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Executive Summary

In 2002/2003 sugar production in the EU rebounded from the poor harvest of the previous year.
Output for 2002/2003 was 18.66 MMT, arise of 15% over 2001/2002 but almost the same quantity
as the 2000/2001 crop.

Early indications for sowing in 2003/2004 are for a 6.5% drop in planted area across the EU. Reasons
behind thisinclude acut in sugar quotas in 2002/2003 leading to increased stock carried over to the
new 2003/2004 season. EU planted areais etimated at roughly 1.7m hectares. Assuming normal
growing conditions production in 2003/2004 could fdl to 17.4 MMT (in raw sugar equivaent).

Due to WTO limits on EU sugar export subsidies and weak world prices during most of 2002, the
European Commission reduced quotas by 7% in October 2002 for the 2002/03 season. This cut of
roughly 900,000 MT, known as ‘ declassfication’, came well after the 2002/03 crop had been sown.

The reduced quantity of A and B quotas therefore increased the C sugar, or quantity that must be
exported outside of the EU without subsidy. Part the C sugar can also be ‘blocked’ or carried over to
be used as part of the following campaigns A quota. 2002/03 saw high levels of *blocking’ at the end
of the year, in practice the 2002/03 quota cuts are shifted t02003/04 as far as beet growers are
concerned. This haslead to the reduction in the area planted to sugar beet for 2003/04.

Whilgt the current sugar regime is due to continue to mid-2006, the Commission is currently preparing
proposals for reform. The eventua nature and form of any reform will have to take into account the
increased liberdization of trade vis-avis developing countries, WTO negotiations and enlargement of
ten new EU member statesin May 2004. Detailed proposals from the Commission are expected
during the summer.
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Production

Production Supply Demand Table

PSD Table
Country JEuropean Union
Commodity Centrifugd Sugar (1000 MT)
2002| Revised 2003| Edimate 2004| Forecast
USDA Post USDA Post USDA Post
Officd[Ol [Edimate[N | Officid[Ol [Estimate]N | Officia[Ol |[Estimate] N
d ew] dl ew] d ew]
Market Year Begin 08/2001 08/2002 08/2003

Beginning Stocks 3420 3420 3278 2901 3065 3113
Beet Sugar Production 15944 15915 17501 18401 0 17156
Cane Sugar Production 286 270 325 263 0 276
TOTAL Sugar Production 16230 16185 17826 18664 0 17432
Raw Imports 1750 1767 1750 1750 0 1750
Refined Imp.(Raw Vd) 268 320 272 350 0 400
TOTAL Imports 2018 2087 2022 2100 0 2150
TOTAL SUPPLY 21668 21692 23126 23665 3065 22695
Raw Exports 2 3 2 3 0 3
Refined Exp.(Raw Vd) 4198 4456 5789 6091 0 5400
TOTAL EXPORTS 4200 4459 5791 6094 0 5403
Human Dom. Consumption 14179 14321 14259 14447 0 14518
Other Disappearance 11 11 11 11 0 11
Totd Disgppearance 14190 14332 14270 14458 0 14529
Ending Stocks 3278 2901 3065 3113 0 2763
TOTAL DISTRIBUTION 21668 21692 23126 23665 0 22695

Figuresin 1,000 MT of raw sugar

equivalent

Notes: When converting from white to raw sugar, a conversion factor of 1.087 isused. Sugar produced in French
Overseas Departments are included in production data and excluded from trade data. Sugar-containing products are
excluded from trade data. Therefore, domestic consumption includes an additional 0.27 MMT to account for net
trade in sugar-containing products.
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General

Sugar beet planted arearose by 1% in 2002/03, which combined with yields returning to more typica
levels after the poor harvest experienced in 2001/02, lead to a substantial increase in 2002/03 sugar
output of 18.665 MMT (raw sugar equivalent) arise of 15% from the previous year. Both the area
planted and yield rises were areverson to average levels following the reduced plantings and poor
growing conditions of the previous year.

Asareault of the sharp increase in production, aswell asa 7% cut in A and B quotas announced in
September 2002, long after the farmer’ s planting decisions had been made, there were substantia
quantities of sugar left as C sugar supplies (any amount of sugar exceeding the A and B sugar
production quotas). C-sugar must be either carried over or exported without subsidy.

Totad EU sugar suppliesin excessof A and B quotasis estimated a 4.168 MMT white sugar equivaent
(4.53 MMT, raw sugar equivalent). Of this, 912,000 MT isto be carried over to 2003/2004 counting
againgt next year’s A quota production, (991,344 MT expressed asraw sugar). Theremainder isC
sugar, 3.256 MT (3,538 M MT raw sugar) isto be exported without subsidy. The C sugar exports
arein addition to the 2.348 MMT (2.552 MMT raw sugar) of B quota which can be exported with
subsidies.

Outlook for 2003/04

Panting for the 2003/04 season has progressed rapidly due to mild and early spring wesather.
Indications are of acut in area planted for the forthcoming season. The 2002/03 A and B sugar quota
reductions were in practice shifted to 2003/04 for sugar beet growers. The holding over or ‘blocking’
of 2002/03 production to the following year's A quota trandates into a reduction in 2003/04 area
planted to beet. In effect, the build up of socks of sugar from the previous season mean that farmers
do not need to grow as much sugar beet to meet their quotas.

According to national sugar beet producers associations, by the end of March, plantings for the
2003/04 season were very advanced. In Belgium, 86% of plantings were reported, with smilar figures
for France, Denmark, England and South Germany. In Sweden and the North of Germany, reported
seedings were il at an early stage as of March 28.

EU wide, sugar beet plantings are estimated to be down 6.5% in 2003. Subgtantid fdlsin planted area
have been recorded in Italy, 17%, aswell as 9% in France and 4.7% in Germany.

The forecast of 1.7m ha planted area for 2003/04 is some 15% down from the 1995-2000 average of
goproximately 2m ha.

Although the impact of weather on yields during the upcoming growing season and harvest period i, not
known, total EU sugar output is preliminarily forecast to decrease by 6.6% in 2003/2004 to 17.1
MMT raw beet sugar, 17.4 MMT including cane sugar.
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Table 1: Total sugar production in the EU (in 1,000 M T raw value)

2001/02 2002/03 preim. 2003/04 for ecast
Audria 457 496 441
Bdgium 874 1108 1071
Denmark 514 561 493
Fnland 163 177 161
France - beet 4033 5139 4629
France - cane 262 257 267
Germany 4050 4366 4259
Greece 337 314 310
Ireland 223 215 223
Ity 1433 1532 1358
Netherlands 978 1112 1019
Portugal 61 86 70
Spain - beet 1095 1288 1198
Spain - cane 7 6 9
Sweden 402 470 423
U.K. 1304 1538 1486
Tota EU-15 16185 18664 17432
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Table2: EU sugar crop data and yield levels

Member State | Area (1,000 HA) Yield (MT of raw beet sugar per HA)
2001/02 | 2002/03 | 2003/04 2001/02 2002/03 | 2003/04

Preim. | Forecast Preim. Forecast

Audria 45 45 40 10.14 10.46 10.38
Begium/Lux. 96 98 96 9.11 11.30 11.16
Denmark 56 55 50 9.19 10.20 9.86
Fnland 31 32 31 5.26 5.54 5.21
France 386 399 362 11.14 12.88 12.79
Germany 449 457 435 9.02 951 9.72
Greece 43 42 40 7.83 7.57 7.79
Ireland 31 31 31 7.19 6.94 7.26
Italy 222 246 205 6.51 6.23 6.60
Netherlands 109 109 104 8.98 10.20 9.97
Portugd 5 10 9 6.96 8.59 9.80
Span 114 114 120 9.66 11.30 9.76
Sweden 54 53 52 7.45 8.86 8.36
U.K. 149 148 145 8.75 10.39 10.25
Totd EU-15 1790 1839 1719 8.87 9.99 9.95

Note: Areadoes not include sugar canein the DOM.(French Overseas Departments) Area doesinclude cane areain
Spain.

Organic Sugar Production
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The UK beet production includes 16,000 MT of organic sugar beet which is converted into sugar syrup
for usein organic food preparations. This equatesto lessthan 0.2% of UK sugar beet production. In
2001, 10,000 MT of organic sugar beet had been produced for the first time in England. However, the
sugar syrup produced was accidentally mixed with ordinary sugar syrup so had to be sold as
conventiona (non-organic) production.

According to the French sugar beet producers association, CGB, the UK organic sugar market was
around 7,000t in 2002, with demand forecast to rise to 11,000t by 2004.

In addition, in Germany, Suedzucker’ s Warburg factory processed some 8,000t of organic sugar beet
to produce 7,915t of organic sugar. The organic beet yielded just 43.6t/ha., though with a polarization
of 16.6%.

While during the marketing years 1994/95 - 2001/02, the production of isoglucose has hovered around
the production quotaleve, inulin syrup production has increased subgtantialy, but <till has not reached
the total quotaleve. EU total production figures for isoglucose and inulin syrup are shown in the table
below.

| soglucose and Inulin Syrup

Table 3: Production of isoglucose and inulin syrup in the EU, MY 1994/95 - 2001/02

Isoglucose Inulin syrup

MT of dry matter MT of dry matter

1994/95 295,872 81,012

1995/96 302,707 128,246

1996/97 302,026 175,909

1997/98 302,722 217,960

1998/99 303,011 156,344

1999/00 304,853 230,046

2000/01 291,953 229,280
2001/02 301,000

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Consumption
General

Consumption on the EU domestic sugar market has been fairly stable and is not expected to rise
ggnificantly in the future. During the 1990s EU sugar consumption remained at afarly satic leve,
though in the past few years, there have been some margina increasesin tota consumption. At
present, per capita consumption of white sugar equals about 34 kg per year.

Although the use of isoglucose has gradudly replaced apart of EU sugar use, sugar still represents
about 80 percent of adl sweetener consumption in the EU. A continued expansion in the use of
isoglucose is made impossible through a system of isoglucose production quotas. EU inulin syrup
output is aso subject to production quotas, but while production has increased significantly, these
annud quotas have not been filled to date as the food processing industry view it as an expensve
dternative to sugar.

Generaly, the EU domestic sugar market can be characterized as a saturated market, as human
consumption of white sugar remains very stable at about 34 kg per capita. It should be noted that these
cdculations of sugar consumption include industria consumption, i.e., sugar use by the food industry,
without taking account of intra-EU exports of sugar-containing products.

The French sugar research indtitute, CEDUS, estimate that per capita sugar consumption in France for
2002 was 35.7 kg. Thisfigure has remained stable over the past thirty years. It can be further broken
down as 20.8% direct consumption, 76.7% indirect consumption (used in the food industry and out of
home consumption such as restaurants), with a further 3.14% used in the chemical and pharmaceutica

industries.

Table 4. Sugar consumption in the EU-15, 1,000 M T of raw sugar

Member state 2001/02. 2002/03

estim.
Denmark 273 275
Germany 3025 3052
Greece 341 344
Spain 1349 1361
France 2278 2299
Ireland 184 185

UNCLASSFIED Foreign Agricultural ServicelUSDA
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[taly 1557 1571
Netherlands 727 734
Austria 321 324
Portugal 360 363
Finland 226 228
Sweden 424 428
Belgium/Lux. 592 598
UK. 234 2415
Total EU-15 14177
14,051
+ net trade in sugar-containing products 270 270
Total domestic consumption 14,458 14,518

Consumption of sugar by the chemical industry

The EU grants production refunds for products (raw sugar, unprocessed isoglucose, and sucrose
syrups) which are used in the manufacture of certain products of the chemical industry. Some examples
of chemicd products are: glyceral, pharmaceuticd products, glues, enzymes, plagtic materids, cdlulose
eders, and ethers. Effective April 1, 2003 the production refund granted to the chemica industry in the
EU for using high-cost EU sugar was set at EUR 40.754/100 kg of white sugar.

The chemical industry obtains these production refunds as a compensation for the competition it faces
from duty-free imports of chemical products from producers which are able to source raw materias at
the world market price.

Use of sugar in processed products

Sugar is one of the five basc products used as araw materid in the manufacture of second-stage
processed foods, such as chocolate, cookies and ice cream. Because the Common Market
Organization (CMO) for sugar leads to higher sugar prices and therefore higher input costs for second-
stage processors, export refunds are available to help make these products competitive on world
markets. Theleve of refund is caculated based on the amount of sugar used in the final product and
the difference between the world market price for sugar and the EU intervention price. EU food
processors contend that the refunds do not fully compensate for the higher cost of EU sugar because
the market price for white sugar purchased by processors is 8-20% higher than the intervention price.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Thus processors are not compensated for al of the difference between EU and world prices.
Biofuels

The Agriculture Council of Ministers adopted a Directive on biofuels on April 8, 2003. Initidly, it was
proposed that mandatory targets of 2% biofudl usein fuel by 2005 and 5.75% by 2010 be set. These
targets have, however, been watered down to become non compulsory ‘reference targets .

The Commission had originally proposed mandatory targets and whilst this idea had been approved by
the European Parliament on the first reading of the Directive, the Council rgected this gpproach. The
legidation requires that Member States will have to inform the Commission of progress made towards
achieving these targets, in addition, in March 2003 the Parliament voted through an amendment
requiring Member States to provide an explanation should they fail to meet these targets. See Attache
Reports E21099 and E23040 for more details.

Increasing biofuds use could impact on the sugar market, athough its significance for sugar is il
unknown. However, future expansion of biofud is seen as more likely to be occurring from oilseeds.
Ethanal is available on the world market a a price that EU production from sugar beet could not match.

Trade

Imports

Sugar imports into the EU during the period October 1, 2001 - September 30, 2002 are listed in
Annex |. In comparison with the same period in 2001/2002, imports increased by approximately ten
percent to 2.087 MMT raw sugar equivadent. The five main countries of origin in 2001/2002 were:
Mauritius 580,775 MT, Guyana 185,6565 M T, Swaziland 153,519 MT, Fiji 147,900 MT, and Serbia
and Montenegro 139,442 MT. Combined, these five countries represented 58% of EU imports of
sugar in 2001/2002.

Given the high levd of the Common Customs Tariff, imports of sugar into the EU consst mostly of
preferentia imports, either duty-free or reduced-duty (see Policy - Import Policy). Apart from
guaranteeing sufficient raw material suppliesto EU suger refineries, the preferentid trade links between
the EU and certain African, Caribbean and Pacific (ACP) countries provide the ACP countries with a
gteady income. Asthe EU isa surplus producer of sugar (even during poor production years) and the
fact that imports are highly regulated, wide variations in imports from year to year are not usudly
observed.

However, the EU’s 2001 decision to alow the countries of the Western Balkans (Albania, Crodtia,
Serbiaand Montenegro, Bosnia, Kosovo and Macedonia) duty free access to the EU for amost dl
products, including sugar, has lead to sgnificant increases in EU imports of sugar from these countries.
Due to the massive differentid between the world and EU sugar prices, these countries have an

UNCLASSFIED Foreign Agricultural ServicelUSDA
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incentive to ship their entire production to the EU and replace it with imports from the world market.
See the section Policy - Import Policy for more details.

EU Sugar imports from Serbia and Montenegro (formerly Y ugodavia) increased from 4,518 MT in
2000/01 to 139,442 MT in 2001/02. Similarly, Croatian exports of sugar aso jumped from 23,245
MT to 77,059 MT over the same periods. Mogt of these imports are refined sugar. EU refined sugar
imports increased from 118,470 MT in 2000/01 to 294,509 MT in 2001/02.

In 2001/02, the first importsinto the EU of sugar from the least developed countries (LDCs) under the
Everything But Arms program started. Currently these imports will have no effect on overdl EU
imports as they are counted againgt the Specid Preferentia Imports (see Policy - Import Policy),
however by 2009, sugar imports from these countries will have been completely liberdized. Annex Il
lists which countries are part of the EBA Agreement, aswel astheir current production levels and
whether they are part of the current ACP sugar import system.

Exports

EU sugar exports to third countries consist of both subsidized and unsubsidized sugar. 1n 2001/2002,
total sugar exports decreased by approximately one third, as less C sugar was exported compared to
the previous year, mainly due to the lower sugar production in 2001/02. Of the EU’'s4.46 MMT sugar
exports (raw equivaents), the top destinationswere : Algeria, 614,000 MT; Syria, 527,000 MT,;
Israel, 497,000 M T; Switzerland, 223,000 M T and the United Arab Emirates, 134,000 MT.

With higher production in 2002/03, reduced B quotas available for subsidized export, even taking into
account ‘blocked’ sugar held over for 2003/04 of roughly 1 MMT, there will need to be a higher level
of exports from the EU in order to avoid the build up of stocks.

Based on aB quota of 2.348 MMT and a C sugar supply of 3.256 MMT, 2002/03 EU sugar exports
are tentatively forecast a 5.6 MMT (6.1 MMT raw equivaent). However, the C sugar for 2002/03
does not have to be exported until the end of December 2003 so in a Situation of low world prices, or
any expected improvement in world prices later in the year, then some of this sugar could be exported
in the next marketing year, 2003/04.

Stocks

Sugar stocksin the EU consist of free (unregulated) stocks and C-sugar supplies which are carried
forward to the following marketing year. The minimum stocks system which had been in place since
1974 was abolished in 2001/02, dong with the storage cost reimbursement scheme under the current
sugar regime which came into effect in the 2001/2002 marketing yeer.

In order to prevent asubstantial build up of stocks in eastern Europe prior to their joining the EU in
May 2004 (to take advantage of higher EU prices), it is possble that the European Commission will
announce some type of measure to control this. It isnot yet known when or even if thiswill take place,
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GAIN Report #£23056 Page 11 of 26

but could include a census of stocks in candidate countries, with those stocks deemed being beyond
domestic consumption requirements being classified as C sugar upon accession (thus required to be
exported without subsidies and not sold on EU markets).

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Policy
General

The principles of the EU’s sugar policy have remained largely unchanged over the past 30 years, given
apowerful beet growers and sugar producers lobby successfully resisting al attempts at reform.
However, there are pressures for reform due to WTO subsidized congtraints and the Everything But
Arms program fully liberdizing sugar imports from the 49 least developed countries by 2009. In
addition to EU enlargement exacerbating structura surplusin the EU. The Commission is currently
preparing proposals for reforming the sugar regime, although full details are not known &t this point.
See Policy - future developments for more detail.

The badic tools of the EU's sugar policy are: 1) import restrictions with limited free access for certain
suppliers; 2) interna support prices that ensure returns to producers for afixed quantity of production
and permit the maintenance of refining capacity; and 3) export subsidies for a quantity of domegticaly
produced (as well asimported) sugar.

There has been little change in this policy over the past year, except for the reduction of A and B
guotas in September 2002 for the 2002/03 marketing year, in order to keep the EU withinit sWTO
subgidized export commitments.

The current regime is mandated through to the Summer of 2006.
Production Policy

The current EU sugar regime entered into force on July 1, 2001 and will apply through the 2005/2006
marketing year.

Council Regulation 1260/2001 sat quotas for the production of "A™ and "B" sugar from marketing years
2001/2002 through 2005/2006. EU member states alocate their shares of the A and B quotas among
the sugar, isoglucose and inulin syrup-producing operations on their territories. The gpplicable quota
levels per product and per member state are shown in the tables below. These quotas are subject to
annud review to ensure that the EU stays within its WTO limits for export subsidies for sugar. The
lowering of quotas according to the annua review takes into account Commission forecasts of
production, imports, consumption, storage, carryover, exportable balance and average loss likely to be
borne under the salf-financing scheme.
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Table 5: EU sugar production quotasfor MY 2001/02 - 2005/06

Member State or region A sugar quota B sugar quota
(MT white sugar) (MT white sugar)

BelgiumvL uxembourg 674,905.5 144,906.1
Denmark 325,000 95,745.5
Germany 2,612,913.3 803,982.2
Greece 288,638 28,863.8
Span 957,082.4 39,878.5
France (metropolitan) 2,506,487.4 752,259.5
France (overseas departments) 463,872 46,372.5
Irdland 181,145.2 18,114.5
Ity 1,310,903.9 246,539.3
Netherlands 684,112.4 180,447.1
Audria 314,028.9 73,297.5
Portugal (continentel) 63,380.2 6,338
Portugal (Acores) 9,048.2 904.8
Fnland 132,806.3 13,280.4
Sweden 334,784.2 33,478
United Kingdom 1,035,115.4 103,511.5
Tota 11,894,223.3 2,587,919.2

Source: Council Regulation 1260/2001 of June 19, 2001, Officia Journd L 178
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Table 6. EU Isoglucose and Inulin syrup production quotasfor MY 2001/02 - 2005/06

Member state | A isoglucose | Bisoglucose | Member state | A inulinsyrup | B inulin syrup
or region guota guota or region quota quota
(MT dry (MT dry (MT dry (MT dry
matter) matter) matter) matter)

Bdgun/ 56150.6 15441 | Belgium / 174,218.6 41,028.2
L uxembourg Luxembourg

Denmark 0 0 | France(metro) 19847.1 4674.2
Germany 28643.3 6745.5 | Netherlands 65519.4 15430.5
Greece 10453 24575 | Total 259585.1 61132.9
Span 74619.6 7959.4

France 157471 4098.6

(metropolitan)

France (0’ seas 0 0

departments)

Irdland 0 0

Ity 16432.1 3869.8

Netherlands 7364,6 1734,5

Audria 0 0

Portugal 8027 1890,3

(continentd)

Portugal 0.0 0.0

(Acores)

Fnland 10792 1,079.7

Sweden 0.0 0.0

United 21,502 5,735.3

Kingdom

Total 249,731.3 51,011.6
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Officia priceswere aso set by Council Regulation 1260/2001 and are listed in the table below. The
"minimum price" refersto the price sugar manufacturers are obliged to pay for the purchase of beet for
processing into sugar.

The intervention price isincreased for the areas of the EU considered to produce less sugar than their
consumption needs, in order to encourage beet production in those areas. For the deficit areas of the
EU, the derived intervention prices for white sugar under regulation 1260/2001 are: EUR 64.65/100
kg for Irdland, the UK, Portugal and Finland and EUR 64.88/100 kg for Spain.

In addition the system of national aids,( as described in GAIN Report E22037 enable the Itdian,
Finnish and Spanish governments to grant some adjusment aids, as well as for the French government
in the overseas departments of Martinique, Guade oupe and Reunion.

Table 7: Official pricesin the EU sugar sector for MY 2001/2002 - 2005/2006

White sugar intervention price 63.19 EUR/100 kg
Raw sugar intervention price 52.37 EUR/100 kg
Basic price for beet 47.67 EUR/IMT
Minimum price for "A" beet 46,72 EUR/MT
Minimum pricefor "B" best 3242 EURMT

Since 1986/87 EU producers have born the full financid responsibility for disposa of their production
which exceeds internal consumption on an annud basis. Production levies are charged to recoup for
the Community budget the cost of export subsidies for quota sugar exports to the world market.
Producers pay, to the competent EU member state authorities, abasic production levy of 2 percent of
the intervention price (white sugar) on their A and B sugar volume. I this basic amount is not sufficient
to cover the codts, there is an additional levy on B quota volumes of up to 37.5 percent can be
imposed. When the B quotalevy isincreased, the minimum price for B beetsis decreased.
Supplementary levies may dso be st if these are not sufficient to dispose of surpluses.

Whilgt producer levies ensure that the EU sugar system is sdf-financing to alarge extent, export
subsidiesfor the quantity of sugar equa to the EU’ s “preferentia imports’ are paid for from the EU
budget (see Import Policy).

Table 8: C-sugar suppliesby EU member state, 2001/2002 & 2002/03

2001/02 2002/03
Denmark 87 135
Germany 416 846
Greece 57 0

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Spain 93 110
France 658 1544
Ireland 26 7
Italy 93 0
Netherlands 97 233
Austria 73 96
Portugal 0 0
Finland 22 18
Sweden 64 57
Belgium/Lux. 74 222
UK. 132 273
Total 1900 3538

Any quantity of sugar, which is produced outside the sum of total “A” and “B” quotasiscaled “C-
sugar”. According to EU legidation, “ C-sugar” must be sold on the world market without export
subgdies or carried over to the following marketing year. Penaties gpply in cases where C sugar is
disposed of contrary to the regulationsin force.

Import Policy

All products covered by the common organization of the markets in the sugar sector are subject to the
rates of import duty listed in the Common Customs Tariff. Common Customs import tariffs are EUR
33.9/100 kg for raw sugar for refining and EUR 41.9/100 kg for other raw sugar and refined sugar. It
should be noted, however, that additional import duties may be set in order to prevent or counteract
adverse effects on the EU market. Since duly 1, 1995, a system of additiond dutiesincreasing in line
with the difference between the world import price and the trigger price has been in place. The trigger
prices, below which an additional duty may be imposed, are notified by the EU to the WTO.
Additiona duties currently (effective March 14, 2003) applicable to imports of sugar are EUR
6.99/100 kg for raw cane sugar for refining, EUR 6.80/100 kg for raw beet sugar for refining and EUR
9.80/100 kg for white sugar. The Commission aso periodicaly sets representative prices and
associated additiona import duties for molasses. As of March 28, 2003, the additiona duty is set at
zero.

The mgority of third country sugar shipped to the EU is, however, imported under specia import
quotas. "Preferentid sugar” isimported at zero duty. Thetotal duty-free import quota amounts to
1,304,700 tons (white sugar equivaent), of which 10,000 tons for cane sugar originating in India and
1,294,700 tons for cane sugar originating in the countries covered by the ACP-EU Partnership
Agreement, sgned in Cotonou in June 2000 (see Annex | listing ACP sugar producers). The purchase
price for Preferential Sugar is negotiated annualy between the EU and the ACP dtates. In practice, this
price has been equivaent to the derived intervention price for raw sugar inthe U.K. Preferentia
imports provide a guaranteed income to ACP states, the EU being committed to buy at the guaranteed
price through the Intervention Agencies in case no other buyer can be found. Buying through
intervention agencies has not occurred to date.
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Under the new sugar regime, for the 2001/2002 through 2005/2006 marketing years, adjusment aid is
granted as an intervention measure to the indugtry refining preferentid raw cane sugar (only for
quantities refined into white sugar). Thead is EUR 0.10 per 100 kg white sugar equivalent. An
additiond basc aid of EUR 0.10 per 100 kg shdl be granted for refineries refining raw cane sugar
produced in the French Overseas Departments.

There are dso pecia import arrangements for agricultura products, including sugar, produced in
Bakan countries (Albania, Bosniaand Herzegovina, Crodtia, the Former Yugodav Republic of
Macedonia and the Federd Republic of Yugodavia). Since 2001, tariffs and quantitative restrictions
were removed for al sugar products produced in these countries. Accessto the preferential
arrangements is subject to these countries continued participation in the European Union’s Stabilization
and Association process and compliance with EU definitions of "originating products.” Thereisno limit
to the amount of sugar which may be exported by these countries under these arrangements, other than
their capacity to produce sugar. Thereisno set minimum purchase price.

In addition to preferentid imports, the Commisson dso sets an annud tariff quota, cdled the “mfn
quota’ for the supply of raw cane sugar to Community refineries. Following the accesson of Finland,
the EU has undertaken to import, as from January 1, 1996, 85,463 MT of raw cane sugar from third
countries intended for refining at areduced duty of EUR 98/MT. The quota dlocation by country of
originisasfollows Cuba58,969 MT, Brazil 23,930 MT, other third countries 2,564 MT.

Annuad maximum supply needs (MSN) for EU refineries have been established through Council
Regulation 1260/2001 as 1,776,766 MT white sugar equivalent. Thisisbroken down as 59,925 MT
for Finland, 296,627 MT for continental France, 291,633 MT for mainland Portugal, and 1,128,581
MT for the U.K. The MSNsare to be met by imports from the French overseas departments, the
Preferentia Imports, and imports under the mfn quota.

Any baance remaining after these imports, must be met by a"Specid Preferentid Imports’ quota
opened on an annud badsin two tranches for the imports of raw cane sugar for refining which
originates in ACP gtates and India. A specid reduced rate of duty applying to these importsis fixed on
an annud basis. From July 2002 through February 2002, the reduced rate of duty is set at zero and the
quotalevd is set a 183,200 tons white sugar equivadent. 173,200 tons must be of ACP origin, with the
remaining 10,000 coming from India. Finland and mainland Portugdl are authorized to import under the
quota, with alocations of 35,000 and 125,000 tons respectively, aswell as 20,200 tons for the UK

and 3,000 tons for mainland France. The quantity from March 1 to June 30, 2003 is st at 42,448 tons
from ACP countries a 0 duty, broken down as follows. Finland — 10,713 tons, metropolitan France —
5,126 tons, mainland Portugal — 13,082 tons, UK — 4,876 tons. EU refiners participating in this specid
reduced duty system must pay a minimum purchase price to the countries of origin of EUR 49.68/100
kg of standard quality raw sugar.

At the end of February 2001, the EU Generd Affairs Council adopted the "Everything but Arms (EBA)
proposd”. Quotas and duties are diminated on all products except arms from the 48 poorest countries
inthe world (LDC).
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The EBA program islaid out in Council Regulation 416/2001. It provides for free access for sugar
through a process of progressive tariff dimination sarting in 2006, when the current EU financid
guiddines expire, and leads to full liberdization in 2009. Common Cugtoms Tariff duties on the
products of tariff heading 1701 (i.e., cane or beet sugar and chemicdly pure sucrose, in solid form) will
be reduced by 20 percent on July 1, 2006, by 50 percent on July 1, 2007, and by 80 percent on July

1, 2008. They will be entirdy suspended as from July 1, 2009. From July 1, 2001 till July 1, 2009, the
EU Commission will open zero-duty tariff quotas for raw cane sugar for refining, initialy amounting to
74,185 MT white sugar equivaent and increasing by 15 percent in each subsequent marketing year
(July-dune). Initid quota amounts are based on best export levels of LDC to the EU in the recent past.
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Table 9: EBA Quota levels 2001/02 - 2008/09

M arketing year Quantity in tons (white sugar)
2001/2002 74,185
(80,642 in raw sugar)
2002/2003 85,313
2003/2004 93,110
2004/2005 112,826
2005/2006 129,750
2006/2007 149,213
2007/2008 171,595
2008/2009 197,335

Thereis a safeguard clause in the regulation tating that preferences may be suspended if imports cause
serious disturbance to the Community markets and their regulatory mechanisms. Thereisdso a
"temporary withdrawa clausg’, which would reintroduce common customs tariff dutiesin case of fraud
or falure to provide administrative cooperation as required for the verification of certificates of origin,
or massve importsinto the EU from LDC in rdation to their usud levels of production and export

capacity.

In practice, EBA is not expected to have any appreciable effect on the sugar market over the next
couple of years because the additiona imports under the EBA quotawill be offset by reduced Specia
Preferentiad Sugar imports. LDC' s are not the lowest cost producers on the world market and
therefore would find it difficult to compete if EU prices are lowered as aresult of sugar reform, anew
WTO agreement or further liberdization through the EU-ACP Partnership agreement.

A study by the Internationa Sugar Organization argues that under even the most conservative
assumptions that the EU will be importing in excess of one million tons of raw sugar equivaent from the
EBA countriesin 2009. This figure could rise as high as 2.4 to 29 MMT, dthough thiswould require
expendve infrastructure investments to occur in these countries.

Table 10: EBA Sugar Exportsto the EU, 2001/02

Raw Sugar, MT
Congo Brazzaville ) 7,689
Ethiopia 15,542
Malawi 11,307
Mozambique 9,056
Sudan 17,671
Tanzania 9,854
Zambia 9,520
Total 80,639
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Export Policy

EU subsidized exports of sugar to third countries are limited, to 1.273.5 MMT in volume and EUR
499.1m in vaue, under the GATT Uruguay Round Commitments of the EU. However, the Community
did not make an export subsidy commitment on its subsidized exports of a quantity of sugar equd to its
preferentia imports; the cost and volume of those export subsidies (on average 1.6 MMT) are not
included in the table. There are dso specid measures for exportsto EU outlying regions, such asthe
Canary Idands. These outlying regions have three options for sourcing sugar: they may import from the
world market, import C sugar from the EU (a world market prices) or import quota sugar from EU
with an aid equivadent to the export subsidy. Of the gpproximately 70,000 MT imported by these
regions, 60,000 MT is C sugar from the EU.

In March, the European Commission suspended the use of export subsidies for sugar or sugar
containing products to the countries of the western Balkans. Thiswas amove aimed a preventing so
cdled carousd trade. Thisiswhere sugar would be exported to the Bakans with a subsidy then
promptly re-exported back to the EU at zero duties where it could be sold at the higher EU price.

In October 2002, both Brazil and Audtrdiaaunched cases a the WTO againgt the EU sugar regime.
They argue that the EU regime causes "cross-subsidization” of C-sugar (which must be exported,
without subsidy), through support of the A and B quota sugar. They would aso chdlenge the fact that
the EU exports, with subsidy, an amount of refined sugar equivaent to the raw sugar imported from
ACP and other countries under preferences, but does not count it against EU export subsidy reduction
commitments. However, these preferentia imports are counted againgt the EU’s market access
commitments. To date, no forma action has been taken, but aWTO case remains "under
congderation.”

Neither case has moved forward to the pand phase yet, with Brazil preferring to prioritize a case versus
the USA over cotton. In March 2003, Thailand has started procedures under Article XXI11 of GATT
for asmilar case to those of Brazil and Audrdia

Enlargement

On May 1, 2004, the EU will welcome 10 ten members: Cyprus, Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Mdta, Poland, Slovakia and Slovenia. Accession negotiations were completed at the
Copenhagen Summit in December, 2002.

The accession treaty will be sgned on April 16, 2003 in Athens and will then need to be ratified. From
this date until forma accesson in May 2004, the new member states (NMS) will have observer Satus
a EU leve mestings, including the Agriculture Council, where NM S delegates may spesk, but not vote.
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The European Parliament has the right to assent or dissent to the accesson treaty as awhole (they may
not propose amendments) and member states as well as on candidates must also ratify the treaty
according to their procedures.

Bulgariaand Romaniawill not join the EU in 2004, with the EU maintaining atarget of 2007 for their

eventud accesson. Turkey must wait until December 2004, when the EU will evduate its readiness for
accession, which could lead to accession negotiations being opened. In the meantime, Croatia has dso
goplied for EU membership.

The NMSwill immediately participate in the EU’s sugar regime. Upon accession dl aspects of the
sugar regime will be directly and fully gpplicable in the new member countries when they accede. The
Commission did not propose atrangition period for phasing in intervention prices or officid EU prices.

In the last minute horse trading over the accession package during the Copenhagen Summit last
December, the EU agreed to shift some 6,000t of Poland’s sugar quota to isoglucose.

The quotas that the NM S will receive are expected to increase the structura surplusin the EU sugar
regime, asthey will enable alevd of production that exceeds consumption in these countries. This
effect will be stronger, if consumption falsin the NM S due to domestic sugar pricesrisng perhaps 30
to 50% with the adoption of the sugar regime and EU tariffs.

Table11: Sugar Quotasby New Member State

Country A Sugar B Sugar Sugar A+B I soglucose A I soglucose B Isoglucose A+B
Estonia 0 0 0 0 0 0
Hungary 40044 1230 401684 127627 10000 137627
Latvia 66400 105 66505 0 0 0
Lithuania 103010 0 103010 0 0 0
Poland 1580000 91926 1671926 24911 1870 26781
CzechR. 441209 13653 454862 0 0 0
Slovakia 189760 17672 207432 37522 5025 42547
Sovenia 48157 4816 52973 0 0 0
Total 2829080 129402 2958482 206955

Table 12: Production, area and yield estimatesfor the New Member States, 2002/03

Sugar Production | Sugar beet area, Growers Yidd, t/ha. Quota offered, t
estimates, M T ha.
Poland 2,065,000 310,000 110,000 6.7 1,674,000
CzechR. 533,000 70,000 950 6.7 454,900
Hungary 348,000 56,000 750 co-0ps 6.2 401,700
Slovakia 185,000 33,000 600 co-ops 5.6 207,400
Lithuania 133,000 27,000 6 co-0ps 49 103,000
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Latvia 55,000 15,000 | 2 C0-0psS 37 66,500

Slovenia 43,000 8,000 | 3,000 5.2 52,977

Total 3,362,000 519,000 | 2,960,477
Source: CGB

Future Developments

With the combined pressures of EU enlargement, WTO (including the on going Doha Round, lega
chalenges from Audrdia, Brazil and Thailand to the EU regime and the current congtraints on
subsidized exports) and the progressive liberdization of sugar imports under the Everything But Arms
package, the reform of the EU’ s sugar reform isin the spotlight.

As part of the new sugar regime in 2001/2002, the Commission ordered studies of the sugar sector to
ad the EU in devisng a post 2005/2006 regime. The firgt of these studies has been delivered to the
European Commission, the next two are expected in the Spring. Thefirst sudy from EUROCARE, the
consulting arm of a German University models the impact of different changes to the current sugar
regime from full liberdization, reduced support prices and quotas to leaving the regime asiit is currently.

The reform options cons dered were quota reductions, cuts in support prices, various combinations of
both with compensation payable to farmers, dong the same lines has previoudy been implemented in
the grains sector, and full liberdisation of the sugar regime,

The two remaining studies focus on market concentration and price trangmission.

The Commission has launched an ‘inter-service' group, representing the different branches of the
European Commission, in order to evauate the criteria to be used for sdlecting reform options. Itis
hoped that the Commission will submit reform proposas during the summer.

It should also be noted that reform of the sugar reform is not part of the mid-term review of the
Common Agriculturd Policy launched last July and currently subject of detailed discussons. However,
as the two processes are running concurrently, it is possible that they may become linked through trade-
offs between the Member States and the Commission asthey try to reach agreement.

Agriculture Commissioner, Franz Fischler, has said that options to be reviewed include reducing quotas
and reducing beet support prices. However, heis aso careful to stress that the sugar processing
industry should aso bear alarge part of the financia burden of any eventua reform. A detailed report
from the Swedish Competition (anti-trust) authority was critica of the sugar regime, particularly sugar
processors, who are largely protected from anti-trust actions under EU legidation.

Any reform islikely to reduce the massve differential between world prices and internal EU prices,
which would require a reduction in the price supported for sugar beet and sugar. In other CAP
sectors, such as grains, reforms have run aong the generd lines of reducing intervention prices and
compensating producers for lost revenue through direct payments. Asthe EU sugar regimeislargely
sdf financing (but also consumer subsidized), the obvious conclusion for this gpproach is an increase in
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EU budget cogts of any reform, even if sugar beet producers are not fully compensated for reduced
prices.

The Commisson in consdering how to reform the sugar regime will need to weigh carefully the impact
of different factors, including:

Asthe EU prepares for enlargement next May, the EU budget is expected to come under
increasing pressure. From 2006, asmall (relative to the tota CAP budget) margin has been
built in to the CAP spending plans, though this would quickly evaporate should an unforeseen
problem arise within the CAP over the coming years. Therefore, the Commission will be aware
of budgetary restraints when proposing sugar reform options, arestraint that could redtrict it’s
choice of reform.

In preparing their reform proposas, the Commission aso has the problem of trying to second
guess the timing and nature of any possible agriculturd trade liberdization agreed a the WTO.

An additional complication in the sugar sector is the role the ACP countries will play. They
currently benefit from the sugar protocol will play. At the moment, they are guaranteed access
to EU markets a prices very much above world market prices. Annex Il ligts the countriesin
the ACP who do not benefit from the EBA program. Their sugar cane production may face
severe chdlengesif faced with world market pricesfor dl their exports. The Cotonou
agreement foresees eventud regiond free trade agreements between the EU and the ACP's.
ACP s have the capacity to produce significantly more sugar than LDC's but may not push for
full liberdization as they would then lose their guaranteed high price in the EU market.

If quotas are reduced, the average cost of production of sugar could rise, as economies of scae
arelogt. Thisis because beet lose sugar content as they are transported long distances meaning
that it would be difficult to reduce the current number of beet processing factories.

The Commission needs to propose a set of reforms that can achieve apolitica consensus
amongst nationd governments. How the NM S governments will act following May 2004 isa
reaively unknown quantity and the subject of much discusson in Brussals. It could be that
achieving consensus amongst 25 governments could be that much harder than 15 that this
encourages the EU to move more swiftly on sugar reform to try and agree proposals before
May 2004.
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Annex One: EU-15 Imports and Exports of Sugar, 2001/2

1/ Source: EUROSTAT
2/ All figures in MT of raw sugar equivalent.
3/ Period: October 1, 2001-September 30, 2002.

4/ Effective January 1, 1997, EUROSTAT considers trade with Canary Islands and
French Overseas Departments (Reunion, Martiniqgue, Guadeloupe, French Guyana) as
intra-EU trade. Therefore, trade data in these tables does not contain trade with

Canary Islands, nor with French Overseas Departments.

TOTAL SUGAR IMPORTS INTO THE EU-15, 2001/2002

EU Exports 00-01 01-02 EU Imports 00- 01 01-02

Total 6628190 4459499 Total 1897713 2087120
Algeria 839062 614408 Mauritius 550054 580775
Syria 457224 526675 Guyana 196735 185656
Israel 404198 497061 Swaziland 169162 153519
Switzerland 169994 222507 Fiji 242467 147900
United Arab Emirates 288675 134027 Yugodavia 4518 139442
Libya 159275 128119 Jamaica 165097 126543
Irag 228242 104867 Cuba 59119 91617
Lebanon 106512 103168 Croatia 23245 77059
Egypt 296652 102385 Brazil 45325 63719
Estonia 70953 90147 Bdize 45190 53825
Bosnia & 90564 89673 Trinidad & 59623 53744

Herzegovina Tobago

Mauritania 145295 81830 Zimbabwe 65859 44116
Yugodavia 145034 71577 India 21090 43525
Guinea 76950 70720 Malawi 37996 41213
Jordan 167523 67316 Barbados 48923 39878
Albania 66042 66785 Zambia 14514 23985
Kuwait 67003 59580 Tanzania 13247 22075
Poland 47075 55145 Coted Ivoire 28343 21995
Senegal 59828 51056 St Kitts & Nevis 21610 20452
Czech Republic 41082 48995 Sudan 0 16801
Croatia 37550 44678 Ethiopia 0 14555
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Annex Two: Sugar Production in ACP and EBA Countries

The following table presents the average annua raw sugar production for 1998/9 to 2000/01 in ACPand
EBA countries, divided up into sections depending on whether they currently benefit from the ACP sugar

protocol and EBA.

Membersof ACP sugar protocol, non EBA

ACP countries, not in either sugar protocol or EBA

Maurice 583 | Dominican Republic 476
Zimbabwe 581 | Cameroon 65
Swaziland 564 | Nigeria 19
Kenya 483 | Gabon 17
Fiji 3149 577
Guyana 301
ACP countries not in sugar protocol but are EBA
members
Jamaica 206 | Sudan 715
Zambia 203 | Ethiopia 275
Coted lvoire 148 | Uganda 150
Bdize 116 | Senegal 9%
Trinidad & Tobago 102 | Dem. Rep of Congo 67
Barbados 541 Mozambique 43
Congo 47 | BurkinaFaso 33
St Kitts & Nevis 21| Chad 33
3773 ) Mdi 32
Guinea 24
Membersof ACP sugar protocol and EBA
Malawi 214 | Burundi 2
Tanzania 130 | Somdia 21
M adagascar 77 | Haiti 10
421 ] Niger 10
SierraLeone 5
EBA membersnot in the ACP
Bangladesh 136 | Togo 5
[ Myanmar 2] 1541
Nepal 47
245

All figuresin 1'000's of tons

Source: CGB

List of Least Developed Countries

There are 48 LDCs on the UN list, 39 of them are ACP countries.
The ACP LDCs are: Sudan, Mauritania, Mali, Burkina Faso, Niger, Chad, Cape Verde, Gambia,
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Guinea-Bissau, Guinea, SerraLeone, Liberia, Togo, Benin, Centrd African Republic, Equatoria
Guinea, Seo Tomé and Principe, Demacratic Republic of Congo, Rwanda, Burundi, Angola, Ethiopia,
Eritrea, Djibouti, Somalia, Uganda, Tanzania, Mozambique, Madagascar, Comoros, Zambia, Maawi,
Lesotho, Haiti, Solomon Idands, Tuvau, Kiribati, Vanuatu and Samoa.

The non-ACP LDCs are: Y emen, Afghanistan, Bangladesh, Mddives, Nepd, Bhutan, Myanmar,
Laos, and Cambodia.

However, dl GSP preferences for Myanmar have been suspended, and this aso appliesto EBA
preferences.
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