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ABSTRACT

Income and price instability in international sugar
trade has traditionally been a common occurrence. For sugar
producers, unstable Brices mean unstable incom%§ and
increased insecurity. Over time, many countries have devised
trade policies to combat the negative influences of price
movements on sugar producers’ incomes. The policies evolved
have been highly protective of many high cost domestic sugar
producers against lower cost foreign sugar imports.

The present study examines some of the economic
implications of protectionism by major sugar exporters and
importers on international trade in sugar in 1958, 1974, and
1878. To accomplish this, the study updated and extended the
1959 study by R.H. Snape. Following Snape’s procedure, the
general indication of the effects of protectionism on
production were derived from estimating relative price
effects. The effects of proteétion on consumption and trade ‘
levels of sugar is then estimated. The results of this study
indicatg that if protectionism had been removed from
international trade in sugar in 1978 there would have been a
1 to 4.2% increase in sugar consumption levels and therefore

similar increases in sugar production and trade levels.
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CHAPTER 1
INTRODUCTION

Statement of the Problem

Historically, the agriculture sector in most economies

.has been confronted with a host of economic problems. Two

long standing features of the agriculture of developing
countries have been the relatively low levels of incomes
obtained by farmers in the long run, and the instability in
priceS'which prevails in the shqrt run. Simultaneously, low
pr1ces have g1ven rise to low incomes

The level of agricultural commodity prices is
determined by the short run supply of, and demand for
agriculturgl commodities. The supply and demand functions
for sugar have ??aditionally been inelastic. This
in&lasticity developed as a result of the immobility of

agriculture inputs on the one hand, and nature of consumers’

tastes and preferences on the other. In such a situation,

r§§at1vgly small shifts in the supply of, or demand for
agriculture commodities can cause relatively large
oscillations in prices resulting in substantia]-price and

income
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instability

A Tong run solution to the traditional problem of low
agricultural incomes in developing countries would be to
encourage movement of agricultural labour to higher income
sectors of the economy. However ., an underlying difficulty
with this approach is that agricultural labour s not
perfectly mobile. It does not respond adequateiy to the
inducements of higher income sectors of the economy . ?

Consequently, in attempting to solve the problem of low
incomes in agriculture, price and income stabilization
schemes have been devised. The technique of supply
management in agriculture is one such scheme. |t attempts to
control production and marketing of the commodity by
regulating the quantity supplied to consumers.

This type of intervention in the production and
marketing of agricultural commodities for the purpose of
stabilizing prices and incomes often also results in the
regulation of international trade. Price maintenance
attempts will be hampered i .. domestic market is exposed
to the fluctuations of inte-national supply and demand.

Another technique commc v used in price and income
support schemes is that of expui U subsidization for
stimulating demand. This type of intervention also results

" R.M. French-Davis, "Export Quotas and Allocative
Efficiency Under Market instability", American Journal of
Agricultural Economics, Vol. 50, No. 3, (August 19687,

2 G.t. Brandow, "Policy for Commercial Agriculture,
1845-71", in Vol. 1, A Survey of Agricultural Economic
Literature, ed. L.R. Martin, 3 Vols.. University of
Minnesota Press,” (Minneapolis: 1977), p. 215.




in trade distortions. Whether there is open limitation of -
imports or subsidization of expopts, competition in the
domestic market will be affecteg, government policies
devised to stabilize domestic pricet and producers’ incomes.

Sugar is one of the oldest and most widely traded
agricﬁﬁﬁural commodities in the international market. More
than haff the total world trade in sugar is governed by
special &arket arrangements which major consuming nations
have with their respective suppliers. As a result of this,
the free market is a residual market where the quantity of
sugar entering this market is a relatively small portion of
the total world trade in sugar.' The special arrangements
which nations obtain in international sugar trade have a
decisive influence on not only the direction of world trade,
but also on" the pattern of world sugar production.?

These special arrangements may have different stated
objectives. However, there is an underlying common theme:
they all seeK to encourage self sufficency and both higher
and stable prices in the long run thereby ensuring a more
desirable level of income for sugar producers. In attempting
to achieve long run price stability, imports have been
direétly limited either by quotas, tariffs, and variable
levies or indirectly by subsidizing domestic sugar
production. Variable levies and quotas may be effective in

' R.H. Snape, "Some Effects of Protection in the World Sugar
Industry”, Economica, Vol. 30, (February 1963).

2 D.C. Horton, "Pol®y Directions for the United States
Sugar Program." American Journal of Agricultural Economigs,
Vol. 52, (1970). ) _




\

achieving short run price stability. However, they lead to
higher prices for consumers. Furthermore, these policies
distort internationai trade.'

Sugar is one of the most protected agricultural
commodities in international trade. The protection in most
cases has been concentrated in developed countries who havé
a comparative disadvantage in the production of sugar.? The
structure of sugar protection on raw and refined sugar in
many developed countries effectively deters»those developing
countries who have a comparative advantage in sugat

production from the refining process.?
The Objectives of the Study

The purpose of this study is to evaluate some of the
ma jor impacts of protectionism in the international trade in
sugap-ddring 1859, 1974, and 1978. The policies of some
maj;r/g;;ar consuming and producing nations have been

idé%tified and evaluated. In evaluating these policies,

eftimates of some of the major impacts of these policies on

\Jﬁorld sugar consumption and production patterns were made.

\—

' G. Gemmill, "An Equilibrum Analysis of US Sugar Policy",
American dJournal -f Agricultural Economics, Vol. 539, No. 4,
(November 1977 .

2 H.G. Johnson, . "Sugar Protection and the Export Earnings of
Less Developed Countries: Variations on a Theme by R.H.
Snape", Economica, Vol. 33, (February 1966).

3 H.C. Horton, op. cit.
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The Hypotheses

The hypotheses tested are that:

Sugar production in and export from ma jor exporting
nations is Eeduced by protective polities in major
importing nations.

Sugar consumption in major importing nations would
increase in the absence of protection of their local
sugar industry.

The level of world trade in sugar that could be expected
in the absence of protection would exceed the levels

applying under protection.



The Methodo logy

The methodology which is used in this analysis was
adopted from an earlier study done by Snape.'This
methodology is more‘fully outlined in Chapter IV. In testing
the above hypotheses price and consumption effects of :
protectionism were estimated. In obtaining a general
indication of the "production effects" in protecting
countries, estimates of the extent to which sugar prices
were increased in selected major sugar protecting and
consuming nations were made for 1959, 1974, and 1978.

In estimating the "consumption effects" of
international sugar protection, estimates of the additional
sugar consumption which would have occurred in major
importing countries in the absence of any protection in
international sugar trade were made. These estimates were
then compared with the actual cohsumption which gccurred in
19589, 1974, and 1978. . ' \

To estimate the consumption effects, "import and export
parity prices” were calculated based on data on production
costs in the sugar exporting countries, together with an
estimated price e]asticiéy of demand to determine the
additional quantity o% sugér which would have been consumed
in the absence of any protection in the international trade
in sugar. These "parity pfices"'were then ‘compared with the
Price paid by consumers in the protected countries in 1959,

' R.H. Snape, op. cit.
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, p .
‘ Chapter IV deals with the analytical framework Ugf:/ip//
\ ,
‘'the study. It contains a discussion of the model whic s

1974, and 1978, and estimates of the world price which they
would have paid in the absence of any protection in the

wor 1d sugar economy for the years specified.
The Contents of the Other Chapters

In Chapter II a short discourse on the historical
development of protective barriers in world sugar trade is
given. Trends in sugar prbduction of the major sugar
producers, and exporters for the period LQGO to 1978 are
presented. Also the trends in international sugar trade for
the specified years are observed and discussed.

In Chapter I1I, a review of literature assessing the
effects of trade specifically with trade policies on the
international sugar market is undertaken. A discussion of
the'trade policies of major consuming, importing, producing,
and exporting countries follows. Also, an analysis of the
major bilateral and multilateral trade arrangements in
international sugar trade is presented. Comparisons are then
made between these arrangements and those for other ma jor

internationally traded agriculture commodities.

4

used in the study and outlines the available data and their
manipulations. The results of the analysis are presented.

Chapter V concludes the study by discussing the results

\xEBtained. Some of the major policy implications and
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limitations of the analysis are discussed and
recommendations are presented. Suggestions are made for the
development of trade policy instruments in international

trade in sugar.
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CHAPTER I1I

' SUGAR AS AN INTERNATIONALLY TRADED AGRICULTURAL COMMODITY

The Origins of Sugar

The origins and the development of the sugar cane,
Saccharum Officinarum L, from which sugar is manufactured
have been as controversial and varied as have the many
agreements which affect its present trading patterns. The
debate asvto exactly where, when, and how the sugar cane
originated has been extensive.

Deerr' contends that the sugar cane is indigenous to
the South Pacific through a highly specialized symbiotic
relationship between a plant, the sugar cane; a pest, the
beetle borer; and a parasite, the tachinid fly. Chaturvedi:?
asserts that India istthe home of the sugar cane, basing his
assertions on recorded ancient Hindu mythology. Initally, a
crude form of sugar -- molasses-- was made through crushing
the cane and b»iling the recovered juices. This commodity
was considered to be a highly superior good, primarily
because of its valuable medicinal properties and high cost
in acquiring it. Although there may be disagreement about
the origins of the ﬁugar cane it is generally agre;d that

' N.A. Deerr, A History of Sugar, (2 Vols.; London: Chapman .
and Hall, 19487, 2, p.13.

2 H.S. Chaturvedi, "The Sugar Industry of India", The Sugar
Journal, Vol., XIII (London: 1951).
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the sugar cane is best grown in tropical and sub-tropical

regions as is shown in Figure 2.1.

The Development of Protective Barriers in the Trading of
Sugar

Aside from precious metals, sugar was the firét
commodity to be sh{pped commercially to European countries
froﬁ their colonies in the new world.! Disputes among
European nations for control of the sugar lanég and seas
around the colonies became prevalent.

From the earliest days of colonial expansion, the
mother countries regarded trade with their colonies as
exclusive to themselves. As a result, a system of restricted
trade among the colonialists gradually evolved. France
implemented a code in 1627 known as the Pacte Colonial. This
law forbade all french traders to ship or to procure any
product of the colonies including sugar without the
authority of the state.?

The original English Navigation Act which was passed in
1650 and revised in 1651 demanded tﬁat all goods from Asia,
Africa and America be shipped only in English, Irish, or
colonial vessels. The Commonwealth Act.of 1651 specified
that certain commodities including sugar were only to be

shipped to England or colonia]-ports. The Staple Act of 1663

' R.A. Ballinger, A History of Sugar Marketing, U.S.
Department of Agriculture, Economic Research Service, Report
No. 197, (Washington: 1971).

2 N.A. Deerr, op. cit, p. 408.
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prohibited all goods from being shipped to the colonies
except through England where they were to be unloaded,
duties paid and then reshipped. The Plantation Act of 1673
demanded that all goods shipped from one colony to another
pay the same duties that would have been paid on entry to
England. There was also the Molasses Act of 1733, which
imposed duties on all foreign sugar, rum, and molasses which
entered into British colonies.'

The beet sugar industry in Europe grew largely as a
result of sugar shortages which existed at the time of the
Napo]éonic war .2 However, Germany's beet sugar industry
developed slightly differently. In 1885 a fixed tax was
levied on beet sugar production and a refund was allowed on
exported sugar. The tax was levied based on a specific
percentage of a required produétion yield. The refund wa§
made on exported sugar which had production yieids greater
than the stipulated amount .3 This impost was an incentive to
producers and manufacturers to increase beet sugar
production. In a similar manner Austria, Belgium, Holland,
and Russia also encouraged the production of beet sugar.

In 1822, a movement began iﬁvEngland to remove sugar
trade restrictions. In that year twa acts were passed: The
_West Indian and American Trade Bill and thé;bolonial Trade
Aét. The first permitted the.importation of products from

' Ibid., pp. 408-422.

2 U.N. The International Sugar Organization, The World Sugar
Economy, Structure, and Policies - The World Picture,
International Sugar Bulletin, Vol. 2, (New York: 1963).

3 N.A. Deerr, op. cit. pp. 502-503.
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foreign countries into specified pordy only in British ships
or those of the countfy of origin on payment of a 10%
ad-valorem tax. The second act reinstated the Molasses Act
which had been suspended in 1792. It allowed imports of any
produce of colonies into Eu;ope and Africa in British
ships.'

In 1901 at the Brussels’ Convention an agreement was
reached to terminate all direct and indirect bounties in
international trade of sugar. The bounty had been a refund
or "drawback” on duties paid on imported raw sugar by
domestic refiners. This refund was calculated based on the
yield manufacturers obtained in converting raw sugar to
refined sugar. Manufacturers obtaining yields ahove and
beyond the required level were rewarded through deductions
on import duties.?2 In 1907 when the Brussel’s Convention
came up for renewal the manufaéturers of sugar products such
as confectionary, jams, and jellies were dissatisfied with
the effects of the agreement on their trade and opposed its”
continuation. Under the bounty systedi manufacturers had
obtained lower priced sugar because refiners were able to
sell sugar at the domestic price minus the refunds on import
duties. With the removal of the bounties, refined sugar
prices were iﬁcreased by the level of the additional import
duties. While the bounty system differed in detail from
country to country, the basic principle involved was

identical. The objective was to stimulate beet sugar

B i T T T T PV S S,



production by making special payments to domestic sugar

producers and refiners. !

REVIEW OF INTERNATIONAL TRADE .v SUGAR: 1960 T0 1978

7
*

~a

o~

Wor 1d Production, Consumption and Stocks

WX

LY

During 18960 to 1978 there has been a steady increase in
wor 1d centrifugal? sugar production. Total world centrifugal
sugar production was 51.5 million metric tons in 1960. Of
‘this amount, cane and beet sugar accounted for an
approximate share of 56.6% and 43.4% respectively. In 1978
wor 1d centrifqgal sugar output was approxima‘ely 90 million
metric tons. Beet sﬁgan production yepre;ented 38.8% of
total centrifugal sugar output while cane sugar production
accounted fgr 61.2%. These trends are shown in Figure 2.2.
Generally, world Bane sugar production has increased during
the period 1960 t8~1978 even thoug; there ha; been some
fluctuations. Cane sugar production has increased its share
of world sugar supply by approximately 4.6% since 1960. Beet
sugar proddction has tended to increase less rapidly since.

I I T T T T

' Ibid., p. 504. _

? Non-centrifugal sugar includes those sugars which are not
produced by the extraction of the solid forms or objects
from boiled sugar juices. Not included are\gur, jaggery,
muscovado, papelon, and panela.



FIGURE 2.2

WORLD SUGAR PFODUCTTON, CHNSUHPTIOS AND STOCES (RAW SUGAR)
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;;3 1960 and its total share of the world centrifugal sugar

supply has declined by approximately 4,6%.

Between 1360 and 1978, total world centrifugal sugar
consumption'gradually increased from 51.1 million metric
tons in 1960 to 90 million metric tons in 1978 -- an average
annual increase of approximately 5.5%. Between 1963 and 1969 \
there was an increase in world sugar stocks. From 1970 to ™o
1974 this pattern changed somewhat when sugar stocks were
decreased. From 1974-to 1978 world sugar stocks have been
increasing steadily. World sugar consumption between 1960
and 1978 refiected not only increasing world population
growth, but also rising per capita incomes in some

developing countries who traditionally had been consuming

sugar at a low level.!
Major Cane Sugar Producers

The largest cane éugar producer over the last twenty
ers has been Cuba. Cuba’s sugar production, however, has
bec relatively unstable from year to year as is shown in
ible 2.1. For example, Cuban sugar production declined from
approximately 6.8 million metric tons :n 1961 to 5.8 million
metric tons in 1962 to 4.2 million metric tons in 1863. By
1970 it had increased to 9.4 million metric tons but

declined again in 1972 to 4.8 million metric tons.

' U.N., Food and Agricultural Organization, FAQ Commodity
Review and Qutlook: 1977-79, (Rome: 1978), p. 20.
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Weather is a sig%ificant factor in the production and
supply of sugar. Cuba’s sugar production has been affected
over the yearg by changing weather conditions. Other major
factors which have also affected Cuban sugar production
dur?ng the last twenty years were: the embargo placed on
6aEan sugar exported to the United States; the shortage of
skilled labour for cahe cultivation ana“harvesting: a
deterioration of equipment; together with attempts at
diversification of cane acreage to other crops.'

Another large producer of cane sugar is Brazil. Brazil
has been rapidly increasing its output and has been the |
largest'national producer of cane sugar for the last three
years. An exception is 1976, when there was a noticeable
decrease in sugar production from 7.4 million metric tohs in
1975 to 6.2 million metric tons in the following year.
Unfavourable weather conditions during 1976 were the major
reasons cited for this decline.? Presently, the Brazilian
government is involved in a program which includes
incentives for producers to expand sugar production. The
objective of this program is to obtain 20% of national
energy reqﬁirements from alcohol in - |

.
7

' The Commonwealth Secretariat, Plantation Crops - A Review,
(London: 1973), p. 128..

2 U.N., Food and Agriculture Organization, FAO Commodity
Review and Outlook: 1977-739, (Rome: 1978), p.19-22.
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The third major producer of cane sugar is India.
India’s sugar production has also tended to be relatively
unstable. This can be partly explained by periodically
unfavourable weather conditions. The major source of this
instaﬁility is the non-centrifugal sector of the industry
which produces gur (jaggery), and khandsari. This sector
accounts for about two-thirds of the cane crushed. It has
been alleged that government policies of controlling the
price paid by centrifugal units (i.e. by factories) and not
those prices paid by the gur and khandsari units has had
destabilizing effects on the centrifugal sugér portion of
the industry.* As a result, farmers have tended to supply
their cane to th¢ non-centrifugal units rather than to the
factories. As an example of this instability, when in
1967/68 the government partially de-controlled the market
temporarily, centrifugal sugar factories were ablé to offef
higher prices and bid more successfully for cane supplies.
Cane sugar production increased from approximately 3 million

metric tons in 1967 and 1968 to 4.6 and 5.5 million metric

tons in

' U.S., Department of Agriculture, Foreign Agriculture
Circular, FS-3-78, (Washington: December 1978].

2 The Globe and Mail, June 16, 1979,

3 The Wall Street Journal, December 7, 1976.
4'%ﬁfégommonwealth Secretariat, Plantation Crops - A Review,

(Lgnddn: 1973), p. 121,
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1969 and 18970 respectively.!

Australia is another major cane sugar producer.
Generally, Adstralia’s sugar prodUgtion has increased
steadily although the industry has experienced some
fluctuationfﬂ Most of the instability has been attributable
to pegqéaﬁé unfavourable weather conditions which have been
reflected in small yields and low sucrose content. 2

In reviewing the Australian‘sugar industry it is
impor tant té point out that increases in sugar production
were a significant factor in the industry’s rapid
development. The increased productivity of the industry is
attributable in part to major technological advances. The
ensuing increase in output enabled the industry.to absorb
increases in production costs especially wages.?3

The importance of the Philippines as a major
international cane sugar producer is in its role as an
alternative supplier to the Unitéd States market replacing
Cuban sugar. In 1960, sugar proqbction was 1.3 million
metric tons. By 1878, cane suga% production had increased to
2.3 million metric tons. Over tHe period from 1960 to 1978
there was 5.2% average annual increase in production. This
increase in broduction can be attributed to expansion
programs whose objectives were to satisfy the additional

demand of the United States sugar market as a result of the

embargo imposed on Cuban sugar
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supplies. !
PP B

Ma jor Beet Sugar Producers

As is shown in Table 2.2, the worlq:s largest beet
sugar producer is the USSR. In 1960, USSR beet sugar
production was approximately 6 million metric tons. In 1978,
production had increased to 8.8 million metric tons.
Fluctuations in USSR beef sugar production have been
frequent during the period from 1960 to 1978. These
variations have been mainly due to periodic unfavourable
weather conditions througho&t Europe especially in 1971 and
1872.2During 1974 to 1976 USSR sugar production was affected
by traﬁsportation and post harvest difficulties.?

Beet sugar production in the United States showed an
increasing trend between 1960 and 1978 despite weather
induced fluétuations. The government’'s sugar policy of
ensuring "favourable prices" for domestic éugar producers

has also affected sugar production

e I T T I TS A e

' 1bid., p. 129. » .

2 U.S., Department of Agriculture, Report on World Sugar
Supply and Demand 1880 and 1885, Foreign Agriculture
Service, (Washington: November 1877), pp. 203-205.

3 U.S:, Department of Agriculture, Foreign Agriculture
Circular, FS1-79, (Washington: May 19 , p. 4.
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through production quotas.!' *

The European Economic Community (EEC) is another ma jor
beet sugar producer. There are difficulties, however, in
analysing the beet sugar prodyction of the EEC as one unit.
For example, the United Kingdom, a major producer within the
community, was not a member of the EEC ffom 19%0 to 1972. As
a result, data obtained for the aggregate EEC beet sugar
production during that period does not include the United
Kingdom. In overcoming this difficulty, trends in production
data of the majar beet sugar producing members within the
EEC were analyzed individually.

France is the largest beet sugar producer in the
community. Although beet sugar production in France
increased steadily between 1961 and 1978, there have been
fluctuations in productionilevels from year to year. These
fluctuations, especially those within the last ten years
(1968 to 1978), have been mainly attributed to the policies

of the Frentch government and also by that country’s

affiliations to the EEC.?2

West Germany is another major beet sugar producer in
the EEC. From 1960 to 1970, beet sugar production increased
marginally from 1.3 million metric tons to 2 -million metric
tons. Between 1970 and 1878, production increased further to

3 million ‘metric tons. West Germany’s beet sugar industry

I R i e Ty ey

' R. Bohall, et al., The Sugar Industry’'s Structure, Pricing
and Performance, U.S. Department of Agriculture, Agriculture
Economic Report, No. 363, (Washington: March 1977), p. 31.

2 U.S., Department of Agriculture, Report on World Sugar
Supply and Demand 1980 and 1985, Foreign Agriculture
Service, (Washington: November 1977), pp. 24-25,




University of Albcria

24

has also experienced some instability due to changing
weather conditions which affected yields and the sucrose
content of beet roots. Added to this are the influences of
the sugar policies of the EEC. These policies are designed
to affect sugar production and price levels among member
states so as to ensure "favourable prices" for sugar

producers and secure supplies within the community.!
Major World Sugar Importers, Exporters and Consumers

The United States has been a major impor ter of
centrifugal sugar from 1960 to 1978‘as is shown in Table
2.3. In 1960, total world exports of centrifugal sugar were
17 million metric tons. The United States impor ted
approximétely 4.7 mi]lionj;etric tons of that total. In
3978, total world exports of centrifugal sugar were about 31
million metric tons. Import§ into the United States rema ined
relatively stable and at approximately 4 million metric tons

represented 12.9% of world trade. Except in 1965 and 1978

when imports decreased approximately 51.6% and 30.7% from

1964 and 1977 respectively, the United States’ imports of

centrifugal sugar have been relatively stable, fluctuating
slightly around the annual average level of approximately 4
million metric tons.

Most of the United States’ imports prior to 1960 came

from Cuba, traditionally the world’'s largest exporter of
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centrifugal sugar. Table 2.4 demonstrates markét shares of
the major sugar exporters. World sugar production increased
from 1960 to 1978 but world sugar exports have not
maintained the same rate of increase over the same period.
The United Sta'rs is also a major consumer of
centrifugal sugar as is demonstrated in Tables 2.5 and 2.6.
In 1960, total consumption of sugar in the United States was
8.6 million metric tons or 17.9% of total world sugar
consumption of 47.8 miylion metric tons. The average per
cap;ta consumption of sugar in the United States in 1960 was
94.3 1bs. In the same year, the average world per capita
consumption level was approximately 35.2 1ibs. In 1978, total
wor Id consumption was 87.9 million" metric tons. World
average per capita cohsumptiqn was 45.6 1bs. Average per
capita consumption in the United States for 1978 was 96. 1
1bs. Total consumptiqn in the United States was 9.9 million
metric tons or 11:2%u8f total world consumption for 1978.
Except. in 1975 when average per capita consumption decreased
marginally to 0.2 lbs (from 86.6 lbs in 1874), average per
capita consum&tion in the United States increased steadily
over the period from 1960 to 1978. Total consumption of
sugar in the United States has also increased steadily
except for 1975 when total consumption decre;sed marginally
from 10L8 million metric tons to 9.1 milliaﬁ metric tons.
The apparent stability which the United States* sugar
imports and»consumption have exhibited - ‘er the last thgnty.

years can be attributed in part to the policies of the
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United States’ government under the United States Sugar Act.
An analysis of the United States’ sugar policies and those
of other major sugar traders is undertaken in Chapter 111.

The next major importer of cenirifugal sugar is the
USSR. Imports of centrifugal sugar by the USSR increased
from approximately 2 million metric tons in 1960 to about 5
million metric tons in 1978. It should be noted that‘these
are gross import quotations which must be interpreted
cautiously, since they do not take into account re-eéports
to member countries of the COMECON group. It is difficult to
interpret the USSR’'s role as a net iporter in the
international sugar market. There are enormous difficulties
associated with obtaining adequate data. As a result,
estimates are often made of stocks and quantities of sugar“'
irported. These estimates can be misleading -at times.

A most noticeable feature of the USSR importation of
sugar between 1960 and 1978 is the major fluctuations which
have occurred. Table 2.3 demonstrates these variations.
Bgtween 1960mand {578, imports have fluctuated between 1.8
million metr}; tons in 1960 and 4.8 million metric tons in
1978. As a major }mpqrter and con§umer of sugar, the role of
the USSR in the international trade in sugar Has steadily
increased. In 1860, éVérage per capita sugar consumption was
approximately 80.3 1bs; by 1978 average per capita
consumption had increased to 103.2 lbs. In 1960, total
consumption of sugar in thé USSR wds 6.2 million metric

tons. This represented 12.9% of the total world consumption
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of centrifugal sugar. In 1978, total sugar consumption level
in the USSR was 12.2 million metric tons or 13.8% of total
wor 1d consumption.

Another major importer of centrifugal sugar is the
United Kingdom. In f960, imports of sugar by the United
Kingdom were 2.5 million metric tons. In 1978, imports
decreased to 1.8 million metric tons. With the exception of

1977 and 1978 when reported figures were 1.8 million metric

-«

‘tons, importation of centrifugal sugar by the United Kingdom

has tended to be close to the annual average level of 2.3
million metric tons from 1960 to 1978. Traditionally, the
United Kingdom was the ma jor importer of centrifugal sugar
under the now defunct Commonwealth Sugar Agreement (CSA).
Since joining the EEC, this policy has been replaced by the
sugar policy of the EEC. ( o \\\
Consumption levels of cenfrifuga] sugar in the United
Kingdom have also been relatively stable. from 1960 to 1978
as is shown in Table 2.6. In 1960, total con§ﬁhption of
sugar in the United Kingdom was 2;8'million metrgc tons.
This represented 5.8% of the total wor 1d sugar cénsumption.
In 1978, the total consumption of centrifugal sugar in the
United Kingdoﬁ was 2.6 million metric tons. The average
annual consumption level of centrifugal sugar in the United
Kingdom has beer around 2.8 miilion metric -tons. This
stabilitywwas due in part to the special arrangemehts of the
Commonwealth Sugar Agreement between the United Kingdom and

Commonwealth sugar suppliers in which a fixed quantity of
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sugar was supp]ied annually at a negotiated price.

One of the facets of the role of the United Kingdom as
a sugar expofter is in its export trade in sugar by-products
such as confectionary, canned fruits, jams, and jellies.
There is little relevant data on these transactions.'The

quantity of sugar upéa‘?g? nonfood or commercial usages is

\

not precisely recorded. Prior to joining the EEC, the United

Kingdom was (under the Commonwealth Sugar Agreement) a net
exporter 6f sugar to such countries gs Nigeria, Norway, the
Nether lands, Switzerland, Tunisia, West Germany and Iraq.
However , sfnce {ts association with the EEC, the United

Kingdom's role as an exporter has declined significantly.!

THE OVERALL PATTERN OF WORLD TRADE: 1960 to 1978

One of the dominant features of international trade in
sugar between 1960 and 1978 was the embargo placed on Cuba’s
éxports to the United States. As a result, the USSR emerged
as the major importer of Cuban sugar: For examplé, in 1958
and 1959 prior to the embargo, approximately 60% of Cuban

sugar exports went to the United

e - = = o -

' 1. @nith, The European Community and the World Sugar

~Crisis, Trade and Policy Research Centre, Staff Paper No.7,
{London:  November 1974).



~ berta

Univarsity

33

States.' In 1860, total Cuban sugar exports were 5.5 million
metric tons; of this amouﬁt 1.9 million metric tons were
exported to the United States, a decrease of approximately
25% from the 1958 level. No exports were made to the United
States in 1978. In contrast, 1.5'million metric tons of |
sugar were. exported from Cuba to the USSR in 1960 as were 4
million metric tons in 1978.

‘ As is noted in Table 2.4, total world centrifugal sugar
exports in 1960 were 17 million metric tons. In 1978, world
total centrifugal sugar exports increased to 24 million
metric tons. During the periog from 1960 to 1970 most of the
expansion in the ‘world sugar trade was accounted for by the
increased trade in sugar by the USSR. During the period from
1970 to 1978, most of the increased expansion in trade has
béen due to increased demand attributed to the increase in
wor 1d poputation together with increased per capita incomes
in some developing countries.? '

One of the most striking characteristic of the
international sugar market during the period from 1860 to
1978 was the course of world sugar prices. Figure 2.3 shows
these price movements. In 1960, the érice of sugar in the
wor 1d market was 3.1 cents per pound. By 1978, the price of
sugar in the wofld market had increased to 7.8 cents per
pound. The most dramatic increase in world sugar prices took
place between 1972 and 1974 when the wor ld price of sudar

-— - mm - - -——----— -

! The Commonwealth Secretariat, Plantation Crops - A Review,
(London, 1964}, p. 60. p
2 R. Bohall, et al., op. git. p. 31.

%
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AVERAGE ANNUAL SUGAR PRICES AT SPECIFIED MARKFTS
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increased from 10.9 cents per pound in 1972 to 31 cents a
pound in 1974, '

A major underlying cause of this price instability is
considered to be the changing sugar supply situation ahd its
reflection in the volume of available supplies on the
residual free market.' The world free m. ket is considered
tb be a residual market because of the relalively smailer
guantity of sugar which is traded in that market in relation
io the overall level of world trade. Less than half of all
the sugar traded in the international trade in sugar is
traded in the world market.2 The majority of trade in sugar
is governed under special arrangements which major consuming
nations have with their suppliers. Over most time period,
these arrangements have fixed the price .of sugar at a level

higher than the world market price.

' U.N., Food and Agriculture Organization, FAQ Commodity
Review and Qutlook: 1977-79, (Rome: 1978), p. 20.

2 1bid.
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CHAPTER III
REVIEW OF LITERATURE ON INTERNATIONAL SUGAR TRADE POLICIES

Iﬁtroduction
~

Studies on the level and effects of protection on the
international sugar industry have been relatively few in
number. The majority of investigations into the
internationel sugar trade have concentrated on 2 United
States"sugar in?ystry and its role in the international
sugar market. Generally, most of these studies have been
initiafed as a result of strained diplomatic relations with
Cuba, the United States’ major sugar supp]fer prior to 1960.

Bates! used a'spatial equilibrum analysis to estimate
the long run efficiency of the United Sfates‘sugar program.
H.G. dohnsoh2 in 1966 analysed the effects of protection in
the international sugar industry\on the export earnings of

less developed countries. In 1969, Bates and

' T.H. Bates, "The Longrun Efficiency of the United States
Sugar Policy", American Journal of Agricultural Economlcs,
Vol. 50, No. 3, {August 19687 .

2 H.G. dohnson "Sugar Protectionism and the Export Earn1ngs
of Less Developed Countries: Variations on a theme by R H.
Snape”, Economica, Vol. 33, (1966), pp. 34-42.

36
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Schmitz' utilized a spatial equilibrum analysis to determine
the economic efficiency of the international sugar trade. A
study by Gimmell? was basically an extension of the work
done by Bates and Schmitz, and in general, a synthesis of
the above studies. Another study by Edelman and Gardiner?
analysed the economic effects of selected trade policies in

the international sugar market for 1976.
Review of Selected Literature

The two studies which influenced the deve lopment and
charateristics of the present thesis will be discussed here
in order to indicate both the nature of and di&ferences ip
each as well as describe the characteristics of-this study.

Snape’s study* was an initial empirical analysis of some of

-

the effects of protection i?ithe wor 1d sugar industry for
the selected year of 1959. Snape estimated the extent of
protection in the international sugar industry and made
general inferences of the effect to which this restrained

production. He also made specific estimates of the effect of

- e - = m e = -

' T.H. Bates and A. Schmitz, A SQatial Equilibrum Analysis
of the World Sugar Economy, University of California,
Gian?ini Foundation Monograph No. 23, (California: May
1969).
2 G. Gimmell, "An Equilibrium Analysis of éhe US Sugar
Policy”, American Journal of Agricultural Economics,
(November™ 1977). '
3 M.A. Edelman and W.H. Gardiner, "The Economic Effects of
Selected Trade Restrictions on the World Sugar Trade", A
Paper presented to the Annual Meeting of the American
Agricultural Economic Association, Washington State -
University, (Pullman, Washington: August 1979). .
* R.H. Snape, "Some Effects of Protection in the World Sugar
Economy", Economica, Vol. 30, (February 1963), pp. 63-73.

\\
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protection on consumption levels in that year. To give an
indication of the extent of protection and io derive an .
estimate of the effect of protection on consumption of sugar
Snape compared.the average prices domestic sugar producers
received with world market prices in terms of "import and
export parity prices". This procedure is simplistic,
particularly in the implicit assumption that, allbwing for
refining and d}stribution costs, unlimited sugar supplies
would be available. at world free market prices. It does,

however, allow.comparisons of the general order of

protection among countries.

In calculating average sugar prices paid to producers

“in different regions, Snape used estimates of refiners’

gross receipts which were ca‘!ulated on the basis of the
guantity of sales and the average price obtained in the
domestic market, protected market, and the worid market in
1859. when direct subsidies were given to the producers in
various regions, the degree”of protection was estimated
based on the average costs of raw sugar plus milling and

refining costs for 1959. The second aspect of Snape’'s study

" was the estimation of the increase in consUmption that would

have occurred had protection been given domestic nroducers

by means of deficiency payments or direct subsidies rather

than by methods which increased price levels. These
estimétes were in turn based on specific estimates of the
elasticity of demand for sugar. The ﬁethodo]ogy deve loped by

Snape in his earlier study is applied in this thesis.
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Snape acknowledged the major deficiencies%in the
methodology he used. Most significantly, the assumption that
world free market prices would apply in the absence of
protection is suspect.

Other criticisms of his study note that agreements
doverning export quotas, prices and subsidies paid to
domestic as well as foreign producers are qontinually
revised. Because of the cyclical nature of the international
sugar market,' effects of these revisions cannot be
accurately measured over a Period of one year. Rather, they
should be measured over time in a légged ad jus tment
framework . 2

Third, Snape’s study did not encompass fhe effects of
the 1960/61 trade embargo placeu on Cuban sugar by the
United States. This must be regarded as a major development
in the international sugar industry during the last Shree
decades. Since the United States is a major sugar consuming
nation the embargo must have affected world trade patterns
and foreign producers’ returns. D. Gale Johnson pointed out

that Snape did not measure the benefits which foreign

~ producers were accorded due to their preferential

B T e I s T R

' R, Bohall, et al, The Sugar Industry Structure Pricing and
Performance, U.S., Department of Agriculture, Economic
Research Service, Agriculture Economic Report, No. 364,
(Washington: March 1977), p. 33.

2 Larry Martin and Donald Maclaren, "Market Stabilization by"
Deficiency Payment Program: Theoretical Analysis and its
Application to the Canadian Pork Sector",Canadian Journal of
Agriculture Economics, Vol. 24, No. 2, (1 . '
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markets.' Snape, did however, consider this feature in a
later study.?

In his later study, Snape examined some of the economic
effects in the international trade in sugar by the removal
of both national and international forms of protection for
three years 1959, 1960 and 1961. Snape calculated the gains
to eigﬁt sugar importing countries and their suppliers from
free tréde in sugar on the assumption of infinité long run

elasticities of domestic supply of sugar in the impor tihg

_countries. Snape considered the production of sugar in three

separate processes: the production of cane and beet: the
production of raw sugar; and the refining of raw sugar. In

examining the effects of protection on the international

trade in sybar for 1959, 1960, and 1961,Snape conc lud that
with fhe removal of protection in-the international trade in

sugar, net sugar imports by the eight importing nations

wc 1d have increased by about 5.5 million metric tons Br by

73%. The exporting countries would have had additional

‘export earnings of-about $820 million for raw sugar and =+

$1,350 million for

- e e e e o o e e

1'D.G. Johnson, Trade in Agricultural Products, Vol. 1, A
Survey of Agriculturd] Economic Literature, ed. L.R. Martin,
3 VO]ﬁ; University of Minnesota Press, lMinneapolis: 1977),
p. 307. _

2 R.H. Snape, "Sugar: Costs of Protection and Taxation",

Economica, Vol. 36, (Feburary 1969), pp. 29-41.

\
\
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reéined sugar.'

Included in the problems of data which Snapé
encountered are differences in currency values, taxes and
import duties in the different countries. Differenceé in
time lags between planting, harvesting and refining also
contribute to data inadequacies. Even with these

deficiencies, Snape’s study was useful in 5roviding a method
/

for measuring some of the major impacts of protection in the

international sugar industry.

The other study which most influenced this thesis waé
that of D. Gale Johnson.? The major o _ectives of Johnson's
study were to evaluate the cos{s of the United States sugar

program to domestic consumers and taxpayers, and to

calculate the net benefits which domestic as‘well as foreign

producers have'réceived from the program. Also, he evaluated
howxzhis had affected consumption and production trends‘in
wor 1d sugar trade.

In considering the benefits which hdve accrued as a
result of the United Statés sugar program, Y)Johnson
identified the recipients of these benefits. Johnson pointed
out that foreign and domestic producers were’the main
beﬁeficiaries of the United States sugar. program. The
benefits which foreign producers'receivéd were identified as
higher domestic prices obtained as a result of aékess to

preferential markets.

' R.H. Snape, op. cit. ‘

2 D. Gale Johnson, TheU.S. Sugar Program: Large Costs and
Small Benefits, American Enterprise Institute for Public
Policy Research, (Washington: 1974).

’ t
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Johnson noted the difficulties involved in calculating
the costs of the United States sugar program to domestic
consumers and to taxpayers. In overcoming some ‘of these
difficulties he estimated what he called an “upper limit" to
these costs. This limit was based on the differences in |
export prices received by foreign traders in the wor 1d
market and the domestic prices which the United Si;te;
producers re;ieved with the necessary adjustments for
‘tariffs, taxes, and subsidies. N

A limitation of this approach as apgly pointed»out by
Johnson himself was the ?éc{ that the social welfare costs

to the whole of the society were Rgt calculated. Thus, the )

A

University of Alberta

true extent of the ovgra]l cost of protection to the society
were not considered. Anoth?r deficiency of Johnson's study

.
as noted by Gimmell! wa~ the fact that the supply and the

—

demand functions used tor the wor id éugar trade were not

calculated but were "informed guesses". - .

, N Nonetheless, Johnson identified the benefits which o
\ ' \
g&crued to domestic producers and conc¢luded that:

I . | ? |

"The very significant deciine in the number of farm

workers engaQed'in sugar production between 1962 and
1971 indicates that the gains to farm workers, if

any, must have been Very-Small. In all domestic
r ’ .

areas, except Florida, there has also been a
. C M .
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Significant decline in the number of farm operators
- engaged in the production of sugar. This implies
that, if there have been.‘substantial economic
benefits from producing sugar, they have been
capitalized into the value of land and not in the

return to labour"”.'

Q
Johnson advised that the policy instruments used under the
Uni;ed SEates sugar program be changed. He recommended that
deficiené}’ﬁayments rather than production and export quotas
be implemented. 2 o - e
Economists have supported Johnson’'s position on the use

ofcﬂeficiency paymen}s as a policy instrument for

internationally traqéd agricu]tur§ commodities as an
alternative to quef;s and tariffs.3 Nevertheless, some have
cast doubts on the use and effectiveness of deficiency
payments in stabilizing international markets. MacAulay* has

argued that undér certain cfrcumstances, deficiency payments

~ may not achieve the ok _»ctive of reducing instability.

‘Martin and MaclLaren have also voiced their concern about the

use of deficiency payments as a policy instrument to

‘stabilize inter‘gtional commodity markets. They suggest that

most of such interventions are .-

' D.G. Johnson, op. ¢cit. p. 58.
Ibid., p. 81. ,

G. Gimmell, op. cit.

T.G. Machulay, "The Timing of Deficiency Payments for
Stabilization", Canadian Journal of Agricultural Economics,
Vol. 25, No. t, (February 1 . .

LT I N ]
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aimed at support rather than at reducing stability.!

REVIEW OF THE THEQEE_QLﬂEé:;FF AND NON-TARIFF RESTRAINTS ON

| TRADE
G \
As a background to the analygis of policies of the
ma jor importers and exporters of centrifugal sugar in ;
ipternational trade, this section outlines some of the
economic effects of the majof policy instruments which are
utilized in international sugar markets.

’

Tariffs

A.M. Freeman IIl, in analysing the economic effects of

a tariff ndtes:\

"Tariffs can either be specific or ad-valorem. An .,
ad-valorem tariff is one which is expressed as a~
fixed percentage of the world price or unit{ value of

~the import. A specific tariff is a fixed suﬁ per

unit of
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Eight different effects of a tariff to the importing

nation in international trade are commonly cited:

1) The production effect;

2) The revenue effect;

3) The redistribution or transfer effect;
4) Tre consumption effect;

5) The terms of trade effect;

'6) The income effect;

7) The employment effect;/

8) The balance of payment effect.?

& ,
Within the framework of partial equilibrium analysis

many of these effects of a tariff can be illustrated with
reference to Figure 3.1. Assume that the line Dd represents
domest1c demand for sugar, and Sd represents domestic
supply The free trade price is assumed to be P1, and the
international supply is assumed to be perfectly elastic.
Baeed"n the above assumptions, the quantity of sugar
imported a' price P1 ‘is Q1Q4, the difference between

- s Em - - -

' A.M. Freeman 111, Internagtional Trade: An Introdu tion to
K: §71;, p.

Agg%hggg ggg Theory, Harper and Row, (New Yor
1

2 Ibid., p. 135.
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FIGURE 3.1

Partial Equilibrium Analysis of the Effects of a Tariff

for an Importing Country
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AM. Freemar}\III, foternational Trade: An)Introduction to -
Methods and Theory, Harper and Row, (New York: 1971), p. 136.
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domestic supply and demand. With the implementation of a
tariff, domestic comsumers pay a price P2. As a result,
domestic pr;duction is stimulated and increases from Q1 to
Q2, domestic demand.gecreases from Q4 to Q3. Being residual,
imports become 0203.\The magni tude of thesekchanges depéhds
on the domestiCx§EEP]§ and demand elasticities.

One effect of the tariff is the redistribution of
incomes in favour of the domestic producers of the protected
prdduct, in this case sugar . This effect isvrepresenfed in:
Figure 3.1 as area "D". This is the additioﬁal economic rent
paid to pre-existing domestic préducers plus.the rent paid
to the new producers above their supply pricé. Area "D" in

th~ diagram is rent in the economic sense, in that it is a

"r+ 'n to the factors of production over and above that -

which would be required to keep them in production. In
Marshallian ferms this amount is an addition to broducers.
surplus obtained through subtraction from consumers surplugL
_Anqther effect of a tariff is the production effect,
and this is represented in Figure 3.1 by the increase in
production from Q1 to Q2. The net loss in misallocatec
resources used in producing the amount Q1Q2 domestically
rather than buying it internationa)ly at price P1 is shown
by area “P*. The quantity Q1Q2, is determined by the
elasticity of the supply curve. The production effect of a
tariff, therefore,‘depends on factors which influence supply
elasticity (éﬁch as the_length of time under cohsideration).

For example, it would be expected that the short term effect
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) J

‘'of a tariff would not involve a great deal of production
distortion since the short run supply elésticity tends to be
relatively low.

! The revenue effect fs another end result of the

/‘
imposition of a tariff, and is represented by the area "R"

in Figure 3.1. This efféct is the increase in price times ;
the remaining quéntity of importg. It represents the
revenues accruing to the governmént through the collection
ofs tariff duties on imports. Theéconsumption effect is
another product of tHe tariff, aﬁd is shown in the reduction
in consumption from Q3 to Q2. Thé net loss in consumption is
rep}esehted by the area labelled "C" in Figure 3.1.

THe relative size of these effects«is dependent on_the
elasticity and the position of the supply and demand
functions, and upén the price involved. In addition to the.
effects described, tariffs and other trade restrictions
influencee% country’s level of national income, its balance
of paymenté. and its‘terms of trade. These areas of
influence will not be discussed in any detail here, howevex,
it is acknowledged that in a compreheﬁsjve study on tariffs

these should be discussed in greater detail.
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Non-Tariff Measures

In analysing nonftariff barriers in agricu]?ural trade
Hillman concluded that a non-tariff measure is:
" ... any governmental device or -practice other than
a tariff which direétly impedes the entry of
impozts. or the exit of exports, and which
discriminates against imports or exports; that is,
which does not apply with equal. force on domestic

production or distribution".!

f
)

According to Baldwin, a non-tariff policy instrument is:

... any measure.ipublic or private) that causes
“internationally traded goods and services to be
allocated in such a way as to reduce potential rea]
wor1d income. Potential real world income is that
level attainable if resources and output are
allécated in an economically efficient manner. That

is where Pareto-Optimum

P e kI i N R

1 J. Hillman, "Non-Tariff Barriers: Major Problems in
Agriculture Trade", American Journal of Agricultural
Economics, Vol. 60, No. 3, (1978], p. 497T.
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Non-tariff policy instruments are measures-which
restrict imports. They provide assistance to domestic
production thereby encouraging import substitution, and
provide direct assistance to exporters. There are ;éveral
types of non-tariff instruments. The most commonly used is
the quota. The effects are generally analogous to those of a
tariff.

These effects are demonstrated in Figure 3.2. Assume in
the absence of a quota.that the world price is P1. The
;chedule Dd represents domestic demand and Sd represents
domestic supply. Quantity Q1 w111 be produced domestically,
and Q1Q4 will be imported. If a quota i lemented,

imports will decrease from Q1Q4 to 6203. The domestic price

will increase from P1 to P2 and domestic productiqn will
increase from Q1 to Q2. |

The distribution of the "revenue effett" of the;quota
(Qa in Figure 3.2) mainly depends on how the quota is
administered. For'examble, if the right to import is granted
on a "first come, first served basis", the foreign supplier
obtaining this right could capture these benefits. If the
right is auctioned, then the price could be bid up to the
point where the benefits of the higher domestic price would
be exhausted and, providing that the bidders do not collude
to keep down the biddihg, the government would obtain the -

benefits and the distribution of the revenue would be

' R.E. Baldwin, Non-Tariff Distortions of International
Trade, Brooking Institute, (Washington: 1970), pp. 30-108.



FIGURE 3.2

Partial Equilibrium Ana]ysis‘of the Effects of a Quota
for an Importing Country
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identical to that of a tariff.

Domestic producers become the beneficaries if they can
purchase the product at the world price and sell at the
higher domestic price.' A major difference between a quota

and a tariff lies in the distribution of the revenue effect.

\
A Ygriable Levy

A variable levy can be used té encourage or djscodraée
exports 6r imgbrts of a specific comhodity. The levy is
different to a tariff, in that the lévy i&.adjusted
periodically in relation to domestic and world prices
whereas the tariff is set at either set sum per unit or a
pércentage of the unit cost.? The amount of the ‘levy varies
so as to ensure that whatever the world price is, imports
cannot be 'sold in the domestic market at less than the
minimum import price. The overall 1mpact 1s. however,
similar to the trade interventions already outlined. For
example, in Figure 3.3, assume that;the domestic supply is:
represented by Sd and’'the domestic demand is Dd. If the
wor ld price is Pw, domestic production will be Q1 and the
quantity 1mported w1ll be Q1Q4. -With the 1mplementation of a
variable levy. domest1c price w111 be 1ncre§/pd by the ‘ /;ﬂeﬁ‘¢
amount of the\1evy to Pl Domestic product1on increaseg“fﬂg;.

A
------------ - - - -

' A.M. Freeman, . cit. 156. {

2 G. Hallet, The onomlcs of Agricultural Pol1cx, Basil
Blackwell, (Oxford: 1971], 85.
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FIGURE 3.3

The Effects of a Variable Levy
to an Importing Country
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SOURCE: C. Ritson, Aarictulture Economics: Princinles and Policies,
Crosby Lockwood Staples, (London: ]977), p. 387, .
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J

Q1 to Q2, and imports will decrease from Q1Q4 to Q2Q3. The
net effect of this levy is a reduction in consumers surplus
thch is equal to the area PwPlbc. Extra rqsoufces used in
the additional domesfic.production equal the areas (F+g) and

producers benefit by‘thé aRapstsOf area "R". Government

revenues increases by‘ih:  BQual to area "V'. The loss
! fff1s greater than the su?
of benefits obta1ne? bv;. ,5ernmentsfnd the produters~

(R+V) by the amount (C+M) T &ﬂ

Deficiency Payments

Deficiency ggyments perform the tésk of guaranteeing. a
price .10 producers. They allow foE unfettered trade in the
market since prices are not 1ncreased to cbnsumers above the
wor 1d market pr1ce ' Under a program of def1c1ency payments'
the level at which price will be supported is dec1ded in

advance sometimes based on estimated production costs.. The

deficiency payment, then, is the difference between the .

average wor ld market price and the gdaranteed domestic
price. This is demonstrated in Figure 3.4. Aéshming‘that the
guébanteed domestic price'is P1, and Pe rqpresents the wor 1d
market price then the deficiency payment would be equal to
PeP1. This increase in price ipf]qences’the supply to

‘};ﬁ ) '

' V. L. Sorenson, International Tragé'Polic Agriculture
andsDevelgg%gnt Michigan State University, (Michigan:
, p. 8

»

=
~
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FIGURE 3.4
The Effects of a Deficiency Payment
in the Domestic Market
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Development, Michigan State University, (Michigidn: T975%), P.80.
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increase from Qe to Q1, as new producers enter the supply
function will shift outward from Sd to'sd1 making the new
prjée to domestic consumers equal to\bQ.»
\ This discussion, however, does no(};aks imports into \? .
e

account. Should imports be included in the analy515 then th

effects on world trade and domestic productren and
consumption will differ. Consider Figure 3.5, in which the
domestic apd the world markets are represented. Assume that
Sd is the domest1c supply funct1on. and Dd represents the
domest1c demand “The world price Pwe is equivalent to the
domestic price Pd At these egquilibria the quantity produced\
domestically would be equal to Qd1 and the quanhuty produced
in the world market would be Qwe The quant1ty~+@ported
would be Qd1Qd4 and the amount supplied by the_Horld market"‘
would be Qwe. o ' M 9 '
~ With the implementation of e deficiency payment scheme
the’ guaranteed domestic price would be equal to Pdi. This
subsidization of do;estic producers resu]ts in a rightJ;rd
shift of the domestic supply schebule from Sd to Sdi.
Quhntity‘produced domestically Awould increase from(Od1 to
0d2! Imports would decrease from Qd1 Qd4 to Qd2 Qd3 thereby
reduc1ng wor 1d trade. The import demand schedule would shift
to the left from Dw to leg gpd worldfproduct1on from Qwe to -
Qwe 1. Consumers 1n’fﬁ"domest1c market would then pay a
price of Pd2, 'the new world market price. The domestic
'producers receive the difference between the market price

Pd2, and the guaranteed-price Pd1. . h .



FIGURE 3.5

The Effects of a Deficiency Payment in both
the World Market and the Domestic Market
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) POLICIES OF THE MAJOR SUGAR TRADERS

The United States

The Jones-Costigan Act, which later became known as the
Sugar Act was implemented in 1834. D. Gale Johnson cites
three major stated objectives of the United States Sugar Act
at the time of its implementation: .
a. That of keeping down prices for the United States l
consumers; ' ~—
b. Maintainance of the domestic sugar production; and
c. Continued expansion of the domestic ‘ndusthky.!
Generally, the stated objgctives of the United States’
sugar prograi. have been the protection of fhe domestic
indUstry. and "the maintainance of adequate sEEBlies to
domestic consumers at a fair price”.2 Prio%o 1934, the
United States sugar industry was protected by tériff duties.
These were lated changed in favour of an import and
production quota scheme. This scheme was in effect up until

},;'a

1974, and was operational through the use of conditional o
,gs. . .:

o o
payments{fdﬁdomestac producers should they conform to their
C '1 *3 e O
""‘",'; .v‘ ! 3 ‘ ',;' P XN
7 - ‘;.‘, , . = -
L '
&

' D. Gale Johnson, The U.S. Sugar Program: Large Costs gg_
Smail Bgnef1ts,-gg; cit., p. 9. ‘
2 R H. Boha}lo~et al, op. cit., p. 28.
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product ion quotasr' The' costs incurred by these paymenté and
the administration of such a scheme were financed by a fund
supported by the tariff on imported sugar.?
The general consensus of analysts of the United States’

sugar program-is that it has been grossly inefficient. D
Gale dohnson3 estlmated that the Jong run annual costs of
‘m.ﬁnta1n1ng the sugar program calculated from tgree

¢ d?fferent bases were‘betwqen $502 millions and $730 .

;&?’ m1ll1ons. dohnéon‘sﬁiies in no yncertain manner:

vy -~

§re
N .

' : |
"Our oresenflsugar policy has little to compend it.
It involves a\conflict with our general policy of
trade liberalization, particularly the effort to
eliminate the use of quantative restrictions -
imports quotas. The costs of the program are
substantially in excess »¢ the net benefits to
domestic producers and all those involvod in
refining sugar. The operation of ouo sugar program,
alono Wifh similar programs of other nations,
results in wild gyrations in the‘intbn?ational ;ﬁ'
market for sugar. THe prograﬁ maintains high-cost
sugar production in th! us whiie restricting the
possibilities of eipoggﬁng prodpction.where suggr

' International Sugar OrganIZat1on The Worlid Sggar Economy;

Structure and Policies, Nat onal Sgg r Economies and
0 icf s Canada and. the Unj ted States, No. g, lLondon

—

[ 4
2 D.G, Johnson ‘op. ¢it. p.10.
3.D. Ghle‘ﬂohnson.ygg_ gcite p. 50. .

.'



'Univcm'ly of Albcria

3

4

Western Journal
=

60

can be produced more cheaply."!

~.
\--f"\

Bates? also concluded that the Urited States’ sugar

supply program was inefficient. h- - ored the costs of the.

program under different conditions. For example, with the
inclusion of Cuban sugar in the United States subp]y with
the Sugar Act in place, the estimated cost of the United
States sugar supply was 38.5% greater than under a situation
where there were no controls.

G. Gimmell3 estimated that United States’ consumers had
paid $97 millions or 0.5¢ per pound in support of the
embargo on Cuban sugar. TG% embargo had\incurred extra
transportation costs-of’$139 millions o; 16% of overall
costs. Gemmill estimated that the_United States sugar

program had cost a net sum of $33 millions ahnually or about

$1:3 billions from its inception to 1974. . n

Jesse* suggested that the use of a tariff ;Tong with

production quatas and subsidies put the United State§ at a”

disadvantage in obtaining supplies on the intennatioﬁ;l
sugar market except Qhere special arrangements, had been made

and prices “tecided upon in advance.

op.
G. Gimmell, op. cit. .
E.V. Jesse, "US Sugar Policies: Opti?ns and Impac%s",
of Agricultural Economics, Vol. 1, (June
., p. 233. ' . ) :

>
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The European Economic Community and Self-Sufficiency

In analysing the Common Agriculture Policy (CAP) of the
European Economic Community (EEC). Sampson and Yeats

concluded that:

"

. CAP reduces demand for agricultural imports,
imparting more inelastigity into the worid demand
for them. Increased inelasticity amplifies price

fluctuations born by non-tEC producers.”!

- The EEC’'s sugar policy is governed under the auspices
'bf the Common Agriculture Policy and is based on the thept
of self sufficiency.? Under the sugar policy of the EEQA

farmers are guaranteed a price for their produce so as "to

ensure agdequate returns to
sure ageq <

Common Agriculture Policy as a Barrier Facing Agricultural
Exports to the European Economic Community®, American
Journal of Agricultural Economics, Vol. 59, No. 1, (Feburary
19777, "

2 ganggi¥n Agriculture in the Seventies, A Report of-the
Fedgral ask Force on Agriculture, (Ottawa: December 1969),
p. 50.
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producers".f The main objectives of the EEC's sugar policy

have been stated as follows:

a. "Increased.productivity in the sugar industry;
b. Stable markets in both production and prices;
c. A guaranteed sugar supply; and |

d. Low and reasonable prices for EEC consumers."?

I g ..
. )\3,‘.) Gy

Three sets of policy instruments have béen utjlfzed in the
EEC. They are variable levies, guaranteed prices -and
production quotas for.domestic producers and export quotas
for foreign producers.

The quotas are divided up into three classes, the A",
"B", and "C" quota&® The " quota is calculated based on an
eétimate of 895% of the community’s consumption needs: The
"B" quota is an additional 27.5% of thé "A" quota. This
quota includes a "processor’s Tevy" which assists in
, finaneing the disposal of surplus‘sugar. Also, the "B" quota
sugar is eﬁfit]ed to an export subsidy equivalent to the
difference Ségyeen the EEC ‘threshold price and tﬁe world
market prioe}}i‘tﬂg‘lattecﬂprice is lower. "C" quota sugar
is classified ngaéugar iq}pQ;gshvof guotas "A* and “B" and

4 . .
. -

e rmcce e cena :...'?‘_,.._ , - "~ - : .
' European Economic Connunity."?‘heCc;pbn Agriculture Policy
Serves Farmers and Consumers in, a_Time of Economic

. Instability", ngg?g-Agrigglturgg p1icy Newsletter, No. 5,
1975 . .

(Brussels: June .

2 1. Smith, The European Communit and th worlgﬁégggr
Crisis, Staff Paper No, 7, Trade Policxrﬁgsearch- entre,
(London: November 1974), p. 9.
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is not allowed to be sold in the community, but must be
exported in itd\origjnal form at the expense of the the
exporter. ! |

The main feature of the EEC sugar policy is its pficing
mechanism. As demonstrated in Figure 3.6, there are
basically th;ee prices for sugar in the EEC. There is the
target price, the threshold price and the minimum price.
These are set annually based on desired levels of
production, prices,\and producers’ returns. The system is
enforced by a mechanism of variable 1mporf‘and export
levies. The export levies discourage the export of sugar to
the world market when the price is greater than in the
community. Similarly, the 1mport levies act as a deterrent

to sugar imports when community sugar pric_s are greater

than the world price. Therefore, no sugar.Aa 1mported into
: : ;g
the community below the threshold price.?
The target price is the base of the EEC system. A1l

other prices are calculated from the target price yhich is

based on production and

' S. Harris and I. Smith,’  Sugar : _n a ;t%te of
F1 x Trade and Po‘icy Researc Centre,. L 19
1

, Department of A ricultgretai e
E ;"!; 92, g$ iew g g§§ for %Zg: 6 rn
r tgz to WAS: 18, TQT at st cs, and

r rative Service, (Uashington May 1979).
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FIGURE 3.6

The European Econemic Conmunity
Sugar Price Determgnation techanism
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transportation costs.' The minimum price for sugar is

derived from an intervention price minus a flged price which
reflects a standard processing margin for the community. The
intervention price is a guaranteed price to producers which

is calculfMed at 5% below the target price for the main

. surplus area, northern France. A slightly higher

inter;ention price is calculated for the ma jor non-surplus

area Palermo, Italy The threshold price equalizes the

distribution of sugar within the commnity. It conSIsts of
the target price, plus transportation costs from the
greatest surplus area to the greatest deficit area, plus the
difference between the standard processing margin and the
yieida Impert .levies are set as the difference between the
threshoid price and the most favourable world price. ¢

 The EEC’s Common Agriculture Policy of self- sufficiency

has been criticized. Smithz concluded that the EEC canm:t?‘6

ensure ‘supplies based on the concept of self sufficiency.:

' Domestic production is constrained by seasonal weather

variations, and as such .the EEC must carry surpluses to

- ensure a secure supply. These surpluses. Smith argued, are a

burdensome waste of resources requiring expensive storage
fac11it1es. Smi th suggests that the community § sugar
program is 1neffect1ve and does‘cot conform to the goais of

the community s founding Treaty of Rome

..... oo ww o mmoeme--

' U8 Department of Agricurfure Report on World Sugar

§;EE_¥ Demand 1980 and 1985, Foreign Agricuiture
Service, Uashington Nov r 1977), .
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Australia, Brazil and Cuba

The'production of and trade in sugar from most of the
major exporting countries have traditionally been regulated
to some degree.' Quotas and guaranteed prices based on

agreements or commitments with maJor importers rather than

price 51gnalg in the market place are major policy

instruments and have tended to cover at. least some
portionof production or exports. These agreements are

preferred by most exporters because they_insulate'the

- exporters’ revenues against downward price movements.

Some exporters have also used a system of "pooled
pricing”2to affect domest1c production and price levels In

this system. producers receive an‘average price for their

produc‘ The producer’s price then‘ is the a\;erage of prioes

in the domestic market, the guaranteed market and the world

-market net of ref1n1ng*and market1ng costs Generally,
‘-h0wever, the pol1c1es of sugar exporters are by and large

,ﬂ,determ1ned by the policies of importers.

e e E T em e o

' D.G. Johnson, op. ¢ lt‘
2. G. Gimmill, "An Equil brum Analysis of US Sugar Policy",

American Journal of Agricul tgra °Economics. Vol. /9, No. 4.
(Nov 3775 A

ember 1
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MAJOR BILATERAL AND MULTILATERAL SUGAR AGREEMENTS

Bilateral Sugar Agreements

e
Bilateral sugar agreements are contractual arrangements

made between twg states to either purchase or to sell a

specified quantity of sugar at a predetermined or “to be

determined” price. These agreements basically attempt to
. .
restrict the quantity of sugar imported. !

Two major sets of bilateral arrangements fn

oy

‘international trade in sugar are of concern here. These are

the Jbreements.bétweén the United States and its major

individual suppliers -- Brazil, the bhilippines and the

- Dominican Republic The other maJOP agreement is between Cuba

"
and the USSR. There are other Eﬁ]ateral sugar arrangements 2

1but the lnterest shown in those meﬂtwoned above 1s as a

\?’

result of their major role in the world trade in sugar.

Rl B T I S S U

""R. Senti, "Bflateral Agr1cultural and Commod1t %%b
Agreements ", Inter Ec ics, Verlag Weltarchive, SfB
iGTng Hamburg: May June 1 8. V. )

1 ‘ “ ]
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\
Cuba and the USSR 3

Before 1960, Cuban sugar was exported primarily o the

United States market.!' With the implementation of the trade >
embargo in 1960/61 Cuban exports have gone mainly to the '
USSR and Eastern European .countries under special ' <
arrangements 2The amount of sugar traded in the agreement
between Cuba and USSR is 6ec1ded upon annually Cuban
_sh1pments to %\e USSR ranged from 3,1 millions tons to 3.9

] m1ll1ons tons between 1975 and 1978. An agreement signéd | 3

' be:tweeﬁ the two ‘nation.!.offered a guaranteed price of 30¢ ’
\Eyr pound between 1975 and 1980. The agreement also allows
for a re-negotiation of the agreed price if there should be
an increase in theiworld bricé above and beyond the former

price.3 ' S - y

Prior to 1974, the United Statesjgilateral\agreemedts
for sugar supplies’were centred around a QUota'systems This
. . o
system: has been abolished and replaced by a mecham‘gnd of

- subsidies and o o . o

- . . : ~

- e o e W W

" T.H. Bates, op. cit.

2 International Monetary Fund, 97
Seek Stability Through Buffer -S

Research Department Survey eport

! International Sugar Or an1zation §tati§t1cg Bgllgtin. ‘
Vol. 38, No 4. (Apri 7). . !

»
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price support.' The quota'system #as arranged so that
domestic producers were allocated approximately 65% of the
domestic requirements and the balange was divided among
foreign suppliers,? Johnson has outlined the methods' of
quota allocation which were used in the past Sy\the United

States under the sugar program.3® In 1974, the last year of .

the quota program, Homestic producers wére allotted a ‘totr1

prbduction.guota of approximately 5 million metri_ tons. If
there is a deficit in ddmestic sugar bfoduction, Jreign
suppliers’ quota allocations are increased equal to the
amount of the deficit based their percentagé share of the
United States market.* o /
With the expiration of the Sugar Act in 1974, United
States’ legislators have debated the issue of whether the
pQZZEy of subsidies and price éupport which hgve been 'used
sitGe 1974 should be contﬁnﬁed;or whether a policy of
deficienéy payments (as recommended by dJohnson) should be
implemented. Added to this is the question of membership in
thg Internatibnal Sugar'Agreement. This is a crucial issue

to, the effective operation of the ISA since the United

S -
- States is such a major trader in sugar.

-1 G, Gemmill, Eit
2 International Sugar 0rgan1§ation *Qg Sugar
goggg es Stru ture and Policies; op, cit
,”\‘ Ib?d Joh » 1he US Sugar Program; 99_ _1_ p. 12,

, “ 1
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One\example of this type of arrangement is the
Internat1onal Sugar Agreement(ISA) The first such -greement
was signed in 1953 in Lontion.!' THe objectives of the-. ¢ .
convention attempt to regulate oscilldtions in wor'ld sugar
production, thereby reddbinb}the ePfects of suggr shortages
and surpluses.? - ’ ‘ i )

Multilateral sugar arrangements attempt to maihtaih and
to modetate excessive fluctuations in the earndngs.of:the
exp0m¥ and to 1limit excessive increases in the cost of
imports to the importer A. mechanism of export quota { '
allocations and guaranteed pr1ces together with a buffer
stock attempts to accomplwsh the above mentgoned obJectives
The procedure of the eurrent ISA rattfted in 1979 by most
ma jor exporters and»wmportsrs except for the United States~
is as follows:3 At the end of each year‘ the Interna ionat
Sugar Council (ISC) J1ll estimate market requitements and
allocate export quotas based on projected consumpt1on stock

variations, and ant1c1pated prlce

o=

P .

- o Ll SR

't U.N. Food and Agriculture 0rgan1zation thl B lletin
of . Agr1cgltgral Economics and Statigtig , Vo [ 2, No. 6o

{dune 1
2 Internatianat Monetary Fund, ob.

3 International Sugar Brganizat1on QTﬁtgrnat;gggl _ggif?

Ag_ggmg__ 1977 Article No 1.
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w ot moyements for the f/c_iliowing year.' Figure 3.7 demonstrates
the"-operation of the International Sugar Agreement pric’e.

 mechanism. Assuming that world market price for sugar

declines below the guaranteed minimum price of 14 cents per

pound, export quota allocations will be enforced and the
special sugar stpcks are constituted. Conversely, when the
price rises above the agreed maximum of 19 cents per pound
rexports are to be increased progressively releasing 2he
special stocks which have been constituted This cogtrols

" the supply of sugar on the market thereby,affecting the
price. movement 2

An inportant aspect of the mechanism is the

stockholding insfrument . Th»is generates additional costs to
exporting menber countries who are required to hold a
percentage share of their quota allocation in. stock.? This’
instrunent attem‘ats‘\to regul“ate suoplies of sugar in the

world mi'rkét and thus avoid excessive price fiucttiations In

stocks. a fuhd is set aside to assist exporting members . ¢

§ 'A,r-‘icl? g:qer “'eelueht Articl 4sv
orm Agr rticle
In‘tmtional Sugar Agreement % %L},. Articie 49,

P ."b-
RO Lo |

dealing uith the problem of extra costs incurred by carrying
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FIGURE 3.7

INTERNATIONAL SUGAR AGREICMEN.T PRICE STABILIZATION MECHANISM
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" CHAPTER IV
. THE AN@&YTICAL MODEL

4
Ach1ev1;p mse measurement of the extent and effects
of protechoms n m_ternatlonal tradeu m.sugar is a =

complex and difficult exeraise. Not*on'ly ]'d-

oo d ' 1
. considerahofv be given to: the impacts of protéggioqism on

R TN
s " "’é’“
consideration shou1d also be,g'iven to thew,_effects sy

the 1nter~nat1onal ‘rade in smar as 'a wholes 'but”

nationil economies For exauple, if theadpmeshc sugﬁr“ .

TS |

nhustry is 4 minor emp loyer in the nation*al economy g:p
kXY

masor 1npacts of mternahonal sugar, prbteqtionism will

depeﬂd, basica]ly on the’ cost of domestdi' Bhigar production

iz

wor 1d mgket. If on the other hgnd the domestic suga%) .
s s

re"&latwe&‘tg other crops_, and the prwe

.'ihdustr“'y‘tfs a ‘ma'jor'etrpl‘oyer in the nationﬁal economy

the case’in, most of the major cane. sugar producting _
f protect'fohism ‘will include

the demand for, aﬁd the .

counfries), the tnajbr‘ impac!
the effects of protection

production of sugar, ‘-reletiye to the national income and #ts

.

. ' . . ‘ \- * ’ 1
o T Introduct fon .
. < . - >

h appHes on the

oo

L]
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distribution. S
& {'
Studies which hdve attenpted to measure the cost of

protectiomsm in internatione trade in ~sugar have examined
the effe@gts Of protection on resource allocation and

consumption. The losses have fenerally been categorized as %

welfare losses, that is, in terms of loss of consumer

surplus and excessive production costs These estimated
e

losses may however, be only ‘a small fract‘isn of the overall
I

nationaJ loss 2 Magee? has- cbntended tha

3 of

welfare losseé*of trade resytrict?ons ha l"y been. on

static losses These do not aecura'tely estimatef:he total -
effect of proteqtiorﬁ‘in the mternatimal trade in sugar Q

. Traditioqa@y. ¢he measurement used ?as bﬁ tl'gt of
nognnal protection that is‘&\:s based on the differe:? ;
between inport;@nd exportg préces However. questions[ ave
been raised about the accuracy of the use of nominal

‘& -
protection as a measure of protectiomsm in an.g givera _ 7

groduction' A - e -

K ¢ 'f‘ i : ' a
s T a o R VU N

v~ Bt - -~

;thE dosling, T“Earley. and J. gt 'Flillman, ﬁ E’ltugrﬁ
2 D G. do:g;og? }l”::derin z::l[ci:gl‘tural Products » In \1I<g>.l’3s)1,
éag”r;)n. o%t%%ﬂ%&.e?ﬂihnzamlis
3 S.P. Magee “The Welfare Effects of Restrictioﬁ on U.S.

Trade", Brooking Papers on Economic Activity,. Brooiﬂng
Institute, (Uashington 1972) pp. 645- 701

SR P
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Grubel argues that th% effeoétivew and npmipal rates of
g weighted

-3

o
&

protection will be identical as long ag

2N

averages of. pro*c. tion on materia] :inp - e the samo as o
the protection -: tn,e<final product. Effecfive Protéc_t_ion
howeve)u will be gre.ater than nominal protection if
protectidn costs‘;are higher than the cost of inputs or

vice-versa.

A .-

~

In view of the conplexities lnvolved in precisely |
specifying and measur'ing international sugar protection,
ﬁ,this study exammes two of the maJor econymic mpaots of
psotectionism 1n91nternat1onal trque in°sug%r Tbese are the

roduction and cbnsunption effects of the' 1nped1ments to

9 »
rade & sugar\ inposed by major suga’r importing and -
donsuming hations. g
%i,f;, v ) .. d‘ . uf.ya
. The variables and The Data. = = ° o,
« " M 0

In international trade in suqar a nurrber of substitute
commodities can be dist1nguished Sugar can be class1f1ed as

L)
centrifugal sugar ‘or ,non- Centmfugal suga:J cane.sugar or

ice series data
(

are available on the basis of raw sugar f. o b. stowed in

beet sygar, refinecg sugar or raw sugar. P

-

gr‘ter Caribbean ports including Brazil, as well as raw
sugar c.i.f. London The se}edtion of variables was \

éfl: Gt’Gru;el lfia:in? 'tr?riffs Indirect, Taxes acd ‘
ective Rate o rotection Economic M nal ol.
{December 1967') : 761 768." - ) .

~«

%‘.
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- determined to some extent by the character of the various
t : _
markets for sugar. This outline of the variables used in
this study includes a description’of the variables, the
o published source, and the relevance for their inclusion in
., this amalysis.
. \ h 3
R §
.“ ‘J
. -/ o
N e World Price @ @

£ oy

¢ The ma_)or ‘available prige series data of inpo?t/a‘n/oe-‘tb/

this study are “the world price" and "the U.S. price" (New
York ba iﬁi *The world price" is the ﬂce whic!i .governs
trade of s’%ar in the "free” mw}(gt kis,is taken to be
that estabiished daily by the New York Coffie“ and Sugar

h ]

- X Exchange Under thé estiﬁiation procedure, spot pv‘ice for the
“ day is calculated by a selected comnittee of brokers who are
y) aH members of the Exchange and selected annually for that

1ng/he differential between‘)nenbers estimated
/ spbt pr Wﬂd

date, the spot price 1s estimated by first eliminating ‘the

purpose. ‘_
the future price to the nearest delivery

highest and the lowest estimates of® the comnitt’ee members .
The remaimng price estimates are averaged and ei-ther added
to, or subtracted from, tHe weighted average pri.ce for -the \

gﬁ,@ _,_-;“_g » neangst;«delive né:nth. "The world price” series data were

. ,‘- PR »V‘,"'} ﬁ”.‘wg’
4, _ accumulated from viripui - .
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Import -and Export Parity Priceg . o o .

"The import and export parity prices' are defined‘(gs &
"the world price" minus aliowances for freight insurance,
duties, and taxes paid to the respective ports The "'in'por't

and export parity pri; s" used in the wdel for: 1959 were ,;

ob%from eétimates made byv Sn@pe The * i»nport and }
export parity price" estimates used for 1974 and 1978 were’’

obtained from a U.S,, erantﬁﬁt of.,iligricul“ture:rstuc;iy.‘1

Ty T L i a ‘;’ﬁ"'" . 4t -
L s » . . ) : ?‘Q ]
The U.S. Price. New York bagfs %.: .

e . .
N . - . » v

“The U.S. ‘price" (New York basis), is another ‘price

_ which is. of inportance to this analysis It is also

1.

estimated daily by the selected conmittee of Board members
of the New York Coffee and Sugar Exchange “The U.S. price”
(New York basis), is derived by adding to “the world price , LT

»

freight. and jnsurance charges for transporting raw suqar to

‘ ANew York ports plus dut(es and fees The Ex_change suggest-s

,flo -
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that thie‘price is not necessarily equivalent to the actual
daily market price transacted by buyers and sellers, but
-serves as ‘a general indidator of dally price movements

"The U S pric‘"(New York basis) data series are those

published by the United States Department o? Agriculture 2

P, T L oe
Refigting gr_ﬁ%istribution Margin - - o
% s s v "M P
B T e
~. The ng margin A8 defined as the cost incurred by

ssors for convertina raw sugar into refined
roce551ng cost*givesﬂa measure of the value
"stic or #%reign ;rodu:ed rxw sugar Sugar is ©
somewﬁat bulky. thus, transportation,bosﬁs incurred 1h :
moving sugar are key considdrations in the final price paid
by .consumers. The distribution,marginethen, is the cbst
which is incurred in transporting and distributing rqiined
-sugar The refining and- distribution margin dat% were

% .
accumulated from various published sources.?® 4. . .
g g

o~

-
[

5 8 §.. Department of Agric ture grigg!tu:g §tg1i§tig§

- (Washington), Various Issues.

3 U.Ss., Department of Agriculture. Ag_iggl_uggl §$gti§tig§

(Washington), Various kssues.

4internati ai Jgar quanization.
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The Analytiéal Procedure

The analytical model used in this" study uses Snape’s
initial approach? by estimating certain effects of
pdﬂtection on sugar production tnd consumption in some of
the major consuwﬁng and producing nations for 1959, 1974,
and 1978.° '

The analysis was: done‘igﬂﬁ%p parts First the general
>mThese were then used to’

‘, This procedure was deemed

effects on prices were esty

estimate the consumption effe

effects Of ‘trade restrictions on production consumption.

and price in both the domestgp and the internationa# market

. Where protection directly affected ‘the price at which
raw sugar was sold in the domestic markdﬁ% fhe average gross
revenues of mills and factories in tbe spée#;ied country
were utilized as - pmsis for estimating the price effects
In countries where protection was given directly to the

farmers through support payment schemes tas is tpe casé‘in

culture’ Economic: eport, Ro. 364, laahington,_November

‘%ggiaoha]l. et alu %ﬁﬁ gggg; qu¥§1?¥f1}§§g¥§5£§§*

VoJ 30

'J= R.H. snape Some EffectS‘of Pro tion 1n the Uorld Sugar.'“
Indugtry™,; :; | gégc 3
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plus the cost of milling have been used instead of the
averade gross revenues of mills and factories. Data on \pills
and factories were Obtained from estimates of their sales
and prices received for raw sugar in the :ﬁsitic'market,

T

preferential market, and wor Id market.! The resulting

estimates of average revenues were divided by total sales to -

give an estimate of an average weighted price received by
mills arid factor1es‘ This was assumed toh be the average
price which domestic sugar producers in the specified
«count'i*y received in that year . Thisﬁverage price was then~

s e)gpressed‘as a per_centage of estimated "import and export

pariﬁ/ prices 2 where the latter are taken as estimaﬁes of
whﬁ the average world price of raw sugar would have ®een in
that year in the absence ofo any protection in the world
sugar economy 7 »

_ In derlving the price effects of interpational sugar
protection in 1959 a nunber of alternate a.seunphons were

P ,vb'

made. These are as follows:

1. Three ranges of "parity"priees" were used:
a.  "Import parity price" was taken as 3 3/4 ceﬁts per
~ pound; the "export ‘parity price” was taken as 3
cents per pound. : *; | - |
b. "Import pam ty.- price" 'was taken as 4 1/2 cents per

pound; the export parity price”. was taken as 4-

»
-, . . . RV

»

-----------------

1 See Appehutx B?
"2 *Import and export parity prices are defined as "the
world price” minus allowances for freight, insurance, -\
duties. nd taxes to-or frcm the respective ports. S

]

B

-

v
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c. "lmpgrt parity price“ was taken as 5 1/4 cents per
:ﬁbound; the "export parity price" was'takenfas 43/4
cents per pound. ° | .
2. "“Import par1ty pr1ces applied to net sugar importing'
and¥se1f- suff1c1ent countr1es "Export pdrity prices”
applied to all_net sugar exporting countries.
3. “Imbort peritj-priees" were calculated from a c.i.f.
.« ‘ . London: price hasis. The export parity prices were

| der ived from‘an f.a.s. Cuban price basis'.

| i 4} “Export parity - pr1ces were ”'Justed u d 1/4 _cent per
.('):q poUnd for Indonesia, Philip ,pnd Ta for :
- N 2 N ”
4 o additlonal transportaIIOn cos e to*their relatxve

distance from sugar markets or potent1al sugar markets

in relat1on to other export1ng nations.

N

"\ @ o
\ ' - R

VR ‘ The first “parity price" range (3vf 3ﬁ§?l:¢ﬁi85) was
l that used by Snape 1 The second range of “psrity price"’
uest1mates (4.- 4 1/2 ¢/1b.) were suggested by Snape ase
alternative reasonable price estimates for raw sugpr wh1ch
. wouTd have existed'7; thﬁ%ﬂbsence of any protectwon in the
?world sugar economy in 1959, The third range of “parfty
o pripe estimates (4 3/4 -5 1/4 ¢/1b.) were teken for ,
?:~"waadditional comparison relative td*the ow - range (3 - 3 3/4
';¢/lb ) nnd the medium range (5 - 4.1/2 ¢/1b. ). The useKOfﬁ

~C ’
¢

'_-fl-;;-;- L--.-;:;-.-
| ,‘ R.H. Snape- Qﬂa 2__

’ .'.-'.a: . B Y

" q"(
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*?tnese alternate price assumptions gives enhlndication of tne

sehs1tivity of the calculated'consumption estimates.

-

In considering tpe effeéts of protection on price .

levels 1m}1nternational trade of sugar for 1974 and 1978

the following add1tional assumptions were made..

g

-

Two "parity price"

listed below:

a.

'_cengg per pound
"Import parity price" was gssumed to’ be 1Gla

. cents per pogpd

4 g
s

= w.
: .

ranges were utilized,

the

London prlce bas1s The "export parity priee wzf

ports including Brazil. pricégkasls

For the 1978 analysis, the £

‘“* gpsumpt1ons were made .

1

-3 . 1 S . . '
Two parlty prlce“ est1mates were” taken as listed below:

b,

ﬁilowrng additio

\

)

-n'a

~r ”
o - ,$§ j
pound the "éxport par1ty price" was taken as: 12

.‘ The "import par1ty prlce" was estimated “from c. l f

[§

'calculated from a f o.b. stowed~in:greater Car1bbean

Tl

.

.. The ”import paﬁity prlce was taken as 8. %‘cents per

pound the exbort parity price* wa

cents per pound’

The 'import parlty prlce -was’ taken as 20 cents per

-~

é

takenqas 7.8

4

pound the export panjty price estimnte was taken ’
o N ) -

g S
- - 2

'u “- ' b T .
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BN )

ety



-- “
. $pec1fjed year The "impost free retail*priceﬁ;as E »
“»fcalculated by adding an'estimated refining margin (upich o

- as a percentage of-the “parity price". This percentage‘was .f"'fi,

’elasticity of demand for sugar for that countdy This ’
- provides estimates of the additional consumption which would

‘f" E V m CM‘GA zgm,r:

' | ST "."i-;’;\ea
as 18 cents per pound. ” | -
© The "parity price” estimates used for 1974“ahd.1978
were ‘obtained from a Uniled Statee Department of Agriculture
study v .

) The next exercise 1n the analy51s was to estimate the
major impacts of protection on sugar consumpt1on in the E
ma jor consuming and importing nations. In estimatinq the
major consumption effects of protectionism in the ‘world
sugar trade, follow1ng Snape, an "impost free” @%etaii‘;rice

of sugar was estimated for the various. cbuntries in the _,}

R

included an allowance for weight loss). and a distribution Lo
margin to the estimated parity- price for the respective f*{_

country ‘and year. The difference betweéen the estimd&ed

‘“impost-free retail ‘price apd’the actual retail price -of

sugar for*ﬁhe spec1f1ed year amd’ country was thqn expressed -

then muitiplied by the available estimate of the price _

’J’

¥ have.occurred i the absencb of protgction in the world ‘m‘@‘ .

sugar economy for the respective year . ‘
In estilmti,ng JM consuuption effects. a Rumber. of

pﬁassumptions have been made These ere cutiinedapelow N ,';j;ff;;ﬁa

~.
\--qo--pcu-q-c-qg’—q l yr,'~ . .' . . "f'
b d 3 . . .

Ecanomic ‘Resesrch rym. R et
\‘;'*urev Aorieuiture-ﬁconumic Report:
Mwy 1977) o

.i Loakln e



ES

assuand m es 1%tmg the pmce mffects, "1npost free's
retail prices were estimated for 1959 The bae‘ls for |

N ' ~ -84
! ) - - .
. -

" The pmce elasticities of demand used for 1959 were

those used by Snape and were obtamed from Viton and 4

Pngnalosa s gtudy! based on tme series and

J

. cross- country analyses. Vito and. Pigna}osa did not

Uu
vcalculate separate time seMes‘:orrelations for all the

countries ‘mclgc,ied in th1s stuay due to a lacK of _
luaquqfte data. The ¢ price: elastimties bf demand used .

" wers sed ori - 1966 a;ice‘s . ® K
L -~ \ &y [
Th: jority ‘of. countmes specified in this study bad
-s}ugar consunption levels of 200 000, metric tons or: ere E -«
| s»,. | L
Coe LY,

.these calculahons is outfined be}ow

»ou . . o T

» A

The refimng‘margin was esti;natecfiat 2 1,/4 cents bhr . o
: pund and the dwst?iﬁmn margin was e.gtbmated a‘l”
-2 1/4 cents per pound' Vith an "1uport par"ity price

Ld

of .3 3/4 cents per pound estimated . IR
,}“inpost - free”. retail price was 8 1/2 cents Qét‘ pound
or 18 2 cents per ktlaﬁm The "fnpost free ..retaﬂ
: price uhed was 19 cents per Kﬂognm. Stmi larly, for 1:--
, ,exporting oountries with a parity price‘ of 3 oents .
 per_p the estimuted 'imost ﬂ'ee ré{tnﬂ prtce v"-';.-«f_‘szi‘,":'
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Pignalosa.' These price elasticities of demand were
calculated based on 1975 prices.

2. Ffor 1974, the refining margin was estimated at 4 cents
per pound and the distribution margin at 4.3 cents per
pound. for 1978, the refining pnd distribution margins

were taken as 4.5 cents per pound each.

These estimates of .refining and distribution margins were
taken from a United States Departmengcﬂ:Agriculture

report.?
Results of the Analysis

In estimating the effects of international sugar
protection for 1959, three sets of "parity prices" were

utilized. These are outlined bélow:

\

’

1. Ynder assumption (a): The "import parity price" was
takén as 3 3/4,¢/1b. The "export parity price" was take
as 3 ¢/1b.

2. Under assumption (b): The "import parity price” was
taken as 4 é/]b. The "expor' parity priée" was assumed
to be 4 1/2 ¢/1b.

' F. Pignalosa, lbid

"2 R. Bohall, et al, The Sugar Industry's Structure Pricing
and Performance, U.S., Department of Agriculture, Economic

Research Service, Agriculture Economic Report, No. 364,
(Washington: March 1977) .-

..



Univeruty of Alberta

85

used was 17 cents Ser kilogram when the refining and
distribution margins were added.

b. ldentical calculations were repeated for the other
two "pgri}y price;‘ranges. Estim:tead "impost-free”
retail prices of 8 1/2 cents per pound for exporting
countries and 9 cents per pound for importing
countries were used for the medium range of "parity
prices" (4 -4 1/2 ¢/1b.). For the upper range of
estimated "parity prices" (4 3/4 5 1/4 ¢/1b.), an
"impost-free" retail price of 9 1/4 cents‘per pound
was estimated for exporting countries and'9 3/4

cents per pound for 1mportérs.

Similar calculations were made for 1974 and 1978 to
estimate the average "impost free" retail price of sugar forﬁ
the specified countries. The same assumptions made for 1959
were held for 1974 and 1978 with a few exceptions. These are

outlined below:

1. The price elasticities of demand used for 1974 and 1878

were obtained from ’
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3. Under assumption (c): The "import parity price" was
taken as 4 3/4 ¢/1b. The "export parity price" was taken

as 5 1/4 ¢/1ib. /

The results in Tablé 4.1 show that the exten" ot
protection implied by Snape’'s assumptions (assumptions a,
was appreciably t gger than is implied by the assumed export
and import parity prices of alternative assumption (b). This
reduction in the extent of protection (as indicated by the
lower percentages which estimated average prices are of
=soumed export and import parity prices) was greatest in the
-ase O° Hawaii and Puerto Rico (with a 60% reduction in
proter“icn) and was the least in the case of British

Hot ..ras. The extent of protection implied in assumption (b)

for West Germany and the United States was 33% less than

that im -‘ed by assumptions (a). The extent of this
reduction in dﬁotection was 44% for Indonesia, and 40% for
each of B(azil, Barbados, and Fiji. Even further reduction
in the extert of protection are involved in the price ranges
of a;sumptioh (c) as Tabie 4.1 indicates. The reduction in

protection impilied for West Germany was 86% less under

.assumption (c) when compared to the calculations under

assumption (b). For Puerto Rico and Hawaii, the estimated
average prices expressed as a pgrcentage of export and
import parity prices under assumption (c) were 75% less than

under assumption (b). For the United States, this decline in



HOME

PRODUCED RAW SUGAR 1959: ESTIMATED AVERAGE PRICE

TABLE 4:)

ESTIMATED AVERAGE PRICE OF

O

&8

AVEPACE PRICE AS A PLROENTAGE OF

CANE HOME FPRODUCED RAW SUGAR IMPOPT_OR_EXVORT PARITY PRICE

. . (li cents/ih)) _ ._:.A) (.?-S) )
Argentina (1) 4172 120 100 86
fustralia . (e) 4 1/2 150 113 95
Bra i1 ] (e) 4 3/4 160 119 100
British Chiana (e) 4172 150 113 95
British Honduras (e) 5 1/4 140 13 1M1
Breftish West Indies
Antiqua (e) 4 1/4+ 140 106 89
Barbados (e) 5 165 125 105
Jamaica (e) 4 172 150 M3 95
St. Christopher - Mevis (e) 4 3/4 160 119 100
Trinicdad & Tobajo (e) 5 165 125 105
Cuba (e) . 135 100 84
Dominican Republic (e) 2 3/4 90 69 58
Fiji (e) 5 165 125 80
Hawaii (e) ] = 35 175 100
India (1) 6 1/4 185 137 S0
Indonesia (e) 6 185 14) 93
Mauritius {e) 4 1/2 150 113 75
Mexico (e) 5 1/4 175 131 82
Peru (e) 3 1/4 10 81 75
Phiiippines (e) S 172 170 129 8%
Prurtn Rirn (e) 7 = 235 175 100
South Africa {e) 3 3/4 125 94 78
Taiwan (e) 3 1/4 100 76 63
U.5.A. (Cane & Beet) (i) 71/2 = 200 167 30
BEEY \

-
Belgium-Lux S 172 145 122 77
France (lietro) 6 160 133 81
Germany (West) 7 3/4 205 172 94
Italy 7 185 155 90
Netherlands 5 135 m 93
U.K. 6 160 133 17
NOTES :
(e) Exporter (i) Importer

(a) Import Parity Price
(b).: Import Parity Price

taken as 3 3/4 ¢/1b; Export Parity taken as 3¢ 1h,
teken as 4 1/2 ¢/1b; Export Parity Price taken as 4¢ 1b.

(c} Irmport Parity Price taken as 5 1/4 ¢/1b; Export Parity Price taken as 4 3/4"% 15,
* Average for 1953 and 1953.

= Including Conditional Payments to Farmers.

N

Export Parity Prices for Indonesia, Philippines and Taiwan were adjusted upward by 174 ¢ 1%



University of Alberta

89

’

the extent of protection was 77% less under assumption (c)
when compared to assumption (b). Peru exhibited the smallest
reduction (6%).

In Table 4.1, it is apparent that sugar priées are
highest in those countries where protection appears to be
greatest. For example, in 1959 in the United States the
estimated average retail price of sugar was 7 1/2 cents per
pound. This was 200% of the estimated import parity price.
In Hawaii and Puerto Rico this tendency for a high level of
protection was also evident. Average prices (7 cents per
pound in both countries) were 235% of estimated export
parity’price for &ach case in 1959. Germany and ltaly have
also exhib?iedbhigh levels pof protection. Average retail
prices estimated as a perpentage of the import parity price
were 205% and 185% respectively. The estimated average price
of sugar in both countries was 7 3/4 cents and 7 cents per
pound respectively.

The results of‘the analysis for 1874 and 1978 are
summarized in Table 4.2. Under assumption (a) for 1974, the
estimated extént of protection was highest for West Germany,
Puerto Rico, and Hawaii and the lowest for the Dominican
Republic. These results indicate that the highest prices for |
raw sugar are paid to farmers in countries where
preferential treatment is given to certain sugar exporters.
An example of this is observed for the United States, West
Germany, Hawaii, and Puerto Rico.

The next step in the analysis was to estimate the major



TABLE 4:2
HOME PRODUCED RAW SUGAR 1974 AND 1978: ESTIMATED AVIPACE PRICE

— - -~ e ——— e e = - — o

Estimated Average Price i Average Price as a Percentage
‘*. for Horme Produced luport or Export Parity Price
Raw Sugar
{U.S. cents/1h)
CANE 1974 1978 1974 1978
. ) . (a) (b) (a) (b)
Argentina (VY 7172 6 1/4 \ 63 54 n N
Australia (e} 272 6 3/4 s 63 87, 38
Brazil 50) 7 3/4 61/2 78 65 8% 36
bt fon s o) 1 N AR 4 3
S Ju Id
Britich West Indies 81/ 6 3/4 83 69 8 8
Anticua $c) 71/4 7 3/4 73 60 99 a3
Barbados e) 8§ 71/4 80 67 93 40
Joraica (e) 7 7 3/¢ 75 63 99 4]
St. (hristopher - Nevi {e) 7 6 1/2 78 65 83 30
Trinidad & Tobago (e) n 7 1/4 80 67 " 93 40
Cuba (e) 7 6 70 58 17 33
Doqmnican Republic gc) 5 5 58 48 64 28
Figd c) 8 7 80 67 90 19
Hawa i1 e) 8 100 93 103 44
India 1; 9 7 90 75 90 39
'{nunne?ia 9 7 1/4 93 81 93 20
Mauritius ) 7 6 1/4 75 63 80 35
Mexico 8 6 3/4 83 69 87 38
Peruy 7 6 1/2 75 60 83 36
Pralippines 8 7 3/4 85 no. 99 43
Peurta Rico } 8 100 83 103 44
gowth Africa 7172 78 65 96’ 42
alvin
U.S.A. (cane & beet) ; 172 33 ?; 33 2?
BEET
Belgium-Lux 8 1/4 77 66 94 4)
France 8 81 70 91 40
Germany 8 1/4 94 80 94 4]
Ttaly 8 3/4 S0 77 99 44
Netherlands A V74 93 63 85 38
v.x. 8 3/4 77 66 98 44
NOTES:

1974: (a) Export Parity Price takan as 1§¢ 1b; Import Parity Price taken as 12¢ 1b.
{b) Export Parity Price taken as ] 1b; Import Parity Price taken as 14¢ 1b.

1978 (a) Export Parity Price taken as 7.8% 1b; Import Parity Price taken as 8.8¢ 1b.
b) Export Parity Price taken as 16¢ 1b; Import Parity Price taken as 20¢ 1b.
e; Exporting Countries
1) Importing or Selfsufficient Countries

Export parity pq!ces are adjusted 1/4¢ 1b.upward for Indonesia, Philipp]nes. and Taiwan.



91
e
consumption effects of international sugar protection in

1959, 1974, and 1978. The results of this exercise are‘
tabulated in Tables 4.3, 4.4, and 4.5. The increased
consumption estimated for 1959 under assumptions (a), (b),
and (c) are shown in Table 4.3. The estimated additional
sugar consumption in 1953 under assumption (b) is 18% less
than the estimated additional consumption under assumption
(a). Under assumption (a), the additional consumption of
sugar was estimated at 7% of the actual sugar consumed in
1959 for the countries specified in the model. Under
assumption (b), the additional consumption of sugar was
estimated at 3% of the actual sugar consumed in 1959.

The estimated additional consumptionvof sugar for 1974!
Under assﬁmption;(a). the estimated additional demand was 4
million metric tons of sugar. This represents an increase of
6% in the actual sugar consumed in 1974 for the specified
countries. Under assumption (b), the estimated additional
demand was 2 million metric tons of sugar. This was less
than the estimated additional demand under assumption (a),
however, it represents a total increase of 3% over the '
actual sugar consumed in 1974 for the‘specffied countries.
For those countries in Section A of Table 4.4, estimated
additional demand was 1 million metric ton under assumption

' One problem with the analysis for 1974 is that the assumed
prices were generally less than was the-case in that
abnormal year (See Table 4.4). It could be expected that in
the absence of protection, price levels would have been less
than prevailed, though the 1974 price assumptions of this
study are likely low as are, therefore, the "additional
consumption” estimates for this year.



TASLE 4:)
CALCULATION OF INCREASYD CONSUMPTION OF SUGAR W
PROTECTION AND RIVITE DUTIES - 1959
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Portugal (i), Peurto Rico (e), Rhodesia and Nyasaland (Malawi) (i).
) Export Parity taken as ¢ 1b; Import Parity taken as 3 3/4¢ 1b.
g Export Parity taken as 4¢ 1b; Import Parity taken as 4 1/2¢ b,
Export Parity taken as 4 3/4¢ 1b; Import Parity taken as § 1/2¢ 1b.
Export Parity Price adjusted upward 1 /4¢ for Indénesia, Taiwan, and Philippines.

a
b

;

Actual ketail ™ Percentage Frice  ETastTelty Feriertuge Actual ™ " TTstimted
Prices. Reduction of Demand Incrcase {n Consumption Additional
(U S. cents to Price Quant{ty 1999 Consumption
per k.q.) to Export or Demanded (000 metric (0U) motric
— i _Import Parity e ___tens) tans)
(1) 1) ) “T4) (5T (o) (7)
Section A a7 b ¢ [(3)x(4)] ((5)x(€)]
B, - . . ‘ A b e Y N - B S
Auctratia (e) 20.4 VT - -0.3 773776 53] W6 T 0
Austria (1) 22.9 17 13 4 -0.42 7 S 2 27! 19 14 5
Belqiun-Lux (e) 25.2 5 7 -0.27 9 7 5 287026 20 4
Denmark (e} 17.2 - - -0.24 0 0 0 260 0 0 0
Eaypt (1) 16.0 - - -1.03 0 0 0 30 0 0 o
France {retro) (1) 23.7 20 16 1 -0.30 6 S 2 1518 N 76 30
H. Germany (i) 29.5 36 32 25 -0.34 12 11 9 1706 205 188 153
India e 1.7 R’ 8 - -1.75 22 4 0 2297 505 32 0
Italy 1$ 40.2 53 50 45 -0.5) 30 29 26 1000 300 290 260
Netherlands { 25.8 26 22 15 -0.37 10 8 6 so7 £} 41 30
South Africa e 12.8 - - - -0.53 0 0 o 714 0- 0 0
Sweeden (1; 271 30 26 19 -0.32 10 .8 6 33 .35 28 21
Switzerland (1) 20.9 9 "4 - -0.3 3- 1 0 270 8 3. 0
u.x. (1) 20.5 7 2 - -0.25 2 .5 0 2979 60 15 0
U.S.A, (i) 25.2 25 21 13 -0.28 7 6 4 8405 SR8 504 336
Yenezuela (1) 26.9 29 26 18 ¢ -0.42 12 11 8 234 28 26 1‘9
Ten Other Countries® 1224 216 179 1M
TOIAL 22y T 2169 N2 979 ¢
Section B '
geria (1) 20.6 8 3 - -0.60 5 2 0 219 1N 4 0
Brazil (e 17 1 - - -0.40 0 0 o0 2427 0 0 0
Canada (1& 21.8 13 8 - -0.30 4 2 0 816 33 16 0
Chile (1) 18.6 - - - -0.50 0 0 o 221 0 [¢] 0
Cuba e) 17.5 3 - - -0.3 ] 0 o0 kk)| 3 0 0
Iran sf) 25.3 25 2 13 -0.80 20 17 10 466 93 79 47
Japan (1) 38.4 51 43 43 . -1.00 51 48 43 1321 674 634 568
Mexico e 12.7 - - - -0.40 0 0 o0 979 0 0 0
Pakistan 51; 30.6 38 35 28 -1.75 66 61 . 49 220 146 135 105
Peru “(§ 7.4 - - - -0.60 0 0 0 261 Q 0 0
Philippines g ; 21.5 21 12 2 -0.60 13.7 1 288 37 2 2
Spain ? 20.2 6 1 - -0.60 4 6 0 508 20 3 0
Turkey (i) 36.0 53 41 42 -0.70 37 331 29 308 114 102 89
TOTAL 8366 1137 333 314
Section C
A1l other Non Planned .
Economies 5508 582 468 372
Ee;: Exporting Countries
{): Importing Countries“) (1) (1)
* Sri Lanka (Ceylon) Finland, Greece, Guatemala, (e} Ireland, (1) Israel, (1) Norway,



TABLE 4:4
CALCULATION OF INCREASED (ONSINTTICT OF SUCAR WITH THE REMDVAL OF

PPOTECTION AND REVENCE IKTIiS - 19° N

Actual  Percentage Price Percentage  Actual Esti=ated Adtitional

Petail  Refuction in E12stiCity  Jnoreace {n COgsaption Demind (203 Yetric

Price § FPrice to Export! of Decand Quintity {Lod Petric Tons)

(U.S. ¢ ar ircort \ Demanded Tons)

¥a) Parity ——

1 {2} YT T N (¢) 3T (6} oy
. S(J)x(d)] E(S)X(G)]
Sectfon A {a) (b) 3) {b) a) (b)
Rustralia ey T o 0 RN 0 [ vld i) 0
Austria (i) 300 0 0 -0.22 0 0 390 0 0
Ecigium-lux (i) 33.2 0 0 -0.24 4] 0 400 0 0
Oerrark (1) 35.8 0 0 -0.10 0 0 278 0 0
Eaypt (t) 32.9 0 0 -0.40 0 0 600 0 0
france (Motro) (1) 22.6 0 0 -0.24 0 0 2203 0 0
W. Germany (1) 33 0 0 -0.16 0 0 2420 0 0
frdia i) 26.1 [ 0 -0.73 0 0 4£07 0 ]
Italy |; 39.0 0 0 -0.33 0 0 oM 0 0
tietnerland 1) 39.3 0 0 -0.16 0 0 875 0 0
South Africa c; 30.8 0 0 -0.30 0 0 955 0 0
Sweden 1 65.6 39 29 -0 4 3 a4 15 1
Switzerland ii) 6.8 60 52 -0.14 8 7 310 27 23
u. K. 1} 33.2 0 4] -0.10 0 0 2975 0 0
U.S.A. 51) 75.6 47 38 -0.10 5 4 10726 541 433
Venezuela « i) 28.8 0 0 -0.50 0 0 519 0 0
Jen Cther Ron-Planned ) 1825 56 e
TuiAL ) 3L IREEC IR RS
Section B
Algeria [€D)] 656
Brazil e) 20.9 0 0 -0.23 0 0 ao 0 0
Cenada i) 83.8 55 4 -0.13 7 6 1099 76 65
Chile i) 61.6 35 24 -0.22 8 S 398 k1| 19
Cuba (e) 750
Iran §i) 0.6 20 8 -0.19 4 2 794 3 15
Japan 1) 82.9 ° 81 44 -0.18 9 8 3037 2n 246
exico (e) 231 "] 0 -0.30 0 1} 2285 0 0
Pakistan ($) 69.9 34 23 -0.1 3 2 650 19 13
Peru (1) 145 0 0 -0.3¢ 0 ] 533 /] 0
Philippines (e} 20.0 0 0 -0.28 0 0 890 0 0
Spain W 432 7 0 -0.39 3 b 1109 o330
Turiey () 409 2 0 -0.25 5 0 912 ¢ 0
TOIAL - 17205 PR
Spclion‘E_P
Trer won- 3 ’

?gmgn;c: anne 12244 £03__ 458
10TAL 7 N 6200 2187 2135

2) Expart Parity taian as 9¢ ib; Irport Parity taken as 10¢ 1b.

b) Expart Parity .ta<en as 12¢ ib; Irport Perity telea 2s 13¢ 1b.

« ' Sri Lanka (Cylog) {1), Finland {i), Grecce (i), Guzze.aia {e), ITreland (1), Israeli (i}, Norway (1),
Portugal (i), Rerto Rico (2), Rhodesia and Nyasalaznd (Malawi) (1),

¥ All world, except fastern Europe, U.S.5.R. Yugoslavia, China, Mongolia, and North Korea.

NOTES: geg Exporting Country: (i) importing Countries
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(a) and assumption (b). This represenfs 3% of the actual
sugar consumed by those countries specified. For those
countries 1isted.in Section B, under assumption (a),
~estimated additional consump'tion was a total of 2 million
metric tons or12% of the actual sugar consumed in 1974 by
those countries specified. Under assumption (b), the
estimated additional demand was 350,000 lbs. less than the
estimated additional deménd under assumption (a). This
represents 1v76% of the actual sugar consumed by the
countries specified in the model. Given the removal of
protectionism in the world sugar economy in 1974, it wou ld
be expected that the price of raw sugar would have been
considerably less than actually prevails because of more
efficient prodUctién methods, thereby encouraging additional
sugar consumption in 1874.

In Table 4.5, the results of the analysis for 1378 are
given: Under assumption (a), there was an estimated
additional sugar consumption of 2.8 million metric tons for
1978. This represents 4.2% of the a&*ual sugar consumed by
the countries specified in the model, and additionalv3.2% of
the world total sugar consumption for 1978. Under assumption
(b), the estf;;;ed addifjonal demand was 1.3 million metric
tons or 1.4% of the actual sugar consumed in 1978 by the

countries specified.
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TABLE 4:5 S SR
oo e o
CALCUTATION OF INCRTASDD CONAINVPTION OF SUGAR WITH THE CLUN N
REMOVAY OF PFROTFCIICN AND RRVENUE DUTIES — 1978 . oA
Aetul Resall Porcortass  Price e heeml Datirated
ctun vt srcertacs rice 5 . ctoa rate
Prices Reuztion fn Eastichtn, o eenit™ Conomptifn A iticnal
(U.5. cents Price 1o bxport of Demand "~Q”_m"“’ 198 Cosy~ption
Per Ky) or lmport Parity Femanded (oY retric (030 Metric
. e e s R o Tean) o ies)
m o R ) 15) IOR 7
Section A (a) (b) (‘E) ) (b} (f[\%) ( 553)
) (I )x (s 5)x(6
Riseralin T ey oo wTTTTTTTTYIR TTTOT T T LAY "./\' = )3 T T 5T
Aintria (1) 45,9 06 5 -0 22 5 1 309 16 3
Beljfun-lux {1) 38.9 5 Q -0.04 1 0 o7 28 0
Cramark 1; 38.1 5 0 -0.10 .5 0 N2 k) 0
faept 21 41.8 19 Q -0.49 7 [+] [ 53 0
Fracce (Metro) (i) 39.0 7 Q -0.24 1 o] 2374 23 0
W. Germany (1) 8.4 5 0 -0.16 .8 0 2183 17 0
India (1) 26.8 0 0 -0.78 0 0 463 0 0
taly (i) 40.2 10 0 0.3 13 0 1 53, 0
Letherands (1) 39.6 8 0 -0.16 1 0 6.6 6 ' 0
Snuth Africa (e) 35.8 5 0 -0.30 1 0 AR 12 0
Swirden (1) <84.7 7 4S -0.N 6 4 ny 23 15
Switzerland (1) €3.6 47 kP4 -0.14 6 4 273 12 8
UK. (1) 38.7 6 0 -0.10 .6 0 2570 15 0
U.S.A. (1) $3.0 32 12 -0.10 3 1 924 272 97
Voneruela_ (i) 407 1 o -0.50__ 5 o 519 2% 0o
Yra otner tanPTansr 4 ton - T " o f REL]
Yo T TR O - ) o T T TR
Section B
Alcoria Uz a
Bra:i) {e 343 .5 ] -0.23 .} - S1%0 5 0
nods i 96.2 21 0 -0.13 2 0 1764 25 0
Chite § 46.8 22 A -0.22 4 08 415 16 0
Cuba e 435
Tren i 36.7 1 0 -0.19 .19 0 1258 2 0
PERRL] 1) 110.6 67 58 -0.18 12 10 2820 292 244
Mexico (e) 26.4 "0 0 -0.30 O 0 2135 0 0
Pacictan (¢) ° 44.4 i8 0 -0.1 1 0 635 6 1}
Pery AN 20.% 0 0 -0.32 .0 0- 570 0 0
Prilippines (e) 31.2 0 ¢ -0.78 (0 0 1037 0 0
Spain Ei; 52/8 n 12 -0.39 12 ] 1568 188 62
Turkey i . 85,5 45 29 -0.25 n- 7 g0 W 87

Section G . )

AVl oir&eTion-

Plannad fconcaies \ . A 18720 €26 348
ol F_/ r B/6i) ST NS

K0TES: (e)! Exporting Country: (i) lroorting Country.
. Sri tanny (Ceylen) (i), Finlang (i), Grecce (1), Guatemala (e}, Ireland (1), Israel (1), Norway (1},
- Portugal (1), Peurto Rico (e). Rnocesia and Hyasaland (Malawi) (7).
{a) Export Parity Price takca as 7¢ 1d: Import Parity Price equals ¢ 1b.
(b) Expart Parity Price taken as 11.7¢ 1b; Irport Parity ewuals 10.7¢ b,
Export Parity adjusked upward 1/6¢ for Inconetia, Teiwan, ard Philinnines,
¢ AN world, except Eastera furope, U.S.S.R., Yugaslavia, China, Mongulia, and North Kerea.
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Some Implications of the Results

The estimated increase'in wor 1d ngar consumption for
1959, 1974, and 1978 which would have occurred im the
absence of any protettion in the world sugar economy would
have represented an increase in international sugar trade.
In 1978, this would have been between 1 to 4.2%. increase in
consumbtion would be expected to'stimulate world‘s&gar
production. This estimated production expansion woula
involve shifts in sugar production from protected high cost
sugar producing areas to lower cost sugar producers. The
ma jor world sugar exporters to the internationa#«qgrket
would have increased their supplies as a result of this
increased demand. \

With the removal of protection in internat;onal trade
in sugar, it coqld be expected that the larger sugar
exporting nations would obtain most of the additional
benefits accruing as a resu't of the increasé in world sugar
consumption levels. As s shown in Table 2.1, in 1978 the
major carme producers were Brazil, India, and Cuba. Brazil
had a market share of 16.5%, India’s market share was 14.8%,
and/Cuba’s market share was 13.6%. |

Using the estimated export parity price of 7 cents per

pound and the additional consumption estimates taken in

‘Table 4.5, Brazil's export sugar earnings would have

increased by $323,400.00 in 1978. India's sugar export
earnings. would have increased by an additional $230,200.00

~
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and Cuba’s sugar exporfﬁea?nings would have igcreased by
$266,00%.00. Together . these threée largest phpducers would
have earned an additional $879.600100. A]though‘these
talculations are somewhat\rough. nevergheleés. they do give
an indicatiom of the distribution of;”lost" revenues o
these three sugar exporters with profectign in place.

It could be expeéted that with such a r&moval of
protectionism in world sugar trade, the retail price:of
sugar would increase above the lower range of price ~
assumptions in this study. Howeyer, this expected increase
in retail prices is not expected to greatly affect the
demand and consumption of sugar.
| An important factor in stabilizing producers incomes
could be the chapge in the residual rmature of the worid
market. Because the world sugar, market is currently a sma11
segment of 1nt\bnat1onal sugapbtrade. relat1vely small
shifts in the demand and supply functions of sugar in the
protected markets greatly affect the demand and supply
functiaons in the world market. If the world market becomes

larger it might be able to absorb the impacts o these

shifts more readily.

PR



Limitati ons of the Study

In attempting to measure the major economic effects of
protectionism in the fnternational trade in sugar many
; -, : difficulites were encountered. International trade in sugar
lnvolves many countries with different trade and product1on
- ' po]1c1es These present some of the major problems im

D fv o effectively measuring the impacts of protection. Included in
. *

P the problems'éncountered in this study were the‘differences

g‘". im national import duties and taxes, import and export

,quotas,;and cdrrency values. Also, differences in the

-~

' methods of'data'collection by many producing and consumiag

nations aﬁfected the accuracy of the results. Because of the

cycl1cal nature of sugar cane and sugar beet product1on.

.Q ..

o

-

™~

.-u ' variations in time lag between production and consumption

&= " v
. Oiversi

_also contr1bugp to data 1nadequac1es

. w

Protection in the international trade in sugar does not
9 (N
only affects the product1on and consumption of sugar.

Protect1oﬂisM’also affects the national economy of

_countries,” espec1a11y those countries dependent the national

ﬁI%ugameindustry as a major source of* foreign exchange

earnings Protection also affects national resource
- \f 5 '
*allocation The effect of—protectlon on national resource

* o allocationﬁbears h@av}ly on the cost of production 4nd .
: | conbumers’ welfare Only two of the major effects of
o protectid% are examined in detail in this study. They are

the pryge aﬁd consumption effects. In this study, 29 major

98
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importing and exporting countries were selected and
examined. Although, this analysis gave a reasonable
indication of some of the effects of protectio; in the
interndtional trade in sugar, nevertheless, it wbuld be more
useful to examine more than 29 céuntries and three years to
obtain a moré accurate measure of the major impacts of
protectionism in the international trade in stgar. A study

of this magnitude was not possible based &n the available
[

research resources.
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CHAPTER V
CONCLUSIONS AND RECOMMENDATIONS

Conclusions

\
‘A
\

From the z;eceeding chapters of this study, it is

possible to summarize some of the major economic impacts of

protectionism(in international sugar trade. Protectionism in
international trade in sugar involves income tranfer betwedL
doTestic sugar producers, consumers, and taxpayers on the
one hand, and between domestic and foreign sugar producers‘

on the other. Such income redistributions are major

consequences of protection in international sugar trade.

“They may, in fact, be the reason of such governmental

policies.

Another major economic effect of international sugar
protection is that of resource misallocation in the‘
production of sugar. As a result of protecting higﬁer cost
domestic sugar production, low cost producers are prevented
from attaining optimal output levels. A major economic
effect of protection in international trade in sugar was
examined in the present study. The results of the analysis
were specifically applicabie to 1959, 1974, and 1978. They
may however., be applied to other periods which bear a. .

similarity.to the years which were examined. , a

»
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In amassing the conclusions which may be drawn from
this study, it is desirable to make - statement concerning
the comparative effectiveness of protectionism. Embargoes,
quotas, and tariffs distort international trade in sugar. )
The implications of protectionist trade policies depend on
the price relationship between markets. The concepts of
"export floor" and "import cgiling" prices which are applied
in the International Sugar Agreement are involved in the
relationship of prices between the different markets. The
"export floor" is the lowest to which the domestic price‘pf
sugar is allowed to decrease relative to the foreign price
before exports are triggered. The difference betweeﬁ the
foreign price and the domestic "export floor price" is
determined by export transportation costs and foreign import
restrictions. The "import ceiling" is the highest level to
which the domestic price is allowed to rise relative to the
foreign price before imports become profitable. Import
restrictions and transportation costs determine the
. differenée between the foreign price and the ddmestic
"import ceiling"”.

The removal of trade restrictions has the effect of
narrowfng the range between the "import ceiling" price and
the "export floor” prjce. Perhaps the most important benefit
of the abolition of é;ade restrictions in the international
trade in sugar w uld be that it would force producérs to
become more efficient and internationally competitivé.

The many special arrangements in the international
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sugar industry affect the industry’'s efficiency. One result
of concessional arrangements between ma jor sugar exporters
and importers is to restrict the size of the world free
market. The small size of the free mérket reduces its
effectiveness as a reliablé source of sugar. Moreover, the
free market tends to be a residual market” When the world
market supplies are low, the world market price tends to
"increase rapidily, and when supplies are abundant the world
market price}fends to be depressed. Greater reliance on the
wor ld free markét by major importers would enlargé.the
relative size of the world market and thereby make it more
stable//Quotas and high concessional prices contribute to
the "dumping” of excess sugar supplies in the world free
market. Since sugar production is cyclical in nature anq
yields vary from year to year, depending on such vafiables
as the weather,.a sugar producing country may have a
built-in motive to produce more than its export quota
requirements. If production is lower than planned, the
pfoducing coun would still have enough to fill its high
priced export ‘/If on the o(her hand, planned
production is exceeded, then the export quota requirements
¢an be filied and any loss as a result of the excess
production can be.treated as an insurance érem%um which
would be paid to meet the needs of the high priced
concessional market.

The quota premiums provided for in the Internatiohal

Sugar Agreement on concessional sugar exports also influence
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excessive production in the international ‘sugar industry. In
the absence of any protection in the international sugar
industry producers would restrict sugar production to that
quantity which will be sold to cover the additional costs
incurred in its production. But in many sugar exporting
countries the sugar industry is controlied by government
regulations. With high levels of unemployment in many of
these counﬁries.'government policy seems to encourage
excessive sugar production sp as to create employment as
long as total productién costs are covered by total revenues
with export quota premiums and artifically high domestic
prices. In some instances, the low returns received from
exports to the free market represent a greater return than
the marginal social costs especially when chronic
unembloyment exists. '

In considering the prospects for the world sugar
economy , it:is difficult to escape the conclusion thatlfhere
is an urgent need for a more rational .and multilateral
approach to the international trade in sugar. A constructive
step would be the gradual phasing out of direct and indirect
subsidies on sugar exports. This would contribute towards a-

\

better allocation of worild resources and would be of benefit

- to the most efficient producers. Beyond that, an improved

wor 1d marketing structure could be established through the
re-negotiation of a more effective International Sugar
Agreement. These adjustments should reduce the substantial

instability in world prices and could at the same time take
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appropriate account of the particular problems of the lesser
developed countries whose economies are heavily dependent on
sugar .

Finally, there has been much support for a reduction of
protectionism in the international sugar industry by removal
of embargoes, tariffs and quotas, and replacement of these
with deficiency payment schemes. However, deficiency
payments generally will reduce but not remove the
misallocation of resources in the production of sugar.
Instead of perpetuating the proteCtion of high cost sugar
produc¢tion through deficiency payment schemes, policies
should be developed to reallocate these resources in more

efficient uses and compensate the displaced producers.

Recommendat jons

The original objective of this study was to investigate
the major economic effects of protectionism in international
trade in sugar. It is believed that to a degree this

objective has been met. There are however, many unanswered

questions remaining in the overall analysis of protectionism

in the international sugar industry. Dn:vf:;:;SjF questions
deals with the subject of comparative adva e and relative

costs of produqtion between developed and developing
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countries.' Sugar producers in the developinf} countries
should realize that their ultimate stance on the question of
international sugar trade policy must be based on a clear
understanding'Of their competitive cost position in the
international sugar industry relative to those of other
developed countries. While the question'has,not been dealt
with %n this study it is recognized as a vital and closely
related issue.

Another area which merits some .attention is that of
ascertaining the required adjustments necessary for
displaced sugar producers as a result of a reduction or the
removal of trade restrictions in the international sugar
industry. Substantial resistance to the removal or reduction
of protectionist policies come about as a result of the fear
of sugar producers losing empioyment and incomes. [If these
fears are removed, no doubt resistance to the removal of
trade barriers would decrease.

Although some sugar producers would gain from the
removal or reduction in protection in the international
sugar industry undoubtedly, others would lose. It is
imperative that these 3rouns be identified and‘adjustment
assistance programs be -+ sed and examined to determine
which ones will best mee* =~ needs of the displaced sugar
producers.

Finally, with regards to .~*-er investigation into

' H.G. Johnson, "Sugar Protectior.sm and the Export Earnings
of Less Developed Countries: Variations on a Theme by R.H.
Snape", Economica, Vol. 33, (February 19€%8).
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international trade, a number of questions remain
unanswered. The present study deals with some major economic
implications of protectionism in the international harkets-
for sugar. Presently, protectionist policies allew for a
high level of protection for labour extensive products and a
relatively low level of protection for labour intensive
products. Consideration for more study should be given by
researchers to other major protected internationally traded
agriculture commoditiéé such as coffee and cocoa. These
would surely be welcomed additions to international

commodity trade literature.
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APPENDIX At
OTHER MAJOR INTERNATIONAL COMMODITY AGREEMENTS

The International Coffee Agreement
The International Coffee Agreement (ICA) was first

implemented in 1963. The objective ié basically the same as
that of the International Sugar Agreement; that is to
moderate the economic forces between international supply
and demand for coffee therby ensuring reasonable prices to
consumers and adequate and stable incomes for producers.!
There are three main features of the International Coffee

Agreement which directly affects its operation:

a. 'Export Quotas;
b. Measures to increase consumption; and the

‘c. Establishment of production goals;

Annual export quotas are established by the
International Coffee Council (I1CC) the contﬁo1ling agency in
advance of the following production year. These quotas are

calculated based on a world consumption estimate, production

' C.C. Spencer, The World Situation and Outlook for Coffee,

Agricut%ﬁfgl Producers and their markets, ed., T.K. Warley,

-Agustus M. \Kelly, (New York: 1967), p. 113.

T
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costs, and anticipated future world price. The quotas are
then distributed to each exporting member country based on a
common percentage of their basic annual quota share.
Simultaneously, quarterly quotas are fixed‘for'each exporter
with the objective of balancing supply and demand throughout
the year.'!

Previously, the ICC varied the percentage of the basic
export quota based on market'developments. However, this was
later changed when’it was recognized that the system was
slow in respondiné to changes in the market. A
semi-automatic mechanism was later adopted which allowed for
adjustment of export quotas on a pro-rated basis in relation
to market price changes up to a maximum of 6% of the annual
export quota. Quotas are adjusted on the 20th. consecutive’
day of price moVements.in either direction in relation to
the "floor or ceiling prices" set for a respective type of
coffee. It should be pointed out that there are three major
types of coffee in the ICA, each demanding a different price
because of quality, consumer preferences, and taste.? In
addition to the assigned quotas exporting members are
allowed to seek and export to new markets. This allows
exporting members to reduce surplus stocks and to encourage
increased consumption in fraditionally low consuming

—_

countries.

D I T T

' Ibid. ‘ 4

2 L.B. Kravis, International Commodity Agreements to Aid and
Effeciency: The Case of Coffee", Canadian Journal of
Agricultural Economics, No. 1, (May 19687, p. 587.
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The qQuota system is supported by a number of control
measures. The most important of 'these is the Certificate of
Origin and ReExport. This allows an impobting member country
to refuse entry of any shipment of coffee unless it is »
accompanied by an appropiate certif'icate. Commodity
agreements like the ISA and the ICA which do not include all
the major importing and exporting countries are liable to be
undermined by lower prices from imports or exports of
non-member countries. The case in point was the

Internatidnal Grains Agreement which encountered this

- problem when France subsidized grain exports to be sold

under the*agreed minimum price.' Added to this the ICC
prescribe pfoduction go;ls in consultation with producers
for individual members as well as a global requirement
level. As such, producers adjust their production based on

export requirements, domestic needs, and required stock.

i
*

The International Grains Agreement

The last International Grains Agreement (I1GA) which
came into effect in 1971 and ‘expired in 1978 was an
extension of the original- 1948 agreement which has seen

numerous changes in respect to its economic

A

'' Canadian Agriculture in th Seventies, Report of th
Fedz;al Task Force on Agriculture, (Ottawa: December 1969),
p . . . [ . ' . , )
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provisions.! Since then there has been disagreement between
the participants on the questions of reserve stocks and
maximum and minimum price levels.?2 At the time of writing,
there was no formal agreement in operation however, the
Iniernational wWheat Council, the agency which oversees the
working of the agreement extended the 1971 agreement for
another two years. Although the economic provisions of the
arrangement does not apply, the agreement allows for an
exchange of trade information and continued negotiations for
the completion of a formal agreement.?

The basic objectives of the International Grains

Agreement has been to:

a. Provide assured supplies of grains;

b. Promote the expénsion of international trade in
grains; and to ‘

c.’ Further international cooperation in achieving

stability in the international grain

' G. Blau, International Commodity Arrangements and

-Policies, FAD Commodity Policy Studies, No.1, (Rome: 1864),

p.10. . _

2 U.N., Food and Agriculture Organization, Commodity Review
and Outlook:1977-79, (Rome: 1978), p. 14. '

3 U.S., Department Bf Agriculture, World Agriculture
Situation, Economics; Statistics, and Cooperative Service,
No. 19, (Washington: Jduly 1878), p. 30.°
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marKet .

The International Grains Agreement is divided up into
two major components; The Wheat Trade Convention and the
FoodlAid Convention. The former, combines a price mechanism
whfch sets maximum and minimuﬁ‘prices and quantitieéﬁto be
bought'together with a reserve stock program to achieve the
goals of the agreement. The‘agreement also spelled out
procedures to be followed when prices reach the maximum and
miminum ranges, and sets guidelines regarding concessional
transactions. The Food Aid Convention is an arrangement
between the principal exporters and importers to pEovide a
specific quantity of grains annually to needy nations. This

program is supported by the participating cbuntries either

through grants of grains or cash.?
ECONOMIC IMPLICATIONS OF COMMODITY- AGREEMENTS

K.W. Dam describes commodity agreements as:

‘ "...devices to disguise massive aid transfers from_
consumer to producer countries and are to be

considered to be inferior to overt transfers in so

<y

- an e e vm e oar e e e ome e e o e

' U.S., Department of Agriculture, International Grains
Agreement, Foreign Agriculture Service, M-195, (washington:
November 1967). :

2 Ibid. '
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far as they reduce competition and lead to a less
efficient allocation of resources. Such transfers
may also be preferable as a technique for

accomplishing stabilization"

Commodity agreements can be characterized as economic
as well as political policy devices used by importers and
exporters of commodities to ensdre a balance between the
supply and demand of the respective commodity. Its political
implications surfaces as a result of the negotiation process
which preceeds these agreements. These negotlations involve
interests of parties of unequal economic strenghts. In most
cases the.strongegt party tends to domindte the agreements.

The main goal of most commodity‘g}rangements has been that

‘of controlling fluctuations in commodity prices, thus

controlling producers incomes and supplies of the commodity.

E.M. Ojala suggests nyiff/’—\\

“’.. a basic objective of international commodity
arrangements is in general to stimulate a dynamié
and steady growth and ensure-ﬁeasonable
predictability in the real export eapningé of
developing countries, so as to provide them with

------‘-—‘-.’Q-—---

' K.W. Dam, The GATT Law and International Economic
0rggn1zat1on University of Chicago Press, T—E1cago 1970),
P .
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expanding resources for their ecénomic and social
development, while taking into account the interests

-

of consumers in the importing countries."!

Although commodity agreements have generally been
regarded as useful pol1cy instruments nevertheless there
have been doubts raised as a result of the difficulties
involved with their implementation and administration, ?

For commodity agreements to achieve their objectives

" that is, to balance the economic forces of supply and

demand, both the ma jor eXportefs/producers and the

impor ters/consumers must be party to the agreement. In the
case of bilateral coﬁmodity_agreéments this is not a'
problem. However, with multilateral arrangements the problem
of price undercutting becomes prevalent and dangerous to the
effective operation of the scheme.

Another problem inherent in the implementation of
commodi ty arrangements;js the“pcceptance.of quota
allocationszand maximuh and minimum prices. There is‘
inherent disagreement between buyers and-sellers. Buyers
seek to pay the lowest acceptable price for the commodity,
whereas sellers demand the highest possible brice. The
unequal sharing of production, stocks holding and disposal

' E.M. Ojala, "Some Current Issues of Inlbrnat1onal

Commadity Policy”, Journal of Agricultural Economlcs.-
(British), (January 18; 1967).
2 RJA, Mundell International Econom1cs The Macmillian

Gmmaw,(memw 1 , P.
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costs leads to disgruntled participants.'

<

B I T T N P R

=1 T.K. Warley, Praoblems %ﬁ World Trade in grtculture

Products,-op. cit., p. 5
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APPENDIX B1
CALCULATION OF WEIGHTED AVERAGE PRICES
The following illustrates thg methodology used in
estimating the weighted averag;\a;ices obtained by producers

in Tables 4.1 and 4.2. The calculations are for 1970

prices.'
BRAZIL
MARKEf QUANTITY SOLD AVERAGE PRICE OBTA;NED
’ . (1000 Metric Tons) (US ¢/1b.)
United States 505 4.88 (f.o.b. stowed in
| 3 Q\\ ‘ ‘ greaterACaribbean
ports inciuding
Wrazil)
Other Markets 470 3.75
Domestic Market 3,540 : 4}45 (who]es;1e price)
TOTAL 4,615 4.36 (weighted average)

Therefore, the weighted average price received by

<., Brazilian sugar producers in 1970 was 4.36 ¢71b.

9

e e e e e e A o e o

¥ . Sources for data used in Appendix B1 are:
International:Sugar Organization, Sugar Year Book, (London:
1871).; also ernatiomal Sugar Organization, The World
Sugar Economy, Structure, and Policies: Canada and United
States, (London: 1 . ' :

1A
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UNITED STATES

The ¢ i.f) price of raw sugar imported.into the United
States in 1970 was 4.88 cents per pound. Duty on imported
raw sugar was 0.625 cents per pound. Also, producers receive
subsidies in the form of difect payments adding about 15% to
their revenues. Thus the weighted average price United
States domestic sugar producers received in 1970 was 6.3

cents per pound. N



