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Sugar for the chemical industry

In the mid-80s, the European Union introduced aleggpn aimed at making the development
of the European chemical industry compatible wliga tommon agricultural policy.

In fact, on one side the Union’s common agricultgalicy was based on sugar production
guotas at a Community price that was disconnectad fluctuations on the world market and
relatively stable but higher on average (resulfiogn a political balance between consumer
purchasing power and the remuneration of beet-med) This disconnection included
protection (Community preference) with the helphajh customs duties. On the other side,
the Union’s industrial policy included low custormpsotection from imports (ad valorem tax
of a few percent). In so far as sugar, which sefeeshe manufacture of organic molecules
(citric acid, lactic acid, xanthan gum, etc.), eg@nts a substantial part of their production,
the European chemical industry was handicappe@gards imports of these molecules. To
put an end to this unfair competition, which thermical sector claimed was acting as a brake
on its development, the Union established a systeproduction refunds. In practice, every
day of the year the chemical industry could ob&aipplies of Community sugar and ask the
Commission to reimburse it the difference betwdenregulatory price of Community sugar
and the price of sugar on the world market fromalhits competitors could obtain their
supplies. This system operated until the refornthef Union’s sugar policy in 2006. For
marketing year 1987/1988, the Community budget pafidnds to the chemical industry (and
the pharmaceutical industry) on 181,154 tonnes rotgssed sugar (and isoglucose). In
comparison, for the same 11 countries this figuas Ww36,700 tonnes for the last marketing
year of implementation (2005/2006) and 626,722 ¢srfior the EU of 25. It can therefore be
said that this regulation has worked well.

With the reform of its sugar policy, the Union d#snl to cut its quota production by a third
and switch from a situation of being a high-surpéxgorter to a deficit situation as a net
importer. It decided in this context to stop payprgduction refunds to its chemical industry
and ask it to sign contracts with the European issgator for non-quota sugar at a freely
negotiated price.

For the chemical industry, used to having surplsirmunity sugar freely available
and being able to align its purchase price for segary day with the world price for
sugar thanks to production refunds, this was a bbkw. In effect, as beet is sown in
March/April for year “n” to be harvested in Septeniof year “n” to December of
year “n” and then processed into sugar which is g@d until October of year “n+1”,
the chemical industry found itself faced with theed to announce as from March of
year “n” its intentions to purchase sugar over peeiod September “n” to October
“n+1” as regards quantities and prices, so that frener could take his sowing
decision and plant beet rather than cereals.

For two marketing years (2006/2007 and 2007/2088)chemical industry has not wanted to
play this game (or not completely at least) anddeasefited from the delay in the programme
to reduce Community quota sugar production thategeed, according to the regulation,
surplus non-quota sugar. Since 31 March 2008, we kaown that as from marketing year
2008/2009 the sugar industry will have attained 94the objective for the reduction of

guota sugar production set by the Union. Consefuehere will be no foreseeable excess



production of quota sugar. Despite this new sitimtithe chemical industry once again

demonstrated its reluctance to sign contracts imcM&008 for what its sugar purchases
would be (in terms of quantities and prices) fa pgeriod October 2008 to September 2009. It
has asked the European sector to take the riskwahg non-quota beet without a contract.

But within the context of the prospect of a relalywvlow world price for sugar compared with

the prospect of relatively high world prices foreas it is not easy to convince farmers to
sow without any price commitment. Furthermore, witle guaranteed outlets sugar

manufacturers are reluctant to sign contracts Watiners since it is prohibited for sugar

produced over and above the quotas to be placeshlenon the Community market until a

year later.

In these circumstances, the Commission wants teugekhat it has found the solution for

marketing year 2008/2009 by offering the chemiadustry the opportunity to import up to

400,000 tonnes of sugar duty-free from the worldkeiaand giving the European sugar
sector the opportunity to export up to 700,000 &mnof sugar produced above its quota.
When the time comes it will be interesting to see tthe chemical industry is going to sign

its international contracts because a boatloadigaishas to be ordered “a little” in advance
and requires a certain amount of logistics. From shgar sector’'s side, the beet-sowing
figures are not yet fully known but it is possilileat at the beginning of marketing year
2008/2009 there could still be surplus sugar stad@mulated since the start of the new
regime in 2006. What is certain, on the other hasdhat as from 2009/2010 either the
European sugar and chemical industries will hawmdioa suitable trade negotiation table to
adapt, three years late, to the new sugar regimbecEuropean sugar industry will have lost
an outlet for more than 500,000 tonnes of sugatritiaas had until now and the European
chemical industry will have turned to seeking iipglies from outside the Union.
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