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The EU Sugar Regime and
Forthcoming WTO Obligations

Ellen Huan-Niemi

MTT Economic Research, Agrifood Research Finland, Luutnantintie 13, FIN-00410 Helsinki, Finland,
ellen.huan-niemi @mtt.fi

Abstract

The structure of the European Union (EU) sugar regime has been under tremendous pressure
internally and externally for major reforms. The EU sugar regime has avoided major reforms
during the review in year 2001, but it may not be able to avoid major reforms by year 2006
after its mid-term review in year 2003. The coming new WTO round in agriculture will
pressure the EU sugar regime for further reforms because the EU is sensitive to further tariff
reductions and may encounter problems in its border protection for sugar. The EU may
resolve its problem in exporting sugar with export subsidy by cutting its production quotas
and limiting sugar production after EU enlargement by imposing strict production quotas,
along with growth in the EU sugar consumption.

Index words: EU sugar regime, new WTO round, enlargement, tariff, export subsidy
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EU:n sokerin markkinajarjestelma ja
tulevat WTO-velvoitteet

Ellen Huan-Niemi

MTT Taloustutkimus, Luutnantintie 13, 00410 Helsinki, ellen.huan-niemi @mitt.fi

Tiivistelma

Euroopan unionin (EU) sokerin markkingjérjestelma on seké sisdisten etta ulkoisten
muutospaineiden alaisena. Jarjestelman jatkosta on paétetty vuoteen 2006 saakka, mutta
sokerisdadosten vélitarkastelua valmistellaan jo vuoden 2003 aikana. Viimeistéén vuonna
2006 edessd on suuria muutoksia. EU:n sokerijérjestelmén uudistamisessa on kolme pé&a
vaihtoehtoa: maakiintididen leikkaus, hallinnollisten hintojen leikkaus tai néiden yhdistel-
ma. Erityisesti Maailman kauppagjdrjeston WTO:n neuvottelukierros luo paineita EU:n
sokeripolitiikkaa kohtaan. EU:n sokeripolitiikkaon erittéain herkkatuontitullien alentamisel -
le, koska sokerin sisdmarkkinahinta on EU:ssa selvasti maailmanmarkkinahintaa korkeam-
pi. Tuontitullien leikkaaminen pakottaisi EU:ta alentamaan sokerin sisdmarkkinahintaa. Sen
sijaan kiristyvat vientitukisitoumukset WTO:ssa eivét muodostu EU:lle ongelmaksi, mikali
sokerin kulutuksen kasvu jatkuu ja tuotannon ragjoittamista jatketaan tiukoin maakiintioin
my6s | agj entuneessa unioni ssa.

Asiasanat: EU, sokerin markkinajarjestelma, WTO, tulli, vientituki
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1 Introduction

The European Union (EU) isamajor participant in the world sugar market. In 1999, the EU
was placed second in all the ranking of maor producers, exporters and importers in the
world (Table 1). The EU, Brazil, Australia, Thailand, and Cuba accounted for about 70% of
world exportsin 1999. The EU and Brazil are the dominators in the world sugar trade being
the top producers and exporters in the world. However, the EU is aso a major importer of
sugar, but sugar imports in Brazil is negligible. The EU is unique in being both a major
exporter of white sugar and importer of raw sugar in the world market.

The dominant role of the EU in the world sugar market is the result of the high level of
support the EU is providing to its sugar sector compared to the member countries of the
World Trade Organisation (WTO). The EU uses export subsidies to bridge the gap between
the high internal EU market price and the significantly lower world market pricel. The Com-
mon Market Organisation (CMO) of sugar established minimum support prices for sugar
guaranteed by an intervention purchase system. A production guota system was established
to limit the total quantity eligible for price support. The EU sugar producers (growers and
processors jointly) are responsible for paying the full costs to the EU Budget of surplus
guotasugar disposal through the producer levies. There are two types of quota: A and B. The
major difference between A and B quota sugar isthe level of imposed producer levies. Only
guota sugar can be sold in the EU and is eligible for price support through the intervention
mechanism and export refunds. Sugar produced in excess of the A and B quotasiscalled C
sugar and cannot be marketed in the EU. C sugar has to be sold on the world market without
the support of export refunds/export subsidies. Thus, the quota system limits the supply of
sugar in the EU internal market (CAP MONITOR).

Table 1. World sugar market in 1999 (in raw sugar equivalent and million of tons).

Rank Five largest producers Five largest exporters Five largest importers
1 Brazil 20.6 Brazil 12.5 Russia 5.8
2 EU 19.3 EU 5.1 EU 1.9
3 India 17.4 Australia 4.2 Indonesia 1.9
4 China 9.3 Thailand 3.4 USA 1.6
5 USA 8.2 Cuba 3.1 Japan 1.6

Total World 136.3 World 39.5 World 384

Source: ISO 1999.

1 In the last five years, the world market for sugar has been characterised by considerable overproduction
and arising level of stocks. Theratio of stocks as a percentage of world sugar consumption has risen from
35.92% in 1992/93 to 48.81% in 2001/02. World stocks are now at a historically high level, which has had
the effect of depressing prices.



The EU internal market isinsulated from the world sugar market through a system of import
duties and export refunds. The CMO of sugar supports producer prices? at levels above
world market prices, stimulating production in the EU and resulting in exportable surpluses
of sugar. Consequently, the EU has been distorting trade flows by disposing the sugar sur-
pluses to the world market with export subsidies.

The Uruguay Round Agreement on Agriculture (URAA) has established a set of completely
new and operational rules for agriculture in order to reduce agricultural export subsidies,
create new rules for agricultural import policy, shift domestic support of agriculture away
from those practices that affect production and trade flows, and agree on disciplinesfor san-
itary and phytosanitary trade measures.

Negotiations on further liberalisation in agricultural trade replacing the URAA were
launched at the WTO in March 2000. Member countries of the WTO have agreed to contin-
ue the negotiationsin liberalising agricultural trade on the basis of Article 20 of the URAA.
The Doha Development Agenda (DDA), launched at the Doha Ministerial Conference in
November 2001, will influence the shape and dynamics of the new WTO round. The agricul -
ture negotiations became part of the single undertaking in which virtually all negotiations
under the DDA are scheduled to end by 1 January 2005.

The main objective of this study isto analyse the impacts of the assumed agreement in 2005
for the coming new WTO round on the EU sugar regime. Two scenarios of possible out-
comes are assumed to show the impacts of further reduction in the commitments for export
subsidy and further reduction in tariffs on the EU sugar regime. Furthermore, the impacts of
the prospective EU enlargement on the export subsidy commitments are assessed by includ-
ing the ten member candidates of the Central and Eastern European (CEE) countries.

First, the Uruguay Round commitments for sugar are specified and followed by the assump-
tions and methodol ogy for the projections. Second, the impact of the Uruguay Round on the
EU sugar regimeis briefly examined. Third, the projections for the export subsidy commit-
ments under the assumed new WTO round are examined. The export subsidy projectionsare
divided into EU with 15 member states (EU-15 scenario) and enlarged EU with 25 member
states (EU-25 scenario). Finaly, the border protection for EU sugar is being analysed by
projecting further tariff reductions in the new WTO round and the conclusion will follow at
the end.

2 The domestic prices have been supported by high border protection by imposing “high tariffs’ on imports.



2 Commitments under the Uruguay Round Agreement on
Agriculture (URAA)

The EU made the following commitments for sugar under the Uruguay Round Agreement
on Agriculture from marketing year 1995/1996 to 2000/2001.:

» the volume of subsidised sugar exports was reduced by 21 percent over a
period of 6 years, but subsidised exports (“re-export”) of preferential sugar3
from the African, Caribbean and Pacific (ACP) countries and India are ex-
cluded® from the reduction formul

 the expenditure for export subsidies was reduced by 36 percent over a period
of 6 years, but the export subsidies® given to the ACP preferential sugar is
excluded,

 variable import levies for sugar were converted into binding standard tariffs,
and these standard tariffswere reduced by 20 percent over aperiod of 6 years,
additional duties can be imposed by invoking the “ Special Safeguard Provi-
sions’ under the URAA;

* current accessis maintained for the imports of preferential sugar at 1.305 mil-
lion tons (in white sugar equivalent) from the ACP countries and India, plus
82,000 tons (in white sugar equivalent) of Most Favoured Nation quota (CAP
MONITOR).

3 There is guaranteed access to the EU market for sugar from the African, Caribbean and Pacific (ACP)
countries and India. “Preferential sugar” is the term used to describe raw cane sugar imported from the
ACP countries and India under the provisions of Protocol No. 3 of the formerly Lomé Convention or
currently Cotonou Agreement and the Agreement with India.

The EU isimporting raw cane sugar from the ACP countries at the intervention price of EUR 523/ton. The
intervention price is two to three times higher than the world market price. The guaranteed intervention
price paid to the ACP countries is considered as “development aid” to these countries. Subsequently, the
export subsidy used to re-export the preferential sugar (processed in white sugar form) is not subjected to
the WTO commitments for export subsidy.

5 The export subsidy used in the export of quota sugar in the EU is “self-financed” by the sugar producers
and industry. However, in the case of “preferential sugar,” the export subsidy used is financed by the EU
Budget as aform of “development aid” to the ACP countries.



3 Assumptions and methodology

Two different scenarios are shown in the “export subsidy” projections for the new WTO
round (Table 2). In thefirst scenario, the reduction in commitments for the new WTO round
Is assumed to be along the same lines as in the Uruguay Round with further 36 percent
reduction in the expenditure for export subsidy and 21 percent reduction in the volume of
subsidised export. In the second scenario, the export subsidy commitments are assumed to
be further reduced by 50 percent for both the export subsidy expenditure and the volume of
subsidised exports.

There are also two scenarios for the projections of “border protection” for EU sugar (Ta
ble 2). The first scenario assumes that the standard tariff for raw sugar is further reduced by
20%, and the second scenario assumes a further reduction of 36%. Sensitivity towards the
strength of the Euro is measured by using two scenarios — a “weak Euro” scenario
(EUR 1 =USD 0.80) and a“strong Euro” scenario (EUR 1 = USD 1.20). Within the scenar-
io of a“strong Euro,” additional duties imposed under the “ Special Safeguard Provisions’
are projected to show the additional level of protection given by invoking this safeguard
measured. The world market prices for raw sugar (FOB Caribbean Price/New Y ork No. 11)

Table 2. Assumptions for the new WTO round.

Scenario 2
(Steeper reductions or downpayment)

Scenario 1
(Similar to Uruguay Round)

Export Subsidy

Reduce quantity of subsidised exports
by 21% over 6 years

Reduce export subsidy expenditure
by 36% over 6 years

Reduce quantity of subsidised exports
by 50% over 6 years

Reduce export subsidy expenditure
by 50% over 6 years

Market Access

Reduce standard tariff by 20% over
6 years

1) Weak Euro — EUR 1 =USD 0.80
2) Strong Euro — EUR 1 =USD 1.20

“Special Safeguard Provisions” invoked

Reduce standard tariff by 36% over
6 years

1) Weak Euro — EUR 1 =USD 0.80
2) Strong Euro - EUR 1 =USD 1.20

“Special Safeguard Provisions” invoked

under a Strong Euro under a Strong Euro

6 Safeguard measures are contingency restrictions on imports taken temporarily to deal with special circum-
stances such as a sudden surge in imports. They normally come under the Safeguards Agreement under
GATT 1994, but the Uruguay Round Agreement on Agriculture (URAA) has special provisions on safe-
guards (under Article 5 of URAA). The” Specia Safeguard Provisions’ for agriculture differ from normal
safeguards under GATT 1994. In agriculture, unlike with normal safeguards: higher safeguards duties can
be triggered automatically when import volumes rise above a certain level, or if pricesfall below acertain
level; and it is not necessary to demonstrate that serious injury is being caused to the domestic industry.
Currently, including the EU, 38 WTO members have reserved the right to use the " Special Safeguard
Provisions.” Theright to use this special agricultural safeguard would lapse if thereis no agreement in the
negotiations to continue the “reform process” initiated in the Uruguay Round.



Table 3. Assumptions for the implementation period of the new WTO round.

Base year Beginning year Ending year Implementation Period

2004/2005 2005/2006 2010/2011 6 years

are taken from FAPRI (2002) world market price projections and calculated on the basis of
cost, insurance, & freight (CIF) instead of free on board (FOB).

The base year for the assumed reductions is 2004/2005, which is a continuance of the Uru-
guay Round's commitment level in marketing year 2000/2001. The on-going negotiation
process under the Doha Devel opment Agendais assumed to be completed by January 2005.
Thus, the new WTO round is assumed to begin in marketing year 2005/2006 and end in
marketing year 2010/2011, over an assumed six-year implementation period (Table 3).

The EU notifications to the WTO are used as a base for the export subsidy projections.
Uruguay Round’s six years averageis used in calculating the assumed “ average subsidy per
ton” for sugar in the projections (Appendix 1). Average subsidy per tonisused in the projec-
tions for the export subsidy expenditure (quantity of subsidised sugar exports multiplied by
the average subsidy per ton, Table 4).

Table 4. Assumptions for the EU-15 sugar production, consumption, quota sugar exports, and ex-
penditure for export subsidy in the new WTO round.

Production* limited by production quotas; A & B sugar quotas = 14,482,143 tons
Below quota production DOM & Portugal unable to fulfil their production quotas = 341,000 tons
yearly

Total A & B quota production 14,482,143 tons minus 341,000 tons = 14,141,143 tons yearly

Consumption growing at 0.5% per year on average
from 12,940,000 tons in 2001/2002 to 13,534,000 tons in 2010/2011

Quota sugar exports with total A & B quota production minus consumption

export subsidy from 1,201,143 tons in 2001/2002 to 607,143 tons in 2010/2011
Export subsidy per ton average subsidy per ton from 1995 to 2001 = EUR 460

Export subsidy expenditure (quota sugar exports) x (average subsidy per ton)

*C sugar production is excluded because C sugar is exported without any export subsidy

10



The total EU-15 sugar quotas in 2001/2002 are 14,482,143 tons’. It is assumed that A and B
sugar production® is limited by production quotas from 2001/2002 to 2010/2011. The quan-
tity of quota sugar production has aways been below the total EU-15 sugar quotas mainly
because the French Overseas Territories (DOM) and Portugal have been unableto fulfil their
production quotas (Appendix 2). As aresult, the total A and B sugar production would stay
around 14,141,143 tons per year (Appendix 3). On the consumption side, it is assumed that
consumption would grow at 0.5% per year on average, based on average yearly consumption
growth from 1995 to 2001 (Appendix 4). Consequently, the quantity of subsidised sugar
exports is calculated by deducting consumption from the quota sugar production (Appen-
dix 3), whereby C sugar production is excluded because C sugar is exported without any
export subsidy (Table 4).

Under the EU enlargement scenarios, it is assumed that ten new member states are ready to
join the EU by year 2004 with the “big bang effect.” The new member states consist of
Poland, Hungary, Czech Republic, Slovenia, Estonia, Latvia, Lithuania, Slovakia, Bulgaria,
and Romania®. The EU Commission will impose sugar production quotas on the new mem-
ber states after EU membership (CEC 2002). It is assumed that the new member states will
receive sugar production quotas equal to the EU Commission’s quota allocation for each
country19, and the projections are based on the EU Commission’ s quota allocation proposal
to the new member states!! (Appendix 5). In the EU-25 projections, the CEE-10 countries
net exports are added to the EU-15 member states' total exports. Intra-trade within the CEE
countries (PC-TAS) and trade between the CEE countries and the EU-15 member states
(EUROSTAT COMEXT) are excluded from the EU-25 total exports of sugar. Simultane-
ously, thetotal “current access’ 12 of third countriesin the market of the net importers can be

7 A permanent quota cut was made in year 2001 as part of the EU Farm Council’s reform of the sugar
regime. The total EU-15 sugar quotas were reduced from 14,592,411 tons to 14,482,143 tons, and the new
sugar quotas will apply from 2001/2002 to 2005/2006 [ Council Regulation (EC) No 1260/2001 of 19 June
2001].

The Uruguay Round commitments for export subsidy affect A and B sugar exports only. C sugar exports
are excluded from the commitments.

According to the EU Commission, Poland, Hungary, Czech Republic, Slovenia, Estonia, Latvia, Lithua-
nia, Slovakia, Malta, & Cyprus are scheduled to join the EU in 2004. Bulgaria and Romania are scheduled
tojoinin 2007. Thisstudy hasincluded Bulgariaand Romaniain the first wave of accessionin order to see
the total impact of the 10 countries. Cyprus and Malta are excluded due to insignificant agricultural pro-
duction and consumption compared to the other potential member countries.

10 Quota allocation for Bulgaria and Romaniais calculated by estimating the production quotas according to
EU Commission’srules.

11 Each candidate is offered specific sugar quotas by the EU Commission (CEC 2002).

12 Asamean to preserve market access of third countries under the backing of the WTO, historical quantities
of sugar imports are to continue to be imported by the CEE countries under the “current access quotas’
from countries outside the EU with 25 member states.

11



estimated by using the same base calculations and data base. The estimations indicated that
the combination of the ten CEE countries would produce net imports instead of net exports,
whereby the net imports are counter-balanced by the “ current access quota” of third coun-
tries’ historical market access in the CEE countries. As a consequence, the combination of
the ten CEE countries will bring no additional quota sugar exports to the total quota sugar
exports of the EU-15 member states (Appendix 5).

12



4 The Uruguay Round Agreement on Agriculture:
Impact on the EU sugar regime

The EU uses export refundsto bridge the gap between the high internal EU market price and

the significantly lower world market price to export surpluses of quota sugar (A and B). The
export refunds apply not only to the main products covered by the sugar regime, but also to
the export of processed products containing sugar. In practice, the EU’s use of export re-
fundsis one of the main waysin which it supports its domestic market prices for sugar, asit
grants restitution on whatever quantity of sugar it judges to be surplus to internal needs.
Thus, there is hardly any intervention buying in the sugar regime (NEI 2000).

The required reduction in the volume of exports and budgetary outlays for export subsidies
did not cause any difficulties for the EU at the beginning of the URAA implementation
period. At the end of the implementation period, however, the export subsidy commitments
became very binding (Figure 1 and 2). In order to stay within the final marketing year 2000/
2001 commitments, there was a “temporary cut” of 498,800 tonsin the total A and B sugar
guotas. Hence, the amount of EU’s subsidised sugar exports (A & B quota sugar) have de-
creased while the unsubsidised sugar exports (C sugar) have increased during the Uruguay
Round (Devadoss & Kropf 1996). Asamatter of fact, the EU isableto stay within the export
subsidy commitments by cutting the production quotas yearly13, if necessary, when the EU
Isin danger of breaching the commitments for export subsidy.

The EU internal market isinsulated from the world sugar market through a system of import
duties and export refunds. Before the URAA, the EU fixed a minimum import price or
threshold price for sugar. Sugar imports were charged a variable import duty equal to the
difference between the CIF import price and the threshold price. Preferential sugar imports
were exempted from thisimport duty. This system of variable import duties made the impor-
tation of non-preferential sugar financially unattractive with hardly any importation of sugar
outside the EU’ s preferential trade agreement (NEI 2000).

Under the URAA, the EU was obliged to replace the ad valorem import duties into fixed
standard tariffs with a gradual reduction of standard tariffs by atotal of 20 percent in six
years. These standard tariffswerefixed at ahigh base level due to the methods of converting
the equivalent of non-tariff barriersinto fixed standard tariffs. In reality, the “ Special Safe-
guard Provisions’ for sugar have been constantly in operation since 1995 because of the low
world market prices for sugar. The fixed standard tariffs and the additional import duties
under the safeguard measures have made theimport of non-preferential sugar uneconomicin

13 According to Council Regulation (EC) No 1260/2001 of 19 June 2001 on the common organisation of the
markets in the sugar sector under Article 10(3) and (4), the guaranteed quantity under production quotas
should be reduced before 1 October each marketing year if the forecasts for the year in question show an
exportable balance (attracting an export refund/export subsidy) greater than the maximum laid down by
the Agriculture Agreement (URAA) concluded under Article 300(2) of the Treaty.

13



comparison with the price of EU quota sugar in the internal market. Likewise, the minimum
access commitments under the URAA have not increased sugar imports to the EU because
the EU was importing more than 10 percent (well above the 5 percent requirement by year
2000/2001) of consumption under its preferential trade agreement with the ACP countries
and India

The EU was not required to reduce its internal price support specifically for sugar under the
URAA because domestic support is measured as the Aggregate Measurement of Support
(AMYS), aggregated across all commodities and policy instruments. Subsequently, the total
reduction of 20 percent over aperiod of six years for domestic support commitmentsrefer to
the total levels of support, but not to individual commodities. Overall, the sector wide do-
mestic support for sugar has been high compared to the other agricultural commoditiesin the
EU due to the high intervention price for sugar. The domestic support for sugar will remain
high unless the intervention price for sugar is lowered closer to the world market price.

14



5 Projections of EU with 15 member states (EU-15
scenario) and EU with 25 member states (EU-25
scenario) under the new WTO round for agriculture

5.1 EU-15 scenario: further reductions in the export subsidy
commitments for sugar

The projectionsindicate that the EU will be able to stay within the quantity commitmentsfor
export subsidy not only under a further 21% reduction, but also under a further 50% reduc-
tion in the commitments for subsidised exports under the new WTO round (Figure 1). Yet,
the EU may resort to cutting the production quotas yearly when the EU is in danger of
breaching the commitments for export subsidy in the particular marketing year because of
higher output mainly due to good weather and area planted. The cut in production quotas
will only be temporary for the particular marketing year!4.

Of course, theresult is sensitive to the rate of consumption growth. The EU may risk breach-
ing the quantity commitmentsfor sugar if the consumption growth islower than 0.5% yearly
on average, especially under the scenario of afurther 50% reduction in the volume of subsi-
dised exports (Figure 1, Scenario 2).

The projections indicate that the EU will be able to stay within the budgetary commitments
for export subsidy under a further 36% reduction, but not under a further 50% reduction in
the commitments for export subsidy expenditure (Figure 2). In order to stay within the budg-
etary commitments under a further 50% reduction scenario, the average subsidy per ton has
to be lower than EUR 460 from 2008/2009. Compared to the quantity commitments, the
budgetary commitments are more binding. The export subsidy expenditure isvery sensitive
to the amount of subsidised sugar exports and the strength of the Euro.

5.2 EU-25 scenario: further reductions in the export subsidy
commitments for sugar

The projections indicate that EU with 25 member states will be able to stay within both the
quantity and budgetary commitments for export subsidy for both reduction scenarios under
the new WTO round (Figure 3 and 4). Theresult strictly depends on the assumptions that the
EU Commission will impose sugar production quotas on the new member states after EU
membership, and the new member states will receive sugar production quotas equal to the
EU Commission’s quota alocation for each country. Also, EU sugar consumption would
grow on average 0.5% per year.

14 Commission Regulation (EC) No 1745/2002 of 30 September 2002 reducing the EU sugar production
guotas by a quantity of 862,475 tons for marketing year 2002/2003, having regard to Council Regulation
(EC) No 1260/2001 of 19 June 2001 on the common organisation of the markets in the sugar sector.

15
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Figure 1. EU-15 Sugar: Actual quantity commitments and subsidised exports under the Uruguay
Round versus assumed quantity commitments and projected subsidised exports in the new WTO
round (WTO Notifications, author’s calculations).
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Figure 2. EU-15 Sugar: Actual budgetary commitments and export subsidy expenditure under the
Uruguay Round versus assumed budgetary commitments and projected export subsidy expendi-
ture in the new WTO round (WTO Noatifications, author’s calculations).
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Figure 3. EU-25 Sugar: Actual quantity commitments and subsidised exports under the Uruguay
Round versus assumed quantity commitments and projected subsidised exports in the new WTO
round (WTO Notifications, author’s calculations).
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Figure 4. EU-25 Sugar: Actual budgetary commitments and export subsidy expenditure under the
Uruguay Round versus assumed budgetary commitments and projected export subsidy expendi-
ture in the new WTO round (WTO Notifications, author’s calculations).
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The ten CEE countries will be bringing in additional export subsidy commitments for sugar
after EU accession without bringing in additional subsidised exportsin sugar. The intraand
inter trade estimations of the ten CEE countries indicated that the ten CEE countries will
produce net imports (especially Romania and Bulgaria) instead of net exports in sugar,
whereby the net imports are counter-balanced by the “ current access quota” of third coun-
tries’ historica market access in the CEE countries. As a consequence, the combination of
the ten CEE countriesincluding Romaniaand Bulgaria, but excluding Cyprusand Maltawill
bring no additional quota sugar exports to the EU-25 projections (Appendix 5).
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6 EU’s border protection for sugar: further tariffs
reduction in the new WTO round

The EU will loose its border protection for raw sugar from marketing year 2006/2007 under
the scenario of a strong Euro, if the standard tariff for raw sugar is further reduced by 20%
(Figure 5). Then, the EU may face large increases in raw sugar imports from the world mar-
ket as the price of imports will be lower than the EU support price for raw sugar.

Nevertheless, the EU can invoke the Special Safeguard Provisions (trigger price) under the
URAA that allow additional duties to be imposed in the case of low world market prices.
The trigger price for raw sugar is €418 per ton (CEC 1995). The additional duties imposed
by invoking the trigger price mechanism are just enough to safeguard the border protection
for raw sugar until 2010/2011 (Figure 6). On the other hand, the EU will have no difficulty
in maintaining its border protection for sugar under the scenario of aweak Euro because the
price of imports will be higher than the EU support price for raw sugar.

800

600

400 ~

Euro/ton

M arketing Year

W orld Price with W eak Euro
[ World Price with Strong Euro —&— W orld Price plus Tariff with W eak Euro

I EU Support Price

—— W orld Price plus Tariff with Strong Euro

Figure 5. Scenario 1: The level of protection for EU-15 raw sugar during the Uruguay Round and
after 20% reduction in standard tariff in the new WTO round (FAPRI 2002, Sugaronline, author’s
calculations).
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Figure 6. Scenario 1 with a strong Euro and the “Special Safeguard Provisions” (SSG) additional
duties: The level of protection for EU-15 raw sugar after 20% reduction in tariff in the new WTO
round. * Additional duties are calculated from 2002/2003 onwards (FAPRI 2002, Sugaronline, CEC
1995, author’s calculations).

The EU will definitely lose its border protection for raw sugar from marketing year 2006/
2007 under the scenario of a strong Euro, if the standard tariff for raw sugar is further re-
duced by 36% instead of 20% (Figure 7). Furthermore, the additional duties imposed by
invoking the Special Safeguard Provisions (trigger price) under the URAA are no longer
enough to maintain the border protection for raw sugar (Figure 8). In reality, thelarge differ-
ence between the EU support pricel® and world market price for raw sugar does not allow
for steep tariff reduction without the risk of losing the border protection for raw sugar.

Even under the scenario of aweak Euro, the “world market price plus tariff” is close to the
support pricefor raw sugar by marketing year 20010/2011 if the standard tariff for raw sugar
is further reduced by 36% (Figure 7). As aresult, the price of imports for raw sugar will be
closeto the EU support price for raw sugar even when the Euro isweak. In order to maintain
the border protection for raw sugar, the EU is still able to impose additional duties on raw
sugar imports by invoking the Special Safeguard Provisions. However, the additional duties
will not be sufficient to uphold the border protection for raw sugar under the scenario of a
strong Euro until marketing year 2010/2011 (Figure 8).

15 The EU support price (EUR 523) is more than double the world market price (EUR 180 — 260) for raw
sugar.
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Figure 7. Scenario 2: The level of protection for EU-15 raw sugar during the Uruguay Round and
after 36% reduction in standard tariff in the new WTO round (FAPRI 2002, Sugaronline, author’s

calculations).
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Figure 8. Scenario 2 with a strong Euro and the “Special Safeguard Provisions” (SSG) additional
duties: The level of protection for EU-15 raw sugar after 36% reduction in tariff in the new WTO
round. * Additional duties are calculated from 2002/2003 onwards (FAPRI 2002, Sugaronline, CEC
1995, author’s calculations.
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The scenario of 36% reduction in tariffs would give third countries significant access to the
EU internal market under a strong Euro, leading to an increase in sugar imports into the EU
market. Any increase in sugar imports will correspond with an increase in the exportable
surplus of sugar with export subsidies. The increase in sugar imports will increase pressure
on the export subsidy commitments, hence, forcing the EU to cut the sugar production quo-
tas.

Overall, the EU sugar regime is sensitive to steep tariff reductions because of the huge dif-
ference between the EU support prices and world market prices for sugar. The situation is
more acute for white sugar compared to raw sugar because the support price for white sugar
(€632/ton) is much higher than the support price for raw sugar (€523/ton). If the new WTO
round requires substantial tariff reductions, the EU could be forced to reduce the support
prices (intervention prices) for sugar in order to avoid large increases in sugar imports
(Daneswar et al. 2000). In addition, the Specia Safeguard Provisions under the URAA plays
amajor role in upholding the border protection for sugar. It is still uncertain whether the
Specia Safeguard Provisionswill continue to be a safeguard feature in the new WTO round
for agriculture. The EU’s border protection for sugar will be very vulnerable without this
safeguard feature in the new WTO round if the EU sugar regime continuesto bein its current
structure.
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7 Summary and conclusions

A review was done by the EU on the sugar regime in year 2001 after the “temporary cut” of
498,800 tons in production quotas for marketing year 2000/2001. The result was aroll-over
of the “old system” of production quotas for five years until year 2006, with a permanent
115,000 tons cut in production quotasi®. The reform may have a small impact or even no
impact on the EU sugar regime. The permanent 115,000 tons cut in production quotas is
small compared to the yearly fluctuation of quota sugar production. The yearly fluctuation of
quota sugar production could be up to amillion tons!’ due to westher and area planted.

The required reduction in the volume of exports and budgetary outlays for export subsidies
did not cause any difficultiesfor the EU at the beginning of the Uruguay Round. Though, the
export subsidy commitments became very binding by the end of the Uruguay Round, lead-
ing to the “temporary cut” in production quotas for sugar in marketing year 2000/2001. Ac-
tually, the EU is able to stay within the export subsidy commitments by cutting the produc-
tion quotas yearly, if necessary, when the EU isin danger of breaching the commitments for
export subsidy.

During the Uruguay Round, the fixed standard tariffs and the additional import duties under
the “ Special Safeguard Provisions’ have made the import of non-preferential sugar uneco-
nomic in comparison with the price of EU quota sugar in the internal market. Subsequently,
only a very small amount of non-preferential sugar is imported. Also, the Uruguay Round
commitments under minimum access have not increased sugar imports to the EU. Thus, the
EU has been able to prevent competition from imported sugar that is outside its preferential
trade agreement.

Nonetheless, the recent “everything but arms’ trade access (a unilateral preferential trade
agreement) for the 49 least developed countries (LDCs) may have amajor impact on the EU
sugar regime. Sugar can be imported into the EU from the LDCs entirely duty-free and quo-
ta-free by July 200918, According to a study done by the EU Commission, it is roughly
estimated that 2,7 million tons of sugar could enter the EU from the LDCs after year 2009.
Thefull cost of the trade concession for the EU Budget in liberalising the sugar sector for the
LDCsisroughly estimated to be EUR 1 billion (EBA 2000). The market access concession
for the LDCs will most probably take effect during the new WTO round, thus putting more
pressure for reforms in the EU sugar regime.

16 Council Regulation (EC) No 1260/2001 of 19 June 2001 on the common organisation of the marketsin the
sugar sector.

17 The estimated quota sugar production for marketing year 2000/2001 was over 14 million tons and for
marketing year 2001/2002 was over 13 million tons.

18 Common Customs Tariff duties on the products of tariff heading 1701 (sugar) shall be reduced by 20% on
1 July 2006, by 50% on 1 July 2007 and by 80% on 1 July 2008. They shall be entirely suspended as from
1 July 2009 (EU Council 2001).
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Projectionsfor the assumed new WTO round indicate that EU with 15 member stateswill be
able to stay within the quantity commitments for export subsidy for both reduction scenari-
o0s. Nevertheless, the EU may risk breaching the quantity commitmentsif sugar consumption
growth islower than 0.5% yearly on average, especially under the scenario of afurther 50%
reduction in the quantity commitments. The EU will be able to stay within the budgetary
commitments for export subsidy under afurther 36% reduction scenario. However, in order
to stay within the budgetary commitments, the average subsidy per ton will have to be lower
than EUR 460 by year 2008/2009 under a further 50% reduction in the budgetary commit-
ments.

The projections show that EU with 25 member states will be able to stay within both the
guantity and budgetary commitments for export subsidy for both reduction scenarios in the
new WTO round. The ten CEE countries will bring in additional export subsidy commit-
ments for sugar after EU accession without bringing in additional subsidised exportsin sug-
ar. The result is based on the assumptions that the new member states will receive sugar
production quotas equal to the EU Commission’s quota allocation for each country and EU
sugar consumption would grow on average 0.5% per year.

Generally, the EU sugar regime is sensitive to steep tariff reductions because of the huge
difference between the EU support prices and world market prices for sugar. If the new
WTO round requires substantial tariff reductions, the EU is forced to reduce the support
prices for sugar in order to avoid large increases in sugar imports. In addition, the “ Special
Safeguard Provisions” under the URAA plays a mgor role in upholding the border protec-
tion for sugar in the case of low world market prices. The EU’s border protection for sugar
will bevery vulnerable without this safeguard feature in the new WTO round if the EU sugar
regime continues to bein its current structure.

The structure of the EU sugar regime has been under tremendous pressure internally and
externally for major reforms. Conservative reforms may be a reduction in the support price
for sugar or aconsiderable cut in the production quotas. Radical reforms may be adrastic cut
in the support pricefor sugar and abolition of sugar production quotas or full liberalisation of
the sugar regime. The EU sugar regime has avoided far reaching reforms in year 2001, but
year 2006 may be the “deciding year” for the EU sugar regime.
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Appendix 1 (1/1). EU sugar export subsidy commitments, actual levels, and
average subsidy per ton from 1995 to 2001

bae | 1995/1996| 1996/1997| 1997/1998| 1996/1999| 1999/2000| 200002001 | 6Yyears
avaage
Budggay Commitmaty 7799 731 6363 6395 527 5459 491
Adid Levds 3MP0 55,0 7,0 748 4701 327
(BURmillian)
Quatity Commitments | 16120 | 155656 | 1492 | 14827 | 13863 | 1309 | 12735
Adud Levds 8%6,3 12003 | 1691 | 1561 9706 822
(in000tang
(BEropa ton)
Averapesbsdy per ton
Commitmat levds 471 458 43 428 410 32
Adud lesds 43 437 458 514 434 42 460

Source: WTO Notifications




Appendix 2 (1/1). Calculations for the amount of “below quota production”

(in 000 tons)

1995/1996 [1996/1997 |1997/1998 |1998/1999 |1999/2000 |2000/2001
Total A & B quotas* 14592 14592 14592 14592 14592 14114
Actual quota A production 11722 11716 11785 11738 11761 11424
Actuad quota B production 2406 2450 2553 2480 2534 2462
Total A & B production 14128 14166 14338 14218 14295 13886
"Below quota production” 464 426 254 374 297 228
Average " below quota production” in 6 years = 341

* A temporary cut of 478 277 tons for A & B sugar quotas was implemented in marketing year 2000/2001 (in order to stay

within the WTO commitments for export subsidy). Source: CAP MONITOR, DG AGRI (2002).




Appendix 3 (1/1). Projection of EU-15 quota sugar exports with 0.5% yearly growth in EU-15 sugar consumption (in 000
tons)

2001/02|2002/03|2003/04| 2004/05| 2005/06| 2006/07 | 2007/08| 2008/09| 2009/10| 2010/11

Production of quota sugar* | 14141 | 14141 | 14141 | 14141 | 14141 | 14141 | 14141 | 14141 | 14141 | 14141

EU-15 sugar consumption| 12940 | 13005 | 13070 | 13135 | 13201 | 13267 | 13333 | 13400 | 13467 | 13534
with 0,50% growth yearly

Quota sugar exports 1201 1136 1071 1006 940 874 808 741 674 607

* Production of quota sugar (14 141 143) = Total A & B quotas production (14 482 143) minus average “below quota production” (341 000).



Appendix 4 (1/1). Growth in EU-15 sugar consumption (in 000 tons)

Average Y early Growth from 1995 to 2001 =

1995/1996 (1996/1997 (1997/1998 (1998/1999 [1999/2000 |2000/2001
EU-15 Sugar Consumption| 12559 12729 12687 12767 12892 12876
Growthin % 1,35% -0,33% 0,63 % 0,98 % -0,12 %
Growth from 1995 to 2001 = 252 %
0,50 %

Source: DG AGRI 2002.




Appendix 5 (1/1). Central and Eastern European Countries’ sugar production quotas versus consumption and Net
Importers’ current access* for third countries

Czech Rep| Estonia | Hungary | Latvia | Lithuania| Poland | Slovakia | Slovenia | Bulgaria®*|Romania*| Total
A quotas 441409 nil 378791 | 47711 96241 | 1590533 | 189760 | 48161 7000 225000
B quotas 3828 nil 1230 4771 nil 74484 18976 4816 700 25500
Total quotas 445237 nil 380021 | 52482 96241 | 1665017 | 208736 | 52977 7700 250500
Quota Production 445237 380021 | 52482 96241 | 1665017 | 208736 | 52977 7700 250500
Total Consumption 441409 | 50000 | 378791 | 70000 96241 | 1590533 | 195000 [ 87000 [ 206000 | 532000
Difference 3828 -50000 1230 -17518 0 74484 13736 | -34023 | -198300 | -281500 | -488063
Net Importers' 11410 2875 196345 | 278049 | 488679
Current Access*
for Third Countries

* Historical quantities of sugar imports are to continue to be imported by the CEE countries under the “current access quotas” from countries outside the EU with
25 member states. ** Author’s estimation of production quotas and consumption figures according to EU Commission’s rules. Source: CEC (2002), EUROSTAT
COMEXT, FAOSTAT, Interactive TradeMap, PC-TAS.
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