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FOREWORD 

Many developing countries have 1 ower production costs than sugar 
producers in developed countries, and in the past the developing countries 
as a group supplied more than 80 percent of the world sugar exports. In 
recent decades, however, trade protection in industrialized countries, 
combined with low world sugar prices in the 1980s, has resulted in a 
significant decline in the developing countries' export share in sugar and 
an increase in sugar exports from the developed countries. Some developing 
countries are net sugar importers, and thus they benefit from the lower 
import costs that  resul t  from the developed countries' trade protection. 
However, the developing countries as a group are net losers from these 
policies. 

Government intervention in world sugar markets and i t s  effect  on 
developing countries i s  of immediate concern t o  b o t h  international donors and 
to  development and trade economists. Many debt-laden developing countries 
are currently seeking ways to reorient thei r economies toward greater market- 
and export-orientation under structural adjustment in i t i a t ives  supported by 
the World bank and the International Monetary Fund.  Yet, in the case of 
sugar, low prices and lack of export opportunities have forced some 
developing countries t o  reduce production of export sugar and t o  switch t o  
a1 ternat i  ve crops. Developed countries are being pressured t o  reform the i r  
sugar policies through the multilateral trade negotiations tha t  are taking 
place under the auspices of the General Agreement on Tariffs and Trade 
(GATT), b u t  the outcome of these negotiations i s  currently in doubt. 

This paper examines the role of developing countries in world sugar 
production, consumption, and trade, along with the effect  of both developed 
and developing countries' sugar policies on that tarde. The paper also 
analyzes the effects  f trade liberalization on developing countries' sugar 
trade according t o  a partial  equi 1 i  brium model of the world sugar market. 
Results show that  trade liberalization in the world sugar market could 
provide an important boost in income and export earnings to  developing 
country sugar exporters. 

Ithaca, New York 
March 1991 

David E .  Sahn 
Deputy Director, CFNPP 





EXECUTIVE SU11ARY 

T r a d i t i o n a l l y ,  t h e  wor ld  sugar market has been dominated by low-cost 
sugar expor ts  from developing count r ies .  I n  recent  decades, however, t r ade  
p r o t e c t i o n  i n  i n d u s t r i a l i z e d  count r ies  has r e s u l t e d  i n  a s i g n i f i c a n t  d e c l i n e  
i n  t h e  developing c o u n t r i e s '  expor t  share i n  sugar, w h i l e  expor ts  from t h e  
developed coun t r i es  have i ncreased. High r a t e s  o f  impor t  p r o t e c t i o n  i n  
i n d u s t r i a l i z e d  sugar im  o r t e r s  (United States, EC, and Japan, as w e l l  as 
o thers  i n  Western Europe 5 , along w i t h  subsid ized expor ts  ( p r i m a r i l y  from t h e  
EC), depress no wor ld  sugar p r i c e s  and t h e  expor t  revenues o f  developing 
c o u n t r i  es. A1 though some devel opi  ng coun t r i es  a re  ne t  sugar importers, and 
thus b e n e f i t  through 1 ower impor t  costs, t h e  developing coun t r i es  as a group 
a re  n e t  l o s e r s  from these p o l i c i e s .  It i s  o f t e n  argued t h a t  developing 
coun t r i es  harm t h e i  r a g r i c u l t u r a l  sectors through d i r e c t  t a x a t i  on o f  
a g r i c u l t u r a l  exports,  o r  through exchange r a t e  mi sa l  i gnment and o the r  
i n d u s t r i a l  i z a t i o n  p o l i c i e s .  We found sugar t o  be a spec ia l  case, however, 
i n  t h a t  developing c o u n t r i e s '  t a x a t i o n  o f  sugar i s  q u i t e  low. 

Under U.S.  and EC p r e f e r e n t i a l  import  quota schemes, some developing 
coun t r i es  rece i ve  h i  gher-than-market p r i c e s  f o r  a f i x e d  amount o f  sugar 
expor ts ,  b u t  i n  general these programs do n o t  o f f s e t  t h e  adverse impacts o f  
developed c o u n t r i e s '  sugar p o l i c i e s .  A sharp dec l i ne  i n  t h e  U.S. sugar quota 
r e s u l  t e d  i n reduced earnings form devel opi  ng coun t r i es  ' sugar expor ts  d u r i  ng 
t h e  1980s. I n  c o n t r a s t  t o  t h e  Uni ted States, t h e  EC main ta ins  a f l o o r  l eve1 
of sugar imports,  and thus  EC-quota coun t r i es  have received h ighe r  expor t  
earn ings under t h e  program. A t  t h e  same time, however, t h e  EC'S sugar p o l i c y  
suppresses t h e  expansion o f  expor ts  and devel opment o f  sugar processing 
a c t i v i t i e s ,  p a r t i c u l a r l y  i n  low-income coun t r i es  i n  A f r i c a .  S i g n i f i c a n t l y ,  
t h e  developing count ry  expor te r  w i t h  t h e  lowest  share o f  expor ts  t i e d  t o  
these schemes, Thai 1 and, subs tant i  a1 l y  increased i t s  share o f  wor ld  sugar 
expor ts  over  t h e  1980s. 

Low wor ld  sugar p r i c e s  i n  t he  1980s r e s u l t e d  i n  reduced sugar expor ts  
from many developing count r ies ,  i n  d i v e r s i o n  o f  acreage t o  o the r  crops, 
and/or i n  increased domestic use. D i v e r s i f i c a t i o n  p r o j e c t s  reduce t h e  sho r t -  
run  e f f e c t s  of lower sugar expor ts  and f o r e i g n  exchange earnings, bu t  they  
a re  o f t e n  n o t  sus ta inab le  w i thou t  subsid ies i n  t h e  l ong  run. Resul ts  from 
a model s imu la t i on  o f  t rade  l i b e r a l i z a t i o n  i n  t h e  wor ld  sugar market show 
t h a t  developing count r ies ,  p a r t i c u l a r l y  expor te rs  i n  L a t i n  America and Asia, 
would ga in  i f  both  developed and developing coun t r i es  would agree t o  
e l i m i n a t e  t r a d e - d i s t o r t i n g  p o l i c i e s  i n  t h e  wor ld  sugar market. 



1. INTRODUCTION 

Sugar i s  produced widely in both developed and developing countries; 
t h u s  world sugar trade patterns are significantly affected by the 
agri cul tural trade pol i c ies  of the two groups of countries. Developed 
countries have t radi t ional ly subsidized sugar production and taxed sugar 
consumption, whi l e  developing countries often tax agricultural exports, 
e i ther  d i  rect ly or  through anti -export, import-substi t u t i  on 
industrializing policies. These trade biases have resulted in a decline 
of sugar export market share for  the developing countries as a group, 
countries tha t  generally have lower sugar production costs than beet sugar 
producers in developed countries, and which a t  one time supplied more than 
80 percent of world sugar exports. Low world sugar prices in the 1980s, 
combined with income growth and policies that  tend to  subsidize rather 
than tax sugar consumers, have made the developing countries a growth 
market for  sugar consumption and imports. This paper i s  concerned with 
the role of developing countries in world sugar trade and with the effect  
of government intervention in world sugar markets on tha t  trade. 

Government intervention in world sugar markets and i t s  effect  on 
devel oping countries is  of concern to  devel opment economists for  three 
reasons. Fi rst, many debt-l aden devel oping countries are seeking ways t o  
reori ent thei r economies toward greater market- and export-ori entat i  on 
under structural adjustment in i t i a t ives  supported by the World Bank and 
the International Monetary Fund. Yet, in the case of sugar, many of these 
countries have been forced by developed country pol ic ies ,  which 1 ower 
world sugar prices, t o  reduce production of export sugar and to  switch t o  
a1 ternative crops. Second, some developing countries have sought 
al ternat ive domestic uses for  sugar, such as in ethanol production or  in 
food and beverage industries. Diversification helps t o  mi t iga te  the 
short-run adjustment costs t o  low world sugar prices; however, 
diversification may a1 so resul t  in 1 ower incomes fo r  developing countries 
as compared to  a situation where developing countries were able t o  export 
sugar a t  free-market prices under trade 1 i beral i zation. Third, developed 
countries ' trade res t r ic t ions  on sugar have historical ly  1 ed to  world 
price instabi 1 i ty ,  1 argely in the residual international market for  export 
sugar. To the extent that th i s  price ins tabi l i ty  reduces the ab i l i ty  of 
government o f f i c i a l s  in developing countries to  plan and to  forecast 
foreign exchange earnings from sugar, then policy reforms could resul t  i n  
an important benefit t o  developing countries' sugar exports above any 
direct  effect  on export earnings. 

I t  has also been argued that the higher-than-world-market prices 
offered to  developing countries under developed countries' preferenti a1 
sugar import schemes have offset  the effects  of developed countries' 



pro tec t i on i sm i n  sugar. Countr ies t h a t  p a r t i c i p a t e  i n  t h e  European 
Communityi s  (EC) program, which p laces a  f l o o r  on t h e  l e v e l  o f  EC sugar 
imports,  have bene f i t ed  through h ighe r  expor t  earnings, b u t  c o u n t r i e s  t h a t  
p a r t i c i p a t e  i n  t h e  U.S. sugar quota have seen t h e i r  expo r t  earn ings f a l l  
because o f  d e c l i n i n g  U.S. impor ts .  To t h e  ex ten t  t h a t  bo th  schemes 1  i m i t  
expansion o f  developing coun t r i es  ' sugar expor ts  and 1  ower wor l  d  p r i ces ,  
however, these schemes c o n t r i b u t e  t o  t h e  i n e f f i c i e n c i e s  t h a t  plague t h e  
sugar market. The schemes a1 so reduce 1  onger-run employment and ea rn i  ngs 
o p p o r t u n i t i e s  i n  developing count r ies .  

I n  t h e  f o l l o w i n g  pages, we w i l l  examine t h e  r o l e  o f  developing 
c o u n t r i e s  i n  wo r ld  sugar product ion, consumption, and t rade,  a long w i t h  
t h e  e f f e c t  o f  bo th  developed and developing c o u n t r i e s i  sugar p o l i c i e s  on 
t h a t  t rade.  We w i l l  a l s o  p rov ide  a  s imu la t i on  o f  t h e  e f f e c t s  o f  t r a d e  
1  i bera l  i z a t i o n  on developing coun t r i es  ' sugar t r a d e  accord ing t o  a  p a r t i  a1 
e q u i l i b r i u m  model o f  t h e  wor ld  sugar market. 



2. TRENDS I N  DEVELOPING COUNTRIES' SUGAR PRODUCTION, 
CONSUMPTION, AND TRADE 

DEVELOPING COUNTRIES I N  WORLD SUGAR PRODUCTION 

Sugar i s  one o f  t h e  most w ide l y  produced a g r i c u l t u r a l  crops i n  t h e  
world. I n  1988 more than 100 coun t r i es  were producing beet  o r  cane sugar 
o r  both. Seventy-ni ne were devel oping count r ies .  Devel op i  ng coun t r i es  
have increased t h e i r  share o f  wor ld  sugar p roduct ion  i n  recent  years and 
c u r r e n t l y  account f o r  57 percent  o f  t h i s  p roduct ion  (F igure 1). 
Developing coun t r i es  i n  Asia account f o r  52 percent  o f  t h e  developing 
c o u n t r i e s '  share; those i n  Centra l  ~mer ica ' ,  25 percent; those i n  South 
America, 22 percent;  and those i n  A f r i ca ,  9 percent  (F igure 2). Sugar i s  
a l s o  produced i n  most developed countr ies.  New Zealand being t h e  main 
except i  on. 

Both c l i m a t e  and market f a c t o r s  have tended t o  f a v o r  sugar p roduct ion  
i n  developing count r ies .  A study o f  sugar p roduct ion  cos ts  i n  t h e  1960s 
found t h a t  cane su a r  expor te rs  ( t h a t  i s ,  t h e  developing count r ies ,  
Hawai i , and Aus t ra l  i a ? had a marked absolute advantage over  t h e  beet  sugar 
producers on t h e  whole (Grissa 1976). A more recent  study o f  sugar 
p roduct ion  cos ts  over 1979 t o  1986 found t h a t ,  on a r e f i n e d  value basis, 
t h e  sugar p roduct ion  cos ts  f o r  31 beet producers ranged from 25.5 t o  29.5 
cents p e r  pound as compared w i t h  17.54 t o  20.55 cents p e r  pound f o r  61  
cane producers (USDA 1989). Also found t o  c o n t r i b u t e  t o  t h e  cos t  
advantage over  beet  producers were cheap 1 abor i n cane-growi ng devel oping 
coun t r i es  and t h e  f a c t  t h a t  t r o p i c a l  cane m i l l s  can operate f o r  a much 
longer  campaign than t h e  temperate beet  producers, which are  l i m i t e d  t o  
per iods  when c o l d  weather prevents d e t e r i o r a t i o n  o f  t h e  beets between 
harves t  and processing . 

Among t h e  cane producers, product ion cos ts  f o r  raw cane sugar du r ing  
1979-1986 were lowest  f o r  t h e  A f r i c a n  (11.65 t o  14.5 cents p e r  pound) and 
South American (11 .3-15.l cents p e r  pound) producers on average, and 

The Cent ra l  America group inc ludes  t h e  Caribbean coun t r i es  and, when no t  
expl i c i  tl y exc l  uded, Mexico. 







highest i n  Asia and Oceania (13.3 t o  16.8 cents per pound) .' The f i ve  
1 owest-cost cane producers were Ma1 awi , South Africa, Swazi 1 and, Zambia, 
and Zimbabwe. Production costs  in the  seven la rges t  cane exporters - 
Cuba, Austral ia,Brazil  , Thai land, South Africa, Mauritius, and the  
Dominican Republic - averaged from 10.38 t o  13.07 cents/pound over the  8- 
year period. 

Between 1978 and 1988, several developing countries l o s t  ground i n  
t h e i r  r e l a t i ve  share of world production while others gained. The la rges t  
growth i n  sugar production (53 percent) occurred in the  Asian developing 
countries ( incl  uding the  countries of the  Middle East) ,  with China having 
the  1 argest  increase (116.6 percent) . Sugar production i n  the  African 
countries a s  a group rose by 45 percent. Sugar production in  South and 
Central America, excluding Mexico, stagnated o r  declined. W i t h  the  
exception of Thai 1 and, where sugar production grew by 58 percent, 
production growth was general l y  1 argest  in the  developing countries where 
sugar i s  grown primarily f o r  domestic consumption ra ther  than f o r  export. 

One reason f o r  these production s h i f t s  was the  turbulence of prices 
in world markets. Specif ical ly ,  the  sharp increase in world prices from 
1980 t o  1981, followed by a prolonged period of depressed world prices,  
caused a disadvantage f o r  many t rad i t iona l  sugar exporters from devel oping 
countries.  These were the  exporters who had t o  compete w i t h  subsidized 
exports from the  EC. Developing countries a l so  saw t h e i r  export markets 
decline a s  developed countries closed t h e i r  markets t o  sugar imports i n  
order t o  protect  domestic producers from low world sugar pr ices .  Sugar 
producers i n  devel oping countries where sugar consumpti on i s growing 
rapidly,  and/or where sugar production i s  subsidized, were able t o  expand 
t h e i r  production share. 

DEVELOPING COUNTRIES I N  WORLD SUGAR CONSUMPTION 

World sugar consumption grew a t  a f a i r l y  steady pace of about 2 
percent per year during the  1980s t o  an estimated 106 million metric tons 
in 1988 (Figure 3 ) .  Much of t h i s  growth occurred in the  developing 
countries whose sugar consumption, on average, increased a t  a r a t e  of 
about 5 percent annually during the  same p e r i ~ d . ~  In Western Europe, 
North America, and Japan, sugar consumption e i t h e r  stagnated o r  declined 
because of the  high i n i t i a l  levels  of per capi ta  consumption, the  sugar 

' In a study of agr icul tural  pricing policy, Krueger, Schiff ,  and Valdgs (1990) 
found t h a t  exchange r a t e  misalignment, which has tended t o  r a i s e  the  cost  of 
inputs used i n  sugar production, is  much higher in sub-Saharan Africa than in 
other developing countries.  I f  t h i  s mi sa l  ignment were corrected,  African sugar 
producers, on average, would probably be more competitive than sugar producers 
i n  South America. 

The Soviet Union and Eastern Europe a re  a l so  growth markets f o r  sugar. 





p o l i c i e s  t h a t  tend t o  t a x  sugar consumption, t h e  emergence o f  sugar 
subs t i t u tes ,  and the  low r a t e s  o f  popu la t ion  growth. F i ve  developing 
count r ies ,  China, Ind ia ,  Indonesia, Brazi  1, and Mexico, account f o r  
rough ly  30 percent  o f  wor ld  sugar consumption. Among t h e  developing 
count r ies ,  t h e  l a r g e s t  increases du r ing  1978 t o  1988 occurred i n  China 
(whose sugar consumpti on more than doubled) , o t h e r  Asian countr ies,  
Centra l  America ( p r i m a r i l y  Mexico) , and A f r i c a .  

Sugar consumpti on i n  devel oping coun t r i es  has been encouraged by 
h ighe r  popu la t i on  growth ra tes ,  by p o l i c i e s  t h a t  tend t o  promote r a t h e r  
than t a x  sugar consumption, by income growth, and by low i n i t i a l  per  
c a p i t a  consumption l e v e l s  i n  China, Ind ia ,  o the r  Asian countr ies,  and 
A f r i  ca (Tab1 e 1). Some devel oping country  expor te rs  - Braz i  1 , Mexico, and 
o t h e r  c o u n t r i e s i n  Centra l  and South America - had h ighe r  per  c a p i t a  
consumption l e v e l s  t h a t  r i v a l  those i n  t he  developed count r ies .  I n  these 
developing count r ies ,  sugar i s  an impor tan t  source o f  food energy so t h a t  
implementat ion o f  consumer t a x a t i o n  p o l i c i e s ,  such as those i n  t he  
developed count r ies ,  would have p a r t i c u l a r l y  adverse e f f e c t s  on 1 ow-income 
consumers. For t h i s  reason, many developing coun t r i es  t h a t  subs id ize  
sugar producers - l i k e  Mexico and B r a z i l  - a l s o  ma in ta in  sugar subs id ies  
f o r  consumers. 4 

DEVELOPING COUNTRIES I N  WORLD SUGAR TRADE 

Developing countr ies,  as a who1 e, account f o r  t h e  bul k  o f  wo r ld  sugar 
exports,  b u t  t h e i r  expor t  share dec l ined s t e a d i l y  from 1978 t o  1988 
(F igure 4) . I n  1978, developing coun t r i es  suppl i ed rough ly  70 percent  o f  
wor ld  exports,  b u t  by 1988 t h e i r  expo r t  share had dec l ined t o  63 percent.  
The stagnant na ture  o f  t he  wor ld  sugar market r e s u l t e d  i n  absolute 
decl  i nes  i n  t he  1 eve1 o f  developing coun t r i es '  sugar expor ts  f rom 1983 t o  
1988. 

Developing coun t r i es  as a group account f o r  t he  1 arges t  share o f  wor ld  
sugar imports  - 54 percent  i n  1988, up from 40 percent  i n  1978. Thus 
t rends  i n  wor ld  sugar t rade  tend t o  show a reve rsa l  o f  t he  t r a d i t i o n a l  
t r a d e  pa t te rns  o f  20 o r  30 years ago, i n  which the  developing coun t r i es  
supp l ied  about 80 percent  o f  exports, which went p r i m a r i l y  t o  t h e  
developed count r ies .  With r i s i n g  consumption and stagnant exports,  t h e  
developing coun t r i es  ' n e t  expo r t  p o s i t i o n  (expor ts  1 ess imports)  has 
eroded, w h i l e  t h e  developed coun t r i es '  t r ade  d e f i c i t  i n  sugar has almost 
d i  sappeared. The devel oping coun t r i es  ' sugar expor ts  exceeded t h e i  r 
imports  by about 3,000 tons i n  1988. 

4 A no tab le  except ion i s  Thailand, which implemented a p o l i c y  o f  t a x i n g  
consumers t o  support producer sugar p r i c e s  f o l l  owing t h e  decl  i n e  i n  wor ld  
sugar p r i c e s  i n  1982. However, Tha i land 's  pe r  c a p i t a  sugar consumption o f  
about 15 kg/capi ta/year  i s  r e l a t i v e l y  low compared w i t h  o the r  sugar 
expor ters.  



Table 1 - Per Capi ta Consumption o f  Sugar, Developed and Developing 
Countr ies, 1978 t o  1988 

1978 1983 1988 
(kg/person, raw va l  ue) 

Developed Countr ies: 

Developing Countr ies: 

E ~ Y  p t  
Morocco 
Other A f r i c a  

China 
I n d i a  
Indonesia 
I ran 
Phi 1 i ppi  nes 
Other Asia 

Braz i  1 
Other South America 

Mexico 
Other Centra l  America 

Other Devel op i  ng 

Source: I n t e r n a t i o n a l  Sugar Council Yearbooks, var ious  years; 
I n t e r n a t i o n a l  Monetary Fund, F inanc ia l  S t a t i s t i c s  Yearbook, 1989. 
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3. DEVELOPING COUNTRIES AND TRADE PROTECTIONISM 
I N  THE WORLD SUGAR MARKET 

It i s  general l y  recognized t h a t  developed coun t r i es  g i ve  s i g n i f i c a n t l y  
g rea te r  p r o t e c t i o n  t o  a g r i c u l t u r e  than t o  manufacturing, w h i l e  many 
developing coun t r i es  t a x  a g r i c u l t u r e  and p r o t e c t  manufactur ing from impor t  
compet i t ion  (Val d6s 1987) . These po l  i c y  biases have general 1 y  constra ined 
expansion o f  temperate and t r o p i c a l  a g r i c u l t u r a l  expor ts  f rom developing 
coun t r i es  and have r e s u l t e d  i n  a g r i c u l t u r a l  su rp l  uses i n devel oped 
count r ies .  I n  t h i s  sect ion,  we w i l l  examine the  ex ten t  t o  which 
developing and developed coun t r i es '  sugar p o l i c i e s  have an impact on wor ld  
sugar t rade.  

Previous s tud ies  o f  t he  wor ld  sugar economy have discussed t h e  t r a d e  
p ro tec t i on i sm t h a t  has r e s u l t e d  i n  r i s i n g  s e l f - s u f f i c i e n c y  i n  sugar 
p roduct ion  on t h e  p a r t  o f  bo th  developed and developing coun t r i es  ( G r i  ssa 
1976; H a r r i s  1987). Gr issa found t h a t  producer- importers from both  
developed and devel opi  ng coun t r i es  r a i s e d  t h e i r  1  eve1 s o f  se l  f - s u f f i  c i  ency 
i n  sugar p roduct ion  (def ined as t h e  r a t i o  o f  p roduct ion  t o  consumption) 
over  1951 t o  1970, b u t  t h e  increase was l a r g e s t  f o r  sugar impor te rs  i n  
developing count r ies .  However, because developed coun t r i es  took  t h e  bu l  k 
o f  developing coun t r i es  ' sugar expor ts  (more than 60 percent) ,  t h e  r i s e  i n  
developed c o u n t r i e s '  p roduc t i  on-consumpti on r a t i o s  was 1 a rge l y  responsi b l  e  
f o r  s lowing down expor ts  from developing count r ies .  For  example, t h e  EC, 
a major  sugar impor te r  i n  e a r l i e r  years, became a n e t  expo r te r  i n  t he  
middle 1970s. This  change has n o t  o n l y  l i m i t e d  sugar impor t  growth, bu t  
a1 so r e s u l t e d  i n  d i  sp l  acement o f  developing c o u n t r i e s '  sugar expor ts .  

A more recent  i n d i c a t o r  o f  t h e  degree o f  t rade  openness - t h e  ne t  
impor t  share o f  domestic consumption - i s  shown f o r  t h e  major  sugar 
impor te rs  i n  Table 2. Net import-consumption r a t i o s  dec l ined among bo th  
t h e  major  developed and developing sugar impor te rs  from 1978 t o  1988. 
However, t h e  decl i n e  has been c l e a r l y  t h e  l a r g e s t  f o r  t h e  EC, the  Un i ted  
States, and Japan. Those areas, import-consumpti on r a t i o s  decl i ned  by 
101.5, 66.4, and 19.2 percent, respec t i ve l y .  These th ree  areas accounted 
f o r  33 percent  o f  gross sugar imports  i n  1978, b u t  o n l y  19 percent  i n  
1988.~ Among t h e  developed countr ies,  o n l y  t he  import-consumption r a t i o  
f o r  Other Europe, which i n c l  udes Eastern Europe and non-EC count r ies ,  
increased du r ing  t h i s  per iod.  

Import-consumption r a t i o s  among impor te rs  from developing count r ies ,  
p a r t i c u l a r l y  China, Other Asia, and A f r i ca ,  a l s o  dec l ined b u t  a t  much 
lower r a t e s  than i n  t h e  developed count r ies .  The 1983 t o  1988 dec l i ne  i n  

The d e c l i n e  i n  t h e  EC's import-consumption r a t i o  i s  due t o  stagnant 
impor ts  and r a p i d l y  r i s i n g  exports.  



Table 2 - Net Import  Shares o f  Consumption, Developed and Developing 
Country Importers,  1978 t o  1988 

Developed Countr ies:  

Canada 
ECa 
Other Europe 
Japan 
Sov ie t  Union 
Un i ted  Sta tes  

Developing Countr ies : 

Egypt 
Morocco 
Other A f r i c a  
China 
Korea Republ i cc 
Other Asia 
South America 

Source: I n t e r n a t i o n a l  Sugar Counci 1 Yearbooks, va r i ous  years. 

a Negative import-consumpti on r a t i o  denotes n e t  expor te r .  
Ch ina 's  sugar impor ts  i n  bo th  1988 and 1989 were double t h e  l e v e l s  o f  
1986 and 1987 because o f  a p roduc t ion  s h o r t f a l l .  China 's  average impor t  
consumption r a t i o  over  1986 t o  1988 was 17 percent.  
Korea's s e l f - s u f f i c i e n c y  r a t i o  i n  1988 o f  more than 100 percent  i s  due t o  
s tockho ld ing .  I n  general ,  Korea imports  more raw sugar than i t  uses and 
re -expor ts  t h e  excess as r e f i n e d  sugar. 



import-consumption r a t i o s  i n  t he  A f r i c a n  coun t r i es  r e f l e c t s  t he  impact o f  
t he  reg ion  ' s  f o r e i g n  exchange d i f f i c u l t i e s ,  o f  t he  macroeconomic 
adjustment programs t h a t  responded t o  these f o r e i g n  exchange problems, and 
o f  t he  d e c l i n i n g  r e a l  pe r  c a p i t a  income du r ing  t h e  1980s (see Mosely and 
Smith 1989). As a  p a r t  o f  t he  adjustment programs, some A f r i c a n  coun t r i es  
have r a i s e d  t a r i f f s  on sugar, as we l l  as o the r  imports,  t o  conserve 
f o r e i g n  exchange earnings. 

TRADE EFFECTS OF DEVELOPED COUNTRIES' SUGAR POLICIES ON DEVELOPING 
COUNTRIES 

Trade r e s t r i c t i o n s  i n  major sugar- import ing developed coun t r i es  ( t he  
Uni ted States, Japan, and the  EC) are  based on v a r i a b l e  impor t  l e v i e s  o r  
r e s t r i c t i v e  impor t  quotas, which a1 low domestic sugar p r i c e s  t o  be 
maintained above wor ld  market l e v e l s .  The EC, i n  add i t i on ,  uses expor t  
subs id ies  t o  dispose o f  surp lus sugar p roduct ion  on the  wor ld  market. 
These p o l i c i e s  lower wor ld  p r i ces  by a r t i f i c i a l l y  r a i s i n g  domestic 
p roduct ion  and reducing domestic consumption. P r i c e  and vol  ume e f f e c t s  
together  t rans1 a t e  i n t o  a  1  oss t o  devel op i  ng-country expor te rs  o f  f o r e i g n  
exchange and wel fare.  On the  o t h e r  hand, t he  developing coun t r i es  t h a t  
are ne t  importers o f  sugar have bene f i t ed  from t r a d e  r e s t r i c t i o n s  because 
p r o t e c t i o n  has l e d  t o  lower wor ld  p r i c e s  o f  imports.  By i n s u l a t i n g  t h e i r  
sugar producers from changing wor ld  market cond i t ions ,  pol  i c i  es o f  
developed coun t r i es  a1 so promote i nstab i  1  i t y  i n  worl  d  sugar markets. 

Studies o f  developed coun t r i es '  p r o t e c t i o n  i n  the  wor ld  sugar market 
have genera l l y  assessed t h e  s t a t i c  e f f e c t s  o f  t h i s  p r o t e c t i o n  on t h e  wor ld  
sugar market, on expor t  earnings, on impor t  costs, and on the  r e s u l  t i n  
income gains and losses. I n  one o f  t he  e a r l i e s t  s tudies,  Snape (1963 ? 
found t h a t  raw sugar p r i c e s  i n  t he  major impor t  markets o f  t he  developed 
coun t r i es  were 60 t o  105 percent h igher  than the  free-market l e v e l .  Snape 
found t h a t  i f  impor t ing  coun t r i es  had pro tec ted  t h e i r  producers w i t h  
de f i c i ency  payments,& r a t h e r  than through h i g h  t a r i f f s  and exc ise  taxes, 
t he  free-market sugar p r i c e  would have r i s e n  i n  1959 by about 16 percent,  
wor ld  sugar consumption would have increased by about 30 percent  of ne t  
wor ld  t rade,  and developing coun t r i es '  expor t  earnings would have r i s e n  by 
h a l f  a  b i l l i o n  d o l l a r s  (1.4 b i l l i o n  i n  1980 d o l l a r s ) .  I n  a  l a t e r  study, 
Johnson (1966) found t h a t  i f  a l  1 support t o  sugar producers i n  developed 
coun t r i es  were ended, f r e e  t rade  i n  sugar would increase t h e  expo r t  
earnings received by developing coun t r i es  from the  f o l  low ing seven 
developed coun t r i es :  West Germany, t h e  Un i ted  States, I t a l y ,  France, t he  
Un i ted  Kingdom, Be1 g i  um, Luxembourg, and the  Nether1 ands. These seven 

A  proposal f o r  a  de f i c i ency  payment scheme t o  rep lace the  c u r r e n t  U.S. 
program f o r  sugar producers was prepared by the  Reagan Admini s t r a t i o n  i n  
1987. However, t he  admin i s t ra t i on  was unable t o  f i n d  t h e  support i t  
needed t o  i n t roduce  the  proposal as a  b i l l  f o r  cons idera t ion  by the  
Congress. 



alone increased developing c o u n t r i e s '  earnings by th ree  quar te rs  o f  a  
b i l l i o n  d o l l a r s  (2.1 b i l l i o n  i n  1980 d o l l a r s ) .  

More recent  s tudies,  summarized i n  Valdes (1987), i n d i c a t e  t h a t  wor ld 
sugar p r i c e s  would increase from 5 percent  (Tyers and Anderson 1986) t o  29 
percent  ( Z i  e t z  and Val des 1986) under t rade  1  i bera l  i z a t i  on (Tab1 e  3) . 
These r e s u l t s  a re  no t  s t r i c t l y  comparable because (1) they est imate r a t e s  
o f  p r o t e c t i o n  and t r a d e  f lows i n  d i f f e r e n t  years, and (2) they apply 
d i f f e r e n t  l i b e r a l i z a t i o n  scenarios - t o t a l  removal o f  p r o t e c t i o n  versus 
p a r t i a l  1  i bera l  i z a t i o n ,  and u n i l a t e r a l  (EC) versus mu1 t i  l a t e r a l  ( the  
Un i ted  States, t he  EC, and Japan). 

Z i e t z  and Valdes (1986) found t h a t  f o r e i g n  exchange earnings o f  
expor te rs  from developing coun t r i es  expor te rs  were reduced between 2.2 and 
5.1 b i l l i o n  i n  1980 d o l l a r s  per  year  as a  r e s u l t  o f  t h e  p r o t e c t i o n  t o  
sugar producers i n  i n d u s t r i a l  countr ies.  This  range o f  r e s u l t s  r e f l e c t s  
d i f f e r e n t  assumptions about t h e  domestic supply e l a s t i c i t i e s  (see Table 
4) .  The increase i n  t h e  developing coun t r i es '  import  b i l l  was 
considerably smal ler ,  ranging from about 300 t o  480 m i l l  i o n  i n  1980 
do1 1  ars  per  year  i n  a d d i t i o n a l  imports.  

These est imates may be conservat ive, however, because t r a d e  
l i b e r a l i z a t i o n  model i n g  e f f o r t s  do n o t  capture a1 1  o f  t he  p o t e n t i a l  long-  
run  gains t h a t  could r e s u l t  from a  permanent reduc t i on  i n  t rade  b a r r i e r s  
i n  i n d u s t r i a l  count r ies .  Such a  pol  i c y  re form would probably encourage 
developing coun t r i es  t o  d i r e c t  more resources toward increas ing  
a g r i c u l t u r a l  product ion,  t o  develop new expor t  products and 'expand t h e i  r 
processing operat ions,  and, more general l y ,  t o  he1 p  break t h e  c u r r e n t  

e l  imate i n  developing coun t r i es  o f  "expor t  pessimism" t h a t  i n h i b i t s  t h e  
adopt ion o f  expor t -o r ien ted  p o l i c i e s  i n  a g r i c u l t u r e ,  as we l l  as i n  o the r  
sectors.  

SUGAR P O L I C I E S  I N  DEVELOPING COUNTRIES 

Government i n t e r v e n t i o n  i n  developing coun t r i es  ' sugar sec tors  i s 
widespread. Many governments i n  developing coun t r i es  in te rvene i n  bo th  
a g r i c u l t u r a l  and nonagr icu l  t u r a l  markets t o  support s p e c i f i c  development 
ob jec t i ves .  Some s p e c i f i c  sugar i n t e r v e n t i o n s  are  designed t o  counteract  
t he  p r i c e  i n s t a b i l i t y  t h a t  charac ter izes  the  w o r l d ' s  sugar market, 
a l though t r a d e  and domestic p r i c e  i n t e r v e n t i o n s  may n o t  be t h e  f i r s t - b e s t  
way t o  achieve t h i s .  I n  developed coun t r i es '  p r e f e r e n t i a l  impor t  schemes 
o f f e r  higher-than-free-market p r i c e s  f o r  f i x e d  amounts o f  sugar exports.  
These schemes i n v i t e  government i n t e r v e n t i o n  and o f t e n  promote 



Table 3 - Estimated Trade Liberalization Effects on World Sugar Prices 
from Various Studies 

- - - -  

Study and Year Commodity 
Effect on World Price 

(percent change) 

ValdSs and 
Zietz (1980) 

Koester and 
Schmi d t  (1982) 

Roberts (1982) 

Matthews (1985) 

Zietz and 
Val dfis (1986) 

Tyers and 
Anderson (1986) 

Wong, S turg i ss ,  
and Borrell (1989) 

Sugar 
Confectionery 

Sugar 

Sugar 

Sugar 

Sugar 

Sugar 
Sugar 

Sugar 

Source : Val des (1987) . 
a Liberal i  z a t i  on in i ndustrial  market economies only. 

Liberalization in  a1 1 developing economies only. 
' Relaxation of production controls t o  a1 low more sugar production t o  respond 

t o  worl d pr ices ,  combi ned with 1 i beral i z a t i  on of Organization of Economic 
Cooperation and Development consumer prices.  



Table 4 - Changes i n  Prices, Export Revenues, and Welfare Caused by Trade L ibera l i za t ion  i n  Sugar: Varying Domestic Supply E l a s t i c i t i e s  

Country Supply E l a s t i c i t y  

Absolute Change ( b i l l i o n s  of 1980 do l la rs )  
Percentage 

Change Developing Countries' 
World World Foreign Exchange Exporters Import Net 
Pr ice ~ x ~ o r t s ~  Earnings Welfare B i  11 Welfare 

0.60 fo r  a l l  countr ies 16.7 12.4 2.75 0.60 -0.33 0.08 

0 .06  fo r  EC Members 13.6 10.4 2.19 0.46 -0.31 0.03 

6 .00  f o r  A l l  EC and 4 .0  fo r  A l l  Other Developed 29.4 31.3 5.11 1.25 -0.42 0.39 

1.20 f o r  A l l  Developing 12.9 16.8 3.04 0.49 -0.48 0.09 

Source: Valdes ( 1987 ) .  

a The sum of net exports of a l l  net export ing countr ies. 



i n e f f i c i e n c y  among sugar companies t h a t  d i v e r t  resources t o  ga in  access t o  
t h e  p r e f e r r e d  expor ts .  Many developing c o u n t r i e s  use t h e  h ighe r  p r i c e s  
of t h e  p r e f e r e n t i a l  markets t o  suppor t  p roducer 's  sugar p r i c e s  a t  above- 
f ree-market  l e v e l s .  It has been found t h a t ,  a t  t h e  o f f i c i a l  exchange 
r a t e ,  p r o t e c t i o n  f o r  sugar i n  developing c o u n t r i e s  i s  o f t e n  high, 
p a r t i c u l a r l y  i n  comparison t o  o t h e r  a g r i c u l t u r a l  
commodities, b u t  t h e  i n t e r v e n t i o n  i s  much l e s s  than i n  developed c o u n t r i e s  
(see Krueger, S c h i f f ,  and Valdes, 1990). 

A g r i c u l t u r a l  and t r a d e  p o l i c i e s  o f  developing c o u n t r i e s  a f f e c t  
i n c e n t i v e s  f o r  sugar p roduc t ion  and consumption i n  two ways.8 F i r s t ,  
d i r e c t  a g r i c u l t u r a l  p r i c e  i n t e r v e n t i o n s  s p e c i f i c a l l y  a f f e c t  t h e  p r i c e  o f  
sugar and c rea te  a  wedge between t h e  producer o r  consumer p r i c e  and t h e  
(world) border  p r i c e  (converted i n t o  l o c a l  currency a t  t h e  o f f i c i a l  
exchange r a t e ) .  As shown i n  Table 5, developing c o u n t r i e s  t h a t  impor t  
sugar - i l l u s t r a t e d  by Egypt, Morocco, Pakistan, and Turkey - tend t o  
implement sugar p o l i c i e s  t h a t  support  producer i n c e n t i v e s  above wor ld  
market l e v e l s ,  except i n  a  yea r  l i k e  1980 when wor ld  sugar p r i c e s  were 
except iona l  l y  high. Est imates o f  t h e  d i r e c t  nominal p r o t e c t i o n  r a t e s  
(NPRD) prov ided t o  producers a t  o f f i c i a l  exchange r a t e s  i n  these c o u n t r i e s  
ranged f rom 14 percent  t o  1,296 percent  i n  1970 and 1984. These r a t e s  were 
comparable t o  nominal r a t e s  o f  p r o t e c t i o n  f o r  raw sugar of 222, 188, and 
542 percent  i n  t h e  Un i ted  States,  t h e  EC, and Japan, respec t i ve l y ,  i n  1986 
(USITC 1990). The NPRDs were negat ive  f o r  t h e  impor t i ng  c o u n t r i e s  i n  
1980, which i n d i c a t e s  t h a t  t h e  p r i c e  sp ike  was n o t  f u l l y  passed through t o  
sugar producers i n  t h a t  year.  

Second, economywide o r  i n d i r e c t  i n te rven t i ons ,  such as exchange r a t e  
m i  sa l  i gnment and i n d u s t r i  a1 p r o t e c t i o n  f o r  i n p u t s  and o t h e r  goods a1 ong 
w i t h  se rv i ces  used by farmers, a f f e c t  a g r i c u l t u r a l  i ncen t i ves ,  b u t  more so 
i n  developing than i n  devel oped coun t r i es .  Est imated t o t a l  nominal 
p r o t e c t i o n  r a t e s  (NPRT) shown i n  Table 5, which i n c l u d e  t h e  d i r e c t  p r i c e  
i n t e r v e n t i o n s  p l u s  t h e  economy wide o r  i n d i r e c t  i n te rven t i ons ,  i n d i c a t e  
t h a t  economy wide i n t e r v e n t i o n s  have tended t o  t a x  sugar producers i n  t he  
impor t i ng  developing coun t r i es .  While s t i l l  p o s i t i v e  i n  some years, t h e  
l e v e l  o f  t o t a l  suppor t  i n  most o f  t h e  import-competing c o u n t r i e s  i s  
subs tan t i  a1 l y  1  ower than when on l y  t he  d i r e c t  i n t e r v e n t i o n s  a r e  
considered. For  example, i n  Pakistan, t h e  nominal r a t e  o f  p r o t e c t i o n  
dec l i ned  f rom 241 percent  t o  95 percent  i n  1970, and f rom 18 percent  t o  - 
12 percent  i n  1984. 

While most m u l t i l a t e r a l  and b i l a t e r a l  donors a re  promoting f r e e  markets 
and p r i v a t e  e n t e r p r i s e  i n  devel oping count r ies ,  developed c o u n t r i e s  ' sugar 
p o l i c i e s  tend t o  undermine these e f f o r t s .  

D e t a i l s  on t h e  methodology used t o  compute t h e  va r i ous  measures o f  
i n t e r v e n t i o n  can be found i n  Krueger, S c h i f f ,  and Valdes (1988). 



Table 5 - Sugar Pr i ce  in te rven t ion  Measures f o r  Selected Developing Countries, 1970, 1980, and 1984 ( i n  percentages) 

NPRD NPRT NPRDc NPRTc 
Country 1970 1980 1984 1970 1980 1984 1970 1980 1984 1970 1980 1984 

Importers 

0 y p t a  25.0 -79.0 1296.0 -53.0 -81.0 52.0 18.0 -47.0 90.0 -17.0 -52.0 5.0 
Morocco 66.0 -37.0 14.0 23.0 -58.0 -1.0 136.0 -25.0 19.0 117.0 -40.0 11.0 
Pakistan 241.0 -58.0 18.0 95.0 -71.0 -12.0 n.a. n.a. n.a. n.a. n-a. n.a. 
Turkey n.a. 192.0 172.0 n.a. 10.0 16.5 n.a. -94.9 -87.5 n.a. n.a. n.a. 

Exporters 

Dominican 
Republic (1)' -44.0 -56.5 -30.7 -60.0 -70.9 -72.4 -18.5 -66.2 -64.7 -35.1 -76.4 -81.7 

(2) ;  19.8 -55.3 77.4 23.3 -70.2 48.2 29.4 -65.2 -42.7 3.1 -75.8 -70.3 
Phi l ipp ines (I), -24.0 -23.0 -6.7 -37.0 -42.0 -24.0 -32.4 -31.6 10.6 -44.2 -48.2 -13.1 

( 2 )  48.0 -54.0 37.3 22.0 -65.0 11.6 31.6 -59.0 62.7 8.6 -69.0 27.0 

Thailand ( l je  23.8 -2.8 53.1 9.0 -13.0 34.0 68.6 55.6 161.3 48.5 38.6 128.4 
we 1.0 -21.0 23.0 37.5 26.0 110.7 

Source: Krueger, Schi f f ,  and Valdes (1990). 

NPRD = d i r e c t  nominal p ro tec t ion  r a t e  a t  the producer level; i t  measures the d i f ference between the domestic producer 
p r i c e  and the border p r i c e  evaluated a t  the o f f i c i a l  nominal exchange r a t e  as a propor t ion o f  the border price; 
(+) = subsidy, t - )  = tax. 

NPRT = t o t a l  nominal p ro tec t ion  r a t e  a t  the producer level; i t  includes d i r e c t  p ro tec t ion  measures i n  NPRD and ind i rec t  
measures such as exchange r a t e  misalignment and other i n d u s t r i a l  p ro tec t ion  pol ic ies;  the NPRT measures t h i s  
p ro tec t ion  r e l a t i v e  t o  the nonagr icu l tura l  p r i ces  t h a t  would p r e v a i l  i n  the absence o f  trade intervention; 
(+) = subsidy, ( - )  = tax. 

NPRDc, NPRTc = d i r e c t  nominal p ro tec t ion  r a t e  and t o t a l  nominal p ro tec t ion  r a t e  a t  the consumer level; ( -1  = subsidy, 
(+) = tax. 

Notes: 

a F i r s t  year o f  the study i s  1972. 

NPRDc i s  the  nominal r a t e  of p ro tec t ion  on consumer p r i ces  r e l a t i v e  t o  wheat prices; l a s t  year i s  1983. 

Border p r i c e  equivalents are ca lcu lated using a weighted average f.0.b. export p r i c e  f o r  Dominican raw sugar so ld 
on the world and U.S. Quota markets. 
Border p r i c e  equivalents 

Border p r i c e  equivalents 
Border p r i c e  equivalents 
Agreement. 

The equ i l i b r ium exchange 
The equi l ibr ium exchange 

are ca lcu lated using the f.0.b. export p r i c e  so ld  on the world market. 

are ca lcu lated using the f.0.b. export u n i t  p r i ce .  
are ca lcu lated using the spot p r i c e  set  by the In te rna t iona l  Sugar Organization 

r a t e  i s  computed ignor ing the current account d e f i c i t .  
r a t e  i s  computed tak ing i n t o  account the current account d e f i c i t .  



Estimates o f  t h e  d i r e c t  and t o t a l  nominal p r o t e c t i o n  r a t e s  f o r  
consumers (NPRDc and NPRTc) i n  t h e  impor t i ng  coun t r i es  suggest t h a t  sugar 
consumers, i n  c o n t r a s t  t o  those i n  developed count r ies ,  have been spared 
much o f  t h e  adverse e f f e c t s  o f  d i r e c t  sugar p r i c e  i n te rven t i ons .  The 
est imates o f  NPRTc a re  negat ive  o r  very  low, i n d i c a t i n g  t h a t  sugar 
consumption i s  genera l l y  taxed a t  very  low r a t e s  o r  i s  even subsid ized i n  
these coun t r i es .  

Sugar-export ing count r ies ,  such as t h e  Dominican Republ i c ,  t h e  
Phi 1  i pp i  nes, and Thai 1  and, a l s o  p ro tec ted  sugar producers r e l a t i v e  t o  t h e  
r e s i d u a l  wor ld  market p r i ce ,  except i n  1980. For  t h e  P h i l i p p i n e s  and t h e  
Dominican Republic, est imated NPRDs and NPRTs are genera l l y  p o s i t i v e  
r e l a t i v e  t o  t h e  wor ld  f r e e  market (see foo tno tes  c(2) and d(2) i n  Table 
5), bu t  negat ive  i n  r e l a t i o n  t o  average f .o.b. expor t  p r i c e s  (see 
foo tno tes  c(1) andd(1) i n  Table 5), which i nc lude  sugar expor ts  made under 
p r e f e r e n t i a l  arrangements. These coun t r i es  were ab le  t o  p r o t e c t  t h e i r  
farmers f rom low wor ld  sugar p r i c e s  through t h e  h ighe r  expo r t  p r i c e s  
o f f e r e d  i n  t h e  p r e f e r e n t i a l  markets, b u t  p a r t  o f  t h e  quota 's  proceeds were 
taxed away by t h e i r  governments. 

The data i n  Table 5 revea l ,  i n  general, t h a t  w h i l e  sugar consumption 
may be subsid ized i n  se lec ted  developing count r ies ,  t a x a t i o n  o f  sugar 
producers i s  r e l a t i v e l y  low. Thus, most o f  t h e  d i s t o r t i o n  i n  wor ld  sugar 
t r a d e  p a t t e r n s  appears t o  be caused by t h e  excessive p r o t e c t i o n  i n  
developed count r ies .  

The data a1 so revea l  t h a t  among t h e  developing coun t r i es  considered, 
Tha i land represents a  unique case. I n  c o n t r a s t  t o  t h e  o t h e r  expo r t i ng  
count r ies ,  sugar consumers are  h e a v i l y  taxed r a t h e r  than subsidized. I n  
1982 t o  p r o t e c t  i t s  sugar sec to r  f rom the  p r e c i p i t o u s  drop i n  sugar p r i c e s  
t h a t  occurred i n  t h a t  year, Thai land implemented a  two-pr ice  p o l i c y  t h a t  
e f f e c t i v e l y  taxed sugar consumers t o  support a  s t a b l e  sugar p r i c e  f o r  
producers. Moreover, as shown by i t s  very  low NPRD i n  1980 (-2.8 
percent),  Thai land was the  o n l y  count ry  t h a t  a1 lowed the  p r i c e  sp ike  o f  
1980 t o  pass through t o  sugar producers. I n  e f f e c t ,  Thai l a n d ' s  sugar 
po l  i c i e s  resemble those o f  developed count r ies ,  r a t h e r  than those o f  o t h e r  
developing count ry  exporters, which may e x p l a i n  much o f  i t s  success as a  
sugar expo r te r  d u r i n g  t h e  1980s. 

DEVELOPING COUNTRIES AND PREFERENTIAL SUGAR MARKETS 

P r e f e r e n t i a l  sugar impor t  schemes are mainta ined by t h e  EC, t h e  Un i ted  
States, and t h e  Sov ie t  Union ( the  l a t t e r  f o r  impor ts  f rom Cuba). Under 
these arrangements, b e n e f i c i a r y  coun t r i es  - p r i m a r i  l y  i n  A f r i ca ,  Centra l  
America, South America, and t h e  P a c i f i c  - export  f i x e d  amounts o f  sugar a t  
p r i c e s  w e l l  above f r e e  market p r i ces .  The p r e f e r e n t i a l  schemes p rov ide  a  
p r o d u c t - t i e d  income t r a n s f e r  t o  t h e  b e n e f i c i a r y  coun t r i es  whose s i z e  
depends on t h e  p r i c e s  pa id  i n  t h e  p r e f e r e n t i a l  market, t he  amount a1 lowed 



f o r  d e l i v e r y ,  and t h e  wor ld  market p r i ce .  I n  1988, about 50 percent  o f  
developing coun t r i es  ' expor ts  were s o l d  t o  p r e f e r e n t i a l  markets. 

S tud ies  o f  t he  e f f e c t s  o f  t h e  EC and U.S. p r e f e r e n t i a l  schemes on 
developing coun t r i es  have shown t h a t ,  whi 1 e some i n d i v i  dual coun t r i es  may 
b e n e f i t  f rom r e c e i v i n g  h igh  p r i c e s  f o r  a p o r t i o n  o f  t h e i r  exports,  
developing coun t r i es  as a group would b e n e f i t  f a r  more f rom f r e e  t r a d e  i n  
sugar. For instance, Koester and Schmitz (1982) found tha t ,  w i t h  t h e  
except ion o f  Ind ia ,  coun t r i es  t h a t  p a r t i c i p a t e  i n  t h e  EC ' S  p r e f e r e n t i a l  
system have genera l l y  bene f i t ed  from t h i s  program i n  terms o f  increased 
sugar expo r t  earnings. The coun t r i es  t h a t  p a r t i c i p a t e  i n  t h i s  scheme a r e  
p r i m a r i l y  small A f r i c a n  and Caribbean producers, and some o f  these 
c o u n t r i e s  would n o t  be ab le  t o  compete i n  t he  wor ld  sugar market under 
free-market condi ti ons. Koester and Schmi t z ,  however, d i d  n o t  examine t h e  
long- term e f f e c t s  o f  t h e  program on i n h i b i t i n g  expor t  expansion 
( p a r t i c u l a r l y  i n  some o f  t h e  A f r i c a n  count r ies) ,  o r  i t s  e f f e c t  on 
suppressing investment and employment o p p o r t u n i t i e s  i n  sugar r e f i n i n g  
capaci t y  . 51 I n  another  study, Roberts (1982) c a l c u l a t e d  t h a t  t h e  
developing coun t r i es  as a whole could expect an increase i n  w e l f a r e  o f  
between $370 m i  11 i o n  and $570 m i l  1  i o n  from the  EC'S t r a d e  1 i bera l  i z a t i o n  
i n  sugar, compared w i t h  a l o s s  o f  $170 m i l l i o n  t o  the  EC's b e n e f i c i a r y  
count r ies .  

The U.S. program, on the  o the r  hand, has n o t  o n l y  adversely  a f f e c t e d  
t h e  developing coun t r i es  as a group, b u t  a l s o  most o f  t he  coun t r i es  t h a t  
b e n e f i t  f rom U.S. preferences. I n  con t ras t  t o  t he  EC'S sugar impor t  
p o l i c y  of  s t a b l e  imports,  U.S. sugar imports  dec l ined s t e a d i l y  over  1983 
t o  1988. Thus, desp i te  r e c e i v i n g  higher-than-worl  d-market p r i c e s  f o r  
t h e i r  sugar expor ts  under t h e  U.S. quota, sugar expor t  earnings o f  U.S. 
t r a d i n g  pa r tne rs  f e l l  because U.S. sugar imports  dec l ined more than p r i c e s  
have increased. Countr ies i n  Centra l  America, South America, and t h e  
P h i l i p p i n e s  have been a f f e c t e d  p r i m a r i l y  by t h i s  dec l i ne .  For instance,  
t h e  Caribbean Basin coun t r i es  alone have l o s t  more than $300 m i l  l i o n  pe r  
yea r  i n  expo r t  earnings s ince  1986 because o f  sugar quotas, and t h e i r  
t o t a l  losses from 1982 t o  1989 have amounted t o  about $1.8 b i l l i o n  
(Overseas Development Counci 1 1989) .I0 Net expor t  1 osses o f  devel op i  ng 
coun t r i es  from U.S. p o l i c i e s  i n  1989 a re  est imated a t  $700 m i l l i o n  i n  

The adverse e f f e c t  on t h e  A f r i c a n  coun t r i es  i s  noted because more than 
50 percent  o f  these c o u n t r i e s '  sugar imports  a re  supp l ied  by t h e  EC i n  
r e f i n e d  form. 

These est imates o f  earn ing losses from gross expor ts  assume t h a t  i n  t h e  
absence o f  U.S. quotas, developing c o u n t r i e s '  expor ts  t o  t h e  Un i ted  Sta tes  
would be the  same from 1975 t o  1981 ( the  pre-quota per iod)  a t  a f ree-  
market p r i c e  o f  15 cents  per  pound. The est imates do no t  account f o r  
expor t  earn ings t h a t  have been generated by developing coun t r i es  through 
d i v e r s i o n  o f  sugar resources i n t o  o t h e r  expor t -earn ing a c t i v i t i e s .  



1989, despi te  the  gain of about $135 mill ion from higher preferent ia l  
prices.  

GOVERNMENT INTERVENTION I N  THE WORLD SUGAR 
MARKET AND EXPORT TRENDS I N  
DEVELOPING COUNTRIES 

The e f f ec t s  of both developed and developing countries ' intervention 
i n  sugar markets during the  1980s can best be summarized through an 
analysis of changes i n  the  export market shares of individual sugar 
exporters.  As the  price of sugar f e l l  t o  around 5 t o  8 cents/pound, raw 
basis,  during t h i s  period and as few, i f  any, countries have production 
costs  t ha t  low, the  a b i l i t y  t o  survive in  the  sugar market during the  
1980s basical ly  depended on a country 's  sugar pol ic ies .  The trend in  
export market shares from 1978 t o  1988 i s  shown in  Table 6. 

Sugar exports became more concentrated among sugar exporters in  
developed countries,  par t icular ly  the  EC and Austral i a ,  during the  1980s 
and among the  top three  exporters among developing countries exporters - 
Cuba, Brazil ,  and Thailand. The average export share i n  developed 
countries rose from 31.4 percent i n  1978 t o  1980, t o  38 percent i n  1986 t o  
1988, while the  share of the  top three  developing countries rose from 38.5 
t o  40 percent. However, Brazi 1 ,  Cuba and Thai l and ' s  combined share of 
t o t a l  developing countries '  sugar exports rose from 56 percent in  1978 t o  
1980 t o  64 percent in 1986 t o  1988. 

The success of these countries in maintaining a r e l a t i ve ly  large share 
of the  sugar market i s  par t ly  due t o  government intervention,  which 
cushioned their  sugar producers from the low world prices during t h i s  
period. More than 80 percent of Cuba's sugar cane i s  produced on s t a t e  
farms t h a t  a re  managed t o  meet production ta rge t s .  Cuba has a1 so exported 
more than 50 percent of i t s  sugar exports t o  the  Soviet Union under 
preferenti  a1 sugar arrangements. l1 However, while Brazil and Cuba 
ma! ntai  ned t h e i r  export shares, Thai 1 and ' s export share more than doubled. 
In addition t o  i t s  export-oriented sugar pol ic ies ,  Thai land i s  a1 so the  

l1 Although these t rade benef i ts  with the  Soviet Union s t i l l  e x i s t ,  i t  i s  
l i ke ly  they will  be reduced i n  the  future .  In the  past ,  Cuba has sold i t s  
sugar t o  the  Soviet Union in exchange f o r  petroleum, other  products, and 
rubles. The Soviets have generally paid a premium over the  prevailing 
world price f o r  sugar. However, Soviet and Eastern European governments 
plan t o  do business with Cuba i n  hard currency ra ther  than in  rubles 
s t a r t i n g  in  1991. This change most l i ke ly  will r e su l t  in a reduction in  
the  sugar premium, a s  well as  in the  volume of sugar purchased by the  
Soviet Union. 



Table 6 - Export Shares of Major Sugar Exporters, 1978 t o  1980 and 
1986 t o  1988 (percent) 

Export i ng Year Percent 
Country/ Average Average Change in 
Region 1978 t o  1980 1986 t o  1988 Export Share 

Developing 
Countries : 68.6 

Argentina** 1.5 
Brazi 1 ** 8.4 
Cuba*** 26.6 
Dominican Republic** 3.6 
F i j i *  1.7 
Guatemala** 0.7 
Mauritius* 2.5 
Mexico** 0.1 
Phi 1 i ppi nes** 5.3 
Swaziland* 1 .O 
Thai 1 and 3.5 
Other Central 
America* 3.6 

Other Central 
America** 3.8 

Other devel oping 6.3 

Developed 
Countries:' 31.4 

Austral i a  8.2 
EC . 14.8 
South Africa 3.1 
Other Europe 3.4 
Other developed 1.9 

Source: International Sugar Council. Yearbooks, various years.  

Includes exports of central  1 y-pl anned countries. 

* Indicates countries tha t  s e l l  more than 10 percent of t h e i r  t o t a l  
s a l e s  under preferential  access t o  EC sugar market. 

** Indicates countries tha t  s e l l  more than 10 percent of t h e i r  t o t a l  
sa les  under preferential  access t o  U.S. sugar market. 

*** Sales t o  USSR under preferential  arrangements. 



o n l y  major expo r te r  among developing coun t r i es  t h a t  marg ina l l y  
p a r t i c i p a t e s  i n  t h e  p r e f e r e n t i a l  impor t  schemes o f  devel oped count r ies .  

The expo r t  shares o f  o t h e r  expor te rs  among developing coun t r i es  - 
except Swazi 1 and, Mexico, Guatemala, and M a u r i t i u s  - decl  i ned du r ing  1978 
t o  1988. Mexico's increased expor ts  fo l lowed from i t s  sugar self; 
s u f f i c i e n c y  program, which granted sugar producers l a r g e  subsid ies.  
Guatemal a impl  emented a major investment program f o r  expor ts  o f  p l  a n t a t i  on 
wh i te  sugar i n  t h e  mid-1980s w i t h  much o f  t h e  increased expor ts  being s o l d  
t o  t h e  Sov ie t  Union; i t s  maintenance o f  a favorab le  exchange r a t e  aga ins t  
t h e  U.S. d o l l a r  has a l s o  promoted sales t o  neighbor ing South American 
count r ies .  

Countr ies t h a t  experienced the  l a r g e s t  dec l i nes  i n  sugar expo r t  shares 
were genera l l y  those associated w i t h  the  U.S. quota market. These 
c o u n t r i e s '  c o l l e c t i v e  expor t  share dec l ined by 30 percent  from 1978 t o  
1988, w h i l e  developing coun t r i es  t h a t  p a r t i c i p a t e d  i n  t h e  EC quota 
mainta ined t h e i r  c o l l e c t i v e  expor t  share a t  about 8 percent  o f  t h e  sugar 
market. Swaziland and Maur i t ius ,  bo th  low-cost A f r i c a n  sugar producers, 
were a b l e  t o  expand o r  main ta in  t h e i r  expor t  shares as a r e s u l t  o f  t h e  
s t a b l e  EC market. M a u r i t i u s  expor ts  80 percent  o f  i t s  sugar t o  t h e  EC and 
Swazi 1 and exports  47 percent.  Swazi 1 and a1 s o b e n e f  i t e d  from a 30 percent  
increase i n  i t s  EC quota du r ing  t h i s  per iod.  

The d e c l i n e  i n  expor ts  by U.S. quota coun t r i es  was accompanied by 
subs tan t i a l  s o c i a l  adjustment cos ts  because sugar cane i s  o f t e n  mono - 
cropped i n  devel oping coun t r i es  and because sugar cane i nvo l ves  h igher  
i n i t i a l  f i x e d  investment cos ts  when compared t o  beet  p roduct ion  i n  
developed count r ies .  Some countr ies,  p a r t i c u l a r l y  those i n  Centra l  
America, attempted t o  d i v e r s i f y  ou t  o f  expo r t i ng  sugar and i n t o  conve r t i ng  
sugar t o  ethanol,  e i t h e r  f o r  domestic use o r  f o r  expor t .  Domestic sugar 

Less than 1 percent  o f  Tha i land 's  expor ts  a re  s o l d  t o  t h e  Uni ted States. 

l3 Mexico was a n e t  impor te r  i n  1989 and 1990 f o l  lowing crop s h o r t f a l l s .  

l4 Guatemala has a1 so bene f i t ed  from quota-exempt sugar sales t o  t h e  Un i ted  
States.  Under t h i s  program, a d d i t i o n a l  amounts o f  raw sugar can be 
imported i n t o  t h e  Un i ted  Sta tes  prov ided t h e  sugar i s  re-expor ted i n  
another form. While t h e  quota-exempt program does n o t  add t o  n e t  sugar 
trade, t he re  i s  an e q u i t y  e f f e c t  t o  t h e  ex ten t  t h a t  U.S. expor ts  o f  
processed sugar products promote devel oping coun t r i es  ' raw sugar expor ts  
and d i sp lace  processed sugar-conta in ing expor ts  from t h e  EC ( f o r  more on 
the  t r a d e  i n  sugar-conta in ing products, see Jabara [I9891 ) . 
l5 M a u r i t i u s  impl emented a successful  sugar d i v e r s i f i c a t i o n  program du r ing  
t h e  1980s. I t s  dependence on sugar f o r  f o r e i g n  exchange earn ings decl i ned  
from 60 t o  30 percent  i n  t h e  e a r l y  1980s. 



use in food and beverage industr ies  has a l so  been encouraged.I6 Low 
export pr ices  f o r  sugar and high world petroleum pr ices  in the  ea r ly  1980s 
made the ethanol projects  look economically sound, but t h i s  s i t ua t i on  can 
ea s i l y  be reversed when world petroleum pr ices  decline.  To the  extent  
t h a t  these projects  a r e  prof i table  without subsidies,  they mi t i g a t e  the  
short-run costs  of adjustment t o  reduced sugar exports and a l so  r a i s e  
income leve l s  in the  developing countries.  However, t o  the  extent  t h a t  
the  resources used in d ivers i f i ca t ion  projects  could yie ld  g rea te r  output 
and earnings as  sugar exports under f r ee  t rade,  then these p ro jec t s  (and 
reduced sugar exports) 1 ower devel opi ng countri e s  ' incomes and standards 
of l iv ing  a s  compared t o  a free-trade s i tua t ion .  

l6 In addit ion t o  Brazil ,  which has long had a program t o  produce ethanol 
from sugar, those t h a t  have examined the  ethanol option include Costa 
Rica, the  Dominican Republ i c ,  El Sal vador, Guatemala, Jamaica, and the  
Phil ippines.  



4. SUGAR TRADE LIBERALIZATION: 
RESULTS FROM A RECENT MODEL SIMULATION 

I n  t h i s  s e c t i o n  we w i l l  p resent  s imu la t i on  r e s u l t s  o f  t h e  e f f e c t s  o f  
t r a d e  l i b e r a l i z a t i o n  i n  t h e  wor ld  sugar market on developing c o u n t r i e s '  
t rade.  The a n a l y s i s  i s  based on a  nonspat ia l  p r i c e  equi 1  i br ium model o f  
t h e  wor ld  g ra in ,  soybean, sugar, and meat markets t h a t  i s  descr ibed i n  
d e t a i  1  i n  Z i e t z  and Val des (1990). However, on l y  t h e  sugar submodel i s  
s imulated.  The model, which i s  comparative s t a t i c  i n  na ture  and p a r t i a l  
equi 1  i b r i  um, i s  bu i  1  t around constant  e l a s t i c i t y  demand and supply  
f u n c t i o n s  t h a t  a re  modeled i n  terms o f  percentage changes f rom a  base 
per iod .  The model i s  an extension o f  t he  models c i t e d  i n  Valdes and Z i e t z  
(1980) and Z i e t z  and Valdgs ( l986) ,  b u t  i t  goes beyond these and o t h e r  
s tud ies  o f  t h e  wor ld  sugar market i n  t h a t  i t  inco rpo ra tes  t h e  l a t e s t  
a v a i l a b l e  i n f o r m a t i o n  on t h e  p r i c e  i n c e n t i v e s  f a c i n g  sugar producers and 
consumers i n  devel oping count r ies .  An impor tan t  omission o f  t h e  ana l ys i s ,  
bu t  one t h a t  i s  cons i s ten t  w i t h  o the r  s tud ies  o f  developing c o u n t r i e s '  
sugar t rade,  i s  t h a t  t h e  model does n o t  i nco rpo ra te  l i nkages  w i t h  t h e  corn  
sweetener market i n  t h e  Un i ted  States. 

The model i nco rpo ra tes  p o l  i c y  i n f o r m a t i o n  as measures o f  producer and 
consumer subsidy equ iva len ts  (PSEs and CSEs). These a re  t h e  measures o f  
p r o t e c t i o n  t h a t  a re  c u r r e n t l y  i n  use i n  t h e  Uruguay Round o f  M u l t i l a t e r a l  
Trade Nego t i a t i ons .  PSEs f o r  sugar a re  c a l c u l a t e d  by es t ima t i ng  t h e  
income e f f e c t s  o f  t h e  i n d i v i d u a l  p o l i c y  measures t h a t  a f f e c t  i n c e n t i v e s  
f o r  p roduc t i on  o f  sugar. These i n d i v i d u a l  measures a re  then added 
toge the r  t o  ge t  an aggregate producer support  measure, t h e  PSE. CSEs a re  
s i m i l a r l y  c a l c u l a t e d  f rom i n d i v i d u a l  support  measures f o r  consumers. 

Scenarios. The l i b e r a l i z a t i o n  scenar ios a re  based on reduc t ions  i n  
t h e  producer and consumer subsidy equ iva len ts  (PSEs and CSEs, 
r e s p e c t i v e l y ) .  The 1981-83 base represents ac tua l  average sugar 
product ion,  consumption, t rade,  and p r i c e s  f rom 1981 t o  1983. The 
f o l l  owing scenar ios a re  considered: 

1. 20-year f o recas t  w i t h  no po l  i c y  change (Base L i n e  Run). 
2. 10 percent  reduc t i on  i n  U.S. producer and consumer subsidy 

equ iva len ts  . 
3. 50 percent  reduc t i on  i n  U.S. PSEs and CSEs. 
4. Reduction t o  zero o f  U.S. PSEs and CSEs. 
5. Reduction t o  zero o f  PSEs and CSEs f o r  t h e  Un i ted  Sta tes  and a l l  

member coun t r i es  o f  t h e  Organ iza t ion  f o r  Economic 
Cooperat ion and Development (OECD) . 

6. Reduction t o  zero o f  PSEs and CSEs f o r  t h e  Un i ted  States,  a1 1  
OECD count r ies ,  and a l l  developing coun t r i es .  



Assumptions. The sugar t r a d e  model was s imulated under t h e  f o l l o w i n g  
assumptions: 

No 1  i n k  e x i s t s  through c ross -p r i  ce e l  a s t i c i  t i e s  o r  income 
e f f e c t s  t o  o t h e r  commodities (e.g., coarse g r a i n s  i n  t h e  case o f  
t h e  Un i ted  Sta tes) .  
Income growth r a t e s  f o r  agr icu l tu re -based LDCs e n t e r  i n t o  t h e  
model exogenously and do n o t  exceed 4 percent  pe r  year.  
Exogenous ( p r i c e  independent) p roduc t ion  growth i s  1  i m i  t e d  t o  a  
maximum o f  1 percent  pe r  year  f o r  i n d u s t r i a l  i z e d  coun t r i es .  For  
t h e  Un i ted  States,  t h e  va lue i s  zero. 
The income e l a s t i c i t i e s  o f  sugar demand a re  s e t  t o  0.06 f o r  a l l  
i n d u s t r i a l i z e d  coun t r i es .  They a re  l i m i t e d  t o  a  maximum o f  . 3  
f o r  a l l  LDCs (see Z i e t z  and Valdgs [I9901 f o r  more d iscuss ion) .  

The Zietz-Vald6s model ignores  t h e  comp lex i t i es  o f  t h e  adjustment pa th  
t o  t he  new e q u i l i b r i u m .  It assumes t h a t  a l l  long-run changes occur  
s imul taneously  a t  t h e  base p r i c e s .  A11 exogenous changes a re  t r a n s l a t e d  
i n t o  excess demands a t  t h e  base per iod,  and the  model p r o j e c t s  t h e  p r i c e  
adjustment needed t o  e l i m i n a t e  these excess demands. A l l  q u a n t i t i e s ,  
p r ices ,  and p r o t e c t i o n  r a t e s  apply  t o  t he  pe r i od  o f  1981 t o  1983. It may 
be noted i n  t h i s  con tex t  t h a t  t h e  average p r o t e c t i o n  r a t e  f o r  t h a t  p e r i o d  
matches t h a t  f o r  t h e  end o f  1989 o r  t h e  beginning o f  1990 f a i r l y  c l o s e l y .  

The model s imu la t i on  r e s u l t s  a re  shown i n  Tables 7-10. Table 7  
presents ac tua l  U.S. sugar product ion,  consumption, and n e t  impor ts  i n  
1981 t o  1983 and as p red i c ted  f o r  2002 under t h e  var ious  scenar ios 
discussed above. For example, under s imu la t i on  4 (removal o f  U.S. PSEs 
and CSEs) , U.S. n e t  sugar impor ts  increase from 2,843 (1981 t o  1983 base) 
t o  3,322 thousand m e t r i c  tons i n  2002, ma in ly  as t h e  r e s u l t  o f  an inc rease 
i n  consumption r e l a t i v e  t o  t h e  base l i n e .  The changes i n  t h e  wor ld  sugar 
p r i c e  and i n  U.S. q u a n t i t i e s  r e s u l t i n g  f rom t h e  va r i ous  po l  i c y  scenar ios,  
as compared t o  t h e  base l i n e ,  a re  shown i n  Table 8. With complete U.S. 
t r a d e  l i b e r a l i z a t i o n ,  t h e  wor ld  p r i c e  o f  sugar r i s e s  by about 2 percent  
from t h e  base l i n e  scenario,  b u t  U.S. impor ts  r i s e  by about 40 percent.  
Under complete OECD t r a d e  1  i bera l  i z a t i o n ,  t h e  inc rease i n  U.S. sugar 
impor ts  i s  l e s s  than under complete U.S. 1  i b e r a l  i z a t i o n  because o f  t o  t h e  
g r e a t e r  inc rease i n  t h e  wor ld  sugar p r i c e  t h a t  f o l l o w s  f rom t h e  reduc t i on  
i n  sugar producer subs id ies  i n  o t h e r  developed coun t r i es .  

Table 8 shows t h a t  g loba l  t r a d e  l i b e r a l i z a t i o n ,  i n c l u d i n g  t h e  
developing coun t r i es ,  would depress wor ld  sugar p r i c e s  as compared t o  t h e  
base 1  i ne. Thi s  depression would r e s u l t  f rom developing c o u n t r i e s  
producing more sugar and consuming ( import )  l e s s  under t r a d e  
l i b e r a l i z a t i o n .  



Table 7 U.S. Sugar Production, Consumption, and Net Im o r t s ,  1981-1983, and 
Predicted f o r  2002 Under Various Scenarios f 1,000 metr ic  tons)  

Net 
Simul ation/Assumption Consumption Production Imports 

Actual 8,164 5,321 2,843 

20-year f o r e c a s t  8,393 6,031 2,362 

10 percent  reduction 
U.S. PSEs and CSEs 8,437 5,976 2,461 

50 percent  reduction 
U.S. PSEs and CSEs 8,606 5,768 2,838 

U.S. PSEs and CSEs 
reduced t o  ze ro  8,798 5,476 3,322 

U.S. & OECD PSEs and 
CSEs reduced t o  zero 8,574 5,664 2,910 

U.S., OECD, & devel- 
oping coun t r i e s '  t r a d e  
1 i beral  i z a t i  on 8,867 5,421 3,446 

Table 8 Change i n  World Pr ice  and i n  U.S. Sugar Production, Consumption, 
and Net Imports Rela t ive  t o  Base Line (percent )  

Simulation World P r i ce  Consumption Production Net Imports 



Table 9  Net Imports, by Developing Country Region, Actual f o r  
1981 t o  1983 and Pred ic ted  f o r  2002, Under Various Scenarios 
(1,000 m e t r i c  tons) 

North A f  ri ca/ Sub-Saharan Centra l  /South 
S imula t ion  Asia Middle East A f r i c a  America 

Note: Parentheses stand f o r  n e t  exports.  

Table 10 Decrease ( - ) i n  Imports o r  Increase i n  Exports by Developing 
Country Region, Re la t i ve  t o  Base L ine  (percent) 

North A f r i c a /  Sub-Saharan Centra l  /South 
S imula t ion  Asia Middle East A f  ri ca America 



Tables 9-10 show the  e f f e c t s  o f  t he  var ious  t r a d e  1  i b e r a l i z a t i o n  
scenarios on t h e  developing count r ies .  The base l i n e  shows t h a t  w i thou t  
any po l  i c y  change, two reg ions  (Asia and Sub-Saharan A f r i c a )  con ta i  n i  ng 
developing coun t r i es  t h a t  were n e t  sugar expor te rs  i n  1981 t o  1983 w i l l  
benet impor t i ng  reg ions  i n  t he  year  2002 because of r a p i d l y  growing 
consumpti on. U.S. t r a d e  1  i bera l  i z a t i  on would r e s u l  t i n  g rea te r  n e t  
expor ts  f rom Centra l  and South America, as we l l  as a  reduc t i on  i n  n e t  
impor ts  o f  t h e  o t h e r  reg ions  (Asia, Sub-Saharan A f r i c a ,  and North 
Afr ica/Mi dd l  e  East) . With a d d i t i o n a l  t r ade  1  i bera l  i z a t i  on by o t h e r  OECD 
members, however, t he  e f f e c t  on the  wor ld  sugar p r i c e  and on developing 
c o u n t r i e s '  t r ade  p o s i t i o n  i s  much greater :  t h i s  s i m u l a t i o n  r e s u l t s  i n  a  
14 percent  increase i n  t he  wor ld  sugar p r i c e  from t h e  base l i n e  and i n  
1  arger  increases i n  developing c o u n t r i  es ' expor ts  and/or r e d u c t i  ons i n n e t  
imports.  Despi te reduced U.S. imports  under t h i s  scenario, as compared t o  
the  scenar ios o f  U.S. t r ade  l i b e r a l i z a t i o n  only,  n e t  expor ts  from Centra l  
and South American coun t r i es  r i s e  by 12 percent  (compared t o  t h e  base), 
and n e t  imports  i n  Asia dec l i ne  by 60 percent  from t h e  base l i n e .  

With t r a d e  1  i b e r a l  i z a t i o n  by t h e  developing c o u n t r i e s  as we1 1  as by 
t h e  OECD count r ies ,  t h e  wor ld  p r i c e  dec l ines  by about 2  percent  as 
compared t o  t h e  base wor ld  p r i c e  (scenar io 6). The developing count ry  
reg ions  experience a  f u r t h e r  increase i n  n e t  expor ts  o r  a  decrease i n  n e t  
imports .  The most no tab le  change i s  i n  Asia, which becomes a  n e t  sugar 
expo r t i ng  reg ion  i n  t h i s  scenario. The change i n  As ia ' s  n e t  sugar t rade  
i s  due t o  a  reduc t i on  i n  sugar consumption subsidies, as w e l l  as a  
r e l a x a t i o n  o f  p r i c e  p o l i c i e s  t h a t  t a x  sugar producers i n  those count r ies .  
The 1.6 percent  d e c l i n e  i n  t h e  wor ld  sugar p r i c e  from the  base l i n e  and 
the  magnitudes o f  t h e  changes i n  t r a d e  f lows i n d i c a t e  t h a t  a l l  developing 
coun t r i es  would b e n e f i t  f rom a  s i t u a t i o n  o f  complete t r a d e  1  i bera l  i z a t i o n  
i n  sugar. Expor t ing  coun t r i es  woul d  benef i t through increased expo r t  
volumes and earnings - desp i te  t h e  dec l i ne  i n  t h e  wor ld  p r i c e  - and 
impor t i ng  coun t r i es  would b e n e f i t  f rom the  lower impor t  p r i c e .  



5. CONCLUSIONS 

Traditional ly ,  the  world sugar market has been dominated by low-cost 
sugar exports from developing countries.  In recent decades, however, 
t rade protection by industr ia l  ized countries has resulted in a s ign i f ican t  
decline in developing countr ies '  export share in sugar, while exports from 
developed countries have increased. High ra tes  of import protection in  
industr ia l ized sugar importers ( the  United S ta tes ,  the  EC, and Japan, a s  
well as  others  in  Western Europe) and subsidized exports (primarily from 
the  EC) depress world sugar prices and developing countr ies '  export 
revenues. A1 though some developing countries a re  net sugar importers, and 
thus benefit  through lower import costs ,  the  developing countries as  a 
group a re  net losers  from these pol ic ies .  

I t  has often been argued tha t  developing countr ies '  taxation of 
agr icul ture  i s  an important fac tor  inhibi t ing agr icul tural  export growth; 
however, we did not f ind t h i s  t o  be necessari ly the  case f o r  sugar. Many 
developing countries have supported sugar producers, par t i cu la r ly  during 
periods of low world pr ices ,  b u t  t h i s  protection i s  much lower than in  
developed countries.  We do show tha t  developing countries would gain in 
general from removal of the  anti-export bias t ha t  taxes agr icul tural  
products, b u t  they would have a greater  incentive t o  do t h i s  i f  developed 
countries would el iminate t h e i r  sugar protection and a1 low more export 
opportunit ies.  

Contrary t o  supporters of U.S. sugar pol ic ies ,  some recent s tudies  
have found tha t  developing countries have not benefited from the  U.S. 
sugar quota. Since 1981, U.S. sugar imports have decl ined sharply, along 
with sugar export earnings of U.S. quota countries.  Moreover, the  large 
difference i n  p ro f i t s  between world and U.S. quota sugar s a l e s  often 
promotes government intervention and inefficiency in quota countries 
because of the  need t o  a l loca te  the declining quota ren ts  among d i f fe ren t  
exporters.  The EC,  on the  other  hand, maintains a f l oo r  on i t s  sugar 
imports, and export earnings of the  EC beneficiary countries have 
increased under i t s  preferent ia l  program. The EC'S program, however, 
suppresses long-run export expansion and development of sugar processing 
a c t i v i t i e s ,  par t i cu la r ly  in low-income countries i n  Africa. 

From 1978 t o  1988 sugar exports became more concentrated among the  
developed countries and the  top three  developing country exporters - Cuba, 
Brazil,  and Thailand - countries t ha t  do not depend t o  a large extent on 
the  U.S. sugar market and tha t  a lso  subsidize sugar production. Thai land, 
whose sugar export market share more than doubled, re1 i e s  the  1 eas t  on 
preferent ia l  import schemes of developed countries.  In 1982 i t  
implemented a policy of taxing sugar consumers t o  subsidize sugar 
producers - a regime tha t  fol lows the ones commonly adopted in  developed 



countries.  Developing countries t ha t  have t rad i t iona l  l y  depended on the  
U.S. market f o r  a large part  of t h e i r  sugar s a l e s  ( the Philippines and 
countri es  in Central Ameri ca) experi enced the  1 argest  decl i ne i n  export 
market share (30 percent), while the  export share of developing countries 
t h a t  t r ad i t i ona l ly  s e l l  t o  the EC remained constant. 

Low world sugar prices and high petroleum pr ices  i n  the  ear ly  1980s 
stimulated the  i n t e r e s t  of many developing countries in d ivers i f ica t ion  
from exporting sugar t o  converting sugar in to  ethanol. These kinds of 
d ivers i f ica t ion  projects reduce the  shor t  r u n  e f f ec t s  of lower sugar 
exports and foreign exchange earni ngs when worl d petrol eum prices are  
high, b u t  they a r e  often not sustainable without subsidies i n  the  long 
r u n .  On the  other  hand, our r e su l t s  from a model simulation of t rade 
1 iberal izat ion in the  world sugar market show tha t  developing countries as  
a whole would gain i f  both developed and developing countries would agree 
t o  eliminate trade-di s to r t ing  pol ic ies  in the  world sugar market. Such 
gains would come from higher export earnings as we1 1 as  from lower prices 
f o r  sugar imports. 
Both developed and devel opi ng countries would gain from improved resource 
a1 1 ocati  on. 
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