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The official sugar production forecast for MY 2006/07 has not been set, but Post estimates it will reach at least 5.7 million metric tons (MMT).  Sugar production estimates for MY 2005/06 were revised downward to 5.62 MMT due to adverse weather conditions.  Sugar imports are not expected to be significant for MY 2005/06 or MY 2006/07 as current stocks cover for strategic reserves.  However, sugar exports for MY 2005/06 are expected to increase, as the U.S. market is short on supplies.  Production and imports of HFCS are expected to increase for MY 2005/06 due to a higher use of fructose from the soda-drink bottlers.  

Includes PSD Changes: Yes

Includes Trade Matrix: No

Unscheduled Report

Mexico [MX1]

[MX]

Table of Contents

3SECTION I. SITUATION AND OUTLOOK


3SUGAR PRODUCTION


3HFCS PRODUCTION


4SUGAR AND HFCS CONSUMPTION


4SUGAR TRADE


5HFCS TRADE


5POLICY


7STOCKS


8SECTION II.  STATISTICAL  TABLES


8CENTRIFUGAL SUGAR TABLE


9SUGAR CANE FOR CENTRIFUGAL


9Sugar Prices


11Sugar Tariffs




SECTION I. SITUATION AND OUTLOOK

SUGAR PRODUCTION

tc \l3 "SUGAR PRODUCTION
The Mexican sugar industry has not yet set a sugar production estimate for MY 2006/07 (October/September), however, FAS/Mexico estimates production could reach at least 5.75 million metric tons (MMT) raw value assuming normal weather conditions.  However, sugar production will also be dependent on timely maintenance of the sugar mills and a timely harvest.  Based on official information, sugar production estimates for MY 2005/06 were revised downward to 5.62 MMT as weather conditions and rainfall delayed harvesting and lowered cane yields.  Mill yields for MY 2005/06 are expected to be slightly lower than those of MY 2004/05 yields of 11.39 percent.  MY 2004/05 sugar production estimates remain unchanged reflecting a record year for sugar production.  

There is still some uncertainty in the sugar sector, due to the Mexican government’s overall sugar policy and unresolved issues pertaining to the expropriation/returning of the sugar mills.  The most recent development was the January 2006 announcement of the Mexican Supreme Court of Justice declaring that the expropriation of the nation’s sugar mills by the government in 2001 was unconstitutional, and ordering the Secretariat of Agriculture (SAGARPA) to return the expropriated mills to their original owners (See Policy Section).     
Planted sugarcane area for MY 2006/07 is forecast to remain the same as in MY 2005/06, although this may change depending on what sort of policy and incentive measures are implemented within the sugar agroindustry law.  Sugarcane production and yields for MY 2006/07 are expected to be good as long as weather conditions allow it.  Cane production for MY 2005/06 was revised downward according to industry estimates due to adverse weather conditions.  Virtually all sugarcane goes to the production of centrifugal sugar.  The sugarcane harvest occurs between December and May.  Sugar yields continue to be good, due to improvements in harvesting and milling techniques and coordination and assistance between mill owners and producers.  Sugarcane costs of production vary according to the region, ranging from 10,000 to 12,000 pesos/ha. (US$900 to $1,080/ha.).  

HFCS PRODUCTION

High fructose corn syrup (HFCS) production for CY 2006 is forecast to reach about 300,000 to 350,000 MT dry basis, due to the expected removal of the 20-percent tax on HFCS-containing beverages. High fructose corn syrup (HFCS) production for CY 2005 increased to about 300,000 MT dry basis, an increase of about 114% over CY 2004.  This increase was stimulated by the provision of court injunctions (Amparos), which allowed bottling companies to use domestic and imported (U.S and Canadian) HFCS without being subject  to the 20 percent tax.  Industry sources have indicated that given recent increases due to amparo usage domestic production is near capacity and it is unlikely that increased production capacity will be possible in the short term.  On March 6, 2006 the WTO announced that Mexico lost the appeal on the fructose special tax as it was illegal, favoring the U.S. position (See Policy Section).  The Mexican fructose industry produces fructose with domestic and imported U.S. yellow corn under special duties.  The industry representing the fructose producers, IDAQUIM, stressed the point that the industry has been using domestic yellow corn and continues to increase usage of domestically produced yellow corn for fructose production.  For MY 2005/2006 the industry signed a contract with the National Association of Corn Producers for a million metric tons of yellow corn.  This contract supplies the Mexican fructose companies with about 40 to 50 percent of their needs for yellow corn.  The industry contracted for 800,000 MT of corn for the previous cycle.

Those companies manufacturing HFCS in Mexico have indicated that the tax has harmed industry investment and have demanded compensation of 1 Billion dollars from the Federal government under Chapter 11 of NAFTA.  U.S. corn imports for the starch industry, used in the local manufacture of HFCS, have also been adversely affected by the HFCS beverage tax.  Mexican production of HFCS is not published by official sources and companies treat it as confidential information.     
SUGAR AND HFCS CONSUMPTION

Sugar for human domestic consumption for MY 2005/06 was revised downward to 4.98 MMT.  The reduction in the estimates is due largely to the increase in the use of fructose by some soda-bottling companies.  This tendency of displacement of sugar for HFCS began in MY 2004/05 when sugar consumption slowed down compared to the previous year.  Therefore, different sugar users believe that increases in sugar consumption will continue to be slow for MY 2006/07 in view of an increase in the use of HFCS.  The forecast for sugar consumption for MY 2006/07 is expected to be about 5.09 MMT.  The soft drink industry estimates its MY 2005/06 sugar consumption at about 1.2 MMT.

Fructose consumption for CY 2006 is forecast to increase to about 600,000 MT dry basis due to an increase in demand from the soda-drink bottlers holding court injunctions, and the expected removal of the 20-percent tax on HFCS-containing beverages (See Policy Section).  Fructose consumption estimates for CY 2005 increased to about 350,000 to 450,000 MT due to a larger demand from the soda-drink bottlers.

SUGAR TRADE

Sugar exports for MY 2006/07 are forecast at 330,000 MT.  This estimate however, will be dependent on final sugar production figures, the outcome, if any, of U.S.-Mexico sweetener negotiations, and substitution by alternative domestic and imported sweeteners.  The MY 2005/06 sugar export estimate was revised upward to approximately 536,000 MT due to the duty free access of 250,000 MT of sugar to the U.S. market under NAFTA and the opportunity of exporting more sugar to supply the United States market under the U.S. global refined sugar TRQ for entry on a first-come, first-served basis.  Mexico has also been exporting sugar under the NAFTA high-tier tariff schedule.  Under NAFTA, for 2006 the high-tier tariff on raw sugar is 3.02 cents a pound and on refined sugar it is 3.20 cents a pound.  For 2007 this tariff drops to 1.51 cents a pound for raw sugar and 1.60 cents a pound for refined sugar reaching zero in calendar year 2008.  Domestic prices for sugar dropped for MY 2005/06 due to large oversupplies, mainly of standard sugar.  Refined prices did not dropped as much due to industry demand (See sugar price table).  The price drop is expected to stop as soon as sugar stocks are reduced.  The MY 2004/05 export estimate was revised downward based on official data. 

Sugar use under the “other disappearance” category which is mainly the Mexican re-export program (PITEX) is forecast at about 350,000 MT raw value for MY 2006/07.  The PITEX program allows sugar to be sold as raw material for further processing to Mexican food manufacturers, who buy the sugar from the Mexican sugar mills at international prices minus import and transportation costs.  The food manufacturers must process the sugar within six months of the date of purchase and then must export the final processed product.  Given this process, the GOM classifies the sugar sold under the PITEX program as exports.  The PITEX program helps to maintain some flexibility with regard to domestic sugar supplies.  This also enables the industry to avoid the situation that would result from selling raw sugar on the world market and then importing it back, should there be an unexpected domestic shortage.  Also, sugar mills and processors avoid transportation expenses.  According to the sugar industry, the sugar used under PITEX for MY 2005/06 increased to 350,000 MT due to higher-than-expected demand from the industry users.  Sugar use under the “other disappearance” category for MY 2004/05 was also revised upward based on industry information and higher needs from the industry users. 

Sugar imports are not expected to be significant for MY 2005/06 or MY 2006/07 due to enough inventories to cover the strategic reserves.  Therefore MY 2005/06 import estimates were revised downward.  However, sugar imports will depend on the final sugar production volume.  It is expected that the government will encourage companies to use domestic sugar through PITEX - instead of importing it - by offering better buying conditions and assurances of quality and on time supply.  Sugar imports for MY 2004/05 were revised upward based on trade data reflecting imports under a tariff rate quota (TRQ).  Imported sugar is mainly used for the maquila and PITEX industries.  

Note:  Most of the refined sugar imported into Mexico has been classified by customs into the HTS 1701.99 category, corresponding to “ other pure sucrose”.  It has also been confirmed that U.S. sugar exports for Mexico were classified under the same category.
HFCS TRADE

Due to the imposition of the 20-percent duty on HFCS-containing soft drinks and beverages since January 2002, HFCS imports had been down and were not significant until MY 2004/05.  Consumption began to increase as some companies began to use Amparos exempting them from the 20-percent tax on HFCS.  According to trade data, imports of HFCS have increased for HTS category 1702.60 from 5,190 MT in MY 2003/04 to 116,081 MT in MY 2004/05.  About 50 percent of these imports came from Canada at zero duty.  Imports under HTS category 1702.40 also increased from 2,209 MT in MY 2003/04 to 34,062 in MY 2004/05.  MY 2005/06 HFCS trade situation is different since the U.S. and the Mexican governments agreed to exchange 250,000 MT of Mexican sugar for the same quantity of U.S. fructose.  Therefore imports are expected to be near that amount for MY 2005/06.  Fructose imported from the U.S. is subject to an import permit requirement (See report MX 5103).  Larger imports are not expected for MY 2005/06 even if Mexico decides to eliminate the HFCS tax as requested by the WTO resolution.  The Mexican government has suggested that with the elimination of the tax, they may apply most favored nation (MFN) duties in force since April 2002 to U.S. HFCS (See report MX 2059).  The MFN duties are 210 % for HFCS-55, and 156 % for HFCS-42 (See Policy Section).  Further, domestic pressure on the GOM to limit HFCS in whatever manner possible will remain strong, especially given the production and stocks of sugar projected for MY 2005/06.

POLICY

At this time, the Mexican government and the sugar industry face many challenges pertaining to their domestic and international policies toward sugar, highlighted by the Supreme Court of Justice decision ordering the return of the expropriated sugar mills, uncertainty of the Sugar Law, the GOM actions in response to the outcome from the current WTO case on Mexico’s 20 percent duty on HFCS-containing beverages, and the July 2006 Presidential elections. 

Although the Fox administration canceled the old sugar legislation (see report MX5005) in an attempt to establish other mechanisms that would make the Mexican sugar sector a more profitable one, other political forces, including the sugarcane associations, successfully worked against this idea.  The result was the creation of a new Sugar Law that includes most of the principles the old sugar legislation used to regulate the sugar sector.  This new Sugar Law limits market influence on prices for sugarcane and leaves the payment for sugarcane as it was, regulated by federal decrees.  The Fox administration was seeking to deregulate the sector, have a reorganization of the sugar market, and increase competitiveness to face the liberalization of the markets under NAFTA in 2008.  However, the Mexican Congress, led by a majority of the opposition party (PRI), approved a new Sugar Law in June 2005 to take the place of the old legislation revoked by President Fox.  The government and the sugar mill industry did not wholly agree with this decision and unsuccessfully tried to have the law vetoed before it was officially published.  After protracted negotiations, the Secretariat of Agriculture (SAGARPA), and the Agricultural Commissions from the Congress signed a political agreement, agreeing that the Congress would make minor modifications to the Law.  However, the Congress has not yet amended the Sugar Law as agreed leaving the sugar industry with an uncertain legal framework.  Most of the sugar mills requested court injunctions (Amparo) against the Sugar Law by September 2005.  The Secretariat of Agriculture indicated that the court injunctions were necessary because the sugar legislation encountered violations to international agreements and violated the Mexican Economic Competition Law as this legislation does not accept any price agreements.   However, the government had to install working groups to define and implement some institutions created by the Sugar Law to start the sugar production cycle on time, after massive demonstrations by the sugar cane producers in October 2006.  

In addition to the problems with the Sugar Law, the WTO ruled against the 20 percent special tax on the use of HFCS in beverages.  Mexico decided to appeal this decision and on March 6, 2006 the WTO announced that Mexico had lost the appeal on the fructose special tax.  Initially, the 20 percent tax imposed on beverages using high fructose corn syrup dramatically decreased domestic HFCS production, as well as imports.  However, due to high domestic sugar prices, the bottling industry decided to seek court injunctions in 2004 to be able to use fructose in soda-drinks.  Some companies won these court injunctions and took advantage of the waiver to substitute some HFCS in place of sugar. The tax was imposed as the sugar industry claimed damage to their industry from increased HFCS usage and to have leverage in the U.S. sugar negotiations.  However, the tax did not help resolve any of the other issues during U.S.-Mexico sweeteners negotiations and itself became an international issue within the WTO.  Although the government and officials from the Secretariat of Economy are indicating that Mexico will comply with the ruling, it is the Congress that has to decide on this issue.  The Mexican Congress, led by a majority of the opposition party (PRI), favored the application of this measure in the first place.  It is expected that there will be domestic pressure on the GOM and the Congress to limit HFCS.  The sugar industry seems to be in favor of keeping some form of restriction on HFCS, especially since they believe under the current pricing scheme sugar cannot compete against HFCS.  However, the General Director of the Legal Department from the Ministry of Economy indicates that whenever the tax is removed, the most favored nation (MFN) duties for imported HFCS originated in the United States will apply.  On April 2002 the Mexican government decided to reclassify the trading status of the U.S. with respect to sweeteners only -- from NAFTA preferential trading partner to WTO MFN status – with duties of 210 % for HFCS-55, and 156 % for HFCS-42.
Another issue the government faces is the Supreme Court of Justice (SCJ) declaration that the expropriation of the nation’s sugar mills by the government in 2001 was unconstitutional.  Consequently the SCJ ordered the Secretariat of Agriculture (SAGARPA) to return the mills to their original owners.  The ruling by the Supreme Court comes after an appeal was lodged by Grupo Machado, owner of 4 sugar mills prior to the expropriation.  The court’s decision was based on the fact the government never consulted the owners before expropriating the mills, thereby violating their civil rights.  The court also stated the government never proved within an established period of time that there was a public necessity to take control of the mills.  SAGARPA has said the government will comply with the determination of the Court when they receive the official notification, an action that has not occurred.  

Another important issue on the sugar production situation is transformation of the sugar industry.  The Mexican industry and government officials recognize the need to diversify the sugar industry.  Currently, most of the sugar cane production goes into the production of sugar.  The sugar industry is pushing the government to develop a bio-ethanol industry as a key part of diversification, and the Sugar Law has already some provisions towards such diversification.  However, many have pointed out that successful development will require substantial investment in plants and infrastructure as well as the participation of Mexico’s energy sector.  The Senate in Mexico is about to issue an energy bill that will include and promote ethanol production, but the bill has been long debated.  The Secretary of Economy, Sergio Garcia de Alba, announced that it would launch a Competitiveness Program for the Sugar Industry that will look to diversify the use of cane sugar and promote the use of bioenergy.  The Secretary of Economy indicated that the federal government, the cane sugar workers, representatives from the industry, and state governments would participate and fund this Program.  This Program intends to build two plants to produce ethanol, one plant using sugarcane and the other using corn.  Information on how this will be implemented is not yet available.
STOCKS

Stocks for MY 2006/06 are forecast at 1.8 MMT which more than maintains the desired level of strategic reserves.  Stock levels will depend on how much sugar Mexico will be able to export for MY 2005/06.  Sugar stock levels for MY 2005/06 were revised downward due to expected larger sugar exports, mainly to the United States.  MY 2004/05 stock levels were adjusted slightly upward based on official information. 

SECTION II.  STATISTICAL  TABLES

CENTRIFUGAL SUGAR TABLE

	Mexico
	
	
	
	
	
	

	Sugar, Centrifugal
	
	
	
	(1000 MT)

	
	2005  Revised
	2006  Estimate
	2007  Forecast

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

	Market Year Begin
	10/2004
	10/2005
	10/2006

	Beginning Stocks
	1237
	1237
	2043
	2045
	0
	1806

	Beet Sugar Production
	0
	0
	0
	0
	0
	0

	Cane Sugar Production
	6149
	6149
	6000
	5623
	0
	5750

	TOTAL Sugar Production
	6149
	6149
	6000
	5623
	0
	5750

	Raw Imports
	8
	8
	1
	1
	0
	1

	Refined Imp.(Raw Val)
	218
	260
	100
	10
	0
	10

	TOTAL Imports
	226
	268
	101
	11
	0
	11

	TOTAL SUPPLY
	7612
	7654
	8144
	7679
	0
	7567

	Raw Exports
	73
	9
	125
	150
	0
	50

	Refined Exp.(Raw Val)
	72
	119
	219
	386
	0
	280

	TOTAL EXPORTS
	145
	128
	344
	536
	0
	330

	Human Dom. Consumption
	5199
	5199
	5252
	4987
	0
	5092

	Other Disappearance
	225
	282
	230
	350
	0
	350

	Total Disappearance
	5424
	5481
	5482
	5337
	0
	5442

	Ending Stocks
	2043
	2045
	2318
	1806
	0
	1795

	TOTAL DISTRIBUTION
	7612
	7654
	8144
	7679
	0
	7567

	
	 
	 
	 
	 
	
	 


SUGAR CANE FOR CENTRIFUGAL

	Mexico
	
	
	
	
	
	

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

	
	2005  Revised
	2006  Estimate
	2007  Forecast

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

	Market Year Begin
	11/2004
	11/2005
	11/2006

	Area Planted
	640
	640
	640
	663
	0
	663

	Area Harvested
	612
	612
	612
	657
	0
	657

	Production
	50893
	50893
	49000
	48000
	0
	50000

	TOTAL SUPPLY
	50893
	50893
	49000
	48000
	0
	50000

	Utilization for Sugar
	50893
	50893
	49000
	48000
	0
	50000

	Utilizatn for Alcohol
	0
	0
	0
	0
	0
	0

	TOTAL UTILIZATION
	50893
	50893
	49000
	48000
	0
	50000


Sugar Prices

	Wholesale Average Sugar Prices

units: 50 kg. bulk/pesos

	MONTH
	STANDARD
	CHANGE %
	REFINED
	CHANGE %

	
	2004
	2005
	
	2004
	2005
	

	January
	309.65
	322.70
	4.21
	352.50
	340.00
	(3.54)

	February
	296.25
	312.00
	5.31
	340.00
	339.50
	(0.14)

	March
	291.25
	306.00
	5.06
	337.20
	335.60
	(0.47)

	April
	298.25
	306.00
	2.59
	340.00
	339.00
	(0.29)

	May
	297.25
	305.25
	2.69
	337.50
	338.80
	0.38

	June
	302.95
	304.10
	0.38
	340.60
	335.75
	(1.42)

	July
	317.85
	297.25
	(6.48)
	345.00
	335.75
	(2.68)

	August
	326.20
	300.00
	(8.03)
	337.40
	333.00
	(1.30)

	September
	331.00
	289.00
	(12.68)
	339.50
	330.75
	(2.57)

	October
	329.60
	284.10
	(13.80)
	339.25
	331.00
	(2.43)

	November
	326.05
	283.50
	(13.05)
	338.20
	335.60
	(0.76)

	December
	329.85
	282.50
	(14.35)
	341.00
	335.10
	(1.73)

	CIF Mexico City


Source: Servicio Nacional de Informacion de Mercados SNIIM-ECONOMIA

http://www.economia-sniim.gob.mx/Sniim-an/e_SelAzu.asp?

2004 Avg. Exchange Rate US$1.00=$11.29 pesos

2005 Avg. Exchange Rate US$1.00=$10.78 pesos

	AVERAGE SUGAR PRICES

UNITS: 50 KG. BULK/PESOS

	MONTH
	STANDARD
	CHANGE %
	REFINED
	CHANGE %

	
	2005
	2006
	
	2005
	2006
	

	January
	322.70
	280.40
	(13.10)
	340.00
	332.80
	(2.11)

	February
	312.00
	275.60
	(11.66)
	339.50
	332.75
	(1.98)

	March
	306.00
	272.50(
	(10.94)
	335.60
	347.50(
	3.54

	April
	306.00
	N/A
	N/A
	339.00
	N/A
	N/A

	May
	305.25
	N/A
	N/A
	338.80
	N/A
	N/A

	June
	304.10
	N/A
	N/A
	335.75
	N/A
	N/A

	July
	297.25
	N/A
	N/A
	335.75
	N/A
	N/A

	August
	300.00
	N/A
	N/A
	333.00
	N/A
	N/A

	September
	289.00
	N/A
	N/A
	330.75
	N/A
	N/A

	October
	284.10
	N/A
	N/A
	331.00
	N/A
	N/A

	November
	283.50
	N/A
	N/A
	335.60
	N/A
	N/A

	December
	282.50
	N/A
	N/A
	335.10
	N/A
	N/A

	CIF Mexico City


Source: Servicio Nacional de Informacion de Mercados SNIIM-ECONOMIA

http://www.economia-sniim.gob.mx/Sniim-an/e_SelAzu.asp?

2005 Avg. Exchange Rate US$1.00=$10.90 pesos

2006 Avg. Exchange Rate March 17, 2006 US$1.00=$10.62 pesos





( As of 2nd. week of March 2006

Sugar Tariffs

	Mexican Sugar Import Tariffs for 2005

	H.T.S. Tariff # Subheading
	NAFTA Tariffs for U.S. Commodities

Dollars/Kg (
	Specific Tariff for Third Country Commodities

Dollars/Kg

	1701.11.01
	0.31668
	0.338

	1701.11.02
	0.31668
	0.338

	1701.11.03
	0.31668
	0.338

	1701.12.01
	0.31668
	0.36

	1701.12.02
	0.31668
	0.36

	1701.12.03
	0.31668
	0.36

	1701.91.01
	0.31668
	0.36

	1701.99.01
	0.31668
	0.36

	1701.99.02
	0.31668
	0.36

	1701.99.99
	0.31668
	0.36

	1806.10.01
	0.31668
	0.36

	2106.90.05
	0.31668
	0.36


Source: Secretariat of Economy

( Note: The sugar importer must have a written statement from the exporter that certifies that the product has not benefited from the U.S. Sugar Re-export Program.  If the importer has this statement, then the sugar will be subject to duty on the second column.  Otherwise, the product will be subject to the tariff in column three.  The Specific Tariff for third countries in column three, was modified to comply with WTO regulations and announced in the Diario Oficial on July 20, 2004.  However, on March 2, 2005 SE published new specific tariffs for third countries for the following HTS products: 1701.11.01, 1701.11.02, and 1701.11.03 (see MX5023).  
Global Agriculture Information Network





USDA Foreign Agricultural Service


GAIN Report








Template Version 2.09








� EMBED Word.Picture.8  ���








UNCLASSIFIED
USDA Foreign Agricultural Service


_1069482913.doc
[image: image1.png]






