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Sugar has been as a major earner of foreign exchange for the
Philippine economy since the early part of the twentieth century.
During the 1960'3. for example, sugar exports made up 18 percent
~of total «xport .earnings (Table 1). Sugar's share of export
carniogs has heen deciining, however, due both to increasing domestic
sugar consumption and growth in other exports. In the 1950's, sugar
was roughly 22 percent of total'exports; but by the late 1970's,
sugar's share of total exports had declined to only 10 percent
{Table 1).

Thé predominance of sugar in Philippine trade was largely the
regult of colonial and poét—colonial ties with the United States.
dntil 197&,.almost all Philippine sugar was sold duty free into the

protected United States market where prices were kept stable at
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wish té thapk Cristina David, Joho Power, and Laurian Unnevehr for

helpful comments on earlier drafts. All comments and suggestions
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TABLE 1

Quantity and Value of Philippine Exports of Centrifugal and Refined Sugar
(000 metric tons and million U.S. dollars)

IMPORTERS Share of Suga

TOTAL SUGAR CENTRALLY PLANNED , in Total

YEAR EXPORTS U.s., JAPAN ECONOMIES OTHERS EXports
Quantity Value GQuantity Value Guantity Value Quantity Value Quantity Value (percent.

1955-1959" 864 101 839 98 8 1 - - 17 2 | 25

1960-1964" 1,032 140 1,032 140 - - - - - - - 19

19651969 984 144 984 144 - - - - - - 18

1570-1974" 1,383 325 1,317 286 51 33 : - - 15 T 21

1975 972 581 329 147 476 R4 11 3 156 07 25

1976 1,466 429 961 285 91 28 333 97 81 19 17

1977 2,442 512 1,23 278 237 50 892 166 79 18 16

1978 1,124 197 626 110 62 10 199 35 237 42 6

1579 1,150 212 405 75 347 63 138 24 260 50 5

1980 1,735 524 415 151 363 137 382 113 575 223 11

Source: National Economiz and Development Authority, Foreign Trade Statistics of the Philippines,
National Census and Statistics Office, various years. S e
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ilevelg usually well‘above the world market. Philippine policies were
in large measure designed to gecure maximum benefits from these
arrangements.

Preferential access to the U.S. market ended in 1974, precipi-

tating a major change in Philippine policies. The government took

over control of both domestic and international marketing, justifying
this as a way of protecting producers and consumers from world price
fluctuations and improving the Philippine negotiating position in

world markets. Both before and after 1974, sugar production,

processing and trade has always been closely regulated by the govern~

ment. These regulations have included. export taxes, an impert ban,
price, production, and marketing controls, low interest ratea on
production and equipment loans, and special minimum wages., A major
goal of this paper is to examine the impact of these policies on
sugar production and trade.

In addition to trade, sugar is a highly visible consumer good
and its domestic price, along with those of rice and cooking oil, is
a barometer of the success of govermment efforts to control inflatiom.
A second goal of this paper is to examine the effect of government
policies on domwestic prices and therefore the distribution of income
from sugar production and processing.

It has been argued that the cost of producing sugar in the
Philippines is high relative to other major exporters (FEEK),

What is not mentioned is the extent to which the high costs reflect



social opportunity costs of the inputs or the impact of government
pollc1es such as minimum wages, credit subsidies and price controls.
If the costs are nct due primarily to government pollc1ea, and are

greater than long run sugar prices, a strong case can be made for

encouraging marginal producers to shift out of sgggr. A third

goal of the papet is to examine comparative advantage in production.



GUN 5

WORLD TRADE IN SUGAR

Because international trade is se_impo?ﬁant to Philippine
sugar, it_is.useful'to discuss briefly the éharactéristics of the
international sugar market. Internatiaﬁal free maiket priées of sugar
are notorioﬁa for fiuctua;ing wildly and the-éééade_of.the 19706 s
ﬁrovi&es a good example (Figure 1). From a low of $81 per metric.tnn
in"1970; thé world price climbed steadily to,avpeak of 3552 in 1974,
and then dropped back to only $171 in 1978. A rapid increase
foilowed and by 1980, prices were o§er»$600 per metric ton. An
: equélly rapid deéline followed and in 1981, prices fell to an Average
of $390, 1In 1982, .f-ree lﬂarket sugé'r prices remained near a
decade low of abour $180 per metric ton.

Two factors account for this fluctuatinn‘ Reiative te cither
commodities, a large sﬁare of internationally traded sugar is not
sold at free market prices. Unly about 70 pex&ent of sugar traded
internationally is sold on the free market and this includes sugar
éold ét prices below production coats‘i In.additian, domestic sugar
production and consumption in many countries areprotected from worlid
price fluctuations by'government price control, forcing domestic
production variation onto the world markeﬁ. For example, the EC gsets
' a.aomestic floor price well above the free market price in most years,
purchases excess productioen, and.sells it at a lose in tﬁe ﬁorld.
market. It also has large preferéntial imports from ?tevious colonies

of member countries and as a result, is the second or third lurgest



ton)

per metyr:c

tar:s

diol

q
\

-PRICC

200 = - .'. o /) | \uwj/

FIGURL 1

international Free Market Supar Trice
700 :

600
500

400

— g

300

1955 1960 1965 1970 1975 1980

Sonrce:  appendrs fable.



GCN 7

importer and the second or third langSt_ggLAexporter-of sugar.
Alfhough the Philippine share of worid érea devoted to sugar

is only twc percent, it has been conSisteutlynone éf the top four

or five exporters, supplying about five percent of all.exported

suéar. -Until fhe end of its preferential trade ;ith the U.S. in

19?&, es$entia11y all Philippine sugar was ex?orted to the U.S5. S8ince

1974,'exper; markets have been diversified'and in 1980, exports to

"the U.§. were only 25 percent of the total. Japan took a little
\-._‘_,_._-—-—'_—

over 20 percent, and the centrally planned economies bought somewhat

less than 20 percent.



PRILIPPINE SUGAR PRICE POLICIES

In the post Wbrld War XI period, there hewve been three distinct
policy environments—-from the end of the war tc 1962 when an over-
walued peso raeduced the desirsbility .af exporting, 1962 to 1974 when
two devaluations and an increasa in U.8. guotas geve exﬁotf. quots
holders large profits, and 1974 to the present whea the government
took direct coantrol of domestiic and international marketing. In each
of these periods, sugar was. aZfected Dot only. by policies directly
affecting augar, but slso by policies directed tmrﬁm agriculture
gemtauv, such as cradit and fert.iluer mﬂmidms, and by macroeconvaic
policins such aa the owerall structure of 'pmtacti'on. This section
deals primarily with price, merketing and foreign emchange policies,
A discesaion of the impact of policies affecting inputa ie deferred

to a hatgr sectiom.

PRE WAR POLICIES

The poet wor policy emvirommont has baen strougly in€leeuced
by pre war dwwlapmﬁntes, and a4 brief look backemrd beips to wndow-
stand current bolieiée.z Betwean 1914 aand 1934, Philippiee BUGAT
antered U.5, markets duty free md in wmrestricted guastitics. As a
reacit, Philippine prodsction, almnst 211 of whieh was for axport,
graw “tapidly., Rxports reached 2 pamk of 1,3 milldiom ltma in 193&, e
level that wss not exceeded wntil 1971 (Huke, 1963 J. In 1935,

the 0.8, changed the structwra of proteetion given to domestic sugar
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from high tariff barriers to quantitative limits on imperts.
Philippine sugar was provided a quota of only 850,000 tons, two-
thirds of its previcus free trade éxports to the G;S.
The primary goals of Philippine pre-World Waf IT regurlation
were to distribute the export queta for the U.8. market among
domestic producers and to maiotain the price of'dcmestic sugar. The
principal legislation, the Sugar Limitation Lew of 1934, set up the Act 4164
basic mechanisms which regulated sugaf production, processing, and
trade for most of the next 48 years. Each mill and grower was given
a share of the U.S. export gquota {(called the A»qnota). A second
quantity, the B quota, was set aside fqr sale to the domestic market.
A egmall reservé (the € quota) was also set up to meet unforseen needs.
Both the & and B quotas were maximum amounts that a producer could
sell inte the respective markets. The Qﬁm of ail A éuotas was equal
to the U.5. gquota. The sum of all B quotas was.equal to dﬁmﬁstic supply,
and was set to keep domestic ¢onsumer prices at a predetermined 1evel..
Each mill owner and producer was free to trade sugar domestically and
in the export market up to the.iimit of his respective A and B quotas.
The need for the A quots is clear. Under the provisions of
the agreement wifh the U.S5., the qugntity of exports that could be
shipped to the U.S. market was limited and the A quotas allocated
the U.8. quota among domestic producers.
The original goal of the B quotas was to maintain domestic
prices. In 1935 when the quota arrangement with the U.S. was

implemented, Philippine exports to the U.S5. were about 400,000, tons
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greater than the quata.‘ Since domestic consumption was only 100,CG00
tons (Huke, 1963), the impact of diverting the excess to the domestic
market would have been to cause a drastic fall in domestic prices.

To prevent this, producers were paid a cune time fee to destroy part
s their standiné cane {gpgar News, May 1980}, and broduction and

domestic sales restrictions imposed.

POST WAR POLICIES TO 1962

Sugar plantations and processing. facilities suffered substantial
damage during World War i1, and immediate post war production was well
below pre war peaks. Furthermore, the exchange rate was frozen at
two pesos per dollar, a rate that overvalued the puso (Baldwin, 1975).3
Until the 1962 devalupticn, U.5. and domestic préﬁéﬂ were roughly the
game, and were &0 percent higher than the world price (Table 3). The
overvalvation reduced incentive to export suger to the U.S.
Philippine exports to the U.5. were below export quotas in several
vears during ‘the period (Table 2), and there were swall exports t¢
Japan. |

During this period, explicit domestic price ceilings were
introduced. YHowever, since export {(U.5.) and domestic prices were
at the same ievel and the export gquota was not slways met, there
was little need to enforce strictly either produccion controls or

price regulationns.
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TABLE 2
United States Quota on Philippine Sugarx and Actual

Philippine Exports )
(0UC matric tons, commercial weight')

Actual Philippine exports®

Year ' U.S. Quota © tu_the United Ctates
19552 B63.6 890.6
1956; 863.6 §70.6
1957, 863.6 630.7
1958, 863.6 892.5
19594 863.6 909, 1
19607 ©1,016.0 940.6
1961 1,296.1 1,039.0
19627 1,116.5 972.4
1963 1,099.5 1,081.1
1964 1,032.3 1,119.5
1965, 1,156.8 i,122.8
1966, 1,123.4 941.7
1967, 1,051.5 942.7
1968, 1,051.5 904. 4
1969, 1,051.5 1,010.5
1976, 1,214.9 1,256.7
1971, 1,413.1 1,421.4
19725 1,267.4 1,239.0
19737 1,295.4 1,610.7

¥otea: i. Sugar statfistics that include Leoth raw or refined sugar ave
' reported either in commercial weight or raw value. Coomercial
weight is simply the sum of the tonnages of both types of sugar.
In figures reported in raw value terms, refined sugar is
converted to its raw equivaleat. The conversion rate depends
upon the degree of purity of the refined sugar but is roughly
equal to 1.05.

2.. Nicete 8. Pchblador (1964), "The Philippine Sugar Industry: A
Case Study of Government Control,” The Philippine Review of

Business and Economicg, Volumz 1, Number 2, Cctober. The raw
value equivalert is 980,000 short tons.

3. Philippine Sugar Handbook, July 1974,

4., Sagar News, February 1972. These figures were reported in
raw valug and have been converted to coamercial weight
equivalent at a vate of 1.0294.

5. Sugar Today, 1974,

fz. Frowm Table 1.



~ Cont. of;Table 2.

Statistics on the United States quota on sugar are compiicated
in a number of ways. The quota provided for imports of both raw and
refined sugar. In addition, the quots was usualiy expressed long
tons, but is sometimes referred to in short tons or in metric tons.
Finzlly, in addition to.the basic export tonnage, which was increased
occasionally, the Philippines was provided a ghare in the growth of
United States consumption above a certain level as well as a share
in quota shortfalls of other countries. This table presents figures
which are reasomably close to what the actuval quota was, but should
not be viewed as exact. '



POLICIES BETWEEM 1962 AND 1974

Ihg direct impact of the devaluation of the peso between
1960 and 1962 was to raise substantially the peso price of sugar
exported to the U.S. relativé to the Philippine co;sumé:'pricem
Between 1960 apd 1962, export unit values doubled while the Manile
wholegale price increased less than So'percent. A second devaluation
and~im§osition of a 10 percent export tax in 19?0 further widened
the Bap between consumer and export prices'and during the period
1962 to 1973, the export price was 30 percent higher than the
cbnsumer price on average. | |

‘Philippine access to_tﬁg U.S. market increasea when the Cdban
Aqunté was elimipated in 1960 and its share allocated smong cther
quota holders. Between 1959 and 1962, the quota was increaaed
foughif_?S percent (ESO,OOQIfbns céﬁmerci&l waight) and b? 1974
’ anoﬁher 200,000 tons had been édded. n addition, damestic.ﬁqn-
sumptian wéa rising steadily. Avefage anuuél domestic consemption
(ﬁroduction less exports) was 355,000 tons in 1935-60, but had
increased to 052,000 ions in.the 19¢9-~1973 period_

fhe combination of increased pego prices for exports and
growth in the export quota made exporting more attractive that it
had been before 1962, .At the same time, growth in pbpulation and
income increased domestic deﬁand. Substantially higher'domeStic.

TS

o T .
pricze were politically undesirable and ianpits at the lower free
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market price were impoésible‘ if this U.S. guota were to be main-
tained. A combination of increases in B quotas with moderate
domestic price increases was choseu as the way to meet domestic
demand. Producers were required to allocate 30 percent of their
weekly production to the domestic market (B quota-sugar) until their B
quotas was filled. If they did not meet their domestic quota in a
given year, sales in the next year went entirely to the domestic
'market until the previous year's quota was filled. In essence,
export sales became a residual market. The domestic market was
gsatisfied before exports\were allowec. An important effect was that
between 1962 and 1973, exports to the U.S. were below 95 percent of

the quota in 4 out of 12 years (Table 2).-

IMPACT OF GOVERNMENT POLICIES BETWEEN 1955 AND 1974

A comparison of world and U.S. domeetic prices indicates that
for almost all of the period between 1955 and 1974, U.S. prices were well
above the world price (Table 3 and Fizure 2). Duty free access to
the protected U.S. market allowed Philippine producexs to earn
substantially more on exports than if they could sell only to the
world market.

At the official exchange réte, domestic prices were roughly
equal to export (U.S.) prices until 1961, but %rom 1962 on Philippine
consumer prices were below export unit values but above wotld;prices.ﬁ

With devaluvation and the increased U.S. export quota, & wedge was
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TABLE 3

Nominal Tariff Rates, Implicit Tariffs, and
Related Sugar Price Ratios, 1955 to 1980

(percent)

1955-1961 1962-1973 1974-1980
Nominal tariff ratel 65 Ty -3
Implicit tariffz 63 39 -31
U.S5. to world 71 106 29
Philippine export to world @3 102 -3
Philippine export to U.S. =5 4 -2
Wholesale Manila te .

export -3 -32 : -Z8

Millgate to export e | -17 -20

Source: Calculations based on the appendix table.

1. The nominal protection rate is based on the ratic of the
miligate price to the world price. The prices are not
at the same point in the marketing chain and these figures
overstate the protection provided to producers.

2. The implicit tariff is based on the ratic of the wholeaale
Manila price to the world price.
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introduced berween export and consumer prices. In order to protect
consusiers from a sharp rise in sugar prices, producers were required
to sell a portion of their production into the domestic market in
order to export. As a result, coasumer prices increased much less
than export prices.

Producer incomes depended upon the ievel of the export and
domestic prices, the shares which they were &llowed to sell into
each market, and the extént to which domestic production was sufficient
to meet both gquotas.

In Figure 3, DD' iz the domeétic dewand curve, SS' ig the
domestic supply curve (the marginal cost curve), 5-Qss is the domestic
supply curve legs the 11.5. quota, QUS' PUS and PW are U.S, CIF and
world free mavket prices respectively. If the only domestic policies
were the import ban and the export quota, the domestic price would
be P'B and domestic consumption would ‘e QA' Producers would earn
= agverage cost of production at

B
quantity B), consumers would pay (Pé'— PW) Qp more for the sugar

+P'Q -
Fus Qug * Py Q, — AC, Q (AC

they consumed than if that sugar were imported at the free market
price.s
In addition to the export quota and import ban, however, the
government had & domestic price éeiling which it met by forcing
preducers to sell in the doﬁestic market before they were allowed to

export. Ir Figure 4, 88" is again the domestic supply curve and

S - QD is the domestic supply curve less the domestic quota. Given
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the ban on imports, the domestic quota, and the~pri¢e of exports
(PUS), prroducers want to pro@uae QTOT and export EUSf

1f the U.S. quota is equal to E__, the system is in equilibrium

us
and one of the quotas is redundant. If the U.S. quof& is'greatet
than EUS’ it will not be met because producers must sell first to
the domestic market._ If the V.S, quota is less than EUS' the export
quotas become binding and quota rents are generated.7

During this pefiod, ;hr@e factors acted to move the system
out of equilibrium-—growihg domestic demand, increases in the U.S.
. quota, and outwgrd-shifts in the supply curve du&Aﬂoth to techno-
logical changes and input cost reducing policies such as crédit
and fertilizer subsidies. Domestic demaﬁd growth shifts S—QD to
the left, while supply factors shift $8' and therefore 8-Q, to
the right. 1 i8 not possibla to observe periods when'Eus was
‘greater than the U.S. guota and quota renfs were generated, but
in four years between 1962 and 1374, exports were less than 5
- percent of the U.S. quota, an indicaticn thst EUS was less than the
U.S. quota. |

Four general income distribution or production effects of
thegse policies can be seen. First, U.S. consumers paid more to
Philippine producers than if fhey:had imported ffom the free.market§
there was a revenue transfer from U.S. consumers to Philippine
producers. Between 1955 and 1973, this amount averaged $53

million per year (1972 dollars). Secbnd, Philippine con=~

sussrs paid more to Philippine producer: than if the free market
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price had prevailed‘in the Philippines. ‘his loss of consuser
surpluz was roughly $10 million per vear (1972 dollars). Thir&,
domestic production expanded beyond what weuld have been privately
profitable 3f the world price had prevaeiled. Fih&ily, producers
with better than average lands earned excess profits and in some

years all producers earned quota rents.
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PHILIPPINE SUGAR POLICIES 1974 TO 1982

The end of preferential access to the U.S. market in 1973
led to a major change in fhilippine sugar policies. ‘Befcre 1974,
the government had allocated domestic and export gquotas, sut allowed
the private trade to handle the marketing. In respcnée to the
termination of the Laurei-Langley Act, the Philippine Exchange
Company, Incorporated (Philex), an agency of the Philippine National
Bank (the major finaﬁcial institution for the sugar industry at
that time), was designated the sole buyer of sugar from the sugar
wills and the sonle exporter of sugar.a

In contrast to the previous system inm which each mill was
responsible for marketing its export and domestic quotas, Philex
bought all sugar at a single "comwposite" price~—calculated by
taking weighted shares of the officially determined “export' (4),
"domestie" (B), and “reserve” (C) prices (Table &).9 Philex
sold sugar for the domestic market to licensed traders and exported
the remainder itself.

The end of the U.S. guota system coincided with record high
world prices for sugar and the problems of adjusting to the new
situation were temporarily postponed. 3Because world prices were
so high, an additional export tax ﬁas implemEnted;O and a temporary
ban on exports was declared in late 1974 to protect domestic

CONSUNers.
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World sugav prices began failling iv 19?5 and by 1977 were
only 27 perceat of 1974 levels, In response, the composite price
wae lowered from 2,23%¥/kz. (its original level) to_l.ZG?IRg, in
December of 1976 and then increased to 1.40%/kg. in‘May 13977 where
it remained until world prices began rising in 1979.

Despite the reduction of the composite price, export unit values in
most of 1977, 1978, and 1979, were lower still. In order te maintain
producer prices above world prices, Philex made large loans from
domestic and foreign banks in 1977, 1978, and 1979.11

Pespite high world prices iu 1973 and 1974 {or perhaps because
of them), domestic stocks of zugar were built up and by 1975/76 had
reacked a 1970's pead of 1.66 million tons.}? The next two yesrs
saw recoerd exporte (mest of the increase went to Russis and China)
and stocks were drawn down somewhat. Unfortumately, these exports
came in years when world prices were at their lowest and export
revenues did not increése nearly as much as export gquantity. 48
a result cf the substantial leosses in-:urred, government ecntrol of
sugar was transferred in 1978 t¢ 2 newly constituted policy making
body, the Philipﬁine Sugar Commission {Philsueom)lB and day to day
operations were given to the new National Sugar Trading Company
(NASUTRA).

Philsucom and NASUTRA were éaddled with domestic stﬁcka that
were gtill large by historical standards and the veed to repzy the

large loans made previously., 4 fortuwitous rise in world prices in
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1979 and 1980 allowed NASUTRA to draw down its stocks profitably
(exports in 1980 were the second largest ever recorded), and in
1980 NASUTRA entered into long term contracts of three and four
years to sell half of total exﬁorts at roughly 51.8 U.8. cents per
kg, (¥3.7 per kg.}. Although that price wss only hélf of the
highest price reached in.the spot market in 1980, it proved‘ta be
& remarkably goud bargain because world prices fell to about 22
cents per kg. in 1981 and remasined at or below that level through
1982,

As world prices began indreaaing in 1979, composite prices
were raised, first in the middle of the 1978/79 crop year and then
" again in the beginuing of the 1979/890 érop year. In geheral,
Philsucom's price pélicy was to change the export price component
of the composite price with changes in the world price. Because
of the need to repay the loans, however, world price incresses
were net fully passed through to producers. Fifty percent of
NASUTRA'as profits were kept to pay off the loans (changed to 20
percent in December 1981) and fifty percent paid to planters/
millers.l‘4 By March 1981, the president of NASUTRA reported that
P1.5 billion of the loans (approximately 60 percent) had beeh

repaid (Sugar News, March 1981),15
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IMPACT OF CURRENT SUGAR PRICE AND MARKETING POLICIES

The most dramatic impact of Bovernment policies in this period
is in the decline in nominal protection to producers and the trsugi-
tion from implicit trxation to implicit subsidixatian of sugay
consumers (Tabie 3). Ou average, producers received only y percent
of the world price during this period while consumers paid only
69 percent of the wprld price. These averages, however, conceal
large fluctuations in nominai protection rates and implicit tariffs
during the period due to large changes in world prices. Producer
#:d consumer prices were above world prices in three years out of
seven. In 1982 and 1983 producer priceé afa again above world
prices (Figure §).

Of the varicus arguments for the government takeover of domestic
and international marketing, three are the most COMMONn=—=govarnment
contrel reduces the variability in prices facing consumers and
producers, makes it possible to negotiate favorable iong term
contracts, and raises th: average pric: producers earn. It is

useful to examine each of these arguments in turn.

Reducticn of Price Variation

Price variability affects consumers and producers of sugar in
opposite ways., Both face relative price effects (a sugar price

decline makes other comeodities relativeiy more expensive and
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makes gugar less profitabie that other crops) and income effecis

{an incrsase in the sugar price veduces the real income of sugar
consumers and increases the real income of producers). Consumers
wake their buying decisions based on the curvent price apnd are
therzfore zble to adjust‘their purchases to an unexpected :hang& in
the price. Producers, on the other hand, make their planting
decisiong on the basis of expected price, noc the zciual price at
harvest time.

It is not sufficient that ihere be sdcial benefits from
3tabilization; the benefits must be greater than the secial coste
of rTunning the stabilization policy. Probably the lsrgest cost
is the opportunity coct of the foreign exchange lozns mzdes by the
government to cover the peried when esport prices ire helow
producer prices. Reughly US337%70 million were borrowsd between
1877 and 1979 to subsidize producers during this §eriad, alisut ona
and a balf times the value of anpual sugar exporte iu chese years,

¥ich has been written in the econowics literature in the last
eight years about the impact of consumer price stabilization on

consumey welfare, but few definitive conclusicns have been raached

Probably the most that can be gaid ie¢ that if there are gaims, It

-

arise more from the impact on real income variability than on i

variability. Thus stabilization of wildly fluctuatieg rice prices

would increase consumer welfare din the Philippioes more fhan

]

5

stabilization of wildly fluctuating sugar prices because rice

purchases ave a larger share of ewpenditures than sugar.
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Three potential gains on the producer side exist, ail of
which arise because of divergences between private and social
profitability. One possibility is that capital markets are .
distorted sc that the profitability of lending to sugar growers
is greater than the opportunity cost of cabital, but because of
the distortion, lenders won't supply capital to sugar growers.

In this case, producers are forced te rely on their own financial
resources in times when prices are low snd produce below the aptimal
level. Another possibility is that producers are more risk averse
than socially optrimal aud again produce toc little. A final
possibility, related to the second, is that because of price
variability, producerz adopt new teghnélagy at a2 rate slower than
the optimum,

Although it is possible to construct theoretical situations
based or these divergences between scocial and private returms, it
has been difficult to identify thew enpirically for any crop or
country. It seems especially unlikely that these divergences
would be relatively more important in sugar than in other agricul-
tural crops in the Philippines. Sugar producers are auong the
iargest and most commercial of agricultural entrepreneurs. They
receive the bulk of all credit provided to the agricultural sector,
use a quarter of all fertilizer in the country and owm a large
number of the agricultural machines in the Philippines. There is
little evidence thﬁt producers of sugar are excessively rigk avevrse or

that decreases in sugar price fluctuations would increase average
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sugar production. Thus it is not clear rhai many benefits arise
when the government uses its scarce foreign exchange borrowing

capacity to stabilize either consumer or producer sugar prices.

Improved Bargaining Position in the Expori Market

The decision of NASUTRA to maks long term contracts in 1980
has proven to be an. excellent one. Shortly after the contracts
were made, world market prices fell precipitously. As a result,
Filipino producers enjoved prices in 1982 and will enjoy @xicas
in 1983 roughly double the Iree market price.

The record over the whele period of government control of
marketing is not so favorable. During the period 1974 to 1980, the
éverage unit value of Philippine exports was gomewhat less than the
average world price. Furthermore, during the Philex periocd, export
quantities and prices were inversely correlated. Record stocks
were accumulated when world prices were at their highest (1974)l6
and record quantities were exported when world prices were at their
lowest {1977). Thus over the whole period of government control,
exporit prices have bLeen somewhat above world prices on average
but of three critical export contract Jjecisions, two were made
inccrrectly; stocks were built up rﬁther than drawn down when
world prices were high, and stocks were sold when prices were low.

There are twe reasons why government control of exporting

wight be degirable~-to optimally restrict export supply, and to
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gﬂkehadxgntggﬂ gf economies of scale in gathering market ivformatiom.

Tf the world demand for Phiiippine supar is downward sloping? that
is, Philippine exporty have some impa:t on world prices, then it ig
theoretically possible to reduce Philippine exports, induce a rise
ip world prices and increase export revenues. It is uniikely,
however, that Philippine exports have any long run impact on worid
markets. Free market trade is about 15 million tons and Philippine
eXporis are onl§ ore million tons or a little cver {ive percent.
Thus restricting exports does wnot seem a likely way o increuse
export revenues.

Tt is algo difficulc to imagine why NASUTRA should be in a
better positioﬁ to prédict lewg run price levels than is the
private sector. 1If the private sector were free to export, it
ghould be able to develop the necessary gxpertise to predict future
pricéﬁ; Even if for some reason NASUTRA were ablé te do 2 better
job of forecasting, it would make most sense for thét information
to be provided to the private szctor to make its own contract
decisions.

Ultimately, someone must decide when and how to sell sugar
abroad. No one is infallible and mistakes in judgment will
undouvbtedly take place. I dacisian making is decentralized, the
costs of a wrong devision accrue only to the person who made the
decision. If that decision making is concentrated in one organiza-

tion, the cest of a misvake, such as the decision by Philex to



Buidd ap oi0cks ot a time of record world prices, is incurred on

all sugar traded or that could have been traded.

Increased Prices to Producers

Unless the government wants to finance the subsidy to domestic
producers previously provided by the preferential access tc the v.S.
market, the only way the goverament cum raise producer prices
relative to the world market is to either sell abroad or sell to
consuisers at increased prices. Given the afguments above, it seems
unlikely that NASUTRA would be able to use market power to increase
long run export prices. Furthermore, if it could, the mechanism
would be reduced exports. Reduction in supply requires a dyrop in
domestic production quotas or paying producers lower priceéu

It would be politically undesirable tc raise consumer prices
solely to increase producer incomes and the evidence suggests that
NASUTRA has not resorted tc this. 1In the 1962 to 1973 period,
consumer prices were 140 percent of the world price on average.
Between 1974 and 1980, consumer prices were only 69 percent of
world prices. The impact of government control has been to lower,
net raise, consumer prices. In order to finance this low consumer

price, the producer price has been kept below the world price.
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NASUTRA's good decigion in making long term contracts was
at least partially nffset by fhilex bad decisions in timing of
export and stock accumulétion. The Philippines'does'not control
a sufficient amount of world trade to affect world prices.
Neither Philippine consﬁmeré nor producers appear to gain much
from price stabilization, but consumers gain and producers lose
because the prices they face have been kept well belbw world
pzicés. It is not clear whether the gaiﬁs tn consumers are offset
by the iosaes to produéets. ‘It thus appears that either'frqm a
theoreiical or an empirical standpoint, the long run overall gains
from government control of sugaf marketing are not iarge, but that

there have been large income transfers from sugar producers o

SUgAT CONSUMEYs.

{4t the time this paper was reproduced, the fipal secticn on
comparative advantage was not yet complete. A supplementary
handout will be available at the Workshop.)
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FOOTNOTES

1The world free market includes all sugar not traded under
special government to government arrangements such as tﬁoae beﬁween
Cuba and the European socialist countries. EC éxﬁofts of subsidized
sugar are to the free market, but its imports of suéar from ACP

countries are not from the free market.

2See Castro, 1965, for an extended discuasion of the early

bistory of Philippine-U.S. sugar relations.

3 - e - . .
Sugar exporters were reguired to convert a part of their foreign

exchange earnings to pesos at the old rate through 1965.

The magnitude éf the difference between-conaumer.and world
prices depends.upon the price at which sugar could have been
imported into the Philippines. If the Intérnational Sugar
Organization world price is used domestic prices were 39
percent above world prices. If an average of Japanese, Hong Koﬁg
and South Korea imported umit values arve used as the world price,

doemestic prices were only 18 percent higher.
Consumer also lose the standard dead weight loss triangle abce,

b,
This assumes that average revenues at Q are greater than

_ TOT
average costs and that production decisions are made with the U.S.
price as the marginal revenue. If producers base their production

decisions on a weighted average of PUS and PD,fprdduction will ke

somewhat less.
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7 . .
In other words, P is greater than the marginal cost when

us
production equals the Suﬁ of the U.S. and domestié_quotas. These
quota rents must be segn'aSIOCCurring uithinvthevcontext of the
whole constellation of Phiiippine and U.S.vsugag'ﬁolicies; The
Vﬁaximum rents could be earned by paying produée:s v0r1d'prices
and if production was not sufficient to méef domeétic'demand and
the U.5. quota, buying fofeign sugar to make'up tﬁe diffefence. The_.
U.S., hqﬁever, w;uld nof allow:U.Sh'importslbf non-Philippine
sugar to meet the Philippine qﬁota, nor wbuld'it allow.

Philippine imports of foreign sugar to meet Philippine domestic
demand and sales of Philippine sugar to meet the U.S. qucta; The
rents referred to in the féxt arise because, given the ban on
 import$:and the domestic séles‘requitement, pro&ucers want to sell

more sugar to the U.S. market than allowed by the U.S. quota.

8 : L. . Nt
The molasses trade remained in the hands of the private
_sector;
9, : _ Y
Since 1974, the reserve has lost any practical significance .
since control of all sugar is in government hands. Its price com-
tribution in the compeosite price is idemticsl to the export price.;

Reserve sugar is sometimes used to meet ISA stockholding commitmenﬂs.

Orkie basic export tax was 6 percent. The new tax, called a%
premium duty, was 20 percent of the difference between the CIF
price and a base price, originally set equal to 80 percent of the

FOB value of exports for February 1974. The taxes applied to

centrifugal and rvefined sugar and molasses.
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| Neither the exporé tax nof the prewiwa duty a#péar to have
been fully coliected. The preﬁium &uty was paid inyAin three
yeara; 1974 to 1976. Between 1970 and 1977 total revenues from
export taxes averaged only 1.8'pefcaht of the valugAéf.exports,

 1122.78 billion were repo:tediy borrowed; ?352 miilion from
the International Mounetary Fumd commédity price stabiiizatioﬁ_fund.
P1.025 billion from the foreign banks, £1.3 billion in the form

of credit lines from the Philippine.National Bank and the Republic
Planters Bank, and an P18 million.ﬁre&if'line from the Tradets

Royal Bank (Sugar News, March 1981). :

12These stocks were equal to B_pefceht of total world exports

of sugar.
Dihe &uthoriéatiou for Philsucom was contained in Presidgntiél
Decree No., in 1974, but Phiisucom was not organized.until 19783-
14

The planters/millers share of the export profit was
distributed in the follo@ing way;

| First, the NASUTRA export costs was calculaﬁed by édding a
margin of P0.316 pef_kg, (PZO/picul)'to the export p ricé‘component
of the composite price. .The difference befﬁeen the world.price and
this export cést, called the export differentialy was shared |
between NASUTRA a_nd the mi].lers-/plaﬁters. |

For example,'fér_the 1979/1980 crop season,_the.folldwiﬁg

figures were used to calculate the basic composite price:
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Price Percent share Contribution to

P/picul in the compoeite the composite
Export sugar = 90 50 45.0
Domestic sugar 110 46 50.6
Reserve sgugar 90 A 3.6

Composite price ' 99.2

1f the average export price were P200 per picul (approximately 45
percent per kg.) the export differential would be
export price 200.0

less basic composgite .

price 99.2
lese MASUTRA margin 20.0
export differential  89.8

With the 1n1tlal sharlng arrangement, fifty percent of $44.9 would
be added to the export price component of the composite price and
the new composite price would be P121.65; The differential between
the twe composite prices is spiit between millers and p;an;eté‘in

proportidn,to their production sharing arrangement.

lsThe president of NASUTRA; Aubassador Roberto Benedicto, is

8180 Chsirman of Philaucom and chairmsn of the Board of Directors
Of'éhe Republic Planters Bank which took over the bulk of

financial services for the sugar industry in 1978,
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16A part of this accumulatién'was undoubtedly‘due'to the ban

on exports. The ban was designed to protect consumers, but it is .

difficult to see why record stocks were necegsary for that reason

alone,
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APPENDT

Solected Raw Sugar Prices,

TABLE

(Pesos per metric ten)

36

- 1. Z 3 4 5

International

Sugar Organi- Philippine Wholesale

zatinn World New York Export Delivevrad
fear Price CIF Unit Value Manila Millgate
1955 143 240 226 176 207
1956 154 247 222 204 218
1957 227 252 236 261 243
1958 154 255 244 249 243
1859 131 253 238 227 232
1560 138 256 249 221 250
1GAL 119 253 259 301 325 -
19862 523 436 441 3G7 384
1863 696 633 555 350 401
1964 492 539 550 334 422
IR 174 526 612 314 3956
1266 151 548 527 408 479
G567 161 572 562 395 489
1968 159 593 569 4034 496
1989 275 612 589 547 572
1870 478 950 897 602 709
1571 669 i, 114 998 607 R23
1972 1,074 1,258 1,152 7¢1 987
19F% 1,401 1,442 1.265 787 1,052
1974 4,453 4,258 3,250 826 1,458
1975 3,244 3,567 4,298 1,060 1,955
1976 1,886 2,171 2,168 1,240 1,763
1971 1,323 1,791 1,547 1,374 1,331
1978 1,275 2,268 1,295 -1, 438 1,423
1979 1,576 2,033 1,362 1,739 1,568
1980 4,668 4,902 2,575 1,850 1,95?
19 2,793 - - 1,850 ), 190
1981 2,055 - - 1,850 2,860

1982




Conc. Agpendix Table,

Horen:

Tanrvernational Sugav O

L
2841

Lion apot pri

sk wivh applicable duties paid.

Bolk raw sugar, landed o

Tnz valee of
quantiiy.

ugal sugar exports dlvided by the

Wiolegale price for sugar {eordiunarioc 97 Y} basis buvaers
ex—-central, &elf : For 195% to 1978, fzom

Philippiae Counc
Resgarch (193%),
the Philippines." From
Markering Dffice, MASUTRA,

ture and Remources
ies on Sugarcane Statistics in
73 to 1981, from Domestic

For 1955 to 1973, s weighted zverags of the ex POLT prAC?a
for sugar, Victorias exe-warchouse, end the wholzsale price
presented in column four. The weighits ave the shaxe of
production veing exported.anu one winues that shave, Frod
1974 co 1980, the cowposite price. Prices and production
acve for the cvrop yvear ending in the year indicated, expurts
are for the caleandar yeer. '



