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Focus on ACP sugar

The chart below left records the
stability of the ACP/EU Sugar
Procotol and the Special
Preferential Sugar scheme which
was gradually replaced by EBA
sugar, then the uncertainties
surrounding the Economic
Partnership agreements after the
denunciation of the Sugar Protocol
in 2007, then the wave of EPA/EBA
sugar which was attracted by high
prices in Europe in 2012/15, and
finally the dismal decline in
quantities imported since then.

Were it not for the inclusion of
effectively two seasons’ worth of
sugar imports into the EU from
South Africa in 2017 (an ACP
country whose trade with the EU is
limited to a TRQ of 150,000
tonnes), the picture would look
even bleaker. The total of ACP
imports in 2017/18 excluding South
Africa was just 560,000 tonnes after
1,295,500 tonnes in 2016/17.

In 2017/18, South Africa replaced
Mauritius as the largest ACP origin
in the EU sugar market, supplying
233,500 tonnes in 2017/18.
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ACP/LDC sugar impom 2017/18 werdhe lowest since records
beganas prices for EU raw sugar for refining fall to historic lows

The story of ACP sugar since 2001 described on the front page of this report has an obviously close
parallel in the EPA/EBA prices recorded CIF tel quel by Eurostat. In the graph below, ACP sugar
prices (CIF tel quel) are measured for sugar for refining (raw cane sugar for refining) and sugar for
direct consumption (almost all white and speciality raw cane sugars), whilst in the data below, prices
for white sugar and DC sugar are also shown (2018/19 data is for October to December 2018 only);
the data includes data for South African sugar.
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Average prices (CIF) for Sugar for Refining and DC Sugar from ACP
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Raw cane
DC raw cane cugar for Total Avg.
sugar refining White sugar Price
Avg. Price  Quantity Avg. Price  Quantity Avg. Price  Quantity

€723 7,707 €342 43,270 €487 14,204 €419

€688 6,415 € 360 89,008 € 465 9,414 €390

€689 7,957 €363 106,654 €419 12,472 €389

€672 7,373 € 308 41,528 €417 8,011 €371

€655 11,737 €404 12,343 €526

€ 640 11,622 €326 26,370 €430 11,075 €424

€521 31,672 €284 11,300 €450 6,046 €457

€662 14,191 €258 11,405 €409 14,985 €455

€656 6,274 €284 65,205 € 390 9,018 €325

€613 10,703 €287 82,325 €403 13,005 €334

€ 666 6,472 €267 29,994 €395 8,830 €349

€667 4,846 €284 31,895 €394 5,755 €343

€ 680 5,840 €269 123,181 €360 4,635 €290

€ 649 8,137 € 257 52,000 € 387 7,737 €319

€628 7,122 € 259 49,299 €374 5,189 €311

Total
Quantity

65,181
104,837
127,083

56,911
24,080
49,067
49,017
40,582
80,496
106,033
45,296
42,496
133,656
67,874
61,610
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EU sugar beet area seen down 10%4019/20but EU28 production
could remairil8.2m tonnes

Speaking at the press conference after the launch of Agrana’s latest trading update on 10" January
2019 covering the first nine months of the Austrian sugar group’s financial year 2018/19, the CEO Mr
Johann Marihart was reported saying he expects that, “Western European sugar companies and
sugar beet growers will reduce their areas by around 10 percent” in 2019/20, Vienna Onlineeports.

Thanks to a derogation on the use of neonicotinoids, the CEO expects that the beet growing areain
Austria will remain the same as last year (about 30,000 hectares), and indeed the same areas in the
Czech Republic, Slovakia, Hungary and Romania. In the 2019/20 marketing year, lower stocks of
sugar in the EU coupled with a lower beet area may lead to a "certain normalization" in the sugar
markets, Mr Marihart added.

In Germany, Stidzucker announced plans to close the Brottewitz and Warburg sugar production
plants, which together produce around 200,000 tonnes of sugar annually, as part of a restructuring
programme designed to cut Slidzucker’s European sugar production volumes by up to around
700,000 tonnes per year, according to Reuters Meanwhile, Nordzucker announced that the
company has agreed to take a majority stake in Australia’s Mackay Sugar Limited, according to a
press release on the company’s website. “The growth in sugar is taking place in regions outside the
EU”, Dr Lars Gorissen, Chairman of the Executive Board is reported saying.

In France, Saint Louis Sucre announced that it will cease production at the Eppeville and Cagny sugar
factories. “We will do the 2019/2020 campaign with four sugar units and the plan will be
implemented in the first half of 2020,” however, “with the two closures in Germany — 200,000
tonnes — and the closures in France, the goal of 700,000 tonnes production reduction has not yet
been reached,” Saint Louis Sucre’s spokeswoman told Rauters For the 2019/20 campaign, Tereos
has asked its members to reduce their beet tonnage by 5% year on year, Usine Nouvelleeports, and
although no signal has yet been given, similar reduction in beet area is “not excluded” for members
of Cristal Union. At the Dubai Sugar Conference last week, Cristal Union’s CEO M. Alain Commissaire
told Reutergthat the seven big EU sugar companies in Europe “may be too many”, adding that, “we
want to be part of the consolidation”.

In the Netherlands, the Nieuwe Oogsiultimedia platform reports that Suiker Unie expects the
Dutch sugar beet area may be around 80,000 hectares in 2019/20, about 6,000 hectares less than
last year.

Meanwhile in the United Kingdom, Mr Nick Blake, farm business consultant at Andersons, says that,
“the [British Sugar] price announcement appears to be designed for a reduction in volume for the
2019/20 campaign”, adding that, “unsurprisingly, there is unlikely to be any market-related bonus
for the 2017/18 crop”. For one-year contract growers in the UK, the 2018/19 price will remain at
just over £20/t and will fall to £19.07/t in two years’ time, “subject to subsequent price changes, but
the adjusted tonnage sold will increase to account for the crown tare previously deducted”, Mr
Blake adds. Anderson’s Outlook 2019 report is available here. Bucking the EU trend, British Sugar
increased its forecast of the 2018/19 UK sugar crop from 1.05 to 1.15 million tonnes, Farmers
Weeklyreported.

It’s far too early to speculate about the 2019/20 sugar beet crop in Europe. As noted in last month’s
report, EU28 sugar production in 2018/19 is expected to be around 18.2 million tonnes further to
very poor yields, down 15% from the year before. However, the scant indications we have as noted
above would seem to suggest that 2019/20 EU28 sugar production could remain pretty much the
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same at 18.2 million tonnes assuming — brave assumptions! —that the unscientific ban on
neonicotinoid use in beet seed will not hamper yields in the maritime Member States which have
not — yet? — given exemptions to the ban, and assuming normal yields — a brave assumption!

EU sugar beet yields (tonnes sucrose/hectare)
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EU28 to move towards a balanced net trade positiol0i920¢
before Brexit is considered

With both the sugar processors and growers struggling to stabilize the beet area this year, it remains
very early days to attempt a reasonable forecast of 2019/20 beet sugar production in the EU28,
however, there are a couple of forecasts that can relatively confidently be made already.

The EU is presently forecast to move from being a net exporter of around 2m tonnes/annum to a
more balanced position in 2019/20. Before quotas were abolished on 1% October 2017, the EU28
was a substantial net importer of between 2m and 3m tonnes of sugar from third countries (so
negative around 2.5 million tonnes per annum on average), but the 2017 quota upheaval sharply
reversed the EU’s net trade position with imports being halved whilst exports more than doubled in
guantity, with inevitable consequences not only for the world market outside the EU customs union,
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but also for trade flows within the single market. In 2017/19, the net trade position was positive
nearly 2.5 million tonnes, but in 2018/19, the net trade position may be less than 1m tonnes and it
may be balanced around zero in 2019/20.

However, if a “hard” or “no deal” Brexit is considered, the net trade position of the EU would change
quite markedly after 29" March 2019. After Brexit, imports into the EU27 may be somewhat less in
quantity, perhaps 500,000 tonnes less for the EU27 at just over 1m tonnes/annum, but exports
would be 1.2 million tonnes higher, perhaps approaching 3m tonnes in 2019/20, all other things
being equal. At the same time, trade flows within the single market would change directions on a
similar scale, and one might also envisage stocks of sugar in the EU could be higher than they
otherwise would be until the Brexit upheaval may subside, with inevitable negative consequences
for domestic sugar prices in the EU27 for a year or two after a “no deal” Brexit.

Net extra-EU sugar trade balance ('000 mt)
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Key EU8 sugarestimates

- . Outlook
(million tonnes)(Oct/Sep marketing years) 2017/18 | 2018/19 change 19/20
Beginning stocks 2.2 2.4 0.2 down
Total fresh production (sugar equivalent) 21.3 18.3 -3.0 down
- of which sugar production excludibipethanol 20.0 17.0 -3.0 down
Imports from non-EU countries (incl IPR) 1.6 1.8 0.2 same
Domestic disappearance (incl exports of products) 16.9 16.5 -0.4 down
Industrial consumption (including ethanol but excl jus ver} 2.2 2.1 -0.1 same
Exports to non-EU countries (incl IPR and “other” whites) 3.7 2.5 -1.2 down
Ending stocks 24 1.5 -0.9 up

| present my “key estimates” above in a slightly different format than that which you might be used
to. | feel this slight change gives a better picture of the EU28 situation; after all, as an international
trader, a tonne of sugar is a tonne of sugar!

julianprice.com 18" February2019




julianprice.com EU sugar market update and outlook page 6 of 10

The imports and exports data include not only sugar traded under the normal customs treatment,
but they also include sugar imported and exported under Inwards Processing Relief (IPR) and also
“other” white sugar (HS 1701 9990). For the moment, the UK is included in the EU. Moreover, as
the IPR trade is highly susceptible to the gap between international and EU domestic sugar prices,
these estimates become quite a bit more volatile. All comments most welcome.

EU deficit area premium to fall despite lower production?

In 2017/18, France and Germany accounted for 54% of all intra-EU sugar trade (excluding trade with
Belgium and the Netherlands which is en routefor export). Total intra-EU trade amounted to nearly
7m tonnes in 2017/18 after about 5.5m tonnes in 2016/17 according to Eurostat data (2).

Principal intra-EU sugar trade flows (kt)
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Sugar production in both France and Germany is expected to be around 1m tonnes less in 2018/19
compared with 2017/18, at 5,400kt (6,480kt) and 4,200kt (5,158kt), respectively. Given smaller
crops in the largest intra-EU exporting Member States, and even with exports to the world market
foreseen lower, such is the pressure on margins emanating ultimately from low world prices and
hence export prices, that intra-EU exporters will probably seek to maintain their market shares in
the importing (deficit) Member States. Hence, all other things being equal, the gap between
domestic prices in the importing (deficit) Member States and those in the exporting (north and
western) Member States (“deficit area premium”) may become lower. According to European
Commission reported prices data, the deficit area premium in October 2018 was EUR 64 per tonne
(%) and EUR 50 per tonne in November 2018. The foregoing analysis would suggest that the deficit
area premium may move lower in 2019 despite the smaller crops in the northern European beet
belt.

! These Eurostat intra-EU data are probably only about 80% accurate owing to the so-called “VAT gap”. The
VAT gap is the amount of value added tax which should theoretically be collected versus the amount which is
actually collected. According to a report undertaken for the European Commission (TAXUD/2015/CC/131), the
VAT gap in 2016 was just under 150 billion euros, or about 12.3 percent of total VAT liability or 1% of total
GDP. The causes of the VAT gap include fraud, evasion, insolvencies, bankruptcies, administrative errors, and
legal tax optimization.

2 Reported price in Region 3 less average of Regions 1 and 2.
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"EU Deficit Area Premium" (£/t)
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Stocks of sugar remain low in the EU28

According to the latest European Commission data, sugar beet processors held 9,124,000 tonnes of
sugar at the end of November 2019 and refiners held 266,000 tonnes. In total, end November 2018
stocks were 9,390,000 tonnes, their lowest at this time of the year for seven years.

Given the lower beet crop expected this year, even despite an earlier end to the campaign, it seems
that the EU market can comfortably remain fluid (i.e. well supplied) with lower stocks, shorn of the
need to account separately for quota, out-of-quota and carry-forward stocks.

EU sugar stocks
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Imports and exports of IPR sugar get off to a good start in 2018/19

Under the Inwards Processing Relief (IPR) scheme, industrial sugar users are able to apply to
Customs authorities for certificates, known as INF5 certificates, on all quantities of sugar exported
within processed products such as biscuits, chocolates, confectionery, etc. The application
procedure is fairly arduous, but once the scheme has been authorized by Customs for the operators
concerned and set up internally, the certificates generated by exports of sugar-containing products
have a monetary value and may be traded. The market value of the INF5 certificates derives from
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the difference in the price paid for EU origin sugar incorporated in the processed products and the
value of “equivalent” sugar in the world markets. Note that “equivalence” has a precise meaning in
the EU legislation, for example, a recent ruling determined that organic sugar is not equivalent to
conventional sugar even though the two sugars may share the same CN code. However, it is
permitted in some (but not all) Member States to receive raw sugar for refining from the world
market and import the refined sugar duty-free against INF5s. The IPR scheme is well regulated
(although complicated!), subject to reporting to the European Commission DG AGRI for monitoring
purposes, and further details may be found on the European Commission’s website.

In the first three months of the 2018/19 marketing year, EC data show that sugar imported and
exported under IPR amounted to 114,400 tonnes tel quel imported and 73,100 tonnes exported in
the natural state. The vast bulk of the imports were of raw cane sugar and for exports the bulk was
refined sugar. Current values for INF5’s for refined sugar which may be imported duty free from the
world market are said to be in the region of 50 EUR/tonne. With a “no deal” Brexit, it is believed
that INF5’s already issued by the UK authorities would be remain valid in the EU27, but UK
certificates dated after 29" March 2019 would not be valid in the EU27.

Imports and exports of IPR sugar

Imports Exports Total
2017
Oct 37.1 16.6 53.7
Nov 17.8 26.0 43.9
Dec 30.8 18.0 48.8
2018
Jan 10.6 246 35.2
Feb 24.6 24.7 49.2
Mar 27.2 19.0 46.2
Apr 19.6 241 438
May 22.6 18.9 415
Jun 19.7 13.8 335
Jul 37.7 16.1 53.8
Aug 18.3 29.1 47.4
Sep 46.1 22.2 68.3
Oct 29.9 28.7 58.7
Nov 68.6 24.6 93.2
Dec 15.9 19.7 35.6

Source: Eurostat

Imports and exports of IPR sugar (white and raw) (kt)
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BrexitX inching towards a solution?

“LF LNBfFyYyR FLWISEHFESR G2 GKS 9! G2 OKFy3aS GKS

GSYLR2NINAfezs fSdiQa are FAQS &SIHNAZ GKS YI
beneficial for Ireland than an indefite backstop, but much more favourable than the neon
contractual Brexit, which inevitably approach&sSo said Mr Jacek Czaputowicz, the head of the
Ministry of Foreign Affairs of Poland, Rzeczpospoliteeports.

If only such wisdom would be on display from those who are actually negotiating Britain’s
Withdrawal Agreement!

As things still stand today, the UK still seems to be heading for the “cliff edge”, with all that entails
for the country at large, and not least (by a long way) with all that entails for the EU and UK sugar
industries, confectionery manufacturers, bakers, bottlers and other industrial sugar users, and for
African, Caribbean and Pacific and other third country sugar suppliers.

As far as the EU negotiators and the Irish Prime Minister Mr Leo Varadkar are concerned, it seems it
would be intolerably humiliating to compromise on the backstop. At the same time, the Leader of
Her Majesty’s Opposition, Mr Jeremy Corbyn would apparently rather have “no deal” so that he can
call for an early election and govern shorn of the need to adhere to EU state aid laws.

Meanwhile, for the UK Prime Minister, Mrs Theresa May, whose Brexit deal was voted down by 432
to 202 votes in the House of Commons on 16 January, the very worst outcome would be to end up
with no Brexit at all. Hence the Nash Equilibrium of this game theoretic exercise () might indeed be
“no deal”, and hence also the EU and UK continue to plan very seriously for a “no deal” Brexit.
The third largest supplier of sugar to industry in the UK, Tereos, warned on 15 January 2019 that a
“no deal” Brexit would have “devastating ramifications” for the European sugar industry with tariffs
of over 100 percent entering into force between the EU27 and the UK, Food Ingredients First
reported. “This is an over 100 percent price increase for UK food and drink manufgttumers
Guillaume Planque, Head of Product Management at Tereos said.

Imports of sugar into the UK from EU27 countries (tonnes}
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According to Mr Dirk Willem te Velde, Director of SET Programme at the Overseas Development
Institute, in case of a no-deal Brexit, Africa could lose access to UK markets worth $2 billion annually,

3 Prisoners’ Dilemma
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reported Khusokga digital business publication on 18 January. However, because the UK Customs
Act has now received Royal Assent, setting up the UK's preference scheme now only requires
secondary legislation and so may not be a problem if — ifl — non-LDC countries with EPAs/FTAs to the
scheme would immediately agree to begin negotiations on new Free Trade Agreements with the UK.

According to Busines Day South Africa’s negotiations with the UK to ensure that a trade agreement
is in place in the event that it exits the EU without a deal is 99% complete. Speaking on the sidelines
of a meeting of parliament’s trade and industry committee, at which the matter was due to be
discussed, South Africa’s Trade and industry director-general Lionel October said that the Hon.
Minister Rob Davies was pushing hard for an agreement to be concluded by the first week of March,
ahead of the March 29 date of Brexit. The agreement, once signed, would kick in immediately and
only be ratified by parliament later. At the same time, amid reports that the South African sugar
industry is buckling under pressure with a number of farmers continue to show a steady decline in
the past 19 years, the SA DTl has commenced legislative process to amend the Sugar Act, according
to a statement issued by Parliamentary committee chairperson Joanmariae Fubbs, who said that the
challenges range from a lack of transformation and drought to concerns around pricing, imports and
the implications of the recent tax on sugary beverages. It is speculated that South Africa’s access to
the UK market could amount to 150,000 tonnes/annum, effectively doubling South Africa’s access to
the EU at 28 member states — to be confirmed!

In Ireland, serious consideration is apparently being given at last to the Trusted Trader scheme
proposed by Mr Lars Karlsson, the former Director of the World Customs Organization who has given
testimony to both the House of Commons and to the House of Lords. The Trusted Trader scheme
was first proposed in a study commissioned by the European Parliament's Policy Department for
Citizens' Rights and Constitutional Affairs on cross-border movement and trade between Northern
Ireland and Ireland.

Meanwhile in Brussels on 18 January 2019, further to the Joint Statement agreed by President
Juncker and President Trump last July, the European Commission published draft negotiating
directives with the aim of reaching a new TTIP between the US and EU which would enable the
removal of tariffs and non-tariff barriers in transatlantic trade in industrial goods.

But as much as everyone may wish the Brexit bus to move on, it will not do so unless there is some
sort of resolution before 29 March 2019. And after that, there will still be much work for EU and UK
sugar stakeholders to do regarding trade deals, customs procedures and a myriad of other issues
vital to maintain or adapt sugar trade flows.

Disclaimer
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