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REPORT TO THE PRESIDENT ON
INVESTIGATION NO. 22-46

CERTAIN ARTICLES CONTAINING SUGAR

UNITED STATES INTERNATIONAL TRADE COMMISSION
December 16, 1983

Findings

"With respect to articles covered by Proclamation No. 5071.--0On the basis
of the information developed during this investigation, the Commission finds

that--

(1) blended sirups provided for in Tariff Schedules of the
United States (TSUS) item 155.75, containing sugars derived
from sugar cane or sugar bheets, capable of being further
processed with similar or other ingredients, and not
prepared for marketing to the retail consumers in the
identical form and package in which imported; &nd

(2) articles containing over 65 percent by dry weight of sugars
derived from sugar cane or sugar beets, whether or not mixed
with other ingredients, capable of being further processed
or mixed with similar or other ingredients, and not prepared
for marketing to the retail consumers in the identical form
and package in which imported, all the foregoing articles,
provided for in TSUS items 155.75 and 183.05, except articles
within the scope of other import restrictions provided for in
part 3 of the Appendix to the TSUS,

are practically certain to be imported into the United States under such
conditions and in such quantities as to materially interfere 1/ with the

price support program for sugar cane and.sugar beets of the U.S. Department

of Agriculture.

The Commission is equally divided on whether articles provided for in

TSUS items 156.45 and 183.01, as described above in (2), are being, or are

1/ Commissioner Stern finds that such imports are practically certain to
tend to materially interfere with the price support program for sugar cane and
sugar heets of the U.S. Department of Agriculture. :



practically certain to be, imported into the United States under such
conditions and in such quantities as to render or tend to render inéffective,
or materially interfere with, the price support program for sugar cane and
sugar beets of the U.S. Department of Agriculture. Chairman Eckes and
Commissioner Lodwick find in the affirmative 1/ and Commissioners Stern and

Haggart find in the negative.

~ With respect to other articles.--The Commission finds that--

(1) articles provided for in TSUS items 183.01 and 183.05,
containing not less than 25 percent but not over 65 percent
by dry weight of any sugars or blends of sugars provided
for in subpart A of part 10 of schedule 1 of the TSUS,
whether or not mixed with other ingredients, and capable of
being further processed or mixed with similar or other
ingredients; and

(2) all other articles, wherever classified in the TSUS,
containing over 65 percent by dry weight of
sugars derived from sugarcane or sugar beets, whether or
not mixed with other ingredients, and capable of being
further processed or mixed with similar or other
ingredients, except articles the subject of the
Commission's affirmative determination and except articles
within the scope of other import restrictions provided for
in part 3 of the Appendix to the TSUS,

are not being, and are‘not practically certain to be, imported into the United
States under such conditions and in such quantities as to render or tend to
render ineffective, or materially interfere wigh; the price support program

for sugar cane and sugar béets of the U.S. Department of égriculture.

1/ More specifically, Chairman Eckes and Commissioner Lodwick find that such
articles are practically certain to be imported into the United States under
such conditions and in such quantities as to materially interfere with the
price support program.



Recommendations

Chairman Eckes and Commissioner Lodwick recommend that the President

continue, for such time as is necessary, the zero quotas on the articles the
subject of Proclamation 5071.

Commissioners Stern and Haggart recommend that the President modify the

quotas set forth in Proclamation 5071 so as (1) to permit the entry of 165,000
short tons (128,000 short tons raw sugar equivalent) per vear of the blended
sugar sirups (provided for in TSUS item 155.75) and certain other articles
containing over 65 percent by dry weight of sugar (provided for in TSUS items
155.75 and 183.05) which are the subject of their affirmative determination;
and (2) to exclude from the quotas articles containing over 65 percent by dry

weight of sugar provided for in TSUS items 156.45 and 183.01.

Background

On June 29, 1983, the Commission received a letter from the President
directing it to make an investigation under section 22(a) of the Agricultural
Adjustment Act (7 U.S.C. 624(a)) to determine whether certain articles
containing sugar are being, or are practically certain to be, imported under
such conditions, at such prices, and in such‘éuantities as to render or tend
to render ineffective, or materially inferfere with, the price support program
of the Department of Agriculture for sugar cane and sugar beets.

Notice of the Commission's investigation was published in the Federal
Register on July 13, 1983 (47 F.R. 32093). A public hearing was held in
Washington, D.C. on October 25, 1983. All interested parties were afforded an
opportunity to appear and to present information for consideration by the

Commission.



-

This report is being furnished to the President in accordance with
section 22(a) of the Agricultural Adjustment Act. The information in the
.report was obtained from responses to Commission questionnaires, from
information presented at the public hearing, from interviews by members
of the Commission's staff, from information provided by other Federal
agencies, and from the Commission's files, submissions by the interested

parties, and other sources.
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STATEMENT OF CHAIRMAN ALFRED ECKES AND COMMISSIONER SEELEY G. LODWICK

Introduction

The President has asked the Commission to determine, pursuant to section
22 of the Agricultural Adjustment Act (7 U.S.C. 624), whether certain blended
sugar 1/ sirups provided for in TSUS item 155.75, whether certain articles
containing not less than 25 percent by dry weight of sugar or sugar blends
profided for in TSUS items 183.01 and 183.05. and whether any other articles
containing over 65 percent by dry weight of sugar are being, or are
practically certain to be, imported into the United States under such
conditions and in such quantities as to render or tend to render ineffective,
or materially interfere with, the price-support program of the U.S. Department
of Agriculture for sugarcane and sugar beets. Pending receipt of the
Commission's report, the President took emergency action pursuant to section
22(b) and imposed a zero quota on certain of the articles to be covered by the
Commission's investigation. 2/ The full text of the President's letter
requesting the investigation and his action imposing the emergency quotas
(Proclamation 5071 of June 28, 1983) are set forth in Appendix A to this
report.

For reasons set forth below, we have determined that blended sugar sirups

provided for in TSUS item 155.75 and certain other articles containing over 65

"1/ For the purpose of this statement, the term "sugar" refers to sugars
derived from sugarcane and sugar beets. -

2/ The President imposed emergency quotas only on the blended sugar sirups
provided for in TSUS item 155.75 and articles containing over 65 percent by
dry weight of sugar provided for in TSUS items 155.75, 156.45, 183.01, and
183.05. He did not impose quotas on other articles containing over 65 percent
by dry weight of sugar or those containing between 25 and 65 percent.
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'.percent by dry weight of sugar provided for in TSUS items 155.75, 156.45,
183,01, and 183.05, 3/ are practically certain to be imported into the United
States under such conditions and in such quantities as to materially interfere
with the USDA price-support program for sugarcane and sugar beets. The
articles subject to our affirmative determination are the same as those which
are the subject of the President's emergency quota action in Proclamation
5071. We have made a negative determination with respect to the remaining
articles covered by this investigation.

We agree with the emergency action taken by the President in Proclamation
5071 and recommend that this action be continued for such time as is necessary

to prevent interference with the price-support program.

Sugar, the price-support program, snd Presidential actions

Sugar has been an important and controversial product in world trade for
centuries. It is a basic agricultural commodity, probably produced and
consumed in more countries than any other agricultural commodity. Because of

its importance to consumers and growers in many economiecs, sugar is one of the

3/ More specifically—-
Blended sirups provided for in TSUS item 155.75, containing sugars
derived from sugarcane or sugar beets, capable of being further
processed or mixed with similar or other ingredients, and not
prepared for marketing to the retail consumers in the identical form
and package in which imported; and,

Articles containing over 65 percent by dry weight of sugars derived
from sugar cane or sugar beets, whether or not mixed with other
ingredients, capable of being further processed or mixed with
similar or other ingredients, and not prepared for marketing to the
retail consumers in the identical form and package in which
imported; all the foregoing articles, provided for in TSUS items
155.75, 156.45, 183.01 and 183.05, except articles within the scope

of other import restrictions provided for in part 3 of the Appendix
to the Tariff Schedules of the United States.
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most regulated of all agricultural commodities. Most countries regulate
production, imports, exports, or prices in some manner. 4/ The International
Sugar Organization (ISO), which consists of sugar importing and exporting
countries, has sought to stabilize world prices through export quotas and
stockpiling mechanisms since its formation in 1931. 5/

World sugsr prices vary widely from year to year. Only about 20 percent
of world sugar production enters the international market; most sugar is
consumed in the country in which it is produced. 6/ The international market
acts, in essence, as & clearing house for countries with excess sugar
production. Adverse weather conditions, governmental actions, and other
factors can significantly affect the amount of sugar which is sold or
purchased in the international market. These factors can have a
disproportionate effect on world prices because most large sugar producing and
consuming nations insulate their own markets, to varying degrees, from changes
in world prices. 7/ As an example of price volatility, the present world
price, which has been about 9 to 11 cents per pound (f.o.b. Caribbean) in
recent months, is substantially higher than the 6 to 7 cents per pound price
which prevailed from June 1982 through April 1983, 8/ but is far below the
record price of 57 cents per pound reached in November 1974.

The United States is the second largest importer, third largest consumer,

and sixth largest producer of sugar in the world. 9/ Imports have accounted

4/ Report, at A-45.

5/ Report, at A-46. The role of the ISO is discussed further at pages 15-16
of this statement.

6/ Report, at A-l4.

1/ Report, at A-45,

8/ Report, at A-50.

9/ Report, at A-15.
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for about 35 to 40 percent of U.S. consumption in recent years. To provide
growers with the assurance needed to sustain domestic production and to
protect U.S. consumers from the wide variations in supply, demand, and price
in the world market, the United States has imposed a variety of tariffs and
quotas on imports of sugar and has provided price-support and other programs
for domestic sugar growers.

The United States has a long history of actions involving sugar and
sugar-containing articles and mixtures. Prior to 1934, the United States
relied primarily on high tariffs to prevent the entry of sugar. Between 1934
and 1974, the United States relied principally on import quotas on raw and
refined sugar authorized by a series of sugar acts, including the Sugar Act of
1948, which, in smended versions, regulated sugar imports through the end of
1974. Congress recognized that imports of sugar-containing articles and
mixtures could circumvent the Sugar Act quotas on raw and refined sugar. 1In
1962, Congress amended the 1948 act to automatically extend the quotas to
sugar-containing products and mixtures which did not have a recent history of
imports, unless the Secretary of Agriculture specifically found that such
imports would not substantially interfere with the objectives of the act.
Congress also authorized the Secretary of Agriculture to extend the quotas to
sugar-containing products and mixtures which had a history of importation if
he found that such imports would substantially interfere with the attainment

of the objectives of the act. 10/ Thus, the Sugar Act regulated imports of

10/ Section 6 of the Sugar Act Amendments of 1962, Pub. Law 87-535, 76 Stat.
156. The section was "aimed at preventing abuses". See the report of the
Senate Committee on Finance, S. Rep. No. 1631, 87th Cong., 2d Sess. (1962), as
reprinted in 1962 U.S. Code Cong. & Admin. News, at 1923.




9

sugar-containing articles and mixtures as well as imports of raw and refined

sugar.

Since 1974, the President has been required, by the sugar "headnote" set
forth in the Tariff Schedules, to maintain duties and quotas at all times on
imports of raw and refined sugar (provided for in TSUS items 155.20 and
155.30). This headnote authority was negotiated under the GATT in 1950 and
1951 and is contained in the 1967 Geneva Protocol to the GATT. 11/

Sugar has been the subject of various price-support programs administered
by USDA under the authority of the Agricultural Act of 1949. The present
program, which was authorized by the Agriculture and Food Act of 1981,
provides for price supports and loans by the Commodity Credit Corporation
(CCC) through crop-year 1985. However, Congress, in passing the 1981
legislation, made it clear that it expected the President to impose
sufficiently high duties and fees and sufficiently restrictive quotas under
his headnote and section 22 authority so as to avoid having the CCC acquire
any sugar. 12/

Since passage of the 1981 program, the President has acted several times
to adjust duties, fees, and quotas so as to insure that the domestic sugar

price remains sufficiently above the support price so that the CCC will not be

11/ The President's authority is set forth in headnote 2, subpart 10(A) of
schedule 1 of the TSUS. The headnote requires that a tariff of between 0.625
cents and 2.8115 cents per pound, raw value, and a quota (which need not be
restrictive) be in effect at all times.

12/ The Senate Committee on Agriculture, Nutrition and Forestry projected
that there would be no costs in operating the program "provided that import
fees and duties are able to maintain the market price at a level above the
minimum loan or purchase level. 1In this case, there would be no CCC
acquisition of sugar loan stocks."” The Congressional Budget Office cost

estimates also projected no outlays for the program. See S. Rep. No. 126,
97th Cong., 1lst Sess. (1981), at 239, 252.
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required to acquire domestic sugar. On December 23, 1981, he issued
Proclamation 4888, in which he invoked his authority in the sugar headnote and
raised duties to the maximum level permitted, 2.8125 cents per pound, raw
value. At the same time, he issued Proclamation 4887, in which he took
emergency action under section 22 and imposed a fee on sugar. The Commission
commenced investigation No. 22-45 as a result of the President's emergency fee
action. While the Commission investigation was pending, falling world sugar
prices caused the President to take additional action. On May 5, 1982, the
President issued Proclamation 4941 and again invoked his headnote authority
and reduced the amount of sugar which could enter under the headnote
quota. 13/ At the same time, he issued Proclamation 4940, which superseded
Proclamation 4887 and modified the emergency section 22 fees. In June 1982
the Commission completed its section 22 investigation and advised the
President that it had made an affirmative determination and recommended that
the actions taken in Proclamations 4888, 4940, and 4941 remain in effect. 14/

The present Commission investigation is the result of the President's
latest action to protect the price-support program and prevent the CCC from
having to purchase sugar. Oﬂ June 28, 1983, the President issued Proclamation
5071 and imposed a zero quota on certain su;gr—containing afticles which were
not being imported at the time of or prior to hi# May 1982 action, but which

were subsequently imported as a result of the large difference between the

13/ Procleamation 4888, which raised duties under the headnote, did not
modify the quota then in effect.

14/ Sugar: Report to the President on Investigation No. 22-45. . . , USITC
Publication 1253, June 1982.

10
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U.S. and world price for sugar. At the same time, the President requested
that the Commission commence this investigation to examine the impact of

imports of both sugar-containing articles subject to emergency action under

Proclamation 5071 and certain other sugar-containing articles.

Imports practically certain to materially interfere with USDA program

We find that, in the absence of the President's action of last June 28
(Proclamation 5071), imports of the sugar-containing articles the subject of
that action are practically certain to be imported under such conditions and
in such quantities as to materially interfere with the USDA price-support
program for sugar. In so finding, we have examined in particular the
price-support program and its objectives, import levels, price differences
between the domestic and imported products, world stocks of sugar, and the
ability of foreign producers to ship significant quantities of the subject
articles to the United States. 15/

We have also carefully examined the submissions and testimony of the
various parties to this proceeding. We have given considerable weight to the
arguments made by USDA, since it is that agency which administers the program
and is in the best position to know when the goals of the program are
threatened and what action is necessary to fémedy the problem. Other parties

may, of course, rebut the assertions made by USDA, but unless they can do so

15/ In section 22 investigations, the Commission's task is limited by
statute to determining the impact, present or potential, of imports on the

price-support program and, when appropriate, recommending a remedy.

Accordingly, we have not looked behind or questioned the program or its
administration.

11
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persuasively, we accord great weight to USDA's contentions and supportihg
information. 16/ 1In the present investi;atibn, we have found that USDA's
assertions with respect to Proclamation 5071 imports were not persuasively
rebutted.

USDA program.--The USDA price-support program for suga?ﬁane and sugar
beets operates through a system of nonrecourse loams on U.S.-produced raw and
refined sugar. Processors and refiners are eligible to receive loans through
the.CCC. The loans aré based on the support priqe, and sugar is the
collateral for the loan. Forfeitures (i.e., CCC aqguisitions of sugar) occur
only at the end of the fiscal year, September 30. 1In order to prevent
forfeiture, USDA must maintain the market price at a level which exceeds the
market stabilization price.

In passing the legislation which provides for the present price-support
program, Congress made clear its desire that, for budgetary reasons, the CCC
not acquire any sugar. The quotas, duties, and fegs imposed by the President
are for the purpose of maintaining the domestic priqelat a level sufficiently
above the loan ratg to-insu;e thgt sugar is not forfeited to the U.S.
Government. Thus far, USDA has succengd in maintaining the market price at a
level high enough to avoid the forfeiture of any sugar.i

Imports.——Ihére are two classes of products whicﬁ are the subject of our
affirmative determination and the President's emergéncy action-—-(1) blended
sirups provided for in TSUS item 155.75,; and (2) other articles containing

over 65 percent by dry weight of sugar, including flavored sugars and sirups

16/ See, for example, the Statement of Commissidnef Catherine Bedell in

Certain Tobacco: Report to the President on Invest15at1on No 22-43. s
USITC Publication 1174, August 1981, at 27.

12
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(other than blended) provided for in TSUS item 155.75, sweetened cocoa
provided for in TSUS item 156.45, pancake flour and other flour mixes and
refrigerated doughs provided for in TSUS item 183.01, and certain other edible
mixtures not elsewhere provided for (such as certain sugar-cocoa powder
mixtures) provided for in TSUS item 183.05. 17/ There is no evidence of
imports of any of these emergency quota articles (which are packaged in bulk)
priof to the time that the President imposed restrictive quotas on May 5,
1982, in Proclamation 4941.

Imports of blended sirups, the first class of articles, began to enter in
May 1982, immediately after Proclamation 4941 took effect. 18/ From that time
until June 29, 1983, when imports were halted by Proclamation 5071, imports
increased at a rapid rate. By June 1983, imports had increased to an
annualized level of 257,000 metric tons, 19/ equivalent to almost 10 percent
of 1982-83 U.S. imports of raw and refined sugar. Most such imports contained
90 percent or more sugar and were of Canadian origin. 20/

There is evidence of imports of two of the four types of articles covered
in the second class of sugar-containing articles, and a high probability that
imports of the third and fourth types will occur if the world price of sugar
remains low. Imports of flavored sugars (TSUS item 155.75), all from Canada
and Brazil, began in February 1983 and had reached a significant level when

they were halted in June. 21/ A sizable quantity of sucrose and dextrose

17/ A more detailed description of these products can be found in the report
at A-16 and A-20-21.

18/ Report, at A-18.

19/ Based on USDA estimates. See report, at A-19.

20/ Report, at A-18.
21/ Report, at A-23.

N

13
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blends (TSUS item 183.05), estimated by the Canadian Sugar Institute at 13,000
metric tons, entered from Canada between May 1982 and June 1983. 22/ 1In
addition, beginning in January 1983, a significant amount of the blending took
place in U.S. foreign trade zones. 23/ There is also an indication of imports
of cocoa-sugar blends (65-75 percent sugar) (TSUS item 183.05). 24/

There were no imports of sweetened cocoa containing over 65 percent sugar
recorded under TSUS item 156.45, and there should not have been any. 25/ This
item covers only cocoa-sugar mixes containing less than 65 percent by weight
of sugar. However, USDA believes that imports of such mixes containing over
65 percent sugar mey improperly enter under this item and that the item may be
used to evade the quota. 26/ The information developed in this investigation
confirms USDA's concerns. Similarly, there apparently have been no imports of
pancake flour and flour mixes and refrigerated doughs containing over 65
percent sugar (TSUS item 183.01) in recent years. 27/ However, we agree with
USDA that significant imports are likely if the world price of sugar remains
low.

Prices.--As we briefly stated in the introduction to this statement, the

world price for sugar historically has been volatile. Generally, only about

20 percent of world sugar production is available for trading in the world

22/ Report, at A-24,

23/ Report, at A-45.

24/ Report, at A-23. Item 183.05 is a "basket" category, which means it
covers a variety of articles. Customs does not collect separate data on
imports of each article in the basket.

25/ Report, at A-21.

26/ Report, at A-21.
27/ Report, at A-25.
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market; over 70 percent is consumed in the producing countries at prices
generally set by the government, and nearly 10 percent is traded under the
terms of preferential agreements. 28/ During periods of crop failures,
traditional exporting nations will often restrict exports to meet domestic
needs, and in periods of bumper harvests, they will often attempt to sell
their surpluses in world markets. 29/ Crop failures and bumper harvests can
have s significant and disproportionate impact on world prices, since the
effect of such changes in supply falls primarily on the 20 percent of sugar
sold in world markets.

It is not uncommon for monthly average world prices to double during the
year, or for one year's average to be half (or double) that of the prior
year. For exsmple, the world price averaged as low as 5.98 cents (per pound,
f.o.b. Caribbean) in Jénuary 1983, but averaged 10.80 cents in June 1983 and
9.46 cents in September 1983. The world price in 1982 was as low as an
average 5.90 cents in September and as high as an average 13.05 cents in
February. The 1982 world price averaged 8.42 cents, which was less than half
the average 1981 price of 16.35 cents, which in turn was substantially below
the average 1980 price of 29.00 cents. 30/

The International Sugar Organization (ISO) has not been very successful
in moderating these swings in world prices. The ISO has facilitated the
negotiation of several international sugar agreements during the past 50

years, but participating countries frequently have failed to abide by the

28/ Report, at A-45.
29/ 1d.
30/ Report, at A-50.
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terms of such agreements when the agreements conflicted with national goals.
The present international agreement allows the world price to fluctuate
between 13 and 23 cents, but the present world price (9.67 cents f.o.b.
Caribbean in October 1983) is considerably below the lower limit. The United
States has long been a nominal member of the ISO, but the European Community,
the world's largest exporter of sugar and largest holder of sugar stocks, has
never been a member. 31/

The U.S. spot price, which reflects the effects of U.S. import
restrictions, has been far more stable. During the period January 1982
through October 1983, it averaged as low as 17.13 cents in March 1982 and as
high as 25.59 cents in May 1983, 32/ It has remsined above the USDA's market
stabilization price for sugar, and thus no sugar has been forfeited to the CCC.

World stocks.--The primary reason for the low world price of sugar is
increasing and high (by historical standards) world inventories of sugar.
World sugar inventories increased from 24.2 million short tons as of September
1, 1980, to 42.5 million short tons as of September 1, 1983. 33/ Such
inventories increased from 27.0 percent of annual world consumption in 1980 to
46.0 percent of annual world consumption in 1983. Stock levels equivalent to

25 percent of world consumption are considered normal by industry analysts and

31/ Report, at A-46., Reliance on the quotas set by ISO agreements as a
basis for predicting future import levels is unsound. The quotas are subject
to modification at any time and have been altered significantly in response to
changes in the world sugar market. 1In March 1980, quotas for nonmembers,
including the EC, were suspended completely and then subsequently reinstated
at adjusted levels. See the Views of Commissioners Eckes, Frank, and Haggart

in Sugar from European Community: Determination of the Commission in

Investigation No. 104-TAA-7. . . , USITC Publication 1247, May 1982, at 10-11.
32/ Report, at A-50.
33/ Report, at A-14,
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are associated with stable prices. The current stock levels overhang the

market and limit price rises. 34/

Most of the inventories are held by exporting nations, primarily the
European Community, Brazil, and India, which are also the three largest -
producers., 35/ Both world production and world consumption have increased in
recent years, but production has increased at a faster rate. The increased
production is largely the result of favorable weather, government
encouragement (e.g., for foreign exchange purposes), and availability of
refinery, labor, and other resources. 36/ The slower rate of increase in
world consumption is partially attributable to an increase in use of
substitute caloric sweeteners such as high fructose corn syrup and non-caloric
sweeteners such as saccharin. U.S. sugar consumption declined by 16 percent
between crop years 1978/79 and 1982/83 largely as a result of increased use of
these substitutes. 37/

Foreign ability to ship.--The ability of foreign producers to supply
liquid and dry sugar blends is dependent on two basic factors--transportation
considerations and the availability of sugar in the home market. 38/

Dry blends are easier and cheaper to ship and store than liquid blends.
High costs for shipping and storing liquid sﬁéar probably limit imports to

Canada and Mexico. Transportation costs for dry blends can be minimized by

35 Report, at A-14-15.
Report, at A-14.

/
/

1/ Report, at A-12.
/ Report, at A-61.
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importing sugar into U.S. foreign trade zones and performing blending
operations there. 39/

Given the high world inventories, foreign nations have ample ability to
supply the U.S. market with large amounts of raw, refined, or mixed sugar.

The Europesn Community, for example, had 13.5 million metric tons in inventory
at the end of 1982, 127 percent of annual consumption. Brazil had 3.6 million
metfic tons in inventory, 59 percent of annual consumption, and Canada 271,000
metric tons, 29 percent of annual consumption. World inventories were 48.8
million metric tons, 53 percent of annual consumption. 40/

Conclusion.--In view of the above, we believe that imports of the
described articles are practically certain to be imported in such quantities
and under such conditions as to materially interfere with the USDA
price-support program. Imports of most of the covered articles were
significant prior to the President's June 28 action, and significant imports
in all categories are likely if the quotas are terminated at this time. The
low world price of sugar provides a very substantial incentive to ship blended
sugar to the U.S. market. World warehouses are bulging with excess sugar. 1In
the absence of a continuation of the President's June 28 quota action, we
believe that the CCC would already have acquired sugar and could expect to

acquire much more after the crop year ends next September 30.

Nepative determination concerning remaining articles

We have made a negative determination with respect to imports of

sugar-containing articles outside the scope of the emergency quotas

39/ Report, at A-61.
40/ Report, at A-62.
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established by Proclamation 5071. These additional articles cover a wide
range of products which can be divided into nine general groups--(1) retail
packaged articles of the types covered by the zero quotas on bulk articles
established by Proclamation 5071; (2) articles containing 25 to 65 percent
sugar provided for in TSUS items 183.01 and 183.05; and the following which
contain over 65 percent sugar by dry weight: (3) carbonated soft drinks and
other nonalcoholic beverages; (4) candied, crystallized, or glace fruits,
nuts, and other vegetable substances; (5) prepared or preserved fruits;
(6) jellies, jams, marmalades, and fruit butters; (7) candy and other confec-
tionery; (8) edible preparations of gelatin; and (9) certain miscellaneous
products such as confectioner's coatings, sweetened fruit juices, certain
baked articles, certain sauces, and mixed feeds for animals. 41/

For each of the groups of products, we find that imports are either
insignificant, declining, or relatively unchanged, or that there is relatively
little present economic incentive to import despite low world sugar prices.
The first category, retail-packaged articles of the types covered by the
quotas on bulk articles established by Proclamation 5071, covers liquid sugar
sirup blends, whether or not flavored, and dry blends of sugar and other
ingredients, all containing over 65 percent sugar. There are numerous
domestically produced and imported products falling within this description.
The bulk of the information received concerning these products involved
sweetened ice tea mixes and certain other beverage bases. Imports of these
products were alleged to be increasing, but there is no indication at this

time that these imports will adversely affect the price-support program. 42/

These products are described in greater detail in the report at A-25-44.

41/
42/ Report, at A-30.
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The second category, certain articles containing 25 to 65 percent sugar,
will require continued monitoring. Imports of blended sugar and dextrose
falling within this category began shortly after the establishment in June of
the zero quota on over-65 percent sugar blends, but it is too soon to conclude
whether they may pose a problem for the price support program. 43/ Imports of
carbonated soft drinks and other nonalcoholic beverages, which constitute the
thifd category, are small relative to U.S. consumption (less than 1 percent)
and have declined in recent months. 44/ TImports of candied, crystallized, or
glace fruits, nuts, and other vegetable substances declined between 1979 and
1982, but increased in 1983 and will approximate 1979 levels. Imports appear
to constitute less than 10 percent of domestic consumption and appear to be
directed, at least in part, towards ethnic markets. 45/

Most imports of prepared or preserved fruits, the fifth group, contain
less than 65 percent sugar and thus are outside the scope of this
investigation. The trend in such products is towards use of less sugar rather
than more, and it is unlikely that there will be a significant, if any,
increase in imports of such .products containing over 65 percent sugar. 46/
Most imports of jellies, jams, marmalades, and fruit butters, the sixth group,
contain over 65 percent sugar (on a dry weight basis). Imports of such
articles have increased irregularly in recent years, but there is no
indication that they are likely to increase significantly because of low world

sugar prices. 47/ Most imports of candy and other confectionery and gelatin,

/ Report, at A-29, A-45.
44/ Report, at A-31.
45/ Report, at A-33-34

/ Report, at A-35.

/ Report, at A-38-39.
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the seventh and eighth groups, contain over 65 percent sugar. Imports of
candy and other confectionery have increased irregularly but not dramatically
in recent years. 48/ 1Imports of gelatin increased substantially in
January-September 1983 over previous periods, but are unlikely to increase
much further because the cost of adding manufacturing facilities outweighs any
advantages in raw materials costs. 49/ Most articles of the types described
in the ninth category, the miscellaneous articles group, contain less than 65
percent sugar and are thus outside the scope of this investigation. WNeither
the USDA, importers, nor other interested parties discussed any of these
articles. 50/

In conclusion, the taking of action on any of the above products at this
time would be premature. However, if a surge in imports of these products
occurs or if new products are created and imported in significant quantities,
the President can take emergency action under section 22 in the same manner as

he did with respect to the articles covered in Proclamation 5071.

Remedy recommendation

For reasons set forth below, we recommend that the President continue the
zero quota on the sugar-containing articles the subject of Proclamation 5071.

However, we agree with USDA that such quotas should be phased out as soon as

market conditions permit. 51/

48/ Report, at A-40.

49/ Report, at A-43.

50/ Report, at A-44.

51/ Testimony of Richard A. Smith, Administrator, Foreign Agriculture
Service, U.S. Dep't of Agriculture, at ITC hearing Oct. 25, 1983. See
transcript, at 11.
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Section 22(b) permits the President to impose such import fees (up to 50
percent ad valorem) or quantitative restrictions (up to 50 percent of the
imported articles entered or withdrawn from warehouse during a representative
period) as are necessary in order that the imported articles will not render
or tend to render ineffective, or materially interfere with, the USDA
price-support program. The President cannot impose both fees and quotas on
the same articles, but he can impose fees on some articles and quotas on
others. 52/

In deciding that the President's June 28 action remains appropriate, we
took into account much of the same information we found relevant in
determining that the USDA program was practically certain to be materially
interfered with in the absence of the quotas. 1In particular, we took into
account the goals of the price-support program, including Congress' and USDA's
desire that no sugar be acquired by the CCC; the low world price of sugar; the
high and rising world sugar inventories; the clearly demonstrated ease with
which the various sugar blends can be created either abroad or in U.S. foreign‘
trade zones; and the strong likelihood that low world prices an& high world -
inventories will continue into the foreseeable future.

We concluded that quotas are more appropriate than fees even though, as a
general rule, we prefer fees because they tend to distort trade less. 1In the
present case, imposition of the maximum fee of 50 percent ad valorem would
still not raise the price of imports to a level approximating USDA's market

stabilization price for sugar. Even if the world price suddenly rose to a

52/ United States v. Best Foods, Inc., 47 Cust. & Pat. App. 163 (1960).
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level where the maximum fee would be adequate, we question, in view of the
recent volatility of world prices, whether a fee would be appropriate in the
absence of some assurance that prices would not quickly decline.

t We agree that the quotas should remain at zero. Imports the subject of
the Proclamation 5071 quotas did not become practical until the President
imposed restrictive quotas on raw and refined sugar in May 1982 (Proclamation
4941). TImports entered only after May 1982 and solely for the purpose of
circumventing the quotas on raw and refined sugar. We believe that the
appropriate "representative period" for the Proclamation 5071 articles is the
period prior to May 1982 when such imports were zero. Imposition of zero
quotas is also consistent with a 1962 amendment to the 1948 Sugar Act in which
Congress, to prevent abuses and circumvention of quotas on raw and refined
sugar, extended the quotas to cover sugar-containing products and mixtures as
well, 53/

This investigation is quite similar to investigation No. 22-16, which was
conducted in 1957 and involved imports of certain articles containing
butterfat. 54/ 1In that case the Commission found that imports of certain)
butterfat blends, new products imported for the purpose of qircumventing
quotas on milk and butterfat, were materially interfering with the
price-support program for milk and butterfat. The Commission found that such

imports were displacing domestic milk and butterfat and recommended the

imposition of zero quotas. The President took the recommended action. 55/

53/ See discussion and footnote 10 on page 8, above.

54/ Certain Articles Containing 45 Percent or More of Butterfat or of
Butterfat and Other Fat or 0il, Report to the President on Inv. No. 16, July
1957.

35/ See Proclasmation 3193 of August 7, 1957.
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We believe, for three reasons, that the importation of any quantity of
Proclamation 5071 sugar-containing articles will materially interfere with the
price- support program. 56/ First, allowing entry of such articles is the
equivalent, in our view, of increasing the quotas on raw and refined sugar.
The President has maintained those quotas ai the least restrictive level
necessary to insure the integrity and satisfy the goals of the price-support
program. Entry of additional sugar in the form of Proclamation 5071
sugar-containing articles would undercut the President's other actions and may
require the President to reduce the quotas on raw and refined sugar by an
offsetting smount. 57/ Second, the entry of such articles would tend to favor
certain large foreign suppliers like Canada and the European Community, which
supplied such articles prior to June 29, over the tgaditional suppliers of
sugar like the Philippines, many of the Caribbean Basin countries, and several
South American na£ions. Canada, the EC, and other countries able to use the
new loophole would, in effect, receive an increase in their sugar quotas that

would not be shared with other suppliers. Third, such action would serve to

56/ A regression analysis described on pages A-55-58 of the report forecasts
the effect that certain increases in sugar imports would have on domestic
prices and implies that increases of a certain magnitude would have no adverse
effect on the program. Such analyses are based on many assumptioms, including
the assumption that certain variables in the marketplace will remain constant
or change by a given amount. However, the real marketplace is dynamic and
everchanging. Weather conditions, dock strikes, governmental actions,
currency rate changes, rumors, and many other factors have an impact on market
behavior that no regression analysis can foresee or accurately take into
account. For these reasons, we would not place undue emphasis on a regression
analysis to develop a quota system.

57/ The President has adjusted the quotas on raw and refined sugar when

circumstances so warranted. In his most recent action he increased these
quotas by 150,000 short tons (about 5 percent) effective October 1, 1983.
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reward those who circumvented the earlier actions and encourage others to
follow suit. The knowledge that a loophole is likely to be plugged deters
many from using it in the first place.

Actions involving protection of the price-support program are prospective
in nature. Harm to the program in the form of forfeiture does not occur until
the end of the fiscal year (September 30). Actions taken to avoid forfeiture
must be taken before that time or they will be too late. The President acted
in a timely manner last June 28 when he issued Proclamation 5071. No
forfeitures occurred at the end of fiscal 1983. 1If no forfeitures are to

occur at the end of fiscal 1984, the Proclamation 5071 quotas should continue.
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STATEMENT OF COMMISSIONERS PAULA STERN AND VERONICA A. HAGGART
I. Introduction

On June 29, 1983, the United States International Trade Commission
received a letter from the President directing it to conduct an investigation
under section 22 of the Agricultural Adjustment Act 1/ to determine whether
certain articles containing sugar are being, or are practically certain to be,
imported under such conditions, at such prices, and in such quantities as to
render or tend to render ineffective or materially interfere with the price
support program of the Department of Agriculture for sugarcane and sugar
beets. 2/

The letter from the President specified four general groups of articles
for the Commission to consider when making its determination in this
investigation. The first group includes articles of blended sirups provided
for in Tariff Schedules of the United States (TSUS) item 155.75, containing
sugars derived from sugarcane or sugar beets, capable of being further
processed or mixed with similar or other ingredients. The second group covers
flavored sirups, flavored sﬁgars, sweetened cocoa, flour mixes, blends of
sugar and dextrose, and certain other edible preparations provided for in TSUS
items 155.75, 156.45, 183.01, and 183.05, ;hich contain over 65 percent by dry
weight of such sugar, whether or not mixed with other ingredients, and capable

of being further processed or mixed with other ingredients. 3/ 4/

1/ 7 u.s.C. § 624(a) (1976).

2/ A copy of the President's letter to the Commission is presented in
appendix A of the report.

3/ Articles within the scope of other import restrictions provided for in
part 3 of the Appendix to the TSUS are excluded from this group.

4/ None of the articles included in the first and second groups are
prepared for marketing to the retail consumers in the identical form and
package in which imported.
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Presidential Proclamation No. 5071 issued simultaneously 5/ with the
letter to the Commission amended the TSUS by inserting two new TSUS items
(TSUS items 958.10 and 958.15) which provide for the imposition of zero
quotas on imports of the above articles. TSUS item 958.10 covers the first
group and TSUS item 958.15 covers the second group discussed above. 6/

The third and fourth groups of articles included in the President's
letﬁer consist of articles not covered by the emergency quotas. 71/
Basically, the third group is comprised of sweetened cocoa, flour mixes and
refrigerated doughs, blends of sugar and dextrose and certain other edible
preparations included in TSUS items 183.01 and 183.05 which contain between
25-65 percent by dry weight of sugars. The fourth group covers all other
articles, such as jams and jellies, glace fruits and nuts, and carbonated
soft drinks, wherever classified in the TSUS, which contain over 65 percent
by dry weight of sugar derived from sugarcane or sugar beets. 8/ An
important distinction between the first and second groups and the third and
fourth groups is that the latter two include articles in both bulk and

retail packaging, while the former only include articles in bulk packaging.

II. Summary of Conclusions

After considering the information presented in this investigation, we
have made an affirmative determination under section 22 that the blended

sirups, flavored sugars, flavored sirups, and certain edible preparations

5/ 48 Fed. Reg. 30089 (1983).

6/ See Presidential Proclamation No. 5071 in appendix A of the report for
exact language.

1/ See report at 25-26 and appendix E for a detailed explanation of how
these articles differ from the articles subject to the emergency quotas.

8/ Excluded from this group are articles within the scope of other import
restrictions provided for in part 3 of the Appendix to the TSUS. 48 Fed.
Reg. 30089 (1983).
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covered by the emergency quotas and classified in TSUS items 155.75 and
183.05 are practically certain to be imported under such conditions and in
such quantities as to materially interfere 9/ with the price support program
of the USDA for sugarcane and sugar beets. These articles are covered by
the current emergency quotas. We have not included in our affirmative
determination the sweetened cocoa and flour mixtures containing over 65
percent sugar and classified in TSUS item 156.45 or 183.01 which were
included under the emergency quotas. We also have made a negative
determination with respect to imports of all other articles covered by this
investigation which are not subject to the emergency quotas.

The information gathered in this investigation does not support the
conclusion that other sugar-containing articles covered by this
investigation are practically certain to be imported in such quantities as
to materially interfere with the program at this time. We have found that
imports of the articles covered by this investigation have neither rendered
ineffective nor are currently materially interfering with the price support
program for sugarcane and sugar beets. Further, we have determined that the
subject imports will not tend to render the price support program
ineffective. The testimony of representatiQes of the U.S. Department of

Agriculture (USDA) is entirely consistent with our conclusion that the

9/ Commissioner Stern notes that she has determined that "such imports are
practically certain to tend to materially interfere with the price support
program . . .." She believes that the statute requires the consideration of
both the present and future impact of the subject imports. This present and
future analysis applies to both rendering the program ineffective and
materially interfering with the administration of the program. The standard
for a future determination in each instance is "practically certain."”
Although readings of the statutory language have led to minor variations in
the language of the determination, in this instance her underlying analysis
is in full accord with that of Commissioner Haggart.
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levels of imports of the articles covered by this investigation have not had
a sufficient impact on the program to satisfy the statutory criteria of "to
render or tend to render ineffective" or to "materially interfere” with the
program. 10/ Therefore, our analysis will focus only on the issue of
whether the imports which are the subject of this investigation are

practically certain to materially interfere with the price support program

for sugarcane and sugar beets. 11/

III. Background

In December 1981, the President asked the Commission to investigate the
impact of imports of sugar, sirups, ahd molasses (classified under TSUS
items 155.20 and 155.30) on the price support program for sugarcane and
sugar beets and by Proclamation No. 4887, issued on December 23, 1981 (46

Fed. Reg. 62641), took emergency action under section 22 to impose fees on

10/ Tr. at 35. USDA stated that its decision to ask the President to use
section 22(b) emergency authority was based on the "proliferation and rapid
growth in imports of new sugar blend products." The USDA asserted that "the
threat to the program was clear and remains so" (emphasis added). Prehearing
Brief submitted by USDA, Oct. 18, 1983, at 7-8. Mr. Richard Smith,
Administrator of the Foreign Agricultural Service, testified that the USDA
made its recommendation because they saw the "freight train" coming and they
did not want "to wait for the freight train to be on top of [them]. . .". Tr.
at 30. .

11/ The statutory language raises two issues which must be resolved in the
context of interpreting the "practically certain" standard in this
investigation. First, there must be a demonstration that there are sufficient
incentives and the capability to increase imports. Past levels of imports,
recent increases in imports, and other world and domestic market conditions
may provide evidence that this will occur. Second, these imports must be
expected to reach a level which will materially interfere with the price
support program. Material interference has been defined by the Commission to
be "more than slight interference but less than major interference." Sugar,
Inv. No. 22-45, USITC Pub. No. 1253 at 7 (1982). The "practically certain"
standard means the probability of imports reaching a level so as to cause
material interference must be highly likely. "Mere speculation as to future
imports that will cause harm to a program is not sufficient". Certain
Tobacco, Inv. No. 22-43, USITC Pub. No. 1174 at 3 (1981).
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imports of sugars derived from sugarcane and sugar beets. Simultaneously,
pursuant to his authority under the sugar headnote, 12/ the President by
Proclamation No. 4888 raised the duties to the maximum level permitted by
statute, to 2.8125 cents per pound, raw value, and left the quota at a
nonrestrictive level. On May 5, 1982, while the Commission was conducting its
section 22 investigation, the President found it necessary to modify the
section 22 emergency fees and issued Proclamation No. 4940 (47 Fed. Reg.
19657). He also issued Proclamation No. 4941 (47 Fed. Reg. 19661) which
reduced the amount of sugar which could enter under the headnote to a
restrictive level. 13/

After a full section 22 investigation, the Commission on June 8, 1982,
recommended that the President not only continue the emergency fees but also
institute a system which includes reliance on restrictive quotas when
necessary with a shift to fees when such fees would be sufficient to prevent
material interference. 14/ The President has not taken action on this
recommendation to date.

The price support program for sugarcane and sugar beets under
consideration in this investigation is the nonrecourse loan program mandated
by the Agriculture and Food Act of 1981. This Act provides for nonrecourse
loans for the 1982-1985 crops 15/ at a level which must be at least 17.5 cents

per pound in 1983, 17,75 cents per pound in 1984, and 18 cents per pound in

12/ Headnote 2, subpart 10(A) of schedule 1 of TSUS. The headnote requires
both duties and quotas to be in effect.

13/ Prior to this time, the quota in effect under the headnote was not
restrictive.

14/ Inv. No. 22-45, supra note 11. The Commission also recommended that a

quota be placed on imports of refined sugar.
15/ A purchase program was in effect from the time of enactment of the

current price support program through March 3, 1982.
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1985, the exact amount to be announced by the Secretary of Agriculture in
advance of the fiscal year. 16/ The Secretary normally announces the exact
amount in September of each year.

The current price support program is the culmination of a series of price
support programs dating from the 1930's. Congress has found it necessary to
enact these programs to protect the domestic sugar industry from the extreme
volatility of the world sugar market and from the uncertainty in the U.S.
market. 17/

The sharp fluctuation in world sugar market price in recent years has
been mainly the result of large variationé in world output from season to
season in the face of a slow, steady growth in world demand. 18/ Inasmuch as
only one-fifth of world sugar production is traded on the open market, 19/
large increases or decreases in overall supply become particularly
significant. High prices are associated with low ratios of producers' stocks
to consumption and low prices are associated with high ratios of stocks to
consumption. 20/ 1In the past two seasons, this ratio has reached record high
levels, and therefore, it i§ expected that the world price will remain low for
some time. 21/ The U.S. price of sugar is particularly vulnerable to this
‘price fluctuation since one third of the s;gar consumed in the U.S. is bought
on the open market.

A second factor affecting the U.S. price of sugar is the increased use of

sugar substitutes. The most significant of these substitutes is high fructose

/ 7 U.S.C. § 1446 (Supp. IV 1980).

16

17/ S. Rep. No. 126, 97th Cong., 1lst Sess. 1 (1981).
18/ Report at A-46.

19/ Id. at A-45.

20/ Id. at A-46.

21/ 1d. at A-48.
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corn sirup (HFCS). HFCS, until February of 1983, sold for less than one-half
the cost of refined sugar on an equivalent basis. 22/ As of February, the
price had increased to the point that it was only one-fourth lower than
sugar. Because of this price differential, use of sugar has declined 23/
while use of HFCS has dramatically increased. This increase is expected to

continue as major soft-drink companies increase their usage of HFCS. 24/

IV. Imported articles practically certain to materially interfere

The past levels of imports of the articles covered by our affirmative
determination have not been sufficient to materially interfere with the price
support program. 25/ We believe, however, based upon the strong economic
incentive to import certain of these articles, the capability of certain
foreign producers to produce these articles for export to the United States,
and the recent increase in newly created blends containing high levels of
sugar, that, absent restraint, these imports will increase to a level that in
our judgment would materially interfere with the price support program.

In determining whether there will be material interference, it is
necessary to consider the goals of the USDA's price support program for
sugarcane and sugar beets. One goal stated.in the legislative history is to

prevent the budgetary outlays which would be required if the Commodity

22/ 1d. at A-53, Table 20.

23/ Increased usage of HFCS is not the only factor in the decline in sugar
usage.

24/ Approximately 15 percent of sugar consumption in 1983 was by the soft
drink industry. Coca Cola announced in March 1983 and Pepsi Cola in April
1983 that they will allow local bottlers to blend increasing quantities of
HFCS. 1Id. at A-31.

25/ As indicated previously, the USDA has independently reached the same
conclusion. See supra note 10.
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Credit Corporation (CCC) had to purchase sugar or redeem sugar forfeited
under the loan program; 26/

The Agriculture and Food Act requires that the price support level
increase from 17.0 cents (1982) to 17.5 cents (1983) to 17.75 cents (1984)
to 18.0 cents per pound (1985). The market stabilization price (MSP) is the
sum of the price support level, adjusted average transportation costs,
interest costs and an incentive factor. The MSP is virtually certain to
increase in tandem with the price support level. Thus, by October 1984, it
is estimated the MSP will reach at least 21.67 cents per pound.

If the articles containing sugar which are covered by our affirmative
determination were allowed unrestricted entry into the United States, their
volume might well double within the next year. Our belief that imports of
these articles would at least double is based on the incentive to import
increasing amounts of substitutes in light of the existing quotas on raw
sugar and the major divergence between the U.S. price for sugar and the
world price. According to our staff analysis, if the volume were to double,
it would cause a 1/2 cent decline in the U.S. price of raw sugar from 21.94
cents (October 1983) to 21.44 cents per pound (October 1984). Thus, the
U.S. market price would fall below the MSP bfice of 21.67 cents that is
expected to be reached by October 1984. The result would be forfeitures of
sugar under loan by a significant number of processors and material
interference with the program. 1If the disparity between the MSP and the
U.S. price grew, so would the impact. The above analysis is the ﬁnderlying

basis of our determination.

26/ S. Rep. No. 126, 97th Cong., 1lst Sess. 252 (1981).
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An item by item discussion of the articles covered by our determination

follows.

A. TSUS Item 958.10--The first group of articles that are covered by our
affirmative determination are blended sirups provided for in TSUS item 155.75
and covered by the emergency quotas (TSUS item 985.10). These blends usually
consist of 94 percent sugar and 6 percent HFCS and are used by soft drink,
confectionery, and dairy dessert processors. These blends are often mixed
with other sweeteners or products to obtain a practical ingredient for use in
production. 27/

The blended sirups covered by the emergency quotas are among several
types of sugar and sirups provided for in the "basket" TSUS item 155.75. 28/
The Commission, however, was able to segregate the data for the blended quota
sirups from other articles in TSUS item 155.75. The data gathered demonstrate
that the blended sirups covered by the emergency quotas entered from Canada
only after May 11, 1982, the date that the restrictive quotas on sugar were
imposed. The Canadian Sugar Institute (CSI) provided data regarding their
estimate of the quantity of blended sirups covered by the emergency quota that
entered the United States from Canada during the period May 1982 through June

1983. 29/ These imports, according to the CSI, totalled 58,010 tons (38,625

tons raw sugar equivalent) during this period. 30/

27/ Report at A-17.

28/ High fructose corn sirups, table sirups comprised of maple and corn
sirups, fruit sirups, chocolate flavored sirups, and other products, many of
which do not contain any sugar from sugarcane or sugar beets, and may be
packaged in retail containers, are also classified in TSUS item 155.75.

29/ The CSI estimates are the best data available. See report at A-18-20.

30/ Id. at A-19.
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B. TSUS Item 958.15--We have also reached an affirmative determination
regarding imports of the articles classified in TSUS items 155.75 and 183.05
covered by the emergency quotas (TSUS item 958.15). The producté included
under TSUS item 155.75 are flavored sugars and flavored sirups. The only
known articles classified in TSUS item 183.05 covered by the emergency
quotas are sweetened cocoa and mixtures of sugar and dextrose.

Flavored sugars and flavored sirups classified in TSUS item 155.75 and
covered by the emergency quotas are essentially sugar in solid or liquid
form with added flavorings. Flavored sirups are used in soft drinks, for
dessert toppings, and for ice cream fountain products. Flavored sugars are
used in dessert powders, dry soft drink bases, dry ice cream mixes and in
the manufacture of candy. 31/

Imports of the flavored sugars provided for in TSUS item 155.75 only
occurred during the period February-June 1983. 32/ The quantity of flavored
sugars and flavored sirups entered from Brazil and Canada is confidential.
33/

The emergency quota covers sweetened cocoa mixtures which contain 65-75
percent sugar and are used principally by producers of éonfectionery. These
mixtures are classified in TSUS item 183.05. Separate data were not
available on imports of sweetened cocoa containing over 65 percent sugar.
However, there were several allegations made of sales lost to these blends

which indicate that those products are available in the U.S. market. 34/

31/ Id. at A-21.
32/ The questionnaire responses indicated that there were no imports of
flavored sugar provided for in TSUS item 155.75 in bulk packaging before

February 1983. Report at A-23.
33/ 1d. at A-23-24, Table 10.

34/ Id. at A-23.
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Our affirmative determinaéion also covers mixtures of sugar and dextrose
which generally have contained 90 percent sugar andvlo percent
dextrose. 35/ They have been used principally in the baking industry and in
the production of ice cream. 36/ The Commission received no information
which indicates that mixtures of'sugar and dextrose covered by the emergency
quotaé and classified in TSUS item 183.05 were imported prior to the
imposition of restrictive quotas on imports of sugar on May 11, 1982. Since
that time, however, sizable quaptities of blends of sugar and dextrose

containing over 65 percent sugar have been imported from Canada. In
addition, foreign trade zones have been utilized for blending sugar from
Canada and the European Economic Community (EEC) with domestic or imported
dextrose. The total level of imports of these sugar blends is estimated to
have reached less than 25,000 tons (raw sugar equivalent of less than 21,000
tons) during the period May 1982 through June 1983. 37/

In summary, total imports of the above articles covered by the emergency
quotas and which are included in our affirmative determination approximated
87,238 tons during the period May 1982 through June 1983. It is estimated
that this quantity of imported blends displaced approximatelﬁ 66,855 tons of
raw sugar during the period. It qust be emphasized that the above figures -
represent a conservative estimate of the actual quantities of the subject

imports. 38/

35/ Id. at A-44.

36/ Id. at A-21

37/ Id. at A-45.

38/ We recognize that imports of some of these articles are understated.
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With the current and projected disparity between the world price of
sugar and the U.S. price of sugar 39/ the economic incentive to import
blended sirups and other sugar blends, containing high levels of sugar as a
substitute for liquid or dry sugar, remains strong. The rapid increase in
imports of these blends during the first six months of 1983 provides
suffiéient evidence of the existence of a market demand for these sugar
blends. 40/

Further, the available data covering production, capacity, and capacity
utilization of the Canadian sugar refiners indicate that the Canadian
refiners have sufficient capacity to substantially increase their exports of
blended sirups. The United States is a natural market for these blends
because of its geographic proximity to the Canadian refiners. 41/

According to the CSI, total refined sugar capacity in Canada is rated at
1,135,000 tons per annum. This estimate is based on operating refineries 24
hours per day, 5 days per Qeek. The data provided by ﬁhe CSI indicate that
the Canadian market accounted for.81 percent of this capacity and exports
accounted for 8 percent of this capacity in 1982. Thus, in 1982, there was
approximately 120,000 tons of excess capacity.in Canada. Hogever, the CSI
provided information which indica;es that the Canadian market for refined
sugar, like the U.S. market, is declining. Further, according to the CSI

submission, past levels of exports to Mexico and the Caribbean have "been of

39/ In October 1983, the world price was 9.67 cents and the U.S. price was
21.94 cents. Id. at A-50.

40/ The President of the CSI testified that the demand for certain blends
exceeded supply during certain periods in 1983. Tr. at 174.

41/ Because of high transportation costs and technological problems
associated with shipping liquid sugar blends, imports of such blended sugars
can only be expected to come from nearby suppliers such as Canada or
Mexico. Tr. at 51-52. Mexico is not a likely source because there is not
that much sugar available for export. Report at A-62.
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a 'windfall' nature and [are] unlikely to be repeated in the next several
years." 42/ Thus, one can expect that further additional capacity will be
available in Canada. 1In addition, Canadian capacity could be readily
increased by 20 percent, approximately 200,000 tons, merely by operating the
refineries one additional day per week. 43/ Thus, we have concluded that the
past levels of exports of Canadian sugar blends do not represent the full
extent of the Canadian refiners practical capacity to produce liquid and dry
blends, especially blended sirups, for export to the United States.

Contrary to the situation involving liquid blends, transportation costs
and other factors do not constitute a barrier to increased trade in "dry
blends" from countries other than Canada. 44/ Sufficient economic incentive
exists for increasing the level of high sugar content dry blends as evidenced
by the rapid increase in imports and the utilization of foreign trade zones to
formulate blends. Further, the existence of excess capacity, especially in
the EEC and Canada, indicates that trade in these particular blends, which can
be readily substituted for sugar, could increase rapidly. 45/

Based on this analysis, we have concluded that increased imports of
blended sirups from Canada and other sugar blends containing over 65 percent
sugar from both Canada and other sources wddld be practically certain to

result in material interference.

42/ CSI Posthearing Brief, Exhibit C.

43/ We note that in 1983 it was not unusual for the Canadian refiners to
operate on weekend days. CSI Posthearing Brief at 8.

44/ The EEC has been a source of some of the refined sugar which has been
blended with dextrose in a foreign trade zone and, subsequently, imported
into the U.S.

45/ Report at A-45 and A-61-62.
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V. Imports not practically certain to materislly interfere

A. Articles covered by the emergency quota--We have made a negative

determination regarding imports of sweetened cocoa and mixtures of sugar and
dextrose classified under TSUS items 156.45 or 183.01 which are covered by the
emergency éuotas (TSUS item 958.15). Imports of sweetened cocoa (TSUS item
156.45) are not properly.within the scope of the emergency quotas because
articles classified in TSUS item 156.45 cannot contain more than 65 percent
sugar. Sweetened cocoa containing from 65 to 75 percent sugar, as indicated
previously, is classified in TSUS item 183.05. If a mixture of cocoa and
sugar contains 75 to 90 percent sugar, it would be classified in TSUS item
155.75 as flavored sugar. Both of these TSUS items are included in our
affirmative determination. Imports of cocoa and sugar containing over 90
percent sugar would be classified in TSUS item 155.20 as sugar, which is also
covered by existing quotas.

The inclusion of TSUS item 156.45 in the emergency quota was precipitated
by the USDA's belief that imprbpep claséification of imports of cocoa and
sugar mixtures containing over 65 percent sugar could result in imports of
this product despite the emergency quotas. 46/ No evidence was presented
indicating that mixtures of cocoa and sugaé’have been misclassified. Thus, we
conclude that the emergency quotas covering TSUS items 183.05 and 155.75 have
provided a sufficient check on imports of cocoa and sugar mixtures containing
over 65 percent sugar. A possibility of improper classification without any
factual support is not sufficient to support an affirmative conclusion under

the legal standard set forth in section 22.

46/ Report at A-21.

40



41

The final items covered by the emergency quotas are pancske flour
mixtures, other flour mixes, and refrigerated doughs which contain over 65
percent sugar and are provided for in TSUS item 183.01. There has been no
confirmed domestic or international trade in these articles. 47/ Although
this may be a product category where imports may increase if the world price
of sugar remains low, the mere possibility that new articles of trade might be
formulated is not sufficient to meet the statutory standard of practically
certasin. Absent evidence that new products have been formulated, we have not

included imports under TSUS item 183.01, which contain over 65 percent sugsar,

in our affirmative finding.

B. Articles not covered by the emergency quotas:

1. Articles containing 25-65 percent sugar and classified in TSUS

items 183.01 and 183.05--We have further found that none of the other articles

which the President has requested that the Commission study, but which were
not placed under emergency quotas, are practically certain to be imported so
as to materially interfere with the price support program. The first group of
articles which are not covered by the emergency quotas but are subject to our
investigation includes sweetened cocoa, flour mixtures, and refrigerated
doughs as well as blends of sugar and dextrose containing between 25-65
percent sugars in both bulk and retail packaging. The flour mixtures and
refrigerated doughs include cake mixes, cookie dough, and brownie mixes. 48/

The sugar and dextrose mixtures are used in the baking and ice cream

47/ There were no affirmative responses to the Commission's questionnaire
regarding these products, and no importers or producers provided any
additional information. Id. at A-21.

48/ Id. at A-27. TSUS item 183.01.
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industries. 49/ Other items include sugar and maple sugar mixtures, sweetened
ice tea mixes, beverage bases, cocktail mixes, whipped cream substitutes,
dther dessert toppings, coffee whiteners, white chocolate, and marzipans. 50/

The process of determining whether these items are practically certain to
materially interfere with the price support program is complicated by the fact
that data for these articles are covered by "basket" provisions and these
articles are not reported separately. 51/ 1In many instances, there has been
an increase in imports covered by the "basket™ TSUS item. Since most of the
articles included in the "basket" are outside the scope of this investigation,
it is not possible to state that an increase in the "basket" means that there
is an increase in the specific product which is the subject of our
investigation. The only data developed on these products indicate that
imports of ice tea and other beverage mixes from Canada have increased. One
firm reported importing fruit drink mixes from Canada, and a U.S. ice tea
producer testified as to imports from Canada. Other than this information,
the only other evidence is a statement by Customs officials that they have
noticed an increase in such imports over the past several years. However,
these officials were unable to provide any more specific details. 52/

The Commission did receive information in response to questionnaires
indicating that imports of blends of sugar and dextrose containing 64.5
percent sugar first entered after the imposition of the emergency quotas on
the 65 percent and above blends. 53/ Although imports of blends containing

less than 65 percent have increased, we do not believe that there is

Id. at A-26-27. TSUS item 183.05.

Report at A-27.

Id. at A-25, 27.

Id. at A-30.

Id. at A-45. 42
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sufficient information at this time to support a conclusion that this level is
likely to increase so as to materially interfere with the price support
program. The available information indicates that there exists only limited
demand for these blends as a substitute for sugar because the end use of
blends, which contain significant quantities of non-sugar products, becomes

more limited as the sugar content of the blend decreases. 54/

2. Other articles containing over 65 percent sugar--The other

articles subject to this investigation include a wide range of products such
as those carbonated soft drinks, glace fruits and nuts, jams and jellies,
candy and edible gelatin which contain over 65 percent sugar. 55/ Data
developed during this investigation reveal that imports of these products have
increased in many instances during January-September 1983 from January-
September 1982; however, such increases are reported for the respective TSUS
items under which these products are classified. With two exceptions, there
is no evidence to show that the increase in imports reported under these TSUS
items were accounted for by articles containing over 65 percent sugar.

One exception to this is jams and jellies, which by definition contain
over 65 percent sugar on a dry-weight basi37 These imports, which are
traditional items of trade and are generally in retail packages, have

increased to 8.3 million pounds in January-September 1983 from 6.2 million

54/ In reaching this conclusion, we acknowledge the difficulty in
attempting to determine whether imports of blends containing, for example,
.64.5 percent sugar are likely to increase. Testimony presented by
representatives of the USDA indicated that they were primarily concerned
with products that could be substituted for sugar on a pound for pound
basis. Tr. at 47-48. These blends would not seem to fall in this category.

55/ Report at A-30-44.
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pounds in January-September 1982. 56/ However, there was no testimony at
the hearing, and no questionnaire responses, which would indicate that such
;n increase is in circumvention of the quotas on sugar. 57/

Secondly, data developed during the investigation indicate that gelatin
imports have increased due to the world price of sugar. However, these
imports are relatively small and there seems to be a limit on the amount of
increase. 58/ .

These are traditional items of trade and the information gathered during
the course of this investigation does not support a conclusion that these
articles, like the articles covered by our affirmative determination, are
being imported as a "pound for pound" substitute for sugar. 59/ Since it
does not appear likely that these products would ever be imported as a
substitute for sugar, they are less likely to materially interfere with the
program. Therefore, we have reached a negative determination with respect
to these articles. If the situation changes and the USDA determines in the
future that imports of any of thése articles are practically certain to be
imported so as to materially interfere with the program, it can ask the

President to issue an emergency proclamation and request the Commission to

conduct another section 22 investigation.

Remedy Recommendations

Once we have determined that specified articles are practically certain

to be imported under such conditions and in such quantities as to materially

56/ 1Id. at A-39, Table 17.
57/ At the hearing, the USDA stressed that 1t did not want to interfere with
traditional items of trade. Tr. at 74-75.
58/ Report at A-43.

59/ See supra note 54.
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interfere with the price support program, we must determine the level of
import restrictions necessary to prevent this material interference. The
statute limits the amount of fees or the level of quotas imposed to that
level which is shown by the investigation to be necessary. 60/ The U.S.
Customs Court in interpreting section 22 specifically stated that the amount
of any fee or quota imposed "should be such (and only such) as is necessary

M. 61/

We have determined that imports of the sugar blends can enter the United
States at the level which they entered during 1983, approximately 96,500
tons product weight (approximately 72,410 tons of raw sugar) 62/ without
materially interfering with the price support program. 63/ Accordingly, we
believe that it is not necessary to place a quantitative restriction which
would curtail imports below a level which has been found not to have

resulted in material interference.

60/ "[The President] shall by proclamation impose such fees not in excess
of 50 per centum ad valorem or such quantitative limitations on any article
. 88 he finds and declares shown by such investigation to be necessary

in order that . . . such articles . . . will not . . . materially interfere

. .Provided, that no proclamation . . . reduces such permissible total

quantity to proportionately less than 50 per centum of the total quantity
.entered during a representative period . . ." 7 U.S.C. § 624(b) (1976).

61/ (Emphasis in the original). Best Foods, Inc. v. United States, 218
F.Supp. 576, 582-583 (1963).

62/ Both these tonnage figures are higher than the figures referred to
previously (see discussion supra at 37) for all articles covered by the
emergency quotas entered during the period May 1982-June 1983 because the
above figures include imports under quota and known imports not covered by
the quota entered during June-November 1983. The major proportion of this
sugar, about 87,238 tons product weight (66,885 tons raw sugar equivalent)
was contained in articles which were covered by the emergency quotas and our
affirmative determination.

63/ As indicated previously, this conclusion is consistent with the
position taken by the USDA in this investigation. See discussion supra note
10.

45



46

Determining the level of imports which would achieve the goal of
preventing budgetary outlays by the CCC while not overly restricting trade
or unnecessarily increasing consumer costs 64/ requires projections relating
to such factors as the future world price of sugar and U.S. production of
sugar. These two factors directly affect the U.S. price of sugarQ As
recognized in our recommendation in the most recent sugar investigation
"uncertainty in this market makes accurate predictions difficult. . .". 65/
Nevertheless, the Commission must provide a remedy recommendation that
comports with the statutory mandate. With this in mind, and balancing all
of the relevant factors, we are recommending that a global quota of 165,000
tons product weight be imposed on the articles covered by our affirmative
finding. 66/ The estimated raw sugar equivalent of this amount is 128,000
tons.

As previously indicated, approximately 96,560 tons product.weight
(72,410 tons raw sugar equivalent) of blended sirups, flavored sugars, and
blended sugars entered the United States during January through mid-November
1983. It is our projection, based on certain assumptions concerning the

world price of sugar and U.S. production, that the amount of blends and

sugar displaced by such blends would have to approximately double, i.e.,

64/ Congress intends the Commission to take into account the “overall™
picture and not just the price support program. 96 Cong. Rec. 9172 (1950).
The Commission has taken these interests into consideration in prior section
22 investigations. See Inv. No. 22-45, supra note 1l.

65/ Id. at 16. ‘ ‘

66/ Because of the current disparity between the U.S. price and the world
price and because of the 50 percent ad valorem limitation on fees, fees
would not be effective at this time.

Commissioner Stern further recommends that restrictive quotas be
replaced by a more flexible system of reliance on fees should future market
conditions make it possible for fees to prevent material interference.
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reach approximately 189,000 tons (145,000 tons raw sugar equivalent), to
bring about a 1/2 cent reduction in the U.S. price of sugar. 67/ 68/ Thus,
our quota recommendation is based on our’projection that if blended sirups,
flavored sugars, and blended sugars covered by our affirmative finding were
allowed to double, the U.S. price of sugar would fall below the market
stabilization price and interference would begin. 69/ Therefore, we have
recommended a quota that is somewhat more restrictive. 1In making this more

restrictive recommendation, we have also taken into account the fact that

articles not covered by the quotas may cause increased displacement of U.S.
sugar and adversely impact the U.S. price of raw sugar. These factors are
the "conditions" under which the Commission must attempt to make an informed
recommendation as to the level of the quotas. It is our belief that a quota
at the recommended level will not result in an undue restriction on trade
and should not adversely affect the consumer of the subject articles.

We also recommend that the quota be administered on a quarterly basis in
order to give the USDA maximum flexibility in light of the fact that the

most critical period for the USDA purchase program is the end of September

67/ Report at A-57. )

68/ USDA increased the sugar quota for 1984 by 150,000 tons. This action
was taken, in part, because of the significant drawdown in U.S. sugar
stocks. USDA testimony, Tr. at 54. Therefore, it is reasonable to presume
that the increased imports allowed under the quota at least in part would be
used to replenish the stocks. Our projections have taken this into account.
Report at A-57.

69/ See discussion supra at 33-34. If sugar containing articles were
allowed to enter in 1984 in the same proportions as they entered during
1983, the approximate quantities of each product allowed under the 1984
quota would be as follows:

Blended sirups --- 104,500 tons (94 percent sugar) of product (70,000
tons of sugar (raw equiv.))

Flavored sugars —-- 18,000 tons (99 percent sugar) of product (19,000
tons of sugar (raw equiv.))

Blended sugars --- 42,500 tons (90 percent sugar) of product (39,000
tons of sugar (raw equiv.))
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when the CCC might be required to purchase sugar. A quarterly quota will
permit a certain amount of flexibility if imports during the first half of
the year are other than anticipated. Because of the many factors affecting
this market and the inherent uncertainties in each, the President may wish
to grant the Secretary of Agriculture the authority to adjust the third and
fourth quarter quotas as necessary to compensate for any unforeseen
developments. 70/

We acknowledge that the imported products which are covered by our quota
recommendation have been imported in order to avoid the restrictive quota on
sugar which has been in effect since May of 1982. However, we cannot concur
with our colleagues in concluding that this is a sufficient legal or factual
basis for recommending an embargo. In prior investigations, the Commission

has noted that products were imported in circumvention of existing quotas.

In Certain Articles Containing Butterfat (hereinafter referred to as

EXYLONE), for example, the Commission stated that "ingenious importers and
foreign exporters will always seek ways of avoiding restrictions. . .".
Nevertheless, the Commission found that "[i]f not tainted with fraud or
nisrepresentation, such ingenious manipulations are not legally or even
morally wrong." 71/

Our colleagues are apparently relying on the precedent of this
investi;ation in recommending an embargo on certain articles. Reliance upon
the precedent of EXYLONE to support the imposition of an embargo on articles

found to pose only a threat to the program is clearly misplaced. 1In

70/ A similar recommendation was made by the Commission in the most recent
sugar investigation. Inv. No. 22-45, supra note 11, at 16.
11/ Certain Articles Containing 45 Percent or More of Butterfat or of

Butterfat and Other Fat or 0ils, Inv. No. 22-16, at 11 (1957).
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EXYLONE, the Commission made its recommendation of an embargo on imports
only after making a factual finding that "any imports of high butterfat
content_articles described in [their]) finding [would] constitute material
interference with the program. . ." (emphasis added). This factual finding
is fundamentally different than the factual premise of our affirmative
finding. Given the fact that only increased levels of imports will result
in material interference in this case, the precedent established in the

EXYLONE investigation is not applicable. 72/

72/ Commissioner Haggart notes that, if the President does not want to
"reward” importers of products which are created to circumvent the quotas on
sugar, a zero quota on these products may be imposed. This decision,
however, is a policy decision. The Commission's statutory mandate is to
determine what level of imports will materially interfere with the price
support program and recommend a remedy that is necessary to prevent such
interference. The above remedy recommendation is in accordance with this
statutory mandate.
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INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On June 29, 1983, the United States International Trade Commission
received a letter from the President directing it to make an investigation
under section 22(a) of the Agricultural Adjustment Act (7 U.S.C. 624(a)) to
determine whether certain articles containing sugar are being, or are
practically certain to be, imported under such conditions, at such prices, and
in such quantities as to render or tend to render ineffective, or materially
interfere with, the price- support program of the Department of Agriculture for
sugarcane and sugar beets. 1/ Effective the same date, the President imposed
emergency quotas on imports of some of these articles, as set forth in
Presidential Proclamation No. 5071 (48 F.R. 30089, June 30, 1983). 2/

In response to the President's request, the Commission instituted the
present investigation, No. 22-46, on July 7, 1983. A public hearing was held
in the Commission's Hearing Room in Washington, D.C., on October 25, 1983. 3/
Notice of the institution of the investigation and of the public hearing was
given by posting copies of the notice in the Office of the Secretary, U.S.
International Trade Commission, Washington, D.C., and by publishing the notice
in the Federal Register on July 13, 1983 (48 F.R. 32093). 4/ The Commission
voted on this investigation on December 7, 1983; its deadline for reporting to
the President was December 16, 1983.

The letter from the President specified three general groups of articles
for the Commission to consider when making its determination in this
investigation. The first group includes articles covered by the emergency
quotas which were specified in Presidential Proclamation 5071. 5/ Among these
articles are (1) blended sirups provided for in Tariff Schedules of the United
States (TSUS) item 155.75 which contain sugar derived from sugarcane or sugar
beets, capable of being further processed or mixed with similar or other
ingredients, and (2) articles provided for in TSUS items 155.75, 156.45,
183.01, and 183.05 6/ which contain over 65 percent by dry weight of such
sugar, whether or not mixed with other ingredients, and capable of being
further processed or mixed with other ingredients. None of the articles
included in this first group are prepared for marketing to the retail
consumers in the identical form and package in which imported.

The second and third groups include non quota articles which contain
varying amounts and types of sugar. The second group is composed of articles
included in TSUS items 183.01 and 183.05 which contain not less than 25
percent by dry weight of any sugars or blends of sugars provided for in

1/ A copy of the President's letter to the Commission is presented in app. A.
2/ A copy of Presidential Proclamation No. 5071 is presented in app. A.
3/ A list of witnesses appearing at the hearing is presented in app. B.
4/ A copy of the Commission's notice of institution is presented in app. C.
5/ The quotas, effective June 29, 1983, limited imports of these articles to
zero pounds.
6/ Articles within the scope of other import restrictions provided for in
pt. 3 of the appendix to the TSUS are excluded.

A-1



A-2

subpart A, part 10, schedule 1, of the TSUS, 1/ whether or not mixed with
other ingredients, and capable of being further processed or mixed with
similar or other ingredients. This group includes pancake flour, pastry
mixes, and refrigerated doughs, as well as sugar-containing articles not
specifically provided for elsewhere in the TSUS, such as blends of sugar and
other substances, ice tea mixes, frosting mixes, and a number of other
products containing sugar.

The third group contains all other articles, wherever classified in the
TSUS, which contain over 65 percent by dry weight of sugar derived from
sugarcane or sugar beets, whether or not mixed with other ingredients, and
capable of being further processed or mixed with similar or other ingre-
dients. 2/ This group includes articles ranging from gelatin preparations and
certain carbonated soft drinks to jellies and jams. 3/

Due to the broad coverage of the investigation, this report has been
divided along the lines of the three general groups mentioned above (various
products in the third group are discussed separately). Additionally, a brief
background section on the domestic and world sugar situations precedes the
discussion of the articles covered by the investigation. 4/

If the Commission's determination is affirmative with respect to some or
all of the articles within the scope of this investigation, it will be
necessary to consider a remedy, which may take the form of either fees or
quotas, and which may be applied on an article-by-article basis. The issue of
a remedy is discussed in the final section of this report.

The information contained in this report was obtained from field work,
questionnaires sent to importers, the Commission's files, other Government
agencies, information received at the hearing, briefs filed by the interested
parties, and other sources.

Background
Description and uses

The majority of the articles covered by this investigation contain sugar
derived from sugarcane or sugar beets. 1In commercial usage, this type of
sugar is commonly known as sucrose, although technically, the term "sucrose"
applies to sugars derived from a variety of other plants as well. Also, in

1/ These sugars are sucrose, dextrose, and maple sugar.

2/ Excluded from this group are articles within the scope of other import
restrictions provided for in pt. 3 of the appendix to the TSUS.

3/ The articles discussed in this report are those that the Commission staff
has been able to identify and may not include all articles covered by this
definition.

4/ A more detailed discussion of the domestic and world sugar situations is
presented in a recent Commission report, Sugar:. . . Report to the President

on Investigation No. 22-45 under Section 22 of the Agricultural Adjustment Act
USITC Publication 1253, June 1982.
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commercial usage, the term "sucrose" is used interchangeably with the word
"“sugar." 1/

Sucrose is produced in several forms. The type most commonly recognized
by household consumers is granulated sugar, which is produced in a number of
varieties, such as confectioner's, fine or standard, baker's special, and
brown.

A second form of sucrose, liquid sugar, is a mixture of sugar and water.
This sugar may be mixed by either dissolving granulated sugar in water or by
removing the product directly from the refining process. Liquid sugar is used
in products such as ice cream and candy.

A third form of sucrose is invert sugar. This sugar is produced by
splitting the sucrose molecule into its two component parts, fructose and
dextrose. Invert sugar (invert), which is produced only in liquid form, has a
higher density than liquid sugar and therefore is less susceptible to yeast
and mold. Invert is used for baking, glacé fruits, canning (where the lack of
crystallization makes the canned fruit appear more plump), and many other
applications.

Two other types of sugars are covered by this investigation if contained
in articles provided for in TSUS items 183.01 and 183.05. The first type is
maple sugar, which is derived from the sap of maple trees. The second type is
dextrose, which is derived from corn. 2/ Dextrose is used as a substitute for
sucrose in many applications and is also commonly blended with sucrose in
others.

Sugar is used primarily as a caloric sweetener in food. 1In the United
States, about two-thirds of sugar consumption is by industrial users, and
one-third is by households. The largest single use for sugar has been as a
beverage sweetener, although such use has declined both in total quantity and
as a share of total sugar consumption (table 1).

The price-support programs for sugarcane and sugar beets

For almost 50 years the U.S. Government has attempted to stabilize the
price of sugar, which, by fluctuating frequently and radically, often
threatens the viability of the domestic sugar industry. Since 1977, the
United States has attempted this stabilization through a series of price-
support programs protected by both duties and quotas (which the President is
authorized to proclaim under headnote 2, subpart A, part 10, schedule 1, of

1/ The words "sugar" and "sucrose" in this report are defined as sugar
derived from sugarcane or sugar beets, unless otherwise noted.

2/ High-fructose corn sirup (HFCS), which is also derived from corn and is
used as a substitute for sugar in many applications, is discussed in greater
detail later in this report.
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the TSUS 1/) and fees or quotas (which the President is authorized to impose
under section 22 of the Agricultural Adjustment Act 2/).

The price-support programs have taken two forms, purchase programs and
loan programs. The programs in effect most recently, nonrecourse loans,
establish guaranteed prices f.o.b. point of shipment at which the U.S.
Government will purchase U.S.-produced raw and refined sugar. Subject to the
rules of the particular program in effect, processors and refiners are
eligible to receive loans through the Commodity Credit Corporation (CCC).
These loans are based on the support price, and sugar is used as the
collateral. When the loan is due, usually at the end of the crop year, the
processor or refiner can either redeem the loan or forfeit the sugar. 3/ This
decision is based on the extent to which the market price, f.o.b. point of
delivery, is above or below the support price. To date, interest has been
charged only if the loan is redeemed. Both the possibility of interest
expense and the costs associated with delivering sugar (which are normally
borne by the producer) discourage redemption when market prices are at, or
only slightly above, the support price. Quotas, duties, and fees are imposed
on imports in conjunction with the price-support programs to help maintain the
market price at a level above the loan rate 4/ and thus insure that as small
an amount of sugar as possible is forfeited to the U.S. Government. 5/

1/ This headnote authorizes the President to proclaim such rates of duty and
quotas on imports of sugars, sirups, and molasses provided for in TSUS items
155.20 and 155.30, which will give due consideration to the interests of
domestic producers in the U.S. sugar market.

2/ Sec. 22 allows for the imposition of either fees or quotas. The fees are
cumulative, and apply in addition to any duties imposed on the articles. Sec.
22 import restrictions currently in effect are listed in pt. 3 of the appendix
to the TSUS.

3/ Because the loans are nonrecourse, the Government may take no action
against the processor or refiner upon forfeiture other than to accept the
collateral (the sugar).

4/ If the market price were equal to the loan rate, processors would
probably choose to forfeit on their loans. Therefore, the U.S. Department of
Agriculture (USDA) attempts to maintain the market price at a level which
exceeds the loan rate. This level, called the market stabilization price
(MSP), is the floor price at which point the USDA feels processors find it
more attractive to sell sugar in the marketplace rather than to the USDA. 1In
effect, the MSP provides a cushion between a market price at which no
forfeitures will occur and the loan rate at which point forfeitures will most
likely occur. The MSP is determined by adding the price-support level,
adjusted average transportation costs, interest costs (if applicable), and an
incentive factor. For the 1983 crop, the market stabilization price has been
set at 21.17 cents per pound for raw sugar, and the average loan rate is 17.5
cents per pound for raw cane sugar and 20.9 cents per pound for refined beet
sugar. A more detailed discussion of the MSP is included in Sugar: Report to
the President on Investigation No. 22-45 . . ., USITC Publication 1253, June
1982,

5/ Actions taken by the Government since April 1982 in connection with the
price-support program are detailed in the table in app. D. A-5
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The most recent price-support program for sugarcane and sugar beets was
mandated by section 201 of the Agricultural Act of 1949, as amended by the
Agriculture and Food Act of 1981. The 1981 amendments require that 1982-crop
sugar processed from domestically grown sugarcane and sugar beets between
December 22, 1981, and March 31, 1982, be eligible for purchase under a
price-support purchase program, the purpose of which was to provide price
support to producers of sugarcane and sugar beets. Additionally, the 1981
amendments provide that effective October 1, 1982, the remaining 1982-crop
sugar and 1983 through 1985-crop sugar (full crop years) will be eligible for
price support through a price-support loan program.

Purchase program.—-This program covered that portion of the 1982-crop
sugar which was processed between December 22, 1981, and March 31, 1982.
Under the act, the Secretary of Agriculture was required to support the price
of sugarcane at a level approximating a raw sugar price of 16.75 cents per
pound and the price of sugar beets at such level as he determined to be fair
and reasonable in relation to the support level of sugarcane. The purchase
program gave processors the option to sell their sugar to the CCC at the
purchase price, provided that the processor paid the grower the support-level
price. The purchase rates determined by the CCC were designed to allow
processors, on the average, to pay growers the specified level of support.

The Secretary set the national average purchase price for raw cane sugar
at 16.75 cents per pound 1/ and the national average price for refined beet
sugar at 19.70 cents per pound (47 F.R. 23420, May 28, 1982). Processors were
given until June 14, 1982, to apply for the program; 13 cane processors and 9
beet processors, accounting for 318,599 tons (raw basis) and 777,627 tons (raw
basis) of cane and beet sugar, respectively, did so. None of these processors
sold any sugar to the CCC under this program.

Nonrecourse loan program.--The price-support program which was in effect
from October 1, 1982, through September 30, 1983, covered sugar processed from
domestically grown sugarcane and sugar beets between April 1, 1982, and June
30, 1983, and took the form of nonrecourse loans to processors that agreed to
pay all eligible producers at least the minimum level of support specified by
the CCC for that region.

For this period, the act specified that the level of support could not be
less than 17 cents per:pound for raw cane sugar and that the level of loans
for sugar beets should be at such level as the Secretary determined to be fair
and reasonable in relation to the level of loans for sugarcane.

The Secretary determined that the applicable loan rate would be 17.0
cents per pound for raw cane sugar and 20.1 cents per pound for refined beet
sugar (47 F.R. 33238, July 30, 1982). Additionally, the Secretary determined
that loan recipients would not be required to pay interest upon forfeiture of
the loan collateral, the sugar. According to the USDA, 1.08 billion pounds of
1982-crop cane sugar and 2.73 billion pounds of beet sugar were put under loan

1/ The support level approximated a raw cane sugar price of 16.75 cents per
pound.
A-6
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and all were redeemed; as of October 31, 1983, 24.9 million pounds of 1983-
crop cane sugar and 1.5 million pounds of beet sugar were under loan.

The Secretary of Agriculture issued interim regulations for the price-
support program for the 1983 crop on October 5, 1983 (48 F.R. 45374). This
program will be in effect from October 1, 1983, through September 30, 1984,
and applies to sugar processed from July 1, 1983, through June 30, 1984. The
interim regulations set the national average loan rate to processors for raw
cane sugar at 17.5 cents per pound 1/ and the national average loan rate for
refined beet sugar at 20.86 cents per pound. With respect to forfeitures, the
USDA has stated that its policy is to assure that producers receive their
returns from sales in the marketplace rather than from defaulted Government
loans and that it does not intend to allow the CCC to acquire any sugar. 2/

Import duties on sugar

On December 23, 1981, following congressional passage of the price-
support program, the President issued Presidential Proclamation No. 4888, in
which he invoked his authority set forth in headnote 2, subpart A, part 10,
schedule 1, of the TSUS, and raised the column 1 3/ rate of duty on sugar
provided for in TSUS items 155.20 and 155.30 from 0.625 cent per pound, raw
value, to 2.8125 cents per pound, raw value. 4/ This action increased the
column 1 duty from the lowest rate which he could proclaim under the headnote

1/ This is the minimum level set by the act. The minimum level increases to
17.75 cents for the 1984 crop and 18 cents per pound for the 1985 crop.

2/ Transcript of the hearing, p. 10.

3/ Col. 1 rates of duty are most-favored-nation (MFN) rates and are
applicable to imported products from all countries except those communist
countries and areas enumerated in general headnote 3(f) of the TSUS. However,
these rates would not apply to products of developing countries where such
articles are eligible for preferential tariff treatment provided under the
Generalized System of Preferences (GSP) or under the "LDDC" rate of duty
column. o

4/ Duties on sugar classified in item 155.20 are assessed by a rate formula
(2.98125 cents per pound less 0.04281875 cent per pound for each degree under
100 degrees (and fractions of a degree in proportion) but not less than
1.9265625 cents per pound), and duties on sugar in item 155.30 are assessed
based on total sugar content at the rate per pound applicable under item
155.20 to sugar testing 100 degrees. Sugar degrees, a measure of purity, are
determined by polariscopic test. Application of the rate formula on the basis
of degrees of purity is intended to yield the same duty per pound of
recoverable sucrose content for raw sugar of varying concentrations as is
applied to refined sugar (100 percent recoverable sucrose). Duties are
generally quoted on the basis of 96-degree raw value sugar, as such sugar
constitutes the bulk of world trade.
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to the highest authorized rate. 1/ The column 2 2/ rate of duty was also
raised to 2.8125 cents per pound, raw value, from the statutory rate of 1.875
cents per pound, pursuant to general headnote 4 of the TSUS. 3/

Sugar imported from beneficiary developing countries under TSUS item
155.20 is eligible for duty-free treatment under the GSP 4/ except when
entered from those countries currently excluded under the competitive-need
criteria (Brazil, the Dominican Republic, and Thailand). Imports under TSUS

item 155.30 from all beneficiary countries are currently eligible for GSP
treatment.

Section 22 import fees

In conjunction with the increased duties proclaimed under Proclamation
4888, the President issued Presidential Proclamation No. 4887, in which he
took emergency action under section 22(b) and established a procedure to
impose fees on sugar provided for in TSUS items 155.20 and 155.30. These
fees, which were modified by Proclamation 4940, issued on May 5, 1982, 5/ are
in addition to duties imposed under the headnote. The section 22 fees are set
forth in headnote 4, part 3, of the appendix to the TSUS. They are adjusted
quarterly and are imposed on imports of both raw and refined sugar. The
quarterly adjusted fee is the amount by which the average of the adjusted
daily spot-price quotations for raw sugar for the 20 consecutive market days
immediately preceding the 20th day of the month preceding the calendar quarter
during which the fee shall be applicable is less than the MSP. The fee
currently in effect is 0.00 cent per pound under TSUS item 956.15, and 1.00
cent per pound under TSUS items 956.05 and 957.15 (47 F.R. 44239, Sept. 28,
1983). If the average of the daily spot-price quotations for 10 consecutive

1/ Headnote 2 fixes the col. 1 rate of duty in effect Jan. 1, 1968 (0.625
cent per pound, raw value) as the floor below which the President cannot
reduce the duty. Sec. 201(a)(2) of the Trade Expansion Act of 1962
establishes the ceiling rate, which is to be no more than 50 percent above the
rate existing on July 1, 1934 (1.875 cents per pound, raw value).

2/ The col. 2 rates of duty apply to imported products from those communist
countries and areas enumerated in general headnote 3(f) of the TSUS.

3/ These increased rates of duty were effective for articles entered, or
withdrawn from warehouse for consumption, after 12:01 a.m. (e.s.t.) on Dec.
24, 1981, except for sugar entered before Jan. 1, 1982, which was imported to
fulfill forward contracts that were entered into prior to June 1, 1981,
between (a) an exporter and an end user or (b) an importer, broker, or
operator and an end user of such articles. Virtually all sugar imports
between Dec. 24, 1981, and Jan. 1, 1982, are believed to have qualified for
this exception.

4/ The GSP, enacted as title V of the Trade Act of 1974, provides duty-free
treatment for specified eligible articles imported directly from designated
beneficiary developing countries. The GSP, implemented by Executive Order No.
11888 of Nov. 24, 1975, applies to merchandise imported on or after Jan. 1,
1976, and is scheduled to remain in effect until Jan. 4, 1985,

5/ Proclamation No. 4887, Dec. 23, 1981 (46 F.R. 62641, Dec. 28, 1981); and
Presidential Proclamation No. 4940, May 5, 1982 (47 F.R. 19657, May 7, 1982).

A-8



A-9

market days within any quarter exceeds the MSP by more than 1 cent, the fee in
effect will be reduced by 1 cent. Conversely, if the average for the period
is less than the MSP by more than 1 cent, the fee in effect will be increased
by 1 cent. The maximum fee which may be imposed is limited to 50 percent ad
valorem.

Investigation No. 22-45 and Presidential action

At the same time he took emergency action under section 22 (and as
required by sec. 22), the President directed the Commission to determine
whether sugars, sirups, and molasses provided for in TSUS items 155.20 and
155.30 were being, or were practically certain to be, imported into the United
States under such conditions and in such quantities as to render or tend to
render ineffective, or materially interfere with, the price-support program of
the U.S. Department of Agriculture for sugarcane and sugar beets. Accordingly,
the Commission instituted investigation No. 22-45 on January 15, 1982.

While the Commission's investigation was pending, the President on May 5,
1982, issued Presidential Proclamation No. 4941, in which he further invoked
his authority, set forth in headnote 2, subpart A, part 10, schedule 1, of the
TSUS, and modified the quota on imports of sugar provided for in TSUS items
155.20 and 155.30. (The headnote required that a quota be maintained on such
sugar at all times. Proclamation No. 4888, which had raised duties to the
maximum level permitted by the headnote, did not modify the then-existing
quota.) The new quota limited entries of sugars, sirups, and molasses to
220,000 tons between May 11, 1982, and June 30, 1982, and authorized the
Secretary of Agriculture to set quarterly limits subsequent to that period.
Additionally, the proclamation allocated the amount of imports allowed under
the quota to the different supplying countries. The most recent quota,
scheduled to be effective from September 26, 1983, through September 30, 1984,
is 2,952,000 tons. 1/ An additional 132,000 tons will be allowed to enter
under a small-supplier provision. 2/

As a result of its investigation, the Commission made an affirmative
determination--that is, it determined that the sugars, sirups, and molasses,
derived from sugarcane or sugar beets, provided for in TSUS items 155.20 and
155.30, were being, or were practically certain to be, imported into the
United States under such conditions and in such quantities as to render to
tend to render ineffective, or materially interfere with, the USDA price-
support program (47 F.R. 26049, June 16, 1982).

1/ This amount represents a 5.4-percent increase from the quota of 2,802,000
tons in effect from Oct. 1, 1982, through Sept. 26, 1983. USDA officials have
stated that a primary reason for the increase was the big reduction in stocks,
which were drawn down in the previous year. Transcript of the hearing, p. 54.

2/ This provision allows eight small countries to ship 16,500 tons apiece to
the United States. Without this provision, these countries would be allocated
amounts which would be economically unfeasible to ship, therefore excluding
them from the market. 1Ibid., pp. 27 and 28.
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The Commission recommended that the President: (1) maintain the current
fee system set forth in Proclamation 4940; (2) maintain the duties set forth
in Proclamation 4888; (3) maintain the quota system set forth in Procla-
mation No. 4941 until such time as duties and fees (which the Commission
preferred over a restrictive quota) were once again adequate to protect the
_price-support program; and (4) establish guidelines for the orderly transition
between reliance on a quota and reliance on duties and fees.

As of December 7, 1983, the President had not acted on the Commiésion's
recommendation.

U.S. sugar production, imports, and consumption

U.S8. production of sugar increased irregularly, from 6.0 million tons 1/ .
in 1979 to 6.2 million tons in 1981 (table 2). High prices received by
growers in 1980 led to the expansion of production in 1981; lower prices in
1981 contributed to the decline to 5.9 million tons in 1982. Production most
likely would have been even lower in 1982, reflecting a 15-percent reduction
in sugar beet acreage, had not sugar yield from beets been higher than that in
the year earlier. With generally higher prices throughout 1982, growers
planted slightly more acreage in sugar beets and harvested slightly more acres
of sugarcane. Preliminary indications of less favorable growing conditions in
1983 indicate that yields may be reduced from 1982 levels, offsetting
increased acreage. Production in 1983 is projected to be 5.8 million tonms,
slightly below earlier levels. . «

Table 2.--Sugar: U.S. production, imports, exports, ending stocks,
and consumption, 1979-83

(In short tons, raw value)

Year ; Production ; Imports ; Exports E:g::ﬁ ; Consumption
1979--—-—~: 6,004,237 : 5,026,746 : '30,359 : 3,909,107 : 10,989,772
1980--~—-—=: 5,936,912 : 4,494,688 : 661,282 : 3,264,509 : 10,386,572
1981---~-=: 6,225,562 : 5,025,283 : 1,190,526 : 3,343,609 :- 9,981,219
1982-——--~ : 5,935,654 : 2,964,358 : 137,064 : 2,740,739 : 9,365,818
1983-—----:2/ 5,780,000 :2/ 3,154,000 :2/ 454,000 :3/7 1,353,000 :2/ 9,025,000

1/ Consumption data are statistically adjusted by the USDA to reflect
refining losses and changes in stocks held by wholesalers, retailers, and end
users.

2/ Preliminary estimate.

3/ Actual as of September 1983.

Source: Compiled from official statistics of the U.S. Department of
Agriculture.

1/ All references to tons in this report refer to short tons.
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U.S. imports of sugar decreased from 5.0 million tons in 1979 to 4.5
million tons in 1980, before returning to 5.0 million tons in 1981. The
increase in 1981 probably reflects anticipation of higher duties and fees in
1982. Imports then fell sharply in 1982 to 3.0 million tons, the result of
the higher duties and fees and the imposition of quotas. Imports are pro-
jected by the USDA to increase by 6 percent in 1983 to 3.2 million tons.

The United States has not normally been a major exporter of sugar. U.S.
exports increased from 30,359 tons in 1979 to 661,282 tons in 1980 and
1.2 million tons in 1981, before declining to 137,064 tons in 1982. U.S.
exports are estimated to total 454,000 tons in 1983. The rise in exports in
1980 and 1981 reflected the use of the drawback provision available to U.S.
refiners. The subsequent decline in 1982 and 1983 reflects the fact that
during the period May 11, 1982, through June 28, 1983, imports of sugar were
restricted under the quotas imposed pursuant to Proclamation No. 4941 to
specific quantities and did not allow additional amounts for reexport. As of
June 29, 1983, regulations became effective allowing additional quantities of
sugar to be imported outside the quota system for reexport.

The drawback provision is set forth in section 313(a) of the Tariff Act
of 1930 (19 U.S.C. 1313(a)). Under that provision, a manufacturer which
imports merchandise and then exports products produced from the imported
merchandise is eligible to receive a refund on the duties and fees paid on the
imports, less 1 percent. 1/ Additionally, if both imported and domestic
materials of the same kind and quality are used within a specified period to
produce a product, some of which is exported, a drawback equal to 99 percent
of the duties and fees paid on the imported material is payable on the
exports. Under this section, called the substitution provision, it does not
matter whether the actual imported material or similar domestic material was
used to produce the exported article (19 U.S.C. 1313(b)). 2/

The use of drawback is particularly advantageous when current duties and
fees are lower than those during a recent time period. The present conditions
regarding raw sugar are an example of this. Domestic refiners may have paid
duties and fees totaling as much as 6.8808 cents per pound on imported raw
sugar in late 1981 and early 1982. These refiners could import raw sugar, pay
the present duties and fees (as low as duty free if from GSP suppliers),
refine and export the sugar, and claim drawback based on the previous duties
and fees of as much as 6.8808 cents per pound.

The leading suppliers of U.S. imports of sugar in recent years have been
the Dominican Republic, Thailand, Brazil, Australia, the Philippines, and
Argentina. These six countries together accounted for 60 percent of U.S.
imports in 1982. The great bulk of the imports have consisted of raw sugar

1/ This refund also applies to any dumping, countervailing, or marking
duties paid on imports (Customs Regulations, 19 CFR 22.41).

2/ To cleim drawback, exports must be made within 5 years of the date of
importation, and the product to be exported must be produced during the first
3 of those years. Also, claims for drawback must be filed within 3 years of
the date of exportation.

A-11
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for refining in the United States. In 1982, about 41 percent of the imports
benefited from GSP treatment. More countries with export quotas became

eligible for GSP treatment in April 1983; thus, it is expected that this
percentage will rise.

Consumption of sugar declined steadily from 11.0 million tons in 1979
to 9.4 million tons in 1982, or by 15 percent. This trend is expected to
continue in 1983, with consumption declining to 9.0 million tons. The
continuous decline is attributable to several factors, including the
increasing usage of corn sweeteners--primarily HFCS--in place of sugar and the
substitution of noncaloric sweeteners such as saccharin. The portions of per
capita caloric sweetener consumption accounted for by sugar since 1979 are
presented in the following tabulation, compiled from USDA data (in percent):

Corn All
Year Sugar sweeteners 1/ other 2/ Total
1979~ - e e - 70.3 - 28.6 1.1 100.0
1980-- - — i e e 66.8 32.2 1.0 100.0
1981- - e e 63.4 35.6 1.0 100.0
1982 3/--—~=—m-emm- 59.9 39.1 1.0 100.0
1983 3/- o 57.5 41.2 1.3 100.0

1/ HFCS, glucose, and dextrose.
2/ Honey and edible sirups.
3/ Estimated.

The USDA has estimated that HFCS consumption could complete its displace-
ment of sugar in 1985 or 1986, 1/ 2/ At that time, HFCS consumption will
reach approximately 4.3 million tons, representing per capita consumption of
36 pounds. 3/ By comparison, HFCS consumption in 1982 totaled 3.55 million
tons, or 26.7 pounds per capita. The use of HFCS could be decreased in future
years by the demand for low-calorie foods and the attractiveness of aspartame;
however, any decline in HFCS consumption caused by these factors will probably
not lead to an increase in sugar consumption, according to the USDA.

U.S. stocks of sugar

Total continental U.S. stocks of sugar were greater in January-June 1982
than in the corresponding months of the previous year but then declined in
December 1982 and March 1983 from those held in December 1981 and March 1982,
respectively (table 3). This decrease may be attributed, at least in part, to
the sugar quotas imposed by the President in May 1982.

1/ Posthearing submission of the USDA.

2/ This displacement will be limited by the fact that it is not technically
feasible to substitute HFCS for sugar in some applications, and by the
capacity to produce HFCS.

3/ This quantity could represent approximately 46 percent of per capita

caloric sweetener consumption. A-12
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World production and tradé

Total world sugar production has exceeded consumption in recent years,
resu1t1ng in increases in world inventories in every year s1nce 1980, as shown
in the following tabulation:

Inventories as

of Sept. 1 Percent of total
Yeer (million short tons) consumption
/.
1979 - e 31.0 34.6
1980- — o mm e 24.2 27.0
1981 - —mmmm 25.0 28.2
1982-———mm - 36.2 ‘ A 40.4

1983 - = - 42.5 46.0

Most of the inventories are held by exporting nations, primarily Brazil,
the European Community (EC), and India. Stock levels equivalent to 25 percent
of world consumption are considered normal by industry analysts and are
associated with stable prices. The current stock levels overhang the market
and limit price rises.

World production of sugar declined from 101 million tons in the 1978/79
crop year 1/ to 93 million tons in 1979/80, before increasing irregularly to a
projected 109 million tons in 1982/83 (table 4). The USDA estimates that
world production in 1983/84 will decline by 6 percent from the 1982/83
level., 2/ The leading producers have been the EC, Brazil, India, Cuba, the
U.S.S.R., and the United States. Many large producers are also large
consumers, with 75 to 80 percent of world sugar production typically consumed
in countries where it is also grown. However, some of the largest
producers/consumers, including the EC, Brazil, and India, are also exporters.
Other large producers, including Cuba, Australia, Thailand, and the Dominican
Republic, are small consumers.

Apparent overproduction of sugar is the result of a number of factors,
including available resources such as refineries, trained labor, favorable
soils and climate, and favorable weather in recent years. Also, governmental
policies encourage sugar production for a number of reasons, such as the
desire to obtain a degree of self-sufficiency, the need to increase
employment, and the necessity to earn foreign exchange.

World consumption of sugar increased irregularly from 99 million tons in
1978/79 to a projected 102 million tons in 1982/83. The leading consumers
have been the U.S.S.R., the EC, the United States, India, Brazil, and China.

Only a few large consumers, including Japan, Egypt, Iran, and Canada, are not
large producers.

1/ A crop year begins on Sept. 1 and ends Aug. 31 of the following calendar
year.
2/ 1984 USDA Agricultural Outlook Conference, sess. 13, Nov. 1, 1983,



Table 4. --Sugar: World production, by leading producers, and world consump-

tion, by leading consumers, crop years 1978/79 through 1982/83

(In thousands of short tons, raw value)

Area 1978/79 © 1979/80 © 1980/81 = 1981/82 1982/83
Production

Furopearn Community-— . o e 13,856 14,394 14,139 17,219 15,923
Brazi L - 8,532 7,681 8,929 9,243 10,251
) Q2T BT p— 7,794 5,699 7,203 10,719 9,934
Tuba i e 8,267 : 7,165 : 7,065 1 9,047 : 7,937
U.5.8 R o s s 10,251 8,598 . 7,606 : 7,069 : 7,496
United States e oo i § 6,126 5,718 6,005 6,169 %, /756
Australia 3,283 3,271 ¢ 3,734 : A,A71 4,518
China- - o - 2,949 2,763 3,364 :© 3,748 4,085
M@ K 1 GO o i o : 3,371 3,048 2,776 3,133 : 2,866
R T N T T S — - 2,587 2,563 2,616 @ 2,759 2,814
Republic of South Africa- - - 2,435 . 2,432 . 1,884 : 2,404 . 2,486
Thai land - 2,040 1,198 1,807 3,073 . 2,282
Poland- - 1,943 1,744 1,243 © 2,065 . 2,217
Argentina-— 1,529 1,538 1,890 ¢ 1,783 . 1,782
Indonesia 1,527 ¢ 1,447 . 1,510 ¢ 1,920 . 1,653
Turk @y v 1,189 1,160 : 1,025 : 1,543 1,643
Colombyia - w 1,123 1,315 . 1,323 ¢+ 1,402 . 1,422
Spain : 1,219 791 1,082 : 1,229 : 1,366
Dominican Repull i gu . § 1,326 : 1,117 1,150 ¢ 1,416 : 1,323
ALl other e e 19,170 : 19,214 19,375 : 20,585 20,937

Total worle- . 1 100,519 92,855 : 95 716 :110,997 : 108,731

Consumpt ion

U.S.S R o o 13,558 13,779 : 13,558 13,558 13,779
Europaan Commuryity-. . ¢ 11,412 ¢ 11,655 @ 11,428 11,251 11,520
United States 10,749 : 10,493 10,050 : 9,402 : 9,050
Incliam 8,190 : 7,276 7,038 . 7,510 : 8,094
Brazil 6,008 6,063 6,283 6,408 6,834
China 4,032 4,079 3,968 4,740 5,126
Mexico 3,395 . 3,445 3,583 . 3,748 : 3,913
Japary- - - 3,486 3,506 2,99% 3,020 : 3,015
Indonesia 1,954 . 2,114 2,058 : 2,048 2,393
Poland-- - 1,864 1,799 : 1,432 . 1,448 . 1,802
Egypt : 1,155 ¢ 1,236 1,480 : 1,585 1,593
Republic of South Africa- : 1,315 ¢ 1,276 : 1,362 : 1,367 1,389
Turkey : 1,326 : 1,269 1,142 1,212 1,323
Philippines 1,219 ¢ 1,269 : 1,182 : 1,188 1,268
Spain 1,202 : 1,243 1,342 :+ 1,270 : 1,198
Iran 1,543 . 1,433 1,323 : 1,102 : 1,157
Colombia- - 937 965 992 1,124 1,141
CANBCI R o v s o o 1,171 1,187 1,202 : 1,108 : 1,077
Argentina 1,146 1,134 1,146 : 1,050 1,047
All other— oo 23,157 23,458 23,853 24,561 25,067

Total world 98,819 98,679 97,417 : 98,700 415101, 786

Source: Compiled from official statistics of the U.S. Department of

Agriculture.
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World imports of sugar increased steadily from 27.6 million tons during
1978779 to 32.8 million tons during 1981/82, before declining to 29.4 million
tons in 1982/83 (table 5). The leading importers have been the U.S.S.R., the

United States, the EC, and Japan. The leading exporters have been the EC,
Cuba, Australia, Brazil, and the Philippines.

Table 5.--Sugar: world importé, by major markets, crop years
1978/79 through 1982/83

(In thousands of short tons, raw value)

Market ' 1978/79 ' 1979/80 ° 1980/81 ' 1981/82 f 1982/83
U.S.8.R-——=rmmem =y 4,497 5,491 : 6,129 : 7,826 : 6,283
United States———--—- : 4,890 : 4,190 : 5,121 : 3,815 : 2,800
European Community--: 1,626 : 1,577 : 1,323 : 2,663 : 2,509
Japan—— -~ e : 2,961 : - 2,573 : 2,167 : 2,435 : 2,094
Mexico—-—-—mmmmmmmmnt .0 . 839 : 672 : 600 : 1,166
China-——-=———cemmmem : 1,086 : 1,043 : 661 : 1,323 1,102
Canadg-- =~ =~ —mmew; 1,172 : 1,000 : 992 : 1,108 : 1,038
Iran————-—=-—- ———— ———3 822 : 865 : 772 : - 832 : 882
All other------ ————— 10,554 : 11,691 : 11,925 : 12,213 : - 11,541

Total-—-=-m-m=mmm ¢ 27,608 29,269 : 29,762 : © 32,815 : 29,415

Source: Compiled from off1clal statistics of the U.S. Department of
Agr1cu1ture and the International Sugar Organization.

Articles Cdntaining Sugar Covered By the Emergency Quotas

TSUS item 958.10

Description and uses.--Proclamation No. 5071 of June 28, 1983, amended
the TSUS by inserting two new item numbers. The first, TSUS item 958.10,
covers "blended sirups provided for in TSUS item 155.75, containing sugars
derived from sugarcane or sugar beets, capable of being further processed or
mixed with similar or other ingredients, and not prepared for marketing to the
retail consumers in the identical form and package in which imported." For
purposes of TSUS classification, the term "blended sirups" includes all blends
of sirups (two or more sweeteners), whether or not flavored. 1/ The language
"capable of being further processed or mixed with similar or other ingredients,
and not prepared for marketing to the retail consumers in the identical form
and package in which imported" is identical to the language in the article
description for TSUS item 950.19 (certain dried milk mixtures), which has been
interpreted by Customs, in general, as requiring satisfactory evidence of
actual packaging for retail trade above and beyond the mere size and labeling °
of the package.

1/ By comparison, "flavored sirups,” also classified in TSUS item 155.75,
are defined as flavored sirups derived from a single sweetener base.
] : . A-16
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Blended sirups, which are simply mixtures of two or more sweetener
sirups, are used in a variety of formulations as ingredients in various food-
processing operations. Blends are required for certain applications owing to
the physical properties of the particular blend. For other uses, blends are
formulated to make the least costly blend that will adequately perform in the
particular application. The imported blends covered by the quota usually
consisted of 94 percent sugar (sucrose) and 6 percent HFCS; however, other
formulations were also imported, in bulk tank trucks, and they were used
principally by soft drink, confectionery, and dairy-dessert producers. In
many instances, the users mixed other sweeteners or products with the blend to
achieve a practical ingredient for production.

U.S. tariff treatment.--The U.S. rates of duty applicable to imports of
blended sirups classifiable in TSUS item 155.75 are as shown in table 6.

Table 6.--Blended sirups: U.S. rates of duty, by TSUS items

(Percent ad valorem)
: : : Staged col. 1 rate of duty effective
TSUS : Pre MTN : with respect to articles entered on

item : Description 2/ : col. 1 rate : or after Jan. 1--
No. 17: i of duty 3/ 1982 © 1983 1984
155.75A :Blended sirups—--:_15% ;. 11.6% : 10.5% :9.4%
: : Staged col. 1 rate of duty effective
with respect to articles entered on : Col. 2
or after Jan. 1-—-Continued : rate of
, © 1985 © 1986 © 1987 duty
155.75A :Blended sirups---: 8.3% ¢ 7.1% : 6% i 20%

1/ The designation "A" indicates that the item is currently designated as an
eligible article for duty-free treatment under the GSP and that all
beneficiary developing countries are eligible for the GSP.

2/ For the statutory description, see the Tariff Schedules of the United
States Annotated (1983) (TSUSA), pertinent parts of which are reproduced in
app. E.

3/ Rate in effect prior to Jan. 1, 1980.

On June 29, 1983, the President imposed an emergency quota of zero on imports
of these sirups (Proclamation No. 5071).

U.8. production and consumption.--Data on U.S. production and consumption
of blended sirups are not available. However, blending is frequently done by
industrial users when the product is needed simply by drawing sirups from
different tanks in the desired proportions. Flavorings are often added to the
blended sirups.

A-17
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U.S. imports.-—The blended sirups covered by the guota are among several
types of sirups and sugars provided for in TSUS item 155.75%. 1In addition to
those blended sirups containing sucrose and packaged in bulk, the "basket"
also contains HFCS, table sirups composed of maple and corn sirups, fruit-
flavored sirups (such as Grenadine), chocolate-flavored sirups, flavored
sugars, and other products. Many of these sirups and sugars do not contain
any sugar from sugarcane or sugar beets and may be packaged in retail
containers.

In order to segregate the imported quota sirups from other articles in
item 155.75, questionnaires were sent to all U.S. importers of products
classified in item 155.75 from Canada and a sample of importers from other
countries., The questionnaire responses confirmed the beliefs of the U.S.
Department of Agriculture and the U.S. Customs Service that these blended
sirups entered only from Canada, and only after the imposition of the sugar
quotas on May 11, 1982. Additionally, there were no imports of these sirups
in retail packaging.

Although the data presented in table 7 include imports by U.S. importers,
they do not include exports by Canadian producers which were imported into the
United States on their own accounts. Therefore, the data do not represent
total imports of the blended sirups. Such imports are greater, as evidenced
by the Canadian Sugar Institute data presented on page A-19. However, the
actual quantities cannot be segregated from official U.S. import statistics
reported for item 155.75.

Table 7.—Certain blended sirups: U.S. imports, by types
and by months, May 1982-July 1983

The first imports of these blended sirups were entered in May 1982, the
month the sugar quotas were imposed. Imports of blended sirups containing 90
percent or more sugars derived from sugarcane or sugar beets (sucrose)
accounted for virtually all the imports in this category. These imports
totaled * % % million pounds from May to December 1982 and then nearly doubled
their rate of entry in 1983, when ¥ ¥ ¥ million pounds entered during January-
June. The value of these imports totaled * % % million in 1982 and % % %
million in 1983, but the average unit values during those periods declined
from * % % to ¥ ¥ % cents per pound. Imports of sirups containing less than
90 percent sucrose rose from ¥ ¥ ¥ pounds in 1982 to * % ¥ pounds in 1983, and
were valued at * % ¥ and * ¥ %, respectively. As stated earlier, the emergency
quotas on blended sirups became effective June 29, 1983.

A-18
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Both the USDA and the Canadian Sugar Institute (CSI) provided data
regarding their respective estimates of the quantity of liquid sugar blends
which entered the United States from Canada during May 1982-June 1983. The
CSI data were developed from a survey of five member companies and cross-
checked with dry-blend data against Statistics Canada export statistics. 1/
The USDA data were derived from monthly Department of Commerce import
statistics (IM 146) for item 155.75 and converted to metric tons. As shown in
the following tabulation, these estimates varied considerably (in metric tons):

USDA CSI1
Period estimate 1/ estimate 2/
1982:

May—--—==———m—— 0 3/

June- —-—=r— e m 500 3/

B 743 3/

August--———m - 991 : 3/
September-----—- 1,378 233
October—--—-———-- 1,065 2,782
November—--- —=—-- 2,686 1,024
December----——-—- 4,030 2,525
Total--—----—- 11,393 6,564

1983:

January-- —-—---- 6,562 5,928
February----—--—-- 9,354 8,126
March-—--——mm-mu- 14,649 11,421
APril——-—m—mo o 16,237 9,146
May- ———~- —mm = 17,581 5,989
June-—~—<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>