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Chapter 4

Sweet Protectionism: State Policy and Employment
in the Sugar industries of the NAFTA Countries

Gerardo Otero and Cornelia Butler Flora”

In THIS CHAPTER, we compare and contrast the intersection of international and
State policies and their impact upon emplovment in the three NAFTA-member
countries. We argue that prevailing trade policies have varied according to the
relative power exercised by various groups in sugar production: cane or beet
growers, industrial processors, workers, secondary industries that use sugar as
the main raw material, and final consumers. Of course, each nation's perceived
political and geopolitical interests have also played a key role. Primarily, sugar
processors and the State’s geopolitical and foreign policy interesis have shaped
U.S. policy. In Mexico, the populist legacy of the revolution (1910-1920) deter-
mined that the State would try to cater to a wider diversity of interests, including
those of organized labor in sugar mills, organized peasant sugar cane produc-
ers, consumers, and processors. In Canada, by contrast, sugar policy has been
shaped by a free-trade regime, and only occasicnally have beet growers been
offered some form of subsidy, but this policy ended in 1996. Thus, the main
beneficiaries in Canada have been secondary industries (which use sugar as an
input) and, to a lesser extent, consumers. We suggest ways to coordinate NAF-
TA-region sugar policies to maximize emplovment benefits.

Sugaris a particularly interesting example of the intersection of the conflict-
ing demands of national policies and the superimposition of international poli-
cies. Its producton in the Americas was initially driven by colonial powers seek-
ing cheap inputs for capital accumulation, as inexpensive sugar keeps domestic
food prices down. States must grapple with a diversity of domestic and foreign
interests in the shaping of national policies on sugar production. In the United
States, for example, the exemption of sugar from free trade has lasted longer
than for any other agricultural product under NAFTA, By comparing the three
NAFTA countries’ responses to changing international rules for this privileged
agricultural product, we can ascertain dimensions of power and labor impacts.

With respect to employment, one might imagine NAFTA negotiations
evolving to enhance the complementarities of the three countries involved. Al-
though Mexico emploved close to half a million people in the sugar industry

' We wish to thank Oscar Contreras, Rachel Farker, David Orden, David Runsten, and Peter
Singelmann for their thoughtful comuments and to Rod Ralph for contacts in Agriculture and
Agri-Food Canada which afforded useful data. Otero’s research has been funded by the Secial
Sciences and Humanities Research Council of Canada and a grant by El
Colegio de Meéxico, which he thankfully acknowledges.
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o4 MNAFTA AND THE CAMPESINOS

before the start of NAFTA, its sugar prices have been, at most, on a par with,
but traditionally lower than, those in both the United States and Canada. Sug-
ar-production employment in Canada was lower than 2,000 and in the Cﬂmmm,
States it was below 18,000, and nearly ail this employment was seasonal, Yet,
empioyment seems to have been the factor lowsst in the priorities of NAFTA
negotiators. If there were any concern for employment, it was to “liberate” more
workers from Mexico’s countryside to make them available for employment in
other sectors, Expanding the labor force in this manner would guarantee Mexi-
co’s “comparative advantage” of cheap wages to lure foreign investment. As one
of the negotiators on the Mexican team told us, “We went in [to the negotiating
table] as if we had marbles in our pockets, and some of them had to be traded for
others.” It seems like the sugar industry “marble” was one of those most suscep-
tible to being sacrificed by the Mexican team. And many of the sugar workers
and small farmers thus liberated migrated to the United States for the seasonal
work in the sugar harvest. In fact, Mexico has been the world’s champion in
expelling workers from 2000 to 2003, when two million migrated north. China
and india, with populations over ten times larger, expelled 1.95 million and 1.75
million respectively during the same period.

Before plunging into the core of our subject matter, the next section offers
some background information on sugar production and trade regimes. We then
provide a section on each country with a description of how its respective sugar
industry has evolved since the 1960s. The focus of this account is the groups
shaping policy and employment issues, The concluding section highlights the
main similarities and differences in State policies (as well as their key benefi-
ciaries) and addresses employment and labor issues. We also offer a macroeco-
nomic analysis of exports and imports of sugar-related products in 1994, 2000,
and 2005, as the main results of each nation’s policies throughout the period.
We suggest ways in which the three NAFTA countries could find better ways to
ceordinate their sugar policies in order to maximize the employment benefits of
this industry. But of course, if the public interest is to be served, then maximiz-
ing good E@m in sugar production should not be achieved at the cost of highly

,mmwmm food processes or environmental damage.

Pelitics, Sugar Production, and Trade

EmmmwaoﬁpmﬁgpgqmwH..;mwmmwmNﬁ%mmamzﬁnocswﬁmvrmaim.mmmpmﬁmgm:mnE.-
rent worldwide movement toward neo-liberalism. In fact, agriculture has been a
major obstacle to both the Uruguay Round of GATT (1987-93) and NAFTA. These
agreements, with their emphasis upon open borders and dependence on market
forces, are part of the neo-liberal onslaught that promotes capitalist globalization.
NAYTA is an example of such a trend pushed by selected Bc:_nwzozmw interests
{Crden 1994}, Since significant aspects of the neo-liberal reform have taken hold
in most Western countries, the traditional groups that enjoved protection by sug-
ar policies have begun to lose the battle. In the end, more agricultural groups in
the United States supported NAFTA than opposed it, primarily because they saw
it as favoring their short-term interests. As with many neo-Hberal policies, free
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trade is verbalized by authorities of developed countries and urged upon those
of developing couniries. Yet it is not implemented across the board within the
developed countries, particularly in the United States, Japan, and the European
Union, where the State is acting with increasing heavy-handedness to re-enforce
existing vested interests in some sectors {The Economisi 2002a; 2002b). In the case
of sugar, NAFTA did not affect the highly protected U.S. sugar market for the
initial seven years (until 2000}, and then protection only gradually declined dus-
ing the following eight (unzil 2008).

During the past four decades, sugar sold on the world market has had a re-
sidual character: a very smail proportion of world sugar production actually en-
ters the world market, as nation-states use control of sugar as an important lever
for bilateral and internal relations (Gitli 1994}. Most sugar produced worldwide
is consumed domestically, often at government-controlled prices, and a large
portion of world sugar trade is conducted under bilateral agreements and pref-
erential terms—such as the European Community’s Lomé Convention with ex-
colonies in Africa, the Caribbean, and the Pacific (1975-2000} and the Cotonou
Convention (2000~2023). Slight shifts in total world production or government
policy can have a large impact on world prices, which, under the new interna-
tional trade regimes, increasingly affect protected and supported domestic pric-
es. Governments can block exports in times of scarcity and dumyp surpluses in
times of excess production. Price variability, in turn, increases risk, particutarly
to producers who do not have mechanisms for smoothing out price variations.

Because sugar can be produced in both tropical climates (sugar cane) and
temperate climates {sugar beets), developed and developing countries compete
in international trade. Some differences in the nature of the production of sugar
cane and beets, however, make each process distinctive, Sugar cane canbe grown
in monoculture continuousty on the same ground, with constant addition of nu-
trients and pesticides to contrel the many pests that affect the cane plant. Sugar
beets, on the other hand, must be rotated with other crops, as the nematodes that
attacl the roots are not susceptible to pesticides. Both these regimes of mono-
culture and chemical use have envirenmental implications. Both sugar cane and
sugar beets quickly lose their sugar content after harvest. Thus, proximate and
immediate processing (or cold storage, in the case of sugar beets} is critical to
maintain value. Processing equipment is capital intensive, requiring coordinat-
ed value chains between growers and processors. Different mechanisms for co-
ordinating those value chains, such as cooperatives, vertically integrated firms,
contracts, and spot markets, are present in the three NAFTA countries.

Sugar processing requires enormous capital investments, Growers can-
not process sugar individually, except at very inefficlent levels (as in frapiches,
which make paneia in some developing countries such as Colombia). Thus, there
is no market for either sugar beets or sugar cane unless there is a processor whe,
by the nature of the enterprise, is generally a corporate capitalist or a coopera-
tive. Both sugar beets and sugar cane are relatively “heavy” crops vis-a-vis their
value and must be processed prior to sale, even to wholesalers. Cane and beet
growers both depend upon processors not simply to add value to their crop, but
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to sell it at all. Thus, power in the sugar industry is centered in the hands of the
extractors and processors. The amount of labor used in sugar processing varies
encrmously, depending upon the age of the plant. After cane is processed into
raw sugar, it is further refined.

It all three North American countries a variety of policies have been ap-
plied to either provide & safety net to agricultural producers, industrial proces-
sors and/or industrial workers, or to provide basic food to urban populations
at subsidized prices. These sets of policies are now under assauwlt by increasing
integration into the international free-trade regime and the application of neo-
seral rules that are geared to maximize the free flow of capital, goods, and
services.

MNAFTA’s Provisions on Sugar Trade
The iremendous resistance placed by the sugar lobby in the United States, before
the vote in the 1.5, Congress on November 17, 1993, resulted in a last-minute
executive negotiation %mﬂ substantially modified the original sugar agreement.
Thus, the sugar proviston is more overtly protective of U.S. interests than those
m sther agricultural N.\;.GnHGQm Under the NAFTA negotiation, Mexicos U.S. im-
ort quota would increase from 7,250 to 25,000 tons during the first six vears
@m ~2000}, and to 250,000 tons in vears 7-14 (2001-08). Thereafter, all barriers
0 frade between the two countries will be eliminated, including the quota sys-
tem for domestc and international purchase of sugar, In the original formula-
Hom, Mexico was to be able to export any surpluses of sugar to the United States,
dauty-iree, as long as it was able 1o cover Its domestic demand. Beginning in 2001,
Mexico would have been able to export duiy-free to the United States the full
extent of its projected surplus for that year, under either of two conditions: *
i 1) Mexico has been a net surplus producer for any two consecutive marketing
years {including vears 1-6 of the agreement), or if 2} Mexico has been a net sur-
pius producer QE\E the previous year and is projected to be a net surplus pro-
ducer that year” AWCNNmSmm and Lord 1993, 12). Mexico’s exports to the United
States would be purchased at the U.S, preferential price, if that price preference
were giiil in place
The "side mq?gdmzr ” however, contained a formula to calculate Mexico's
surptus which :ﬁwm the measurement of Mexico'’s self-sufficiency in sugar to
use of high-fructose corn syrup: it stipulates that high-fructose corn syrup
HECS) must be included on the consumption side only. With this formula, Mex-
can sugar production would have to exceed consumption of both sugar and
TECS if Mexico s to be considered a net surplus producer, even if part of the
SC5 is produced within Mexico [(USDA-Economic Research Service 2000, 48).
In addition, the rules of origin were redefined to prevent Mexice from importing
sugar cane —possibly from m;@mlwm@zﬁm it, and then exporting it to the United
States. At the time of the agreement, HFCS was imported from the United States
at a price competitive with Mexico's domestic sugar prices. This made it more
difficult for Mexico to be considered a net mﬁﬁumsm producer and thus eligible to
export more to the United States at its protected prices. Mexico's access to the
LL5. sugar market was as follows: 7,258 tons duty free until 2000, even if it was
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not a net surplus producer; then, for the amount of its surplus as measured by
the formula, up to 230,000 tons duty free from 2000 to 2007, The minimum duty-
free access would remain at 7,258 through 2007, regardless of whether Mexico
produced a surplus or not (USDA-Economic Research Service 2000, 48).

As of the 2008 complete border opening for sugar in NAFTA countries,
Mexico stands to lose up to 1.4 tons of sugar used by the soft drinks industry, as
it could replace most of its sugar with HFCS from the United States, produced
with subsidized corn. Another irony that has resulted from this side agreement,
signed only by the trade representatives of Mexico and the United States, is that
the United States has ended up exporting more refined sugar to Mexico than
the other way around. This result is due to a reciprocal allowance in NATTA
to export refined sugar to either country made from raw sugar produced in the
other country. Because of the government’s strategy to force the recently priva-
tized mill owners to modernize, Mexico became largely self-sufficient in raw
sugar. Nevertheless, Mexico imported 219,000 tons of refined sugar from the
United States in 1991 and 97,000 tons in 1992. The figures dropped to 27,347 tons
in 1996 and to 27,882 tons in 1997 (USDA-Economic Research Service 2000, 49).

With NAFTA, Mexico imposed import barriers similar to those of the Unit-
ed States. Yet prices of refined sugar in Mexico have been lower than those in the
United States because of excess production and lower distribution and retailing
costs. Up until 2000, Mexico maintained a high tariff rate of 48.586 cents per ki-
logram. Mexico was thus protected against world market sugar imports under
NAFTA until year six. By Fiscal Year 2000, Mexico was required to have in place
a tariff-rate queota {TRQ) system with rates applied to third countries at the same
levels as those maintained by the United 5tates. Thus Mexico, like the United
States, is able to isolate its sugar industry from world market prices. In contrast,
Canada’s free-trade approach—Canada has usually had the lowest wholesale
sugar prices in the region—has attracted several large confectionary processors
from the United States to set up shop there. One example is Wrigley, the world’s
largest makers of chewing gum, which set up another plant in Canada in 2003.
NAFTA instigated a declining high-tier tariff schedule for sugar imported from
Mexico beginning in FY 2000, Instead of paying the former duty of just under 17
cents a pound, the raw sugar tariff is 12.09 cents a pound and the refined sugar
taviff is 12.81 cents a pound. The raw sugar tariff drops about 1.5 cents each year,
while the refined sugar tariff drops about 1.6 cents a year. Both rates will reach
zero m FY 2008,

In January 1997, Mexico's National Chamber of Sugar and Alcohol Indus-
tries, the association of Mexico’s sugar producers, charged that U.S. corn wet
miilers were exporting HFCS to Mexico at less than fair value. Mexico's trade
ministry, SECOFL initiated an anti-dumping investigation in Faebruary and im-
posed temporary (then permanent) tariffs on two (then three) grades of HFCS.
In February 1998, the 1U.5. Corn Refiners’ Association asked for a review of Mex-
ico’s anti-dwmping actions under Chapter 19 of NAFTA. The U.S. Trade Rep-
resentative {USTR) announced its intention on May 8, 1998, to invoke a WTO
dispute proceeding to challenge Mexico’s action. By January 27, 2000, the WTO
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ruled in favor of the United States. The following year, the Mexican Congress
issned a law to tax industrial users of HFCS instead of sugar, thus avoiding any
direct tariff or subsidy that would contravene NAFTA or WTO rules. President
Fox unilaterally withdrew this tax for a few months, but Congress sent the issue
te be resolved by the National Supreme Court of Justice (SCIN}. In July of 2002,
the SCIN ruled in favor of Congress, specifying that President Fox had acted
unconstitutionally. The 1.5, Trade Office did not say whether it would attempt
o contest the tax in a NAFTA or WTO court.

Under the Canada-United States Free Trade Agreement (FTA), which went
into effect in 1989, cane sugar was nwot treated as a product of Canada, given its
strict rules of origin. A small concession in the FTA was that food products that
contained ten percent or less of sugar from cane (by dry weight) could enter the
United States duty free. On October 1, 1997, a new sugar agreement between
Canada and the United States went into effect (BeeNews 1998). This bilateral
agreement, which can be unilaterally terminated on six-months’ notice, guaran-
tees Canada access to the United States market for a hmited quantity of refined
sugar {16,300 tons) and sugar-containing products (59,250 tons). Canada can also
compete on the remaining portion of the refined-sugar glebal tariff-rate quota
(TR} of about 7,500 tons (BeeNews 1998). Under the NAFTA rules of origin,
products shipped under Canada's allocation of these TR(Js must be manufac-

tured from Canadian sugar beets (Flores 1998, 3).

The Sugar Barons and U.5. Policy

Sugar production in the United States increased to record levels at the turn of the
century {USDA-Economic Research Service 2000) largely due to the continued
suppuort from government policy. As we will show, the main beneficiaries since
the 1960s have been “friendly” foreign countries and the U.S. sugar processors
and producers of high-fructese corn syrup (HFCS). The latter have the benefit of
bountiful harvesis of subsidized corn. The latitude of the United States allows it
to produce sugar cang in southern states and Hawail, and sugar beets in north-
western and north central states, and California. Raw-sugar production from
sugar cane has steadily increased since U.S. sugar production allotments were
removed. Sugar beets are grown in many parts of the United States, including
the following states: California, Colorado, Idaho, Michigan, Minnescta, Mon-
tana, Nebraska, North Dakota, Oregon, Washington, and Wyoming. Nominal
production may alse occur in New Mexico, Ohio, and Texas (Coalition for Sugar
Reform 199%a). Sugar beets were important in Kansas in the 1970s, but then rap-
idly declined.

Up unti]l the Cuban revolution of 1959, sugar plantations in Cuba were
major suppiiers for U.S. sugar consumption. Some were Cuban-owned while
many were owned by U.S.-based companies, particularly sugar refiners. Cuban-
grown sugar was preferentially tmported and priced in the U.S. market, and
U5, growers were limited in the amount of sugar they could grow. With the
suspension of the Cuban sugar guota in 1960, sugar allotments were taken off
U5, sugar producers, and only reimposed on July 1, 1993, and removed again
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in 199¢ by the Federal Agriculture Improvement and Reform Act (Public Law
104127}, commonly referred to as “Freedom to Farm.” Previcus USDA author-
ity from legislation to implement domestic sugar-marketing allotmerds was sus-
pended by that legislation {Young and Wescott 2060). The highly protected price
for U.S. sugar, as intended, expanded domestic sugar production between 1930
and 2000, That above-world-market price encouraged the production of corn
sweeteners at the end of the 1970s. By the 1990s, HCFS had replaced sugar in a
large number of products, soft drinks in particular, and outstripped sugar pro-
duction by 1995 (Lord 1997).

U.S. imports of sugar were greatly reduced during the 1980s from 3 mil-
lion metric tons to about 1.4 million metric tons by the late 1990s (USDA-Foreign
Agricultural Service 2002). International production quotas were taken over by
new or expanded domestic producers. The decline in sugar imports has hit
heavily at countries which once counted on the United States as a preferentiaily
priced market, particularly sugar-dependent countries in the Caribbean basin
(Messina and Seale 1993, 177).

The major conflicts in the United States, where the State has provided a
battleground through legislation and the courts, were between growers and
sugar refiners. Tariffs on raw sugar imports have had very different impacts on
sugar cane and sugar beet growers compared to sugar refiners. Refiners want to
tmport raw sugar as cheaply as possible, while such imports provide competi-
tion for U.8. growers, who have thus resisted this practice.

The Sugar Trust, which dominated sugar production on the east coast of
the United States at the turn of the twentieth century, focused on refining sugar
and was dependent upon imports of raw sugar, particularly from Cuba and
Puerto Rico (Eichner 1969). In contrast, sugar production on the West Coast of
the United States was vertically integrated, including sugar cane production in
Hawail and sugar-beet production in the western states. State and federal anti-
trust legislation—and the attractive loopholes for eastern sugar interests—had
the most impact on eastern sugar development, while the tariff was most impor-
tant in the development of the western: sugar industry {Roy 1993},

Tariffs are the traditional policy tool used by the U.S. government to pro-
tect sugar interests, Early exemptions from tariffs encouraged sugar production
in U.5. protectorates such as Cuba, Puerte Rico, the Philippines, and Hawaii. In
1876, the United States signed a reciprocity agreement with the Kingdom of Ha-
wall, which permitted sugar to be imported duty free. The Spanish-American
War (1898) added Cuba, the Philippines, and Puerto Rico —all sugar producers —
to the American emporium. High tariffs imposed on sugar that did not come
under unilateral quota agreements kept the cost of imported sugar well above the
domestic price of around 26 cents per pound.

In the 1930s, sugar peolicy was primarily an ir.come strategy for farmers as
a part of general farm legisiation. In the Cold War period of 1945 to 1989, tariffs
were a tool of foreign policy, used to reward friendly countries by allowing them
10 export tariff-free, and thus enjoy the high prices received by domestic pro-
ducers. Confectioners and other users of sugar consistently lobbied to have the
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tariffs reduced, which would have lowered the costs of producing soft drinks,
candy, and other consumer products containing sugar. Well-organized agricul-
iral _Q@Emm\ particularly from the powerful vosﬁ,ﬂmﬁq states, systematically re-
sisted those pressures.

The provisions of the Sugar Acts gave the United States great international
power. Countries defined as F 5. allies have been able to gain sugar quotas and
export to the United States at its protected internal-market price, Those countries
that have displeased the U.S. government in any of its policies were stripped of
their sugar gueia, which was then given to nations that better supported U5,
foreign- To:Q objectives. Cuba, greatly favored under early sugar quotas, lost
all access to ¢ F S. market with the revolution of 1959, The GEHQ States re-
distributed ﬁcmm s guota to governments, often dictatorships, who would stand
firm against cormmunism. The threat of losing sugar-related jobs and markets,
combined with physical force, served to keep such rulers as Trujillo {the Do-
minjcan Republic) and Marcos {the Philippines) in power in the 1960s and into
he 1980s. Sugar import quotas were established on the basis of historic U.S. im-
ports. Thus there are countries which are no longer self-sufficient in sugar, such
as Taiwan, and that buy sugar on the world matket o sell to the United States
under their tariff-exempt price, thus earning up to five times their initial invest-
ment in sugar from other countries.

The mco& Security Act of 1985 mandated a price-support program for
d ogmm:nmm:\ produced sugar cane and sugar beets at not less than 18 cents a

sound, which is over three fimes the world market price. The Dole Amendment
o the 1985 farm bill, however, stipulated that the sugar program must be con-
cted af no cost to the U.S, Treasury. Commodity Qmam Corporation forfeituzre
1@, unsold su gar against which a government loan had been secured, was not
permitted, as is m;m case with such comunodities as corn, wheat, cotton, and oth-
grs. The same blockage to the federal treasury is in place for tebacco. Only these
two commodity crops have federally determined supply controis. With the 1996
farm bill, the President is empowered to regulate commodity imports of only
sugar and tobacco when such imports :imummam with sugar or tobacco price sup-
port or stabilization pregrams of the United States. The cost of high prices to
sugar producers is thus shifted from the federal government to consumers. The
2002 Farm Bill maintained the price-support loan program (15 cents a pound for
raw cane sugar and 22.9 cents a pound for refined sugar) and the tariff-rate quo-
ta import systemn. It reinstituted flexible marketing allotments to control supply.
m.qozm import controls are in place.

Estimates of the annual cost to domestic consumers of the U.S. sugar pro-
gram ranged from $1.0 billion to $2.7 billion in the early 1990s (Messina and Seale
1993, 173). A 1998 report in Time magazine put this cost to Americans at mid-
point—at least $1.4 billion in the form of higher prices for candy, soda, and other
sweets, A GAC (U.5. Congress General Accounting Office) study, moreover, has
estimated that nearly half the subsidy goes to large producers like the Fanjuls
(Time 1998, 81}, Alfonso and josé Fanjul are two of the largest Cuban-American
sugar industrialists, called “Subsidy Barons” by Tine magazine because they

<1
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receive State supports in the millions of dollars. According to a 2001 study by
agricultural economists, if the sugar program were eliminated, with full passage
of benefits to consumers, these would amount to $1.96 billion in 1998, with an
additional benefit of $63 miilion to sugar cane refiners—who would have access
to cheaper, imported raw cane (Beghin et al. 2001, 11). (All doilar figures in this
chapter are given in 17.5. dollars unless otherwise designated.)

The structure of the U.S. sugar industry was locked into place in July of
1993, when sugar marketing allotments were instituted. In that year, the United
States reached the “trigger point”, whereby its sugar needs were met by import-
ing only 1.23 million tons of sugar. Domestic sugar production was capped and
allocations given to current sugar processors based on historic patterns of pro-
duction. T»m mentioned, these domestic quotas were removed in 1996 however.)
In 2002, with the reintroduction of sugar-market allotments, 45.65% are for raw
cane sugar, and 54.35% for refined beat sugaz.

The 1996 Farm Bill continued to support sugar prices through loans of-
fered to sugar processors {not producers) and added the option of “non-re-
course loans”. Non-recourse loans allow the sugar processor o take the
amount of the loan if market price does net reach the loan price, and forfeit
the crop to the Commodity Credit Corporation {CCC). The CCC is a federally
owned-and-operated corporation within the USDA, created to stabilize, sup-
port, and protect agricuitural prices and farm income through leans, purchases,
payments, and other operations, Unlike other non-recourse loans, which go di-
rectly to the producer (often the landowner), processors must pay a l-cent fee
on each pound of raw cane sugar and 1.07 cents on each pound of refined beet
sugar forfeited to the CCC under the loan program. Those forfeiture penalties
were removed in 2002, Thus, the non-recourse loan provides an important safe-
ty net to sugar processors against recent international frade agreements. Sugar
processors, however, paid a marketing assessment, which is a fee per unit of do-
mestic production sold in order to share the program costs with the government.
That marketing assessment was increased by 25% in the 1996 Farm Bill, and was
eliminated in the 2002 Farm Bill.

Field Labor in the United States
gh

Both cane and beet sugar in the United States have been laber intensive, althoug

there is increasing mechanization in the harvest and planting sugar cane, and in
the thinning process of sugar beets. In a few parts of Louisiana and most of Flor-
ida, sugarcane is harvested by hand due to the fragile composition of the soil,
which will not support large harvesting machinery, such as the combines used
in Texas ot the bulldozers and cranes used in Hawail. Cane cutting is dirty, hot,
and dangerous work. It is also relatively skilled work, as the ability to use a ma-
chete effectively takes time to develop. Almost all of the labor used to cut sugar
cane is brought into the United States under special agreement with the Immi-
gration and Naturalization Service, using specific laws passed for that purpose.
Sugar growers have provided powerful pressure, in the face of Congressional
investigation, to maintain an immigrant labor stream (Wilkinson 198%a). Gener-
ally, a contractor imports labor. Either the contractor or the plantation owner
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must provide housing for the workers, who then must leave the country when
%m ir contract is complete or thelr work is terminated. Workers are charged for
a bewildering number of goods and services provided by their contractors and
emplovers, ommm reducing their paychecks to nearly Somdﬂq

inttially Puerto Wwo? then jamaica, and ws&? Emﬁ provided the bulk
of the cane cutters for the United States. It is almost impossible to get U.S.
citizens—who have other options for employment or at least access to pub-
ic assistance~to cut cane under current wage rates and working condi-
Hons. Furthermore, the relatively low cost om this imported labor keeps
growers {rom investing in mechanization or even urging research into if
{Havami and Ruttan 19853). Exposés of their working conditions reveal
the exploitative nature of these labor relations S\S_Esmos 198%a; 1989},

Alter the conditions under which cane workers lived were investigated in
the 1990s—motivated in part by the high rate of AIDS in sugar-worker towns —
cane harvests have been largely mechanized in Florida. This has resulted in few-
er, better jobs. Local African- Americans now operate the heavy equipment used
in the harvest.

An active labor mevement involving sugar workers exists in Hawaii,
where sugarcane may be harvested almost all year long, with a very high yield
per acre. Although the workers in sugar are still often immigrants (for example,

Philippine women are the employees of choice for cane planiing), their salaries
are higher than those of cane workers on the mainland. Thus, in response to the
relatively high wages and favorable working conditions of labor in Hawaii, a
radical mechanization has occurred, as cane is bulldozed, then lifted by cranes
to be taken to the sugar mills in large tractor-drawn wagons. This ?.OanE,m
decreases the sugar content of the cane, but losses are m%ﬁm%ﬁ? offset by de-
creased labor costs. The high initial costs of the machinery were underwritten
by generous investment tax credits for agriculture in the 1$70s, furthering the
motivation to reduce field-labor inputs.

o

Sugar-Mill Labor in the United States
Investment tax crediis during the 1980s greatly encouraged the substitution of
capital for labor in U.S. sugar cane processing mills, which became extremely
capital intensive. in the late 1980s, the Commerce Department estimated that
it cost §76,000 to save one job in the sugar industry. The high price of U5, sug-
ar has allowed producers to mechanize their fleld and factory operations, and
sharply reduce thelr labor needs,

Sugar Production and Populism in Mexico

From its independence to the 1980s, Mexico was self-sufficient in sugar produc-
ton, with some exportable surpluses. In the 1980s, sugar mills mmmmm to modern-
ize thelr plants and Mexico became a net sugar importer (Buzzanell and Lord
1993, 2). From the late 1970s, the State launched a nationalization policy of fail-
ing sugar mills in order to save jobs. By 1980, 54 out of 64 mills in Mexico were
owned and operated by the State. Official Mexican government policies tried to
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satisfy a number of constituencies: sugar mill workers, whose union betongs to
the Partido Revolucionario Institucional (Institutional Revolutionary Party, or PRL),
which ruled political life at most Jevels from 1929 to 2000; sugar cane growers,
whose two organizations also belong to the PRI; secondary industries for whom
sugar is an important raw material (particularly the soft-drink and sweet-bread
industries); and final sugar consumers, who have become accustomed to subst-
dized sugar prices.

With the onset of the debt crisis in Mexico in 1982, the State’s financial abil-
ity to satisfy all these groups collapsed, as did its ability to effictently operate the
sugar mills. By the 1990s, sugar consumption increased both in absolute and per
capita terms as a result of increased population growth, rising income levels,
and attractive retail pricing. In the late 1990s, the growth of domestic consump-
tion and production of sugar has been steady, and Mexico is once again capable
of supplying its domestic market and having an exportable surplus. In the fiscal
year 1997-98, Mexican consumption was 4,240,000 metric tons, and production
in the same year set a record of 5,490,000 metric tons (Miranda and Crtiz 1999).

The key policy factor leading to the restructuring of production, in the
fields and sugar factories, was the 1991 Sugar Decree (Decreto Carero). New pay-
ment rules were set out in this decree, which led to increased milling efficiency
and harvesting methods. It forced sugar mills to achieve a minimum level of
efficiency in extracting sucrose (the technical name for sugar} from sugar cane
by 1994. Sugar cane growers’ payments are now based on cane sucrose content
rather than simply on weight. Thus, quality both in the field and in the factory
is compensated. If sugar mills were not able to extract the minimum sucrose
content specified in the Sugar Decree, they would still have to pay cane growers
according to sucrose content in their cane. In other words, the industrialist is
responsible for extracting a reasonable amount of sugar from the cane, so as not
to penalize growers for industrial inefficiency.

The growth in Mexican sugar production was, in part, fueled by a combina-
tion of increased sugar cane area harvested and recently instituted technological
and producer-incentive measures, but the main factor for this growth has been
the neo-liberal policies introduced in preparation for NAFTA, New technologies
have increased the sugar recovery rates from 9.08% in 1992 to 10.77% by 1997.
The effective milling season has been expanded from 130 to 175 days. This has
led to a sharp competitive disadvantage for sugar mills which have not made
the investments necessary to become more efficient. In the 1994 marketing vear,
Mexico produced only 3.8 million MTRV (metric tons, raw value) of sugar, while
between 2000-2001 and 2004-2005 it averaged nearly 5.5 million MTRV (Haley and
Al 2007), including beginning stocks. By 2002-2003, the estimated production fig-
ure reached 6.238 mitlion tons {(USDA-Foreign Agricultural Service 2002, 13).

While U.S. policy has forced consumers to subsidize the sugar industry
through high prices {the so-called “sugar tax”), the Mexican State has histori-
cally done the opposite. It has continuously subsidized consumption by main-
taining artificially low sugar prices, at least in relation to production costs. As
a result, sugar is very important in the Mexican diet. It is estimated that sugar
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pravides 17 percent of ¢aloric intake for Mexicans {Garcla Chavez 1992; Otero
1992).

Mexico maintaing tmpert policies that suppoert domestic sugar prices and
iselates its sugar industry from the world market. In 2000, the domestic sugar
price in Mexico was about twice as high as the international free-market price.
The Mexican governrment also enforces marketing quotas. After a domestic con-
sumption level has been estimated, the Mexican government and the sugar in-
dustry agree on marketing quotas to be assigned to all individual sugar factories
in the nation, Production above the amount allowed into the domestic market
mmst be exporied or held in stocks (USDA-Economic Research Service 2000,

The major shifts in ownership of sugar cane land and sugar processing
between private and public ownership were triggered by direct government in-
tervention (Singelmann and Gtero 1995; Chollett 1993). In contrast to the previous
ownership pattern of sugar mills, which was centered on individual capitalists
and government management, during the 1990s, mills were owned by nine large
corporate groups. Given the sugar overproduction they generated, though, 27
mills were so heavily indebted with cane growers and other creditors that the gov-
ernment once again ‘nationalized them in September of 2001 (SourceMex 2001}

The sugar industry in modern Mexico has been highly regulated and des-
fgnated of national interest by a series of decrees. Price controls for sugar have
been the norm since 1940, but the most interventionist policies began in 1970 with
the formation of a series of government agencies to regulate the industry. In 1983,
Azilear, 5.A., was founded as a State enterprise to set prices, control the mpmarmﬁnq
of sugar, and generally plan national sugar production (Singelmann 1993},

Part of the dilemma for the Smx?mﬁ State stemmed from trying to be on
good terms with 2 multiplicity of social actors with divergent interests who
participate in the sugar industry. According to Peter Singelmann (1993), Mexi-
can State policy has moved along three main polarities, depending on which
sacial group carried the most weight: free market or protectionism in foreign
tracle, sink-or-swim versus subsidies with regard to domestic producers, and do-
mestic free market o State regulation with regard to consumer prices.

By the mid-1980s, cane growers were facing very unfavorable terms of
de with respect to industrial products (Garcia Q.ﬁm«mm 1992). Increasing costs
£ g declining relative crop prices were squeezing them. At the same time, in-

ustrial processing was managed by political criteria and suifered from much
corruption. The large ::n,&@, of mills was causing a substantial drainage of
public funds. Sugar imports increased, as production did not keep pace with
increased consui ﬂ_ﬁﬂob. Thus, in a time of massive foreign debt, unsustainable
public deficits, and a stagnant economy, re-privatizing the sugar industry be-
came unavoldable. It was already written into the 1986 International Monetary
Fund accord for Mexico's structural adjustment (Singelmann 1993).

Under the pressures of NAFTA, the WTO, and growing neo-liberal eco-
nomic-policy mmﬁwmmj the Mexican government defined a new position with
respect to the polarities posited by Singelmann. State interventionism was to be

f})
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phased out of sugar policy. At least initially, the State chose free trade over pro-
tectionism in international trade, a sink or swim appreach rather than subsidies
with regard to domestic processors, and a free-market policy instead of regula-
tion to determine domestic prices. A futures market, inaugurated on March 14,
1994, was established to provide a mechanism for risk management (or specula-
tion). Azticar, 5.A. was dismantled in 1992, and private companies were allowed
to buy and sell sugar on their own (including imports) between 19961992, leav-
ing the industry without a regulated market or coordination of production and
distribution,

Thus, the political context for the operation of NAFTA was one of with-
drawal of the State from ownership of the means of sugar production. However,
a government-conirolled development bank for the sugar indusiry, Financiera
Nacional Azucarera SA (FINASA) was estimated to hold over $1.3 billion of the
Mexican sugar industry’s debt by 1999, FINASA has provided extensive restruc-
turing assistance to troubled sugar companies with high debt loads (Haley and
Suarez 1999). After the expropriation of 27 mills in 2001, a new goverrument man-
agement organization for these mills was formed, and its goal was to re-privatize
the mills once their finances were back in shape. As well, & series of short- and
long-term measures were planned to help the sugar industry. These included
the granting of short-term loans to address the liquidity crisis of sugar mills, and
the formation of an export cooperative, which would be 57% private and 43%
government. This cooperative was the sole entity authorized to export approxi-
mately 650,000 million tons of sugar for the 2001-02 harvest {(Flores 2002, 1. By
the 2004-05 harvest, the new entity administering the remaining 23 nationalized
sugar mills, Fondo de Empresas Expropiadas del Sector Azucarero (FEESA), managed
anew sugar production record in 13 of the mills. The national harvest also broke
the previous record established in 1997-98, with 5.65 million tons. The new re-
cord was attributed in large part to favorable rains (SAGARPA, 2005). In 2006,
however, the Supreme Court reversed the expropriation and the government
had not been able to recover its investment in the nationalized mills of 6,500 mil-
iton pesos, or about $6 billion. According to Mexico City's newspaper, Reforma,
this may have been the worst business investment of the Fox administration
(Reforma 2006, 7F).

Field Labor in Mexico

Employvment in the sugar industry was estimated at 420,085 workers in ail the
different aspects of cane production and processing as of 1998 (Lozano Gomesz
1998, 9: see Table 1). Rather than decreasing, the number of sugar cane grow-
ers has actually increased in the past fifteen years, from about 130,000 in the
mid-1980s (Otero 1991} to 143,763 in 1998 (Table 1}. This phenomenon has to do
with the fact that cane growers have access to Mexico's public health insurance,
the Instituto Mexicano del Seguroe Secial (Mexican Institute for Social Insurance, or
IMSS). Even though neo-tiberal reforms have included the requirement that, in
order to be eligible for IMSS membership, a cane grower must farm at least three
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hectares, it is very common to find children of older growers who get married
and inherit one or two hectares {sometimes even less than one hectare), and still
become members of IMSS. Tts authorities have never attempted to enforce the
rules of eligibility, for they know that it would cause a major social upheaval
among cane growers, one of the best organized groups of rural producers (Otero
19983,

Cane cutters are paid by the kilogram. They perform the hardest part of
the fabor process and command the Jowest wages in the industry. Day laborers
manage 1o make the equivalent of one to two minimum wages in a day’s work,
which can hardly sustain the worker himself, let alone his family (almost all cane
cutters are male workers). In the past, much cane cutting was left to migrant
workers from rural areas that were more depressed than the sugar regions. In
recent vears, however, there has been an increasing surplus pepulation within
sitgar-growing towns available for cane cutting. The proportion of migrant cane
cuiters has been reduced from about 30% of all cane cutters in the early 1970s to
bess than 10% in the 1990s, With the exception of a few that work for large sugar
cane growers, who are affiliated to the CTM, a PRI-affiliated union, cane cutters
are not unicnized (Paré, Judrez, and Salazar 1987).

Sugar Mill Workers in Mexico
In contrast to cane cuiters, the approximately 35,000 unionized workers in the
sugar mills were relatively well protected until the privatization that began in
the late 1980s. This is one of nine industries in Mexico whose industrial relations
nave been regulated through industry-wide contracts. These contracts were
meant to unify working conditions in the country and were held in great esteem
between the 1930s and 1970s, when there was a clear alliange between the of-
ficlal workers” organizations and the State. Thus, all sugar mill workers have
been affiliated with the CTM (Workers Confederation of Mexico), or the CROM
{Regional Confederation of Mexican Workers), both affiliates of the formerly rul-
ing PRL After the 2001 nationalization of 27 mills, the government intended to
review the industry-wide contract agreement with sugar-mill workers. By 2007,
the industry-wide coniract had continued to be ratified on an annual basis as a
collective agreement for all workers in the sugar and alcohol industries, as pub-
shed in Mexico's Diarie Oficial, where all new federal legislation is published by
e governmend, on March 12
Accerding to the Mexican Mindstry of Labor, most sugar mills had an aver-
age of 1.5 non-unionized workers for each & unionized in 1992 (Becerril 1993). An
xtreme case was a mill in the state of Veracruz, which reported 477 unionized
workers and 232 non-unionized workers {empleados de confianza, or white-collar
workers) --a ratio of one non-unionized worker for every two union workers, As
of 1992, unionized workers were 78% of the labor force and received only 39%
of the wages paid by the mills. In contrast, the non-unionized workers (cleri-
cal and managerial) were only 22% of the labor force and received 61% of the
wages paid (Becerril 1993, 15). During the Vicente Fox (200006} administraiion,
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however, the industry's situation changed dramatically. With over 20 sugar mills
directly managed by FEESA, the industry’s operation was substantially stream-
lined, experiencing a sharp decline in employment to a mere 30 percent of what

Tabie 1
Employment in Mexico's Sugar industry, 1998-2006

Activity 1998 2006
Cane Growers 143,763 77,575
Harvesters 81.076 n.a.
Day Laborers (cane cutters) 112,464 32,908
Transporters 29,444 6,504
Unionized Mill Workers 35,869 10,195
Non-Unionized Mill Workers | 7,504 2,293
Retired Workers 9,935 n.a.
TOTAL 420,085 129,476
Economic Dependents 2,060,685 634,452
GRAND TOTAL 2,480,770 763,908

Source: for 1998 Lozano Gomez, Adriana. 1998, “Diez ingenics dal pals cerrarian por ia fructasa.”
Ef Cafiero Mexicano 3 (July): 8. For 2006: SAGARPA (2008) Sembrando soluciones, Afe 1,
ndm. 28. Avallable at: fittp/www.sagarpa.gob. mx/eges/sembrando/2006/28-2006. pdf
{accessed: 28/03/2008).

it was in 1998 (see Table 1 below?).

Sugar Production and Free Trade in Canada
The Canadian sugar industry offers a sharp contrast to the way sugar industries
developed in both Mexico and the United States. In Canada, the sugar industry
developed since the mid-nineteenth century under a basically free-trade regime,
driven by the differential in transportation costs between importing refined sug-
ar versus importing it raw and then refining it. The cost difference lies in the
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fact that raw sugar can be imported in bulk, whereas importing refined sugar
requires packaging and iis transporfation becomes more costly. From that time,
State policy applied preferential rates to raw sugar, which further enabled the
development of cane refining in Canada (Food Bureau 1999, 1). Law requires
refinement of raw sugar —once imported —if it is to be sold in Canada.

The primarily free-trace regime in the sugar indusizy makes it excep-
fional also in the context of Canadian agricultural policy. In fact, State policy
has involved a series of protective measures for agricultural producers. Policy
mechanisms in Canada have been geared toward %m stabilization of producer
prices and incomes; the setting up of boards for marketing agricultural com-
miodities; and the western grain-handling and fransportation system which was
subsidized by the federal government until recently. If the rule in Canadian
agricultural policy has beer protectionism of some kind (Skogstad 1987), then
the sugar industry is actually an exception to this rule.

initially the main locations for cane sugar refineries were ports, given the
costs of ransportation. Thus, several refineries were established in Vancouver,
Quebec, and Ontario. Sugar from Canadian-grown beets became economically
viable only in locations that were too distant from port cities with cane-sugar
refineries. Beet refinerics developed al some peoint in Alberta, Ontario, Quebec,
and Manitoba. By 1999, however, only the Alberta plant remained in operation.
The beet-sugar refineries had to face increasing cost competition from cane sug-
ar, igh-fructose cormn syrup, and non-caloric sweeteners—although Canadian
demand for sugar has remained virtually stagnant for three decades. In fact,
total production of refined sugar was 1,154,310 tons in 1977 and remained at a

rery similar level twenty years mem.a at 1,146,351 tons. During the 1990s, the most
mymﬁ%rwﬁ decline was experienced in beet-sugar refining. Sugar-beet acreage
dropped from 56,733 in 1996 to 33,124 in 1997, after the closing of the Manitoba
plant (Food Bureau 1999, 2). By 1999, however, the Taber, Alberta beet-sugar
refinery had extended its operation, and acreage increased to 44,378 (Alberta
Sugar Beet Growers Assoclation 2000). Of Canadian sugar production for the
domaestic market, 18% iIs destined for the retail market for direct consumption
and 82% goes to industrial users.

The Canadian industry has been facing continued competition from cheap
L5, high-fructose corn syrup, non-caloric sweeteners, and sugar imports, which
ave re-exported at a price much lower than that of the U.5, domestic price, as a

resu it of a U.S. program established in 1983 {Coealition for Sugar Reform 199%b).
Fhus, the Canadian indusiry has always been under pressure to rationalize and
con 8:&&?. Employment has suffered in this process, having dropped from
2,803 jobs in 1976 to 1,540 jobs in 1996.

The consolidation process has resulted in the shake-up of several milks and
companies. There were five companies operating seven plants across Canada in
1981, including two beet processors. By 1999, the number had been reduced to
three companies operating only four raw-sugar refiners and one beet processor.
As aresult of rationalization, ﬁwomsnw:ﬁw ~measured by value added per paid
wH,!En%mmmm_g&of@ﬁﬁmmﬁMmmomﬂﬂw@@ﬂ@oo&wsﬂmmﬁE@m\wv_wca?mﬂ,

I
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more, the consolidation among several raw cane-sugar refiners, along with the
modernization of the production process, account for the reduction of 77% of the
labor force in the industry as a whole since 1988. Just in the peried from 1999 to
1997, value-added per paid hour of labor increased by 20% (Food Bureau 1999,
3). Employment in both the cane-sugar and sugar-beet refining industries is
declining due to increased capital investments and industry consolidation.

Most likely due to location and transportation-cost factors, Canada and
the United States have been exporting sugar to each other over the past two
decades at varyving levels. Some prairie provinces produce beets for processing
in U.5. ﬂwmwﬁm. Yet, the value-added for Canadian sugar has remained stable at
around 35% per year (Food Bureau 1999, 4).

Since confederation in the 15th cenfury, the main goal of the Canadian
government with respect to sugar has been to establish the conditions for self-
sufficiency from domestic production, even if this involves the importation of
raw sugar. According to University of Toronto political scientist Grace Skog-
stad {1987), the material basis for the conilict of interests that has shaped Ca-
nadian agricultural policy can be of two types: 1) conflicting interests between
producers who want to export versus those whe prefer to import—each will be
interested in different types of tariff policies; and 2) those producing raw mate-
rials for another industry will be interested in commanding high prices for their
goods, whereas the purchaser(s) will be interested in lower prices or in being
able to import cheaper raw materials from abroad.

From this framework, the interests of raw-sugar processors have prevatled
from the outset. Perhaps this accounts for the reason that sugar based on beets
has aiways represented a small fraction of the tetal sugar supply in Canada. Beet
growers and processors never had substantial State support to compete success-
fully with raw-sugar processors, During most of the past four decades, the share
of beet sugar in Canada was around 10-15%. After NAFTA and the WTO, this
share declined even further to about 8% by 1999, after one of the last two pro-
cessing plants was closed down.

In the past, the Canadian government supported sugar-beet farming op-
erations through direct payments to producers on a per-ton basis. Sugar beets,
like many other agricultural products, have been part of 2 “tripartite price stabi-
ization program” which shares the costs of subsidies equally among the federal
government of Canada (25%), participating provincial governments (25%), and
producers (50%) (Early and Westfall 1996). This cost-sharing among governments
and producers’ associations was a prevailing disposition of the Canadian sugar
policy. Mew agricultural strategies put into place by the Conservative government
in the late 1980s, however, resulted in phasing out such subsidies (Wilson 1990},

Considered in the context of overall Canadian agricultural preduction,

sugar beets are a rather insignificant horticultural crop. Horticultural produc-
tion: makes up a mere 9.4% cm Canadian agricultural production. But floriculture
and vegetables take the lion’s share of this percentage. They generated CdnS$800
million in 1998, whereas sugar beets accounted for only Cdn$40.6 million in
the same vear {Canadian Federation of Agriculture 1998, 8). Overall, sugar from
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beets makes up a very small proportion of agricultural production in Canada.
Therefore, the most important State policy regards the free-trade regime preva-
lentin the wgwuoﬁmaon of raw sugar for its refinement in Canada.

The largely free-trade regime in sugar has resulted in high-quality and
lew-priced refined sugar, representing an advantage to both consumers and
food processors. In cases where “dumping” or om.gmn unfair trade practices are
suspected, Canadian sugar refiners have the recourse to refer them to the Cana-
dian International Trade Tribunal (CITT). The CITT may recommend the impo-
sition of protective tariffs. Anti-dumping and noﬁﬁ.ﬁmzmmgm duties have been
:ﬂ posed since 1995 on a nwmber of sugar suppliers, including some from the

United States and the European Union Q.oo& Bureau 1999).

The government does get involved in health and quality standazds, crop
insurance and credit, research and information distribution, stabilization pro-
grams, and other areas (Loyns 1978, 18), which affect primarily sugar-beet pro-
ducers. Bven if this crop is not specifically targeted, beet growers can apply for
support through the stabilization programs. Tighter forms of protectionism, such
as tariffs, duties, and so forth are missing. In times of crisis, when market prices
go down, the government compensates growers for the deficiency. Such compen-
sation hag been measured by the average prices in the previous ten vears, with
the government making up the difference to 90% of such average at one point,
and 1o 80% in the more recent neo-liberal past, starting in the late 1980s. Only in
the period between 1984 and 1986 did Canada feel the need to revise its sugar
policy {Earley and Westfall 1996, 51), and this was in the context of one of the
worst farm crises in North America since the Great Depression (Wilson 1990).

in sum, Canadian free-frade policy in sugar has worked well in meeting
the goal of supplying the domestic market with internal production, even while
importing raw sugar. The main beneficiaries have been sugar refiners and in-
dustrial sugar processors, but consumers have also benefited from lower prices
in sugar-content foads. Beet farmers have never constituted a very large group
and were among the least favored farmer groups in Canadian policy, receiv-
ing support CSE during exceptional circumstances. Employment is very low, at
approximately 1,500 w c%m?

Conciusions: State Policy, Sugar Trade, and Employment

This paper has explored in detail three contrasting forms of State intervention
and employment issues with regard to the sugar wdasmﬂﬂmm in the United States,
Mexico, and Canada. While DTOCESSOTS vmﬁw been the group with the greatest
political influence in the United States, Mexican policy has favored employment
in both the cane fields and the industrial mills, and has tried to keep sugar prices
low for consumers. Canadian policy has focused primarily on providing the
towest possible prices to industrial processors, who use sugar as a raw material,
and o consumers, even if sugar beet growers have occasionally enjoved some
government support at imes of acute crisis. Such supports, however, ended in
1996. Employment has not been a concern for either the U.S. or Canadian poli-
cles, but it has been central in Mexican policies.
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The Role of the State in the Sugar Industry
As can be seen from the above discussion, State policy in the sugar industry is
much more significant in the United States and Mexico than in Canada. Nev-
ertheless, the different actors in sugar production in the three countries have
successfully influenced State policy to favor their interests, according to each of
their abilities to exercise power. The 14-year transition pericd allowed in NAFTA
for the sugar industry, for instance, is the longest grace period {along with corn,
its competition as a sweetener) given to any commodity and an indicator of
the power of the vested interests in these countries—in the United States in par-

Table 2
IRetail mwﬁﬁommmin Retail [Wholesale |

Brazil , 15 Russia 33 22
Australia 35 Urited States i 43 27
EU 60 Japan 73 48
Cuba 8 South Korea ] 36
Thailand 13 12 Canada 30 16
Guatemala 22 Iran LONA NA
South Africa’ 22 Malaysia 1§ 17
Colombia 27 Algeria

Mauritius indonesia

Mexico 23 21 Eoypt 21 18

Saurce: Analysis in this paper.

ticular. The sugar commuodity group in the United States unanimously opposed
NAFTA ratification {Orden 1994). Table 2 sums up the various interests and state
policies that have prevailed in the three NAFTA countries until 1994.

U.S. sugar production has benefited from high levels of protection. The
1981, 1985, 1990, 1996, and 2002 Farm Acts have guaranteed relatively high pric-
es and encouraged sugar production. Without the sugar program, U.S. prices
would move in tanderm with the world price but about 1.5 cents higher because
of shipping and handling charges between the Caribbean {world markets) and
the U.S. ports (Barry et al. 1990, 19}. These prices would make growers much
more vulnerable to world-wide price swings and would reduce sugar produc-
tion (particularly cane growing in Florida, where it is most costly).

While the United States has tried to conform to the World Trade Organi-
zation's guidelines to remove protectionism from agricultural products, sugar
remained as the most protected of all U.S. crops. The primary pelicy tools avail-
able to USDA to assist sugar cane and sugar beet producers are contained in the
Farm Security and Rural Investment Act of 2002 {2002 Farm Act). The U.S, sugar
program provides for USDA to make loans available to processors of domestically
grown sugar cane at a rate of 18 cents per pound and to processors of domestically
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grown sugar beets at the rate of 22.9 cents per pound for refined sugar. The 2002
Farm Act allows processors 1o obtain loans for “In-process” sugar and syrups at
80 percent of the loan rate. The U.S. sugar program’s effectiveness will be chal-
lenged in 2008 when all sweetener trade restrictions with Mexico are removed
as part of the North American Free Trade Agreement. A provision in the House
version of the 2008 Farm Bill would require the government to buy surplus sugar
and sell it to ethanol producers for conversion into fuel alcohol.

Sugar producer groups managed to put in place important safeguards in
NAFTA for sugar protection with a phase-out period of fourteen years. Only Mex-
ican corn producers, who generally represent the weakest and most numerous
farmers, share such protection. It is important to note that while corn growers in
Mexico represent a very large and disadvantaged group of people, sugar growers
in the United States represent a very small and privileged group of people.

Mexican sugar processors initially resisted the market liberalization intro-
duced by the State, seeking continued subsidies. The neo-Hberal regime coun-
teved by opening the borders to sugar imports in 1990-1992, bringing a shake-up
and concentration in the sugar industry. Once industrialists saw the neo-liberal
reform as inevitable, however, they generally supported NAFTA despite the cri-
sis Mexico's sugar industry was undergoing in the early 1990s. Rodolfo Perdomo
Bueno, then vice-president of the National Chamber of the Sugar and Alcohol
industry, stated that the industry would win out in NAFTA, and that Mexico’s
sugar indusiry was better off than that of the United States (Becerril 1993, 135).
At the time, he did not know that HFCS would become a major competitor for
Mexican sugar, and that the industry would be hit by an overproduction crisis
at the turn of the century thanks to industrial restructuring and increased mill
efficiency.

In fact, the main current challenge for Mexico's industry is its competition
with HFCS~ whether produced in m;m United States or in Mexico—which is

Table 3

Sugar Prices in the Leading Sugar-Trading Nations, 2000 {cents/pound)
NET EXPORTERS versus NET IMPORTERS

Interest Group | Canada Miexico United States
Consumers Free trade Subsidized prices “Sugar tax”
Secondary Free trade Subsidized prices *Sugar tax”
Industries
Industrial Free trade Subsidized prices Subsidies
Procossors
Cane/Best Cecasional Subsidized Tariffs, Subsidies
Producers subsidies prices/Tariffs

ML Workers Industry-wide
. Collective Contract

Saurces: USDA attaché auo:m‘ F.Q. Lichi, PROMAR International (reproducad in Coalition for
Sugar Reform) Refrieved: 3 June, mooo htto:fwww. sugar-reform.orgfsugpolic ntm.,
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based on subsidized corn. If corn subsidies were to decline in the United States,
then HFCS might lose its competitive advantage against Mexican sugar. In this
case, Mexican sugar would be the most competitively priced in North America.
In fact, even with such competition, Mexico already has the best sugar prices
for consumers of the three NAFTA countries; and they are among the most
competitive world-wide (see Table 3}. At 23 cents per pound, Mexice’s prices
are just above half of those in the United States {43 cents} and still well below
those in Canada (30 cents). Canada, however, has the best prices for secondary
industries at 16 cents per pound wholesale, compared to 27 cents in the United
States and 21 cents in Mexico.

According to the Canadian Sugar Institute, which is a non-profit trade or-
ganization of sugar processors, Canada is the country with the lowest sugar tar-
iff among the largest producers and consumers of sugar. As of 2000, a nomﬁmi-
son of wmnmm by equivalents in percentage puts Japan's tariff at close to 300%,
Western Europe at 175%, the United States at 150%, Mexico at close to 100%,
Brazil at about 40%, Australia at 25%, and Canada at less than 10% percent
{Canadian Sugar Institute 2000). Sugar subsidies, on the other hand, continue
to be prevalent in the wealthiest countries. The largest, once again, are Japan’s at
55% of final price, the United States and the European Unions at 35%, Mexicos
at 31%, and Australias at less than 5% (Canadian Sugar Institute 2000).

Sweets Exports and Imports in NAFTA Countries: 1994, 2060, and 2005

Comparing and contrasting the results of imparts and exports of sugar-related
products in NAFTA countries after this agreement took effect in 1994 is quite
revealing. Data seem to indicate that economic actors in each country, par-
ticularty manufacturers of confectionary products, have been quite rational.
They have moved their factories to those locations that have offered the best
cost advantages to set up their export platforms. While the U.5. government
continued fo attempt to protect sugar processors, secondary Hbazm_nﬁmm simply
locked elsewhere for belter cost opportunities. This has resulted in declining
confectionary exports for the United States, while both Canada and gmano
inverted their starting positions in 1994— from net importers of confectionary
products, they have become vigorous exporters.

Let us start with a brief analysis of the overall trade change in relation
to all sugar-related ﬂaogmnﬂwlmcmmﬁ beets, sugar cane, sugar noamnﬁobmg
raw and mmﬂmma sugaz, as well as nectars. All these data come from the UN
Food and Agriculture Organization (FAOSTAT) for the years 1994, 2000, and
2005, Our purpose is to assess the evolution of the sugar-irade situations for
NAFTA countries. All three nations experienced dramatic changes, but with
different contents and directions. Canada has always relied on the importation
of raw sugar for the largest proportion of its raw and refined sugar, both for
direct consumption and for secondary industries. Thus, the overail starting
trade situation for sweeteners, including sugar confectionary, was at a deficit
of almost $315 million. For the following vears, however, Canada was able to
substantially improve its trade situation, primarily on the basis of exporting
new sugar-confectionary products: its sugar-related deficit declined to $164 mil-
lion in 2000, and then further declined to just over $91 million by 2005,
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Por its part, Mexico also started the period with a deficit of almost $33
million in 1994, due primarily to its importation of sugar confectionary. By 2000,
however, it had inverted its position to produce a surplus of just over $1 billion.
This surplus was expanded to almost $1.6 billion by 2003. While Mexico was a
net exporter of raw and refined sugar, as well as sugar confectionary during the
entire pericd, its overall surplus in sweets was due to increased exports of sugar
confectionary, which now account for about 40% of its sweets surplus. The rest
of the surplus is accounted for by raw- and refined-sugar exports. Clearly then,
some manufacturing jobs must have been created in sugar confectionary for this
situation to have ensued. And yet, it is unlikely that they have compensated
the sharp decline in direct employment in the sugar industry (as will be seen
below).

For the United States, the sugar-related trade situation changed dramati-
cally toward a greater deficit, due primarily to a worsening sugar-confectionary
tracde balance. While the United States exported a significant volume of refined
sugar and sugar confectionary between 1994 and 2000, its imports were so much
larger that its deficit worsened considerably. U.S. deficits in sugar-related prod-
ucts evolved as follows: they were almost $668 million in 1994, over $1 bitlion in
2000, and almost $1.6 billion in 2005, The largest part of this deficit is accounted
for by sugar confectionary, whose proportion grew as follows: from almost 21%
of the sweets deficit in 1994, to almost 4%% in 2000, to nearly 56% in 2005. Thisg
evolution in the composition of the 1.5, sugar-related trade deficit seems to
confirm the interpretation proposed at the start of this sectior: economic actors,
particularly heavy users of sugar in the secondary industries, have skirted the
.5, protectionist policies by moving some of their planis to Canada and/or
Mexico. The specific ways in which these moves have affected employment in
zach nation is the topic of another study, but our suspicion is that, at least for
Mexico, it has not compensated the heavy losses in the sugar industry itself,

Labor: The Employment Issue

Labor in the sugar indusiry has two distinct categories: field workers and
industrial mill workers. Workers in these two sectors traditionally have had
verv different working conditions and compose different labor markets. Whiie
mechanization has reduced the number of both sets of workers, it has gener-
ally had greater impact on field workers. Field workers have historically been
most disadvantaged and have been much more likely to be seasonal migrants
in both Mexico and the United States. Sugar cane is not grown in Canada,
so fieldwork is imited to sugar beet production. In the past, this required
guite a bit of migrant labor, including Mexican migrant workers, particulariy
for “hand thinning”. Beet production now usc. hemical thinning, but some
migrant labor is still used for harvesting. One of ' »2in groups of migrant
workers is Mennonites from Mexico, many of whes have dual citizenship.
The Mennonite Central Comimittee of Alberta (IMCCA) estimates that about
2,000 families have migrated from Mexico in the past decade (Fehr 2000).

The overall employment situation in Mexico, after NAFTA, has actual-
iy deteriorated. Mexice has become the largest exporter of labor power, sur-
passing Asia and the rest of the Latin American countries (Murfioz Rios 2000},
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Considering the direct employment generation in the sugar industries of the
three NAFTA countries (about 17,000 jobs in the United States, about 1,500 in
Canada, and well above 400,000 in Mexico), jointly modifying State policy to
allow Mexico to be the main supplier of sugar would have tremendously posi-
tive employment effects for the NAFTA region as a whole. With the increased
efficiency in Mexico's sugar industry, and without the subsidized competition
from HFCS, Mexico could supply much of North America’s sugar needs at
adequate prices for most stakeholders, including Canadian direct consumers.

Canada could continue to supply its secondary industry from refining im-
ported raw sugazr, as long as its prices are lower than Mexicos. In the United
States, the possible negative direct effects on sugar employment could be more
than offset by the generation of additional jobs in secondary industries that use
sugar as the main raw material, as they would have greater incentives to ex-
pand production from access to cheaper sugar. Sirnilarly, more Mexican workers
would have a greater incentive to stay in their own cormunities rather than
having to migrate to Mexican cities or even further to “EI Norte™.

It is obvious that State policies have displayed a tremendous ability to
shape the sugar industry. The question is what social groups’ interests should
be addressed. We suggest that a large majority of people would be benefited if
Mexico were to become a large supplier of sugar for the entire region.
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Chapter b

Muitinational Agribusiness and Small Corn Producers
in Rural Mexico:
New Alternatives for Agricultural Development

Juan M. Rivera®

Ire TR 19903, MEXICO BEMBRACED 2 development path characterized by econemic
neo-liberalism, open markets, and free trade. The new economic policies have
caused a deterioration of the soclal and economic conditions of the Mexican
rural poor. In a search for new development alternatives, this research studies
two exampiles of associations between agribusiness firms and small agricuitural
corn producers in Mexico. It is expected that the lessons learned from these suc-
cessful development experiments could be replicated with other products or in
other regions of the country or the developing world.

This chapter discusses the characteristics of corn production in Mexico in
the context of NAFTA and the economic policies of the Mexican government. It
will then turn to concepts which cover contract farming and the potential ben-
efits for the parties participating in this tvpe of association. Following this, the
fifth section documents a contract-farming experience between corn producers
and a wet-mil! manufacturing business in Mexico. The characteristics of another
case of association between producers and agribusiness are presented in the
sixth section. Summary and concluding comments are reviewed at the end.

The Unigque Situation of Corn Production and Markets in Mexico

Measured by the volume of surface planted, the value of its anrual harvest, and
the number of agricultural producers, corn is the single most important crop in
Mexico. In 1990, the production of corn in the country accounted for 33% of the
total value of agricultural products, which inciuded a total of 222 goods, and
the seven million hectares planted are equivalent to 30% of the arable land in
the country.! Corn is indigenous to Mexico; it is the principal food staple, and it
is heavily engrained in national culture. In retrospect, at least in the recent past,
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