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Sugar production in CY 2005 is expected to recover somewhat and reach 850,000 MT.  A severe drought resulted in a reduced crop in CY2004 and increased imports, reaching 179,927 MT, of which 34 percent was imported from Bolivia.
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Executive Summary

Cane sugar production for CY 2005 is forecast at 850,000 MT, an increase of eight percent compared to the previous year.  This increase is due to better weather conditions that are allowing the industry to recover the level of production somewhat.  Sugar cane production is expected to increase from 7.85 MMT in CY 2004 to 8.3 MMT in CY 2005.  Yields and cane age vary greatly from one producer to another.  Yields range from 53 to 190 MT of cane per hectare and age from 13 to 18 month between cuts.  

The GOP has recently passed a new law that requires substituting highly contaminating elements of fuel for environment friendly components, such as ethanol.  The industry estimates that around 7.8 percent of the gasoline and 5 percent of diesel would be replaced by ethanol and are getting ready to supply this new market.

Cane sugar consumption is estimated at around 885,000 MT in CY 2005, two thirds of which is for direct consumption and a third for industrial use.  Peruvian sugar exports in CY 2005 are estimated at about 41,000 MT.  Peru’s primary export market for sugar is the United States under the sugar tariff-rate quota.  Peru grants a 30,000 MT duty free quota to Ecuador. 

Sugar imports in CY 2004 increased significantly due a diminished local production that created a deficit in the market.  Bolivia was the leading sugar exporter to Peru with 34 percent of the market.

After this temporary set back on sugar production due to the drought, Peru is expected to recover and become self sufficient in the upcoming years, maybe even have a 200,000 MT surplus.   
	PSD Table
	
	
	
	
	
	
	

	Country
	Peru
	
	
	
	
	
	

	Commodity
	Sugar Cane for Centrifugal
	
	
	
	(1000 HA)(1000 MT)
	
	

	
	2004
	Revised
	2005
	Estimate
	2006
	Forecast
	UOM

	
	USDA Official [Old]
	Post Estimate [New]
	USDA Official [Old]
	Post Estimate [New]
	USDA Official [Old]
	Post Estimate [New]
	

	Market Year Begin
	
	01/2003
	
	01/2004
	
	01/2005
	MM/YYYY

	Area Planted
	82
	82
	0
	83
	0
	84
	(1000 HA)

	Area Harvested
	71
	78
	0
	71
	0
	75
	(1000 HA)

	Production
	8900
	8839
	0
	7850
	0
	8300
	(1000 MT)

	TOTAL SUPPLY
	8900
	8839
	0
	7850
	0
	8300
	(1000 MT)

	Utilization for Sugar
	8900
	8839
	0
	7850
	0
	8300
	(1000 MT)

	Utilization for Alcohol
	0
	0
	0
	0
	0
	0
	(1000 MT)

	TOTAL UTILIZATION
	8900
	8839
	0
	7850
	0
	8300
	(1000 MT)


	PSD Table
	
	
	
	
	
	
	

	Country
	Peru
	
	
	
	
	
	

	Commodity
	Sugar, Centrifugal
	
	
	
	(1000 MT)
	
	

	
	2004
	Revised
	2005
	Estimate
	2006
	Forecast
	UOM

	
	USDA Official [Old]
	Post Estimate [New]
	USDA Official [Old]
	Post Estimate [New]
	USDA Official [Old]
	Post Estimate [New]
	

	Market Year Begin
	
	01/2003
	
	01/2004
	
	01/2005
	MM/YYYY

	Beginning Stocks
	17
	35
	12
	10
	12
	22
	(1000 MT)

	Beet Sugar Production
	0
	0
	0
	0
	0
	0
	(1000 MT)

	Cane Sugar Production
	970
	959
	950
	790
	0
	850
	(1000 MT)

	TOTAL Sugar Production
	970
	959
	950
	790
	0
	850
	(1000 MT)

	Raw Imports
	0
	0
	0
	0
	0
	0
	(1000 MT)

	Refined Imp.(Raw Val)
	11
	11
	50
	180
	0
	110
	(1000 MT)

	TOTAL Imports
	11
	11
	50
	180
	0
	110
	(1000 MT)

	TOTAL SUPPLY
	998
	1005
	1012
	980
	12
	982
	(1000 MT)

	Raw Exports
	40
	61
	40
	41
	0
	41
	(1000 MT)

	Refined Exp.(Raw Val)
	0
	0
	0
	0
	0
	0
	(1000 MT)

	TOTAL EXPORTS
	40
	61
	40
	41
	0
	41
	(1000 MT)

	Human Dom. Consumption
	946
	873
	960
	876
	0
	885
	(1000 MT)

	Other Disappearance
	0
	0
	0
	0
	0
	0
	(1000 MT)

	Total Disappearance
	946
	934
	960
	917
	0
	926
	(1000 MT)

	Ending Stocks
	12
	10
	12
	22
	0
	15
	(1000 MT)

	TOTAL DISTRIBUTION
	998
	1005
	1012
	980
	0
	982
	(1000 MT)


	Import Trade Matrix
	

	Country
	Peru

	Commodity
	Sugar, Centrifugal

	Time Period
	2004

	Imports for:
	

	U.S.
	5

	Others
	

	Bolivia
	61443

	Ecuador
	57622

	Colombia
	49588

	Brazil
	10927

	Total for Others
	179580

	Others not Listed
	342

	Grand Total
	179927


Units: Metric Tons

	Export Trade Matrix
	

	Country
	Peru

	Commodity
	Sugar, Centrifugal

	Time Period
	2004

	Exports for:
	

	U.S.
	41350

	Others
	

	Total for Others
	0

	Others not Listed
	4

	Grand Total
	41354


Units: Metric Tons

Production

Cane sugar production for CY 2005 is forecast at 850,000 MT, an increase of eight percent compared to the previous year.  This increase is due to better weather conditions that are allowing the industry to recover the level of production somewhat.  Peru suffered a severe drought during the first semester of CY 2004 that drastically reduced production; cane sugar production in CY 2004 fell almost 18 percent to 790,000 MT.    

Sugar cane production is expected to increase from 7.85 MMT in CY 2004 to 8.3 MMT in CY 2005. There are twelve sugar mills along the Peruvian coast with a total milling capacity of 37,000 MT of cane per day.  Since sugar cane in Peru is produced year round, mills do not need to be very large.  

Normally, due to favorable weather conditions, high temperatures and lack of rain, sugar in Peru is produced in the rich valleys along the northern coast year round.  All the fields in this area are surface irrigated, which allows producers to cut the supply of water at a given time to obtain higher sucrose yields.  Under normal weather conditions, and if the cane is milled on time, sucrose yields are around 12 percent.

Yields and cane age vary greatly from one producer to another.  Yields range from 53 to 190 MT of cane per hectare and age from 13 to 18 month between cuts.  Mills that have been able to sell part of their shares to private investors have renewed and increased plantations and improved their mills.  Production costs also vary quite a bit, one of the most important being fuel.  Fuel utilization range from 5 to 90 gallons per metric ton of sugar produced.

Private investment in both fields and processing infrastructure has boosted production in recent years, encouraging more planted area (especially from independent producers), new plantations to replace old and inefficient fields, a better extraction rate due to the upgrade of the mills, and better quality of the cane at harvest time.  Total investment in the last eight years has been around $320 million, of which about $120 were invested in improving the quality of the plantations and installing new ones, $100 million were used to upgrade the mills and about $100 million were destined to improve administrative and control processes and systems.
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After a long privatization process, most sugar mills have been able to improve their financial situation and production levels.  After the land reform of 1968 sugar companies were expropriated and given to the workers in a socialist type cooperative.  Due to its precarious financial situation, poor production and inability to pay their taxes and social security debs with its workers, these cooperatives were encourage, in the late 1990s, to become private companies by issuing shares and find strategic partners that could invest in upgrading mills, replace old fields and improve irrigation systems.  

Nevertheless, some mills such as Casa Grande, Pomalca and Tuman have refused to merge with a strategic partner and continue falling in a financial black hole.  Political parties have a strong influence on these companies’ workers and are often a source of political unrest.  The leadership of these companies, who have been in office for over three decades, have made a good living off the status quo and are the least interested in finding a strategic partner that would put an end to their modus vivendi.

Cayalti is bankrupt.  The regional president in coordination with the central government’s development bank attempted to restructure the company.  Unfortunately, he has not been successful so far; again interested groups among workers boycotted this serious effort to maintain the status quo that benefits a few leaders in detriment of the vast majority of workers.  Currently this company has filed for bankruptcy.

Other companies, such as Pucala, found investors but these took advantage of the situation and used the company to leverage loans from banks, which they never invested in the company and let banks foreclosed the assets. 

Andahuasi is the only success story of a worker owned sugar company that has been able to improve its financial situation and upgrade its operation without merging with a strategic partner.  They have hired professionals to run the company who report to a board of directors who represent the worker/owner interests.

The industry is very interested in start producing ethanol out of sugar cane.   Law 28054, passed in 2003 promotes the use of environment friendly fuel “biofuel”.  The procedures to implement this law were recently (2005) issued, meaning it actually comes in effect.  This law encourages the substitution of highly contaminating components of fuel, for more environment friendly elements.  The estimated investment ethanol production is about $130 million, about 40 percent for adjusting mills and 60 percent to increase area planted.  A 100,000-liter per day ethanol plant cost around $6-8 million.   The industry estimates that around 7.8 percent of the gasoline and 5 percent of diesel would be replaced by ethanol.  

Consumption

tc \l2 "Consumption
Cane sugar consumption is estimated at around 885,000 MT in CY 2005, two thirds of which is for direct consumption and a third for industrial use.  Actual sugar consumption is somewhat higher, there are about 60,000 MT of sugar unaccounted because it is smuggled.  As the Peruvian economy improves, sugar demand will increase, especially in beverages, sugar bases and confectionary products.  

The market, with large import tariffs and price band, sets the domestic price of sugar.  Sugar prices rebounded in CY 2004 reaching $460 per MT, a strong recovery from the average $330 per MT in 2003.  Producers are concerned about Colombian sugar coming into Peru at lower-than-production costs.  A single-desk seller sets prices in Colombia and the surplus over domestic consumption is allegedly dumped in Peru.  Producers are also concerned about Bolivian sugar being smuggled to Peru through the southern border at what they estimate that about 60,000 MT.

tc \l2 "
Trade

Peruvian sugar exports in CY 200 are estimated at about 41,000 MT.  Peru’s primary export market for sugar is the United States under the sugar tariff-rate quota.  The U.S. quota is distributed by the Ministry of Agriculture among the sugar mills, in coordination with the Sugar Producers Association. 

Sugar imports in CY 2004 increased significantly due a diminished local production that created a deficit in the market.  Bolivia was the leading sugar exporter to Peru with 34 percent of the market, followed by Ecuador and Colombia with 32 and 28 percent of the market respectively. 
Policy

The GOP began a privatization process in 1996, which has been relatively successful.  Most sugar cooperatives have found a strategic partner that has invested in new equipment and plantations.  Nevertheless, some cooperatives have refused to privatize and the GOP is still struggling with some old issues, especially in the social area. Contrary to what the GOP thought at the beginning of the privatization process almost eight years ago, selling the cooperatives to the private sector has been a very difficult task.  There are about 35,000 worker/owners in theses 12 sugar estates.  If retired workers and families are included, as well as related businesses located on the estates, the population dependent directly on the ex-sugar cooperatives is at least 250,000 people. 
To date, there are five mills that have not found an strategic partner, including Casa Grande, by far the largest sugar mill.  Of the five mills, there is one mill (Andahuasi) that has decided not to sell shares and has developed an investment plan to upgrade the mills and renovate plantations.  This is the only case of a mill that has not sold shares and is being successful.  The other four mills are virtually broke.  A general unrest among the worker/owners of these ex-cooperatives, continues to be the major obstacle for privatization.  Worker/owners have been told for a long time that their land is the best in the country and have overpriced it.  They do not take into account the major debts carried by the cooperative. 
After this temporary set back on sugar production due to the drought, Peru is expected to recover and become self sufficient in the upcoming years, maybe even have a 200,000 MT surplus.  The GOP and the industry hope that part of this surplus could be exported under an increased sugar quota to the U.S.  
Sugar cane is assessed 25 percent import tariff and is also subject to the price band system, which is a surcharge assessed depending on the international prices (the lower the international price, the higher the tax).   The surcharge under the price band for sugar in 2004, ranged from $130 to $216 per MT.   

As a result of the peace treaty of 1997, Peru granted a 30,000 MT duty free quota to Ecuador.  Peru grants duty free entrance to Bolivian sugar, but it is assessed 50 percent of the price band’s surcharge.
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