa Rica).

79.  Theimpact of this provision on individual countries will depend among other factors on
the domestic production costs, the tariff rates and on the domestic sugar policy. In the Philippines, for
example, arecent attempt by an industrial consumer to import sugar from an ASEAN country was
frustrated by the producers lobby.

2.3  Special Safeguard Provisions

80.  Specid safeguardsprovison alows GATT members during the implementation period to impose
additional dutiesonimportsinthe event of amajor reduction inimport prices, compared with the base
period (1986/88) or amajor surge in import volumes, compared with the recent three year average.
Additional duties above the normal tariff rates can be imposed on any product which underwent
tariffication, if either the price falls below atrigger price or a specific import volume limit is surpassed

81.  Inthecaseof sugar, itistheimport price condition which may havethegrestest effect. Theamount
of the additiona duty is determined according to the difference between the actud import price and abase
reference price for importsin 1986-88. No additional duty can be charged unlesstheimport priceismore
than 10 per cent below thereferenceprice. Thelikelihood of this, will depend ontheindividua country's
CIF reference price, but given the volatility of sugar prices, it would appear quite high.

3. Domestic Support

82.  Therewill be no domestic support reduction commitments on sugar as such because, as aresult
of theNovember 1992 Blair House accord, these commitmentsare now on an agricultural sector-wide
basis. Thetotal domestic support givenin 1986-88, measured by the Total Aggregate of Support (AMS)
which isthe sum of commodity-specific AM S and sector-wide AMS, isto be reduced by 20 percent over
6 years. Support measures agreed upon as non-trade distorting are exempt from reduction. Thelist of
these exempted or "Green Box" policiesincludes such policiesasfood aid, certain decoupled payments
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to producers, and genera servicesto agriculture such asdisease control, product inspection, research and
extenson. Permitted policiesareexempt from countervailing duty actionsand other GATT chalenges(e.g.
nullification and impairment actions, serious prejudice actions).

83.  Theagreement furthermoreexemptsdirect paymentsthat meet certain criteriafromthereduction
intotal support for the 6-year implementation period. Thesecriteriagenerally require that paymentsare
made on afixed quantity and on lessthan base period production. For example, USA deficiency payments
would be exempt from reduction commitments.

84. Direct payments exempt from reduction and other interna supports subject to reduction would not
be exempt from countervailing duty actions. However, they would be exempt from other GATT chalenges
provided support for aspecific commodity did not increase from 1992 level s during the implementation
period.

85.  Thegenera aim of the domestic support provisionisto reduce support to high-cost producers.
Thelikely impact on sugar trade and prices stemming from the commitment to reduce domestic support
through the AMSisnot yet entirely clear; however, taking into consideration that ass stance to the sugar
sector ismainly based on market price support, sugar could well be affectedin arelatively strong way by
this provision.

86. TheAMSisnot likdly to reduce anumber of other trade-ditorting subsidies, such as on the costs
of water and investment subsidies. Particularly in developing countries, such subsidiesmay well havea
strong influence on sugar beet/cane production.

B. Sanitary and phytosanitary measures

87.  Thesanitary and phytosanitary agreement for thefirst time enables countriesto use GATT rules
to check the use of unjustified health-related regulations that restrict trade while assuring
acountry'sright to protect food safety and animal and plant health. Under the agreement, sanitary and
phytosanitary measures must be based on science. However, countries may maintain science-based
standards that are stricter than international standards.

88.  Theimpact of human health standardsisless strong on trade in sugar than on trade in other
sweseteners. Ascan beseenintable5 high-intensity sweeteners™ normally need government gpprova. This
provision on sanitary and phytosanitary measures can be expected to contribute to harmonization in the
international approval regulations for intense sweeteners.

13 For more information about alternative sweeteners, see The World Sugar Market, UNCTAD/COM/35, page 55.
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Table7

HEALTH REGULATIONS

Country Products authorized
United States of Saccharin, aspartame, and acesulfame-K are currently approved,
America sucralose and cyclamate are under discussion, Alitame is awaiting FDA

approval, and stevioside is forbidden.

European Concerning "high intensity sweeteners’, the major problem is that the ryles
Communities differ from country to country. Since 1988, the EC has tried to harmonife
directives on sweeteners, particularly by introducing alist of intense
sweeteners which should trade in the single market (acesulfame-K,
aspartame, cyclamate, saccharin, thaumatin, neohesperidine DC). So fal,
however, different laws still prevail. For example, cyclamates are
permitted for dietetic use in Denmark, Netherlands and Spain, but are
forbidden in the United Kingdom, Belgium and France until the EC
Scientific Committee for Food has completed tests re-affirming their safiety.

~

Japan Aspartame, glycyrrhizinate, saccharin, thaumatin, stevia sweeteners are
currently approved.
Canada Aspartame, saccharin and sucralose are currently approved; cyclamate i

also authorized but with certain restrictions. Soft drink producers are ngit
allowed to replace all the sugar in soft drinks by HFCS.

Australia Aspartame, isomalt, sucrolose, alitame, glycerin, xilitol, hydrogenated
glucose syrup, glycerin, mannitol, thaumatin, acesulfame-K, xylitol,
saccharin, cyclamate and sorbitol are all approved.

Stevioside is only permitted for use in some countriesin Asiaand Latin America. Aspartame gnd
acesulfame-K are approved in every Eastern European country except Albania.

Source: The World Sugar Market, UNCTAD/COM/35

C. Special and differential treatment for developing countries

89. Developing countriesare given specia treatment. L east-devel oped countriesare exempt from
reduction commitments. Others have smaller reduction commitments, equal to two-thirds of the
corresponding commitment for developed countries, and more time to implement them - 10 yearsinstead
of 6.
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Chapter 111

COMMITMENTSAND THEIR IMPLICATIONSFOR THE INTERNATIONAL
SUGAR ECONOMY

A. Effectson prices

0. UNCTAD'sAgricultura Trade Policy Simulation Model (ATPSM) - whichisaglobal partia
equilibrium model incorporating awealth of detail (covering 148 countries and 18 specific agricultural
commoditiesand groups) - containsaspecid sub-modd for sugar because of theimportance of preferentia
arrangementsin sugar trade. Using thismodel, UNCTAD has estimated that asaresult of the UR the
world price of raw sugar would rise by 10 per cent once the transitional period hasfinished (by 2000), if
therewere no price responsein devel oping country domestic markets, and by just under 5 per centinthe
(more likely) case of price response.*

91. Figuresfrom amodel prepared by the Crops and Livestock Economics Branch of the ABARE
show increases of world raw sugar and white sugar pricesof 5.3 and 4.7 respectively from the baseline
until 2000. Itsmodel coversthe UR'smgor possible changes concerning sugar, including reduction of the
EC subsidized exportsand internal sugar price, reduction of South African subsidized exports, reduction
of Japanese import duties and increased world income; however this work was done before the final
agreement and istherefore subject to revision.™ Through yet another model, the USDA projected the
world sugar priceto increase 2-5 per cent above basdline projections by 2000 and 4-8 per cent by 2005;
like the ABARE projections, however thiswork (which antedates the actual conclusion of the UR) is
subject to revision.®®

92. Theszeof priceincreasesisamdl inal threemodes, and even in the most optimistic scenario of
all, theimpact on world prices would be moderated by the supply response in low-cost exporting
countries.

93.  Theincreasein pricesisexpected to be more sgnificant for white than for raw sugar because of
twomainfactors. Thefirst factor isnot linked to the UR agreement and isthe shift inimport demand from
raw to white sugar. White sugar accounted for almost 40 per cent of total world sugar trade in 1992,
against 35 per cent in 1990, and around 30 per cent at the beginning of the 1980s. The shift inimport
demand from raw to white sugar is linked, on the one hand, to the shift in import demand towards
devel oping countrieswhich do not have the necessary refinery facilitiesand, on the other hand, to the sharp

¥Report on Eval uatingthe Outcomeof the Uruguay Round Agricultural Agreement using the Agriculturd TradePolicy SmulaionModd (revised), UNCTAD February
1995.

5 ABARE, International Sugar Organization, Workshop on the effect of UR Round on Sugar, USDA May 1993.

1 Effects on the UR on United States Agricultural Commodities, Economic Research Service, USDA, March 1994.



decline in raw sugar imports by
the United States.

94.  Thistrendisexpected to
be reinforced in the 1990s with
Russashifting itsimport demand
to white sugar. The reason for
thisisthat most of the FSU'Sraw
sugar refining capacity was
locatedin the Ukraine, whilemost
of the demand for refined sugar is
in Russia. In Asiaas well, the
demand for white sugar is
increasing. Onereason forthisis
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95.  Thesecond factor islinked with the UR agreement asthe EC has been the most consstent volume
exporter of white sugar for many years, as mentioned earlier, and the UR commitmentstogether with CAP
reformsarelikely to reducetheleve of surplus(and hence of exports) of white sugar. Thiswould have
animpact, dbeit not very substantial, on the raw/white sugar price differentid. However, itispossiblethat
thereduction in EC's subsidized A and B quota sugar exportswill be offset by an increasein C quota
exports, which could rise somewhat asthey become marginally more profitable because of marginally
higher world market prices. Consequently, itislikely that thered effect of thisfactor on white sugar price
will be relatively limited.

B. | ncome growth

96. Themostimportantimpact of the UR will undoubtedly comerather from theincomethanthe price
side. Increased global income growth due to the UR will be the major factor boosting world demand.
According to the USDA, the combined effects of the UR will increase world consumption and production
by 1-2 per cent above baseline projections in 2000 and 2-4 per cent in 2004.

97.  Tradeliberdization would releaseimport demand mainly in Asan countries, epecidly in anumber
of fast-growing-countrieswhere per capitaconsumptionisbelow theworld average and thereisahigh
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propensity to spend additiona income on sugar consumption. Per capita sugar consumption in China, for
example, isgtill one of thelowest in theworld, only one-third the world average and less than one-sixth of
the high per capita consumption levels of Mexico and Brazil.

98.  Therateof consumption growth will depend on anumber of factors, notably economic growth
(particularly inthedevel oping countries'” and Eastern Europe), but also onthe performance of dternative
sweeteners. A FAO-1SO study on the prospects of the world sugar market for the 1990s predictsthat,
under a high income-growth assumption (which appearsto be more and more unredlistic), the annual
overall growth rate of sugar consumption in the period 1990 to 2000 will be 1.94 per cent; under alow
income growth assumption thefigureisonly 1.32 per cent. While the market for aternative sweeteners
isthought to be nearing saturation in the United States and Japan, thereis substantial scopefor further
substitution of sugar in Europe and in higher-income devel oping countriesif there ative prices of sugar and
maize and other staples (themain source of aternative sweeteners) were conducive and regulationson
dternative swegtenersare harmonized. Whileinternationd tradein HFCS®islimited by its high transport
cost and short storage life, anumber of Asian countries are now producing it, as, on asmaller scae, are
somein Eastern Europe. The development of a crystalline form of HFCS (which is currently being
researched, but has so far not proved
commercidly beviable) wouldincrease
the scope for substitution, and could
a so reduce transport codts, facilitating
international trade.

Figure8
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99. Broadly, the GATT agreement
is likely to contribute to along term
reduction of instability of sugar prices, 100
andto acertainlong-term stabilization,
beneficial for both producers and
consumers. Sugar price volatility has %
been larger than that for any other
major commodity;  (sugar price
behaviour during the 1980sisshownin = Production  Consumption — Prices
Figure 8). The instability index Source: Intematonal Sugar Organizaton

calculated as the average percentage

105 10

¥ Around 80-85 % of thetotal increasein sugar consumptionover thelast thirty yearshasbeenin thedevel oping countries, where consumption hasgrown around
5-6 times as fast asin the developed countries (including Eastern Europe). (Estimated from The World Sugar Market UNCTAD, 1994, para. 1.

BHFCS, themostimportant cal oric sivegtener.- hasmadesignificant inroads, mainly in countrieswheredomesti c sugar pricesaremuch higher thanworld prices.
IN 1990, an estimated 18 per cent of world sweetener consumption wasin theform of aternative swesteners, up from 6.6 per centin 1982. With 11.1 per cent of
world consumption, caoric swegteners, mainly HFCS, followed by glucose, accounted for themgjor part; low -caoric (highrintensity) swestenerssuchas saccharin
and aspartame accounted for the remainder.
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deviation of pricesfrom their exponentia trend was 58 per cent in the 1970sand 52 per cent in the 1980s.
Thiswas double the figure for the whole group of foods (which was 29 and 21 percent in the respective
years) and triple thefigurefor all commodities (which was 18.8 and 13 per cent in the respective years).
Already, since 1990 with the reduction of sugar preferential trade (due mainly to the drop in Cuban
preferential trade), theinstability index hasgonedown, to 7.2 per cent in 1991-1993,* with world raw
sugar pricesremaining within arange of about 8-12 ¢/Ib. However, it would be premature to conclude that
the price will remain this stable over the long term.

100. Thereislikely tobeasmal, but positive long-term impact on the stability and functioning of the
international sugar market asaresult of the Uruguay Round. The Agreement will affect both the stagnant
demand situation and the oversupply incentives. Whilethe extent of the demand increase (duemainly to
tariff reductions and generd economic growth linked to GATT) isuncertain, the agreement should lessen
oversupply pressures. Evidence of thisisreveded inthe GATT commitments, which show that a quarter
of world exports had explicit export subsidies during 1986-90.

101. Prospectsfor stahility do not just reflect the improved prospects of supply and demand balance,
but a so theimprovementsin the framework within which thisbalanceisdeveloped. Thenature of trade
barriers around the international market has changed fundamentally. These barriers are now more
identifiable - abound tariff isamore predictable and transparent trade barrier than anon-tariff-barrier
import licence. Pricetransmisson should beimproved asad valoremtariffswill goply to about 85 per cent
of world production and 70 per cent of world consumption starting 1995, despite the high tariffsin some
instances. Inthe pagt, international demand and thusthelevel of trade has been weakened by the policy
practice of increasing import barriers when international pricesrise. This practice brought additional
production capacity into operation which wasthen retained due to the fact that the higher import barriers
remained when international pricesfell. Thisresulted in excessive world production capacity which
handicapped price determinationintheinternationa market. Infuture, when pricesriseon theinternationa
market, the existence of ad valorem tariffs, which could only be raised in limited and temporary
circumstances, should provide a better link to the international market so that demand will be cut back.
Themoredirect link between internationa and domestic pricesshould reduceinternationa priceinstability
as producers and consumers will have increased opportunities to respond to price changes.

102. Inprinciple, the Agreement on Agriculture should aso help to increase the level and reduce the
ingtability of world market prices, by reducing the distortionsin the market induced by sugar policies, and
by increasing the linkages between the major developed country markets and the world market. In
practice, however, thiseffect islikely to belimited (the reasonsfor thislimited impact in the case of the EC,
whose policies have had the greatest impact on the world market, as discussed in box 2).

103. Atthesametime, thesecountrieswill be exposed moreto market forceswhichin turn will require
more efficiency both in the production process and in the use of marketing methods. Sugar producing
developing countries, which depend on sugar asamain source of export revenues (see Annex XI1), will

®Thiscaculationisbased onthefollowingformula: /N 3[(Y-Y1)/Y1]t=1, where Y tistheobsarved magnitudeof thevariable; Y -Ytisthe magnitudeestimated
by fitting an exponentia trend to the observed value and N isthe number of ohbservations. Thevertica bar indicatesthe absolute vaue (i.e. disregarding Signs).
See UNCTAD, Commodity Y earbook, 1991-1994.
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evidently benefit because they have, until now, been confronted with competition from subsidized beet
production. Among major developing country exporters (see Annex Xl11), it isclear that the low-cost
sugar producers®will tend to benefit most. Moreover, devel oping countrieswhich sdl sugar mainly onthe
world market, like Thailand, Philippines, Brazil and
in the longer run Cuba®, will gain from the
potentia increasein world pricesresulting from the
agreement.

Box 4

North American Free Trade Agreement (NAFTA)

104. Tradeliberdization has potentia negative
effects for net sugar-importing developing
countries which would evidently suffer from any
sugar price increases resulting from trade
liberaization which would increasethe cost of their
imports(see Annex X1V). They have dominated
the world import market over the last two
decades. Currently they account for about 65 per
cent of world free market net imports. They are

Under the NAFTA agreement, during the first six years of the
agreement, if Mexico becomes a "net surplus producer" -
domestic sugar production exceeds domestic consumption -
all the net surplus can be exported to the USA market at a
zero tariff, up to a maximum of 25,000 metric tonnes, raw
value. If Mexico is not a net surplus producer, it will still have
duty-free access for 7,258 or the "minimum boat load"
amount authorized under the USA tariff-rate quota. In years
7 through 14, the maximum will increase to 250,000 tonnes.

Expectations are that Mexico has the capability of becoming
a net sugar producer. If it is so, by 2000, Mexico will be
exporting to the USA 250,000 metric tonnes of sugar or about

predominantly white sugar importers, accountingin 15% of USA global sugar quota.
1992 for 78 per cent of gross world white sugar
importswhich in turn amountsto 61 per cent of
developing countries total gross sugar imports.
Thereisavery strong relaionship between imports
by low income developing countries and the sugar prices. Indeed, it may be recalled that volatile sugar
prices have made importing devel oping countriesre uctant to meet an increasing share of rising consumer
demand thoroughly imports, for fear of having to spend significantly more hard currency onimports, should

there be another pricerise.

Source : UNCTAD, Database; USDA, 1994

105. Thiseffect was anticipated in the negotiations, however, and the UR Ministerial Decision on
Measures Concerning the Possible Negative Effects of the Reform Programme on Least-Devel oped and
Net Food-importing Devel oping Countries was adopted precisaly to moderate the impact of the GATT
agreement for the poorest countries; it contains commitments on maintaining adequate levelsof food aid
and preferential treatment in relation to agricultural export credits?.

106. Countriescurrently enjoying preferential accessto developed country marketsarelikely to seetheir
preferenceserode. Inthe case of the United States sugar regime, even the minimum 15 per cent tariff
reduction will reduce the advantages of beneficiaries of United States quotas. United Statesimport quotas
have already decreased by 50 per cent in the last decade and NAFTA is expected to create a new

P owest-cost producersin relaiveranking, and approximateindex of cogtsare Zimbabwe (chegpest: 100); Mdawi (103); Chile(112); Zambia(116); Swaziland
(119); Colombia(121); Thailand (122); South Africa(123); Kenya(124); Australia (126).

ZThelossof itspreferentia accessto Eastern Europeand theformer USSR hashad seriousimplicationsfor the Cuban sugar industry, leadingto adeclinein
production and foreign exchange earnings from sugar.

2 Final Act of the Uruguay Round, April 1994.
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challenge for quota beneficiaries other than Mexico, if the latter becomes anet sugar exporter. Indeed,
Mexico has commercially the potential to replace partially Caribbean importsif production can be
sufficiently expanded, since under NAFTA Mexican sugar entersthe US duty-free (up to certain limits).
For more information about NAFTA, see Box 4.

107. Preferentia exportstothe EC areof particular importanceto therelatively high-cost producersin
the Caribbean, which would be uncompetitivein theworld sugar freemarket. Jamaicaand Guyana's sugar
industriesarein abetter position with production costsat about 17-20 cts/lb at present, which isexpected
tofall to about 14 ctglb over the next 6-8 years. Trinidad and Tobago isin amuch weaker position, with
production costs projected to fal to about 22.5 ctg/lb in 1997. Even in the most optimistic scenario for
world prices, the industry will not be viable in 2000 without further cost reduction.

108. Inthelonger run, reduction of the EC sugar support level isexpected - the minimum seemsto be
around 5 per cent expressed in white sugar prices.? Thiswould have asignificant impact on the ACP
countriescanesugar producers, reducing their export revenues about proportionally, astheir export price
for sugar to the EC islinked to the | atter'sintervention price for beetsugar. Asthe EC accountsfor more
than half of sugar exports of most ACP States, the consegquence isthat any cut in domestic sugar prices
by the EC will lead to a substantial reduction in ACP sugar export revenues (see Annex XI).

109. Sugar isthebackbone of the economies of most ACP countries. Itisasignificant employer of
labour and a principal agricultural crop. The total number of persons directly employed in the sugar
industriesin ACP countriesismorethan aquarter of amillion andin certain countriesit represents 80-85
per cent of total agricultura employment. Furthermore, sugar cane cultivation occupiesmorethan onefifth
of arableland in most ACP countries, and morethan haf in many. For thisreason, dready in 1991, before
conclusion of the UR, the European Community decided to pay 30 million ECUSto compensate ACP
producers for potential losses.

D. Other implications

110. The production cost of HFCS, amajor substitute for sugar, isexpected to increase marginally
because of higher maize prices. However, prices are d o projected to rise for the major by-products of
HFCS production, including maize gluten feed and maize ail, largely offsetting higher maize prices. The
USDA egimatesthat the UR will have little effect on the competitiveness of HFCSwith sugar. However,
it would appear useful to undertake further research in this area.

BV ariousedimateshaveindicated areduction of 5to 15 percent, indluding ED& F Manwhich considered 11 per cent reasonable, AgraEurope 1994, 10to 12 percent
and Tangermann, 1994, 15 percent.
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Chapter 1V

POLICY OPTIONS

111. Following market-oriented policy reformsin many sugar-producing developing countries and the
end of Cuban preferential tradewith theformer Soviet Union, domestic protection regimesand obstacles
to market accessin devel oped countries remain asthe mgor factor affecting in anegative way the good
functioning of theinternational sugar market. The UR agreement, together with thereformsof the Common
Agricultura Policy of the EC, will resultinaliberalization of sugar production and trade which would lead
to an increase in international prices.

112. Thisprocessof liberalization, which will continue after the implementation period of the UR
Agreement, islikely tolead to higher and more stableinternationa sugar prices, benefitting sugar producers
who depend on sugar asamain source of export revenues. The challengesfor international cooperation
inthisareaaretofind dternative policy instrumentsto achievethe desired protection objectivesinthemgor
developed countries without interfering with the price mechanism in the sugar market, or closing off these
marketsto devel oping countries exports; and to find waysto facilitate the adjustment sugar economiesin
developing countries sugar producers to the new environment. Some of the possible responses are:
improvementsin efficiency; divergfication through better use of sugar cane and sugar beet-by product; as
well as through adding value to sugar; and improvement of the functioning of sugar markets.

A. Improvements in efficiency

113. Inorder to meet the demands of the changed market structure, and especially because price
transmissionto consumerswill bedirect and no longer distorted, improvementsin the efficiency of sugar
production will be necessary. In many producing countries, the real costs of producing sugar are higher
than world prices. Thisistrue not only for developed countries, but also for anumber of developing
countries. Inthislatter, alarge percentage of cane mills are more than 20 years old and process efficiency
islow by virtue of obsolescence and adesign biasin favour of throughput, not qudity. Inadequate capitd
and poor management have aso been factors contributing to this poor performance. Producerswhich have
maintained or improved their competitive position in sugar production have done so, a least in part, through
technological innovation in both production and processing.

B. Better use of sugar cane and sugar beet by-products

114. Many sugar producing and exporting countries, concerned about the risk of sugar market
imbal ances and dependency on often depressed and highly volatile world market prices, have sought ways
to better add valueto their sugar crop by vertical diversification. Eventoday, thereistill abig potentia
for improvement in this area.

115. Veticd divergficationinthesugar industry can beachieved through intensified use of by-products
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andthrough production of aternative productswhich can subgtituteimports and increase exportsand thus
have a positive effect on the balance-of -payments of a country.

116. Tradein by-productswill probably not have a significant impact on the supply-demand baance
inthe near future. However, in an integrated approach to verticd diversfication, an agro-industrid complex
in devel oping countries could eventudly be envisaged, where by-products would be used asinputs for the
domestic industry. For example, bagasse could be used (and partly already is) to produce animal feed,
enriched with by-products from some of the molasses. Industria acohol produced from the remaining
molasses could beusaedin thechemical industry. Other potentially important optionsunder investigation
include biodegradable detergents, methane produced from cane-tops, and high-value amino acids.

117.  Asbagasse-based products have difficulty in penetrating highly competitive internationa markets,
it would appear that their use in the manufacture of paper, pulp and board would mainly be to supply
domestic markets, replacing imports. Inview of therapidly risng demand for paper and paper products
in devel oping countries, and cons dering the bal ance-of -payment problems suffered by many of them, this
import-substituting role may be important.

118.  Although the experience of Brazil's Alcohol Programmeisnot clearly favourable under some
conditions, programmesto produce anhydrous ethanol fuel for mixing with gasoline might beviablein oil-
importing devel oping countries, particularly land-locked countriesand regionswith high oil transport costs.
Themain ancillary conditionsfor thisoption are high import costs of aternative fuels, availability of good
qudity arableland for sugar-cane production, climatic conditionsfavourableto the devel opment of biomass
and the existence of unempl oyed/under-employed, unskilled or semi-skilled labour. Ethanol production
isan dternative for avoiding dependency on the world sugar market and has other advantages such as
environmental and employment benefits.

119. Thesefirst two strategieswould be consistent with both the objectives of the 1992 International
Sugar Agreement and the Common Fund for Commodities (CFC) second account objectives-namely to
"improve the productivity of sugar production by lowering the cost of production, to make sugar less
dependent on theworld market price by means of vertical diversfication and in generd the more efficient
use of the raw materials and by-products of sugar production”.* Improving productivity and vertical
diversification are specifically mentioned in the CFC agreement in relation to lending from the second
account.

C. Adding value to sugar

120. Examplesof adding vaueto sugar are the extension of the process from raw sugar to white sugar
and the production of higher value specialty sugar for the health food market.

121. Theshareof white sugar ininternational trade has been increasing steadily over recent decades,
atrend likely to continue asthe process ng margins are squeezed for free-standing refineriesusingimported

#International Sugar Agreement 1992.
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raws. White sugar accounted for 47 per cent of total world sugar trade in 1992, against 40 per cent in
1991, and around 30 per cent at the beginning of the 1980s. In 1992, around 73 per cent of developing
country exportswerein theform of raw sugar; they werea so predominantly white sugar importers, with
white sugar accounting for more than 60 per cent of their imports.

122. Thereisgreat potentia for traditional raw sugar exportersto increase value added by installing
relatively cheap "white ends" on their millsto produced awhite sugar of acceptable export quality or
"gpecia sugar” (such as Demerara and Golden Granulated). Specialty raws, such as Demerara, are
enjoying agrowth of demand in devel oped countriesand -athough they will continueto account for asmall
shareof productionandtrade, and arelikdy, for examplein the EC, to belimited by contractual obligations
to Europeanrefiners- they can bealucrative dternative for theindividua enterprisesthat adopt this' niche"
marketing strategy. One example of agroup of enterprises which pursues this strategy is the Mauritius
Sugar Syndicate.

123.  Improvementsin processing technology may have created scope for some substitution of white
sugar imports by higher quality unrefined sugar from tropical sources; itislikely that these direct-
consumption sugarswill find their real potentia in the domestic marketsof larger cane producersand other
lower income countries. Already, lower-quality whites are finding an easier market: African countries,
which in the past insisted on EC No. 2 quality, now demand more low-quality white sugar, e.g. that
produced from Brazil; the sameistruein the case of North Africa, including Egypt, aswell asMiddle
Eastern countries. Producersare aready concentrating on the development of white end mills, often for
the local or regional market.

D. Improvement in the functioning of sugar markets

124.  Animportant task remaining for theinternational community evenfollowingthe UR Agreementin
Agricultureistoimprove the functioning of the sugar markets, in particular with aview to stimulate agrester
transparency of commodity exchanges. Thiswould help to reduce the price volatility of sugar. Price
volatility, ashasbeen shown, makes prediction of export earningsfrom the sale of sugar very difficult for
producing countries. Short-term manipulations by trading houses and investment funds and non-
deliverability of sugar from the largest exporter in the hemisphere against the New Y ork No 11 contract
aretwo further issuescaling for attention. Theseissues have aready been discussed by an expert group
under the auspices of UNCTAD but further efforts must bemade to promote the establishment of amarket
which reflects the real situation of sugar supply and demand.
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