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REPORT FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT AND
THE COUNCIL

Evolution of the sugar imports in the European Union from LDC and ACP countries

Commission report referred to in Article 5 (3) of Commission Regulation (EC) No
828/2009

1. LEGAL FRAMEWORK

Article 9 of Council Regulation (EC) N° 1528/2007 of 20 December 2007 (the Market Access
Regulation) applying the arrangements for products originating in certain states which are part
of the African, Caribbean and Pacific (ACP) Group of States provided for in agreements
establishing, or leading to the establishment of, Economic Partnership Agreements (EPA)
provides that for the period 1 October 2009 to 30 September 2015 imports of sugar from ACP
states which are not Least Developed Countries (LDC) may be suspended where
simultaneously sugar imports from all ACP's exceed 3.5 million tonnes and imports from
ACP non-LDC's exceed 1.6 million tonnes per marketing year. This quantity has been
subdivided by region of production which guarantees minimum access for each EPA region.
This is called the Transitional Safeguard Mechanism (TSM).

Article 5 and Annex IV of Commission Regulation (EC) N° 828/2009 of 10 September 2009
laying down detailed rules of application for the marketing years 2009/2010 to 2014/2015 for
the import and refining of sugar products of tariff heading 1701 under preferential
agreements, provides further details of the TSM. Article 5 paragraph 3 states that "the
Commission shall present a report on the functioning of the transitional safeguard mechanism
for sugar". The report shall take account of sugar trade flows from ACP and LDC countries
listed in annex I of this Regulation.

2. INTRODUCTION

In 2006 the European Union reformed its sugar regime in order to increase the
competitiveness and market orientation of the EU sugar industry. Key elements of this reform
were a gradual 36% cut in the EU support prices for both the EU producers and ACP/LDC
preferential exporters and a reduction of the EU quota sugar production. The 2006 sugar
reform took into account the preferential access for ACP and LDC sugar producers.

During the reform it was estimated that, on the import side, a major role might be played by
"swap"' trade flows from preferential partners (ACP/LDC), under the hypothesis of a world
white sugar price of USD 200 /tonne and an exchange rate of 1.3 USD/€. Under these

In those estimates, it was underlined that " A major role might be played by "swap" trade flows, on the
level of which remained a lot of uncertainty”, due to the difficulties in organizing this scheme (i.e. all
EBA sugar production had to be exported to the EU and EBA countries had to buy sugar needed for
their consumption on the world market). Commission staff working document-reforming the European
Union's sugar policy, SEC 2005, 0808 final, page 9.
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assumptions, the difference between the EU sugar price and the world price, or the price in
the ACP and LDC countries, might encourage some of these countries to export to the EU as
much of their domestic production as possible by using swaps.

Swaps depend on the gap between world and EU prices, freight costs and importers capacity
to organise this difficult scheme. During the reform it was considered that the potential
maximum volume which could be "swapped" was 3.5 million tonnes, which corresponded to
the ACP/LDC production capacity.

3. NEW SUGAR IMPORT CONTEXT

The 2009/10 marketing year was the first year of implementation of a complete new legal
framework on imports. As from 1 October 2009 the ACP preferential import regime changed
from the country allocated ACP "Sugar Protocol" quantities to Duty Free Quota Free imports
under the Economic Partnership Agreement (EPA) and Everything But Arms (EBA)
agreements, which expanded significantly ACP/LDC market access: LDC's sugar exports to
the EU were fully liberalized and sugar imports from ACP's non LDC's partners were subject
only to a safeguard measure based on volume.

In 2009/2010, ACP/LDCs exports to the EU slightly decreased, but as from 2010/11, we
assisted to a gradual but continuing rise in these exports. World market prices have been
particularly high over the last 3 years and the EU market has been therefore less attractive;
ACP/LDCs taking also advantage of high priced local, regional and world markets.
ACP/LDCs exported in 2011 worldwide 3.2 million tonnes of sugar, of which 1.9 million
tonnes to the EU. Moreover, growth of production and exports from ACP/LDCs has been
lower than expected due to some delay in on-going investments.

Furthermore, since 2008 some ACP countries took a strategic decision to increase exports in
the form of white sugar. This development combined with growing consumption in the
ACP/LDC countries has reduced the volumes of raw sugar available for exports to the EU.

In 2011, sugar consumption in the ACP/LDC countries was 7.3 million tonnes, compared to
5.1 million tonnes in 2004, which represents an increase of 41% during this period.

For details see table V in the annex.

4. EVOLUTION OF SUGAR IMPORTS

Following the 2006 sugar reform, the EU changed from a net exporter of sugar to a net
importer.

4.1. Quantities of sugar imports

In the period between 2001/02 to 2005/06, average total sugar imports into the EU were 2.1
million tonnes, of which 1.6 million tonnes from ACP/LDC countries.

Since the marketing year 2006/07, total sugar shipments from third countries started to grow
significantly, and during the 2010/11 marketing year sugar imports had already surged to the
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unprecedented level of 3.7 million tonnes (+ 77% compared to the period 2001/01 to
2005/06), the highest level ever. Meanwhile, preferential sugar imports from ACP/LDC
countries reached the level of 1.8 million tonnes (+ 16% in relation to the period 2001/01 to
2005/06).

In the marketing year 2011/12, overall imports of sugar into the EU were slightly lower than
the previous marketing year, 3.6 million tonnes (- 3%). By contrast, preferential sugar imports
from ACP-LDC countries continued to expand up to the level of 1.84 million tonnes (+1.9%,
compared to the previous marketing year) setting a new record level. Therefore, preferential
sugar imports have been growing continuously since the reform of 2006, although not to the
extent expected in the most optimistic scenario, including swaps.

For details on imports see annex I.

4.2. Origin of sugar imports

This upward trend concerned particularly the ACP/LDC following origins: Mozambique,
Swaziland, Malawi, Zambia, Zimbabwe, Laos and Cambodia.

Based on current data it seems that the most promising LDC country for further expansion of
sugar production and export to the EU is Mozambique.

For details on imports see annexes II, III and IV.

4.3. Raw versus white sugar imports

The previous sugar protocol only allowed country allocated sugar, mainly raw sugar for
refining. Therefore one of the major new elements since the reform of the sugar regime was
the possibility to import white sugar. And indeed some ACP countries, notably Mauritius,
have increased exports of white sugar compared to raw sugar, to reap the higher added value.

In marketing year 2011/12, raw sugar imports into the EU surged to a new record level of 2.7
million tonnes representing 76% of the total volume imported.

For details on imports see annex 1.

5. SUPPLY AND SUGAR PRICE EVOLUTION

Supply evolution

During the 2006/07 and 2007/08 marketing year, the EU sugar market was over supplied and
the EU was obliged to withdraw quota sugar from the market. This surplus market situation
lasted until the beginning of the 2008/09 marketing year. As of the marketing year 2009/10,
the EU sugar market turned from an over-supplied market to a more balanced market. Whilst
the open access for ACP/LDC countries created new opportunities for EU operators to source
sugar, it also induced downward pressure on EU sugar prices. However, due to this
development in combination with increasing world market price, some EU importers
experienced difficulties to contract their supply needs. In the course of the calendar year 2011,
it became evident that the EU sugar market was not an oversupplied market but rather a tight
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market. Therefore, as of the 2011/12 marketing year, sugar prices were negotiated in this new
economic environment and the sugar producers managed to negotiate much higher sugar
prices for the EU market.

Price evolution

During the transitional period between July 2006 — September 2009, the EU internal white
sugar price declined by 12%, falling from EUR 630 per tonne to EUR 555 per tonne.

During the period October 2009 — February 2010, imports were coming in at the expected
rate, in accordance with EPA/EBA monitoring system. As a result, the EU internal price
dropped from EUR 555 per tonne in September 2009 to EUR 493 per tonne in November
2009 (-11%), despite the temporary increase of the world market prices which in February
2010 reached a 30-year record high of EUR 522 per tonne.

During the following months, world market prices started to decline, with a sharp fall between
February and May 2010, from EUR 522 tonne to EUR 376 tonne (-28%). During this
period, EU internal market prices stabilised around EUR 475 tonne.

However, world market prices displayed a sharp increase throughout the second semester of
2010, reaching levels above the EU price through September 2010- January 2011: in
December 2010, the world market white sugar price was much higher than EU, EUR 628
tonne compared to EUR 486 € tonne.

During the first semester 2011, the EU and the world market went in opposite directions, and
by May 2011 world market prices had fallen from EUR 628 tonne to EUR 400 tonne, driven
by abundant supply on the world market. Meanwhile, during the same period EU price
increased from EUR 486 tonne to EUR 536 tonne.

The prospect at the beginning of the marketing year 2011/12 had changed. It was clear that
the import concessions awarded to ACP and LDC through the EPA/EBA agreements, were
not generating excessive import flows. Previous expectations that the EU sugar market may
be flooded by ACP/LDC sugar showed not to be realistic, and the prospect was that imports
from the ACP and LDC countries would not be able to cover the gap between EU (in quota)
production and demand. As a result, EU sugar prices started to increase considerably above
the world market price, even beyond the level prior to the implementation of the 2006 reform
and contrary to the continuous decline in the world market prices since the beginning of 2011.
Therefore, during the year 2012 the EU price increased uninterruptedly, reaching the high
level of EUR 738 tonne in January 2013.

For details see graph in annex VIII.

6. NECESSARY MARKET MEASURES

Paradoxically, during the last marketing years, instead of applying the transitional safeguard
mechanism the Commission had to find ways to allow additional sugar into the EU market in
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order to fill the supply gap on the EU sugar market for food purposes (i.e. the EU quota
market). The EU can choose between two sources of supply:

. Release of out-of quota sugar on the internal market
. Allow additional imports

In the marketing year 2010/11 a total additional quantity of 1.35 million tonnes of sugar was
supplied to the EU market of which:

. 500 000 tonnes release of out-of-quota sugar at zero tariff (and 26.000
tonnes of iso-glucose)

o 500 000 tonnes of additional imports within a zero duty TRQ
. 350 000 tonnes were allowed in tenders at reduced duty

In the marketing year 2011/12, 1 million tonnes of additional sugar was supplied to the EU
market of which:

. 400 000 tonnes release of out-of-quota sugar (and 21.000 tonnes of iso-
glucose) at a tariff of EUR 85/tonne

o 250 000 tonnes release of out-of-quota sugar (and 13.000 tonnes of iso-
glucose) at a tariff of EUR 211 /tonne

. 399 000 tonnes of sugar imports at reduced duty (including 15 000 tonnes of
white sugar)

7. CONCLUSIONS

In the framework of the 2006 reform, it was forecasted that under very particular conditions
the EU sugar market might be flooded with sugar from the LDC countries. Two conditions
were necessary: (1) a large gap between EU price and world price and (2) capacity in
organising a complex scheme leading to export local production from the LDC sugar
producing countries and importing a similar quantity from the world market to satisfy their
domestic needs.

Following 2009 import liberalisation, very few countries seem to have succeeded in
organising such a complex trade scheme. Nevertheless sugar imports from those origins have
reached record levels, although not at a level that would have triggered safeguard measures,
during the marketing years 2009/2010 to 2011/2012.

Until the end of the 2014/15 marketing year, the maximum level of sugar imports from
ACP/LDC countries is expected to be in the range of 2.1 — 2.2 million tonnes. Therefore, it is
highly unlikely that the safeguard measures will be triggered during its application period.
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