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Minutes of Evidence
TAKEN BEFORE THE SELECT COMMITTEE ON THE EUROPEAN UNION

(SUB-COMMITTEE D)

THURSDAY 6 OCTOBER 2005

Rue de la Loi 200, Berlaymont 9/369, Brussels

Present Cameron of Dillington, L Renton of Mount Harry, L
Haskins, L (Chairman)
Plumb, L Sewel, L

Examination of Witnesses

Witnesses: Commissioner Mariann Fischer Boel, Agriculture and Rural Development Commissioner,
Mr Lars Hoelgaard, Deputy Director General, Mr Jean-Marc Gazagnes, Head of Unit, and

Mr Klaus-Dieter Borchardt, Head of Section, DG Agriculture, The European Commission, examined.

Q1 Chairman: Thank you for seeing us, ACP and a longer period to phase in their zero
tariV. This will not fly and I am quite sure that weCommissioner Fischer Boel.
will see lots of amendments.Commissioner Fischer Boel: It is a pleasure to see

you all here discussing these very interesting issues
on the EU sugar reform. If I could just say a few Q2 Chairman: Commissioner, first, thank you so
words before giving you the floor. You all know much for finding time to see us today. Thank you
that the CAP reform of 2003–04 was a major step very much indeed. I think we have all read your
towards a decoupled system which gave the speech of 28 June and noted the fighting spirit in it.
possibility for the farmer to produce what the It is not a speech full of excuses at all but very much
market wants and not what gives necessarily the one of “this is the best, come on get on with it”.
highest direct price. To bring sugar into line with Before I ask you the questions, of which we sent you
this and to meet the challenges of fulfilling the copies in advance, could I just thank you also for
Panel, we started back in November last year to your letter of 10 August about our report on the
work on the reform to see what could be done on reform of the CAP. As we have you with us, could
the basis of this previous communiqué on sugar. We I just ask you a question about that before we move
listened to all of the diVerent stakeholders and after on to sugar. As you know, in our report we were
we got the result of the Panel on 21 April we seeing a potential shortage of funds between 2008
finalised the reform proposal. You will know it in and 2013 generally from the budget and thought
detail so I will not spend our time mentioning this, that the Pillar 2 spending, therefore, was almost
but just to say that we have to do something. If I certainly due to suVer in that period. Single Farm
chose the easiest way I would just sit on my hands Payments would be reduced but Pillar 2 payments
and would not be blamed to begin with, although I would be probably very much reduced. Given the
would at the end because if we did nothing then in failure so far to agree on the budget and the claim
my opinion there would be no sugar production left of some countries, including ours, that it should be
in Europe over a period of, say, five or eight years 1 per cent of GNI rather than 1.14 per cent, do you
because we would be competed out of the field firstly share the concern that there is likely to be a very
by the ACP countries who would have free access, substantial shortage of money for Common
and we would never survive that, and then we would Agricultural Policy over the next eight years?
have to cut the quotas cross-border and that would Commissioner Fischer Boel: If we look at the
harm those who are competitive and the others traditional Pillar 1, the direct payment, this seemed
would step out anyway. I am quite happy with the to be more or less fenced in. My worry is the Rural
proposal. Even if I am not very popular everywhere, Development Pillar, the second pillar. In the
I still feel that time is working for us and more and proposal made by the Commission we reserved
more farmers and industries can see this is a proper ƒ88.7 billion over the next financial period, plus the
way to solve the problem. In Parliament, of course, modulated money, which would be about ƒ8 billion
the rapporteur, Mr Fruteau, has been making a over the same period from 2007–14. We are almost
report and I am sure there will be lots of at ƒ100 billion over the period with the Commission
amendments to the Fruteau report which says minus proposal, which will not fly. In the last proposal

from Junker in June they had cut the second pillar25 per cent compensation, 80 per cent quota for
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Council, not because of the Council’s sitting on theirby ƒ14.3 billion as far as I remember. The 14 is right
but there might be point three or four. This is not hands but because of the European Parliament—

they obviously have decided not to give their voteswhat I should like to see because I usually say that
it is in rural development that you hear the music in Plenary until January or maybe February—this

will cause huge problems for me because I cannotfor the future. The way to solve this will be to make
a proposal when we have the health check of the go to Hong Kong with a fixed reform. Therefore, I

might run into the problem that some of those onCAP reform in 2008–09 for a higher percentage of
modulation, which was in the original proposal but the Panel will say, “Okay, you cannot deliver so we

want a tariV free quota on sugar into the Europeanwas rejected by the Member States. You could
generate money for the second pillar there with the market” and then we will have to pay twice. This is

too dangerous. I have tried to convince thecomplications it always gives when some Member
States have to pay more in than they get back European Parliament but until now we have not

been very successful even if they promised from thebecause of the special nature of this modulation
which is allocated back to those Member States who very beginning to deliver before the Council meeting

in November.obviously need it the most.

Q3 Chairman: That is very interesting but we have Q6 Chairman: From which country does the
yet to have a debate in the House of Lords on our problem most come?
report—we will have it in two weeks’ time—but it Commissioner Fischer Boel: From Great Britain.
is very helpful to have your up-to-date thoughts on
the matter. Thank you so much. Q7 Chairman: From Great Britain.
Commissioner Fischer Boel: Since you have come Commissioner Fischer Boel: To be quite frank with
from Great Britain, I must say that I was happy to you, there are some Member States that would not
see during the Labour Party Conference that the like to give this tribute of finalising the sugar reform
Prime Minister seemed to be stepping back from his to the UK Presidency, so there you are. I owe you
previous position saying that a reform of the CAP a more exact answer. On the Panel we will abolish
was no longer conditioned to a positive outcome of the export of ‘C’ sugar because, according to the
the Financial Perspectives, and Margaret Beckett Panel, this will not be possible because of the cross-
underlined that saying there would be no real subsidising between ‘A’, ‘B’ and ‘C’ sugar.
reform until after 2014. They seem to be back on
track.

Q8 Chairman: So you would abolish the export of
‘C’ sugar?Q4 Lord Plumb: If I may say so, my Lord
Commissioner Fischer Boel: Yes.Chairman, that really was a response to your

comment which followed his statement saying, “I
Q9 Lord Haskins: You have one rather large oneam going to reform the CAP”. I think your very
hanging over your head at the moment.strong statement which came out and was very
Commissioner Fischer Boel: Do not talk to meclearly printed in our press certainly changed
about that! I think declassification is not popularMargaret Beckett’s attitude which then was passed
anywhere. Not for me either but I had no choiceon to the Prime Minister.
because if we started up a new reform year with anCommissioner Fischer Boel: She had a tough time
intervention or a stockpiling of two million tonnesin the Parliament, I can tell you.
it could be diYcult for the Member States to accept
the reform because it would have implications. WeQ5 Chairman: Thank you so much. Back to sugar.
could burn it, of course, but caramel is so diYcultDo you think that this reform you are suggesting is
to—going to satisfy the WTO Panel ruling? Also, do you

think it will obtain consent within the Agricultural
Council meeting in November? Q10 Lord Haskins: I have got a farming background

and a business background and it seems to me thatCommissioner Fischer Boel: First of all, I am not
at all in doubt that this will fulfil our obligations on what you are proposing is pretty fair for producers

and processors of sugar in the European Union. Itthe Panel. We will reduce the internal production of
eight million tonnes a year and then give the does not seem to me that we are properly looking

after the interests of the developing countries, thepossibility of buying back one million tonnes of out
of quota sugar from those who might be the most African and Caribbean countries who are between

the two. The real danger in all of this tradecompetitive ones. I have no doubt at all that this
will be the case. My problem could be that if we do liberalisation is that Brazil could flatten those

countries and create a problem with them. Thenot manage to get political agreement in the
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party countries going to be able to manipulate thecompensation that has been suggested for those
countries seems very miserable. system?

Commissioner Fischer Boel: This is a question thatCommissioner Fischer Boel: The fact is we have
been in close contact with Louis Michel on an action has been raised quite often. When the EBA

agreement was signed in 2001 it was agreed thatplan for the ACP countries/EBA countries. The
ƒ40 million in the budget is only to cover the period these countries could sell their whole production

and not just the surplus and because of that theyfrom 1 July until the end of 2006, so it is only for
a six month period. For the next period in the can support their own consumption from Brazil at

the world market price. This gives anotherCommission’s proposal I think there is about
ƒ190 million a year, so it has been taken care of. possibility. It is obvious that this triangular trade

which has been used previously on some specificAs I said previously, obviously this will not fly so
we do not know what the figure will be. The occasions will be completely unacceptable and,

therefore, we have tried to discipline this to avoidCommission had put in their budget proposal
ƒ190 million. it. We have two diVerent tools. We have the tool of

country of origin and will really be looking into the
fact that this is not coming from Brazil. We haveQ11 Lord Haskins: For how long a period?
another possibility: if we find out that fraud isCommissioner Fischer Boel: For each year over the
taking place we can abolish their imports andbudgetary period to 2014.
withdraw the tariV completely. We have the tools to
deal with that. It is obvious that the high freightQ12 Lord Haskins: Really.
rates that we see are making it less attractive.Commissioner Fischer Boel: It seems to be a fair
Lord Plumb: Just on funding, I am disappointed todeal. The fact is this is not money that will be
hear that the European Parliament have not beenallocated without considering how and why. It is
more helpful in understanding that there is going tomeant to be targeted to those countries that can stay
be a change and, therefore, they should be muchin the sugar business to try to help them be more
more realistic than you suggest they are being. I docompetitive, and to help those who will never, ever
hope they will realise the eVect that this is going tosurvive come out of sugar and try to do something
have if they do not come up with an answer sooner,else. I would not say that tourism solves everything
even if they do not come up with the answer thatbut some of those countries are very nice and that
you want. However, that is their business. We askedmight be a possibility. We have been considering the
you the question whether you think the changedconsequences of the sugar reform and, to be honest,
mechanism of support will result in a switch ofthey still have a very attractive market with a price
funds within the EU from CAP to other parts of thetwice as high as the world market price. They are
Commission. It is a very big question and in a sensenot going to compete at world market level.
I think you answered it at the beginning in your
general comments but one wonders whether farmersQ13 Lord Sewel: But the Caribbean countries will
will say—and you have heard them say it all overgo out, will they not?
the place—that they are farmers and not parkCommissioner Fischer Boel: They might. I would
keepers. Nevertheless, if the income is coming fromnot be able to say that at this stage because then we
other sources they are not going to refuse it.would have pre-destined their future.
Chairman: There speaks a farmer!

Q14 Lord Haskins: There is not going to be a saving
on the budget over the six or seven years. This will Q17 Lord Plumb: Absolutely, and continues to
cost money rather than save money, will it not? speak as a farmer. I noticed that my old friend
Commissioner Fischer Boel: No, it will be budget Dahrendorf suggested that the money might be used
neutral. for the production of biomass. Surely there is great

potential there and if that were encouraged perhaps
Q15 Lord Haskins: It will be budget neutral over it would help farmers and it would make a lot more
2013? sense at the end of the day.
Commissioner Fischer Boel: Yes. The compensation Commissioner Fischer Boel: We are trying to look
for farmers of 60 per cent will be taken from the into any possibility that might be attractive. As part
export refunds and the funding for the industry will of the CAP reform in 2003 it was decided to give a
be paid by the industry itself. special carrot to those who wanted to grow

renewable energy on their land by paying an extra
ƒ45 per hectare on set-aside land. In the proposalQ16 Chairman: Are you going to be able to control

the EBA countries and where they source their sugar we have opened up for sugar production on set-
aside land, so this is another possibility. It is clearfor import into the EU? In other words, are third
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of the beet for animal feed and so on. It was veryin the calculations we have tried to make on
reducing the production in Europe by eight million much part of our whole farm policy. That is going

to be lost. There are a lot of sheep in Britain andtonnes that 800,000 hectares could be influenced,
but these are only machinery calculations, I do not sugar beet pulp is very much part of the sheep ration

in particular. If there is a considerable reduction inknow what the final figure will be.
beet grown then that is going to aVect that whole
market and it cannot be replaced by wheat andQ18 Lord Haskins: It is a big figure.
other commodities. How do you see this developing?Commissioner Fischer Boel: It is a big figure, but
Commissioner Fischer Boel: It is obvious that thereeven if we calculate these 800,000 hectares will be
will be consequences from lowering the production,grown with wheat we have some figures and we can
that is clear. I am married to a sugar beet farmer.see it will only influence to a minor extent the overall

production of wheat, for example.
Q23 Lord Plumb: I do know that.
Commissioner Fischer Boel: He is still there, but IQ19 Chairman: Will the action plan fall into the
am not sure he will be there after the reform.development division?

Commissioner Fischer Boel: Yes.
Q24 Lord Plumb: I know that too.
Commissioner Fischer Boel: Of course, there is anQ20 Chairman: So will there be a movement of
advantage in the rotation because sugar is good infunding in that direction?
the rotation. This will be visible, I am sure quite.Commissioner Fischer Boel: All the money for the
The green tops you might use somewhere butaction plan will be taken out of Louis Michel’s
usually they are just thrown on the ground andbudget, so we are completely out of this.
ground down. From the sugar beet industry you getLord Cameron of Dillington: I wanted to discuss
the pulp. That will be one of the consequences.quotas. I am a farmer and an ex-sugar beet

grower too.
Lord Plumb: I am ex too. Q25 Lord Plumb: Also, could we ask how you see

the impact on employment? This is employmentLord Haskins: I am ex too.
overall, both on the production side of the industry
and on the processing side.Q21 Lord Cameron of Dillington: We are all ex! I
Commissioner Fischer Boel: It is obvious that sugarjust want to look into the question of quota and
beet is more labour heavy than wheat, for example.price. The recent CAP reforms, in my view, have
Even if all the modern electronic machinery isbeen immensely successful and mean that farmers
available you still have to go there with lots ofno longer have to produce anything except for the
pesticides and we do not have GMO sugar beet somarketplace, and yet here in this particular regime
we do it with round-ups, we still have to do it thereform we are sticking to quotas which are quite
old-fashioned way and it is more labour intensive.stringent, they cannot be moved between countries,
Over the last 20 years we have seen a huge reductionas I understand it. Would there not be a case for
in the number of factories in the industry. At thegetting rid of the quotas over time and pushing the
farm level nothing has happened since we got theseprice down? Price against quota is really the
mono-plants that have helped quite a lot. On thediscussion.
figures, there will be a loss of 54 factories, aCommissioner Fischer Boel: On the quotas, we have
reduction in agricultural jobs of about 6,500,merged the ‘A’ and ‘B’ quotas, so in the new regime
industrial jobs of about 25,000 and indirect jobsthere is only one quota. It is clear that if the prices
51,000.become low enough then quotas are not interesting

any more. I must say that in the communiqué there
was a possibility of transferring quotas across Q26 Lord Cameron of Dillington: Where will those

fall country by country? Is sugar beet going toborders and this was not very well accepted in
Council. We thought it would be—I would not say remain in the north of Europe?

Commissioner Fischer Boel: It will be veryunwise—unnecessary to run into problems like this.
I am quite sure that after 2013 quotas will be diversified. I think there will be countries that will

decide to go out.discussed, not only in sugar but in milk as well
because I think that could be the way we are
heading. Q27 Lord Cameron of Dillington: Completely?

Commissioner Fischer Boel: Or parts of countries
that will go out and, therefore, it would be veryQ22 Lord Plumb: If I could still speak as a farmer

and ex-sugar beet grower. Before I was an ex-beet interesting if we could go into bio-diesel or bio-fuel
production. I can tell you that we are working on agrower we saw tremendous value from the residue
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Commissioner Fischer Boel: Yes. We have thecommuniqué on a mass action plan and my cabinet
pharmaceutical industry that is using quite a lot ofhas a core group trying to see where bio-fuel can be
sugar in their production. The consumption of sugarused and from an economic point of view would it
has not been increasing.be an acceptable production. We have to take into

consideration that there might be some industries
that would say, “Okay, we can buy bioethanol at a Q32 Lord Haskins: No, it has been declining
very reasonable price from Brazil” and we have to steadily.
give certain protection to the European production Commissioner Fischer Boel: Slowly, I think.
of bioethanol. It is very interesting from an
environmental point of view to reach the Kyoto Q33 Lord Haskins: For 100 years. We consume half
goals. the sugar per head that we did 100 years ago.

Commissioner Fischer Boel: That is because we are
not working enough and burning enough sugar.Q28 Lord Plumb: On the employment question,
Lord Sewel: That is because we have centralhave you done any figures or any guestimating of
heating.the number of people in the ACP countries?

Commissioner Fischer Boel:We have not done that
Q34 Lord Haskins: As a result of all this we have goton the ACP. I think that for those ACP/EBA
rid of this nonsense of food manufacturers gettingcountries where production will continue, or maybe
subsidies because they have products for exporteven increase, this would also mean an increase in
which have got sugar in them. That will allthe labour force in those countries.
disappear, will it not?
Commissioner Fischer Boel: On export refunds last

Q29 Chairman: Can I move on to the question of year in the very last days of July, the first day of
refining. You appear to suggest that there should be August, this Framework Agreement was agreed
more refining investment in the EU but is it not also between the WTO members where Europe oVered
likely that exporting countries, those that continue, to phase out all export subsidies on the condition
will wish to do more refining themselves and that others contributed on food aid and state trade
perhaps could do it more cheaply? enterprises and export credits. This will be phased
Commissioner Fischer Boel: I think we have found out anyway.
a very balanced solution for the refinery industries
as well, giving them certain preferences on the Q35 Lord Haskins: That is for Hong Kong.
imports from the ACP countries. Nobody is happy Commissioner Fischer Boel: That is for Hong
but they seem to accept that they have a fair deal Kong.
on the raw material.

Q36 Chairman: How do you reckon the ACP
countries are going to take all of this? We are seeingQ30 Chairman: Can we turn to the impact on sugar
some of the ambassadors later this afternoon and Iproducers. I get the feeling that sugar is out of
cannot say from the papers we have received so farfashion. One is always told not to eat so much sugar
that there is any sign of them accepting that you arebecause it is bad for you and so forth. Do you think
in any sense a generous or kindly commissioner. Isthat what you are proposing is going to have much
there a chance of the tune being changed, in yourimpact on sugar users? Is an eVectively lower price
judgment?going to make much diVerence to the user?
Commissioner Fischer Boel: We have had closeCommissioner Fischer Boel: I hope that a reduction
contact with the ACP countries and they have beenof 39 per cent, if that is going to be the final
in Council meetings twice, once during theoutcome, will mean that the industry can buy at a
Luxembourg Presidency and they were here lastlower price. If you take the example of a cookie and
month as well. They sing the same tune every time.you put some sugar in, it might not make huge
I am fascinated by the fact that they can traveldiVerences in the price of the final product but there
around Europe defending a system that cannot

is a clear message that there might be some people continue, but they might have some sponsors.
who would be looking at the price after the reform
of the processed product.

Q37 Lord Sewel: Do you think they have to say that
for domestic reasons? Is there a hope that there is

Q31 Chairman: If anything, the nutritional policy recognition amongst some of them that this may be
goes the other way now, does it not, “stay away an opportunity to move away from sugar

dependence?from sugar if you can”?



3209771001 Page Type [E] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

6 too much or too little? changes to the sugar regime: evidence

6 October 2005 Commissioner Mariann Fischer Boel, Mr Lars Hoelgaard,
Mr Jean-Marc Gazagnes and Mr Klaus-Dieter Borchardt

Q45 Lord Sewel: I appreciate that it is a theoreticalCommissioner Fischer Boel: You are quite right,
but they cannot give in even if it is reasonable, they calculation, I just wondered what that figure is.
have to stick to it until the very end. Mr Borchardt: I cannot tell you.

Q38 Chairman: That is what ambassadors are
chosen for! Q46 Lord Haskins: We will have to see what
Commissioner Fischer Boel: They are stuck playing happens when the price cuts happen. It may be that
the same record. some people find those price cuts just too serious

and it may sort itself out. They are very savage price
Q39 Lord Haskins: What is the perception of the cuts. I do not think any farmer who looks at his
NGOs, the Oxfams of this world, towards these margins will have a problem with quotas frankly.
reforms? Are they generally supportive? Commissioner Fischer Boel: No. We have tried to
Commissioner Fischer Boel: It is very rare that I make the carrot so big with the ƒ730 per tonne and
have heard them be supportive of anything. we have calculated that we might reach our goal and

if we do not then we will have a serious problem
because then we will have to cut cross-border, theQ40 Lord Haskins: They are not against it.
salami method, and this is not a healthy way to doCommissioner Fischer Boel: I do not lean to them
it. We have tried to hit the right balance in this. Iat this—
think that many farmers have realised that this is
the chance of their lifetime.Q41 Lord Sewel: Can I get back to quota. The 39

per cent does not remove the need for quota, it is
not a deep enough price cut. Have you done any
work on the economic cost of maintaining quota if Q47 Lord Plumb: Particularly if they are going to
you do the 39 per cent? What is the economic cost retire in two years’ time!
of quota at 39 per cent? Commissioner Fischer Boel: If we ended up with a
Commissioner Fischer Boel: There is a mix of a 25 per cent reduction in price they would only be
price cut of 39 per cent and then— compensated on the 25 per cent cut in prices and we

would know almost for sure that we would have to
have another round and then they would not get aQ42 Lord Sewel: You have got voluntary quota
single euro in compensation for the next cut. I thinkreduction, have you not?
this is starting to—Commissioner Fischer Boel: Yes. The voluntary

quota reduction is constructed in a way where those
industries that want to step out get ƒ730 per tonne
when they abolish production. Q48 Chairman: That is an excellent summary but

really to hark back to what Lord Sewel was saying,
Q43 Lord Sewel: There is an economic disbenefit of in eVect when you have done all of this the internal
having quota in any case because it is not bringing price is still going to be substantially higher than the
it to market forces. external price, so in a sense there is a gap in terms
Commissioner Fischer Boel: Are you talking about of the amount of resource the Community is using
the ownership of the quotas? to supply itself with sugar as a result of the policy.

That is what I mean by “economic cost” in that
sense. There is a corollary to that, which is ifQ44 Lord Sewel: No. There is an economic cost
internally the price of sugar is twice what it is in theinvolved in having a quota regime in any case
world market, companies who are producing thingsbecause your production costs are higher than they
like confectionary or cakes are buying sugar will inwould be under market conditions. It is that
eVect be under some incentive to locate themselveseconomic cost that I am trying to get at.
where they can acquire this sugar at the world priceCommissioner Fischer Boel: Have we made these
rather than within the Community. I wonder if therecalculations?
is any indication of any knock-on consequences inMr Borchardt: I think there are calculations. You
the downstream industries really.compare this system without quotas and what is the

benefit compared with this, but it is a very Commissioner Fischer Boel: If this was a fact I
would not expect to see a single one with a worldtheoretical analysis because if we abolish quotas you

ask what will be the social impact of this reform and market price three times as high, they would have
gone away a long time ago or never settled inwe would have to do the same analysis when we

abolish the quotas immediately and not give them Europe. There might be other advantages in the
European area.time to adapt to the new system.
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Q56 Lord Sewel: It goes to land.Q49 Chairman: I am sure there are but there are also
advantages in the Far East markets with growing Commissioner Fischer Boel:—you never get your

payback.markets attracting investment there that might not
have been so attractive 20 years ago.
Commissioner Fischer Boel: It is less attractive to Q57 Lord Cameron of Dillington: No, never.
move out after the reform than before the reform. Commissioner Fischer Boel: But you know what
In Europe we have an eYcient labour force, so that you have. Land is always a—
might be the reason they are still there.

Q58 Lord Sewel: It is a fixed resource so it alwaysQ50 Lord Haskins: Sugar is a small element in most
goes to the land.of these factories’ costs at any rate.
Commissioner Fischer Boel: For young peopleCommissioner Fischer Boel: The pharmaceutical
starting up it is diYcult.industry can get the sugar at a very reasonable price,

close to the world market price. If this new system
Q59 Lord Haskins: Is not the big issue seeing howdoes not work for them then we have said that it is
farmers are going to respond to the Single Farmpossible for them to get a tariV free quota. This is
Payment and the decoupling? They do not knowan important industry.
quite what they are going to do. Are they going to
see it in a market concept or are they going to addQ51 Chairman: This is possibly the final question
the Single Farm Payment and just go on as before?and it is a little cheeky, Commissioner. How long
Commissioner Fischer Boel: I am quite sure theredo you expect your revised regime to survive? What
will be consequences and we can already see that inyou put forward in your speech in June, if that were
beef. When they all have horses running around theall accepted, how long do you think it will survive?
circus there is just the smell of the sand. I am quiteCommissioner Fischer Boel: 2014 is the deadline. I
sure that deep in the soul of farmers there is a wishthink everybody will see that after 2014 the new
to produce but I am sure before long we will see theregime, not only in sugar but on the CAP reform,
young ones say, “What else can we do? What iswill be switched on.
possible?” I think we will see change, especially if
the rural development or modulation increases. I

Q52 Chairman: Including Mr Blair. think this will give another incentive to try to do
Commissioner Fischer Boel: I am quite sure that something.
this is going to happen. What is important for me
is we decide in good time so that farmers and

Q60 Lord Plumb: Before we entirely leave sugar, myindustries know where we are going so they can
Lord Chairman, I wonder if I can just ask aadapt. Agriculture is emotional in many ways. For
question about isoglucose and other forms ofexample, later today the Committee of the
sweeteners. It does seem that the sweetenerParliament of the Netherlands are coming here to
producers of isoglucose products over the yearstalk about the diYculties for the dairy industry, for
have tended to ride on the back of the sugar regime.the farmers as well, and at the same time they
You are trying to adjust that by making certaincomplain about prices, their price for quotas is the
adjustments to isoglucose too as I read it, but howhighest in Europe. They pay more than ƒ2 per litre.
do you see this developing in the future becauseI understand that this is diYcult.
there is fierce competition and that is likely to
continue and isoglucose products are suitable for aQ53 Chairman: This is to purchase quota, ƒ2 per
lot of the confectionary industry and so on? Howlitre?
do you see that developing? Will this continue toCommissioner Fischer Boel: More than ƒ2
widen and broaden as a diYcult area or do you seesometimes. Is that not strange?
methods of controlling it?Lord Cameron of Dillington: That is unbelievable.
Commissioner Fischer Boel: In the reform, as you
have rightly mentioned, we have increased the quota

Q54 Lord Haskins: In Bavaria it is five cents. The by 300,000 tonnes over a three year period. This is
cost of quota varies enormously across Europe. an extra quota of 60 per cent or increasing the
Commissioner Fischer Boel: It is a strange present quota of 500,000 tonnes by 60 per cent. This
mechanism, is it not? is to find the right balance between the diVerent

types of sweeteners. It might be interesting for some
of those Member States, or parts of some of thoseQ55 Lord Sewel: Abolish! Abolish!

Commissioner Fischer Boel: If you look at the price Member States that cannot stay in business, to see
if they could find it attractive to produce isoglucose,for land—
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with Margaret Beckett, so our personal relations areespecially in the southern part of Italy and parts
of Spain. very good and this is important.

Q61 Chairman: Thank you very much indeed. We Q64 Chairman: Obviously we should send Lord
have taken up the hour that you very kindly allowed Plumb back to the Parliament, that is the answer.
us. It is very interesting to hear what you say. I Commissioner Fischer Boel: He could be the
noted that you said the most diYcult of the rapporteur!
countries you were dealing with at the moment was
Great Britain, but you said it very kindly. Q65 Lord Plumb: You get a lot more money now
Commissioner Fischer Boel: To be honest, this was than I had. I know the rapporteur and I understand
on the relations between the Presidency and the the problems you have got.
Parliament. Commissioner Fischer Boel: He recommends

compensation of 80 per cent to farmers.Q62 Chairman: Absolutely, MEPs.
Commissioner Fischer Boel: I have excellent co-

Lord Plumb: I am surprised it is as low as that.operation with Margaret Beckett.

Q66 Chairman: What nationality?Q63 Chairman: Good, I am very glad to hear it.
Commissioner Fischer Boel: Fruteau is fromCommissioner Fischer Boel: I was formerly the
France, the outer most region.Danish Minister for Food, Agriculture and

Fisheries and was a member of the Council together Chairman: Thank you very much, Commissioner.
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THURSDAY 6 OCTOBER 2005

Secretariat of the African, Caribbean and Pacific Group of States, Avenue Georges Henri 451, Bussels

Present Haskins, L Renton of Mount Harry, L (Chairman)
Plumb, L Sewel, L

Memorandum by His Excellency Mr S Gunessee, Ambassador of Mauritius

EU SUGAR REGIME REFORM

The Sugar Protocol is a long-standing model international trade agreement of more than three decades
between the EU and the ACP. It is for an indefinite duration and it has a strong development dimension.

The Sugar Protocol is a successor to the Commonwealth Sugar Agreement (CSA) under which signatories of
the Sugar Protocol were traditionally exporting their sugar to the United Kingdom on the basis of guaranteed
prices. It was designed to continue to extend the benefits of the CSA to the Commonwealth ACP countries.
In fact 14 of the 18 ACP countries signatories of the Sugar Protocol are members of the Commonwealth.

The Sugar Protocol provides a guaranteed market for ACP sugar and a stable and guaranteed price. It has
been and is still the engine of growth for sustainable development.

The Protocol provides predictable revenue to the sugar supplying ACP States and enables long term social
and economic planning for development in these countries. It renders possible the current process of
diversification of the economy and especially the achievement of the Millennium Development Goals.

Most of the ACP countries concerned have sugar-based economies and the majority of the workforce in these
countries depends on the sugar industry for their livelihood. The sugar cane industry also plays an important
multifunctional role in their fragile economies by, inter alia, protecting environment, promoting and
maintaining tourism and safeguarding the social and cultural fabrics.

Heavy investments from the sugar revenue are being mobilized for the production of environment-friendly
electricity from bagasse as well as ethanol (bio-fuel) from molasses. These renewable sources of energy are
becoming ever so vital as substitutes for oil imports, whose prices are escalating to the extent of becoming
prohibitive for the ACP countries thus grinding to a halt the current development process.

Only the maintenance of the sugar cane plantation can ensure the viability and sustainability of these
initiatives. For this to be possible the sugar cane growers/farmers in the ACP, like the EU beet growers, should
be ensured at least their current level of income. This can be secured only through a stable and remunerative
level of price.

The Commission’s proposal to cut the sugar price by 39 per cent within a very short period starting next year
is not warranted in order to comply with the ruling of the WTO and the Doha 2004 July Framework. The
Sugar Protocol does not oVend WTO rules.

Experience of the reform in the other crop sectors, both in the EU and elsewhere, has shown that consumers
do not benefit from price cut. In fact, the lower price may constitute a windfall gain to big multinationals
engaged in beverages and agro-based industries.

If the proposed reforms were implemented, the ACP sugar exporting countries would suVer a revenue loss of
approximately ƒ300 million annually, a massive loss of jobs and the closing down of small and medium
enterprises in this sector and other related sectors, the consequential abandonment of plantations, soil erosion
and the negative impact on the environment and tourism.Moreover, if the social and environmentalmultiplier
eVect of the industry is taken into account, the annual loss is much higher.

The proposed EU sugar regime reform does not meet our legitimate expectations as it fails to safeguard the
benefits derived from the Sugar Protocol as required under Article 36(4) of the ACP/EUCotonou Partnership
Agreement nor does the reform bear in mind the special legal status of the Sugar Protocol. The ACP current
level of benefits can be maintained particularly through a remunerative price.

The reform proposals are not coherent with the EU trade, agriculture and development policies and
undertakings. It is in contradiction with the G-8 Gleneagles Goals and other strategies for poverty alleviation
and sustainable development.
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The Commission has proposed accompanying measures to help the ACP States to adapt to the reform. But
such measures cannot make up for the permanent loss of valuable export earnings and the massive loss of jobs
as well as the social and environmental contribution of the sugar cane industry. The proposed amount of
ƒ40 million to be disbursed over 2006 and 2007 falls far short of our expectations and needs.

Through the proposed accompanying measures, the Commission wants the ACP States to diversify, including
within the sugar cane industry. But on the other hand, it is compelling the ACP States to supply 75 per cent
of its sugar in raw form. Beside this inherent contradiction in the Commission’s reform proposals, the ACP
States consider a number of the reform proposals as not being in conformity with the Sugar Protocol.

The ACP countries do not as yet have the economic resilience to withstand such a dramatic loss of revenue
nor can they tap alternative sources of investment for new sectors. The situation is further compounded by
the severe crises in other main sectors of the economy, for example in the banana and textiles industries where
the invasion of low-priced products on the traditional markets of some ACP countries, including the EU
market, has resulted in the massive closing down of factories and loss of jobs.

The pauperisation of the people and the creation of large pockets of poverty will create social and political
instability and provide a breeding ground for criminals and extremists putting in peril their democracy and
the rule of law.

The EU and the international community have at the 2005 UN World Summit adopted the Outcome
Document reaYrming their commitment to the successful attainment of the internationally agreed
development goals, as well as the Millennium Development Goals (MDGs). If the reform, as advocated by
the Commission, were put into eVect, it would reverse the positive achievements in respect of the MDGs and
would even make it impossible to attain the target of halving poverty by 2015.

3 October 2005

Examination of Witnesses

Witnesses: HE Mr S Gunessee, President of the ACP Secretariat, The Ambassador of Mauritius,
HE Mr B Bowler, The Ambassador of Malawi, HE Dr A Y Ahmed, The Ambassador of Sudan,
HE Mrs I M Kamanga, The Ambassador of Zambia, HE Mr S T Cavuilati, The Ambassador of Fiji,
MrVGnassounou, ACP Secretariat, Ms P Pilime, Zimbabwe,MsMKing-Rousseau, Embassy of Trinidad
and Tobago, Mr A Chipasula, Embassy of Malawi, Mr A Hussein, Embassy of Sudan, Mr G Govinden,

Adviser, and Mr L Anand, Embassy of Mauritius, examined.

Q67 Chairman: Good afternoon. It is very nice to HE Mrs Kamanga: Irene Kamanga, I am the
Ambassador of Zambia.be here with you.
HE Gunessee: Mr Gunessee, Mauritian Embassy in
Brussels.HE Mr Gunessee: Good afternoon. Welcome to
Mr Gnassounou: Viwanou Gnassounou from theACP House. I am the Ambassador standing in for
Secretariat.my colleague, Ambassador Boolell, who,
Mrs Pilime: Priscilla Pilime from Zimbabwe.unfortunately, is not here; he is on an oYcial
HE Mr Cavuilati: My name is Ratu Cavuilati, themission abroad. I am standing in for him. I know
Ambassador of Fiji.we are running a bit short of time. First of all, on

behalf of the ACP and this sugar group, can I
extend a warm welcome to all of you to ACP House. Q68 Chairman: President, thank you very much

indeed. We are honoured that there are so manyWe welcome this opportunity to have an exchange
on the wider issue, which is the sugar issue. We ambassadors with us this afternoon for us to have

an exchange of views with. We have to leave, alas,share quite a bit of concern on this and this
opportunity will help us to further extend the at quarter to six to catch the train to London and

as Brussels is about to go on transport strikeexchanges that we have already had. Some of us did
have exchanges in London, I understand, so in a tomorrow we are rather anxious not to miss that

train. If you will forgive us, I would suggest that Iway we are continuing that process. Let me first of
all ask my colleagues to introduce themselves so you and my colleagues just go straight into questioning

because then everyone has a chance to chip in andknow exactly who is who before we proceed.
Ms King-Rousseau: Margaret King-Rousseau from say something. We are here on exploration, to learn

more. We decided that we would produce a reportTrinidad and Tobago.
HE Mr Bowler: I am Brian Bowler, the Ambassador on the change in the sugar regime. We are an EU

Committee. We want to do the report by November/of the Republic of Malawi.
HE Dr Ahmed: Ali Yousif Ahmed, I am the December. We have just spent an hour with the

Commissioner, which was very useful. What I thinkAmbassador of Sudan.
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Mauritius, has said, we have seen in Everything Butwe would very much like to do is to get a picture
from you as to how you see the Commission’s Arms a window of opportunity to create support

from the European Union to the Least Developedcurrent proposals, the 39 per cent cut in price,
aVecting you in individual ACP countries. Could I Countries taking into consideration the

development dimension of the LDCs. It is an eVortstart by asking how important is the European
Union’s sugar regime in your countries? to use trade as a tool for development and it is

meant to give access to the LDCs to the EU market.HE Mr Gunessee: Thank you for that question. Let
me say that since time is not on our side, we have What we now see is that a sharp decrease in price

and quick implementation of the reform will have asubmitted written submissions to the Commission,
including the importance of the sugar industry to serious impact on the LDCs.

Chairman: Thank you very much. I think what IACP states, which we will make available to you. In
fact, we have made three submissions: one in 2003 would like to do so that we can have as wide an

exchange of views as possible on this, I will ask Lordand another two in 2004.
Sewel to come in.

Q69 Chairman: Thank you very much, that would
Q70 Lord Sewel: Thank you very much. I have gotbe very helpful.
a quotation from the Agriculture Minister ofHE Mr Gunessee: Those submissions will be made
Mauritius who I think, quite helpfully, has called foravailable to you. It depends on the countries. We
a reform that is “just and equitable to allwere in Kisumu two weeks ago and we saw the
stakeholders”. On the basis that you have criticismsimportance of the sugar industry, even for Kenya,
of the Commission’s proposal, what are thenot only thousands but hundreds of thousands
elements that are not “just and equitable” and whatpeoples’ livelihoods depend on the sugar cane
are the alternatives, because clearly there is going toindustry. A country like Ghana depends on sugar
be some reform?for 20 per cent of its GDP. Direct employment, at
HE Mr Gunessee: That is a good question and Ileast for the Protocol countries, is more than
hope I have the full answer. Let me venture the300,000 people. If you take into account the indirect
following. Yes, we are repeating this principle ofemployment, it aVects hundreds of thousands of
equity and justice simply because we consider somepeoples’ livelihoods. What is more important is that
of the elements contained in the Commission’sfor most of these countries the alternative is not
proposals as not being just and equitable. Trying tothere. If they go out of the cane industry, where do
pass on the refining margin to the ACP states in thethey go? I think this has been well rehearsed and
first year, which involves a price cut of 5.6 per centwell documented and we might be able to provide
only to the ACP and amount to a loss of 35 million,those documents to you. At this meeting in the short
we do not consider as just. It is not only unjust buttime available to us I do not think we can go into
it is discriminatory as well because others are notthe nitty gritty but from the point of view of export,
being paid. What is happening is the Commissionin terms of jobs, in terms of the contribution of the
would like to—I am not ashamed to say that I amindustry to other sectors of the economy, they are
using the words with caution—use the savings tovital and continue to be vital to all the ACP states
pay the farmers in terms of compensation. That isas well as the embassies. For the embassies, and my
what Commissioner Fischer Boel said. So takingcolleague from Sudan will speak on this, in the EBA
away from the poor ACP states 35 million in termscountries they sought not only a trade instrument
of refining from the EU Agriculture and putting itbut also an instrument for development because our
in the savings to pay the 60 per cent compensationdevelopment has been very intimately associated
to the farmers, do you think that is just andand linked with the development of the sugar
equitable? I leave it to your judgment, my Lords.industry. We cannot separate trade and

development when we talk about the sugar industry.
Ambassador Ahmed, maybe you would like to say Q71 Lord Sewel: Can I just go forward a little bit

because I think the pressure from WTO, the Panelsomething on behalf of LDCs on this issue?
HE Dr Ahmed: Thank you, Ambassador. I think decision, means there is going to be a degree of

reform. Clearly the final degree has not been decidedyou have said it all. The LDCs are the poorest of
the poor and are the most disadvantaged. They are and remains to be decided, but it is possible within

the ACP countries there are diVerent categories ofgoing to be seriously aVected by the sharp fall that
is proposed of 39 per cent in the Commission’s country. Perhaps there may be some who would be

able to compete if there is a significant price loss,proposal. The sugar industry is of vital importance
to the LDCs. As my colleague, the Ambassador of just the same as their industries at the moment.
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little bit later—we do not think it warrants a 39 perThere will be others who will be able to compete if,
in fact, it is possible to bring in new investment and cent cut. We are prepared to work with the

Commission to declare sugar a sensitive productmodernise and restructure the sugar industry in
those countries. There will be other countries where and we are also prepared to work with the

Commission for the maintenance of this specialit may almost be an opportunity to get out of sugar
dependency and develop other forms of economic sugar clause. Even if we put the sugar in the first

tier it will not require that much of a cut. DiVerentactivity. Can you give us some response in terms of
the countries that fall into those diVerent categories? studies have come up with diVerent proposals but
HE Mr Gunessee: I am sure you are speaking from in no way has any study come to a 39 per cent cut.
the Defra report which has come up with these I will give the floor to my colleague from Malawi to
diVerent categories of countries facing diVerent supplement this.
elements of adjustment. I have read that report. HE Mr Bowler: Thank you very much, Lord Sewel.

First of all, I must take the opportunity of thanking
our distinguished friends for taking the opportunityQ72 Lord Sewel: Heaven forefend that for once it
to try to find out and learn a bit more about ouris not Defra. I do not normally pray Defra in aid.
industry, it is encouraging. As we trek upon thisHE Mr Gunessee: Let me say this: what you say for
uncertain path it is always nice to come across thesethe ACP is true for the Member States; the situation
engagements where there seems to be a genuinein the 21 Member States producing sugar is not
attempt to understand our industries. To approachidentical.
your question on diVerent coping mechanisms of
diVerent countries, I would like to bring a bit ofQ73 Lord Sewel: No, it is not.
reality to the situation with my country, Malawi.HE Mr Gunessee: The question which I have to ask
Currently Malawi is facing a five million hungeris if the Commission has realised that the situation is
problem, and I am sure you have been involved innot identical and the Commission goes a bit further,
the situation. As we looked upon engaging thewhich is specific in the overseas countries and
European Union under the Cotonou Agreement, weterritories, where the Commission recognises that
looked at trading as one of the development toolsthey will require special treatment, whereas our
which we would have wanted the countries tosituation irrespective of the categories you are
embark on rather than begging to have anreferring to is more or less comparable with OCTs,
opportunity to trade. In my country, the sugarwe want that logic to be extended to the ACP, not
industry under the three protocols is worth aboutthe logic of the study which Defra has
ƒ25 million to us. The cut which is being proposed,commissioned. What you said is true, the eVect of a
a 37 per cent cut—I did not graduate in39 per cent cut will be felt diVerently by the diVerent
mathematics—means we are probably looking atcategories of countries, but the problem is the cost
around ƒ8 million-plus coming out of the industry.structure is not the same in all of the countries
While that is happening, because in my countryconcerned. Similarly, the conditions under which
sugar has become a part of society, when thethey operate are not comparable. It is very diYcult

to make a general assessment. To some extent it will Europeans look at broadcasting a policy which is
be up to individual countries to determine their generic to the sugar industry they do not realise the
policies but, of course, I do not think most of them, people involved working in that industry. If we
if not any of them, will be able to survive the 39 relocate farmers in Britain or in France, most
per cent cut which the Commission is proposing. In farmers are fairly well educated, they can drive, they
response to the first part of your question on the can read, they can write, they can do quite a lot, but
WTO Panel, we are of the view that the WTO in our industries we have cane cutters who have not
requires that 39 per cent cut. What the Panel has chosen to be cane cutters, they have been cane
ruled is against subsidised export, not price. The ‘C’ cutters for 30 or 40 years, and even counting to 100
sugar is the ACP equivalent but it has nothing to is an achievement. My Lords, I question the issue
do with the price which deals with the quantitative when we talk about accompanying measures of
element of the sugar regime, not the price element. compensation for diversifying the industry or

finding new jobs for these particular people. Unless
they are going within the agricultural sector or thatQ74 Lord Sewel: The alternative then is quota.
industry then I fail to see how we can retrainHE Mr Gunessee: That is quota money and I do not
somebody who has been cane cutting for 25/30 yearswant to get into that. What we have been advised
to become a carpenter, an electrician or somethingis according to the July 2004 package of last year—

I will give the floor to my colleague from Malawi a else like that. In short, our industries, particularly
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sugar industry, can survive if there is a fullyin my country and I will be speaking for Zambia
and Mozambique, do not have any other coping liberalised market for sugar. There is not a single

one which can face Brazil with their five cents permechanisms; sugar is part of society, it is part of the
fabric of life, and the industries that have grown up pound cost of production. Brazil is a large multi-

commodity producer exporting country which canin these communities know nothing else. To go a
step further, the communities have only grown switch from cane sugar into ethanol depending on

the price of the world market and the demand forbecause of the industry. The cane crop itself is a
fairly robust crop and it survives a lot, it survives ethanol. None of us can claim that unenviable

situation. We have to survive in the world and forfire, it survives drought, and has become one of the
most organised industries for creating foreign us I would say for the European Union agriculture it

is the sugar industry. We have to maintain the sugarcurrency for our countries. We do need to trade with
Europe, not just amongst ourselves, because we do industry for various reasons, and Malawi has

mentioned one of them: the multifunctional role itcrave foreign currency and that same foreign
currency then buys the medicine and petroleum plays in our society. Since there is no level playing

field, there are needs for the rules to be adjusted sowhich is required in our countries. Lord Sewel, to
answer your question, the sugar industry in our that we can also survive in this world. That was

what I said earlier on in my intervention. Even if itcountry is a lifeline, it is the heart and soul and the
most organised of the industries. If you remove the is liberalised in terms of a reduction in price, it

should not be to such an extent as to devastate ouropportunity of trading with Europe and the
privileged situation taking the EBA initiative that industry. We should all be able to survive. What is

the alternative? It is our responsibility that all of thewill seriously damage our societies and our
countries. Compounded with the existing challenges countries should prosper, it is not a one ticket wins

all. I hope that the Lords will come up with certainwe fail to see how our governments will cope. As
my colleague, the Ambassador of Jamaica, suggestions which will take care of the specific needs

and development needs of all countries; it is not justmentioned, this has a social implication for society
because when we have people who are jobless they one country taking it all. I will ask my other

colleagues to join me to respond to that.move into the towns and we all know what will
happen, chaos will entail, unrest will come and the Chairman: Thank you. I will ask Lord Plumb if he

would like to come in particularly on the questionrest is history. I would like to thank you for taking
the time to learn and understand. I really want to of compensation.
get the point across that in a country like Malawi
we do not have a better organised industry than the Q76 Lord Plumb: I think we all accept that the
agriculture industry and sugar is vital to our situation in European countries and the situation in
country. Thank you. all the developing countries are so vastly diVerent
Chairman: Thank you. That is a very moving that it is very diYcult to make a comparison. We
statement and I am very interested to hear it from learned from the Commissioner when we met her a
the Ambassador of Malawi. I would ask Lord little while ago that 54 sugar beet factories will go
Haskins if he would like to continue asking from out of business in Europe if these proposals go
our side of the fence. through. That is something that many will find

unacceptable but at the same time it is a reality of
change. Noting the report we have had which hasQ75 Lord Haskins: Thank you very much for that.

In a sense, when prices are reducing by 39 per cent, just been circulated of the meeting in Kenya, and
related to compensation, I think the question wethe prices into the European Union would still be

double the world price. In a way, the question is as must all be asking ourselves is whether the five
ministerial reports that we have had on how you canwe move towards more liberalised trade, how does

the world cope with the cost of Brazilian outputs, best assist in developing countries relates to this
situation. As you all well know, I was very muchparticularly when I think many of your countries

have suVered from Chinese textiles in the same sort involved in the banana issue and it seems to me that
we have got a repetition of this in a sense because,of way? How do you see yourselves coping with this

changing world because it is going to happen? as the Ambassador of Malawi so rightly said, it is
the lifeblood of any one country and a major partHE Mr Gunessee: That is a very diYcult question.

Let me say the following, but I do not say I have of your product is related to that. You have got a
problem, therefore, in this sense with employment.the answer. It is true that what is happening in the

world today requires a lot of adjustment and I do What eVect do all these changes have on
employment? I suppose in the context of asking thenot think any one of us here, including even the EU
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countries and you must have some sensitivity.question about compensation, I think that question
has to take in the broader issue of the overall Mention was made about an announcement by

Commissioner Mandelson who has mentioned latelycompensation that is made to your respective
countries as agreed at prime ministerial level and this culture of dependence. We do not see it that

way. I do not think that the Sugar Protocol hashow best that could be applied because it may be
that it would be better to apply some of those promoted a culture of dependence. If you go

through a bit of paper analysis you will feel thatmeasures through assistance in compensation for
specific commodities, like sugar, than the way unlike other products, unlike other former colonial

powers, when their colonies got independence forperhaps some people see it applied in direct aid.
other products like coVee, tea, et cetera, they wereHE Mr Gunessee: Thank you for that, Lord Plumb.
left to produce the raw material while the processingWhat I want to say is that the Commission has so
and the marketing, everything was done infar abstained from using the word “compensation”
metropolitan countries. Sugar is the only crop,when it talks of the situation of the ACP countries.
through the UK accession to the EU, thatThey talk in terms of accompanying measures to
in a way was integrated. It is not a question ofallow the ACP states to adjust to the reform
dependency but it was a question of integrationsituation. In that regard, it also argues that it has
of production with processing, marketing andto be tailor made, and I think that follows from the
distribution. That is a very fundamental point thatquestion that our situation is diVerent and,
we need to stress, which is lacking. That integrationtherefore, it will require diVerent treatment or
has allowed the Protocol countries to derive thediVerent types of measures. I want to say one thing.
same level of stable and predictable earnings whichThe Sugar Protocol is a bit diVerent from the
have been fundamental in promoting sustainableBanana Protocol, both in legal terms and in terms
development. This issue needs to be addressed. Youof commitment. We have a guaranteed price, which
mentioned the commodities problem and if youis not the case in the Banana Protocol. It is more or
want to integrate the LDC or ACP states, integrateless a preference given in terms of duty and quantity,
the production into the marketing and distributionwhich is diVerent from the Protocol. In my view,
system, that is a better way to give them a lifeline tothat diVerence has to be seen in terms of the
integrate with the world economy, not simply dumplegitimate expectation that we have and that takes
them as producers of raw materials for processingme to this point: the fact that the Sugar Protocol is
outside. The Ambassador of Malawi wants toimplemented within the sugar regime, Article 1.6,
intervene on this subject.has put the Protocol at the very heart of the sugar

regime. What has happened is over the years our HE Mr Bowler: This is a follow-up to Lord Plumb’s
very knowledgeable presentation. We are talkingguaranteed price has been linked to the EU

intervention price. With the reform proposal what about compensation, my Lords, and it goes far
deeper than just the monetary transaction that hasis happening is the Commission is changing that

equation. Now it would be like the intervention been put on the table. I think the way it comes
across is, “If we just give money across the tableprice, which was the main source of revenue to the

farmer, to be changed into two, a reduced price plus then the problems will be solved”. I do sympathise
with the 54 factories that would be closed becausedirect compensation, whereas for the ACP countries

it will only be the reduced price which begs the that is the devastation of a society, of livelihoods,
but when you compare that to the hundreds ofquestion of equity and justice again. This means I

am going to get 30 per cent less income whereas the thousands in LDC countries who do not have any
other option, no social welfare opportunities, noEU farmer will get almost the same level of revenue

because there will be a preference price plus 60 per coping mechanisms whatsoever, there is no
comparison. I did mention, my Lords, the peoplecent compensation, which takes them to almost

90 per cent of what they are getting now according within the sugar beet industry at least have had
some form of primary or secondary education andto our calculations. What we are trying to say is that

as over the years it has established this legitimate they could probably have another source of income
with the compensation you are talking about. Whenexpectation, whatever you call it—compensation or

accompanying measures—we would like at least to we talk in the European Union, the compensation
in the first tranche which is ƒ40 million, which ismaintain that parity in terms of your income and

our export earnings. That is the line of argument about ƒ38 million, is within the industry. We have
agreed that there will be restructuring and reform ofthat we have been trying to advance and that is

equity. I want to comment on one thing and this is the industry and automatically that means
retrenchment of some form of thousands andbecause we come from the Commonwealth
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suggestion of some amount of money being putthousands of indigenous LDC people where, on the
one hand, Britain is the largest donor to my country aside to assist them to restructure, in the case of the

EBA/LDC countries who are not part of the Sugartrying to promote trade and is one of the major
contributors to the European Union and, on the Protocol there are no such accompanying measures,

so it leaves us in a very, very diYcult situation as toother hand, is taking up the very tool that could
take us out of our poverty. My appeal would also how we are going to begin to readjust to the price

cut and its impact on our industries. Thank you.be while looking at the accompanying measures to
the Least Developed Countries there is no special
diVerential treatment that will compensate the Q77 Chairman: President, if I could say through you
government to absorb these hundreds of thousands and on behalf of my colleagues, we do not have
of people who will now be jobless. The option of many more minutes, alas. We wholly sympathise
training skills, my Lords, is even if you could train with the diYculties that the ambassadors from
a person with no skills to drive a vehicle it would Malawi and Zambia have put so very eloquently to
take a long time; if you could train them to become us, but we were listening to the Commissioner
a carpenter it would take a long time. The earlier this afternoon and she made the point that
opportunity of retraining might not be there. We in a sense part of the problem now is for so long
have to look at the accompanying measures in a internationally we have all looked for methods of
broader context, not just cash over the table. We are helping and protecting the sugar industry but now
looking for a phased in process to cope with the she feels very strongly, and you will have heard this
changes of the sugar reform in the European Union from her, that there has to be in eVect a radical cut,
and that will give us time to restructure ourselves, 39 per cent rather than the 33 per cent suggested by
to prepare governments to accommodate this new her predecessor for example, in order that the
change of lifestyle that is proposed. We have agreed situation should be clear and producers and refiners
that the reforms are necessary, I think they are know where they stand for the future. She made the
necessary for the survival of the industry, and if the point to us that if the cut was only 25 per cent it
reforms do not happen the European industry might almost certainly would mean something else to
not survive and we will have no market anyway. It come in years ahead. You will know the
is an issue where more sensitivity has to be thought Commissioner probably better than we do. She
about looking at the times that we are now living speaks from the heart on this. Surely what we look
in. I do agree that some of the challenges in Africa for now, and your suggestions on this are very
are self-made but, unfortunately, the common man important to us, is a way that we can get out of a
on the street may not have an influence over that problem that almost history is putting on us. As my
position and, therefore, having your intervention, colleague, Lord Haskins, said just now, even after
your word on our challenges, may help delay the the 39 per cent cut the price in the European Union
predicted changes which are coming. We say they will still be twice the present world price. There is
are too fast and too drastic based on tangible, the position of Brazil who we are told could
realistic circumstances that prevail in these basically supply the whole of the world with sugar.
challenging environments. Thank you, my Lords. How do we collectively come up with a solution that
HE Mrs Kamanga: Thank you, my Lords, for this from your side would be regarded as fair and
opportunity to speak on this subject. I come from equitable and from ours, speaking as Europeans, we
a country which has just been mentioned as getting think would last?
out of the debt situation if the debt write-oV HE Mr Gunessee: Thank you. As I said earlier, we
succeeds. I come from a region that is within sub- feel that even within the ambit of the requirements
Saharan Africa where we will not be able to meet of the WTO, a cut of less than 39 per cent can be
the Millennium Development Goals where poverty contemplated. Even with a 25 per cent cut, to which
levels are high. The sugar industry, or the sugar Commissioner Fischer Boel does not agree for
plant, provides a hardy crop that can withstand the obvious reasons because she has to sell it but she
vagaries of the weather better than other crops that has not so far come up with any economic
are very much aVected by rainfall and so forth. For justification in response to our own queries as to
us, it is a very important aspect of our diversification why she wants a 39 per cent cut, she has not justified
from mining into the agricultural sector where we that anywhere, except she says, “If I do not cut to
see a great deal of potential. I also wanted to remark 39 per cent we will be flooded with LDC sugar in
on the accompanying measures, especially for Least 2009. They will flood our market and we will not be
Developed Countries under the EBA initiative. able to survive”. That is the threat she has been

using, “I am not speaking for the LDCs”. They thenWhereas under the Sugar Protocol there is some
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that if she did not have the cut she would not besay, “We are a foreign managed market which will
give us a guaranteed level of price that will not put able to get the European sugar industry to come to

reality and she has two million tonnes of spare sugarthe whole industry in imbalance” but she does not
buy that argument because it weakens her argument she has got to shortly put into the world market at

the present time. She wants to stop that. I am veryto push for a 39 per cent cut. I do not know whether
you have asked her on what basis she came to 39 per sympathetic to everything that you have been

saying—very sympathetic—but I am also a farmercent but she has not justified that except by using the
threat that the LDCs are going to flood our market, and I know that farming worldwide has got to

change. The question we have, and we have seen this“If that is the level of price that they pay them they
will invest in their sugar industry and come 2009 in Europe with funds into rural economic

development, is the Commission does talk aboutwhen they will have free access they will flood our
market and kill our industry. I kill you before you substantial compensation being potentially available

for the sugar producing countries, will the level ofkill me”. That is the message she has been sending.
HE Mr Bowler: I think the Ambassador of that compensation not aVect your judgment about

how to deal with the problem of going forward?Mauritius has said it eloquently. Commissioner
Fischer Boel has been quoted by reputable HE Mr Gunessee: That is a good question and we

also wanted to raise it. If there is any uncertainty,newspapers and is on record as more or less making
the market totally unattractive for the Least like the 39 per cent certainty which Commissioner

Fischer Boel has proposed is all the compensation,Developed Countries. I do raise the reasonable
question that even though the market is twice the I was in the European Parliament Development

Committee the day before yesterday whereworld market price, why can you not still find it
attractive? Most of these LDC countries are Commissioner Michel was invited and I was happy

that two British MEPs asked the same question,operating in very hostile and diYcult conditions, we
are landlocked and our transport costs are Mrs Kinnock and Mrs McAvan: “Commissioner,

tell me where you are going to get the money fromphenomenal. We have asked for a position that will
give the European Union a controlled and managed even for your 40 million”. The answer is nowhere.

So the question of giving money is just hot air.market. If I could take one more minute of your
time. The Commissioner’s concerns can become a
reality in 2009 if she does not absorb our proposals
of a managed and controlled market. That is what
we are asking for as LDCs. We want a quota system
and a managed market. If 2009 comes and it is not a Q79 Lord Haskins: Until the budget is settled.
managed market, what would stop an LDC country HE Mr Gunessee: Forget about the budget. Even for
looking for the opportunity of twice the world the 40 million, which Commissioner Michel has
market price in this case? We have proposed proposed, there is no indication of any budget line.
solutions to the EU’s problems but she believes if The report by Mr Nirj Deva that was adopted
she comes up with a drastic cut now our industries yesterday on the Budget Committee does not
will be destroyed and come 2009 there will be no identify anywhere the budget line for the 40 million.
industry to take part of that 2009 opportunity. Our When Commissioner Michel was pressed he said,
industries will not survive until 2009. If they do “We are going to look at the flexibility in the EU
survive until 2009, why do they not buy thousands budget”, but you know you need the decision of the
of tonnes and ship it through their countries? She is Council and if any Member State objects there will
of the belief that our industries will not survive, they be no money, and already the Netherlands and
will die, and that is what they want, that come 2009 Germany have objected. This means even with that
the industries do not exist and, therefore, there is no paltry amount of 40 million in 2006, of which two
LDC threat existing. Thank you, my Lords. million will go for administration and the ACP will
Chairman: Thank you, you speak very eloquently. suVer by 35 million by way of loss in earnings
I will ask Lord Haskins to ask a final question and because of what is being pushed on us, there is not
then I am afraid we will have to leave. even that three million remaining available. For the

year 2007 elsewhere—you know better than we do
about the Financial Perspectives, if there is any forQ78 Lord Haskins: Just one observation. The

Commissioner’s case for a drop to 39 per cent was the time being—we do not know what is there,
whereas your farmers know that they will get 60 perto get reality into the European sugar market. That

was her argument. She did not mention the cent compensation. Even for adjustment we do not
have an indication. Commissioner Fischer Boel wasdeveloping countries at all in making the argument
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Q80 Chairman: I think we have to leave it at that.mentioning that she needs the 39 per cent cut to
We all have to think about it and it clearly is aassure the farmers, whereas we are being promised
problem and, if I may say so, some of you havesomething of which we are not aware, how do we
expressed your views very, very powerfully to us andassure our farmers where to get credit from the
we have very great sympathy with what you say. Webank, to get the loans to invest and resources we
have to look for the way forward. Can I thank youneed, not only to modernise but to survive? It is a
for your time. I very much appreciate so many ofvery uncertain situation and perhaps you can help
you coming to talk to us this afternoon at shortus to find ways and means. Maybe our colleague
notice. Certainly we will go away and think abouthere can help us to find a way. Maybe the
what you have been saying to us.Ambassador of Sudan would like to come in here.
HE Mr Gunessee: Thank you. From this side of theHE Dr Ahmed: I know there is no time but I just
table let me reciprocate. We very much appreciatewant to throw a question and I do not require an
this very frank exchange and I hope it was useful toanswer, let us just ponder about it. Are we really
the Lords. I will send you the documents which weserious about MDGs and poverty alleviation? That
have submitted to the Commission and I hope theyis a very good question. We will think about it and
will be helpful. Thank you.maybe if we meet again we can talk about it.

Thank you. Chairman: Thank you very much.



3209771004 Page Type [E] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

18 too much or too little? changes to the sugar regime: evidence

WEDNESDAY 12 OCTOBER 2005

Present Christopher, L Peel, E
Haskins, L Plumb, L
Lewis of Newnham, L Renton of Mount Harry, L (Chairman)
Livsey of Talgarth, L Sewel, L

Memorandum by the Department for Environment, Food and Rural Affairs

Introduction

1. On 22 June 2005 the European Commission published formal legislative proposals for reform of the EU
sugar regime (available at:
http://www.europa.eu.int/comm/agriculture/capreform/sugar/index—en.htm along with an updated impact
assessment and a short guide to the sugar sector). These represent the culmination of the preparatory process
begun by the European Commission in September 2003 with the publication of an Options Paper and
accompanying Extended Impact Assessment, followed by a further Communication in July 2004 setting out
the Commission’s preferred approach. Prior to the publication of these proposals there had already been an
extensive period of political and wider public debate of the issues, in the Agriculture and Fisheries Council,
in national and European Parliaments, with Member States and with a wide range of stakeholder interests.

2. The Commission’s proposals are designed to take account of views expressed and to reflect the need for the
EU to comply with the findings of theWorld Trade Organisation (WTO) Appellate Body following the earlier
Panel case brought against aspects of the current regime by Brazil, Australia and Thailand. A full analysis of
the proposals and other options for reform is set out in detail in the Regulatory Impact Assessment (RIA)
submitted to Parliament by Defra on 7 July 2005 (and attached to this memorandum) [not published].

Discussion to Date and Future Timing

3. The Commission’s proposals were presented to the European Parliament on 22 June 2005 and to the
Agriculture Council on 18 July 2005.

4. The Commission has said that it would like the Council to reach agreement by November in order to
provide a sustainable framework for the industry itself (particularly in anticipation of the expiry of the present
regime in June 2006), to help the EU complywith theWTOAppellate Body ruling and to send a strong positive
signal ahead of the Doha Round Ministerial meeting in Hong Kong in December. As Presidency, the United
Kingdom is organising a programme of works to meet this aim. A series of technical discussions have already
taken place at Council Working Group level and further examination at the Special Committee for
Agriculture will prepare for continued Ministerial discussion at succeeding Council meetings in September,
October and November. Summary records of the discussions will be available on the Council Secretariat
website
(http://register.consilium.eu.int/utfregister/frames/introshfsEN.htm).

5. At the July Council there was broad support for the concept of a voluntary restructuring scheme instead
of compulsory production quota cuts, and for a 10-year time horizon, but some Member States argued that
the proposed price cuts went too far and too fast, that compensation should be higher, and that the Everything
But Arms import arrangements should be reviewed. It is too early to say how these positions may evolve as
negotiations continue or to speculate about the prospects for agreement within the present timetable.

Government Approach

6. The Government believes the proposals form a good basis for negotiation. On 30 June Defra launched a
full 12 week public consultation exercise (closing date 23 September) and published a comprehensive RIA
which looks in detail at the eVects of reform in the UK, taking account of a wide range of evidence and
analysis.
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Issues Raised by the Committee

7. ACPs and LDCs

(i) The current regime is harmful to many developing countries. By maintaining prices significantly above
world levels through tariV protection it stimulates over-production within Europe, resulting in a structural
surplus which is then exported with substantial subsidies, depressing world prices and denying market
opportunities to more eYcient suppliers. These eVects are mitigated for ACP and LDC exporters who
currently have preferential access to the EU market at high price levels. But the economic, trade and other
distortions involved are no more sustainable for them than they are for the EU itself.

In general the reform proposals will have potentially adverse economic impacts on the less eYcient preferential
producers, whose industries are likely to contract significantly. There will be strong incentives to restructure
and diversify away from sugar production. All preferential suppliers will receive lower returns from the EU
market, but potentially greater returns from the world market. In the longer term, facilitated by appropriate
transitional assistance, ACP economies will become less dependent upon sugar exports to the EU. See also
RIA, sections 2.6, 5.2.19 and 7.4.1.

Sugar producers in Less Developed Countries (LDCs) that are not signatories to the Sugar Protocol have had
little access to the European market. But under the Everything But Arms (EBA) initiative they will receive
duty-free and quota-free access, phased in by 2009. Further information can be found in the attached report
Addressing the Impact of Preference Erosion in Sugar on Developing Countries, by LMC International &
Oxford Policy Management (September 2003) which was commissioned by DFID (LMC are independent
consultants and the report does not reflect Government policy).

(ii) It is diYcult to assess the impact of the transitional assistance package proposed by the Commission as
many of the details of this package, including the levels of funding, are yet to be decided. Assistance will be
delivered through country-specific plans, developed by the countries themselves in consultation with the
Commission, and can either be financial or trade-based. Financial assistance can be delivered mainly along
three diVerent axes: (1) enhancing the competitiveness of the sugar sector, where this is a sustainable process,
(2) promoting the diversification of sugar-dependent areas, and (3) addressing broader adaptation needs. The
UK Government supports this approach, and views good, timely transitional arrangements that are
acceptable to the ACP and which eVectively help them to adjust to reform as an integral part of broader sugar
reform. We have been working closely with the ACP and the European Commission to help them to deliver
eVective transitional assistance, and will continue to do so.

(iii) It is not possible to calculate the cost of future support to the ACP at this point, since it has not yet been
decided how much transitional assistance will be made available.

(iv) Because the proposed reform of the EU sugar regime involves substantial cuts in the price of sugar in the
EU, the market will also be less lucrative for LDCs exporting sugar to the EU under the EBA initiative. Even
with reform, LDCs are still expected to export over one million tonnes of raw sugar after 2009, at prices that
significantly exceed world levels. See RIA, sections 2.6.3 and 5.2.20.

8. Impact on EU Industry

(v) There is little evidence to suggest any worthwhile non-market benefits are conferred by protection that
could not be provided more cost-eVectively in other ways. Sugar beet accounts for only two per cent of EU
agricultural land and output. Employment generated by the sugar beet industry is also a tiny proportion of
regional workforces, and there is little reason to believe that those employed would not be employed in other
sectors in the absence of protection (seeRIA, section 9.5). Beet growing has both environmental pros and cons
relative to other land uses. (see RIA, sections 7.1, 7.2 and 7.3). Nor is there reason to suppose that sugar
supplies would be at risk without “protection” (see RIA, section 5.4.13).

(vi) The general thrust of CAP reform is to move taxpayer support away from production towards the
purchase of public goods, such as environmental services. Over the long run therefore, direct payments cannot
be justified as “compensation” for price cuts. In the short term, they provide transitional assistance for growers
facing lower prices. (See RIA, section 9.1.2).

(vii) They are reasonable and plausible. Given the unprecedented scale of the reform and the nature of the
EU beet industry, it is impossible to predict precisely the production impacts of lower prices. The
Commission’s analysis, like our own, is based on farm and industry cost estimates. What is not certain are the
dynamic eVects of reform—increased eYciency, diversification (eg into cane refining), and increased
competition. (See RIA, sections 5.2.1–5.2.3).
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(viii) Because tariVs will remain, post-reform market prices will settle at a level at which domestic and
imported suppliers could profitably satisfy consumer demand. So if atƒ385/t EU (and preferential) producers
cannot profitably supply EU market needs, prices will move upwards until they can. Our analysis suggests
that around two-thirds of current EU production would remain viable post-reform (see RIA, sections 5.2.1
and 5.2.2).

In a fully liberalised market, eYcient cane refining, as in the UK, would be reasonably well placed to compete
(see RIA, section 5.4.5). Themajority of European beet production, which is high-cost, would not. This is why
the current regime represents an economic waste, with consumers having to buy high cost domestic beet sugar
rather than world-price cane sugar (see RIA, section 2.5.1). In a free market, a small beet sector linked to cane
refining could be commercially sustainable in the UK. France, and parts of Germany and possibly Austria,
have the best prospect of maintaining beet production, given their high yields, but they would need to become
more eYcient at the processing stage (see RIA, sections 5.4.1, 5.4.4, Box 12).

(ix) An issue of particular concern to the new Member States is how the system of incorporating direct
payments for sugar as proposed by the Commission would operate under the SAPs system in place in their
countries. This issue is receiving further examination by the Commission.

(x) If all quotas were abolished, isoglucose would be free to compete with sugar, and over time, take market
share.Howmuchwould depend upon the costs of isoglucose production (and the scope for economies of scale)
relative to market prices. With continued tariV protection, the market share of isoglucose in the EU sweetener
market might in time reach to the order of 15 per cent (2.5mt), compared to only three per cent today. The
main target market would be soft drinks, as in the US. (see RIA, section 5.3.7). In a fully liberalised market,
however, EU isoglucose would compete against the lowest world price sugar, and it is not clear that EU
isoglucose would be profitable at world sugar prices. (see RIA, section 5.4.6)

9. Impact on UK Industry

(xi) To remain viable, beet processing factories will require suYcient throughput of sugar beet which itself will
need to be profitable. Beet prices will be commercially negotiated with growers, subject to a minimum level.
The ability to co-refine raw cane sugar will also improve the economics of beet processing factories. See RIA,
section 5.2.14. As the RIA indicates (section 5.2.5) it is possible that British Sugar may decide to close one or
more factories in order to relinquish a proportion of its quota and claim some restructuring money. Whatever
the outcome of reform, it is clear that decisions on sugar production levels in the UK will be very much a
commercial, and possibly collective, matter for both growers and processors. The Government will not seek
to interfere in this commercial decision.

(xii) Given the unprecedented nature of the reform, and the uncertainty surrounding post-reform beet prices
and production costs, precise predictions of future production cannot be made. Our analysis suggests a
substantial reduction if price cuts materialise, which largely reflects the relatively high costs of beet growing
in the UK. See RIA, section 5.2.5.

(xiii) The Government has made it clear that the details of how compensation payments for farmers are
allocated remain subject to negotiation and will have to be considered in the light of the final sugar reform
package when decisions are taken in the Agriculture Council.

(xiv) The impact of reform on the UK cane refining sector is set out in section 5.2.15 of the RIA. All EU
refiners are likely to be adversely impacted by this reform as lower white sugar prices and the abolition of
margin aid will significantly aVect their operating margins. Under the Commission’s proposals competition
for preferential raw supplies from beet processors would not be possible until 2009–10 following both the end
of the beet sector’s restructuring scheme and the start of unlimited imports from the LDCs. This will help the
refiners to adapt to the new market conditions during this transitional period.

10. World Trade Organisation

(xv) The Commission have said that sugar reform, as proposed, would comply fully withWTO rules and with
the EU’sWTO commitments. The proposals aim to cut EU sugar production by between four and fivemillion
tonnes thus reducing dramatically the EU’s exportable surplus. The Commission already has powers to limit
the issue of export licences and we can anticipate that all future exports of EU sugar—whether quota sugar
or surplus sugar—would be counted against the EU’s GATT subsidised export ceiling to ensure that there is
full compliance with WTO rules.
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(xvi) The Commission have said that one of the reasons the EU needs to agree to reform in November 2005
is to strengthen the EU’s hand in the WTO Ministerial meeting in early December 2005 which will discuss
agricultural trade reform.

11. Environment and Health

(xvii) Drawing upon recent commissioned research, the RIA (section 7.4) considers the environmental
impacts of sugar production and sugar reform in tropical cane-growing countries. Cane, as with beet, has
environmental positives and negatives, and much depends under what conditions it is grown. The impacts of
EU sugar reform on overseas land use (eg expansion of cane in central-southern Brazil) are likely to be less
significant than ongoing trends in world markets resulting from more general trade liberalisation. In the
specific case of Brazil, further expansion of cane plantings would not be at the expense of Amazon rainforest.
This is because the main cane-growing areas are in the coastal north-east (where most of exported sugar is
grown) and the Sao Paolo region in the south, both regions being several hundreds of miles from the rainforest
regions. Moreover, the share of Brazilian land devoted to sugar cane is relatively small. According to the US
and Brazilian Departments of Agriculture, sugar cane currently accounts for nine per cent of the 60m ha of
cropped area in Brazil. There is potential for crop expansion into Brazil’s much larger pastureland areas, but
the main focus is the vast plains of the cerrado (savannah) lands of some 200 m ha, around a fifth of the
national territory, where most of the crop expansion of Brazilian agriculture has occurred since 1990.
According to Brazilian sources, 15 per cent of total sugar cane is grown on around 650,000 hectares of cerrado
area (or 0.3 per cent of the total cerrado area). It is not clear whether future expansion of sugar would be
targeted on virgin or previously cultivated or reclaimed cerrado.

(xviii) Commissioned research suggests that sugar inclusion rates in processed foods are unlikely to increase
following cuts in sugar prices. Lower retail prices of sugar-containing products (eg confectionary) may bring
a marginal increase in consumption, but generally such products are price inelastic. See RIA, section 8.3.

10 October 2005

Examination of Witnesses

Witnesses: Lord Bach, a Member of the House, Parliamentary Under-Secretary of State (Sustainable
Farming and Food), Mr Andrew Kuyk, Head of Arable Crops Division, and Dr Colin Smith, Economic

Minister, Department for Environment, Food and Rural AVairs, examined.

Q81 Chairman: Minister, thank you very much providing a platform for further progress on the
Doha round at Hong Kong in December. We alsoindeed for coming to see us today. You are the first

of our oral evidence witnesses in this country on our want to ensure that decisions on transitional
assistance for existing preferential suppliers in ACPinquiry into reform of the sugar industry in the EU.

We were in Brussels last week and we did have the countries are an integral part of the reform. As
opportunity there of meeting the Commissioner Presidency we are doing our best to bring this
who gave us some of her time and later in the day dossier to a successful conclusion within the
a number of the APC ambassadors in Brussels also timescale which the Commission itself has set out.
gave us their views about the proposed reform. We As Presidency we can continue to take a national
would like to welcome you here today. We are live position, and we do, on the proposals before the
on the website. Perhaps you would like to start by Council, but we do have particular obligations with
introducing your colleagues and I believe you have regard to the conduct of debate in the Council and
a short statement to make before we get going. the need to look for and seek consensus around the

table and this applies to all current business but willLord Bach: Thank you, my Lord Chairman. It will
be a very short introductory statement. During the be relevant to the issues that we will be discussing

today. We are already in the middle of a negotiationcourse of that statement I will, if I may, introduce
my colleagues. Thank you for giving me the on sugar reform and I am delighted that with me

today is Andrew Kuyk, a senior civil servant fromopportunity to come before the Committee today.
Obviously the UK general position is well known to Defra, who, if I may say use the expression, is really

“Mr Sugar” in our department. He knows morethe Committee. We believe that the present regime
is unsustainable and we favour liberalizing market- about it than practically everybody else. He has

come back from Brussels, from the middle ofbased reform, not least to comply with the EU’s
WTO obligations and to bring sugar into line with negotiations, to be before the Committee today and

he will be catching a train back to Brussels, if in oneother already reformed CAP sectors. We think a
successful market-based reform will ensure that the piece, immediately after the Committee meeting is

completed. I will be relying on him, I hope with yourEU meets its existing WTO obligations as well as
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You are going to have certain of the ACP countriespermission, my Lord Chairman, to help with some
of the questions you have to ask me. The other really very, very hard pushed indeed by these
member of the panel is Dr Colin Smith whose reforms. Where is the gain?
labour of love is the RIA, which I know members Lord Bach: In terms of?
of the Committee will have seen, and he will be able
to answer any questions there may be regarding the

Q84 Chairman: In terms of the world movingdetails of that.
forward or the EU and the ACP countries moving
forward. One accepts what the WTO has said, it is

Q82 Chairman: Perhaps I could start then by on the record, but it is hard to see where the ultimate
welcoming your two colleagues but also say that we benefit is going to be.
have now got your written evidence, for which we Lord Bach: I think I would go back to first
thank you, which reached us a day or two ago. principles and say that the scheme that exists now,
Some members of the Committee have hardly had and has done so for nearly 40 years, is just not
time to look at it. It is fair to say that it is very much acceptable any more. The benefits that it gives at the
based on the RIA, there is not actually any very present time are artificial, we believe they distort the
great change in either mood or answer from the market severely and we believe that, of course while
RIA. I hope Mr Kuyk gets back to Brussels they give some advantage to ACP countries at the
successfully. We were very determined to get out of present time, the fact is that that is not the sort of
Brussels last Thursday evening because there was advantage that can be there forever and it could be
going to be a general strike on the railways on argued it distorts their own economies. Therefore,
Friday. We were quite anxious to make the six we believe the need for reform is as great for them
o’clock train in the evening. It is early days yet, but

as it is for the EU. The advantage will be to haveI know you are hoping to get a long way at the
a more sensible system whereby the EU sugar priceAgricultural Council Ministers’ meeting in
is not three times that of the world price, which weNovember. Are you hopeful that the Commission’s
think has already led to enormous distortions in theproposals are fair and can work?
world market and needs changing radically andLord Bach: Yes, we are. We do accept that the
quickly.November deadline is a diYcult deadline, it is going

to take a lot of robust work between now and then
in order to achieve it, but we think the dangers of Q85 Lord Haskins: The RIA suggests it is still going
not achieving it are really serious. There are really to be a huge cost to the European consumer, it is a
four reasons I think I would give, one of which I spectacular figure of 4,400 million euros. Although
have alluded to already. The current regime expires the change for the European sugar producers is
in July next year and, frankly, early agreement is quite substantial, it is a 39 per cent drop, we are still
necessary to allow suYcient time for changes to be finding a situation which is protecting a price double
implemented. Secondly, the WTO panel decision the world price. It seems to me that in a way the
needs to be in place by July 2006. Thirdly, buyout for European farmers is amply generous.
agreement in November will give growers and Lord Bach: I think it is generous. I think that is a
processors suYcient notice to adapt to a reform point we are trying to get across, as no doubt the
regime. Finally, and not least, agreement on reform Commission is, to other countries on this issue. The
will strengthen the EU’s hand at the WTO RIA does set out clearly the substantial economic
ministerial meeting in December. I think those four and welfare costs of the regime we live under now.
factors should concentrate minds a great deal so We think that the current reform proposals would
that we can move to achieving an agreement on this

reduce these by about a half. That would, in theissue by the November meeting. I think the price of
context of the EU and reform, be a significantnot doing so, although diYcult to quantify exactly,
achievement, particularly as previous attempts tomay be quite serious. I know that is something that
reform here have not succeeded. As I said at thethe Commissioner and my Secretary of State in her
start, our job is to try and find a consensus on therole have been emphasising. There is an urgency
proposals as they stand. I agree with you when youabout this and we are determined to do our best as
say that this is not ungenerous as far as farmersPresidency to make sure that reform goes through
across Europe are concerned and it is one of theby November.
points we are trying to get across. We do think it is
worth it.

Q83 Chairman: Thank you for that. It does not
surprise me. You say in your written evidence that

Q86 Lord Haskins: It is not the end of the story. Inat the end of the day you would expect this to be
Brussels the stories are long. Will this scheme staybudget neutral as far as the EU is concerned but at

the same time that is not a very positive advantage. until 2013 or beyond when it is reviewed again?
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Lord Bach: The answer is yes to that question. TheMr Kuyk: The proposals are for a regime that would
run from 2006 to 2014. What happens after that will Commission’s proposals envisage, as you say,

compensation being fully decoupled and integrateddepend on whatever proposals the Commission of
the day then makes. We are talking about a into the single payments scheme in line with

arrangements already adopted by the member statessuccessor regime with a finite date of 2014.
concerned. We think there is no issue of principle
here. At the end of the transitional period all

Q87 Lord Plumb: I wonder if the Minister can give English payments will be on a common basis
us his view on the WTO pressure to get a conclusion regardless of the specific regime which gave rise to
to this. It does seem as though we are adopting a the original entitlement and in the meantime there
very strict definition of the rules and following those would be a digressive reflection of the historical
rules set by the WTO. Sugar beet growing in this position. These provisions of the sugar proposals
country is one of the most eYcient productions of are still under negotiation and we cannot take a final
all commodities and we do not want to lose it, view on implementation until and unless the overall
obviously. You said that you will support this as package is an agreed one.
well as the Commission. At the end of the day, if Lord Plumb: Chairman, my concern generally is
these go through, it does seem as though we are in that the French market surplus is nearly as large as
eVect handing the market to Brazil and that is my British consumption. One is interested in how the
worry. French are going to react to these proposals. So far
Lord Bach: We are certainly not handing the EU I think they have been remarkably quiet.
market to Brazil because as I understand it the
proposals that are being put forward would not

Q89 Chairman: Would you like to say a word onmake it any easier for Brazil particularly to enter the
that before I call Lord Livsey, on other EUEU sugar market. We would make it easier for other
countries, France, Germany?countries to trade in the world sugar market, that is
Mr Kuyk: As Lord Bach has said, we are in theundoubtedly true. As far as the WTO is concerned, I
middle of a negotiation and there is obviously athink as members of it we have to accept that the
wide range of views around the Council table inWTO has now twice ruled that the present system
Brussels on the merits of these proposals.is unacceptable and I think one can see why they

have come to that conclusion in terms of free trade.
Q90 Chairman: I am sure that was not anI do not believe that we will be handing the world
exaggeration!market to Brazil or to any other country. The fact
Mr Kuyk: The proposals are intended to favouris that the British sugar beet industry is an eYcient
economic eYciency and I think it would follow thatindustry. I believe that it will survive these changes.
countries who believe their industries to be eYcientIt will not look exactly the same as it does today,
would regard that as a good thing and would regardbut we believe it will survive. That may not be true
the proposals as presenting them with opportunities.either in the EU or around the world. Frankly, you
There are clearly member states whose industries arecannot buck the market in the sense of having
less eYcient and where production takes place inineYcient sugar producers either in Europe or
regions that are climatically not that well adaptedoutside Europe who carry on because the rewards
to the growing of sugar beet, particularly at theare so artificially high when in fact their eYciencies
northern and southern extremes of Europe, thoseare not so high. Therefore, I think it is necessary for
industries will face a more challenging time in termsthe reform to take place.
of adapting to new arrangements, but that is
precisely the purpose of the voluntary restructuring

Q88 Lord Plumb: On payments to farmers, we chose scheme which gives them an opportunity to adapt
the hybrid system to distribute the Single Farm their industries to those circumstances. The
Payments and that, of course, will aVect the sugar diVerence between these current proposals and some
regime as much as any other commodity. We would of the Commission’s earlier ideas is that that will be
like to ask you whether you are satisfied that non- a voluntary process and not a linear quota cut
sugar producers should receive continuing payments applied to all, both the eYcient and ineYcient alike.
because other farmers once produced sugar? No one This will allow industries to respond in terms of
doubts the importance of reform in the sugar their own perception of the opportunities that this
regime, everybody accepts that. It is how it is done regime would oVer them. As far as the French are
that is important and it is a question of concerned, I think I should make a point about the
compensation. Would you agree with the compensation which, as Lord Bach has said, the
Commission’s proposals here that the compensation Commission is proposing should be fully decoupled.
should be mandatorily decoupled in all member It may be that some member states pay this on a

purely historic basis which might result in theirstates and no one should have partial support?



3209771005 Page Type [E] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

24 too much or too little? changes to the sugar regime: evidence

12 October 2005 Lord Bach MP, Mr Andrew Kuyk and Dr Colin Smith

Chairman: We did hear some of those figures fromsugar producers getting a higher return per tonne of
sugar than some others. Given that there is still the Commissioner last week. Thank you for telling

us them. Could we move on to the question of thequota on production, that would not necessarily
allow those countries to expand and take a bigger impact on the environment and I will ask Lord Peel

if he would like to come in on that first.market share because their production will still be
capped by the quota system.

Q93 Earl Peel: Minister, clearly sugar beet has
played an integral part in the whole cereal ecosystemQ91 Lord Livsey of Talgarth: My question is about
over the years as a rotational crop and is importantthe possibility of unfair competition in relation to
in the control of pests and diseases. Has anybodyeither the historic basis or another basis on which
looked at the potential environmental impact of acalculations are made on a Single Farm Payment.
shift towards a greater concentration of cereals? DoAre you concerned that UK sugar growers may face
you think there may be an impact on habitat,unfair competition from farmers elsewhere in the
pollution or landscape? Landscape I find a slightlyEU who receive a Single Farm Payment on a
dubious part of the question but the rest is perhapshistoric basis?
significant.Lord Bach: No, I am not. We do not think there is
Lord Bach: I replied good and bad to Lord Lewis’a new issue of principle here. Some member states
question just now and I will do the same to you, ifand some parts of the UK have chosen to apply the
I may. We think the environmental eVect, from the2003 reforms on a purely historic basis and it could
work we have done on it, is likely to be mixed and

be argued that the eVects of this would be less you will understand this better than me. Much will
distorting for sugar as a system of national depend on the alternative cropping options chosen
production quotas will continue to apply, which, as by growers, particularly in respect of break crop
Mr Kuyk just said, will prevent large scale transfers function which I know sugar plays in many arable
of production from one country to another. The fact rotations. In general terms there may be a reduction
that growers in some countries in future may find in spring cropping with some habitat and
sugar less profitable than alternative crops is, biodiversity consequences, but there may be
frankly, a consequence of decoupled market improvements, too, in respect of soil losses and
support. While I understand the question, we do not diVuse water pollution, it can go both ways. The real
think this is a matter of principle. point I want to make in answer to you is this. If the

present system is wrong then it is important to
change it and not to change it because of any eVectsQ92 Lord Lewis of Newnham: Are you concerned
it may have, provided they are not too severe, is anabout the impact on employment in the UK?
important principle. The way in which we areLord Bach: Yes and no. We believe the present
obviously trying to make sure that the environmentscheme is unsustainable and we do not think that
is looked after is through agri-environment schemesunder it existing employment would continue. The
to address exactly those kind of issues. We do notCommission has figures which suggest that about
think our proposals should rise or fall on the basis17,000 jobs across the EU have already been lost
of the environmental considerations because theybecause of eYciency and productivity gains
are not so extreme in either direction.unrelated to these reforms. The Commission’s

estimate is also that failure to reform would mean
Q94 Lord Lewis of Newnham: Will there be anytwice as many jobs would be lost. It is worth
attempt on anybody’s part to give advice to thepointing out that as far as sugar using food
farmers as to what the potential would be because,manufacturers are concerned, who will lose out
as you rightly imply, this will depend upon localunder the present scheme and will gain under a
areas and local needs?reformed scheme, the UK trade association
Lord Bach: Yes, in general terms we will, in the wayestimates over 16,000 losses have already taken
that we do very widely as a department, assistplace in that sector alone. We estimate total UK
farmers in this field. We are working alongside theemployment at about 10,000 or it may be a bit
organisations in CLA. If I may, I will take that backhigher than that. Any job losses are diYcult and are
and look at it and perhaps write to the Committeea concern. They are likely to be in relatively high
with what our proposals actually are.employment areas and will be a very small

proportion of local labour forces. That is why I say
yes and no. Of course any job losses are serious, but Q95 Earl Peel: We have had a very robust response
these are fairly minimal and I am afraid, being from the National Sheep Association who are
frank, that is sometimes the price that one has to clearly deeply concerned about the consequences of
pay for reform bearing in mind all the time that if a reduction in the availability of sugar beet crops

and sugar beet pulp for the UK livestock farmers.you did not reform the eVects would be much worse.
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will be the marketplace and the producer responseCould you give us your concerns or thoughts on
that? which determines what the future level of

production will be. I do not know if Dr Smith wouldLord Bach: We have heard about the robust
comments made on that side of the fence, but we wish to add anything to that?

Dr Smith: No.have been told that sugar beet waste already forms
only a very small part of livestock guards in the UK
and that there are many alternative feed sources Q98 Chairman: Could you remind us of what the
available to our farmers. That would be our figure was in the RIA? What do you expect the
response to those complaints. We are looking at it, volume of sugar production in the UK to be as a
but again I am not sure that we can allow that result of reform?
diYculty, if it is a real diYculty, to take away from Dr Smith: There is a figure in the RIA, it is
the need for reform here. Table 13, but I think it is important to realise that

these are stylized model projections, they are not
very precise.Q96 Lord Haskins: A lot of people are assuming

there is going to be no sugar beet production in
Europe and this is all over, but that is a very big Q99 Chairman: Can you give us a figure?

Dr Smith: It is around about 40 per cent or so. Thatassumption. Presumably you have taken some guess
as to what level of sugar beet production will take is a stylized projection and that is based upon

current costs of production.place, and the bigger the production the less the
environmental impact of all this.
Lord Bach: I absolutely agree with that. We believe Q100 Chairman: Do you mean 40 per cent of the
sugar beet production will continue in the UK. We existing production will still be there?
do believe it will be almost certainly at a lesser level Dr Smith: No, a 40 per cent reduction. I would
than it is now. hesitate to be pinned to that one because of these

variables about the actual price farmers will receive
and the costs which will prevail after reform.Q97 Lord Haskins: Have you made an estimate of
Chairman:We get a strong feeling of your wish nothow much?
to be tied to that figure but nonetheless it is helpfulMr Kuyk: I think the Regulatory Impact Assessment
to have it. This is a reminder to us of what it is.sets out a range of possibilities. I think, as with the
Could we then continue on to the subject of theanswer to the environmental question, much will
WTO. I know that Lord Sewel would like to ask youdepend on the alternative cropping options, the
a question about that.relative attractiveness of continuing to grow sugar

beet under a reformed regime compared to
alternative crops, for example, the price of cereals. Q101 Lord Sewel: There are many, many good

reasons to reform the sugar regime, but I think weMuch may also depend on the economics of the
individual farm business, for example, whether the have to remember that the driver in this particular

reform is the need to satisfy the WTO panel. Themachinery for sugar beet production is relatively
new and still has useful life or not, the amount of present proposals will still have in place a limited

pool of subsidised exports and the retention ofdiversification on the farm. So we think that there
will be a mixed response. It is very diYcult to significant tariVs. Looking in the context of Doha

and even beyond, is that sustainable? Is this reformquantify exactly, but there is a chapter in the
Regulatory Impact Assessment that looks at a really a half-way house or is it a reform that is

actually sustainable beyond the short term?number of the variables that would govern the
response. I think in general our view is that UK Lord Bach: That will be an easier question to answer

after December, after the meeting in Hong Kongsugar beet production is relatively eYcient and that
if the proposals go through in more or less their and after seeing how developments go on the Doha

round. You are quite right in saying that the tariVspresent form, that is to say a more market-based
eYciency driven system, that ought to provide better exist and will continue to exist and that is in

accordance, as I understand it, with WTOopportunities for growers in the UK than it might
in some other member states. As support will be principles. We are committed to being good

members of the WTO. Mr Kuyk said earlier thatdecoupled under the new system, which is a very
important part of this, the compensation will also this new regime will last until 2014 and then at that

time the Commission will have to consider againbe decoupled. As in any other decoupled market
reform the production response will be a function what the position is. I believe that what we are

proposing is, certainly in present terms, more thanof how farmers judge their business in the light of
that. So we do not have either an exact estimate or acceptable to the WTO, it is absolutely in line with

what they are saying we should do. Bearing in mindindeed any implied target as to future sugar beet
production. In a decoupled market based reform it we want to have a consensus in Europe, we think
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can see, are not terribly informative, I would thinkthat these proposals are right for the time. We hope
they will last for some time to come. they were economist written. There is great concern

about the countries that will benefit from this and
there is a lot of history in all of this. How far areQ102 Lord Sewel: I want to turn now to the EBA
you satisfied that there is progress being made withcountries. From 2009 there is the very real
establishing plans for action in dealing withpossibility of significant inputs from the EBA
whatever the ultimate compensation is?countries. In that context do you see EU and UK
Lord Bach: I am satisfied every attempt is beingsugar producers being able to compete against that
made to find country specific arrangements whichnew tariV free entry?

Lord Bach: Yes. How significant is a question that the Commission are negotiating with each of the
we do not know the answer to now. ACP countries. We are fully aware of the concerns
Mr Kuyk: It will be full duty free access from 2009, of our traditional suppliers and that is why we
but the amount that comes in under that will be support the Commission’s suggestion of good,
governed by what the market price in the EU then timely, transitional arrangements and they are an
is. If the present proposals go through at 30 per cent integral part of our approach to the reform. You
of the price cut that would leave the EU market at will know from your visit to Brussels that ACP and
double rather than triple the world level. It is still LDC representatives met with the Council and the
an attractive market but not necessarily as attractive Commission in mid-September and we are also
as it would have been before that. The seeking to ensure that the Commission’s action plan
Commission’s current estimate is that something in proposals proceed in parallel with the reforms. I
the region of two million tonnes would come in. The want to stress, it is a fundamental element of the
point of the reform is to take out the surplus EU action plan concept that arrangements should be
production in a way that leaves room for that new country specific and agreed in discussion with the
supply to the market. The Commission have countries concerned. The two-way dialogue is
attempted to arrive at the level of the price cut to continuing. The aim is that funding will be available
produce a new market balance taking into account through to at least 2013. I have to say, discussions
expected imports under EBA, the existing on some of these aspects have taken time to engage
commitments under the ACP sugar protocol and and have not advanced as far as we would have
what they believe will be the EU production liked by this stage. It is an absolute priority for us
response to the price cut and the voluntary in the next number of weeks to concentrate on this
restructuring scheme. They are not claiming that it and we are working actively as Presidency to help
is an exact science, there is obviously a margin of this process. You will know that DFID as a
appreciation in these figures, but the proposals department are providing national UK funding to
provide for market management instruments that assist a number of these ACP countries in necessary
would allow the balance to be adjusted in the light technical work, but it is a concern of ours. The
of what actually happens. I think the straight fundamental point is one I tried to make and it is
answer is that we do believe that the proposals as

actually made in the short—you say “economistdrafted will allow an ongoing and eYcient EU
written”—part of the memorandum and this is atindustry to survive while those imports from LDCs
7.1: “The economic trade distortions involved”—weand continuing imports from ACPs have their place
say with the present scheme—“are no morein the market as well.
sustainable for the ACP countries than they are for
the EU itself”, and I think that is a very important

Q103 Lord Sewel: That is our position as well as the principle.
Commission’s position, is it?
Mr Kuyk: Yes.

Q106 Lord Christopher: We are talking about some
Q104 Chairman: It is a fact in history that market countries where the alternatives are simply not
management measures usually do not work because apparent. Indeed some of the Caribbean countries
that is the nature of markets, is it not? I take it that would not be where they are today if it was not
even in this complex area you are hopeful that this for Britain.
one might. Lord Bach: Absolutely.
Lord Bach: Hopefully, yes.
Chairman: I just want to move on to the question
of the ACP countries. Q107 Lord Christopher: I have seen it in Antigua. I

simply do not know how quickly one could provide
a situation which is going to give rise to great socialQ105 Lord Christopher:Minister, we have had a lot
problems and indeed economic problems, that is toof evidence on this area and the Department’s own

paper has got two sentences in it which, as far as I say nothing of employment.
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is needed under the plans and identifying theLord Bach: All I can say is I am very well aware
of the diYculty that individual countries will have. funding that is required to implement them. The
Again the fact is, let us be blunt about it, there are position from 2006, again as Lord Haskins has
some ACP countries that are excellent sugar correctly said, is linked to the wider budget debate
producers and others that are not so excellent. It and at the moment it is not possible to identify the
cannot be in the interests of those who are not so sums that might be available.
excellent to artificially continue with sugar
production forever and ever, it cannot be in their

Q110 Lord Plumb: If we are going to move frommedium-term or long-term interests. That is why it
being a net exporter to being a net importer, whichis important to find an action plan for each one of
is possible if these proposals go through in entirety,them that is specific to that country and that can
would you agree with the Commission that it isassist them in what is going to be a diYcult time.
possible by 2013, at the end of this particular period,Chairman: I think that is very much the nub of the
that the LDCs could have two million tonnes ofproblem.
sugar surplus at that time? That is not the sort of
reaction we were getting from the LDCQ108 Lord Haskins: The scale of the problem is
representatives the other day. That is a figure that

ƒ40 million being oVered at the moment at a cost
the Commission put on the table as I understand it.of ƒ300 million, whereas the European farmers,
Mr Kuyk: As I said earlier, it is not an exact sciencewhatever the cost is, are compensated for. The
trying to calculate what the producer response willproblem is an argument about the budget. Until the
be to the reform either in the EU or outside. Thebudget is resolved money is not going to be
figure of two million or 2.2 million is theavailable. The danger is in putting it through to the
Commission’s best estimate of what may come indevelopment fund, the money will not be available
from LDCs after 2009 and the proposal is designedat any rate. Is this not a peculiarly British and
to re-balance the market taking account of that. TheFrench problem because it was created at the time
LDCs themselves say that because of the extent ofof Britain coming into the EU in 1973 in order to
the price cut they think they may not be able to sendprotect those countries and do we not have a
as much as that. To the extent that they do not, thatparticular responsibility for the welfare of those
actually gives a margin of comfort to thecountries moving forward?
Commission’s estimates of the balance of theLord Bach: I accept that we do have a particular
market. That would actually leave more room in theresponsibility and historically you are absolutely
market for other people. In a sense theright. I tried to say in as diplomatic language as I
Commission’s forward balance is based notcould in my answer to Lord Christopher that this is
necessarily on a worst case but on an assumptionan area where we have not advanced as much as we

would have liked to have done. There is a lot of that up to 2.2 million tonnes may come in. If it is
work to be done still. less than that then it is possible that the market price

will be higher than the reference price and that the
position on the market will be slightly diVerent fromQ109 Earl Peel: Leading on from what Lord
the original estimates, but there are marketHaskins has said and I do not under-estimate the
management tools again that would allow fordiYculties or the commitments that we have to the
adjustments in either direction. Part of the LDCACP countries, but equally important, it seems to
case that they will send less is partly a negotiatingme, is that any payment this is made over from the
response to the level of the price cut to emphasiseEU we have to ensure that we are getting value for
that the amount of money that they will get in futuremoney for. My question is whether these
is not as high as they would otherwise have expectedcompensatory payments will be simply passed over
and I think it may be a way of shedding light onto the individual ACP countries to allow them to do
that aspect of the negotiations.what they want or whether in fact they will have to

be associated with approved schemes by the EU?
Mr Kuyk: No. That is the purpose of the action plan

Q111 Lord Livsey of Talgarth:We are talking aboutconcept, that there will be specific projects that are
the overall market here, as you rightly said,properly costed, with proper objectives and that the
Mr Kuyk, about outside and inside the EU. Are youfunding appropriate to those will be made available.
satisfied that sugar quotas will remain? You haveJust reverting to Lord Haskins’ earlier comment, the
hung a lot of what you have said on quotas.ƒ40 million that is on the table at the moment is
Lord Bach: Our long-term view on this is that thereonly in respect of 2006 and at the moment that
should not be such a thing, that we should have acorresponds to the Commission’s best estimate of
scheme where sugar quotas are no longer necessary.the plans which have been prepared to date. There

is a linkage between the process of elaborating what That must be what we are aiming at.
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proposals, reform of the sugar regime and theQ112 Lord Sewel: Do these reforms at least open
the possibility that quotas will in fact wither? proposals for regulation on Sugar Protocol

countries, under scrutiny, as you would expect at theLord Bach: We believe they do and that is a
significant point. In order to get these reforms moment. We wish you every success in the

negotiations in November. You have some verythrough we have to use the quota system in one
sense or another. interesting months ahead of you. Thank you very

much, you and your colleagues, for providing the
time to come and be so informative to us today. ItQ113 Chairman: Minister, thank you very much.

We have run slightly over time for which I is much appreciated.
Lord Bach: Thank you very much.apologise. I should say that we are keeping the two

Examination of Witness

Witness: Mr Lars Hoelgaard, Deputy Director-General,
DG Agriculture, European Commission, examined.

Q114 Chairman: Welcome. Some of us were very That is the existing provision. That means that we
pleased to see you in Brussels last week along with can export both quota sugar with refunds and we
the Commissioner. It is very good of you to come can export quota sugar in the future without
over to talk to us today. If you would like to make refunds, but it will have to be counted against the
a preliminary statement, please do. I wonder if we limits that I have just outlined. As part of the WTO
could start on the WTO. We did not talk a great negotiations which are underway right now with
deal about it with the Commissioner last week. Do Commissioners Mandelson and Mrs Fischer Boel in
you think that the current proposals do permit a Switzerland this week one of the commitments we
continuing but limited volume of subsidised exports have put on the table is to phase out our export
and the retention of a high tariV? Is this likely to be refunds. We have not said how quickly, that is a
acceptable in any settlement of the Doha round? In matter for negotiation. I am not here to speculate
a sense you could say it is only going half-way there. what will be the period, but at some stage in the
Mr Hoelgaard: Thank you for inviting me here future we will have no more rights in terms of
today to give evidence. I am quite happy to do so. granting export refunds for sugar or for any other

agricultural product, although one is discussing
whether there will be a uniform period for allQ115 Chairman: I should have said at the beginning
products or if we will make a distinction betweenthat we are being webcast and so what you say may
products, for example, three diVerent categories. Inbe on our website.
the future there will be the possibility of exportingMr Hoelgaard: In relation to your question on the
what we call quota sugar without the benefit ofWTO and the possibility of exports, I have just
refunds and in that context one would have to havegiven your secretary a paper which covers that issue
a discussion with our partners on the panel,to some extent. It was a paper we distributed on
Australia, Thailand and Brazil, because they mayMonday in the Special Committee on Agriculture,
want perhaps to look closely at what is the price thatwhich is the committee which prepares the
we would be obtaining on the world marketAgricultural Council deliberations and it covers
compared to what is under the WTO terminologyimports and exports. On the exports side, the panel
now determined as the average cost of production.has simply said that you can no longer export your
If the average cost of production were to exceed theC sugar and you can no longer re-export your ACP
price we could get on the world market they wouldquantity, 1.6 million tonnes, without counting it
probably turn to us and say we were again cross-within your limit on the commitments we have in
subsidising our exports. If those average costs ofthe Uruguay Round, which is that we can export
production were to be in the order of the worldwith the benefit of export refunds a quantity of
market price in the future then we would certainly1,270,000 tonnes or in respect of the budget limit
argue we are not subsidising our exports. However,which is 499,000,000 euros. This simply means that
we are looking towards a scenario where probablywe can continue to export under the existing
there will be no need to export because of theUruguay Round commitments that quantity or
adjustment that will take place in our production.within that budget limit. The budget limit has in fact
We are talking about reducing our production frombeen the most constraining factor because of the
20 million tonnes in an EU 25 scenario today. Wevery low world market prices, with an export refund
do this through the so-called restructuring fund,sometimes of over 500 euros per tonne and that has
that is the buyout scheme, where we would takeleft us only in the order of one million to 1.1 million

tonnes, that is below the 1.273 quantitative limit. quota sugar out in the order of six million tonnes
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crops. This means that we are now bringing sugarand then we would further reduce our production
in the form of C sugar which amounts to something beet much more in balance with alternative crops.

If you used that as a parameter then you wouldlike two to three million tonnes a year. That would
further our reduction. We would end up with a total perhaps be able to say that we are now allocating

our productive resources according to the signals ofEU sugar beet production supply of 12 million
tonnes or thereabouts. Taking that together with a the market and the cost of production of

alternatives, and in that sense the eVect of anyconsumption figure of 16 million tonnes, there
would be a deficit which will be covered by imports distortions would be minimal, at least within the

context of the European common agriculturalof raw sugar for refining and under that scenario
there would really only be an occasional need for policy where we still have price guarantees on the

cereal side and we have alternatives in terms ofany exports to take place to balance the market.
Chairman: That is a very interesting summary of the sugar or, for example, non-subsidised products like

potatoes. If you are looking at it in a world context,proposals and of the detail. Thank you.
for instance, Brazil, if you took that as the sole
yardstick you could say that there are distortionsQ116 Earl Peel: We know that sugar protection
but I would say that the distortions are minimal ifdistorts markets and leads to excessive resources
you are looking at it within the context of thebeing committed to sugar production, that is a fairly
common agricultural policy.obvious statement. Do you think there is a danger

that the reform will not end up simply maintaining
this distortion, albeit at a reduced level, as the price Q118 Earl Peel: Leading on from that if I may, and

this is a diYcult one, I know, and again it ratherlevel will still be twice that of the world market?
Mr Hoelgaard: First of all you have to discuss depends on some of the issues you raised before,

have you any likely idea of the impact onwhether the world market pricing, which we have in
the order of ƒ200 per tonne for white sugar, is a employment within the EU of the rules coming

into eVect?representative price across the board for the costs of
sugar production. It is certainly representative if you Mr Hoelgaard: Yes. In fact, we have made some

estimates and in terms of the result as a consequenceare taking the isolated case of Brazil because Brazil
has been expanding and will continue to expand its of the closure of a number of sugar beet factories

(and these are just estimations and you will have toproduction on the basis of the price they obtain.
However, if you look at practically all other sugar take them for what they are worth), we are talking

about a situation where something like 54 sugar beetproducers in the world, including Australia or
Thailand, the sugar producers will often obtain factories would be closing, with a loss of directly

agricultural related jobs of 6,500, connectedhigher prices on their own internal market as is also
the case, for example, in South Africa, which is industrial jobs of 25,500 and indirect jobs in the

transport and processing sectors and so on ofanother country which is characterised as a
competitive sugar producer. If you are looking at a 51,000. That has to be compared, of course, with the

alternative scenario, which is no reform and pricesmore selective analysis of what is the real cost of
production you have very diVerent figures even in unchanged. What will be the consequence? Massive

imports from third countries on the basis of thethe case of sugar exporters. Therefore, if we were to
say all sugar should only in future be produced in EBA arrangement, no possibility to export above

the limits I mentioned before and in the future noBrazil and no more in any other part of the world
then a world market price of ƒ200 per tonne would exports at all. That is simply a consequential

reduction in production further than the eightperhaps be reflecting the cost of production.
However, I do not think anybody is really thinking million tonnes we are talking about in the reform

scenario with no compensation and consequentlythat that is a realistic scenario and it is certainly not
a scenario that we from the side of the Commission loss of jobs which will exceed these figures that we

are talking about five, maybe ten years down thewould want to entertain either because we want to
maintain our production. With the strong reduction road. There is no status quo scenario for

maintaining jobs. There is a status quo where jobin prices you will have many growers who will be
looking at alternatives. losses will be even higher if we do not go down the

reform road.

Q117 Earl Peel: Alternatives?
Mr Hoelgaard: Alternative crops, so they will, with Q119 Chairman:We have gone over the scenario of

what happens if there is no change. Thethe minimum price of ƒ25 per tonne for sugar beet,
perhaps come to the conclusion—I think many will Commissioner did talk quite a lot about that last

week. In a way it is her strong point, you could say.come to the conclusion, even in the UK context—
that there is no more profitability in continuing to In these figures you have mentioned, which are

interesting, you are still proposing, of course, thatproduce beet, and therefore they will switch to other



3209771005 Page Type [E] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

30 too much or too little? changes to the sugar regime: evidence

12 October 2005 Mr Lars Hoelgaard

it may in fact turn out that the quota rent will witherthere is a tariV on imports. What level of tariV are
you thinking about and when might that go? away. That is something that is already under

discussion in the case of milk where we have reducedMr Hoelgaard: That is part of the very sensitive
negotiations going on right now in Geneva. I am prices as well. We have not finished this process of

reduced prices. Some are arguing about it. Forfirst of all not in charge of those and I do not even
know what is in the heads of the chief negotiators, example, in France they are concerned that the milk

quota will no longer be fully produced in such athat is, my Commissioner and my Director General.
In any case, what we have is that there will be a tariV future scenario. Could it be the case as well for

sugar? If that is the situation you would say theneven after an agreement in the WTO, that is for
certain. What we have under the existing system is that what we are having with a quota system on

sugar is a kind of protection, a kind ofalso an additional tariV as a result of the so-called
special safeguard clause which means that a tariV in precautionary measure, just to make sure that we

contain sugar within that quota, but it is perhapsthe order of more than ƒ700 per tonne de facto
excludes any imports from third countries except more to safeguard the sugar market vis-à-vis

alternatives like isoglucose. Isoglucose is anunder the preferential agreements, ACP and EBA
imports. Right now the discussion is about tariV alternative sweetener which is benefiting from the

high price for sugar. Even with a 39 per centreductions in diVerent groups. They are talking
about, for the industrialised countries, something reduction in price for sugar there will still be an

incentive to increase the production of isoglucose iflike four diVerent categories. The higher the tariV
the stronger the reduction. The situation we will there is no quota. Only at the level of a very low

world market price like ƒ200 per tonne wouldthen have to look at in the context of sugar is, will
the tariV in the future, subject to that model plus isoglucose no longer be profitable, but at ƒ385 per

tonne isoglucose is still profitable, so we need in anythe world market price, be suYcient to protect the
internal market based on a future reference price of case to maintain a quota on isoglucose. The

question is, do we need to maintain in the future aƒ385 per tonne for sugar? If the world market price
plus the future tariV under such a scenario is quota on sugar so that it will then only be market

forces which will determine whether perhaps thereinsuYcient then my Commissioner has made it clear
that she would declare sugar as a so-called sensitive will be a market price above the so-called reference

price of ƒ385? If that is the case there will be aproduct which means that you opt out of the general
reduction scenario tariV and instead as a tendency certainly to produce up to the level of

the quota.compensation you provide for a tariV rate quota,
that is, that sugar comes in at either a zero rate or a
reduced rate to the tariV within a quantitative limit.

Q122 Lord Sewel:With all that you have said about
the future of quota, but recognising that quota is

Q120 Chairman: Thank you. It is a complicated allocated throughout the EU into specific countries,
scenario, it really is. do you have any concern that you will have
Mr Hoelgaard: I hope I am not making it more stickiness in the market and areas of really
complicated. uncompetitive production as a result of quota?
Chairman: No, no. It is interesting. Mr Hoelgaard: Again, if you are taking the extreme,

like I did in the case of the world market and Brazil,
you could say that all sugar should in future onlyQ121 Lord Sewel: Can I ask you to speculate a bit,
be produced in France because they are the mostlooking forward to roundabout 2013 when we have
competitive, they have the highest yields and lowhad the price cuts and when we have had the
cost, so nobody else should be producing it. It is allvoluntary compensation scheme taking out
relative. Within a ƒ385 per tonne price for whiteproduction? Would those things happen? Are we in
sugar and ƒ25 per tonne for beet there will still bereality going to have a quota system on the ground
producers outside France who will be competitive,or would quotas possibly eVectively wither on the
who will be able to have a profit. It is a questionvine within that period?
of relativity. Always there is somebody who is moreMr Hoelgaard: I was suggesting a little bit before my
eYcient than another but it does not mean, at leastreference to the alternatives that the quota rent,
in our view, that you should simply concentrate allwhich is very significant to date and which allows a
production one Member State, or in one region offarmer to have much higher profitability per hectare
a Member State, that is, around the Paris basinof sugar beet compared to cereals, will, if it does not
basically, which is the most competitive, and thendisappear, be reduced very significantly. If that is
let all the rest disappear because there are also otherthe case then you may have some very eYcient
benefits for maintaining sugar production, such asfarmers remaining where there will still be a higher
the environmental benefits and the rotationprofitability from producing sugar beet compared to

alternatives. That is, however, diYcult to judge and requirements farmers have. You should, of course,
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point of view the more ineYcient you are the morealso not forget that in the future—and you talked
with the Commissioner about this as well—we you gain from the restructuring. The same goes for

the industry. The more ineYcient you are the moreforesee a scenario where agriculture will be
providing the raw material for biomass, for bio- you gain from getting the attractive ƒ730 per tonne

amount for the quota sugar that you have given up.ethanol, which is perhaps something which will
revolutionise our agricultural situation so that Chairman: I must start growing sugar beet on the

Downs immediately.whereas for many years we have been struggling
with excess surpluses, with stocks being built up, we
could suddenly switch to another scenario which is
that there will be a scarcity, a shortage, of raw
material supply for the competing needs—food or Q125 Lord Haskins: Without prejudging what you
bio-energy. To answer your question, yes, we do not are saying, my view is certainly that the reforms are
have a perfect allocation of resources. That is only both radical and essential and welcome in two of
in an economist’s mind like mine or on paper but three respects. The first respect is restructuring of
in practice you will always have distortions but these EU agriculture. That is a radical step and we will
distortions will certainly be reduced very much to see how they go although, as you have just indicated
the minimum. With the restructuring fund over a yourself, they seem spectacularly generous towards
period of four years we are trying to rid the market farmers in terms of compensation to allow them
of the most ineYcient and you could say badly time to cope. The second element is the scope to
allocated resources which are today involved in make progress in the WTO, as you said, and that
sugar beet, that is the six to eight million tonnes again we welcome. What we are very concerned
which is being taken out, and then concentrate as about is the unresolved issue of the ACP countries
much as possible on sugar production in the most and how that is going to be dealt with. We saw them
eYcient areas. after we left you last week and they are obviously

pretty excited about the situation and I am
concerned that they are going to be left high andQ123 Lord Livsey of Talgarth: How much of a

sticking point are quotas in your negotiations with dry between, on the one hand, the oVer from the
Agricultural Commissioner, the ƒ40 million a year,farming representatives? In particular in relation to

matters such as bio-ethanol it is surely important to and on the other hand passing it to the development
fund, so there is a danger that somehow they arekeep an industry going for non-food use. How much

are the economic costs of sustaining a quota regime? going to lose out in a big way. How are we going
to make sure that does not happen?Have there been calculations on that and, if so, what

are they? Mr Hoelgaard: First of all, you can argue the same
even though this might not be a very popularMr Hoelgaard: I am afraid I cannot develop it much

further than what I have already said in relation to message to the ACP countries, because you have
groups of ACP countries which are eYcient, lowwhich farmers are the most eYcient. Certainly by

the restructuring we are going to take out a number cost, you have middle and you have high cost, and
in a way you can argue that for the high cost it isof the least eYcient in terms of both growers and

factories and of the employment which is involved, high time they got out because they are not using
their resources correctly and we are there providingthereby providing for alternative crops or

alternative productive use of the resources which are the action plan, which is ƒ40 million in 2006. I must
stress that this is not the competence of DGallocated.
Agriculture or my Commissioner, but of Louis
Michel, who is in charge.Q124 Lord Livsey of Talgarth: There must be

resistance to that.
Mr Hoelgaard: Certainly there is and in fact you can
see that the strongest resistance to the Commission
proposal comes exactly from those Member States Q126 Lord Haskins: This is the worry we have.

Mr Hoelgaard: Mr Louis Michel was there on bothwhere they risk a complete stop of production, both
in sugar beet as well as sugar processing, in spite of occasions when the ACP countries and the least

developed countries’ ministers were meeting withthe fact that we are providing 60 per cent
compensation to the grower which is based on a the ministers of agriculture, and so he is perfectly

well aware of the situation and, of course, since hecalculation of the A and the B quotas multiplied by
the price, but then you have to take into account is in charge of these matters and travels frequently

to Africa, there is no doubt in his mind about thethat the least eYcient growers today of beet would
gain the most in going into alternative production. importance of this issue. My Commissioner did

mention a figure—I will not repeat that figure—forThey would have their 60 per cent, plus they would
gain from what they went into, so from a grower’s the future amounts under the action plan.
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ask Lord Livsey if he would like to ask a questionQ127 Lord Haskins: Yes, we heard about that.
on that.Mr Hoelgaard: This is not an oYcial figure. This is

a figure which will depend very much on the
decision on the future of financial perspectives 2007/

Q130 Lord Livsey of Talgarth: What are the2013, but you will understand from that figure that
environmental benefits of continued levels ofwe are talking about significantly higher amounts.
protection and what alternatives exist to secure theIn fact, as I have understood it, the ACP countries
same or preferred goals?have made their own calculations which were in the
Mr Hoelgaard: Basically we believe that theorder of a loss of something like ƒ400 million per
environmental eVect of switching from beet sugar toyear. By the figure that we are talking about I have
cereals or oil seeds will be limited. There will be athe impression that they were a bit pleasantly
benefit in terms of soil erosion because if yousurprised because they had not calculated that such
produce beet sugar the factories go through thea figure could be relevant. In any case, first of all
hardship of having to clean the beet which meansthe ineYcient ACP countries would have the gain of
you are losing top soil. You have very heavygetting out and therefore bringing their economy
machinery in the case of beet which will result inand their allocation of resources more into line with
compaction, but we also have pretty heavythe economic realities. Secondly, the action plan
machinery talking about combines and so on inactually invites, and Louis Michel has made this
cereals. You do have coverage of the fields whichexplicitly clear in the Agricultural Council, each of
some argue has some beneficial eVects for wildlifethe ACP countries to come forward with a specific
compared to a situation where you have cerealprogramme which is demand driven to see how they
where it is either fallow or barren for quite a longthink in their context it makes most sense to use the
period during the year. If there are any benefits ofmoney. Does it make most sense to use it to invest
sugar they are probably both in a negative and

in the sugar industry and to make it more eYcient positive sense, so you cannot say that we are going
on the basis of the lower price, or is it better to go to gain enormously by switching out from beet to
out of sugar into alternatives where there is more cereals.
hope for the future?
Chairman: Thank you very much.

Q131 Lord Livsey of Talgarth: There is a
biodiversity issue there, is there not? Can I go on to

Q128 Earl Peel: If there is some disagreement ask you what the social goals in the reforms are? Are
between an ACP country and the EU Commission they diVerent in diVerent Member States? Are there
on how money is to be used, who has the final say? any alternative strategies?
Mr Hoelgaard: I gather that we are talking about a Mr Hoelgaard: This is clearly one of the issues where
mutual negotiation on these partnership agreements the Commission says we need to reduce the price in
that you come to some accommodation. The ACP order to maintain a sugar industry in Europe in the
countries were unhappy with the example of the future which is more competitive otherwise it will
bananas where they have been subject to a regime. not survive. The critics against the reform say you
Delays and questions of that kind, and I am only are not maintaining sugar production across the
really talking from second or third sources, I have board in the EU, that it is not socially sustainable
no direct knowledge of what the problem was in the or correct, and they refer to the Declaration which
case of bananas. Clearly it is something that our talks about sustainable agriculture in all Member
colleagues in DG Development are well aware of States. We have a diVerent interpretation of that, we
and, therefore, it is a question of speeding up and do not think it is socially sustainable to artificially
making eYcient the collaboration in line. There is keep people in a sector which in the long run has
not really a discussion about the money, it is a no future and, therefore, the adjustment process will
question about how quickly and how eYciently you be much stronger and much harder if we do not go
can use it. down the route of reform. There will be the figures

that I talked about before in terms of
unemployment, there will be adjustments which canQ129 Lord Christopher: Would the expenditure be
result in short-term diYculties certainly but there ismonitored?
no way of putting them oV; on the contrary, theyMr Hoelgaard: Yes, because if not the Court of
will be even stronger if we do not go and reform.Auditors will be very critical, and consequently

Parliament. This is something that in the days of the
EU today is an extremely important matter. Q132 Lord Livsey of Talgarth: Some of the
Chairman: Thank you very much. I know time is employment problem is in rural areas where there
getting short. Can we just move on to the may not be alternatives. I just make that point.

Finally, is there concern that a continued level ofenvironmental, social and welfare aspect. I would
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means in any case the formal decision by theprotection will frustrate structural adjustment
needed to make the EU economy more competitive? Agriculture Council cannot take place before the

opinion has been delivered, maybe in February orMr Hoelgaard: No. We believe with the reform and
the reallocation of resources and the concentration March, during or under the Austrian Presidency.

What are the chances of making progress inof production in the most eYcient areas it will in
fact minimise the distortions that I referred to, both November in terms of an outline of an agreement?

I would say on the basis of the discussions we havein terms of the beet production as well as the
resources which today are tied up with sugar had in the Agriculture Council in the Special

Committee on Agriculture and the bilateralproduction in areas of the EU where they really
should not take place. discussions which are going on now, today in fact

in Brussels at High Level, and tomorrow, with
Presidency, Commission and individual MemberQ133 Chairman: Thank you very much. Can I just

ask you as a final question, what is your best States, there is a willingness to discuss, not only
from those who support the general thrust of theestimate of what is going to happen at the

Agriculture Council of Ministers in November and reform proposal but also from those who have
severe reservations and resistance to the ideas of anthen at the European Parliament when they meet

and discuss this in January? Are you an optimist? acknowledgement that reform is inevitable and,
therefore, it is the modalities of the reform that needMr Hoelgaard: This is a Parliament and, therefore,

you have to be extremely careful what you say to to be discussed, even among those who are very
reserved. Does that mean that we will have aparliamentarians! In that connection, it is clear that

the UK Presidency, together with the Commission, decision or an outline of an agreement in
November? Certainly we hope so, we are workingis aiming towards having an outline of an

agreement. Not a political agreement. hard to do that together with the Presidency and I
must say I am more optimistic today than I was, but
that does not mean that we are home and safe andQ134 Chairman: At the meeting in November?

Mr Hoelgaard: Yes. If we have a political agreement that there will be an agreement by that date.
Chairman: Thank you very much indeed. You andthen we might oVend the European Parliament,

which has not delivered its opinion, they are in your colleagues and the Commission obviously have
done an enormous amount of work on this, we wishpreparation of the report. They have had

discussions as late as this week. The idea is that the you every luck and good fortune for the outcome.
Thank you very much for finding the time to comereport should be discussed in Plenary, probably not

before January or maybe even February. There has to London to talk to us today, we greatly appreciate
it. Do give the Commissioner our good wishes.been some talk of December but I think it is more

realistic that it will be January or February, which Thank you.
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WEDNESDAY 19 OCTOBER 2005

Present Cameron of Dillington, L Peel, E
Christopher, L Plumb, L
Haskins, L Renton of Mount Harry, L (Chairman)
Livsey of Talgarth, L Sewel, L
Miller of Chilthorne Domer, B

Memorandum by the National Farmers’ Union of England and Wales

The following should be read in conjunction with the NFU’s full submission.

ACP/LDC

The NFU agrees that the ACP countries should be compensated for the eVects of reform. This compensation
should come from the EU Development budget: Because the EBA initiative has yet to be fully implemented,
the eVect of this reform on actual income loss to LDCs will be minimal.

Price Cuts

The NFU regards the proposed price reduction of 42.6 per cent as unnecessarily severe. Price cuts should be
limited to what is necessary to drive theRestructuring Scheme and achieve the required reduction in European
production.

Additional Price Cuts

A combination of additional price cuts and factors not taken into consideration by Commission calculations
will eVectively mean that UK growers could face a price cut of approximately 54 per cent.

Market Balance Tools

The NFU believes that the current intervention system should be retained for at least the period of EU
restructuring, to provide an eVective “floor” to the market during a time of unpredictability and volatility.

Imports, Exports and Bioethanol

TheNFUbelieves that stringentmarketmanagement tools are essential to provide some visibility and stability
to the EU sugar industry once the EBA initiative is fully implemented. Furthermore, the ability to export up
to WTO limits should be retained and the appropriate supportive measures put in place to kick start a viable
bioethanol industry in the UK.

Quota

The NFU is opposed to compulsory quota cuts and welcomes the Commission’s intention to use a
combination of price cuts and a voluntary restructuring scheme to achieve market equilibrium instead.

Quota Ownership

The NFU is disappointed that in both of its proposals for the Restructuring Scheme and quota buy-back, the
Commission has neglected the legitimate rights and interests of growers by failing to provide an adequate role
for growers in the decision making process.
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Decoupling

Compensation should be decoupled from production. Any scope for member states to allow partial coupling
would encourage less eYcient producers to remain in beet production, thereby hindering the objective of
achieving an eYcient and viable EU industry in the longer term and disadvantaging UK growers.

Compensation

The Commission’s proposed flexibility over distribution of compensation would lead to unfair competitive
distortions. TheUK’s compensation eVectively represents 53 per cent of the real price reduction (following the
final price cut in 2007), not the 60 per cent headline figure in the Commission proposals. These uncompensated
elements should be incorporated into the national compensation envelopes.

Implications for UK Agriculture

The eVects of the proposed reform would include a material reduction in the area of beet grown in the UK, a
reduction in the number of holdings on which sugar beet is grown and increased risk of factory closure. The
loss of the crop on holdings will have a direct impact on the level of labour that the farm is able to support,
and so lead to further job losses.

Contractual Arrangements

Assuming a reform is agreed that does not discriminate against the UK, future viability and profitability still
depends on viable new commercial arrangements between growers and processor. Working with growers, the
NFUSugar Board is developing a vision for the future that will require a commitment to real partnership from
British Sugar/ABF Plc.

Government must also recognise the stake that it holds within the industry, and do what it can to help
processor and grower secure a robust commercial partnership.

WTO

The NFU accept the export limitations posed by WTO trade rules and the result of the Panel on sugar.
However, we fear that the details of reform will go further than is necessary for the EU to meet its WTO
obligations.

Health

As the vast majority of sugar is consumed in processed products, which are unlikely to reflect the change in
sugar price, the impact of reform on health will be discernible.

Environment

Sugar beet has numerous positive impacts on biodiversity and the environment in general. It should be noted
that the likely alternative use of the land will have an adverse impact in these areas.

Introduction

The National Farmers’ Union of England & Wales (NFU) is recognised in legislation as being the body
substantially representative of the producers of sugar beet in theUK.As such, it negotiates on behalf of all UK
sugar beet producers and welcomes the opportunity to provide evidence on the reform in the EU sugar sector.
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1. African, Caribbean and Pacific (ACP) and Less Developed Countries

ACP Countries

1.1 The NFU cannot claim any special knowledge of ACP countries, or the consequences for them of this
Reform. But it is obvious that the termination of a long-standing arrangement for guaranteed access at very
advantageous prices is bound to have an economic, and possibly environmental, impact.

1.2 The NFU agrees that these countries must be compensated. We agree with the Commission’s proposal
that this should be through the EU Development budget and that, as far as possible, it should encourage
economic diversification.

LDCs

1.3 The completely free and unlimited access promised under the Everything but Arms (EBA) initiative has
yet to come into eVect and so, in that sense, the much lower European prices that will result from the Reform
will not cause these countries to suVer any actual income loss.

1.4 Some of these countries have been planning investment in their sugar sectors to take advantage of their
future market opportunities. Those who are, or could be, competitive will no doubt continue with those
investment plans. For those who are uncompetitive, and likely to remain so, it would have been a serious
misallocation of scarce resources to invest in future production on the basis of unsustainably high prices and
levels of preference.

2. Impact on EU/UK Industry

Price cuts

2.1 The NFU concedes that the EU is bound to implement a cut in price in order to satisfy a combination of
internal and external pressures. Furthermore, the NFU acknowledges the need to achieve a balance in the
market between EU production and imports on the one hand and domestic consumption and exports on
the other.

2.2 The NFU welcomes the fact that the Commission has proposed no compulsory quota cuts. The necessary
adjustment in the volume of European production will be achieved by a combination of price cuts and a
voluntary restructuring scheme.

2.3 The level of price cuts should be carefully balanced. The reduction should be limited to what is necessary
to drive the Restructuring Scheme and achieve the required reduction in European production, but allow
profitable beet production to continue to be viable in the most eYcient regions.

2.4 We feel that a headline price reduction of 42.6 per cent is unnecessarily severe in attempting to achieve
these aims andwill jeopardise beet production in even themost eYcient EUMember States, including theUK.

2.5 Careful consideration should also be given to the possible destabilising eVect on the market balance of
alternative commodities as a consequence of a potential switch to alternative crops by current sugar beet
growers.

Additional price cuts

2.6 A headline reduction in the Minimum Beet Price of 42.6 per cent over two years does not begin to tell the
real story of the kind of price cuts that UK growers are likely to face. A combination of additional price cuts
and factors not taken into consideration by Commission calculations will eVectively mean that UK growers
could face a price cut of approximately 54 per cent (see Appendix 1 for summary). The additional cuts are
described below:

Production Levy (applicable to all Member States)

2.7 The stipulation that 50 per cent of the “Production Charge” can be charged to the growers (Article 16)
equates to a further price reduction of ƒ0.78/t beet, or a Minimum Beet Price of ƒ24.27 (an additional price
reduction of 1.7 per cent). In the current regulation, the production levy was introduced to finance the cost of
the sale of quota sugar in excess of Community production. Following reform however, production under
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quota to be sold on the Community market will always be lower than consumption because imports will
significantly exceed exports of quota sugar. The Production Charge is therefore unjustified and should be
removed altogether.

Flexibility Clause (applicable to all Member States)

2.8 The “flexibility clause” (section 2.2 of Explanatory Memorandum) allows for a further 10 per cent
reduction in the Minimum Beet Price to be negotiated if the EUmarket price drops below the reference price.
The NFU understands that the rationale for this clause is to enable factories to remain viable in times of
adverse market price conditions. However, not only does this contradict the very notion of a minimum price,
and put further pressure on growers’ margins, it is also asymmetrical in its implementation. If growers are to
help keep factories viable when the market price is lower than the reference price, they should be given the
opportunity to benefit from a share in the extramarginwhen themarket price is higher than the reference price.
This inequity is symptomatic of the imbalance that has arisen in the grower-processor relationship over time.
Activation of the flexibility clause would see the beet price reduced to ƒ21.84/t (including the “production
charge”), representing an overall price reduction of 50 per cent.

Loss of Deficit Area Premium (specific to some Member States, including UK)

2.9 The UK status as a deficit area producer—approximately 50 per cent of sugar for domestic consumption
is imported from African, Caribbean and Pacific (ACP) producing countries—has meant that growers have
benefited from an additional ƒ1.90/t of beet produced. While the NFU understands that this status may no
longer be applicable post-reform, we believe that the existence of the deficit area premium should be taken into
account in the Commission’s calculations and its removal compensated for in the UK national compensation
envelope (see 2.47-2.48 for more detail).

Merging of “A” & “B” Quota (specific to some Member States, including UK)

2.10 The Commission has proposed merging A and B quota in an eVort to simplify the system. The notion
of implementing the 42.6 per cent price cut on a merged quota discriminates against Member States with
proportionally smaller B quota; these Member States, including the UK, will eVectively face a greater
percentage price reduction. It is crucial to note that this is not due to any kind of preferential treatment; UK
growers face the same Minimum Beet Price as growers from all other Member States. Rather, the
discrimination is a result of the diVering A and B beet prices caused by the higher levy paid on B beet. In their
pursuit to simplify the quota system,. the Commission have unfortunately failed to take into consideration the
discriminatory eVect this will have across the EU.

2.11 As a result of this proposed method, UK growers are likely to face an eVective price cut of 2.3 per cent
over and above the 42.6 per cent proposed by theCommission.UKgrowersmust not be discriminated against,
and the NFU disagrees with the notion of cutting prices on an amalgamated A!B quota. The Commission
should devise an alternative solution that is equitable, taking into account the diVering proportion of A and
B quota across the EU.

Summary

2.12 The combination of these factors would mean that the UK neither starts at a price of ƒ43.63/t beet, nor
finishes up with a post reform price of ƒ25.05/t beet. Taking into account the UK’s proportionally smaller
B quota and including the deficit area premium means that the UK actually starts at a theoretical price of
ƒ47/t beet1, 2.

2.13 At the other end, implementation of the Production Charge will bring the Minimum Beet Price down to
just ƒ24.27/t. For the UK, this represents a minimum total eVective price reduction of:

((24.27/47.00) # 100)"100 % 48.4 per cent

2.14 If the “flexibility clause” is implemented, the Minimum Beet Price could be reduced to just ƒ21.84/t,
representing a maximum total eVective price reduction for the UK of:

((21.84/47.00) # 100)"100 % 53.5 per cent
1 As explained in 1.10, it is important to note that the UK does not actually benefit from a higher Minimum Beet price, but that the
Commission’s theoretical EU“reference price” ofƒ43.63 falls short of representing theUKsituation principally because of the diVering
proportions and prices of A and B quota across the EU.

2 If the Deficit Area Premium cannot be retained post-reform its loss should be recognised in national compensation.
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Market Balance Tools

2.15 The NFU are concerned that the proposed system of private storage will fail to operate eVectively, as is
the case in other sectors. We believe that, as a result, the reference price system proposed by the Commission
will fail to act as an eVective “floor” to the market.

2.16 We would propose that the current intervention system be retained, at least for the duration of EU
restructuring; this period will be marked by unpredictability and volatility due to the volume of tonnage being
taken out, and a system that acts as an eVective “floor” to the market is imperative.

Proposals Relating to Imports and Exports

Summary of current situation

2.17 The long-term EU market equilibrium can be summarised as follows:

EU production ! Imports % EU consumption ! Exports [eq 1]

It follows therefore,

EU production % EU consumption ! Exports"Imports [eq 2]

2.18 If we consider (equation 1) that the export ability of the EU is limited byWTO rules and the recentWTO
Panel ruling on sugar and EU consumption is reasonably stable and relatively price inelastic, we can assume
these variables to be fixed. For the market to reach and remain in equilibrium therefore, the two remaining
variables are imports and EU production.

2.19 We can see from equation 2 that the relationship between EU production and imports is directly and
inversely related. Due to the concessions of the Everything butArms (EBA, 2001) initiative (100 per cent quota
and duty-free access to the EU market for LDC sugar from 2009), EU production becomes the dependent
variable and imports the independent variable. This means that EU production is largely contingent upon the
level of imports from LDCs; starting from a point of equilibrium, if LDC imports increase, EU production
will need to counter-balance this and decrease proportionally. Only if and when LDC imports decrease will
EU producers have the room to expand. In the longer term, further trade liberalisation could mean that other
low cost world suppliers could find it possible to leap over the reduced European tariV barrier. This would add
another element to the equation.

EBA and market management

2.20 The NFU accepts that the Commission is committed to retaining the EBA initiative in its current form
and that the introduction of quotas for LDC sugar is therefore highly unlikely.

2.21 In this case it is essential that the final reform package incorporates stringent market management tools
to limit the unpredictability that EUproducers will face as a result of having to play amarket “balancing” role.

2.22 These tools should include:

— Banning of triangular trade, or “swaps” on the basis that such practices provide little development
benefit to developing countries (see Appendix 2) but will instead simply accentuate the counter-
balancing that EU producers are required to do in order to maintain market balance in the face of
increasing imports from LDCs under the EBA initiative.

— A robust and stringent set of Rules of Origin. A substantial reduction in the EUmarket price makes
the EUmarket less attractive to LDC exporters but at the same time more susceptible to fraudulent
practices. We have already seen the problems that can be caused by fraudulent “carousel” trade in
sugar from the Western Balkans.

— EVective safeguard measures to prevent imports from flooding the market and causing volatility.

2.23 Without such measures there will be a serious lack of visibility for EU producers, endangering the
stability and long-term viability of the EU industry.
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Exports

2.24 The NFU accepts the export restrictions resultant from the WTO Sugar panel ruling (2004) and general
WTO trade rules.

2.25 However, considering the restriction on EU production, as outlined in 4.3, it is essential that EU exports
are permitted to continue into the foreseeable future, up to the level of the EU’s WTO volume ceiling of
1.373 million tonnes, to allow for climatic fluctuations when growing the crop.

2.26 We do, however, recognise that the EU has committed itself to the elimination of all export subsidies,
provided others take equivalent action. So, if there is an Agreement in theDohaDevelopment Round, at some
point the volume of allowed subsidised exports will be phased out.

Bioethanol and alternative uses

2.27 The NFU is actively exploring added value markets for alternative uses for sugar beet, including new
and developing markets in the yeast industry.

2.28 The NFU supports the development of a thriving, domestically supplied UK bioethanol industry as we
believe this to hold by far the biggest potential for alternative use of sugar beet.

2.29 Although the UK has fallen short of its EU indicative target of 2 per cent renewable road transport fuel
by 2005 (achieving only 0.3 per cent), the NFU continues to believe that the indicative target of 5.75 per cent
in the UK by 2010 is realistic if a Renewable Transport Fuel Obligation (ReTFO) is adopted with
immediate eVect.

2.30 The NFU acknowledges the 20ppl duty rebate currently in place on bioethanol, but industry advice and
observed limited current production demonstrate clearly that this alone is not suYcient to kick start and create
a viable UK bioethanol industry and fulfil our UK and EU targets. There is also a need for longer-term
investor confidence, achievable through implementing a ReTFO to at least 2010.

2.31 Apart from the positive environmental benefits, a bioethanol industry would “relax” the post-reform
constraints on EU production (summarised by equation 1, above), eVectively adding a further outlet for beet
apart from that for consumption and export.

Changes to the Quota Arrangements

Amalgamation of A and B quotas

2.32 The Commission’s proposal to simplify the quota system by merging “A” and “B” quota into a new
single quota and then cutting price causes disparity among Member States due to the diVering proportion of
A to B quota that each Member State holds.

2.33 The price growers receive for A beet is higher than the price received for B beet due to the higher levy
charged on B (approx 38 per cent) than A (approx 2 per cent) beet. Coupled with a diVering proportion of A
to B beet across the Member States, this results in a diVerent amalgamated or average price.

2.34 The NFU therefore opposes the notion of implementing price cuts on an amalgamated A!B quota on
the basis that it disadvantages Member States with proportionally smaller B quotas. The Commission should
devise an alternative solution that is both fair and equitable, taking into account the diVering proportion of
A and B quota across the EU.

Restructuring Scheme

2.35 The NFU acknowledges the need to reduce EU production in order to help achieve a long-term market
balance and to meet our WTO obligations. The NFU agrees with the principle of a Restructuring Scheme as
opposed to indiscriminate mandatory across-the-board quota cuts in order to achieve this aim.

2.36 In a more liberal world trading environment, there can be no long-term future for European sugar
production unless it is more competitive. Production must be allowed to gravitate to the most productive
regions, and not artificially maintained across the whole of Europe by a quota system.

2.37 We support the oVer of degressive aid over a four-year period that will hopefully encourage the least
eYcient regions in the EU to relinquish production gracefully, and sooner rather than later.
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Purchase of additional quota

2.38 The NFU also agrees, in principle, with the provision to allow the most eYcient Member States the
opportunity to purchase a proportion of 1 m/t of additional quota, of which the UK “share” is 82,847 tonnes.
Given a fair and balanced reform, we are confident that the UK beet industry has the ingredients to continue
to prosper into the future and should therefore be given the ability to expand.

Quota ownership

2.39 The NFU has serious reservations over the detailed workings of both schemes. The Commission has
neglected the legitimate rights and interests of growers by failing to provide an adequate role for growers in
the decision making process involved in relinquishing quota under the Restructuring Scheme, and expanding
quota under the additional quota purchase scheme.

2.40 Just as the issue of “quota ownership” had been central to the proposed mechanism to transfer quotas
across national borders, the NFU believe the issue remains pivotal in the decision to relinquish and/or expand
quota. We are concerned that the lack of a balanced approach to such a central issue as restructuring may
have serious consequences for the issue of quota ownership.

2.41 The position in the UK is that the national Sugar Quota is held by the Government as custodian on
behalf of the country, and made available to the sugar processor in order to provide access to the EU Sugar
Regime for growers and processor.

2.42 How is this position to be maintained with regard to the additional 82,847 tonnes of sugar quota
available for purchase by theUK?Will the government acquire this tonnage on behalf of the industry, without
seeking to recover any of the cost of acquisition from the processor or grower? If not, on what basis will a
contribution be sought from processor and/or grower? If money changes hands, what impact does this have
on the ownership of the additional quota?Would processor or growers have any rights in respect of thisQuota,
how would it be dealt with in respect of future cuts in quota imposed by the EU?

2.43 All these questions remain unanswered. It is imperative that the UK government enters into this debate
as an active party, as custodian of the national sugar quota, and does not permit the tripartite relationship
between Member State, grower and processor to be fundamentally altered or undermined.

2.44 The Commission and Member States need to address the issue of ownership more explicitly and
recognise the legitimate interests of growers.

Proposed Arrangements for Compensating EU Producers

Decoupling

2.45 The NFU agrees that compensation should be decoupled from production. It is our strongly held view
that this should be applicable to all Member States without delay. This is the Commission’s proposal, but we
see a serious risk that—as happened in June 2003—in order to obtain a majority in the Council of Ministers
there will be a compromise introducing the option of “partial” decoupling. This must be avoided at all costs.
Any form of coupling will encourage less eYcient producers to remain in beet production, thereby hindering
the objective of achieving an eYcient and viable EU industry in the longer term.

Level of compensation

2.46 Whether the level of compensation is acceptable will depend heavily on how compensation is to be
administered, given that the Commission have allowed Member State flexibility over the right to distribute
sugar beet compensation.

2.47 Having said this however, what is apparent is that the Commission’s headline compensation falls short
of the 60 per cent aim if the “real” price cut is taken into account. There are two aspects to this view. Firstly,
that as a “deficit area” producer, UK growers are paid an additional ƒ1.90/t quota beet. Secondly,
implementation of the Production Charge to growers will reduce the Minimum Beet Price by a further
ƒ0.78/t beet to ƒ24.27/t. While the first is specific to the UK and other deficit area Member States and the
second is a valid concern for all Member States in beet production, both elements are omitted from the
Commission’s calculation for the national compensation envelopes, therefore are “uncompensated”. In
Appendix 3 we show that in light of these factors, the UK compensation envelope eVectively represents
approximately 53 per cent of the real price reduction (following the final price cut in 2007), not the 60 per cent
headline figure in the Commission proposals.
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2.48 It is the NFU’s view that these so far uncompensated elements should be incorporated into the national
compensation envelopes as they reflect the actual price reduction to be implemented, but without a reduction
in the percentage commitment of 60 per cent.

Single Payment Scheme

2.49 We agree that compensation for sugar reform should be incorporated into the SPS3, but in practice this
will make no diVerence in terms of cross-compliance. There is no such thing as a farmer who solely grows sugar
beet. All growers would have been growing other arable crops that make them eligible for the SFP. In practice,
therefore, sugar beet land is already subject to the full range of cross-compliance conditions.

Reference period

2.50 The NFU is satisfied with the flexibility that allows each Member State to choose the reference period
for compensation to be paid. Historical circumstances in each Member State will diVer. In the UK for
example, 2000–02 would not be a suitable reference period due to the 2001 Outgoers Scheme. TheNFUwould
support the most recent reference period possible (without incorporating any future years) as being the most
appropriate means of reflecting current industry.

Administration of compensation

2.51 The Commission have oVeredMember States the flexibility to choose how compensation is administered
nationally. Such flexibility will undoubtedly create competitive distortion among Member States with beet
growers receiving historic compensation being placed theoretically in a better position tomake eYciency gains
and reinvest in the industry than those receiving regional compensation.

2.52 While the NFU believes that the optimal method would be to avoid any potential distortion altogether
by ensuring compensation is paid consistently across the EU, we are mindful that flexibility will likely be
retained and that the UK Government may favour a transitional hybrid compensation system that will
ultimately lead to fully regional compensation.

2.53 Considering these circumstances, the NFU is actively exploring all possible options and outcomes with
the aim of establishing a set of principles that will provide UK growers with maximum benefit for as long as
possible and avoid being disadvantaged in comparison to our closest competitive rivals. The NFU would
welcome the opportunity to discuss these principles with the UK Government at an appropriate time.

2.54 It is the view of the NFU that compensation should be distributed on the basis of (contracted) tonnage
as opposed to beet area. This will benefit growers with higher yields.

Implications for UK Agriculture, with Particular Regard to Possible Alternative Land Uses

2.55 The NFU has carried extensive consultations with beet growers, and the views put forward in evidence
below are those of UK sugar beet growers, and represent all parts of the sector.

2.56 The substantial reduction in price proposed will lead to a reduction in the numbers of farm holdings
growing beet in the UK. The decision to continue or withdraw from production will be taken at farm level but
there will be a number of common critical considerations:

— Soil type, impact on rotation and available alternative cropping.

— Distance to processing factory.

— Access to modern planting, harvesting and loading equipment.

— Scale of farm business.

— Age of owner/manager.

2.57 Until the net beet price available to UK growers is fixed, and negotiations about detailed contractual
issues concluded, there are toomany unknown variables to support valid sensitivity analysis, either at industry
or farm level. It is interesting to note however, that the Impact Assessment produced by the EU stated that
“break-even” beet price for UK growers was ƒ40 per tonne; the subsequent conclusion that the UK beet
industry could operate within the “safe zone” post reform appears to be based on the assumption that
processor and grower will work together to secure additional eYciency savings, and that these would be shared
between both parties.
3 This does not, however, predicate how compensation should be administered by the Member State.
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2.58 It is clear to the NFU, however, that the reforms will lead to:

(a) A material reduction in the area (hectares) of beet grown in the UK; the current contract penalises
growers that fail to meet their contract tonnage in two out of any three years by cutting the
subsequent tonnage in future contract oVers. Due to substantial variations in yield and sugar content
resulting from diVerent climactic and harvesting conditions, this practice has led to growers planting
an additional area of crop for “insurance purposes”. British Sugar has sold production from this
area, together with any additional tonnage over A&B contract levels into the “C sugar”market. This
practice can no longer continue; the C sugar market no longer exists, and growers simply cannot
aVord to plant and grow crops that will not attract the market price.

2.59 Analysis by Savills Research4 shows that beet production has been over quota by on average 17–18 per
cent over the last 10 years, varying from 7 per cent to 28 per cent. Over the last five years, the crop area has
tended to decrease; main fluctuations are due to yield and the sugar quantities in the beet. Savills has calculated
that the area of crop needed to meet quota based on the historic 10 year average yield of 53.3 t/ha would be
nearly 20 per cent lower than in recent years.

2.60 The NFU will be involved in negotiations with British Sugar to find ways of better matching volume of
sugar beet supply to tonnage of sugar quota.

2.61 (b) A reduction in the number of holdings on which sugar beet is grown. It is inevitable that some
growers will find it impossible to supply sugar beet profitably to British Sugar under the terms of a new
contract (yet to be determined). These businesses will include those for whom alternate cropping is a viable
option, some for whom mono-culture becomes inevitable, and some for whom the only alternate is not to
cultivate the land.

2.62 (c) An Increased Risk of Factory Closure; the impact on the processor is to be considered in a later
question. It appears however that British Sugar do not plan to enter into the Restructuring Scheme; any
subsequent factory closure will therefore not attract any EU restructuring payment as it stands.

2.63 Sugar beet is an important crop for many holdings. It is relatively high output but labour intensive; it
therefore supports labour costs across the remainder of the farm business. It is also a valuable spring sown
break crop and oVers substantial environmental benefits5. Its use as part of a viable rotation is of crucial
importance onmany sugar beet growing farms, where soil typemakes the use of alternates such as oilseed rape,
pulses and brassicas unviable or impossible.

2.64 The loss of the crop on many holdings will have a direct impact on the level of labour that the farm is
able to support, and so lead to further job losses. Many holdings are reaching a point where they are operating
with the absolute minimum of labour; this inevitably means that the ancillary work to manage and maintain
the landscape upon which the UK has become so reliant, cannot be carried out.

2.65 It is inevitable, that in many instances where Sugar Beet is removed from the rotation, it will be replaced
with a crop that oVers fewer environmental benefits, increases the level of mono-culture and so directly aVects
biodiversity and countryside quality (see 4.3-4.32 for more detail on the environment).

2.67 For a material proportion of growers, these alternate crops are also likely to produce a lower margin,
and so erode further the profitability and viability of the business, not to mention the volatile eVect this may
have on the market balance of these alternative crops.

Additional Comments on the Potential Impact on the UK Industry

2.68 The UK processor is on record6 that it expects the operating profit impact to be some £10 million in
2006–07 and some £40 million in 2007–08 and thereafter. It is also on record that it expects “these eVects to
be in part mitigated by cost reductions”. It is inevitable that these cost reductions will be focused in two areas;
eYciency savings within processing and administration, and contractual arrangements (of which headline
price for sugar beet is one of many complex elements) with its supplier base.
4 Savills Rural Research—Internal Briefing Note (Sugar Reform) 9 September 2005.
5 Sugar Beet supports up to half the world’s population of pink-footed geese which feed on left-over beet tops in fields in Norfolk. Beet
fields also help declining skylarks and lapwing because they provide feeding and nesting sites (RSPB).

6 ABF Plc press release; Publication of the European Commission’s proposals for the reform of the EU sugar regime 22 June 2005.
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Processing Efficiency Savings

2.69 The NFU and growers have worked in partnership with British Sugar to extract maximum possible
eYciency savings from plant and process. The NFU works closely with the processor to optimise
communications with the 7,000 growers and minimise administration costs related to the annual contract
cycle. The NFU and growers are not however, full partners in the processing of sugar beet, and have limited
influence in decisions taken in that regard.

2.70 The NFU fully expects British Sugar to seek further savings within process and administration, and a
factory closure cannot be ruled out as part of any cost mitigation strategy. British Sugar currently operates at
six factories having closed sites at regular intervals in the last decade.

2.71 The government has stated on record7 that it believes that factory closures “are not a new phenomenon
in the sugar sector” and that “those are commercial decisions for the company”.

2.72 If this is the government’s position, it should consider that previous closures have led to consolidation
of supply, with growers oVered the right to supply an alternate factory. Any dis-enfranchisement of growers
in the event of future factory closure would be inequitable; even more so when the processor may have
unilaterally rejected an EU Restructuring Scheme that provides for compensation for growers forced out of
production by factory closure.

Cost Savings via Contractual Arrangements with Supplier Base

2.73 The UK sugar beet industry has three key elements; the sugar quota holder (government as Member
State); the processor (British Sugar a wholly owned subsidiary of Associated British Foods Plc, the
international food, ingredients and retail group); and the growers, 7,000 individual farm businesses.

2.74 The relationship between processor and supplier of raw material (sugar beet) is inherently unbalanced.

2.75 In an eVort to level this playing field, the supplier base is represented by the NFU Sugar Board, which
carries out all negotiations and interaction with the processor on the growers’ behalf, acting as agent. The
Sugar Board consists of elected beet growers. The Sugar Board is supported by an NFU executive team of
four, one senior advisor, one researcher/economist, a beet intake manager and an assistant. This resource is
funded by a levy, charged against each tonne sold to the processor, and collected by British Sugar.

2.76 The inherent imbalance between single private sector monopoly processor and diverse grower base was
recognised in the 1956 Sugar Act, which governed this tripartite relationship following the privatisation of the
formerly state owned processor. At this stage the government reserved the right to:

— give directions regarding the prices to be paid by the then British Sugar Corporation under contracts
for the purchase of home-grown beet (section 17(2));

— give directions to the Corporation prescribing the total quantity of home-grown beet which the
Corporation might contract to purchase for delivery in any period specified in the directions (section
17(4)); and

— prepare for each year a programme for carrying out research and education in matters aVecting the
growing of home-grown beet, and could by order make provision for carrying any such programme
into eVect (section 18(1)).

2.77 In addition, s 23(1) ensured that neither the memorandum of association nor the articles of association
of the Corporation could to be altered without the consent of the Ministers given with the approval of the
Treasury.

2.78 The direct involvement of government, and so protection of growers, has been watered down in
subsequent legislation (most notably the Food Act, 1984), to a point where the only protection that growers
can demand from the Minister is appointment of an arbitrator to resolve commercial disputes and to require
the processor to provide information to support such resolution.

2.79 Whilst statutory protection of the grower has waned, the processor has evolved from a fledgling, newly
privatised single interest company to become a wholly owned subsidiary a multi-national corporation.

2.80 Analysis by Savills Rural Research has assessed the three-year (2002–04) average profit made by British
Sugar per tonne of processed sugar beet to be £18.01. That is £1 per tonne, or 5.5 per cent higher than the
minimum beet price proposed by the EU. These profit levels have generated an average return on net assets
in excess of 30 per cent over the last three years.
7 Elliot Morley, Defra response debate, 12 July 2005.
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2.81 The commercial relationship between processor and grower is now governed by the Inter-Professional
Agreement (IPA)which covers a range of detailedmatters relating to price, haulage, processing, sugar content,
early and late delivery payments, contract tonnage entitlement, contract management, seed, traceability etc.

2.82 It is anticipated by both processor and grower that the proposed reform will mean a radical re-
negotiation of the IPA. This is likely to be a hard fought commercial negotiation; ABF Plc has been used to
high levels of profitability from British Sugar; analysis by Savills Rural Research assesses their three year
average profits to October 2004 at £165 million, and average return on net assets at 34 per cent. ABF Ltd
assesses the annual impact of the reform proposals on British Sugar’s operating profit at £40 million from
2007–08.

2.83 The future of British Sugar relies upon viable new commercial arrangements with growers; many of
whomwill not be in a position to fulfil supply commitments if the full impact of a 55 per cent price cut is passed
on to farm.

2.84 The UK has perhaps the most eYcient beet processing industry in Europe, but to maintain production
British Sugar will need to share some of their additional processing margin with the grower. If the processor
is to continue to prosper, it needs to secure a viable long term relationship with its supplier base that oVers
optimum eYciency and flexibility.

2.85 Working with growers, the NFU Sugar Board is developing a vision for the future of a viable UK
industry. It will require a considerable commitment to partnership from British Sugar/ABF Plc.

2.86 This vision requires precisely the partnership response to reform that the EU envisages in its Impact
Assessment. In recent years, the processor has not been slow to use its commercial muscle and greater
negotiating resource to get the best deal. If this trend continues, the long-term viability of the sector, and so
the processor, will be substantively threatened.

2.87 Government must recognise the stake that it holds within the industry, and do what it can to help
processor and grower secure a robust and “future proofed” commercial partnership.

3. World Trade Organization (WTO)

Sugar Panel

3.1 The loss of the WTO Panel on subsidised exports has been one of the crucial factors that has influenced
the shape and timetable of the Reform proposals. In essence, the European Union is obliged to reduce its
production by at least 2.8 million tonnes in order to respect its obligations on subsidised exports. And it has
to make changes to its arrangements in “reasonable” time, which is normally interpreted as 15 months, or, in
other words the changes have to be in place for the crop which starts to be harvested in autumn 2006.

3.2 The reform proposals are designed to meet these targets, and, in the view of the NFU will do so. As
mentioned earlier (2.4) our concern would be that the price cut proposed will be too extreme and would reduce
production to an extent which goes considerably beyond what is necessary.

International Trade Negotiations

3.3 An agreement in the Doha Development Round will certainly result in further pressure on the European
sugar market. It is, however, worth emphasising that, even if there is a breakthrough in Hong Kong in
December, it is unlikely that new commitments would enter into eVect before 2007 at the earliest.

3.4 These commitments are certain to increase normalmarket access for sugar, but it is impossible at this stage
to predict the scale or speed of tariV cuts. It will also result in the complete elimination of export subsidies,
with 2010 being pressed by some as the target date. The Commission’s proposals were, in our view, framed
with these developments in mind and we are reasonably confident that the Reform would make the European
Union compliant in WTO terms for the foreseeable future.

4. Environment and Health

Health

4.1 It is widely held within the sugar, and subsidiary industries, that the consumer is likely to see little benefit
from the reformof the EU sugar industry.While the price of sugarwill be substantially reduced and consumers
are likely to be able to buy cheaper sugar from supermarkets, the majority of sugar consumed in the EU/UK
is in the form of processed food products. Historical evidence suggests that sugar users are unlikely in the first
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instance to pass on the cost savings to their customers, instead pocketing the diVerence to increase their own
margins. In the longer term, the extent to which price cuts will be passed on to customers will depend on the
degree of competition in the food chain.

4.2 Given that it most sugar is consumed in processed products, where the share of the total product price is
trivial, and it is uncertain whether even this reduction would be passed on, it seems very unlikely that this
Reform will have any discernible impact on sugar consumption.

Environment

4.3 Sugar beet is just part of a farm’s rotation, usually only being grown once every three or four years.
Because the sugar beet is sown in the spring, it is usually preceded by an over wintered stubble, which allows
autumn germinating weeds and plants, and provides valuable habitat and feeding grounds for a diverse range
of fauna. Also because the sugar beet is harvested during the winter, it is often followed by another spring
crop, like spring barley or peas. These spring crops also create valuable opportunities for spring germinating
plants and weeds. This in turn provides a diverse habitat for a whole range of insects, mammals, and birds.
Because there are over wintered stubbles, farmers often cut their hedges later in the winter, which allows the
fruits on them to be enjoyed fully by resident and migrant birds. A return to autumn cropping would see
hedges cut in the early autumn resulting in much of the fruit being wasted.

4.4 If sugar beet were to be lost as a potential crop for farmers, it is probable that the rotation would only
include winter sown combinable crops. This would result in a lost opportunity for both late autumn and spring
germinating weeds and could have catastrophic eVects for the flora and fauna that has come to rely on this
biodiversity. The eVect of this should not be underestimated. For instance butterfly populations rely on
specific flowering plants at certain times of year, and their populations are very sensitive to even small changes.
Many of the remaining populations of rare arable weeds survive on farms where spring cropping is an integral
part of the rotation. The rapid change in the early 1970s to almost entirely winter cropping of wheat, barley
and oilseed rape is widely regarded as a major cause of reductions in farmland birds and arable plants. Areas
where sugar beet has been retained in the rotation have avoided this major change. For instanceNorfolk, with
its light soils has favoured the growing of sugar beet, and farms with solely winter sown cropping are rare. As
a result Norfolk is recognised for having biodiversity rich farmland habitats—with headline species like grey
partridge, stone curlew, brown hare, corn marigold, etc all having strong populations. Significant changes in
the sugar beet area would be replaced by more winter cropping, and put this biodiversity at risk.

4.5 As further evidence in support of the positive environmental benefits of sugar beet, the NFU would like
to direct the Committee to a report by Brooms Barn Research Organisation looking at the environmental
impacts of sugar regime reform8. A copy has been provided as a supporting technical appendix (Appendix 4).
In summary, the report finds the following:

Biodiversity

4.6 Sugar beet production is beneficial to farmland birds. The beet crop is preceded by a long period of up
to six months when the land is in stubble, providing rich feeding grounds for birds like finches and buntings
during winter.

4.7 Beet crops have an open canopy structure and contain areas of bare soil until mid summer, providing nest
sites for ground-nesting species such as stone-curlew (a population of national importance), partridge, lapwing
and skylark.

4.8 Beet fields prior to harvest are important feeding grounds for seed eating birds like finches and buntings.

4.9 About 50 per cent of the crop is harvested after mid-November and the next crop may not be sown until
spring. During this period the aftermath of the beet provides valuable food sources for geese, swans, skylarks,
golden plover, lapwing, pied wagtail and meadow pipit.

4.10 During winter more than a quarter of the world’s population of pink-footed geese feed on the aftermath
in beet fields in eastern England.

4.11 Although climate change may lead to increasingly dry summers, reducing the foliage weight at harvest,
this is unlikely to reduce significantly the weight of beet crown left in the field, and this crown (not the leaf)
provides a significant proportion of the feed for birds in autumn and winter.

4.12 Drier autumns permit a later harvest because dry soil is too strong for beet to be harvested.
8 The Environmental Impacts of Sugar Beet Reform; Brooms Barn Research Organisation, July 2005.
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4.13 Warmer winters are likely to increase the proportion of the beet crop still to be harvested in January.
Therefore, warmer winters are likely to increase the availability of the aftermath of beet crops as bird food.

Land Use and Soils

4.14 The eVects of beet production on soil tare are neutral—the rate of loss of topsoil attributable to beet
production is approximately the same as the rate of soil formation in northern Europe.

4.15 Beet farmers already operate soil protection plans with respect to wind erosion, which therefore has a
negligible eVect on the UK beet crop.

4.16 Today’s sugar beet production methods are not especially likely to cause soil compaction. This is
probably a result of soil compaction during decades of ploughing with one tractor wheel in the furrow bottom
leading to upper layers of subsoil strong enough to carry the harvester and avoid long-term damage to subsoil
structure.

Fertilizer Applications

4.17 Beet is given smaller amounts of nitrogen than most arable crops, similar amounts of phosphate to
combinable crops, and intermediate doses of potash. However, some growers, immediately before their beet
crop, apply phosphate and potash not only for the beet, but for one or two subsequent crops as well. These
fertilizers are strongly retained by the soil so early application is not wasteful.

4.18 Sugar beet is an eVective scavenger for soil nitrate and continues to absorb this nutrient until well into
autumn. Much less nitrate leaches out of the soil after beet harvest than from most other arable crops.

Pesticide Applications

4.19 Technical advances have allowed beet growers to reduce their pesticide usage to the extent that use on
beet is now less than wheat and potatoes and similar to winter barley.

4.20 As a method of delivering crop protection products, seed treatment is less of a risk to the environment
than other methods because the pesticide doses are small and can be precisely placed to limit the exposure of
non-target organisms.

Waste and Water

4.21 Sugar beet is not particularly at high risk to water erosion, despite being grown on light soil. In part this
is because beet is almost exclusively grown on flat fields or fields with only a slight slope. Previous research
has found that winter cereals is a high-risk crop on erosion prone sites, potatoes and beet are classified as
having moderate risks.

4.22 It is incorrect to suggest that larger doses of pesticides are applied to beet than to all other arable crops
except potatoes. In any case, pesticide weight is a poor indicator of the risk of diVuse pollution, which depends
on pesticide longevity and on mobility in water. None of the pesticides applied to sugar beet is likely to leach
into the drainage water in significant amounts.

4.23 The lower application rate of nitrogen and phosphate fertiliser applied on beet than onmost other arable
crops makes beet a lesser risk for nutrient pollution and eutrification of water sources than other crops.
Additionally, beet is a more eYcient scavenger of nitrate than other crops, so after harvest there is very little
nitrate available for leaching.

4.24 Beet production uses very little irrigation water: only about 5 per cent of the crop is irrigated, even in dry
summers.

Landscape

4.25 Sugar beet makes a large contribution to the diversity of the landscape in areas where it is grown and
sugar regime reform risks reducing this diversity and biodiversity too.

4.26 Sugar beet is not being introduced to new areas, so cultivation depth is not increasing as a consequence
of beet cultivation. Beet cultivation is therefore neutral with respect to historic landscape features.



3209771012 Page Type [O] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

47too much or too little? changes to the sugar regime: evidence

Climate Change

4.27 The Global Warming Potential (GWP) of beet, as produced in England, is similar to but slightly less
than wheat.

4.28 Sugar beet reform will not reduce fossil fuel consumption. In arable cropping, energy consumption is
dominated by the fuel used to make nitrogen fertilizer. Beet uses less N fertilizer than most other arable crops
and only about half that used on wheat, so has no worse a climate change profile than other crops.

4.29 Beet has an advantage in that it produces larger dry matter yields than other crops, so fixes more CO2

(up to 35t/ha). Much of this dry matter is left on the field in the form of beet tops, where it eventually becomes
incorporated into the soil organic matter.

Air Quality

4.30 A reduction in the area of sugar beet would not reduce CO2 emissions, which are similar for beet and
wheat, but it would reduce the capacity of arable agriculture to reduce the CO2 concentration in the
atmosphere. This capacity to draw down CO2 concentration makes beet an important candidate for
bioethanol production.

In Conclusion

4.31 Reform that leads to a reduction in the area devoted to sugar beet will be replaced by winter cereals,
potatoes or vegetables. Considering the information provided above (5.1–5.27), the report concludes that such
changes in land use will have adverse eVects on the following:

— Landscape diversity and biodiversity, especially on farmland birds.

— Occurrence of water erosion, especially where beet is replaced by winter cereal.

— The availability of soil for brown-field reclamation.

— The nitrate available for leaching into water.

— The amounts of pesticides applied, especially molluscicides and sprayed insecticides.

— The amounts of CO2 fixed.

4.32 Furthermore, a reduction in beet area will have little impact on the following:

— Wind erosion.

— Soil compaction.

— The risk of pesticides to non-target organisms.

— Consumption of water for irrigation.

— Preservation of archaeological features in the landscape.

— Noise.

APPENDIX 1

ANALYSIS OF “EFFECTIVE” PRICE CUT FOR UK BEET

The Commission have used an indicative, weighted average for the EU15 of ƒ43.63/t as the Minimum Beet
Price. This figure is theoretical and fails to take account of the diVering proportions of B quota in the member
states or the deficit area premium paid to those member states producing less than national consumption
requirements. The “final” EU price of ƒ25.05/t beet fails to consider either the Production Charge or the
possible “flexibility clause”.

1st year

Cut in Minimum Beet Price from ƒ43.63 to ƒ32.86 represents a reduction of 24.7 per cent. The UK however,
due to a proportionally smaller B quota and the deficit area premium of ƒ1.90/t beet, begins with a weighted
average (theoretical) Minimum Beet Price of ƒ47.00.

A cut toƒ32.86 in the first year therefore represents a reduction by 30.1 per cent toUK growers. Coupled with
the provision for a further 10 per cent reduction in the Minimum Beet Price if the market price falls below the
reference price, this could eVectively leave EU growers with aMinimumBeet Price in 2006–07 ofƒ29.57. This
would represent a cut of 37.1 per cent to UK growers in the first year alone.
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2nd year

Cut in Minimum Beet Price from ƒ32.86 to ƒ25.05. This represents a 2nd year cut of 23.8 per cent for all EU
growers. This represents an overall price reduction of 42.6 per cent if we use the ƒ43.63/t reference price used
by the Commission. For the UK however, incorporating both our proportionally smaller B quota and deficit
area premium (ie a theoretical weighted Minimum Beet Price of ƒ47.00), this represents an overall cut of
46.7 per cent.

If the Production Charge of ƒ12/t sugar (to be introduced in 2007–08) is indeed shared 50/50 with growers,
as Article 16 makes provision for, this equates to an additional reduction of ƒ0.78/t in the Minimum Beet
Price. This will result in a Minimum Beet Price of ƒ24.27.

If the Minimum Beet Price is reduced still further by 10 per cent in a marketing year when the market price
falls below the reference price, this would leave the Minimum Beet Price at ƒ21.84/t. This equates to
£15.07/t beet and represents an overall cut of 49.9 per cent from the Commission’s reference price (ƒ43.63)
and an overall cut of 53.5 per cent for the UK.

APPENDIX 2

SUGGESTIONS ON THE SWAP ISSUE AND THE NEGATIVE EFFECT FOR DEVELOPING
COUNTRIES

The creation of a triangular trade—whereby LDC’s import sugar for their own consumption, and export their
domestic production to the European Union to take advantage of the EBA initiative—will not help LDC
development. Why?

Artificial trade flows

(i) Swaps represent entirely artificial trade flows. Without the Union’s EBA initiative they would not exist;

(ii) It should not be a part of the EU’s development strategy to encourage the creation of artificial activities;

No employment creation

(iii) As we have seen with the OCT in the second half of the last decade, such artificial developments do not
aid employment in the LDC concerned, as genuine manufacturing activity is not created;

(iv) As a result swaps are directly contrary to the aims of the EBA initiative (to help development by
encouraging the creation of economic activity in the LDC beneficiaries, based on the use of their own
labour and natural resources);

Revenue gains will remain offshore

(v) Again as we saw with the OCT, any financial benefits from the swaps are likely to remain oVshore with
the international commodity traders and financial intermediaries involved, rather than staying in (or
even entering) the LDC where the swap is taking place;

Encourage fraud and corruption

(vi) The swaps will represent an incentive to fraud and corruption as there will be significantly lower costs
to be incurred (ie higher profits) if, instead of the imported sugar being unloaded for the LDCwhere the
swap is occurring, the sugar stays on the ship in the LDC harbour while only the documents are
swapped;

(vii) The EU should not accept the creation of arrangements that provide incentives to fraud and corruption.
It is increasingly accepted that a key to LDC development is the creation of sound administration
structures that are honest and eYcient. Swaps will work against these objectives;
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More food miles, not less

(viii) The result of the swaps will be that sugar is transported over much longer distances, as sugar will be
imported into the LDC’s so that domestic produced sugar can be exported to the EU. Consequently
food miles will be increased, rather than required for sustainable development.

APPENDIX 3

UK “EFFECTIVE COMPENSATION” (ƒ/T)

Reference Year 2006–07 2007–08

A B A!B A!B

Minimum Beet Price 46.63 29.82 32.86 25.05
Deficit Area Premium 1.90 1.90 — —
Production Charge — — — "0.78
Total 48.53 31.72 32.86 24.27

Reference Year Beet Receipts

UK Beet UK Beet Minimum Beet Price
for A for B (Incl. Deficit Area

UK A Quota UK B Quota Quota Quota Beet Area A B A!B Premium)

1,035,115 103,512 7,970,389 797,039 152,330 386,802,958 25,282,063 412,085,021 47.00

2006

New Beet
Minimum Receipts EUR/ha
Beet Price A!B Losses 60% Payments

32.86 288,097,655 123,987,365 74,392,419 488.36

2007

New Beet
Minimum Receipts EUR/ha
Beet Price A!B Losses 60% Payments

24.27 212,785,456 199,299,564 119,579,738 785.00

Comparison

2006 2007

Commission NFU Commission NFU

Compensation envelope 64,333,000 74,392,419 105,376,000 119,579,738
EUR/ha Payment 422.30 488.36 691.70 785.00
“EVective” Compensation (%) 51.9 52.9
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APPENDIX 4

Economic, Social and Environmental Implications of EU Sugar Regime Reform:
A report to DEFRA from Cambridge University and the Royal Agricultural College

ENVIRONMENTAL IMPACTS OF SUGAR REGIME REFORM: COMMENTS FROM BROOM’S
BARN RESEARCH STATION, THE NATIONAL CENTRE FOR SUGAR BEET RESEARCH

Summary

Some Sugar Regime reform scenarios tend to reduce the area devoted to sugar beet as a consequence of
either a direct quota cut or a reduction in the sugar price. It is likely that on many farms that grow beet
today the released land will grow winter cereal: on those with Fen soil or with irrigation facilities the released
land may be used for extra potatoes or vegetables. Overall, these changes will have adverse eVects on the
following:

— Landscape diversity and biodiversity, especially on farmland birds.

— Occurrence of water erosion, especially where beet is replaced by winter cereal.

— The availability of soil for brown-field reclamation.

— The nitrate available for leaching into water.

— The amounts of pesticides applied, especially molluscicides and sprayed insecticides.

— The amounts of CO2 fixed.

Most of these adverse eVects will be particularly severe where beet are replaced by potatoes.

A reduction in beet area will have little impact on the following:

— Wind erosion.

— Soil compaction.

— The risk of pesticides to non-target organisms.

— Consumption of water for irrigation.

— Preservation of archaeological features in the landscape.

— Noise.

The published evidence in respect of loss of soil, pesticides, water and archaeological features is in direct
conflict with the claims made in the Report by Cambridge University and the Royal Agricultural College.

Preamble

Chapter 5 of the Cambridge University/Royal Agriculture College report deals with Environmental Impacts
of Sugar Regime Reform. However, many of the statements in the chapter are not evidence-based, and are
therefore sometimes misleading. Some of the evidence produced by the BBRO-funded environment research
projects (concerning pesticide ecotoxicity, leaching of fertilizers and pesticide residues, climate change) has
now been accepted for publication in refereed journals but is not yet published, so could not have been
accessed by the reporters unless they contacted the researchers personally: this was not done. Competent
research will always involve contact with acknowledged national and international specialists in the field.
The comments in this response are, where possible, evidence-based. Emphasis has been given to the direction
of any environmental impacts (adverse, benign, or beneficial) of sugar regime reform, not to the predicted
detailed impacts of each of the change scenarios.

Throughout this response the comments have been cross referenced to the paragraph numbering used in
the original report, and the response has been broadly divided into the same subgroups: biodiversity, land
use and soils, waste and water, landscape, climate change, air quality, noise and general impacts.
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Biodiversity

Organisations involved with wild birds (especially English Nature1 and RSPB2) have, during the Sugar
Regime Review consultations, made reference to the beneficial aspects of sugar beet production in the UK
in relation to farmland birds. The report acknowledges this. The Government uses the population of some
farmland bird species as a Quality of Life indicator9. The beet crop is preceded by a long period (up to 6
months) when the land is in stubble. This can provide rich feeding grounds for birds like finches and
buntings during winter3,4. There is potential to increase still further the proportion of beet crops preceded
by a long stubble period. Beet crops have an open canopy structure and contain areas of bare soil until mid
summer: this provides nest sites for ground-nesting species such as stone-curlew (a population of national
importance), partridge, lapwing and skylark. Weed control in the beet crop is diYcult, and so it typically
contains more weeds that set seed than most other crops, especially cereals5. In consequence, beet fields
prior to harvest are important feeding grounds for seed eating birds like finches and buntings3.

About half of the beet crop is harvested after mid-November and the next crop is therefore not sown until
spring. During this period the aftermath of the beet provides valuable food sources for geese, swans,
skylarks, golden plover, lapwing, pied wagtail and meadow pipit. During winter, more than a quarter of
the world’s population of pink-footed geese feed on the aftermath in beet fields in eastern England6. As
the beet industry becomes more eYcient, the proportion of the crop that is harvested too late to be sown
with the next crop in autumn will increase: the beet harvesting and processing period will be spread later
into winter.

Paragraph 5.13 of the report suggests that benefits to wildlife aVorded during autumn and winter by the
aftermath of beet production may decrease with climate change. What little evidence there is contradicts
this. Although increasingly dry summers may reduce the foliage weight at harvest, it is unlikely to reduce
significantly the weight of beet crown left in the field, and this crown (not the leaf) provides a significant
proportion of the feed for birds in autumn and winter. This paragraph also claims that drier autumns (a
possible eVect of climate change) will encourage earlier harvest: it will do the reverse. Dry soil is too strong
for beet to be harvested, and so it delays harvest. Also, any move to warmer winters is likely to increase
the proportion of the beet crop still to be harvested in January: at present beet is harvested earlier than
the factories need it only in order to protect it from cold weather. Therefore, warmer winters are likely to
increase the availability of the aftermath of beet crops as bird food.

Some of the benefits provided by the beet crop (described above) might be provided by Entry Level and
Higher Level Agri-environment schemes. However, the report correctly points out (5.14–16) that these
benefits cannot be confidently predicted.

Land Use and Soils

Para 5.24 Soil Tare

Soil adheres to harvested beet and some is taken to the factory. This represents the loss of about 1 per
cent of the topsoil of beet fields per century: this rate is approximately the same as the rate of soil formation
in northern Europe7. The soil taken to the factories is all recycled (about half of it to agriculture, where
it radically improves the quality of infertile sandy fields). Soil recycled to non-agricultural applications is
sold, much of it to landscape and reclaim brown-field sites. Stone (about 70,000 t/year) is removed from
beet fields and is sold into the construction industry. These eVects are of no detriment to the sustainability
of agriculture.

Para 5.25 Soil Erosion

Unstable soil in gently sloping fields is at risk of erosion by water if the surface is not protected by foliage
or crop debris8. In autumn the risk to arable crops is to freshly sown cereals and rape; in spring to beet,
potatoes, peas and field vegetables. Evans8 studied erosion in the same transects of UK land every spring
and summer from 1982–86, using aerial photographs and subsequent field surveys. In these tracts 14 per
cent of the beet fields had evidence of water erosion compared to 11 per cent of potato fields and about
2 per cent of fields growing cereals, rape, peas or beans. Although erosion in beet fields was slightly more
frequent, it was seldom serious and the average movement of soil within the field was 0.3mm/beet crop.
In a subsequent study of all crops on one large erosion-prone farm with 35 fields, Evans9 found that the
9 Species in the Quality of Life Indicator for Farmland Birds: grey partridge, lapwing, stock dove, turtle dove, skylark, whitethroat,
starling, tree sparrow, goldfinch, linnet, yellowhammer, corn bunting, kestrel, wood pigeon, yellow wagtail, jackdaw, rook,
greenfinch, reed bunting.
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amount of soil eroded in beet and winter barley fields (0.7m3/ha) was similar, and was about half the amount
moved in potatoes. This is contrary to the report’s claim that a shift from beet to cereals or potatoes would
reduce the risk of soil erosion.

Cross compliance will require soil protection plans from all arable farmers, and those with erosion prone
fields may have to take some parts of those fields out of production. Evans’ studies8,9 indicate that this
will aVect almost all arable crops, not beet especially. In this respect reform of the sugar regime will have
almost no impact, again contrary to the implication in the report.

Fields with a dry and smooth soil surface are at risk of erosion by wind. The preparation of seedbeds for
any small-seeded row crop can create these conditions.

Beet has suVered from wind erosion in the past, but farmers now use soil protection measures to reduce
this risk. Protection is aVorded by either (a) stabilising the surface by sticking the particles together or
(b) roughening the surface to reduce the speed and power of the airflow immediately above the soil surface.
Typically beet growers either roll the surface to create a thin, ridged and stable crust or grow a cover crop
to roughen and stabilise the surface10. The annual British Sugar Beet Crop Survey shows that less than
0.3 per cent of the crop has had to be abandoned or resown due to wind damage in any year since 1990.
Therefore beet farmers today already operate soil protection plans with respect to wind erosion, which
therefore has a negligible eVect on the UK beet crop.

Para 5.26 Soil Compaction

Today’s sugar beet production methods are not especially likely to cause soil compaction, contrary to a
claim in the report. In Germany Schafer-Landefeld et al.11 anticipated that today’s large beet harvesters
would cause long-term damage to subsoil structure, but could not find evidence for this in trials. Instead
they found that the upper layers of the subsoil were already strong enough to carry the harvester; this
strength is probably a consequence of soil compaction during decades of ploughing with one tractor wheel
in the furrow bottom. The situation in Germany is likely to be similar to the situation here. Modem
harvesters, because their use results in less traYc across the land, cause less damage to the structure of the
surface soil than their older counterparts.

Fertilizer Applications

In paragraphs 5.21-27 the reports’ authors correctly refer to the doses of fertilizer applied to beet crops as
being “close to the optimum levels for crop requirements”. Table 1 shows the rates of application of the
major plant nutrients to some arable crops in Great Britain12. Beet is given smaller amounts of nitrogen
than most arable crops, similar amounts of phosphate to combinable crops, and intermediate doses of
potash. However, some growers, immediately before their beet crop, apply phosphate and potash not only
for the beet, but for one or two subsequent crops as well. These fertilizers are strongly retained by the soil
so early application is not wasteful. All of this fertilizer was recorded against the beet crop in this survey.
Sugar beet is an eVective scavenger for soil nitrate and continues to absorb this nutrient until well into
autumn. As stated in the report, much less nitrate leaches out of the soil after beet harvest13 than from
most other arable crops.

Table 1

AVERAGE FERTILIZER USE ON MAJOR ARABLE CROPS, GREAT BRITAIN 200012

Winter Winter Oilseed Maincrop
wheat barley rape potatoes Sugar beet

Nitrogen 188 146 195 160 104
Phosphate 44 48 41 159 39
Potash 47 61 43 234 91



3209771015 Page Type [O] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

53too much or too little? changes to the sugar regime: evidence

Pesticide Applications

Pesticide input to arable crops can be compared on several scales (number of applications, weight of active
substance per hectare etc). The Cambridge/Royal College study chooses to make comparisons on a weight
of active substance basis. According to Garthwaite et al14 across all pesticide types, the average weight
applied to beet in 2002 was 3.72kg/ha, compared to 4.37kg/ha for wheat 3.80 kg/ha for winter barley,
2.37kg/ha for oilseed rape and 14.8kg/ha for potatoes (excluding desiccants). Thus technical advances have
allowed beet growers to reduce their pesticide usage by 2.0kg/ha (35 per cent) since DEFRA reported on
sugar beet to the EU Commission in 200215, and by 78 per cent since 1982. Thus, use on beet is now less
than wheat and potatoes and similar to winter barley: this contradicts para 5.32. Pesticide usage for the
main arable crops is shown in Table 2.

Table 5.1 of the Cambridge/Royal College study implies incorrectly that beet and potatoes have equally
heavy use of insecticides. Many nematicides are also powerful insecticides, and until now this has been true
of those used in beet. The insecticide (including seed treatment applications) and nematicide used in beet
amounts to 0.16kg a.s./ha. The equivalent use in potatoes is 2.07kg a.s./ha. Table 5.1 does not record use
of molluscicides (a group of chemicals with important biodiversity impacts): average application in beet in
2002 was 0.002kg/ha, compared with 0.1 1kg/ha in wheat and 0.28kg/ha in potatoes.

Table 2

COMPARISONOFAVERAGEPESTICIDEUSAGE (KGAS/HA)OFSELECTEDARABLECROPS
IN GREAT BRITAIN IN 2002. DATA TAKEN FROM CSL REPORT 18714.

Winter Winter Oilseed Ware
wheat barley rape potatoes Sugar beet

Insecticides 0.047 0.014 0.026 0.068 0.025
Desiccants 51.815
Fungicides 0.527 0.526 0.419 9.352 0.090
Sulphur 0.042 0.060 0.111 0.116 0.254
Growth Regulators 1.242 0.877 0.002 0.588
Herbicides 2.313 2.241 1.582 1.961 3.120
Molluscicides 0.105 0.023 0.209 0.283 0.002
Nematicides 2.213 0.064
Seed treatments 0.095 0.059 0.022 0.283 0.166

Total (all registered pesticides) 4.371 3.802 2.371 6.680 3.721

The Cambridge/Royal College study chooses to make comparisons on a weight of active substance basis.
Surveys of the use of pesticides only tell part of the story. Another important component is to consider the
risk that these products and their metabolites pose for non-target organisms in the environment. DEFRA
funded the development of the pEma software package16 to do this. This package was not used in the
Cambridge/Royal College study. It has been used to assess the risks associated with the use of 13 typical sugar
beet production scenarios. This is a more comprehensive examination than has been conducted for any other
crop in the UK.When making comparisons with other arable crops, our work17 found that the risks from beet
seemed to be more than from wheat and barley, less than peas and rape and much less than potatoes. Ideally
these comparisons should be made again, but with detailed cropping scenarios representing real pesticide
usage on the whole of the cropped area, as was the case for sugar beet.

Paragraph 5.37 raises questions about:

— “potential hazards of seed treatments in beet, where all seed is treated.” 89 per cent of all arable crops
are sown with treated seed14, in many cases with the same active ingredients as those used in beet. It
is generally recognised that, as a method of delivering crop protection products, seed treatment is
less of a risk to the environment than other methods because the pesticide doses are small and can
be precisely placed to limit the exposure of non-target organisms. The report implies concerns but
fails to highlight this key point.

— “environmental impacts of genetically modified beet.” Recent research has shown that, if regulated
appropriately, herbicide resistant sugar beet would oVer environmental benefits, either in spring or
in autumn, for farmland biodiversity18. The mechanism is through growing weedier crops without
yield loss. These benefits are in addition to the superior life cycle analysis and energy performance of
GM compared to conventional beet and to reduced direct ecotoxicity of the partner herbicides used.
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Waste and Water

Paragraph 5.43 lists factors associated with the risk of soil erosion by water and the subsequent contamination
of watercourses by nitrate, phosphate and pesticide. Contrary to what is implied in the report, sugar beet is
not a specially high water erosion risk, despite being grown on light soil. In part this is because beet is almost
exclusively grown on flat fields or fields with only a slight slope. MAFF funded a study19 that identified winter
cereals as the high-risk crop on erosion prone sites, potatoes and beet were classified as having moderate risks.
A study by Evans9 found that potatoes were the worst risk.

Paragraph 5.45 states that larger doses of pesticides are applied to beet than to all other arable crops except
potatoes. This is incorrect (Table 2). For example, more is applied to wheat than beet. In any case, pesticide
weight is a poor indicator of the risk of diVuse pollution, which depends on pesticide longevity and onmobility
in water. None of the pesticides applied to sugar beet is likely to leach into the drainage water in significant
amounts17. This finding agrees with the Environment Agency’s monitoring of water quality, where sugar beet
pesticides have never caused a breach of the Water Quality20 standards. Herbicides applied to winter cereals
are, however, a cause for concern, but the changes in the intensity of wheat cropping in place of sugar beet is
unlikely tomake this significantly worse. The report correctly states that the lower application rate of nitrogen
and phosphate fertiliser on beet than onmost other arable crops makes beet a lesser risk for nutrient pollution
and eutrification of water sources than other crops. Additionally, beet is a more eYcient scavenger of nitrate
than other crops, so after harvest there is very little nitrate available for leaching13.

Paragraph 5.46 correctly states that beet production uses very little irrigation water: only about 5 per cent
of the crop is irrigated, even in dry summers. If irrigated beet production is cut, the released water resource
will be reallocated to other crops that provide good returns from irrigation, eg potatoes or field vegetables.
Thus there will be no change in consumption of irrigation water as a consequence of sugar regime reform,
but there could be an increase in justified demand.

Landscape

Paragraphs 5.52 and 5.53. In Local Authority wards where beet is grown, 66 per cent of the arable area
is winter cereal or winter rape, 10 per cent is beet21. Beet is 63 per cent of the area of crop with an open
canopy of the type favoured by many farmland birds. Thus the report correctly implies that sugar beet
makes a large contribution to the diversity of the landscape in areas where it is grown and sugar regime
reform risks reducing this diversity and biodiversity too.

Archaeological features in the landscape can be damaged by any increase in cultivation depth. Sugar beet
is not being introduced to new areas, so cultivation depth is not increasing as a consequence of beet
cultivation. Beet cultivation is therefore neutral with respect to historic landscape features.

Climate Change

Paragraph 5.55. Our recent peer reviewed and soon to be published study22 has shown that Global Warming
Potential (GWP) of beet, as produced in England, is similar to but slightly less than wheat. Much of the
GWP of beet was associated with use of animal manure. If the area devoted to beet is reduced as a result
of Regime reform, this manure will simply be used on another crop instead, although its use will probably
be less eYcient. Sugar beet reform will not reduce fossil fuel consumption. The report fails to conclude
that in arable cropping, energy consumption is dominated by the fuel used to make nitrogen fertilizer. Beet
uses less N fertilizer than most other arable crops and only about half that used on wheat, so has no worse
a climate change profile than other crops. Beet has an advantage in that it produces larger dry matter yields
than other crops, so fixes more CO2 (up to 35t/ha). Much of this dry matter is left on the field in the form
of beet tops, where it eventually becomes incorporated into the soil organic matter.

Paragraph 5.57. “Climate change is likely to increase . . . the frequency of winter precipitation and more
stormy weather.” This will enhance the risk of erosion on soils which are unstable and unprotected during
this period. Contrary to the report’s claims, the “at risk” crops in these circumstances are winter cereals,
not beet19.
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Air Quality

Paragraph 5.59. A reduction in the area of sugar beet would not reduce CO2 emissions, which are similar
for beet and wheat, but it would reduce the capacity of arable agriculture to reduce the CO2 concentration
in the atmosphere22. This capacity to draw down CO2 concentration makes beet an important candidate
for bioethanol production.

Noise

Paragraph 5.62. Making a noise in an already noisy environment has little additional adverse impact, and
any change to the amount of sugar beet produced in England will have little direct eVect on noise pollution.
However, any increase in cereals area could slightly increase the amount of noise generated at night as
harvesting after dark would become more common and as crop driers would operate for slightly longer.

Conclusion

Some Sugar Regime reform scenarios tend to reduce the area devoted to sugar beet as a consequence of
either a direct quota cut or a reduction in the sugar price. It is likely that on many farms that grow beet
today the released land will grow winter cereal: on those with Fen soil or with irrigation facilities the released
land may be used for extra potatoes or vegetables. Overall, these changes will have adverse eVects on the
following:

— Landscape diversity and biodiversity, especially on farmland birds.

— Occurrence of water erosion, especially where beet is replaced by winter cereal.

— The availability of soil for brown-field reclamation.

— The nitrate available for leaching into water.

— The amounts of pesticides applied, especially molluscicides and sprayed insecticides.

— The amounts of CO2 fixed.

Most of these adverse eVects will be particularly severe where beet are replaced by potatoes.

A reduction in beet area will have little impact on the following:

— Wind erosion.

— Soil compaction.

— The risk of pesticides to non-target organisms.

— Consumption of water for irrigation.

— Preservation of archaeological features in the landscape.

— Noise.

These impacts are summarised in Table 3, which presents a very diVerent picture than the series of diagrams
in the report.

The published evidence in respect of loss of soil, pesticides, water and archaeological features is in direct
conflict with the claims made in the Report by Cambridge University and the Royal Agricultural College.

September 2005
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Examination of Witnesses

Witnesses: MrMartinHaworth, Director of Policy, National Farmers’ Union, andMrNickWells, Vice-
Chairman, NFU Sugar, National Farmers’ Union, examined.

Q135 Chairman: Good morning and thank you for to deal with this through the price mechanism and
through a voluntary restructuring rather thancoming to talk to us this morning and to answer our
compulsory quota cuts, but we do have a numberquestions. Would you like to make any opening
of concerns about the proposals as they stand,statement? Please introduce your colleague to us.
which we will no doubt come to in the course of ourMr Haworth: Briefly, I am Martin Haworth,
questioning.Director of Policy at the NFU. I have with me Nick

Wells, who is a sugar grower from Lincolnshire. He
is the Vice-Chairman of our Sugar Board. By way of Q136 Chairman: Thank you. We have been
introduction, the NFU represents every single sugar circulated with the article on sugar reform in the
beet grower in the UK, 7,000 growers, who Farmers’ Club Journal, Harvest 2005. I think the
obviously have a very keen interest in the future of general comment around this table earlier this
the policy and reform of the policy. We totally morning was that it was a very good article. It sets
accept that the policy needs to be reformed. We out the problems. You are quite generous in your
understand the reasons for that and we accept that comments regarding the proposals being put
it should be reformed. We believe that the strategic forward by the Commission. It is very interesting to

read. These proposals do of course envisage a verydirection of the Commission’s proposals is correct,
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19 October 2005 Mr Martin Haworth and Mr Nick Wells

Mr Haworth: We think it is realistic, Chairman,substantial cut, 39 per cent, in the sugar price. What
because at the moment the sugar regime for 40 yearsimpact do you think this will have on the amount
has been built on the premise that sugar productionof sugar grown, first in the UK and then in the rest
should take place in every country of the Europeanof the EU?
Union, and some of them are quite unsuited toMr Haworth: With your permission, my Lord
sugar production and under a more competitiveChairman, I would like to reverse the order of those
arrangement would not be able to continue. We feelquestions. Firstly, what impact will it have in the
we could continue, so we would expect the reductionrest of the EU? It must have a large impact because
to take place in those areas of the European Unionwe are required, eVectively, by the results of the
that are unsuited to sugar production or whereWTO panel to make a substantial reduction in our
production is never going to be competitive. Yes, weproduction in order to be compliant. We believe
believe it is realistic.that these proposals would make the necessary

reduction in production in the European Union as
a whole. As far as the UK is concerned, frankly, we Q138 Chairman: At one point in your article you
believe that we could maintain our current level of said it was important in the transition arrangements
production. That is our hope and we believe that to ensure that in the early years British growers do
that would be possible. We would expect and hope in fact receive equal treatment with our principal
that the reductions would take place in the rest of competitors, the French. Would you like to expand
the EU. If we have one concern—and I would ask on that for a moment?

Mr Haworth: Yes, Chairman. The proposal as itmy colleague Nick Wells to add to this—it would
stands means a big price cut and 60 per cent of thebe that the price reductions proposed are probably
price cut would be compensated to growers. Thattoo severe, that they would have a bigger impact on
would be a decoupled payment, which would formproduction than would be required. Certainly we
part of a single farm payment, but Member Statesthink that growers in the UK are amongst the most
would be allowed the freedom to decide howcompetitive in Europe. The price cuts in this
precisely that payment was paid to growers and toproposal would make very many producers in this
farmers. We know that in the United Kingdom thecountry unviable. On that basis, we would probably
Government’s intention would be to make that intobelieve that, as they stand, the proposals would have
a regional payment so that ultimately it would justan impact, which would be greater than would be
be paid as a single payment, the same payment pernecessary to meet our commitments.
hectare across every hectare of land in the country,Mr Wells: You do have to appreciate that at the
whereas in other countries they would pay it as whatproposed ƒ25 per tonne, supplies in Europe would
is called a historic payment, that is to say, it wouldbecome critical. To that end, what the UK actually
go to those farmers who had been growing sugarended up producing would depend really very much
beet in the reference period, and it would stay withon restructuring across the rest of Europe, and
them, so they would always keep that payment. Inindeed the UK. If we are looking at a reduction of,
the case of England, because we are talking aboutsay, 5 million tonnes across Europe and the least
England rather than the United Kingdom here,eYcient leave, we would expect the UK to maintain
there would be a transition between what would beits production, but, under the restructuring scheme,
a largely historic payment in the early years goingit depends on there being no distortions between
to a completely regional payment at the end of aourselves and the rest of Europe that might
transition period. We believe it would be possible toencourage the least eYcient to stay in the industry.
manipulate the transition period so that in the earlyIt is quite important that things like compensation
years most of the payment was still paid on aare mandatorily coupled across the whole of
historic basis. On that type of arrangement, weEurope. If certain areas of Europe have coupled
think that in the early years you would be able tocompensation and we do not, then that could
have very similar treatment between England and

encourage them to continue producing and not to France. Clearly, at the end of the period, the
take the restructuring. If large areas of Europe treatment would be very diVerent.
choose not to restructure, we will get a quota cut,
which will fit the eYcient and the least eYcient alike.

Q139 Baroness Miller of Chilthorne Domer:
Mr Wells, I want to clarify that “most eYcient”

Q137 Chairman: As someone who does not know presumably means the most volume from the area
very much about the problem, which is myself, it is of land in question.
rather impossible to believe that actually production Mr Wells: It is most eYcient in terms of yield but
in this country would remain as it is now with other also of course cost of producing. Where we
European Union countries taking all the cuts. That especially gain in the UK is with our climate. We

have a long growing period and a long harvestingis not very realistic, is it?
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19 October 2005 Mr Martin Haworth and Mr Nick Wells

Q142 Chairman:We are going to come back to thatperiod. We can process fresh sugar beet for six
months of the year; much of Europe cannot do that. later on.

Mr Wells: I will put that on hold. Sugar beet is
particularly important in the UK as much as

Q140 Lord Haskins: Do you think that the anything for its labour profile. We are employing
compensation is generous enough or too generous people on the land through much of the winter
or, as the most important question, will many UK period when otherwise that would not be possible.
producers pick up the compensation and come out By maintaining a sugar beet crop, we are actually
of sugar beet because that is attractive? maintaining a considerable amount of employment.
Mr Haworth: When we talked before about the UK That is one of the key issues. If we lose that crop,
or England retaining its current volume of we do not just lose the labour that relates directly
production, which is what we would hope to see, to the crop but the labour that is working on other
that does not mean to say that the same growers are crops and supported by sugar beet. The other point
going to continue. There would be a restructuring about sugar beet is that it is a rotational crop. There
within the industry. Some growers would take is crop cover in the autumn, which is unusual. Not
compensation and leave; others would expand. As that many crops have full crop cover in September.
to the generosity of the compensation, it is supposed It is important for rotational weed and pest control.
to be sixty per cent, but in our evidence we pointed If we did not have sugar beet, we could be looking
to the reasons why actually in England it is less than at far more monoculture particularly of winter
sixty per cent, because the eVect of the price cut is wheat, I would suggest.
higher.

Q143 Chairman: Could you take us a little more
Q141 Lord Plumb: You say in your excellent paper through the employment point for those of us who

are not active farmers. What is the labour involvedthat there are too many unknown variables to
with sugar beet? What do these people do in thesupport sensitive analysis. I think some of the things
autumn and winter months? Is it still manualyou have now said confirm that. We realise that
labour?sugar beet is very much a growth crop seen on many
Mr Wells: The harvesting and handling of sugar beetfarms. We know it is essential on many farms in
is still quite a big labour employer. There is thevarious areas of the country. Could you give your
harvesting, the handling from the field to individualopinion on what the consequences would be for
farm storage areas, farm pads, and then thefarming systems from a reduction in production and
handling on of that to transport. Of course there isof course ask the question, which I am sure you will
a lot of rural employment in transport in a periodhave a very ready answer to, whether it is important
when it would not otherwise probably be possibleto grow sugar beet at all. What are the alternative
to keep those lorries busy, which adds to thecrops that could be grown, bearing in mind of
eYciency of the haulage industry through the yearcourse that some of those crops might look more
as well.attractive now than they did a year or two ago? I am

thinking of oilseed rape. A hectare of oilseed rape of
course could produce 1,500 litres of biodiesel and Q144 Lord Cameron of Dillington: I wanted to
that is 15,000 miles in a normal motor car, which I explore the question of quota. Do you support the
think might just be seen to be an alternative to proposal that sugar beet quotas, on-farm quotas,
growing sugar beet? should survive? What do you think is going to
Mr Haworth: To answer the last part of your happen to the price of the quota? You said in your
question first—is it important that the UK evidence just now that you do not necessarily think
continues to grow sugar beet?—we feel it is but we the same farmers will survive, which presumably
accept that it should only continue to grow sugar means that we will get much bigger producers of
beet if it is competitive and economic to do so. We sugar beet than currently exist. What would you say
certainly do not say that it is important for every to a proposal whereby quotas might be transferable
country in the European Union to continue to grow between Member States?
sugar beet because that would lead us back into the Mr Haworth: Strictly speaking, Lord Cameron,
situation where uncompetitive countries would there is not a quota at farm level. There is a quota
continue to our detriment. We think it is important at national level, which is then distributed to
only on the basis that we can continue to be factories and then the factories give contracts to
competitive. As for the impact on farming systems, growers. The Commission’s proposal maintains that
Nick Wells will comment on that. system, but we would envisage potentially, over a
Mr Wells: May I take what I regard as your period of years, that the importance of quotas
potentially most important point, which is the would reduce. In future, if you are running

eVectively a much more competitive price-basedbiofuel one?
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promising way to generate biofuels? Will the marketindustry, we would imagine that the quotas might
ultimately start to disappear, as indeed they actually pay for this?

Mr Wells: Agronomically and from a CO2 point ofprobably will in the dairy sector, with which you are
probably more familiar. As far as transferring view, I would say it had to be sugar. The sugar beet

crop produces around 10 tonnes of sugar perquotas between producers, that becomes quite a
complex issue about who has the right to do that, hectare, which equates to around five tonnes of

bioethanol which, as Lord Plumb states, will keepand perhaps we will get on to that later when we
discuss the relationships in the future between the a number of cars going per year solely on from that

crop. If we look at the wheat crop, a wheat crop ofGovernment and British Sugar or the processors
and farmers. As far as transfers between countries around nine tonnes per hectare will produce about

three tonnes of ethanol, considerably less than theis concerned, that was in the initial Commission
proposal but has now been removed. Instead of five tonnes from sugar; and oilseed rape produces

probably around two tonnes of biodiesel. We arethat, the Commission has proposed a voluntary
restructuring scheme by which eVectively quotas getting a far greater return per hectare in terms of

fuel from sugar beet compared with other crops.would be bought up from Member States and not
re-transferred. Again, looking to the future, it may Compared with those two principal alternatives, it

actually uses far less nitrogen per hectare as well. Ibe that once Europe has a more competitive sugar
beet industry which is based in a fewer number of would see sugar as by far the most eYcient, but

whether it is the most cost-eVective depends oncountries, it will again be possible to envisage
further transfers between those countries. In the other outside influences.
short term, the quota system will remain but the
issue of how contracts are allocated between the Q148 Lord Livsey of Talgarth: That is fascinating.
processor and the grower is a critical one. Could I ask Mr Howarth: how do you discuss the

possibility of growing a similar amount of sugar
beet in the UK and switching to ethanol as aQ145 Lord Livsey of Talgarth: On the question of
possible alternative?alternative land-use, we have heard some of this
Mr Haworth: We have examined that quite closely.already and you have answered the question in part
It is certainly one of the possibilities. I do not thinkbut I will put it anyway. What alternative uses do
one could say more than that at the moment.you anticipate for land that is no longer being used

for sugar production? Some of this has been covered
Q149 Chairman: What does your advice need to bealready but I would add this. Clearly oilseed rape is
for this to be realistic for sugar beet?one but what other crops would you see as being
Mr Haworth: Certainly at today’s oil prices, it canpossible replacements?
be realistic. I think it is probably a combination. InMr Wells: Principally these would be oilseed rape,
our view, it is not just the price; there is an issue ofcereals and set-aside. One of the issues here is that
how much tax is levied on this. There is already awe have roughly 150,000 hectares of sugar beet in
reduction in the tax levied on biofuels, which isthe UK.
helpful. I think the most important help to this
industry would be a renewable fuel obligation in the

Q146 Chairman: Is that a fairly static figure? same way that we have for electricity where
Mr Wells: It is marginally declining to reflect the generators are required to produce a certain
high yields we are achieving. If that area was moved percentage of their electricity from renewable
into another crop, then it could impact on that sources and, if they do not do that, then they pay
sector and the economics of that sector. If you a levy eVectively. We are advocating the same thing
couple that across Europe, the number of hectares for road transport—road fuel—that there should be
that will be coming out, then it could have quite a a required rate of incorporation of biofuels into
serious eVect on the cereal sector, perhaps of rape. ordinary road fuels. It would be up to the producers

of those fuels whether they did incorporate
renewable raw materials or they paid a levy. WeQ147 Lord Livsey of Talgarth: I fully endorse what
think that that would be the best boost for theyou said about labour demand in the winter. We
industry. It would give it a guarantee of a marketused to do labour profiles on this when there was
and would get the industry oV the ground.very high demand. Obviously that has an impact on
Chairman: This is an extremely interesting line ofrural employment. Could we move on to the
thought that I hope you will develop.question that we might be able to retain a sugar beet

crop if we converted the sugar into ethanol as an
alternative, obviously, to a source from oilseed Q150 Lord Christopher: Mr Wells gave us a very

clear picture of production of ethanol from therape? That might have a net beneficial impact on the
emission of CO2. What do you see as the most various crops. What is left, as it were, in value terms
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Q154 Lord Cameron of Dillington: The P and K arebecause it is not just that; you have byproducts and
whatever else? Is there information on the much greater. There is still a number of operations

and the sprays to maintain which makes it morecomparisons between the byproducts of using
several crops? expensive.
Mr Wells: The byproduct from sugar beet would Mr Wells: It is true to say that you do more closely
mainly be sugar beet pulp, similar to what we get monitor the sugar beet crop and apply lower rates of
now. There is new technology gradually becoming pesticide, but more frequently. Those are specially
available that might be able to convert that pulp targeted to the particular needs of that crop. You
into ethanol as well. Sugar beet pulp is quite a have to monitor the crop very carefully. This is one
valuable feedstuV. Wheat oVers another valuable of the inputs to the crop in terms of it being a user
byproduct as a livestock feed and that has slightly of labour, an employer, in that it does need a far
higher protein. higher standard of management than other crops.

That does not necessarily imply that that will be a
larger energy input.Q151 Earl Peel: On that same subject, is the
Lord Cameron of Dillington: The variable costs oftechnical infrastructure there to be able to produce
your gross margin are much higher.the ethanol if it was decided that there was an
Chairman: Perhaps this is an area where writteneconomic route forward?
evidence to follow would be very useful.Mr Wells: The simple answer to that is “yes”, but it
Earl Peel: I think you suggested very helpfully thathas to be economic to establish. It may be economic
we might have some more evidence on the ethanoltoday to produce biofuels from sugar, or any other
front. May I suggest that we may also have somematerial, but we have to invest and we have to know
evidence as to what is happening in other Europeanthat two or three years down the line it is still viable.
countries?This is one reason why we would push for a road
Chairman: Absolutely, because we are an EUtransport fuel obligation, which would force the oil
committee and we are very anxious to know thecompanies to the market to buy biofuels.
reaction of other EU countries to all of this. We turnChairman: May I suggest that you put in some
now to the relationship with industry.supplementary evidence to us on this? I think that

would be very helpful to us. We really would like to
explore this matter with you. Q155 Lord Haskins: Looking from the outside and

being a bit of a devil’s advocate, it seems to me that
Q152 Baroness Miller of Chilthorne Domer: I am the sugar industry British Sugar enjoys has been a
aware that there is a pilot project between Wessex pretty well run cartel for a number of years. Certainly
Grain, who as I am sure you are aware are the there are published figures of British Sugar showing
people who produce down in Wessex, and the Ford that it has been a pretty good thing for the
Motor Company to produce fuel from wheat. There shareholders of British Sugar. Do you see any
is a partnership between the grain producers and substantial change in that relationship post the
forecourts and some fleet owners. I wondered if reforms? Again, on a European basis, are the
there is any comparable pilot project going on in equivalent arrangements there and are they going to
sugar? change dramatically as a result of the reforms?
Mr Wells: The production of ethanol from sugar MrHaworth:Yes, we do see the need for a big change
beet for road fuel is progressing. I would say it is in the relationship after this reform. Looking back, it
imminent, but there needs to be that certainty in the is true that this regime eVectively gave a guarantee of
industry to be able to conclude that and start production; it gave producers a guaranteed price; and
producing biofuels. It would be possible to have a it did, as you hinted, give quite a satisfactory margin
plant up and running producing bioethanol from to the processor. Looking forward, if we are to
sugar probably within 15 months. continue to produce successfully, we will have to

become more competitive and more eYcient. That
requires the whole chain to work together to achieveQ153 Lord Cameron of Dillington: Taking your

figures about the production of bioethanol per that, which means a partnership. We do see that in
future it will be necessary to have much more of ahectare, which you spoke about a moment ago, the

point is that to produce the sugar beet yield is very partnership approach in order to make the necessary
decisions to keep the British industry viable. Inmuch more expensive, is it not, than it is to produce

the wheat yield? Inputs into the sugar beet crop are particular, I think it is very important that it would
not be possible for the processor, who is a monopolyfar in excess of the inputs into a wheat crop.

Mr Wells: One of the main inputs, in terms of energy processor in this country, to be able to take unilateral
decisions on closing factories or even on acceptingespecially, is nitrogen fertilizer. Sugar beet uses

roughly half the amount of nitrogen fertilizer per the voluntary restructuring aid and reducing
production in the United Kingdom. We feel thathectare.



3209771017 Page Type [E] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

62 too much or too little? changes to the sugar regime: evidence

19 October 2005 Mr Martin Haworth and Mr Nick Wells

Mr Wells: The processing capacity will match thethese are decisions which need to be taken jointly. As
amount of crop that is grown. That will end upI have mentioned before, I think we do see a
coming back to the economics of the crop and as torestructuring of the industry taking place. That has to
what extent we can produce sugar beet at the sorts ofbe done in partnership. We do feel that the
prices that are being suggested here. If we cannotGovernment has a role to play here because the
produce the beet, then the processors will not haveGovernment is the owner of the quota and we feel
sugar beet to process, and clearly they will cut backthat therefore we should have a trilateral
on their capacity.arrangement in future. We want to see the

continuation of an inter-professional arrangement,
as we have at the moment, under really rather Q159 Earl Peel:May I seek clarification? I was very
diVerent circumstances. taken by that paragraph in your article where you

talked about the proposed factory and
decommissioning aid—it could be a real temptationQ156 Chairman: Do you want to expand on that?
to take the money and run—and the relationshipMr Haworth: As I said, the inter-professional
between the two sides. Are you suggesting that therearrangement at the moment is designed for a
is no proposedmechanism in place to ensure that thatsituation in which we have a guaranteed amount of
relationship is maintained, because obviously it isproduction, a guaranteed price for the producers. In
crucial?future, that will not happen. There will not be that
Mr Haworth: Yes, it is crucial. The honest answer issituation. What we are looking at, as I said, is an
that it is a very unclear area. Our feeling is that theinter-professional arrangement which will allow a
quota actually belongs to theUnitedKingdom, to thepartnership approach, a joint approach, to try to
Member State, to the Government, and thereforemaintain and improve the competitiveness of our
they would have to give their agreement beforeindustry.
British Sugar could decide to take the restructuring

Mr Wells: Sugar is an unusual crop. We have this aid, if that was their decision, and eVectively lose that
interdependence between the grower and the quota; eVectively sell it or decommission it. We
processor. If we grow the crop, we can only process it believe that that is a decision in which the British
into sugar through the sugar processors. They must Government should be involved, but, as it stands at
access their sugar from sugar beet. That is their only the moment, this is unclear.
source within the UK. We are one of the most Chairman:We would like briefly to look at the other
eYcient growers in the EU. Our processor side of the picture, the attitude of the Least
fortunately is the most eYcient. One of those Developed Countries, for example.
eYciencies comes from the length of time that we
have the crop in the ground to be able to process the

Q160 Lord Christopher: I was very interested infresh beet. One of the areas that we would look at is
following the whole of your article in the Farmers’some sharing of risk in return in terms of the risk of
Club Journal. You have an interesting paragraphour crop being in the ground for a long period against
there where you imply a criticism of those who wantthe return that the processor gets by being able to
to abolish all forms of subsidy on the grounds thatspread the capital of their factory over a longer
they are LDCs and you just beg that question.Wouldprocessing period.
you like to expand on that? It is an area which
concerns us a good deal. We have had a lot of
evidence on it, both from governments and indeedQ157 Lord Haskins: Is there not an OFT issue here?
from international trade unions, that there areMr Haworth: Potentially there could be an OFT
various problems and they are serious.issue. If unilaterally the processor decided to shut a
Mr Haworth: The situation at the moment is thatfactory or to take a voluntary restructuring scheme,
Europe has given guaranteed access to 1.4 millionwe would say that it would be necessary to look at
tonnes of sugar beet from former colonies, African,that from an OFT point of view. Would there be an
Caribbean and Pacific countries. We have alsoalternative processor who would be willing to
promised to give open access to all least developedpurchase that factory? Yes.
countries, though that has not yet taken place. In aLord Haskins: Should the Government not be
completely free world market, those would not be thelooking at this before rather than later?
cheapest producers of sugar. The fact that they have a
guaranteed market at a guaranteed price has enabled

Q158Lord Plumb:Recognising the eYciency on both them to extract a reasonable income from that
fronts all the way through, do you anticipate a loss of production, but under completely liberal world
capacity? If the growth of the beet goes down, does market conditions, they would not be the sources of
this mean an automatic loss of capacity or will it be sugar. At themoment, they have verymuch benefited

from guaranteed access at a high price. Looking toretained by British Sugar?
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in the reform in 2003. We regret that very much. It isthe future, the reduction in our price is going to harm
those countries, and therefore we do believe that it is hard to over-state the disadvantage which would

occur if the payment is not decoupled. That is thequite right that they should be given compensation
for that loss. The only way to continue to give them most important issue for us.
a guarantee would be to continue to guarantee them
a high price, which would mean very much shrinking Q163 Lord Sewel: So that the record is complete,
the European market but continuing to give them a could you say why?
guarantee at a high price. We do not think that that Mr Haworth: If the payment is coupled, that is to say
would be the right thing to do because it would not in order to get the compensation you have still to be
be viable; it would not be sustainable in the long term producing sugar beet, that will only encourage
to build an industry on the basis of what would have people, who otherwise the market would indicate
been quite an artificial market. The situation is that should not be producing, to continue producing.
there will be a sugar reform. That is what a lot of That will mean that those producers continue. It will
development NGOs have been advocating for a long also mean that the pain of the adjustment will be
time in the belief that this was going to be made by growers in this country and they are the ones
automatically helpful to developing countries, but the market should dictate should be continuing. It
our feeling is quite the reverse; it will not be helpful would be economically extremely perverse. That is
to them. the reason it is so important to us that we can ensure

the payment is decoupled. In theory, farmers should,
when they are making their planting decisions,Q161 Lord Christopher: I wondered whether you
disregard the compensation because they will get thathave any evidence or information at all on what they
whether they plant or not. All the evidence is that, inmight do. On the face of it, some do have an idea of
the early years at any rate, it is diYcult for farmers inwhat alternative crops they might grow but for
their minds to disassociate the compensation fromothers, it seems, it is sugar or sugar or sugar.
the production. It will take a period of time beforeMr Haworth: I am really not able to answer on their
that culture change takes place. That is whywewouldbehalf. You would have to ask them. Our viewwould
like to try to make sure that there is a transitionbe that they should be given compensation and that
between the regionalised payments, which we expectthat compensation should be to encourage them to
to take place in this country, and from a historicdiversify their economies because it is not sustainable
payment to a regionalised payment. If that transitionto continue to produce sugar if you are not at all a
is done in the right way, we feel that that will alleviatecompetitive producer in the world market. I know
a lot of the concerns we have that in the early yearsNick Wells has visited some of these countries and
there will be equality of treatment between Englishseen them first-hand. Perhaps he could answer on
and French farmers. Ideally, we would like a historicwhat alternatives there may be.
payment. That is what we argued for the rest of theMr Wells: I take that point on the compensation
compensation. We did not achieve that. Thereforeissue, that really they were only guaranteed a market;
realistically we expect that we will not achieve it inthey were not necessarily guaranteed a price. They
this sugar payment.may have a good argument for compensation but, if

they have, they see that coming more from a
development budget rather than an agricultural Q164 Chairman: I do not understand this word
budget. “regionalisation”. What does it mean?

Mr Haworth: There are two ways of paying a
decoupled payment. One is that you work out whichQ162 Lord Sewel:MrHowarth, one of your opening
farmers were receiving payments in the past, and thatcomments in relation to payment to growers drew the
is the historic one. The other way is to say that all thecomparison with the need to make sure that English
area of England, each hectare, should be paid a singlefarmers were not disadvantaged, particularly vis-à-
payment, regardless of what the farmer was doing invis French farmers, because of the diVerence between
the past, whether he was receiving a large amount ofregional and historic methods. Would you like to
compensation or not.amplify more on the general approach to the way in

which growers should be compensated and
regionalised payments? Q165 Chairman: It is not regionalisation in the terms

ofEastAnglia receivesmore than theSouth-West. It isMr Haworth: I think the most important point to
make is that it is essential that this compensation is simply England as one region?

MrHaworth:Tobe strictly accurate, it is slightlymoredecoupled. That is what the Commissioner has
proposed, but we do have a fear that, in order to get complicated than that because there is a diVerent level

of payment in the lowlands, in the moorlands and inan agreement, there may be a compromise which
allows some countries to continue with a coupled or the less favoured areas. If we are talking about sugar

beet, we do not grow sugar beet in less favoured areaspartially decoupled payment. That is what happened
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there are other crops that would also look after theor the moorlands, I do not think. We can disregard
that. It is a single payment. pink-footed geese.

Mr Wells: Norfolk is particularly noted for being on
Q166EarlPeel:Wehavedartedaroundbetween these the migrated route of pink-footed geese. On my own
three questions. I am just looking at themas awhole. I farm inLincolnshire, just occasionally, and it doesnot
think the only part that we have not covered really is happenoften, if there isbadweather, theywill comeon
the question of what public good benefits you think to our sugar beet crop. It is absolutely fascinating to
will accrue from the cross-compliance conditions see thousands of geese across the crop. It really is
coming from the Single FarmPayment on sugar. brilliant.
Mr Haworth: Again, to be strictly accurate, it is
important to understand that cross-compliance
conditions already apply to sugar beet growers, even Q168LordPlumb:This is something aboutwhich you
thoughwehave not had this reform and they have not probably cannot be strictly accurate. I understand
had any compensation; because cross-compliance that the surplus stock of sugar in France is more than
applies across awhole farmand all sugar beet growers our total consumption for a year. If that is so, will the
are also growers of other crops for which they are French growers not just sit back and say, “We can
receiving compensation. If they are receiving that supply the rest of Europe” and the British growers
compensation, then the cross-compliance conditions perhaps claim what compensation they can? Is there
applyacross thewhole farm. Inasense, the reformwill not a fear of that? It seems tome theFrench have been
make it more equitable because farmers, sugar beet reasonably quiet over this. From a covert of view for
growers, will have been receiving compensation for instance, I wonder how they are responding.
that areawhere, in thepast, theywere required tomeet Mr Haworth: As we have indicated, I think the
these conditions without getting payment. Commission’s proposals are far from being the worst
Mr Wells: It is a rotational crop, and so we do meet there could possibly be from the point of view of the
cross-compliance requirements. I think thebigbenefit UnitedKingdom. The same is true of France becauseof an equitable reform for the sugar regime would be

France too is an eYcient producer and therefore Ithat we will be able to maintain the crop in the UK
think their views, probably more privately held thanwith its associated benefits to wildlife that a crop such
publicly, are that this is a good reform. They have notas sugar beet brings: spring sown, wide rows, good
stood up and said that. I personally do not think thecover in the autumn, anaftermathwhich canbe fedon
fact that the French would support them is a reasonby pink-footed geese, and as a biograde. These are all
for saying that theymust be wrong!things that would be lost if we did not have an
Chairman:That is a very generous line to take. ThankeYcient regime.
you very much for coming to talk to us today, Mr
Howarth and Mr Wells. We have much appreciatedQ167 Chairman: Lady Miller wanted to ask you that
what you have said. If you can send us some furtherprecise question about wildlife species that were

particularly encouraged by sugar beet and whether evidence about the bio aspect, that would be helpful.
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Supplementary memorandum from the National Farmers’ Union

During the course of the NFU’s oral evidence to the House of Lords Sub-Committee D inquiry into sugar
reform (19 October) supplementary evidence on the issue of biofuels was requested.

Ethanol Yield

Table 1 compares the yields of three feedstock options for the purpose of bioethanol production.

Table 1

ESTIMATED ETHANOL YIELDS FOR POTATOES, WHEAT AND SUGAR BEET FEEDSTOCKS

Estimated
Feedstock requirement per ethanol yield

Ethanol feedstock tonne of ethanol produced (t) (kg/ha/yr)

1. Starch Crops
Potatoes (40 t/ha) 11.0 3,600

Wheat (8 t/ha) 2.5–3.0 2,600–3,200
2. Sugar Crops

Sugar beet (53 t/ha) 11.0–12.5 4,240–4,818

Source: HGCA Research Review (54, April 2005)

We can see from the table that the number of tonnes of wheat required to produce one tonne of ethanol is
significantly lower than the equivalent tonnage of sugar beet required to produce one tonne of ethanol; only
between 2.5–3.0 tonnes of wheat required compared to between 11.0–12.5 tonnes of beet. In terms of the
relative eYciency of producing bioethanol from wheat and sugar beet, wheat is therefore more eYcient in
amount of bioethanol produced per tonne of crop. 1t wheat can produce 0.33–0.4t bioethanol compared with
0.08–0.09t bioethanol from 1t of sugar beet.

Due to a higher crop yield however, sugar beet is able to produce more ethanol per hectare than wheat; 1 ha
of wheat will produce 2.6–3.2/t ethanol, compared with 4.2–4.8/t ethanol from 1 ha of sugar beet. Sugar beet
is therefore more eYcient in terms of production of bioethanol per hectare.

Energy Inputs

Table 2 compares the energy inputs involved in the production of wheat, oilseed rape and sugar beet. As the
authors concede, such a comparison is beset with problems as a number of assumptions need to be made. In
any case, the analysis below provides estimates of energy inputs derived from a review of a number of studies
(including Mortimer et al, 2004 and Elsayed et al, 2003).

Table 2

ESTIMATES OF DIRECT AND INDIRECT TOTAL ENERGY INPUTS
(M. JOULES/HA) EXPENDED IN CROP PRODUCTION

Inputs Wheat Oilseed rape Sugar beet

N fertiliser 7,512 7,960 4,182
P fertiliser 1,484 1,276 1,375
K fertiliser 515 1,165
Herbicide 27

767

110
Insecticide 219 66
Fungicide 274 135
Other pesticide 548 795
Seed 2,498 39 135
Diesel fuel 6,094 2,647 9,846
Total 19,171 12,689 17,809
!/" Range 2,803 1,826 2,610

Source: HGCA Research Review (54, April 2005)



3209771020 Page Type [E] 06-12-05 18:47:26 Pag Table: LOENEW PPSysB Unit: PAG1

66 too much or too little? changes to the sugar regime: evidence

We can see from the data that N fertiliser and fuel use represent the most significant energy inputs. In these
categories, sugar beet requires the least N fertiliser (44 per cent less than required for wheat production) but
substantially more fuel (62 per cent more than that required for wheat production).

Overall, sugar beet compares favourably to wheat, requiring 7 per cent less direct and indirect energy inputs
than wheat. It is fair to assume that long-term viability will at least partly depend on the ability to reduce the
high energy inputs of N fertiliser (for wheat in particular) and fuel (for sugar beet in particular).

It is important to note however that the above table is an estimated average; due to the proportionately high
(!/–) range included in the analysis, it is feasible in some instances for total energy inputs for sugar beet to
exceed that for wheat. With this in mind, it is fair to say that the viability, in terms of energy inputs alone, of
wheat for bioethanol relative to sugar beet for bioethanol will vary according to soil structure, climate,
proximity to processing capabilities and other variables, where some areas may favour sugar beet and other
areas wheat.

Energy Requirements

The production of biofuels currently involves the use of fossil fuels, resulting in associated greenhouse gas
emissions. The actual benefits realised by competing biofuel technologies therefore depends on their respective
energy and carbon balances which indicate the magnitude of fossil fuel inputs (and related greenhouse gas
emissions) relative to fossil fuel savings (and avoided greenhouse gas emissions) resulting from their use as
alternatives to conventional energy sources.

Table 3 is a summary of results produced by the Resources Research Unit at SheYeld Hallam University. It
highlights the energy requirements (primary energy input per delivered energy output), carbon requirements
(carbon dioxide outputs per delivered energy output), methane requirements (methane output per delivered
energy output), nitrous oxide requirements (nitrous oxide output per delivered energy output) and total
greenhouse gas requirements (equivalent carbon dioxide output per delivered energy output).

Table 3

ENERGY, CARBON, METHANE, NITROUS OXIDE AND TOTAL GREENHOUSE GAS
REQUIREMENTS FOR WHEAT, SUGAR BEET AND UNLEADED PETROL

Nitrous
Energy Carbon Methane Oxide Total Greenhouse

Feedstock for Requirement Requirement Requirement Requirement Gas Requirement
Biofuel (MJ/MJ) (kg CO2/MJ) (g CH4/MJ) (g N2O/MJ) (kg eq. CO2/MJ)

Oil Seed Rape 0.437 !/" 0.024 0.025 !/" 0.001 0.028 !/" 0.002 0.048 !/" 0.006 0.041 !/" 0.002
Sugar beet 0.496 !/" 0.044 0.034 !/" 0.003 0.013 !/" 0.001 0.018 !/" 0.002 0.040 !/" 0.003
Wheat 0.464 !/" 0.032 0.024 !/" 0.002 0.028 !/" 0.003 0.012 !/" 0.001 0.029 !/" 0.002
Conventional Energy
Supply:
Unleaded Petrol 1.19 0.081 0.022 0.000028 0.081

Source: Resources Research unit, SheYeld Hallam University

All three biofuel feedstocks perform favourably in terms of energy and carbon requirements in comparison
to the production of conventional unleaded petrol from crude oil. They all however, require greater nitrous
oxide and wheat and oil seed rape require more methane than that required for the production of unleaded
petrol. Overall, oil seed rape, wheat and sugar beet compare favourably to unleaded petrol in terms of total
greenhouse gas requirements.

Comparing the biofuel options with each other, we can see that wheat compares favourably in terms of carbon
and nitrous oxide requirements; oil seed rape compares favourably in terms of energy requirement and sugar
beet compares favourably in terms of methane requirement. In terms of total greenhouse gas requirement,
using the production of unleaded petrol as the benchmark, all feedstock options considered here would
provide a substantial reduction in greenhouse gas emissions; sugar beet and oil seed rape production require
approximately half the total greenhouse gases and wheat production requires nearly two-thirds less.
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Cost of Production

A direct comparison of costs of production for diVerent feedstocks for bioethanol production is not readily
available. We refer therefore to production costs of wheat (Table 4) and sugar beet (Table 5) for current food
production based on current food values, since biofuel contract prices are not yet available for comparative
purposes. Until further research is undertaken directly comparing production costs for a variety of feedstock
options, this provides us with the best guide.

Table 4

Wheat

Production level Low Average High

Yield: t/ha
Feed 6.75 8.25 9.75

Milling 6.15 7.5 8.85

Output (£) 440 535 635

Variable Costs:
Seed 40

Fertiliser 90
Sprays 115

Total Variable Costs 245

Gross Margin per ha 195 290 390

Source: Nix (2005)

Table 5

Sugar Beet

Production level Low Average High

Yield: t/ha 42.5 55 67.5

Output (£) 1,380 1,790 2,195

Variable Costs:
Seed 135

Fertiliser 115
Sprays 135

Transport 175 225 275
Total Variable Costs 560 610 660

Gross Margin per ha 820 1,180 1,535

Source: Nix (2005)

We can see that in terms of variable costs, production of sugar beet is more costly in all the common categories
(seed, fertiliser, sprays). Transport costs however, should be viewed with caution; whereas table 4 does not
include a transport cost for wheat, it is fair to assume that wheat grown for bioethanol production would
indeed invoke a transport cost for hauling wheat to bioethanol processing plant.

Situation in Europe

With respect to the 2003 EU Biofuels directive, performance across Europe varies. The EU target for use of
biofuels is 2 per cent of all transport fuels by December 2005 and 5.75 per cent by 2010.

Currently Sweden and the CzechRepublic are exceeding the 2005 target and are likely to achieve a rate of over
3 per cent biofuel inclusion. Austria, Germany, France, the Netherlands, Latvia, Lithuania and the Slovak
Republic are set to achieve the 2 per cent target. The UK on the other hand, is scheduled to achieve just
0.3 per cent of the 2 per cent target for 2005 in comparison with the EU weighted average of 1.5 per cent. This
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represents the lowest target set in the EU and has resulted in the UK being served infraction proceedings by
the European Commission. Furthermore, France has set a 5.75 per cent target for 2008, 7 per cent for 2010
and 10 per cent for 1015.

Summary

A comparison of the economic viability and environmental benefits of various feedstock options for biofuel
production is diYcult and as such, any direct comparison should be approached with caution. What is certain
is that the production of bioethanol and biodiesel from a number of feedstock options could be economically
viable given the right circumstances and would undoubtedly bring substantial environmental benefits
regardless of the specific feedstock.

Indeed, the renewable fuel market is potentially so large that the future UK biofuel industry will likely require
the use of several diVerent feedstocks. We have already made the point that the determination of the optimal
feedstock is likely to vary according to soil structure, climate, proximity to processing capabilities and other
variables.

1 November 2005

Memorandum submitted by Tate & Lyle Sugars, Europe (TALSE) UK

Introduction

1. This evidence will concentrate on answering the specific key points raised in the Committee’s call for
evidence. In particular, it concentrates on answering the Committee’s request for evidence on questions 1 to
4, 8 and 14. It also includes some short background information on Tate & Lyle Sugars, Europe (TALSE).

Executive Summary

2. Tate & Lyle’s UK refinery would compete very eVectively in a totally deregulated market. It is imperative
that any arrangements designed to liberalise the European sugar sector, but at the same time maintain a beet
support regime, do not threaten an economically and commercially sustainable business.

3. As the Commission’s proposals stand they would seriously threaten the viability of Tate & Lyle’s UK
refinery in East London. This is particularly perverse as it is one of the few sugar businesses in Europe which
could compete eVectively in a totally deregulated market.

4. The proposals contain a major threat to the viability of the business. Firstly it yields a margin that is
significantly worse than would be the case if TALSE were operating in a totally deregulated environment.
Secondly the beet processing margin has been reduced by only 44 per cent while the cane refiners’ margin has
been reduced by 77 per cent.

5. The refining margin and raw sugar supply, both governed by the regime, are inextricably linked. The
proposals are intended to cancel the cross-subsidy arising from the regime’s price support arrangements for
beet that would otherwise allow beet processors to compete inequitably for the limited supply of imported
sugar for refining. Examination of these provisions and their implementation is underway to ensure that the
intention will be delivered in practice.

6. A corrective arrangement is required for the cane refining margin to secure the business and enable it to
compete on an equitable basis with EUbeet. This is not special pleading to support an otherwise unsustainable
business. TALSE’s concern is that the viability of a business, sustainable in a deregulated market unlike most
if not all of the EU beet sector, is threatened by the artificial regulatory environment as currently set out in
the proposals.

Background to Talse UK Operation

7. As a result of UK entry to the EU, and the consequent reduction in raw sugar supplies available to UK
refineries, TALSE has been forced to close five of its six refineries. The one remaining refinery is at Silvertown
in the East of London. It is the world’s largest refinery with a current capacity of 1.3 million tonnes. The
refinery is located in the borough of Newham. The Deprivation Index of the OYce of the Deputy Prime
Minister scores Newham as the 11th (out of 354) most deprived borough in England, and the 4th (out of 11)
most deprived borough in London.
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8. There is no scope for further rationalisation or concentration of UK refining capacity. The earlier
rationalisation was achieved with no EU financial assistance and thus at considerable cost to the company.
The human cost and sacrifice was considerable.

9. The refinery operates at only 85 per cent (1.13 million tonnes) of current capacity (1.3 million tonnes)
because of the restricted sugar supplies for refining available under the EU sugar regime. In fact, somemodest
technical improvements could enable the plant to run at 1.5 million tonnes per annum. Due to current supply
restrictions this cannot be achieved.

10. The refinery is situated directly on the River Thames and has its own private jetties for importing and
exporting. Raw sugar is imported from African, Caribbean and Pacific (ACP), Developing and Least
Developed Countries which are signatory to the Sugar Protocol of the Cotonou Agreement, and from the
world’s Least Developed Countries (LDCs) under the EU’s “Everything But Arms” (EBA) initiative.

11. The range of countries from which these supplies are drawn is given in Appendix 1. TALSE therefore
provides the principal bridge into the EU to enable these suppliers to reach the EU market.

12. The payments TALSE receive under the current CAP sugar regime have been highlighted in recent
releases from the Rural Payments Agency (RPA). These payments are not to cushion ineYciencies, or sustain
an otherwise uneconomic business. They are payments designed to oVset some of the extra costs that Tate &
Lyle incur through operating within the sugar regime. Tate & Lyle would be able to compete eVectively in a
deregulated market without any of these payments. These facts were recognised in the British Governments’
Partial Regulatory Impact Assessment. It states the following:

13. “Because the UK cane refiner must pay ACP suppliers a high guaranteed price, its margin is institutionally
fixed but narrow. This makes it artificially dependent upon some £21 million of EU ‘adjustment’ or margin aid,
and indirectly upon a further £100 million of export subsidies, which are not, as might be implied by press reports,
direct additions to its bottom line. Broadly speaking, the subsidised re-export of refined ACP sugar, represents a
transfer from EU taxpayers to Protocol suppliers, with the cane refiner eVectively acting as agent.”

In Answer to Questions 1 to 4

14. TALSE’s partners, the developing and least developed country suppliers, have strongly and loudly
criticised the size of the proposed price cut and the short period for the full application of the cut. They have
rightly projected the implications of these cuts for their economies and social cohesion. The Commission has
in turn drawn attention to the EU’s need to reduce beet production significantly and very quickly in order to
comply with its WTO obligations while at the same time ensuring that the remaining EU beet production is
cost eYcient and sustainable in the long term.

15. It is essential that EU assistance to the Sugar Protocol countries adversely aVected by the outcome of the
negotiations is wholly adequate, properly targeted, and eYciently delivered in a timely way to address and
counter the country by country implications of the proposed price cuts.

In Answer to Questions 8 and 14

16. In a totally deregulated market (referred to as a liberalised market in question 8) the UK Tate & Lyle
refinery operation would be one of the few sugar businesses that would be able to compete eVectively in the
European sugar market. This is because the refinery is what is commonly referred to as a full-time
destination refinery.

17. However, the proposals as they standwould seriously threaten the viability of theUKTate&Lyle refinery
operation. This is in no way due to any ineYciency on TALSE’s part. Rather, it is because the proposals create
a commercial environment for full-time cane refiners that would be significantly worse than would be the case
in a totally deregulated market.

Full-time destination refineries

18. The Tate & Lyle UK refinery is a full-time destination refinery. This means that it is based on a model of
moving cane sugar for refining in bulk by ship from the country of production to the region of consumption
for final processing into an extensive range of sugar products for the consumer. This is the type of business
model that is growing around the world in order to satisfy increasing demand for high quality sugar products
in the most cost eYcient way.
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19. New full-time destination refineries have opened in recent years in Algeria, Canada, Dubai, Indonesia (2),
Nigeria, Saudi Arabia and Taiwan. Construction work is ongoing on new refineries in Egypt, Iran and
Indonesia (a further 2). Feasibility studies are also being undertaken in a number of other countries. There is
no shortage of raw sugar internationally for these refineries.

20. The reason for the international growth in destination refining is threefold. Firstly, sugar for refining is
cheaper than white sugar. Secondly, transport costs for sugar for refining are significantly less than those for
finished sugar products. Thirdly, modern and sophisticated market requirements are better serviced from a
refinery close to market than from a very long supply chain for refined sugar with the ever present risks of
supply disruption, quality deterioration and dispatch of product below specification.

21. In a deregulated environment, a full-time destination refinery would be competing against imported
finished sugar products. The combination of the three factors above would allow a destination refinery to
produce refined product at below the cost of imported refined product. The resulting refining margin would
allow the refinery to cover the fixed and variable production costs, as well as allowing for an acceptable return
on capital invested in the plant.

22. A destination refinery in a totally deregulatedmarket would also benefit from no restriction on the volume
of raw sugar supply available to it. This would allow it to operate at full capacity, and thus drive down its unit
refining costs.

23. TALSE is not asking for a fully deregulated regime as this is not currently a policy option. It seeks only
to be given the terms to enable it to compete eVectively with beet in a market where beet continues to be
supported. TALSE is also very sensitive to the requirements of its traditional developing country and least
developed country suppliers.

Full-time destination refining in the EU sugar regime

24. Full-time destination refining has always been a small part of the EU sugar sector. It currently accounts
for less than 10 per cent of production and consumption. It has never sat easily in a regime designed to support
the beet growing and processing sector. UK cane refining was, in eVect, bolted on to the beet driven regime
established five years before UK entry to the EU. The guiding principle which has consistently been used by
successive UK Governments in policy formulation is to ensure the regime permits equitable terms of
competition between the beet and cane sectors.

The Commission Proposal—Margin

25. The proposals reduce the cane refining margin by significantly more than the beet processors’ margin.
Further, the cane refining margin is reduced to considerably less than it would be in a deregulated market. The
processing margin for both the cane and beet sectors is a function of the institutional guaranteed rawmaterial
purchase and sale prices, as well as other elements, which the sugar regime establishes.

26. From 2009–10 onwards the cane margin is reduced by 77 per cent whilst the beet margin is reduced by
44 per cent (see table 1). This is disproportionate and discriminatory and seriously threaten the viability of
TALSE’s business.

Table 1

REDUCTION IN MARGIN ENVISAGED IN THE COMMISSION’S PROPOSALS

2006–07 2007–08 2008–09 2009–10
onwards

Reduction in cane refining margin* "49% "72% "74% "77%
Reduction in beet processing margin* "24% "44% "44% "44%

*compared to current situation

The Commission Proposals—Raw sugar supply

27. The underlying intention is to cancel the inequitable competition of supply between beet processors and
cane refiners for the restricted supply of imported sugar for refining available in the EU. The supportmeasures
provided by the beet driven regime to beet processors essentially enable fixed costs to be covered by processing
the beet crop. Technical adaptation and a small investment can enable concurrent or oV-crop refining of
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imported sugar in a beet processing plant, therefore permitting a cross-subsidy from the beet regime to be
enjoyed.

28. Tate & Lyle welcome the proposal’s intention to cancel inequitable terms of competition for sugar for
refining for the base businesses of both operations—processing beet quota in the case of the beet sector and
refining imported sugar in the case of the refining sector. For volume above the base businesses the beet
processor and cane refiner would compete on equitable terms for sugar for refining. It is essential for the
authorities to thoroughly examine and, where necessary, improve the draft to cancel inequitable terms of
competition for sugar for refining. This work is in hand.

29. Refining, by nature, is a business with a very high proportion of fixed costs. Already, the regime forces
theUK refinery to operate at only 85 per cent of capacity by the limitation of the supplies available for refining.
It would take only a small reduction in supply, even at an economic refining margin, to seriously threaten the
viability of the refinery.

30. The refinery currently operates at only 85 per cent (1.13 million tonnes) of current capacity (1.3 million
tonnes) because of the restricted sugar supplies for refining available under the EU sugar regime.With modest
adjustments to the plant it could be run at 1.5 million tonnes per annum and unit costs reduced significantly.
Margin and volume are, as highlighted earlier, inextricably linked in determining the unit costs and cost
eYciency of the operation.

Conclusion

31. The Tate & Lyle UK refinery operation is a business that could compete eVectively in a deregulated
market. In order to ensure the business is not threatened by partial liberalisation, but with continuing support
for beet production and processing, it is essential for the proposals to be tested to ensure that the refining
margin and linked raw sugar supply arrangements permit refined sugar produced from imported sugar to
compete on equitable terms with refined sugar produced from EU supported beet.

32. The Tate & Lyle UK refining operation is not a business which needs artificial support to correct an
ineYciency or sustain a business that would otherwise be uneconomic. EVorts must be intensified to identify
the means to ensure that the business is not threatened by partial liberalisation and that it is has the regulatory
and market environment to enable it to compete and invest for a long-term future.

APPENDIX 1

SUPPLYING NATIONS TO THE EUROPEAN UNION
INCLUDING FRENCH DEPARTEMENTS D’OUTRE MER (DOM)

Bangladesh
Barbados
Belize
Brazil
Burkina Faso
Congo DR
Congo PR
Cote D’Ivoire
Cuba
Fiji
Guyana
Guadeloupe (DOM)
India
Jamaica
Kenya
Madagascar
Malawi
Mauritius
Mozambique
Nepal
Reunion (DOM)
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St Kitts (production now ceased)
Sudan
Swaziland
Tanzania
Trinidad
Zambia
Zimbabwe

NB—The number of countries may increase as more least developed countries start to supply under the
Everything But Arms Initiative.

23 September 2005

Examination of Witnesses

Witnesses: Mr Mark White, Chief Executive, Tate & Lyle Sugars Europe, and Ms Patricia Jamieson,
Director, Raw Sugar Supply & EU AVairs, examined.

Q169 Chairman: You have been sitting in on the 1.13million tonnes.We employ 1,000 people in one of
the poorest boroughs in East London, Newham.previoussessionandsoyouwill realise thatwearevery
Destination refiners, which is how we describeinterested in the issue of sugar and the EU attitude to
ourselves, are the most eYcient way of supplyingthis. Thank you very much for coming. Mr White,
refined sugar to amarket.would you like to introduce yourself and your

colleagueand, if there areany introductory comments
youwant tomake to us, please do so.

Q170 Chairman: Thank you. We are an EUMr White: I am the Chief Executive of Tate & Lyle
committee and you are obviously here, and quiteSugars Europe. Patricia Jamieson is the Director in
understandably, todefendthe interestsofTate&Lyle.charge of EUAVairs andRaw Sugar Supply. I would
That said, and you said it very bluntly and quickly,

like to read a statement. Tate & Lyle do support the you do not like the present proposals. What do you
need for reform. Tate & Lyle’s UK refinery based in think the Commission should be putting forward
Newham in the East End of London would compete instead?
eVectively in a totally deregulated market. It is very MrWhite: I think theCommission should giveus, first
important that the current proposals, designed to of all, and I think it is their intention to do this, a base
liberalise the European sugar sector, whilst at the quantityof rawsugar.Certainly in thefirst threeyears,
same time maintain the beet support regime, do not if you look at the proposals, it looks as though that is
threaten an economically and commercially their intention. After the first three years, it is very
sustainable business. The current proposals would unclear what they are proposing. In the first three
seriously threaten the viability of Tate & Lyle’s UK years of the regime, eVectively in the currentACP and
refinery. There are two main issues. The first is raw Protocol on sugar, the figure which we purchase will
sugar supply.Weneed to ensure thatwe receive a base not increase. The six refineries in Europe operate at
quantity of raw sugar to remain eYcient. There are a about 70 per cent capacity on average. It is very
lot of beet processors inEurope thatwould like to buy important that we continue to get those supplies. I
our raw sugar, which would eVectively put us out of think that is their intention but there is a lot of
business. The second issue is the margin issue. Cane lobbying from European beet processors to try and
refining is more eYcient than beet processing and the purchase that raw sugar. Secondly, they have done a
margin aVorded to us today by the regime is less than lot of work on that regime but this is a beet support
the beet processors’ margin. The proposals actually regime and really cane refining was bolted on to the
reduce the beet processors margin by 44 per cent and side of this regime when we acceded to the EU. The
the refining margin by 77 per cent. This is just not fair Commission does a lot ofworkonbeet, and it is a very
and it is not equitable. This means that in the final complex area. You can understand why that is
proposals a beet processor will have a margin of because refining across Europe is 10 per cent of the
ƒ180 per tonne. EYcient European producers can totalmarket. Then they looked at cane at the end. In a
cover their full costs andmake a profit, an acceptable totally deregulated market, the most competitive
return on their assets. The proposals for cane refining market as a cane refiner anywhere in Europe, one
reduceourmargin toonlyƒ44per tonneversusbeetat would operate on about ƒ100 to ƒ110. Any cane
ƒ180 andƒ44does not coverour full costs of refining. refinery in the world operates on that sort of margin
The implications are quite obvious. It is perverse.We and we operate refineries in free markets: in Canada
are one of the few sugar businesses in Europe that (Toronto), Saudi Arabia (Jeddah) and a joint venture
could compete in a totally deregulated market. wearebuilding inEgypt.Atotallyderegulatedmarket

is the most competitive. We feel that to have aThames is the largest refinery in the world, refining
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19 October 2005 Mr Mark White and Ms Patricia Jamieson

Q175Chairman:Where were they?proposal at ƒ44 is flawed. We would like that
Mr White: There were two in Greenock, two indistortion to be corrected by some mechanism to
Liverpool and another in London. If we lost, say, 20make ourmargin up to aboutƒ110.
per cent of our volume from the ACP countries, then
suddenly that would have an obvious impact on our
business. If somebeet processors are trying tobuyourQ171 Chairman: Is it correct to say that cane is more
raw sugar so that they can make a bit more profit, weeasily andmore cheaply refined and is a better source
think that isanticompetitivebecause theyare trying toof sugar than sugar beet?
put us out of business.Mr White: It is certainly the most eYcient and the

cheapest. Ifyou lookedata totallyderegulatedmarket
withno subsidies, therewouldnotbemuch sugarbeet. Q176 Lord Haskins: I read somewhere that Tate &
There might be some in the UK and northern France Lyle is one of the biggest recipients ofmoney from the
but nowhere else in Europe. CAP. I want to explore where that comes from. Are

you saying that in this hugely complicated, controlled
market situation, which you have been a part of, you

Q172 Lord Christopher: Could I ask why this are going to be a lesser part in the future?
diVerential came about and how? MrWhite:Taking thefirstquestiononsubsidies,when
MrWhite:We think the Commission have focused so the last regimewasput in place, theCommission came
much on the beet issue, which is obviously the main upwith amargin for us of about 65.A lot of workwas
issue for them as it is 90 per cent of production and done afterwards and they realised that that did not
consumption, that cane was bolted on at the end and cover the costs of the refining industry.We are talking
that the Commission’s figures are flawed. Perhaps about the sixdiVerent refineries inEurope.Something
they should have done more analysis on the cane called refining aid at ƒ29 per tonne was added to put
refining sector. our margin up to about ƒ100. That was to correct a

distortion. It is déjà vu; the figures on the cane refining
industrywere not done properly.Wedo receive about

Q173LordCameron of Dillington: Judging from your̈ 20 million a year from that refining aid. The other
concerns, you have obviously done some research in point on subsidies is that because we have a smaller
theagricultural sideof the industry.Doyouhavesome margin than the beet processors, we are very much
idea as to how many UK farmers will stop growing second in the market; we are a price follower. That
sugar beet? means we end up exporting some of our sugar to the
Mr White:We would agree with what the NFU said worldmarket. This is quite hard forme to explain.
earlier in that in theUK you have an eYcient farming
industry and eYcient producers and processors.

Q177 Chairman: It is quite well explained inUnder the current proposals, our analysis would be
paragraph 13 of your written evidence.We have yourthat a similar amount of beet would be produced.
written evidence on this pointRemember that the beet processors in this proposal
Mr White: It is very complicated. People think wekeep their quota and then have the ability to buy
receive a subsidy that goes to our profit. It certainlyextra quota.
doesnot.The interventionprice isƒ630. Ifwesoldour
white sugar on the world market today, we would get
about $230 (ƒ150). The diVerence betweenƒ150 andQ174 Lord Cameron of Dillington: What are your
ƒ630 is in what are called restitutional items. Thatconcerns? Surely then yourbasis that you areworking
works out at aboutƒ380. If we bought world marketwithin in the terms of the amount of sugar beet you
sugar today,wewouldpayaboutƒ130, butwedonot;have available is going to remain the same?
we pay theACPsƒ530. Thisƒ380 actually goes to theMrWhite:Sugarbeet fromour competitors in theUK
ACPs and we pay them more. We have alwaysandUKprocessors will remain the same.We buy raw
explained ourselves as a bridge into the ACPsugar from the ACP countries and our concern is that
countries. They benefit from the high price and it issomebeet processors inEurope have been saying they
very important to themin theirdiVerent countries.Wewould like to buy that raw sugar and put it through
do not keep the subsidies; they are passed on.their beet process for extra volume to make more
Chairman: It would be diYcult to sell that story to theprofit.Our cane refiningbusiness is at averyhighfixed
DailyMail!cost. It is very eYcient. Our total costs are a lot less

than for the beet processing industry butwe have high
fixedcosts.We refine1.13million tonnes; our capacity Q178LordHaskins: Is that situation likely tocontinue
is 1.5 million tonnes. We have closed five refineries with the reforms?
over the last 15 years because we have had reduced MrWhite:Because of theWTOcommitments, no; the

total European exports will be phased out.supplies.
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19 October 2005 Mr Mark White and Ms Patricia Jamieson

Q184LordChristopher:What sourcesof supply—andQ179 Lord Haskins: You would have no market for
that sugar? you may have touched on this already—do you see

comingafter2009asa resultof thevariousagreementsMr White: The proposal puts the European market
into demand and supply equality. As long as we can there are?

Mr White: The ACP sugar will remain as the majorget enough raw sugar, we hope to put some of that
sugar intosomeof thedeficitmarketswherebeet is not source of supply. For the 49 least developed countries

there will be duty-free access from 2009. The classicnow being produced, and that could be as close as
Ireland or Spain. Shipping out of the Thames is a very example is that the most eYcient producers would be

mainly African—Mozambique, Sudan, Ethiopia.eYcientmode of transport.
Swaziland, those sorts of countries.

Q180 Lord Plumb: It was said that the Commission
Q185 Lord Christopher: In terms of a reduction in theanticipated that 56 processors would possibly be
priceof sugar,manyof thosecountrieswouldbebadlyclosed across Europe. If that is so, do you think some
aVected, would they not?of themmay be looking for cane sugar and at some of
Mr White: I have been in this role for just over twoyour competitors?
years and know about the ACP countries but PatriciaMr White: Yes. To meet the WTO commitments, the
Jamieson has known them for 35 years. I am going toCommission has to take out five to six million tonnes
defer to her and ask her to answer the question.of sugar production in Europe. The eYcient

producers, and I think it was mentioned earlier that
theFrenchwerenotmoaningabout thisproposal,will Q186 Chairman: Congratulations on being with the
keepproducingandmightbuymorequota.The idea is company for 35 years.
to take out the ineYcient producers. If you are an Ms Jamieson:Thank you. Therewill be a tremendous
ineYcient producer and you are going to see your impact on the ACP countries. They came into the EU
margins go down, one way to stay in business is to try as part of the Sugar Protocol, which itself is a
to buy more raw sugar for refining, and so they take continuation of the Commonwealth Sugar
more raw sugar, make extra profit and earn business. Agreements, and they have had these traditional links
If that is allowed, youwill not lose the beet production intoaEuropeanandUKpricemarket formanyyears.
in the ineYcient countries because they will keep It is not simply their industries which have been
going. If I may expand on that, I talk about the first involved in this; it involves the whole social fabric of
three years. Within the first three years, the current their countries and, inmanycases, has verybigbudget
quantity of ACP sugar is going to remain the same; implications. Inmany cases, sugar is oneof theirmore
there will be no extra. After three years, you are going significant foreign exchange earners, not in terms of
to get the LDC sugar coming in. As long as we have a their gross foreign exchange but their net foreign
base quantity—and that is all refiners want—then exchange. They do face some very great diYculties.
when extra sugar comes in, as far aswe are concerned, They now have to have a very hard look at their
everybodyshouldbeable to compete for that sugar. In industries and the role of this industry within their
the first three years, we really do not think it is fair or economies. The Commission, DG Development, is
equitable for somebodywhohas their base beet quota insisting that future assistance to these countries to
to make their margin and then to go and try to buy help them adapt should be country-specific and it has
more because they will have, if you like, a cross- to be country-specific because circumstances vary so
subsidy to be able to buy that. much fromcountry to country. Someof the industries

are very new; some are very old; some are fully
irrigated with dams; others are rain-fed; some have aQ181 Baroness Miller of Chilthorne Domer: What is
number of factories which perhaps needactually going to happen under these proposals to the
rationalisation; in some countries perhaps therefining subsidy then and in what timescale?
standards of rural education are not high. The issuesMrWhite:The refining subsidies will be taken away.
to be looked at are very large. This will vary from
country to country, and evenwithin countries.Within

Q182 Baroness Miller of Chilthorne Domer: In what some countries, some cane growing areas are more
timescale will that be done? eYcient than others.You also have a contrast in some
MrWhite: It is taken away in the second year. between a nationalised sector and a private sector.

These countries do face a very big and tough task in
looking very honestly at their industries.We think it isQ183 BaronessMiller of Chilthorne Domer: It is done

very rapidly? important that they do this. The Commission and the
BritishGovernment have been urging them to do thisMrWhite:Yes.

Chairman:We will move back to the ACP countries, and togoand start talking to theauthorities at as early
a point as possible about how to cope with reform.the EBA agreement and the Less Developed

Countries. There are some countries which will cope fairly well.
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Chairman: We do have a representative of GuyanaInfact, someof themlookforward to increasedaccess.
They see the price drop being compensated by coming to seeus towards theendofour inquiryandwe

havemany of theACP countries coming to talk to us.increased access. It does vary tremendously from
country to country.

Q190LordSewel:Doyouhaveany feelingaboutwhat
Q187 Lord Christopher: Some would not cope at all, theACPcountries thatwill not be able to stay in sugar
would they? could do, putting it as crudely and as bluntly as that?
Ms Jamieson: I think this will be the case. StKitts has Ms Jamieson:This is one of the diYculties. I think the
already gone out of production and is already talking British Government, DfID and DG Development,
to DG Development about compensation and working with these countries, have a very diYcult
restructuring, budget support, et cetera. task. For years people have been saying “diversify,

diversify”. It is very diYcult to know into what they
should diversify. Tourism can be a very fragileQ188 Lord Sewel: I want to continue this in some
industry. As we know, political events can suddenlydetail because we are having diYculty in getting hold
cause turmoil, although some of these ACP countriesof theACPproblem. It tends to bepresented that they
have developed very eYcient, high quality touristare homogenous, whereas of course they are highly
industries. I am sure that you have probably visiteddiVerentiated. Could you help in enabling us to see
some of them. There are perhaps small-scale projectswhere diVerent producing countries fit? If you take
which are being looked at. For example, they arethree broad groups, there are the ones that you
looking at producing fruit and vegetables for thementioned who perhaps are almost looking forward
tourist trade and whether anything like that can beto this; they have eYcient industries, they can be
done. Here again, organisations like the FAO, oneeVective producers and this may open an even bigger
would hope, would assist in looking at what thesedoor for them. There are the others who I suppose,
individual opportunities are. In the Caribbean, therewith a degree of restructuring and investment, could
is one particular country which has both sugar andcompete.Thereare theothers, and I suspect thesemay
bananas, and that is Jamaica.well be concentrated in the Caribbean, where you

cannot do anything to the industry to make it
competitive and, in the context of the Commission’s Q191 Earl Peel: On the world sugar market, and I
proposals, you are looking for alternative forms of appreciate you have touched on some aspects of this
economic activity. Could you talk around that for us? question, what do you think the impact of the
Ms Jamieson: I will try to do so, although it is diYcult proposals will be on, firstly, the European market,
because we do not have access, obviously, to some of and, secondly, the worldmarket?
the more sensitive information about countries, and Mr White: Taking the European market first,
that is the way it should be. obviously there will be a change with less beet

produced and more cane coming into the market.
That is the major change outside the proposals.Q189 Chairman: We did meet a number of the

ambassadors in Brussels 10 days ago. We very much Obviously the price will drop. In the world market, I
think you are going to see a diVerent eVect over againedthe impressionthere that thishas tobecountry-

specific, as Lord Sewel was saying. period of time. Suddenly to take out five to sixmillion
tonnes of white sugar through the whole of Europe isMsJamieson: I think, even in theCaribbean, the eVect

will be diVerent in diVerent countries. For example, going to increase the price of white sugar on theworld
market. There are some benefits to that for someGuyana looked at this problem a long time ago and

decided that one way to deal with it was to expand its Africancountries.A lotofwhite sugar iscurrentlysent
down to Africa. A lot of demand that was satisfied byindustry, which it has done, in order to bring its costs

down. They have also gone into co-generation. They the Europeans will now be satisfied by African
production. That questions whether as much LDClooked at this and could see actively that there was a

way forward for them in an expanded sugar industry. sugar will come into Europe. They will get a better
pricebecause theaveragepriceofwhite sugar inAfricaThis will not necessarily be the formula elsewhere.

There is another Caribbean country which is selling is about $450. A lot of African producers will look at
Europe and ask if they should sell to them atƒ340 orsugar on the worldmarket at themoment, which then

would look forward in future to selling into Europe. supply at $450 on the home market. There is going to
be quite a big change in the flows of themarket over aEven within the Caribbean, there are diVerences.

Africa generally hasmoremodern industries. Perhaps periodof time.Brazil continues to increase its rawand
white production; you will see destination refineriessome of the terrain is more suited to cane growing.

They are not island economies. Fiji has very special like Thames being built in northAfrica. Over a period
of time, either withwhite sugar coming fromBrazil orproblems andmany of those relate to the politics and

economics of land. That is why this must be country- rawgoing todestination refineries, we think theworld
market will come back into balance and that whitespecific.
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Q196 Lord Plumb: On future changes to thepricewill dropagain.Certainly the internationalflows
will change quite substantially. industry, I think most of us accept that the price of

oil is going to stay high and therefore there is a
growing interest in alternative production of energy.

Q192LordPlumb:What aboutAustralia?Australia is What is your opinion of the way things will go? Do
expanding its sugar, is it not? you think there will be a move into the production
Mr White: The Australian industry is not the best of ethanol? Do you think this is going to aVect the
placed. It is eYcient but it is not as eYcient as Brazil. volume of product that will come forward?
The real changes we are talking about are in the flows Mr White: So far in Europe I think ethanol has been
around Europe and north Africa. Australia cannot largely ring-fenced, if you like, from what is
compete there because of the logistical costs of getting happening in the rest of the world. I will start with
to the area. The Australians will benefit as the white the rest of the world and then come back. If you
price goes up certainly, so there should be an increase are talking about ethanol production, you are really
in the first two or three years, but we think themarket looking at America which is wheat-based or mainly
will then go back into balance. Theywill have a short- corn-based; if you look at Brazil, it is sugar based.
termbenefit.Wedonot seeAustralia looking forward It is very interesting to visit the mills in Brazil. The
to coming into northAfrica or close to Europe. cane is squeezed for the juice. If you squeeze the

cane five or six times, the best juice, the most
clarified juice, goes oV to make sugar. The rest canQ193 Lord Livsey of Talgarth: It has been suggested
go to an ethanol plant. The sugar mills are verythat sugar-using companies may choose to relocate
cleverly designed so that the product can go one waytheir activities outside the UK, taking advantage of
or the other. If the oil price increases and thereforelower costs inEasternEurope andgrowingmarkets in
the ethanol price increases, then the sugar mill willAsia. Do you accept this analysis? If so, what
change production and make more ethanol. If theimplications might this have for future investment
oil price increases, then Brazil will produce lessstrategies? Indeed, what would the impact be on
sugar. Within Europe, we are not experts becauseemployment?
with cane refining you make ethanol when youMr White: We do have a lot of discussion with our
process the raw cane. We are a value-added processcustomers. There are a lot of food producing
and we take the raw cane. There is no opportunitycompaniesandmanufacturingcompaniesmovingout
for Tate & Lyle in ethanol. From listening to theof the UK because of its high costs. If you look at the
NFU, you can use beet sugar to produce ethanolSunday Timesmanufacturing index, you will see that
within the European market, but you do need someeverymonthourmanufacturinggoesdownanddown.
sort of regulation to make sure that the oilThe big driver in all this is very much labour costs.
companies purchase it, or some sort of tax benefit.There are a lot of companies moving out. A recent
We are not experts in that. We have done a little bitsurvey shows that the hourly rate for production
of work on that which shows it is quite a close runworkers in the food industry isƒ23 in theUK,all costs
thing whether you should use beet sugar or wheat toincluded. If you go to parts of Eastern Europe, that
produce the ethanol. It does need subsidy in Europe.figure is ƒ3. If you are labour intensive, the obvious

thing is tomove out. Themajor influence for us is that
we will see the consumption of sugar reducing in the Q197 Lord Plumb: I had some experience of this
Europeanmarket.Thecurrentproposalsassumeaflat some years ago in Zimbabwe when they had the 15-
consumption of sugar. year war and of course then they were processing

nearly all their cane into the production of fuel.
Some very interesting developments took place. It

Q194Chairman:Youwill see that reduce? worked very well indeed. If this were to take oV, and
MrWhite:Yes,we thinkconsumptionwill be reduced. a lot of people think it will, what eVect do you think

that will have on the price? We are now talking
much more about a market-led industry than weQ195 Chairman: On that point, how far is the
have been in the past.development of a genuine single market in Europe
Mr White: You are asking about the price offrustratedby theoperationof the sugar regime?Could
ethanol?this be improved by the changes proposed by the

Commission?
Mr White: I think the overall objective of the Q198 Lord Plumb: I refer to the price of sugar.
Commission is to get to the totally deregulated Mr White: I think it will have limited or no eVect at
market. If you can get to the totally deregulated all on the price of sugar in Europe. As for the price
market, then you have one single market. I do not of sugar in the world market, if oil continues to go
think that these proposals, which are trying to up, I think that will put pressure on the world sugar

market and the price will go up as well.liberalise, move us towards a singlemarket.
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the most eYcient way of producing refined sugar ofQ199 Chairman: In your own forecasting do you see
that happening in the reasonably near future? any business model in the world. The current

proposals do severely harm us. They needWould this be of interest to the refineries that you
have in the Middle East, for example, and the addressing. Any business does like certainty. We

would like to know what the outcome is going to beNear East?
Mr White: The destination refineries take the raw so that we can plan for our future. We would urge

that the final proposals come out and that they aresugar and then we do the value-added process. We
take the last bit of impurity out. We are not agreed, obviously taking into account our

requirements. Any delay adds to the uncertainty andtechnically built to produce bioethanol. You need to
do that at the cane mills where the cane is being that is not good for business in general.
crushed. It is not an opportunity for us.

Q202 Chairman: That was a point made strongly to
us by the Commissioner, was it not, when we sawQ200 Lord Sewel: On the timetable of the proposals,

it looks as if this is going to be delayed, does it not? her in Brussels 10 days ago? Although she
appreciated that many people thought her firstThey are not going to meet the deadline of

November; it is going to be into the New Year proposal was drastic, it was better to have a drastic
proposal and get that through than to go on withbefore it is decided?

Mr White: Yes. interim proposals, which did not give any certainty
to the industry. Is that fair?
Mr White: Yes.Q201 Lord Sewel:What is the impact of delay likely

to be on you? Chairman: Thank you very much indeed, both of
you, for coming to us today. If there is anythingMr White: As a business, we have invested

120 million into our refinery in London over the last further you would like to put to us in additional
written evidence, please do so. Thank you verynine years, which is significant. We want to be a

long-term player in this industry because we have much for your time today.
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WEDNESDAY 26 OCTOBER 2005

Present Cameron of Dillington, L Miller of Chilthorne Domer, B
Christopher, L Plumb, L
Haskins, L Renton of Mount Harry, L (Chairman)
Livsey of Talgarth, L

Memorandum by British Sugar plc

1. Summary

1.1 The UK beet sugar industry has improved eYciency dramatically over many years in order to be in a
position to compete in anticipation of reform.

1.2 British Sugar broadly supports the European Commission’s proposals, which, although radical and hard-
hitting, oVer a balanced reform.

1.3 It must be clearly understood that the consequence of the radical reform that is being proposed will be to
introduce an equally radical structural change in the EU market. It will no longer be appropriate to perceive
the market in individual country terms or as being “reserved” for beet or cane.

1.4 Cane raws can be refined highly eYciently in suitably located beet factories.

1.5 ACP (African, Caribbean and Pacific countries) and LDC (Least Developed Countries) should be able to
supply their raw sugar to as wide a range of customers as possible.

1.6 There are a number of non-market benefits to the UK in the retention of some protection for sugar,
notably in the environmental and social areas.

1.7 Sugar beet grower compensation must be mandatorily de-coupled across the whole of the EU.

1.8 The price reductions proposed by the Commission are likely to be unnecessarily severe to meet the
objectives of reform to retain an eYcient, competitive and sustainable EU sugar industry.

1.9 The ability of the proposedRe-structuring Scheme to take out 5–6million tonnes of EUproduction quota
will be fundamental to the success of reform.

1.10 Provided costs are controlled andwork continues to improve productivity, British Sugar is confident that
the UK beet sugar industry will be competitive within the EU in the future.

1.11 Moves to oVer further assistance to cane refiners would be unjustified and unfairly alter the balance in
the EU Sugar Regime between beet and cane.

1.12 The proposed reform will comply with the ruling of the WTO Sugar Panel and contribute to making
progress in Doha Development Round negotiations.

1.13 The negative environmental and social impact of further expansion of the Brazilian sugar industry would
be very serious.

1.14 Price reductionsmay have some impact on consumption but this will depend on foodmanufacturers and
retailers.

2. Introduction—the UK Beet Sugar Industry

2.1 Over the last 25 years the UK beet sugar industry has invested heavily to improve eYciency. Sugar beet
crop yields have been increased from a five-year average of 6.5 tonnes of sugar/hectare to an average of
9.6 tonnes of sugar/hectare in 2002–04 (Annex 1). This 50 per cent improvement in productivity has been
driven by a series of targeted initiatives for which quantified objectives have been agreed on behalf of the whole
industry and systematically pursued. In recent years these have included: improved crop quality, more
eVective crop storage techniques and earlier national planting dates. Crop costs have been similarly targeted
and driven down. Targeted initiatives here include reduced fertiliser and chemical applications, precision-
controlled pesticides technology and grower performance analysis.
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2.2 The eVect of this improvement has been to progressively improve the UK industry’s ranking in EU sugar
beet productivity. In the last decade UK sugar beet yields have consistently been ranked in the top 5 of EU
Member States. A typical example is in 2004–05 where the UK final yield of 10.4 tonnes of sugar/hectare
compares with a European range of 4.8 to 12.2 and a weighted EU average of 9.1 tonnes of sugar/hectare
(Annex 1).

2.3 In this context, British Sugar would wish to correct the impression given by Table 3 of DEFRA’s
Regulatory Impact Assessment (p 29). UK sugar yields (as opposed to beet yields), which take into account
beet sugar content and extraction rates, are the normal measure of eYciency as used by the European
Commission. Here the UK ranks the same as Belgium and the Netherlands and only just below those of the
best in France.

2.4 On the processing side, British Sugar has invested over £1 billion (ƒ1.4 billion) to improve eYciency in
the last 20 years, and has continued investing in its factories at an average level of £35 million a year. The
number of operating factories has been reduced from 17 to six, and productivity has quadrupled from 180
tonnes of sugar produced per employee each year to 780, over the same period (Annex 2).

2.5 In co-operation with growers, the length of the processing season has been gradually extended due to a
combination of increased crop yields and factory closures. The UK “campaign length” for crop processing of
about 150 days compares to about 90 days for the rest of the EU15, and an estimated 85 days for the EU25.
Increasing campaign length makes better use of the fixed assets used in the business, so is an important
indicator of eYciency.

2.6 These productivity improvements have combined to drive British Sugar’s position as the most eYcient
processor in the EU, as confirmed in the Commission’s impact assessment.

2.7 With the continued emphasis on productivity and operating performance, the UK industry believes it has
positioned itself well to respond to the challenges presented by reform of the Sugar Regime, insofar as its
primary focus remains on the delivery of an eYcient and sustainable European beet sugar industry.

3. Structural Change in the Market

3.1 Although broadly balanced, the Commission’s proposals are radical and hard-hitting. All industries in
the European sugar sector will be aVected by this change, and many will be forced to rationalise or close down
altogether. British Sugar believes that this drive for greater competitiveness, which it fully supports, should
apply across all EU Member States and to all related sectors of the industry.

3.2 An inevitable consequence of reform will be greater concentration in the EU sugar industry and the
remaining industries which serve the overall European market. National barriers for both markets and
competition will become increasingly irrelevant. In the same way, on the understanding that the EU’s
commitments to the ACP (African, Caribbean and Pacific countries) and the LDC (Least Developed
Countries) must be met, the provision of sugar from beet or cane will cease to be a policy concern, with the
market being supplied by those who are the most competitive.

3.3 British Sugar supports the timescale for changes as set out in the Commission’s proposals. Our view is
that implementation should be introduced as quickly as possible to achieve the reform objectives and avoid
uncertainty in industry adjustment and instability in the market.

4. Responses to Specific Questions

4.1 African, Caribbean and Pacific (ACP) and less developed countries

Q1–4

4.1.1 This is for others to respond to in detail. British Sugar would only make two comments in relation to
Article 29 of the Commission’s proposals (“Traditional supply need for refining”).

4.1.2 We would point out that cane raws can be refined highly eYciently in suitably located beet factories.
These therefore oVer a credible alternative gateway for developing country raw sugar exports to the EU. We
would take issue with the implication of the comments in DEFRA’s Regulatory Impact Assessment which
states (p 62) that current refining capacity in the EU is “a necessary outlet for ACP raw sugar.” Refining the
full ACP Sugar Protocol quotas of 1.3 million tonnes could be accommodated within post-reform EU beet
processing capacity.
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4.1.3 It is in the interests of ACP and LDC developing countries to be able to supply their raw sugar to as
wide a range of customers as possible, as this is likely to improve their contract conditions and prices. It is
against their interests to be restricted to only one outlet, eg full-time refiners, as proposed by the Commission
in Article 29 (2). (See the attached letters from the Chief Executive OYcer of the Swaziland Sugar
Association—Annex 3—and the Chairman of the Fiji Sugar Marketing Company—Annex 4.)

4.2 Impact on EU Industry

Q5

Non-market benefits of the retention of protection for sugar

4.2.1 British Sugar cannot comment on the impact on the EU as a whole. However, for the UK the
continuation of sugar production will provide a number of non-market benefits:

Employment

4.2.2 DEFRA’s Regulatory Impact Assessment (RIA) refers to a study carried out by Cambridge University
and the Royal Agricultural College (“Economic, Social and Environmental implications of EU sugar
reform”—September 2004). This analysis suggested that there were around 10,000 jobs linked to sugar beet
production in the UK. However, one of the original authors of the University of Reading study (“The
Economic Impact of the British Beet Sugar Industry”—November 1994), Professor Peter Midmore, has up-
dated this earlier work. The report (“Britain’s Beet Sugar Supply Chain”—June 2005—Executive Summary
attached at Annex 5) concludes that between 13,000 and 18,500 jobs are created directly and indirectly by the
UK beet sugar industry, depending on the methodology used. The employment benefits, and associated
economic activity are therefore significant, particularly in rural areas.

Environment

4.2.3 TheCambridgeUniversity study also underestimated the positive eVects of sugar beet production on the
environment. Further work carried out by Broom’s Barn Research Station on the “Environmental Impacts of
Sugar Reform” (attached at Annex 6) points out that the environmental consequences of reducing sugar beet
area and replacing it with cereals or potatoes would be generally negative and particularly so for biodiversity
(especially farmland birds) pesticides and fertiliser application, nitrate leaching and crop rotation (“break
crop”) benefits.

Bioethanol

4.2.4 British Sugar has been keen to see the development of a domestic biofuels industry in the UK as a way
to reduce greenhouse gas emissions in the transport sector and to contribute to agricultural diversification.
Sugar beet can provide bioethanol feedstock and be a useful alternative income source for UK growers.
However, reform of the EU Sugar Regime shouldNOT be seen as a providing a significant source of feedstock
for an emerging bioethanol industry. The volumes that can be produced from sugar will be small. Significant
bioethanol volumes will only come from cereals. In this context we would like to point out that the
development of any reasonable sized market to comply with the EU Biofuels Directive targets and to help
achieve the UK’s carbon reduction aspirations will require the early introduction of a Renewable Transport
Fuel Obligation.

Q6

Distribution of Direct Payments

4.2.5 The Commission proposals giveMember States discretion over the reference years to be applied for the
calculation of Direct Payments (proposed amendments to Council Regulation 1782/2003, Article 110p).
British Sugar is proposing that the reference years for the UK should be 2002–04 to take account of the
reorganisation of the industry in the 2001 buy-out scheme for beet contracts.

4.2.6 In the overall reform of the CAP, it has been agreed that the Single Farm Payment should be paid to
producers in recognition of their income loss. It should be fully de-coupled and, together with the requirements
of cross-compliance, is intended to ensure that UK producers continue to husband the British countryside in
a way that is acceptable to the British public. Sugar is no diVerent. The compensation should be paid to those
who have lost income and beet growers should also be subject to cross-compliance. Given that the loss of sugar
beet hectaragewill be detrimental to the environment, it will be verymuch in the public interest that such losses
are minimised and that remaining production is produced to the highest environmental standards. The
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diversion of Direct Payment funds to Pillar II would be inappropriate if UK farmland is to continue to be
farmed within the prescribed environmental rules. Farming is necessary for the achievement of the
environmental ambitions of Pillar II.

4.2.7 British Sugar believes that sugar beet grower compensation should be mandatorily de-coupled as in the
Commission’s proposals and Member States should not be allowed to apply it “á la carte”. Any suggestion
that partial coupling should be permitted at the discretion of individual Member States should be strongly
resisted. If it were permitted it would introduce competitive distortions doing particular damage to the UK.
It would also frustrate the success of the overall reform process, especially the Restructuring Scheme.

Q7

The Commission’s calculations of the impact on sugar production within the member countries of the EU

4.2.8 British Sugar believes that Table 2 on page 13 of the Commission’s Update of Impact Assessment of 22
June 2005 is broadly correct.

4.2.9 In this context, we would point out that we did not support the Commission’s earlier concept of
mandatory quota cuts at the start of the reform process. We favour the proposed Re-structuring Scheme as
being more economically rational and in line with the eYciency and competitiveness objectives of reform. The
key to the success of the Re-structuring Scheme will be the cancellation of suYcient quota (5–6 million tonnes)
to bring the EU market into balance.

Q8

The continuation of sugar production:

i) at the prices proposed by the Commission

4.2.10 Price reduction must be carefully balanced. The support price must be set at a level low enough to drive
the Restructuring Scheme and help bring European supply/demand into balance, but high enough to enable
beet to be grown. Price reductions to ƒ385 per tonne for sugar and ƒ25 for beet are likely to be unnecessarily
severe to meet the EU’s objectives, and may risk damaging even the most eYcient industries in Europe,
including the UK’s. There is a widespread belief that the Reference Price mechanism will not work eVectively.
To avoid the risk of market collapse at worst and serious instability at best, in the initial years while the
Restructuring Scheme is being implemented and until the EU market re-stabilises, the Intervention Price
should be retained.

4.2.11 There is an intellectual inconsistency between a fluid Reference Price and a fixed minimum beet price.
If the market price reaches levels significantly below the Reference Price, processors will take the entire hit of
amarket collapse. Even the provision for a 10% adjustment (Article 5 1 (b)) will make little practical diVerence.

4.2.12 At aminimum beet price ofƒ25/tonne, beet supplies become critical, even in themost eYcient growing
regions of Europe like the UK. That is why sugar beet grower compensation must be consistently applied
across the EU.

ii) Competing in a liberalised world market

4.2.13 Because it is a residual or “dump” market, the world sugar market normally trades at levels well below
the costs of production of most global industries. Few producers (whether cane, beet, manufacturers or
refiners) could compete under such conditions.

Q9

Concerns of the new Member States

4.2.14 British Sugar would not wish to comment on this.

Q10

Non-sugar sweeteners

4.2.15 With no quota restrictions the production of non-sugar sweeteners would expand but it is unclear what
the overall eVect on EU beet production would be as future price levels are uncertain.

4.3 Impact on the UK industry

Q11

4.3.1 Critical components to determine the viability of beet sugar processing factories

— Beet supplies

— The market price
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— Industry costs

— Competitors’ costs

UK factories and restructuring aids

4.3.2 This is not a matter that can be determined ahead of reform. The UK has the possibility within the
Commission’s proposals to buy an additional 83,000 tonnes of quota so there are scenarios in which it would
be possible to expand UK production.

Q12

Likely levels of future sugar production in the UK

4.3.3 See Q11.

Q13

Distribution of Direct Payments

4.3.4 See Q6.

Q14

Impact on cane sugar refining in the UK

4.3.5 British Sugar fully supports the proposition underlying the Commission’s proposals, that the future of
the EU sugar industry should be based on securing a competitive and eYcient industry for the future. This
should apply as much to cane refining as to beet processing. In this respect, the complete protection of refiners
from quota cuts, and the proposals in Article 29 to limit raws refining to “full time” refiners for 2006–07,
2007–08, 2008–09 and for the first three months of each of the following marketing years, represent major
concessions to current EU cane refiners. Any further concession, in the form of some element of refining aid
or other assistance for current cane refiners, would severely upset the competitive position as between beet and
cane and should be strongly resisted. Further assistance should be completely unnecessary providing refines
are eYcient, (for example, asDEFRA’sRegulatory Impact Assessment indicates on page 29, by being “able to
compete in a fully liberated market”). For eYcient refiners, the refining margin aVorded by the Commission’s
proposals as they stand should be more than adequate to give returns competitive with those in the beet
processing sector.

4.3.6 British Sugar believes that there may be a case for including refiners at the end of the Restructuring
Scheme.While an exceptionwould have to bemade for quota relinquishment (access for ACP quotas is an on-
going commitment of the EU and could not be cancelled), oVering restructuring aid to cane refiners wishing to
exit in the event that reform produced conditions in which they could not compete, may be considered to be
equitable. ACP commitments would continue to be honoured across the EU through beet/cane co-refining.

4.4 World Trade Organisation (WTO)

Q15

The demands of the EU Panel

4.4.1 The reformswill eliminate the distinction between quota and non-quota for the purposes of exports. The
application of the “Surplus Amount” (Article 15) will eVectively eliminate exports altogether although British
Sugar believes that the EU should retain the possibility of using the full amount of exports permitted under
WTO rules—1.374 million tonnes. To ban exports entirely goes too far and would put the EU sugar industry
at an unfair disadvantage compared with all other world producers of sugar.

Q16

Will reforms meet the conditions of a new international trade agreement in the Doha Development Round?

4.4.2 It is impossible to predict the outcome of either the negotiations to reform the EU Sugar Regime or the
negotiations to reach a new international trade agreement. Both the Commission and the UKPresidency have
emphasised the importance of reaching agreement on reforms to help to move the DDR negotiations forward
at the WTO Ministerial in Hong Kong in December 2005.
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4.5 Environment and health

Q17

Global environmental impact

4.5.1 British Sugar does not have specific competence to comment on the environmental consequences of
sugar cane production in the rest of the world. Nevertheless, we attach a report at Annex 7 prepared by the
environmental consultancy Sancroft, on “The Brazilian Sugar Industry Environmental and Social Impacts.”
This concludes that sugar cane cultivation caused the virtual destruction of the North-East Atlantic Forest
and that further fragile and valuable ecosystems such as the Pantanal wetland and theCerrado savannah could
be under grave threat. Furthermore, the Brazilian sugar industry has been associated with widespread labour
abuses and semi-slavery. Further expansion of the Brazilian sugar cane industry therefore has serious
implications for both environmental and social standards in the country. This conclusion corroborates the
evidence supplied by the RSPB and Birdlife International to the House of Commons Environment, Food and
Rural AVairs Committee sugar inquiry of 2004, which warned that expansion of the Brazilian sugar industry
would have devastating consequences for biodiversity, particularly in the Cerrado region.

Q18

Consumption of sugar

4.5.2 Sugar demand is generally price inelastic. It is doubtful whether lower prices would have a significant
eVect on consumption. Historically, real price reductions in the EU sugar sector have not been passed through
to the consumer. However, we would assume that, with such dramatic price falls, some element would be
passed down the chain. Where such savings would in practice end up, and what the real eVect will be on
consumption, will depend on the relative prices of other ingredients and food manufacturers’ and retailers’
perception of their own commercial interests.

Annex 1
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Annex 3

Swaziland Sugar Association

25 July 2005

Rt Hon Margaret Beckett MP
Secretary of State for Environment, Food & Rural AVairs
Nobel House
17 Smith Square
London SW1P 3J

Dear Mrs Beckett

Reform of the EU Sugar Regime

I am writing to you on behalf of the Swaziland Sugar Association (the sole authorised marketing agency for
the Swaziland sugar industry) in connection with one particular aspect of the above which can have serious
adverse consequences for Swaziland. To appreciate this point, let me start by indicating the importance of the
sugar industry to the overall Swazi economy.

The sugar industry in Swaziland directly accounts for 18 per cent of GDP, 7 per cent of export earnings and
10 per cent of formal sector employment. By virtue of its location in the rural sector, it contributes directly to
grassroots human development through wage incomes and social services (housing, clean water, education.
healthcare, recreation, etc) available to the workers, their households and neighbouring communities. It
operates under practices which have a favourable impact on the environment and has set aside conservancies
for the preservation of wild animals. Its indirect contribution to the Swazi economy through linkages with
other sectors is considerable. In short, the sugar industry plays a crucial multifunctional role and is, therefore,
of central importance to the Swazi economy.

With Swazi sugar exports to the EU market currently providing more than 35 per cent of total sugar industry
proceeds, any reduction in the price receivable from the EU would have an adverse impact not only on the
sugar industry itself, but the overall Swazi economy. This then brings me to the concern I wish to raise with
you, especially in your capacity as current President of the EU Agriculture Council. The concern is Article
29(2) of the “Proposal for a Council Regulation on the Common Organisation of the Markets in the Sugar
Sector” (dated 22 June 2005) which is stated as follows:

“Import licences for sugar for refining shall be issued only to full-time refiners provided that the
concerned quantities are below the traditional supply need referred to in paragraph 1. The licences
in question shall be issued for 75 per cent of the ACP/Indian sugar before being available for any
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other sugar. They may be transferred only between full-time refiners and their validity expires at the
end of the marketing year for which they have been issued.

This paragraph shall apply for the marketing years 2006–07, 2007–08 and 2008–09, and for the first
three months of each of the following marketing years”.

Our concern with Article 29(2) is that it would eVectively restrict the issue of import licences for sugar for
refining to full-time refiners. The fundamental pillars of the ACP/EU Sugar Protocol are guaranteed access
to the entire EU market, minimum price and indefinite duration. Article 29(2) would undermine the pillar of
guaranteed access to the entire EU market. Historically. Swaziland (along with other ACP countries) has
supplied raw cane sugar to the traditional port renters under commercial terms negotiated within the
framework of the Sugar Protocol. Hitherto the part refiners have oVered us the best returns for our sugar. The
proposed reform of the EU Sugar Regime has prompted us to, among other things, exercise our rights under
the Sugar Protocol to search for higher-yielding opportunities within the EU. What Article 29(2) does is to
restrict the exercise of this right and consequently impair our ability tomaximise returns. The restricted ability
would, in turn, impact negatively not only on the sugar industry, but also on the overall Swazi economy for
the reasons given above.

Our returns from the contracts with port refiners have recently been adversely aVected by operational and
commercial constraints put on them. They are more onerous than those which would be imposed by the beet-
processing sector. For instance, port restrictions where the refiners are located oblige us to ship in small vessels,
thus significantly increasing our freight costs. Furthermore, our ability to negotiate improved commercial
terms with the refiners would be constrained by having a limited number of potential customers with whom
to discuss. We believe that it is in our long-term best interests to seek new outlets for our sugar in the EU and,
by encouraging competition, maximise the price we obtain for our guaranteed quantities. Indeed, press
comments from the port refiners themselves have indicated that under the current proposals, port refiners may
be unsustainable in the new environment, reinforcing our view on the ability to negotiate freely with a number
of interested parties, including the beet processing sector.

On account of the above considerations, it would be greatly appreciated if you could note our strong
objections to Article 29(2). We stand ready to discuss this matter further with you or your oYcials on a
mutually convenient date.

Yours sincerely

Michael S Matsebula (Dr)
Chief Executive OYcer

Annex 4

Fiji Sugar Marketing Company

22 July 2005

Mr D Hunter
Director, EU and International Policy
DEFRA
Nobel House
17 Smith Square
London SW1P 3JR

Dear Mr Hunter

1 amwriting to you on behalf of the Fiji Sugar Industry, as I understand from our London Brokers Czamikow
Sugar that you are the Chairman of the Special Committee on Agriculture which is studying the EU
Commission’s proposals for the sugar regime.

We face a challenging period in the next few years as we are engaged in a painful restructuring exercise
designed to ensure the long-term sustainability of our industry. The depth and severity of the price reductions
proposed by the Commissionwould severely hamper our eVorts, andwe do hope thatmoremoderate counsels
will prevail.

In these circumstances, wemust maximise the value to us of the Sugar Protocol and of its guarantees of access,
price and duration. Our guaranteed quantity of 165,348.3mtwv has traditionally been placed under long-term
contracts to the UK full-time cane refiner, but this contract expires in 2006 and has been replaced by a three
year contract which incorporates an option to place a part of our guaranteed quantity elsewhere.

Supplying to the UK refiner reduces our net income due partly to the restrictions on vessel sizes at Silvertown,
which increase our freight costs.
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We believe that it is in our longer-term interests to seek new outlets for our sugar in the EU and, by
encouraging competition, to maximise the price we obtain for our guaranteed quantities. Our ability to do so
is incorporated into the Sugar Protocol, which is a binding agreement between the ACP Signatory States and
the EU.

Tate & Lyle have argued that the Commission’s proposals would eVectively eliminate their profits on UK
refining. Their press release of 23 June states: “The first year in which the full eVect is expected to be felt is
the financial year to March 2009 when the potential impact arising purely from changes to the institutional
framework is estimated as a reduction in the operating results of around £85 million.”

We accept that a major aim of the new regime, and one which has the support of the British Government, is
to make the sugar sector in the EUmore responsive to market signals. If it is really the case that UK full-time
cane refining operations would be unsustainable without additional institutional support, then clearly we
would not wish to be condemned to supplying our sugar only to a full-time cane refiner but would wish to
protect our position by finding other buyers.

The Commission’s proposals seem designed unfairly and unnecessarily to restrict our ability to do this. The
proposals would ring-fence supply to the full-time cane refiners. However, the problem faced by the refiners
is not one of security of supply but of a reduction in their operating margin.

We could not accept that the guarantees enshrined in the Protocol should be undermined by fresh restrictions
on our ability to negotiate freely with interested parties in the EU, including beet processors in theUKor other
member states. However, the Commission proposals could be so interpreted, although we would deny the EU
the legal right to impose such a restriction. Our comments refer particularly to Article 29(2) of the draft
regulation, which would restrict the issue of import licences for sugar for refining to full-time refiners.

I would be grateful if you would copy this letter to your colleague representing UK interests on the Special
Committee on Agriculture, but I feel that in your position as Chairman it is important that you understand
the strength of our objections on legal and anti-competitive grounds to the Commission proposals on
preferential imports.

I would greatly appreciate receiving confirmation that the British Government will actively oppose the
Commission’s attempt to restrict our legal rights under Protocol and to impose anti-competitive conditions
on the marketing of our sugar in the EU. Of course, I should be happy to discuss any aspect of this with you
at your convenience.

Yours sincerely,

G W S Barrack
Chairman

cc: Hon Mr K Tavola, Minister for Foreign AVairs & External Trade
Hon Mr I Tuisese, Minister for Agriculture, Sugar & Land Resettlement
Directors FSM

Annex 5

Britain’s Beet Sugar Supply Chain

A REPORT DESCRIBING THE ECONOMIC IMPACT OF THE BRITISH BEET SUGAR
INDUSTRY IN 2005

By Professor Peter Midmore and Dr John Strak

June 2005

Executive Summary

This report aims to describe and to analyse the British beet sugar supply chain in 2005 and to update the
employment and income generation eVects found in an earlier report in 1994. A key objective was to estimate
the number of jobs directly and indirectly created by the production and processing of sugar beet to produce
sugar and its co-products. An examination of the quality of jobs involved in the supply chain was also
undertaken.

The beet sugar supply chain directly involves around 12,000 diVerent firms—of which about 7,000 are
farming businesses.
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Gross Value Added (GVA) per employee in the sugar manufacturing sector is around £124,000—which is
about three times the average GVA per employee in food manufacturing and more than twice the GVA
per employee in the IT sector.

British Sugar is probably the largest single customer for the engineering sector in the East of England region
with an annual spend of around £75 million. Likewise, its spend on transport (£31 million) and contractors
(£32 million) make it a major customer for many businesses, while farmers receive over £250 million
annually for the sugar beet they supply to British Sugar.

British Sugar’s operations extend well beyond sugar beet processing and sugar production. Sugar beet
production on the farm leads to sugar production in the factory when combined with inputs of R & D,
engineering technology, chemicals, energy, labour and management skills/technical know-how. Co-products
include: reclaimed aggregates and topsoil (branded as TOPSOIL), lime (branded as LimeX), high eYciency
low carbon electricity supply to the local grid, inputs for other industries such as molasses for fermentation
and beet pulp for the animal feed industry, tomatoes, and hi-tech biotechnological extraction operations
to produce betaine and raYnate. Scientific and technological operations dependent on sugar beet include
Germain’s beet seed pelleting operations and the BBSRC Broom’s Barn Research Station.

British Sugar’s operations emphasise environmental best practice through recycling, re-use, eZuent control
and waste minimisation. Nothing is wasted that can possibly be recycled, including even residual heat and
CO2 used for tomatoes at Wissington, while sugar beet contributes to the sustainability of arable farming
through its importance as a rotational crop.

The beet sugar supply chain information available from British Sugar was utilised in a standard input/
output methodology that enabled the calculation of the number of jobs in, and associated with, the beet
sugar supply chain.

A recent estimate of circa 6,600 jobs created in the beet sugar industry, by the University of Cambridge
(2004), is rejected as being implausibly low and based on inadequate data.

We estimate that almost 13,000 jobs are created directly and indirectly by the activity associated with the
beet sugar supply chain. This estimate rises to around 18,500 jobs if the induced eVects of employment in
the beet sugar industry are included. These estimates indicate that the beet sugar industry has continued
to improve its productivity since 1994, when an estimate of circa 23,000 jobs was made. The fall in jobs since
then has occurred without aVecting the overall level of sugar output and whilst several new co-products and
services have been developed. This implies that the investment in skills and technology in the beet sugar
supply chain has been both substantial and eVective.

According to ONS figures, 55.4 per cent of employees in the UK sugar manufacturing sector have a higher
education qualification. This compares with 24.8 per cent of the general population of working age, 16.8
per cent of the food and drink manufacturing sector in the UK, 13.7 per cent of the food and drink
manufacturing sector in the East of England, and 8 per cent of the industrial workforce with a higher
education qualification.

We assessed the quality of jobs in the beet sugar supply chain by diVerent methods. In the national
approach, the beet sugar industry is shown to create more jobs at higher earnings levels than the food
industry generally. In local comparisons, an employee in a British Sugar factory has an eight in 10 chance
of being paid above average earnings, compared with a worker outside the factory gate who has only a
three in 10 chance of obtaining above average earnings. It is clear that the beet sugar supply chain employs
workers who are paid above average and who are highly skilled.

Annex 6

Economic, Social and Environmental Implications of EU Sugar Regime Reform: A report to DEFRA
from Cambridge University and the Royal Agricultural College

ENVIRONMENTAL IMPACTS OF SUGAR REGIME REFORM: COMMENTS ON BEHALF OF
BRITISH SUGAR PLC AND THE NATIONAL FARMERS UNION

Summary

Some Sugar Regime reform scenarios tend to reduce the area devoted to sugar beet as a consequence of
either a direct quota cut or a reduction in the sugar price. It is likely that on many farms that grow beet
today the released land will grow winter cereal: on those with Fen soil or with irrigation facilities the released
land may be used for extra potatoes or vegetables. Overall, these changes will have adverse eVects on the
following:
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— Landscape diversity and biodiversity, especially on farmland birds.

— Occurrence of water erosion, especially where beet is replaced by winter cereal.

— The availability of soil for brown-field reclamation.

— The nitrate available for leaching into water.

— The amounts of pesticides applied, especially molluscicides and sprayed insecticides.

— The amounts of CO2 fixed.

Most of these adverse eVects will be particularly severe where beet are replaced by potatoes.

A reduction in beet area will have little impact on the following:

— Wind erosion.

— Soil compaction.

— The risk of pesticides to non-target organisms.

— Consumption of water for irrigation.

— Preservation of archaeological features in the landscape.

— Noise.

The published evidence in respect of loss of soil, pesticides, water and archaeological features is in direct
conflict with the claims made in the Report by Cambridge University and the Royal Agricultural College.

Preamble

Chapter 5 of the Cambridge University/Royal Agriculture College report deals with Environmental Impacts
of Sugar Regime Reform. However, many of the statements in the chapter are not evidence-based, and are
therefore sometimes misleading. Some of the evidence produced by the BBRO-funded environment research
projects (concerning pesticide ecotoxicity, leaching of fertilizers and pesticide residues, climate change) has
now been accepted for publication in refereed journals but is not yet published, so could not have been
accessed by the reporters unless they contacted the researchers personally: this was not done. Competent
research will always involve contact with acknowledged national and international specialists in the field.
The comments in this response are, where possible, evidence-based. Emphasis has been given to the direction
of any environmental impacts (adverse, benign, or beneficial) of sugar regime reform, not to the predicted
detailed impacts of each of the change scenarios.

Throughout this response the comments have been cross referenced to the paragraph numbering used in
the original report, and the response has been broadly divided into the same subgroups: biodiversity, land
use and soils, waste and water, landscape, climate change, air quality, noise and general impacts.

Biodiversity

Organisations involved with wild birds (especially English Nature1 and RSPB2) have, during the Sugar
Regime Review consultations, made reference to the beneficial aspects of sugar beet production in the UK
in relation to farmland birds. The report acknowledges this. The Government uses the population of some
farmland bird species as a Quality of Life indicator10. The beet crop is preceded by a long period (up to
six months) when the land is in stubble. This can provide rich feeding grounds for birds like finches and
buntings during winter3, 4. There is potential to increase still further the proportion of beet crops preceded
by a long stubble period. Beet crops have an open canopy structure and contain areas of bare soil until mid
summer: this provides nest sites for ground-nesting species such as stone-curlew (a population of national
importance), partridge, lapwing and skylark. Weed control in the beet crop is diYcult, and so it typically
contains more weeds that set seed than most other crops, especially cereals5. In consequence, beet fields
prior to harvest are important feeding grounds for seed eating birds like finches and buntings3.

About half of the beet crop is harvested after mid November and the next crop is therefore not sown until
spring. During this period the aftermath of the beet provides valuable food sources for geese, swans, skylarks,
golden plover, lapwing, pied wagtail and meadow pipit. During winter, more than a quarter of the world’s
population of pink-footed geese feed on the aftermath in beet fields in eastern England6. As the beet industry
becomes more eYcient, the proportion of the crop that is harvested too late to be sown with the next crop in
autumn will increase: the beet harvesting and processing period will be spread later into winter.
10 Species in the Quality of Life Indicator for Farmland Birds: grey partridge, lapwing, stock dove, turtle dove, skylark, whitethroat,
starling, tree sparrow, goldfinch, linnet, yellowhammer, corn bunting, kestrel, wood pigeon, yellow wagtail, jackdaw, rook,
greenfinch, reed bunting.
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Paragraph 5.13 of the report suggests that benefits to wildlife aVorded during autumn and winter by the
aftermath of beet production may decrease with climate change. What little evidence there is contradicts this.
Although increasingly dry summers may reduce the foliage weight at harvest, it is unlikely to reduce significantly
the weight of beet crown left in the field, and this crown (not the leaf) provides a significant proportion of the
feed for birds in autumn and winter. This paragraph also claims that drier autumns (a possible eVect of climate
change) will encourage earlier harvest: it will do the reverse. Dry soil is too strong for beet to be harvested,
and so it delays harvest. Also, any move to warmer winters is likely to increase the proportion of the beet crop
still to be harvested in January: at present beet is harvested earlier than the factories need it only in order to
protect it from cold weather. Therefore, warmer winters are likely to increase the availability of the aftermath
of beet crops as bird food.

Some of the benefits provided by the beet crop (described above) might be provided by Entry Level and Higher
Level Agri-environment schemes. However, the report correctly points out (5.14–16) that these benefits cannot
be confidently predicted.

Land Use and Soils

Para 5.24 Soil Tare

Soil adheres to harvested beet and some is taken to the factory. This represents the loss of about 1 per cent
of the topsoil of beet fields per century: this rate is approximately the same as the rate of soil formation in
northern Europe7. The soil taken to the factories is all recycled (about half of it to agriculture, where it radically
improves the quality of infertile sandy fields). Soil recycled to non-agricultural applications is sold, much of it
to landscape and reclaim brown-field sites. Stone (about 70,000 t/year) is removed from beet fields and is sold
into the construction industry. These eVects are of no detriment to the sustainability of agriculture.

Para 5.25 Soil Erosion

Unstable soil in gently sloping fields is at risk of erosion by water if the surface is not protected by foliage or
crop debris8. In autumn the risk to arable crops is to freshly sown cereals and rape; in spring to beet, potatoes,
peas and field vegetables. Evans8 studied erosion in the same transects of UK land every spring and summer
from 1982–86, using aerial photographs and subsequent field surveys. In these tracts 14 per cent of the beet
fields had evidence of water erosion compared to 11 per cent of potato fields and about 2 per cent of fields
growing cereals, rape, peas or beans. Although erosion in beet fields was frequent, it was seldom serious and
the average movement of soil within the field was 0.3mm/beet crop. In a subsequent study of all crops on one
large erosion-prone farm with 35 fields, Evans9 found that the amount of soil eroded in beet and winter barley
fields (0.7m3/ha) was similar, and was about half the amount moved in potatoes. This is contrary to the report’s
claim that a shift from beet to cereals or potatoes would reduce the risk of soil erosion.

Cross compliance will require soil protection plans from all arable farmers, and those with erosion prone fields
may have to take some parts of those fields out of production. Evans’ studies8, 9 indicate that this will aVect
almost all arable crops, not beet especially. In this respect reform of the sugar regime will have almost no
impact, again contrary to the implication in the report.

Fields with a dry and smooth soil surface are at risk of erosion by wind. The preparation of seedbeds for any
small-seeded row crop can create these conditions. Beet has suVered from wind erosion in the past, but farmers
now use soil protection measures to reduce this risk. Protection is aVorded by either (a) stabilising the surface
by sticking the particles together or (b) roughening the surface to reduce the speed and power of the airflow
immediately above the soil surface. Typically beet growers either roll the surface to create a thin, ridged and
stable crust or grow a cover crop to roughen and stabilize the surface10. The annual British Sugar Beet Crop
Survey shows that less than 0.3 per cent of the crop has had to be abandoned or resown due to wind damage
in any year since 1990. Therefore beet farmers today already operate soil protection plans with respect to wind
erosion, which therefore has a negligible eVect on the UK beet crop.

Para 5.26 Soil Compaction

Today’s sugar beet production methods are not especially likely to cause soil compaction, contrary to a claim
in the report. In Germany Schafer-Landefeld et al.11 anticipated that today’s large beet harvesters would cause
long term damage to subsoil structure, but could not find evidence for this in trials. Instead they found that
the upper layers of the subsoil were already strong enough to carry the harvester; this strength is probably a
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consequence of soil compaction during decades of ploughing with one tractor wheel in the furrow bottom. The
situation in Germany is likely to be similar to the situation here. Modern harvesters, because their use results
in less traYc across the land, cause less damage to the structure of the surface soil than their older counterparts.

Fertilizer Applications

In paragraphs 5.21–27 the reports authors correctly refer to the doses of fertilizer applied to beet crops as being
“close to the optimum levels for crop requirements”. Table 1 shows the rates of application of the major plant
nutrients to some arable crops in Great Britain12. Beet is given smaller amounts of nitrogen than most arable
crops, similar amounts of phosphate to combinable crops, and intermediate doses of potash. However, some
growers, immediately before their beet crop, apply phosphate and potash not only for the beet, but for one or
two subsequent crops as well. These fertilizers are strongly retained by the soil so early application is not
wasteful. All of this fertilizer was recorded against the beet crop in this survey. Sugar beet is an eVective
scavenger for soil nitrate and continues to absorb this nutrient until well into autumn. As stated in the report,
much less nitrate leaches out of the soil after beet harvest13 than from most other arable crops.

Table 1

AVERAGE FERTILIZER USE ON MAJOR ARABLE CROPS, GREAT BRITAIN 200012

Winter wheat Winter barley Oilseed rape Maincrop potatoes Sugar beet

Nitrogen 188 146 195 160 104
Phosphate 44 48 41 159 39
Potash 47 61 43 234 91

Pesticide Applications

Pesticide input to arable crops can be compared on several scales (number of applications, weight of active
substance per hectare etc). The Cambridge/Royal College study chooses to make comparisons on a weight of
active substance basis. According to Garthwaite et al14, across all pesticide types, the average weight applied
to beet in 2002 was 3.72kg/ha, compared to 4.37kg/ha for wheat 3.80 kg/ha for winter barley, 2.37kg/ha for
oilseed rape and 14.8kg/ha for potatoes (excluding desiccants). Thus technical advances have allowed beet
growers to reduce their pesticide usage by 2.0kg/ha (35 per cent) since DEFRA reported on sugar beet to the
EU Commission in 200215, and by 78 per cent since 1982. Thus, use on beet is now less than wheat and
potatoes and similar to winter barley: this contradicts para 5.32. Pesticide usage for the main arable crops is
shown in Table 2.

Table 5.1 of the Cambridge/Royal College study implies incorrectly that beet and potatoes have equally heavy
use of insecticides. Many nematicides are also powerful insecticides, and until now this has been true of those
used in beet. The insecticide (including seed treatment applications) and nematicide used in beet amounts to
0.16kg a.s./ha. The equivalent use in potatoes is 2.07kg a.s./ha. Table 5.1 does not record use of molluscicides
(a group of chemicals with important biodiversity impacts): average application in beet in 2002 was
0.002kg/ha, compared with 0.11kg/ha in wheat and 0.28kg/ha in potatoes.

Table 2

COMPARISON OF AVERAGE PESTICIDE USAGE (KG AS/HA) OF SELECTED ARABLE CROPS IN
GREAT BRITAIN IN 2002. DATA TAKEN FROM CSL REPORT 18714

Winter Winter Oilseed Ware
wheat barley rape potatoes Sugar beet

Insecticides 0.047 0.014 0.026 0.068 0.025
Desiccants 51.815
Fungicides 0.527 0.526 0.419 9.352 0.090
Sulphur 0.042 0.060 0.111 0.116 0.254
Growth Regulators 1.242 0.877 0.002 0.588
Herbicides 2.313 2.241 1.582 1.961 3.120
Molluscicides 0.105 0.023 0.209 0.283 0.002
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Winter Winter Oilseed Ware
wheat barley rape potatoes Sugar beet

Nematicides 2.213 0.064
Seed treatments 0.095 0.059 0.022 0.283 0.166

Total (all registered pesticides) 4.371 3.802 2.371 66.680 3.721

The Cambridge/Royal College study chooses to make comparisons on a weight of active substance basis.
Surveys of the use of pesticides only tell part of the story. Another important component is to consider the
risk that these products and their metabolites pose for non-target organisms in the environment. DEFRA
funded the development of the pEma software package16 to do this. This package was not used in the
Cambridge/Royal College study. It has been used to assess the risks associated with the use of 13 typical sugar
beet production scenarios. This is a more comprehensive examination than has been conducted for any other
crop in the UK.Whenmaking comparisons with other arable crops, our work17 found that the risks from beet
seemed to be more than from wheat and barley, less than peas and rape and much less than potatoes. Ideally
these comparisons should be made again, but with detailed cropping scenarios representing real pesticide
usage on the whole of the cropped area, as was the case for sugar beet.

Paragraph 5.37 raises questions about:

— “potential hazards of seed treatments in beet, where all seed is treated.” 89 per cent of all arable crops
are sown with treated seed14, in many cases with the same active ingredients as those used in beet. It
is generally recognised that, as a method of delivering crop protection products, seed treatment is
less of a risk to the environment than other methods because the pesticide doses are small and can
be precisely placed to limit the exposure of non-target organisms. The report implies concerns but
fails to highlight this key point.

— “environmental impacts of genetically modified beet.” Recent research has shown that, if regulated
appropriately, herbicide resistant sugar beet would oVer environmental benefits, either in spring or
in autumn, for farmland biodiversity18. The mechanism is through growing weedier crops without
yield loss. These benefits are in addition to the superior life cycle analysis and energy performance of
GM compared to conventional beet and to reduced direct ecotoxicity of the partner herbicides used.

Waste and Water

Paragraph 5.43 lists factors associated with the risk of soil erosion by water and the subsequent contamination
of watercourses by nitrate, phosphate and pesticide. Contrary to what is implied in the report, sugar beet is
not a specially high water erosion risk, despite being grown on light soil. In part this is because beet is almost
exclusively grown on flat fields or fields with only a slight slope. MAFF funded a study19 that identified winter
cereals as the high-risk crop on erosion prone sites, potatoes and beet were classified as having moderate risks.
A study by Evans9 found that potatoes were the worst risk.

Paragraph 5.45 states that larger doses of pesticides are applied to beet than to all other arable crops except
potatoes. This is incorrect (Table 2). For example, more is applied to wheat than beet. In any case, pesticide
weight is a poor indicator of the risk of diVuse pollution, which depends on pesticide longevity and onmobility
in water. None of the pesticides applied to sugar beet is likely to leach into the drainage water in significant
amounts17. This finding agrees with the Environment Agency’s monitoring of water quality, where sugar beet
pesticides have never caused a breach of the Water Quality10 standards. Herbicides applied to winter cereals
are, however, a cause for concern, but the changes in the intensity of wheat cropping in place of sugar beet is
unlikely tomake this significantly worse. The report correctly states that the lower application rate of nitrogen
and phosphate fertiliser on beet than onmost other arable crops makes beet a lesser risk for nutrient pollution
and eutrification of water sources than other crops. Additionally, beet is a more eYcient scavenger of nitrate
than other crops, so after harvest there is very little nitrate available for leaching13.

Paragraph 5.46 correctly states that beet production uses very little irrigation water: only about 5 per cent of
the crop is irrigated, even in dry summers. If irrigated beet production is cut, the released water resource will
be reallocated to other crops that provide good returns from irrigation, eg potatoes or field vegetables. Thus
there will be no change in consumption of irrigation water as a consequence of sugar regime reform, but there
could be an increase in justified demand.
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Landscape

Paragraphs 5.52 and 5.53. In Local Authority wards where beet is grown, 66 per cent of the arable area is
winter cereal or winter rape, 10 per cent is beet21. Beet is 63 per cent of the area of crop with an open canopy
of the type favoured by many farmland birds. Thus the report correctly implies that sugar beet makes a large
contribution to the diversity of the landscape in areas where it is grown and sugar regime reform risks reducing
this diversity and biodiversity too.

Archaeological features in the landscape can be damaged by any increase in cultivation depth. Sugar beet is
not being introduced to new areas, so cultivation depth is not increasing as a consequence of beet cultivation.
Beet cultivation is therefore neutral with respect to historic landscape features.

Climate Change

Paragraph 5.55. Our recent peer reviewed and soon to be published study22 has shown that Global Warming
Potential (GWP) of beet, as produced in England, is similar to but slightly less than wheat. Much of the GWP
of beet was associated with use of animal manure. If the area devoted to beet is reduced as a result of Regime
reform, this manure will simply be used on another crop instead, although its use will probably be less eYcient.
Sugar beet reformwill not reduce fossil fuel consumption. The report fails to conclude that in arable cropping,
energy consumption is dominated by the fuel used to make nitrogen fertilizer. Beet uses less N fertilizer than
most other arable crops and only about half that used on wheat, so has no worse a climate change profile than
other crops. Beet has an advantage in that it produces larger dry matter yields than other crops, so fixes more
CO2 (up to 35t/ha). Much of this dry matter is left on the field in the form of beet tops, where it eventually
becomes incorporated into the soil organic matter.

Paragraph 5.57. “Climate change is likely to increase . . . the frequency of winter precipitation and more
stormy weather.” This will enhance the risk of erosion on soils which are unstable and unprotected during this
period. Contrary to the report’s claims, the “at risk” crops in these circumstances are winter cereals, not beet19.

Air Quality

Paragraph 5.59. A reduction in the area of sugar beet would not reduce CO2 emissions, which are similar for
beet and wheat, but it would reduce the capacity of arable agriculture to reduce the CO2 concentration in the
atmosphere22. This capacity to draw down CO2 concentration makes beet an important candidate for
bioethanol production.

Noise

Paragraph 5.62.Making a noise in an already noisy environment has little additional adverse impact, and any
change to the amount of sugar beet produced in England will have little direct eVect on noise pollution.
However, any increase in cereals area could slightly increase the amount of noise generated at night as
harvesting after dark would become more common and as crop driers would operate for slightly longer.

Conclusion

Some Sugar Regime reform scenarios tend to reduce the area devoted to sugar beet as a consequence of either
a direct quota cut or a reduction in the sugar price. It is likely that on many farms that grow beet today the
released land will grow winter cereal: on those with Fen soil or with irrigation facilities the released land may
be used for extra potatoes or vegetables. Overall, these changes will have adverse eVects on the following:

— Landscape diversity and biodiversity, especially on farmland birds.

— Occurrence of water erosion, especially where beet is replaced by winter cereal.

— The availability of soil for brown-field reclamation.

— The nitrate available for leaching into water.

— The amounts of pesticides applied, especially molluscicides and sprayed insecticides.

— The amounts of CO2 fixed.

Most of these adverse eVects will be particularly severe where beet are replaced by potatoes.
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A reduction in beet area will have little impact on the following:

— Wind erosion.

— Soil compaction.

— The risk of pesticides to non-target organisms.

— Consumption of water for irrigation.

— Preservation of archaeological features in the landscape.

— Noise.

These impacts are summarised in Table 3, which presents a very diVerent picture than the series of diagrams
in the report.

The published evidence in respect of loss of soil, pesticides, water and archaeological features is in direct
conflict with the claims made in the Report by Cambridge University and the Royal Agricultural College.
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Annex 7

THE BRAZILIAN SUGAR INDUSTRY ENVIRONMENTAL AND SOCIAL IMPACTS

Key Points

— Sugar cane cultivation caused the virtual destruction of the North-East Atlantic Forest.

— The remaining patches of this ecosystem, containing exceptional levels of threatened biodiversity,
were put into greater peril by the Proalcool programme.

— Although not a likely region for major new expansion, a revival of sugar production in the NE could
threaten attempts to re-establish native vegetation.

— The Cerrado, the most biologically diverse savannah on Earth, is the most likely target for expanded
sugar cane cultivation.

— If this turns out to be the case, there would bemajor concerns about further destruction of an already
threatened ecosystem.

— The state government of Mato Grosso do Sul is attempting to encourage sugar companies into the
fragile Pantanal wetland by overturning a law banning the installation of sugar-alcohol plants in the
Upper Paraguay drainage basin.

— Sugar-growing regions of the North-East have some of the worst indicators of poverty in Brazil.

— The sugar industry has been associated with widespread labour abuses, including references to semi-
slavery not just from sources such as unions and NGOs, but from federal prosecutors.

— Sugar-growing regions, especially in the North-East, display some of the most stark inequalities in
the distribution of land, a major source of social instability in Brazil.

— Government and industry representatives have indicated that the new export opportunities provided
by market liberalisation—combined with growing international demand for ethanol—will involve
the opening up of new land for sugar cane cultivation.

1. Introduction

On 29April 2005 theWorld TradeOrganisation delivered its final ruling on the complaint led by Brazil against
the European Union’s regime of sugar support. The success of the challenge has been widely portrayed as a
victory for the “poor” against the over-subsidised farmers and sugar-producing companies of Europe. A
missing factor in discussion of this issue has been the implications of the ruling for the environment and social
fabric of countries such as Brazil, whose agricultural and processing industries are likely to be key beneficiaries
of a major liberalisation of the world sugar market.

This report seeks to add context to the debate by assessing the environmental and social impact of sugar-cane
production in Brazil, and exploring the possible implications of a significant expansion of exports from the
country to take advantage of a reformed global market. It draws on a combination of published sources,
internet research and personal communications.

A number of points should be made at the outset. Firstly, there has been very limited academic or other
research looking specifically at these aspects of the sugar industry in Brazil. It is often diYcult, therefore, to
separate the role of cane production from other agro-businesses in some of the key trends such as conversion
of virgin ecosystems, threats to water resources, concentration of land ownership and rural conflicts. While
this report attempts as far as possible to highlight the specific issues relating to sugar production, its
comparative influence in these trends is not always clear.

Second, any assessment of the future shape of sugar production in Brazil is by its nature speculative. With one
exception11, the sources identified in the writing of this report do not attempt a methodical analysis of where
and how any expansion resulting from liberalisation might occur. Informed speculation is possible, however,
drawing on a combination of recent trends and comments from industry and government sources.
11 Thomas Hirsch et al, Economic, Social and Ecological Impacts on Brazil of Accelerated Liberalisation of the European Sugar Market,
FoodFirst International and Action Network (FIAN), Heidelburg Oct 2002.
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Finally, it is impossible to separate entirely the issues of new export opportunities for Brazilian sugar and the
development of the ethanol market following the entry into force of the Kyoto Protocol. Since the production
of sugar and alcohol are so closely intertwined in Brazil, social and environmental impacts will tend to be
common to both trends. In fact, current discussion within the country both of recent impacts and future
expansion of cane production tends to focus more on the alcohol market rather than sugar trade
liberalisation—probably because complete removal of EU export subsidies and price support still seems a
distant prospect despite the WTO ruling.

2. Sugar in Brazilian History

The history of sugar cane cultivation inBrazil is very nearly as old as European colonisation of SouthAmerica.
Having originated in Asia, the crop was introduced in 1532 by Martim Afonso de Souza, one of the twelve
original hereditary rulers of the captaincies into which the new Terra do Brasil was divided by the Portuguese
crown.Within a century, some 235 sugarmills had been established in the fertile coastal soils of Brazil’sNorth-
East—requiring widespread deforestation to provide both land for the plantations and fuel for the mill
furnaces.12

Relying as it did on a combination of slave labour and devastation of the lush coastal forests, the sugar
“cycle”—the term commonly used for the periods dominated by diVerent export commodities which shaped
Brazilian economic, social and environmental history—has become for some modern commentators
something of a metaphor for the ills which beset the country to this day.

The historian Eduardo Bueno, for example, sums it up as follows:

The long and profitable reign of sugar in Brazilian lands—begun in 1532 and still with no end-date—
also brought bitter consequences for the country. Planted avidly and impatiently in the luxuriant
alluvial soil of the North-East coast, sugar cane cast light on Brazil, putting it on the map of global
trade. It became “the principal nerve and substance of the wealth of the country”, according to an
old chronicler. With the dividends—soon exported to Portugal and from there to Holland—came
the devastation of forests, the enslavement of indigenous people on a large scale, the problems of
monopoly and monoculture, the unspeakable notoriety of traYc in negros, the giddy eVects of easy
profits, the latifundio, the pyramid of social exclusion, unfettered greed—ills which instead of curing,
Brazil incorporated.13

Some of the environmental impacts of sugar production were noted early in its history in Brazil. During the
brief period of Dutch control of the sugar-growing region centred on the North-Eastern port of Recife, the
enlightened governor Mauritius van Nassau introduced in the 1630s an edict banning the disposal of bagasse,
the waste from sugar cane plants, into the rivers and watercourses as it was observed to kill the fish on which
the poor depended for their food.14

A Jesuit chronicler writing in 1711 described the furnaces of the sugar mills as

mouths truly swallowing up the forest . . . (but Brazil) . . . with the immensity of forests which it has,
can feed, as it has fed for so many years and will continue to feed in times to come, as many furnaces
as there are in existence.15

In quoting this account, the environmental historian José Augusto Pádua notes that this impression of the
infinite supply of natural resources was not only tragically wrong—at most 7 per cent of the original extent of
the Atlantic Forest now remains—but is mirrored in dominant modern-day attitudes towards land use in
Brazil in which

instead of caring for the natural environment, modifying it with care and using intelligent and
sustainable technologies, which guarantee high productivity with aminimum of reduction of natural
formations, we opt for the easiest route of extensive expansion, horizontal and predatory.16

12 Eduardo Bueno, Brasil:Uma Historia. Editora Ática, São Paulo 2003. pp44-45.
13 Ibid, Translation.
14 Ibid, p 91.
15 Translation.A JAntonil,Cultura eOpulência doBrasil por suasDrogas eMinas. São Paulo 1976,Melhoramentos—quoted by Professor
José Augusto Pádua from the Federal University of Rio de Janeiro (UFRJ) in paper entitled The Occupation of the Territory of Brazil
and the Conservation of Natural Resources to the Congress of Brazilian Conservation Units, Curitiba, October 2004.

16 Translation. Pádua, op cit.
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An equally scathing view of the legacy of sugar cultivation in the poor North-East of Brazil is given by the
environmental economist Carlos Eduardo FrickmannYoung, in a recent analysis which challenged the notion
that deforestation in the Atlantic Forest region had brought prosperity to the areas where it had taken place.
In fact, his research indicated that if anything there was an inverse correlation between the scale of
deforestation in a particular municipality and indices of employment and earnings. On the “sugar cycle”
Young writes:

The conversion of forested areas for cultivation and the demand for firewood to fuel the furnaces in
the refinement of the product resulted in strong pressures of deforestation around the fertile areas
of the North-East coast. Thanks to the good quality of the soil, the activity remains until today the
basis of the regional economy. However, the economic structure around which production was
organised was at the same time an incentive for deforestation and for the creation of big social
disparities. The expansion of slavery, the driving force behind the cultivation and processing of
sugar, resulted in the strongest historical basis for social backwardness in the region and in the
country. Even after the abolition of slavery (in 1888), the social conditions of the workers in this
cultivation continued to be among the worst in the country: a significant proportion of the main
pockets of poverty in the country are part of the legacy of five centuries of continuous planting.17

3. Sugar cane expansion and the environmental context

BIOMA AMAZONIA 
BIOMA

CAATINGA

BIOMA CERRADO

BIOMA
PANTANAL

BIOMA  MATAICA

BIOMA
PAMPA

ATLÂNTICA

Figure 1: Principal biomes of Brazil

Source: IBGE (Brazillian govt statistical institute)
Translation: Mata Atlântica = Atlantic Forest, Pampa = natural grasslands

17 Translation. Carlos Eduardo Frickmann Young (UFRJ), Deforestation and the Myth of the Generation of Rural Employment: an
Analysis for the Atlantic Forest. Paper presented to Congress of Brazilian Conservation Units, Curitiba Oct 2004.
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Figure 2: Distribution of cane cultivation, as assessed in 2002.

A comparison between Figures 1 and 2 demonstrates that three of the six regions of natural vegetation
(biomes) in Brazil have borne virtually the entire impact of sugar cane cultivation. They are the South
American Atlantic Forest (Mata Atlântica), the Brazilian Savannah (Cerrado) and the wetlands of the
Pantanal. The dry interior of the North-East known as the Caatinga and the natural grassland or Pampas
bordering Uruguay have seen only minimal development of the crop, as has the Amazon forest region. On the
latter, however, it is worth noting that the three latest harvest figures given in Figure 4 below show for the first
time some production in the state of Amazonas, though at around 250,000 tonnes it is a tiny proportion of
the total, and insignificant compared with the vast areas of deforested land being planted with soya.

While international attention has for obvious reasons focussed on the alarming rate at which the Amazon is
being converted, the future of the three biomes aVected by sugar cane cultivation is viewed with equal alarm
by international conservation scientists, and each could be significantly aVected by liberalisation of world
markets.

The Atlantic Forest

The complex of ecosystems collectively known as the South American Atlantic Forest is one of the 34
“biodiversity hotspots” identified by theNGOConservation International. These are defined as regions which
contain at least 1,500 species of vascular plants (ie 0.5 per cent of the world’s total), and which have lost at
least 70 per cent of their original cover.

Stretching from the North-East corner of Brazil along the entire eastern seaboard of the country, and inland
to Paraguay and the Misiones province of Argentina, the original size of the forest is estimated at around 1.2
million square kilometres.18

With around 20,000 plant species and 950 bird species, the exceptionally rich biodiversity is a consequence of
the isolation of this region from the other main rainforests of South America. Within the Atlantic Forest
region itself, the wide range of latitudes (from close to the equator to South of the Tropic of Capricorn) and
18 Conservation International Biodiversity Hotspots website.
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elevations (from sea level to 2,700m) have produced a several of “centres of endemism” including significant
numbers of species found nowhere else in the world.

The massive rate of deforestation—estimated to be between 93 per cent and 95 per cent—is a consequence of
the position of the Atlantic Forest in the main areas of settlement of Brazil, exposing it to both agricultural
and urban expansion. More than 100 million people now live in the region originally covered by the forest.

Until the late 20th century, sugar cane cultivation in Brazil was concentrated almost exclusively in the sub-
region of the Atlantic Forest north of the São Francisco River, on a relatively narrow strip of fertile land close
to the North-East coast. This also coincides with one of the “centres of endemism” mentioned above. Five
centuries of sugar planting in this region has resulted in almost total removal of forest cover, as shown by the
maps below.

May 2005

 

Figure 3: Comparison between original and current extent of the
Atlantic Forest in the sugar-growing state of Alagoas.

Source: SOS Mata Atlântic, website, interactive map

With this history in mind, it is perhaps surprising that relatively recent developments in the sugar and alcohol
industry have been blamed by environmental groups for a significant further deterioration of biodiversity in
the North-East Atlantic Forest.
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The explanation given by several sources is that the enormous range of plants and animals sheltered by
remaining forests on the upper slopes was put under new pressure by the incentives provided by the Proalcool
Programme of the 1970s and 1980s, encouraging sugar farmers to expand their cane cultivation to produce
ethanol for vehicle fuel.

A study by a research group linked to the Brazilian Ministry of Education noted in 2002, for example:

The advance of cane up the slopes, accentuated after Proalcool, entirely occupying the hills,
especially in the Mata Sul (southern part of the NE sugar region)—where, traditionally, woodlands
were left in the higher elevations—brought further loss of vegetation.19

The extreme scarcity of these patches of forest with their unique biodiversity left many species vulnerable to
even fairly modest expansion of cane plantations, and this region is now viewed by NGOs20 as a high priority
for conservation within the Atlantic Forest.

After a campaign lasting several years, this coalition of environmental groups succeeded in 2001 in getting
oYcial government protection for one of the largest remaining areas of forest at Murici in the state of
Alagoas—covering just 7,000 hectares, it has been found to contain 13 critically endangered species of bird,
as well as orchids, bromelias, reptiles and amphibians found nowhere else in the world.

The American Bird Conservancy views Murici as “probably the most important place for bird conservation
in theWesternHemisphere21’. In a report on the newdesignation ofMurici as an “ecological station”, the head
of Birdlife International’s Brazil programme noted:

Extensive modification and deforestation has taken place ever since the days of European
colonisation in the 1500s, and this process was significantly speeded up by the “Pró-Álcool”
development programme in the 1970s. Under this, large areas of forest were converted to sugar cane
plantations and the sugar they produced was processed to produce fuel for motor vehicles. By 1985,
this devastation of the Zona da Mata22 had left Alagoas with less than 2 per cent of its original
vegetation. Even less remains today, and most fragments are on mountain ridges in areas where
access is diYcult and sugar cane plantation is not economically viable.23

Some recent commentary has been even more explicit in linking recent declines in the North-East forest with
the Proalcool incentives. Writing in a well-respected environmental website, the former national forestry
director of Peru and current president of a Brazilian NGO called Fundação da Naturaleza noted:

Although poorly documented froman academic point of view, there is little doubt that the expansion
of sugar cane, to produce alcohol fuel, was the coup de grace for the Atlantic Forest, today reduced
to its minimum expression. This abrupt increase in cultivation created a range of environmental
problems, which include loss of biodiversity, erosion of soils, deterioration of river basins and the
reduction of water quality, apart from altering its flows, increase in the incidence of “natural
disasters”, carbon emissions to the atmosphere, contamination of water and air, destruction of
landscapes of high tourism value, loss of potential fisheries in continental and coastal waters, etc.
The list of damages is huge, and is not confined to ecology. The social impact of the expansion of
sugar cane production has been very negative.24

The harvest table shown in Figure 4 indicates that for the past 15 years, sugar cane production in the North-
East region has remained more or less static, and since the expansion of the 1980s the major threats to the
remaining forests have been seen as cattle grazing and settlement by poor rural communities on marginal
land.25 This traditional heartland of sugar production is not regarded as a likely location for significant future
expansion due to its diYcult topography and relatively high costs—so for instance in one of the few studies
to look at the possible impacts of trade liberalisation, it is noted that:

Faced with a rapid opening of the market, the Northeast with its antiquated structures would have
great diYculty in keeping up with the modern factories in the south of the country.26

19 Translation from Cavalcanti et al, PROGRAMA DE APOIO AO DESENVOLVIMENTO SUSTENTÁVEL DA ZONA DAMATA
DE PERNAMBUCO, Fundação Joaquim Nabuco, Feb 2002.

20 These NGOs formed the “Murici Pact” last year to target work onmeasures to protect this particular patch of forest. Members include
the Nature Conservancy (TNC), WWF-Brazil, BirdLife International, Conservation International-Brazil, the Center for Studies and
Environmental Research ofNortheast Brazil (CEPAN), SOSAtlantic Forest Foundation, the Friends of the Atlantic Forest Biosphere
Reserve Institute (IA-RBMA), and the Northeastern Society of Ecology (SNE).

21 TNC website www.nature.org
22 Literally “forest zone”, the name somewhat ironically still given to the coastal region of the North-East despite the almost complete
absence of forests.

23 The creation of Murici Ecological Station, by Jaqueline Goerck, in World Birdwatch, September 2001. See also article on Murici for
BBC News Online “Planet Under Pressure” series, Sep 2004.

24 Translation. Marc Dourojeanni in O Eco, Do Proalcool ao Biodiesel: a história se repete 28 Nov 2004.
25 World Birdwatch, op cit.
26 Hirsch et al, op cit.
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Having said that, there are concerns that a general revival of the Brazilian sugar industry as a consequence of
new export opportunities could jeopardise current eVorts to persuade plantation owners to co-operate with
eVorts to create “biological corridors” for threatenedAtlantic Forest species on their land, by allowing natural
vegetation to become re-established in areas taken out of production.27

The Cerrado

The vast plateau of Brazil’s interior contains the ecosystem known as the Cerrado, covering 23 per cent of the
nation’s land surface. With its dry climate and vegetation of low forests and scrubland, it does not have the
charismatic appeal of the Amazon or the Atlantic Forest. However, it is recognised as the world’s most
biologically diverse savannah. Its 837 species of birds, for example, make the Cerrado the fourth most bird-
diverse region in the world. It also has more than 10,000 species of vascular plants, 44 per cent of which are
found nowhere else in the world, an exceptionally high rate of endemism.

Perhaps even more than the rainforest regions, the Cerrado has been widely viewed in Brazil as “empty” land
ripe for conversion to “useful” activity such as agriculture and settlement—it was, for instance, in the heart
of the savannah that the country’s leaders chose to locate the capital Brasilia in the late 1950s.

It is only relatively recently that the alarm has been sounded on the extent of destruction of the Cerrado to
make way for agricultural production. It is currently estimated that some two thirds of the ecosystem has been
converted.28 The early exploitation of the region was principally for cattle grazing, and the most dramatic
expansion of crop production has been for soya. Sugar cane, however, has had a significant impact on the
Cerrado, and it is an impact which is growing.

The harvest table in Figure 4 shows clearly that it is the regions within the Cerrado biome such as Goias and
Mato Grosso do Sul which are seeing the most significant current growth in cane cultivation.

27 ibid.
28 RSPB supplementary evidence to the Environment, Food and Rural AVairs Committee, House of Commons, May 2004.
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dô
ni
a

0
0

0
0

0
0

0
0

0
0

0
0

—
—

A
m
az
on
as

0
0

0
0

0
0

0
0

0
0

0
20
1

25
6

25
1

P
ar
á
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rá

50
6

42
0

28
6

18
4

16
0

46
7

40
5

32
6

36
8

13
1

66
74

89
64

R
G
N
or
te

2,
16
9

1,
90
8

2,
10
0

1,
50
3

2,
06
4

2,
41
4

2,
55
8

2,
64
5

2,
80
8

1,
89
3

2,
38
8

2,
06
5

2,
68
2

2,
61
4

P
ar
aı́
ba

4,
57
0

4,
41
5

3,
89
0

1,
96
5

3,
24
0

3,
58
4

4,
74
3

5,
33
0

3,
88
8

3,
41
8

3,
59
4

4,
00
1

4,
33
6

5,
01
7

P
er
na
m
bu
co

18
,6
79

18
,3
28

17
,2
79

12
,0
52

16
,4
78

17
,0
77

20
,1
57

16
,9
70

15
,5
88

13
,3
20

14
,3
66

14
,3
51

14
,8
91

17
,0
03

A
la
go
as

22
,6
17

21
,4
82

21
,0
48

15
,8
27

20
,0
67

19
,7
06

23
,5
42

23
,6
98

17
,3
45

19
,3
15

25
,1
98

23
,1
25

22
,6
45

29
,5
37

Se
rg
ip
e

1,
39
5

94
8

67
1

59
0

62
0

61
7

1,
04
3

1,
06
3

1,
03
8

1,
16
3

1,
41
4

1,
31
6

1,
43
0

1,
52
6

B
ah
ia

1,
05
3

1,
48
7

1,
07
3

1,
62
2

1,
15
6

2,
10
7

2,
32
2

2,
58
1

2,
34
7

2,
09
8

1,
92
1

2,
04
8

2,
21
2

2,
13
7

N
or
th
-N
or
th
ea
st
(*
)

52
,2
34

50
,1
91

47
,1
64

34
,4
21

44
,6
29

47
,4
13

56
,2
05

54
,2
82

45
,1
41

43
,0
16

50
,5
23

48
,8
32

50
,2
43

60
,1
95

M
in
as
G
er
ai
s

9,
85
0

10
,4
34

8,
70
7

8,
42
1

9,
48
5

8,
99
2

9,
90
6

11
,9
71

13
,4
84

13
,5
99

10
,6
35

12
,2
04

15
,6
00

18
,9
16

E
sp
ı́r
it
o
Sa
nt
o

1,
19
4

1,
75
0

1,
67
8

1,
29
0

1,
91
3

1,
77
5

1,
82
9

2,
46
6

1,
94
2

2,
12
7

2,
55
4

2,
01
1

3,
29
3

2,
95
3

R
io
de
Ja
ne
ir
o

4,
52
2

6,
56
4

5,
16
3

4,
86
2

5,
48
0

5,
21
7

5,
43
7

4,
92
6

5,
19
1

4,
95
3

3,
93
5

3,
07
3

4,
47
8

4,
57
7

Sã
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Themost dramatic increases in production since 1990 have been in states whose original vegetationwas largely
or entirely Cerrado. In Mato Grosso, for example, cane harvests rose from 3.3 million tonnes in 1990 to 14.3
million in 2003–04, in Goias from 4.2 million to 13 million in the same period, and in Mato Grosso do Sul
from 4 million to 8.9 million. In the state of São Paulo, which in the late 20th century supplanted the North-
East as the primary sugar region of Brazil, the plantations are mainly on former savannah habitat, though
largely on land used previously for other forms of agriculture such as citrus.30

It is this focus of recent expansion that has ledmany to predict that the Cerradowould be themost likely target
for further land conversion to provide the additional exports under a liberalised trade regime.

In its submission to the House of Commons inquiry into the EU sugar regime, the Royal Society for the
Protection of Birds noted:

It (sugar cane) is expanding into “new frontier” areas of the Cerrado such as Maranhão, in addition
to being grown on land converted from existing grazing regimes, such as in the Tocantins. The loss
of native habitat in “frontier areas” to sugar production would be expected to have a significantly
detrimental eVect on the unique biodiversity of the Cerrado and its natural resources (due to
irrigation demands) . . .. Full liberalisation of the EU sugar regime without sustainability safeguards
would be expected to incentivise the further loss or degradation of this unique region.31

Evidence to the same committee from Brazilian government representatives indicated that the Cerrado is
indeed the region most likely to see further expansion of the sugar cane sector. In ruling out the Amazon as
a suitable destination for the crop, the head of the sugar and alcohol section of the agriculture ministry said,

There are much better areas for the sugar industry and for agriculture as a matter of fact. The
vegetation in the Cerrado, in the tropical savannahs, is much better. They are also closer to the
markets and to the ports.32

The study by FIAN referred to earlier also suggests that the Cerrado is likely to be the region most suited to
expansion to meet greater export opportunities for sugar as a consequence of trade liberalization:

Since competition with other agricultural goods is already very marked in the Southeast and given
the expected sharp increase in domestic demand for sugar and alcohol, the capacity for expanding
cultivation areas is limited. Therefore, any expansion of sugarcane cultivation areas for export
production will mainly take place in the Cerrado in Minas Gerais, Mato Grosso, Mato Grosso do
Sul, Goias etc. These areas have already established an eYcient infrastructure to accommodate the
expanding cultivation of soybeans.33

The Pantanal

The Pantanal, whose name comes from the Portuguese word for swamp, is the largest continental wetland on
earth. Figure 5 shows that it is located mainly within Brazil, and also crosses into Paraguay and Bolivia. Its
unique ecology is derived from the annual flooding of the upper Paraguay river, which result in a patchwork
of lakes, lagoons, rivers, forest and forest islands, dry savannah half the year and a shallow lake the rest.

30 The Brazilian Sugar Industry: Recent Developments, by Christine Bolling and Nydia R Suarez, in Sugar and Sweetener Situation and
Outlook Sep 2001, published by the Economic Research Service of the US Department of Agriculture.

31 RSPB evidence op cit.
32 Angelo Bressan evidence to House of Commons EFRA Committee, 4 May 2004.
33 Hirsch et al op cit p 42.
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Figure 5: Location of the Pantanal

Source: United Nations Press Release, 21 March 2005

Source: United Nations Press Release, 21 March 2005.

Also designated as a biodiversity hotspot, the region is of international importance as a habitat for migratory
birds, and supports a wide range of fauna including giant anteaters, deer, tapir and jaguars. A range of local
livelihoods such as fishing are dependent on the health of the ecosystem.

Since the 1970s, government policies have been put in place to encourage agricultural development of the
Pantanal region, and this has included an expansion of sugar cane planting, especially in the parts of Mato
Grosso state within the ecosystem.

Concern about these developments has focused not just on the areas of the Pantanal being physically
converted, but also on the impacts of human activity within the drainage basin of the Upper Paraguay on the
delicate aquatic ecology of the ecosystem. A paper from the University of Mato Grosso to a symposium in
1996 looked at the impacts of mechanised agriculture generally in the region surrounding the Pantanal, noting
specifically with respect to sugar cane:

The installation of the sugar cane agro-industry around the Pantanal Plain is another of the activities
which have helped in the degradation of the natural environment. Apart from the techniques and
products used in the growing of sugar cane, its industrialization produces as eZuent vinhoto (the
acidic by-product of alcohol production), which is discarded into water courses, ending up in the
flood plain.34

34 Translation. Manoel Pereira de Andrade e Enaile do Espı́rito Santo Iadanza, Elementos Para Uma Análise Crı́tica dos Impactos
Socioeconômicos, Polı́ticos e Ambientais no Pantanal, UFMT 1996.
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A recent report for the United Nations University on threats to the Pantanal also highlighted the
transformation of traditional low-impact agriculture in the region to much more intensive land-use
encouraged since the 1970s by government programmes including Proalcool:

Economic development and consequent population growth pose a new threat to the Pantanal, due
to their negative environmental consequences. Roads and electricity lines have been constructed,
while large agri-industrial projects have emerged on the Pantanal’s periphery—large-scale cattle
ranching and plantations of soybean and sugarcane—all fostering population growth. The resultant
pollution of water and soil from farm chemicals, as well as increasing industrial pollution fromurban
centres, has become a problem. The activities of these new stakeholders have impacted on the
watershed on a large scale.

The implementation of industrialised soybean, corn, sugar cane and cotton monoculture
transformed millions of square kilometres of savannah land into open fields. Riparian forests along
rivers have been cut down or degraded which has led to increased erosion and sedimentation, and
disruption of the local hydrologic pattern as witnessed in the Taquari and São Lourenço rivers.35

The report’s author, Dr. Teixeira states that

Traditional Pantanal commodities—mainly cattle and fishing—cannot compete in today’s
marketplace. Traditional farmers are selling their land to outsiders, and large-scale agriculture is
taking place in the highlands surrounding the Pantanal. Inmost cases, these newcomers do not know
how to manage the land in a sustainable way36.

The Pantanal is at the centre of a very current environmental battle involving the sugar-cane industry in the
state of Mato Grosso do Sul (MS). During the pressure for expansion in the early 1980s environmental
activists secured an early victory in defence of the Pantanal by persuading the state legislature to ban the
installation of new sugar-to-alcohol plants within the Upper Paraguay basin which drains into the marshland.
As a consequence, the sugar industry in MS is located mainly in the Eastern part of the state which is in the
basin of the Parana river.

The state government ofMSnowwants to repeal that legislation in order to attract substantial new investment
into the region.37

Announcing a new campaign in March 2005 to prevent this change, a group known as the Pantanal Defence
Forum said it feared the setting up of large alcohol plants in the region would put the World Heritage Site at
further risk of pollution, loss of biodiversity, deforestation and social problems:

. . . (we give notice that) . . . if the state government does not change its intentions regarding state
law no 1581, we plan a second international campaign (after two decades) to boycott and “stain”
the products of the factories, having as its main target the European market, if they are built in the
Pantanal Basin.38

In support of their concerns about the impact of large plants in such a sensitive region, the campaigners refer
to an incident at a sugar-alcohol factory in another part of the state in which a large quantity of sugar-washing
water and the vinhoto from alcohol production leaked into local rivers, causing an extensive fish kill.

Justifying its proposals to overturn the ban on new plants in the Pantanal basin, the state government claims
that 26 companies have expressed interest in moving into the region, potentially adding R$3 billion (about
£600 million) to the state treasury. It claims that environmental safeguards will prevent any threat to the
Pantanal. The expansion is expressed verymuch in terms of extra demand for ethanol rather than newmarkets
for sugar—however the controversy suggests that this is an area being targeted for new plantations.39

4. Social Trends and Labour Issues

Poverty and working conditions

The sugar cane industry, especially in the North-East heartland, is frequently associated with very poor
standards of employment, and even references to conditions of semi-slavery. Analysis of poverty indicators
also appear to show a correlation between districts with a strong dependence on sugar cane cultivation and
some of the lowest living standards in Brazil.
35 Interlinkages Approach for Wetland Management: the Case of the Pantanal United Nations University, Institute of Advanced Studies
March 2005.

36 “South America’s Vast Pantanal WetlandMay Become Next Everglades, UNU Experts Warn”, UNU Press Release, 21 March 2005.
37 This section is derived from various pages of the Living Rivers Coalition website www.riosvivos.com.br
38 Riosvivos website, 9 April 2005.
39 MS Noticias website, 21 March 2005.
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For example, the Human Development Index (HDI) used by the United Nations Development Programme
is estimated at 0.438 for the sugar-growing districts of Pernambuco (0.5 is considered “critical”) and 0.358 for
those parts of Alagoas dominated by cane cultivation. If each of these regions were counted as a separate
country, the sugar zone of Pernambuco would be among the 20 poorest nations on earth, and that in Alagoas
among the poorest 10.40 According to a 2002 study of the Zona da Mata in Pernambuco, 63 per cent of the
heads of households had either no wage at all or earnings below the oYcial minimum wage.41

Rates of illiteracy show a similar pattern—compared with an average of 32 per cent in rural Brazil as a whole,
the illiteracy in the sugar zones of Pernambuco and Alagoas are 45 per cent and 58 per cent respectively.42

Infant mortality levels in sugar areas, although declining, are among the highest in Brazil, and respiratory
complaints are the largest single cause of death for children under five—linked in one government-funded
study to the practice of burning sugar cane plants prior to harvest.43

Sugar cultivation has been linked to a wide range of labour abuses including child employment, health
problems linked to exposure to smoke and pesticides, and unregulated working hours. While progress is
claimed in all these areas by the industry and the government, Hirsch et al (2002) observe that

About 65 per cent of all rural workers are not organised. Underpaid or unpaid labour and slave-like
dependencies are still just as widespread in areas in which there are no income-generating
alternatives. If the hired labourers do not achieve their set quotas, they call in their family members,
ie wives and children, to help; these additional “workers” are without any social security or rights
and are not recorded in any oYcial statistics.44

The same study goes on to note that

Child labour, inadequate protective clothing, a lack of health care, unregulated working hours,
unsafe and illegal transport on sugarcane trucks with a high rate of accidents etc are all still very
common. The monotonous tasks mean that a lot of workers suVer from muscular tension and
inflamed tendons (tendovaginitis). They are also exposed to soot and dust when cutting burned
sugarcane and risk contamination with agro-chemicals etc; consequently, life expectancy is
significantly below average.45

In a briefing note on the EU proposals for sugar reform, an international group of trade unions observes that:

Brazil, being the lowest cost producer among the larger sugar exporters, can be expected to take up
much of the share of the world market currently occupied by the EU. However, it must be noted
that Brazil has a poor record in terms of workers’ rights and working conditions in the sugar cane
industry.46

It goes on to recommend:

Working conditions in the sugar industry must be addressed, including in Brazil, where serious
violations of workers’ rights take place on the sugar plantations. Core labour standards must be
respected throughout the sugar sector.

In an interview last year with the website of an international trade union organisation, a lawyer for a rural
workers’ organisation in the North-East state of Pernambuco claimed that the Proalcool programme had put
tens of thousands of rural people out of work in the region through expansion of sugar cane plantations,
forcing them into city slums. It also led to a highly mobile labour force with workers being moved around
diVerent regions of production:

Proalcohol caused the migration of labor and job losses. To this, another element has to be added:
the development of black lists. Those who turn to courts or labor authorities to claim their labor
rights are placed in a record held by the companies. In there, the most sophisticated technologies
serve an extremely medieval mentality. There are consulting companies who “map” those in union
meetings to include them in the lists. If you worked in the south area and made a claim against the
company and you happen to apply for a job in the north, you’ll never get it. If you gave evidence in
court, you will not get a job either. In 2002, in view of the district attorney’s reports, the High Court
of Labor stopped publishing the lists of claimants in their internet newsletters to deter such a

40 Hirsch et al op cit p23.
41 Cavalcanti et al, op cit.
42 Hirsch et al op cit.
43 Cavalcanti et al, op cit.
44 Hirsch et al op cit, p27.
45 Ibid, p25.
46 The World Sugar Trade: Trade Union Briefing Note and Recommendations, 2004. Endorsed by the International Confederation of
Free Trade Unions ICFTU); the World Confederation of Labour (WCL); and the European Trade Union Confederation (ETUC).



3209772010 Page Type [E] 06-12-05 19:28:56 Pag Table: LOENEW PPSysB Unit: PAG2

108 too much or too little? changes to the sugar regime: evidence

practice, what is a blatant violation of human rights. In an area where there is no alternative to sugar
cane farming or industrial production, black lists clearly attempt against people’s civil rights.47

The interviewee goes on to say that the moving of workers to areas far from their families, combined with the
denial of basic employment rights, amount to conditions of semi-slavery. He goes on to warn of possible
consequences if President Lula’s eVorts succeeded in removing all protectionism in the EU sugar market:

Lula’s government is making eVorts at international level to put an end to this protectionism. But if
all eVorts are directed to maintain this model we have endured, we are going to have sugar cane
everywhere and nonsensically managed. If restrictions come to an end, the extremely low prices
obtained by Brazil from its sugar cane will mean that all European imports can be handled in one
season, which shall result in a larger expansion of the product. We do not support European and
American subsidies, but we do not claim either that they should be eliminated to the benefit of
Brazilian large landowners. This would bring aboutmore environmental adverse impact,more social
exclusion and would make land reform unviable.48

Trade union claims of labour abuses are supported in a report from the federal prosecutor of the state of Rio
Grande doNorte, writing in a legal newsletter in 1998. He gives an account of a group of 40 workers recruited
by an intermediary in the neighbouring state of Paraiba to work in the distant plantations of São Paulo state,
being told that they would have to repay their travel costs out of their earnings. When they arrived there they
found they were being housed in barracks without themost basic living conveniences, and that the wages were
much lower than promised.Many of them returned to their home town in Paraiba, where theywere confronted
by a group assembled by the intermediary, including a policeman, who demanded they repay the travel costs
if they wanted the return of their oYcial identity documents.

The prosecutor continues:

Unfortunately this is not an isolated example. On another occasion the Legislative Assembly of
Paraiba sent to the Federal Prosecutor’sOYce “notitia criminis” giving an account of the recruitment
of 120 local workers from the sugar-cane zone to sugar factories in the state of Alagoas, having later
assessed the regime to which the rural workers were exposed as one of semi-slavery, including three
workers considered to have “disappeared”.49

Land ownership, agrarian reform and rural violence

Although diYcult to disaggregate frommore general trends regarding rural inequalities and violence in Brazil,
the sugar industry has been closely associated with the chronic problem of landless poor families which
probably rates as the most intractable social challenge facing the country today.

Sugar plantations have been frequent targets for occupation by the LandlessWorkers’Movement (MST), and
a social campaign group linked to the Catholic Church, the Pastoral Land Commission (CPT), accuses
plantation owners whom they describe as the “Sugar Barons” of carrying out regular evictions of
homesteaders, often accompanied by violence and allegedly with the connivance of local police forces over
whom they have strong influence through old systems of political patronage.50

The ownership of the industry, especially in the North-East, is concentrated into small groups of landowners
whose links with sugar cane production sometimes date back to the earliest days of Portuguese settlement of
the region. In the state of Pernambuco, the entire sector is said to be in the hands of just 18 families.51

This concentration of ownership has led to some of the most extreme disparities in land distribution
throughout Brazil. In the Zona da Mata region of Pernambuco, 73 per cent of rural properties are squeezed
into just 7 per cent of the land area—it is in these small farms that most of the food used by local people is
grown. In contrast, the 5 per cent of properties belonging to large landowners—overwhelmingly sugar
enterprises—cover 73 per cent of the territory registered as being in agricultural production.52

Government attempts to redress the inequalities of land ownership can sometimes lead to a form of perverse
subsidy for sugar companies. An example given by the Pastoral LandCommission is of a group of 105 landless
families who occupied an unproductive part of a sugar estate in Pernambuco in the 1980s. After a long struggle
to secure legal rights to the land, in which 23 people died, their case was finally accepted by the government’s
47 Original translation fromwebsite. Interviewwith BrunoRibeiro de Paiva, lawyer for the Federation of RuralWorkers of Pernambuco,
in UITA website 27th April 2004.

48 ibid .
49 Translation. Francisco Chaves dos Anjos Neto, Crimes Against the Organisation of Labour. In RN legal magazine, 1998.
50 CPT, personal communication.
51 Hirsch et al, p38.
52 Cavalcanti et al, op cit.
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agrarian reform agency INCRA.After initial support to help the families grow food crops, they are now being
oVered R$3,000 each (about £700) of taxpayers’ money to dig up those crops and replace them with sugar
cane to be supplied to the nearby sugar factory. The CPT claims this is becoming a generalized practice in the
region.53

5. Future Developments and Conclusions

As noted in the introduction, it is impossible to be precise about the scale or nature of change inBrazilian sugar
cane cultivation as a result of any future trade liberalisation. However existing research and comments from
key players do contribute some useful pointers.

A report for the Overseas Development Institute in April 2005 on the sustainability impacts of the current
WTO negotiations estimated that a liberalized market would lead to a 7 per cent increase in sugar cane
production in Brazil, though a much bigger increase, 16 per cent, in production of sugar itself, suggesting a
shift in the balance of cane processing away from alcohol and towards refined sugar.54

The industry itself has given only generalized indications of its intentions following any liberalisation, but it
clearly believes that a combination of extra demand for ethanol and new export opportunities for sugar will
lead to an expansion of the land used for cane cultivation in Brazil. The head of the country’s largest sugar-
producers’ association recently predicted that the growing worldwide demand for alcohol for vehicle fuel had
the potential to turn Brazil into the “new Texas”, claiming that the pioneering lead taken by the country on
alternative fuels would enable its producers to compete well in the world market, but that:

To maintain this advantage it is not enough to be more competitive—we need to grow. This will be
possible in Brazil through two routes: an increase in production through expansion of the area
planted—and we have the rare privilege of being able to rely on good land for that—and through
technological advances.5546

Brazilian government representatives have also made comments suggesting that opening up of new land for
cultivation is always going to be a keymethod of increasing production to take advantage of enhancedmarket
opportunities. An oYcial giving evidence to the House of Commons committee inquiry noted that

Brazil is a very large country, with very large areas which span a fantastic geographical position
north to south and within that we have possibly all types of micro-climates you can imagine, from
the Equator to the Tropic of Capricorn, hence the possibility for developing agricultural activities
is limitless.56

An observation which could be made regarding this attitude is that it assumes that expansion of large-scale
agriculture is cost free—a surprising conclusion considering that loss of biodiversity and the displacement of
small-scale rural landholders are widely seen as critical issues facing modern Brazil.

As noted above, any major expansion in the area of land planted with sugar cane is most likely to occur in the
Cerrado region of the Centre-West, which has been the focus of recent rapid growth in sugar production. This
would be of concern not just for environmental reasons, but also because of its possible social consequences.

In a scenario developed to simulate the consequences of a rapid liberalization of sugar trade, the FIAN study
notes that a further big increase in cane production in the Cerrado would cost between 18,000 and 67,000 rural
jobs, depending on whether sugar cane expansion took place mainly on existing agricultural land or on virgin
land. This is due to the lowdensity of jobs involved inmechanised sugar cane production comparedwith small-
scale farming. The report continues:

Fewer new jobs are being created throughout the entire sugar industry than are being lost, thus
supporting the ongoing demographic trend that is draining the Cerrado region of its population.
Marginalisation of small farmers ultimately results in the uncontrolled migration of settlers into
those marginal areas of Amazonia that are unsuitable for industrialised agriculture.57

In conclusion, sugar production in Brazil has had a high social and environmental cost. That cost is not taken
into account when calculating the vast financial benefits which will accrue to the industry should there be a
full liberalisation of the world sugar trade. In keeping with the recent recommendations of the Millennium
Ecosystem Assessment, it is reasonable to request that such a calculation is attempted before the country
embarks on another major expansion of a commodity crop.

23 September 2005
53 CPT, pers. comm.
54 Oliver Morissey et al, Sustainability Assessment of proposed WTO negotiations ODI April 2005, p158, table 5.
55 Translation, Eduardo Carvalho, president of São Paulo Sugar Producers Association (UNICA), May 2005 at www.unica.com.br
56 Angelo Bressan evidence to House of Commons EFRA Committee, 4 May 2004.
57 Hirsch et al op cit, p 43.
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Examination of Witnesses

Witnesses: Dr Mark Carr, Chief Executive, Mr Chris Carter, Corporate Affairs Director, Ms Clare

Wenner, Political Adviser, and Mr Simon Harris, Adviser, British Sugar plc, examined.

Q203 Chairman:Dr Carr, good morning, and thank of sugar in six factories and we have, we believe,
direct employment and associated indirects ofyou and your colleagues very much for coming to

give oral evidence to us today on our inquiry into the anything between 13,000 and 18,500 associated with
the processing of that crop, and that includesEU sugar regime. Is there anything you would like to

say by way of a preliminary statement and do something like 7,000 growers producing beet for the
UK sugar industry. The quota sugar we produce is inintroduce your colleagues to us, and then we will get

down to questions. the custody of theUKGovernment and is assigned to
British Sugar as processors of that quota. It is in thatDr Carr: On my left I have Simon Harris, who is an
sense, if you like, that we are the single processor ofAdviser within British Sugar on issues associated
beet sugar in the UK. The proposals coming out ofwith world trade and Commission issues. On my
the Commission are very radical and will change theright hand side I havemyCorporate AVairsDirector,
European industry quite substantially, and with thatChris Carter, and further to his right Clare Wenner,
will change the value of the UK beet sugar crop forwho is our Corporate Political Adviser. If I may I
growers but also for the UK sugar sector as awould like to take the opportunity of making a quick
processing industry. Coupled with that, withopening statement, my Lord Chairman. The
something like eight million tonnes of volumeCommission’s objectives for reforming the European
reduction out of the producer base in Europe, what issugar regime are to develop a more eYcient and
essentially provided through that change is scope forcompetitive European sugar industry, and to meet its
a doubling of the level of imports of sugar into theinternational commitments. For the record, we fully
Community environment and, secondly, we have asupport that objective and recognise that to achieve
substantial reduction in terms of the growers’these objectives radical reform is needed. However,
production across Europe commensurate with thatradical reform will inevitably bring large significant
sugar production. The important points that sitchanges to the European industry and will be painful
behind that are two. First, there will be a lot morefor all stakeholders, including ourselves. As such, we
cross-border trade in the European sugarwould wish for a speedy conclusion to the changes
environment but also the margins associated withthat are required as we believe that further delay will
growing sugar beet as a crop will be substantiallyincrease the uncertainty for the industry and will
reduced. That is where I draw in your commentpotentially be damaging in the long term. Although

we support progressive reform there are a number of about the monopoly position as a processor. We do
process the total crop but in the future what we haveissues and specific suggestions that we have about the

proposals and hopefully during this morning’s to understand is that that total sugar quota is a ceiling
for what we can produce, and indeed the growers’session we will be able to reveal those to you.
choices in relation to what other products they might
choose to grow, so there is no certainty about our

Q204 Chairman: Thank you very much. Before we supplies and therefore the inference that this is a
get down to questions frommy colleagues specifically monopolistic processor with power will be
about Commissioner Fischer Boel’s proposals and so substantially changed when this reform goes
forth, some of us are quite ignorant about the sugar through.
industry and I wonder if I could ask you about what
has been described to me as the quasi-monopolistic
position of British Sugar. I have a note here that says, Q205 Chairman: At that stage, to the extent that

sugar beet growing continues in this country, do you“This means that in addition to being the seller of
seed and manager of quota BS is presently the only see that generally the impossibility for exports from

the growers to other EU countries is not likelybeet buyer in the market. Thus, the grower has only
one outlet for his product, is a price taker and because of the basically low price of the crop?
without power to change that. It is unclear how in the Dr Carr: I think it is highly unlikely that there will be
future, as the EU industry restructures, this exports of sugar beet. It is a very high volume crop, a
relationship andBSmight change in theUK”.Would very heavy crop. The factor between beet and sugar is
you like to answer that first? something like seven in terms of weight, so it is highly

unlikely that it will be economic to shift too muchDrCarr:What you say is absolutely right.We are the
sole processor of the UK beet sugar crop. We take volume too far. Indeed, in the past, one of the key

issues associated with us improving our eYciency toabout nine million tonnes of beet per annum and we
produce about 1.3-1.4 million tonnes of sugar, of the extent that we have a leadership position in

Europe has been about howweworkwith our growerwhich 1.138 tonnes, to be precise, is the beet sugar
quota that we have in the UK. Historically we had 17 base to ensure that the costs associated with this total

supply chain are minimised.factories in the UK. We today process that quantity
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aVect this because if you reduce your processingQ206 Lord Haskins: I know you have done a lot of
work on how these reforms are likely to aVect the capacity by, let us say, 39 per cent, then that

automatically will reduce the size of the sugar beetpattern of production across the EU, both at the
grower level and at the processor level. Have you any capacity in British farming. Is that right?
comment to make on how you see that developing? Dr Carr: That would be right if we intended to do

that. Clearly our position at the minute is that we areDr Carr: I have a number of comments in relation to
that. First, the European Commission has not intending to avail ourselves of the restructuring

programme and therefore will look to maintainundertaken an impact assessment, as has, I believe,
Defra, in terms of what the European sugar industry capacity, and indeed potentially grow our total

capacity, and therefore we are looking to see thiswill look like. Just to focus on some of the key
headline numbers, we have very radical price cuts in industry grow going forward. Clearly, that will

depend on a number of things, not least the outcomethe proposals as we see them today and it is the
Commission’s intent that the consequence of those of the final compromises that might be made

associated with processes going on with individualprice cuts will be to reduce the total sugar produced
in Europe by about eightmillion tonnes, of which five Member States now. Secondly, it will also depend on

whether or not we can secure suYcient beet suppliesmillion tonnes will be quota sugar reductions, and
that is about 40 per cent, which takes us from to continue to operate at current and potentially

increased levels. I think there is a significant issuesomething like 20 million to 12 million, so very
radical cuts indeed. The Commission’s view on how here to the extent that an independent analysis by

Cambridge University of whether we will get all thethat will aVect the processing industry is that we will
lose in excess of 50 factories across Europe and beet grown at ƒ25.05 per tonne has basically

suggested that that will be quite challenging for beetassociated with that we will lose something like
83,000 jobs as best they are able to determine. The growers. We therefore have an expectation of two

things. First, we will have to work with our growers,important point is that it will also diVerentiate the
European industry in the sense that high cost with whom we have enjoyed, and continue to enjoy,

a very good relationship over many years, to improveindustries will rationalise, and typically they are
operating in the northern and Mediterranean states, eYciency. We will also inevitably have to look at

some structural changes within the grower base, andand the low cost industries willmaintain capacity and
indeed, with the provision of the buy-back indeed within the operating base which we choose to

continue with as a processor.opportunity, could see themselves increase their
quota capacity. Those more eYcient factories are
generally in north western Europe. What I think you

Q208 Lord Haskins: But if all the countries whichwill see in terms of trade is much more cross-border
are eYcient continue to produce at this level you aretrade, with countries that cease production being
going to suddenly find that, despite the 39 per centsupplied by others that produce in excess of their
reduction (and it will be surprising if you can stilldomestic consumption, or indeed by imports from
make money out of it), the Commission may have athe LDC countries which will ramp up to something
situation where it will not find an eight million tonnelike 2.2 million tonnes. I think there is an issue on
reduction. Where is the eight million reduction goingprocessors, there is an issue on trade. In terms of
to come from?growers our expectation will be that there will be
Mr Carter: One of the keys to a successful reformsome grower rationalisation within the Member
process which the Commission has made quite clearStates that continue to operate and that is all about
is to remove five million tonnes of quota production.the drive for eYciency and, frankly, that has not been
If that does not happen, as you say, then thenew to us and many of our counterparts across
Commission will have no resort but to do an across-Europe.
the-board cut, which it will do before or at 2010, in
order to bring the European market into supply/

Q207 Lord Haskins:We have been told by the NFU demand balance. That would be extremely bad news
and others that they do not anticipate a substantial for eYcient producers and eYcient industries like
reduction in sugar beet production in the UK ourselves. The reason why the Commission has set
because, for climate and all sorts of other reasons, it the prices so low, that is, a 40 per cent reduction in the
should be competitive. That could be very concerning sugar support price, and a 43 per cent reduction in the
in the sense that we have asked the question why has beet support price (and more than that here in the
the Commission put quotas in place? I presume they UK), is to act as a driver for that quota reduction
will have quotas in place because they are concerned process. It may surprise the committee to hear that in
that the 39 per cent reduction will not create the that context such severe price reductions we

recognise as necessary as an industry. It is diYcult toreduction in production that is needed, but you
unfortunately are in a very powerful position, say we support them because obviously they hurt us,

but if we do not have a really significant and drasticbecause of the monopoly position that you have, to
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position amongst our European counterparts. Weprice reduction in support of both sugar and beet,
then it is unlikely that that volume would come out think that gives us a very solid position fromwhich to

move forward into the brave new world which isthrough the restructuring scheme because the
restructuring scheme operates in a voluntary way. increasingly competitive and increasingly

challenging for us in the total supply chain. If wewereNobody can force anybody to come out if they do not
want to. They have to be inclined to do so, and the to participate in the restructuring scheme there is no

doubt that that would give us solid and predictablestick in that process, if you like, is the price reduction.
returns, but it simply is not our plan at this point in
time to participate in any way, shape or form.Q209 Chairman: It is very helpful to hear you say
However, I need to note that the final decision onthat so clearly, Mr Carter. You would say therefore
whether we dowill depend on the final outcome of thereally that you reckon that this size of cut is justified?
regime reform and particularly any distortions thatMr Carter: What we think is that a severe price
might be introduced in the form of compromisereduction is a necessary component of the reform
arrangements with individual Member States. Chrisprocess although it is painful to us and will hurt us
has already mentioned what those might look like.and the industry. The question you ask is, is the price
We have a particular concern about partial couplingreduction as proposed by the Commission, that is,
of grower compensation because essentially what

ƒ385 per tonne for sugar, and ƒ25 for the minimum
that will do is provide a mechanism via which there isbeet price, necessary? That is an extremely good
an ongoing incentive for less eYcient processing andquestion. Our view, which you will have seen from
grower industries to continue. We think that thatour evidence, suggests that we think that is on the
would distort the cost base right up front. Further, ifsevere side. It is probably rather too severe to achieve
there were even greater support and concession forthe Commission’s objectives of driving five million
the refinery sector, thenwemight find that that wouldtonnes of quota sugar out of production. We would
again cause us to review our position, so there are alike to see a figure slightly higher than that. Because
couple of distortions there in the final outcome whichbeet production and beet supplies would be
concern us. Clearly, if we go down the route ofextremely challenging, as Defra’s own impact
looking at the restructuring scheme it will involve allassessment has said, atƒ25, that is one of the reasons
stakeholders in that process. That is not somethingwhy we are so anxious to make sure that the grower
that we will take unilaterally. We would take thosecompensation is consistently applied across the EU,
responsibilities very seriously and, of course, weas proposed by the Commission, so we support that
would wish to consult in that process. That is theproposal, and that there should not be any form of à
restructuring scheme. We have no intention at thisla carte system (as happened in the CAP reform)
stage of pursuing that avenue but we reserve ourwhere we could have a situation where our UK
position. In terms of closures, closures can befarmerswould be discriminated against, whichwould
associated with relinquishing the quota, of course.be disastrous at those very low beet price levels.
They can also be associated, as we haveChairman:We will probably come back to that later
demonstrated in the past, with the ongoing eYciencyon, but thank you; that was very clear.
drive in the industry. It is a conceivable option for us
to look at factory configuration as we seek to

Q210 Lord Livsey of Talgarth: Defra’s regulatory improve the cost base tomeet the challenge laid down
impact assessment suggests that it is possible that in the Commission proposals. We have made no
British Sugar may close one or more factories in decisions on that yet because we need to see the final
order to relinquish a proportion of its quota and outcome of regime reform and, for example, we need
claim some restructuring money. What are your to come to a conclusion on the potential or otherwise
comments on this and how far will this provide an to buy additional quota for the business. No
opportunity for British Sugar to strengthen its decisions have been made but clearly there are no
competitiveness in the UK? guarantees at this point in terms of potential factory
Dr Carr: Just to separate the issues if I may, there is closures.
first the issue of restructuring and secondly there is
the issue of factory closures. I separate them simply

Q211 Lord Livsey of Talgarth: I judge from whatbecause factory closure does not necessarily imply
you have said there, Dr Carr, that you feel theopting for the restructuring and therefore
industry is in a state where it is fit to compete in therelinquishing quota. In terms of the restructuring
very competitive situation that you find yourselves in,provisions within the proposals, I think you will
which will be evenmore so in the future, but were yourecognise from our submission that we have invested
faced with a factory closure, or possibly two, what isvery heavily in this industry over a number of years,
your analysis of the impact on employment in someand the amount we quote is a billion pounds over the
of the areas where you are actually operating? Itlast 20 years, and that is a very significant level of

investment, in order to maintain a leadership seems to me that there would be quite a considerable
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Mr Carter: Obviously, each individual grower, oncespin-oV employment impact on transport and
matters of that kind. Have you done any assessment the reform decision is clear, will have to assess his

own farm business individually. We expect that toof that?
Dr Carr: Associated with the UK sugar processing happen. We are in active discussion with the NFU

about it at the moment. The way that it is most likelyindustry with all indirects, independent assessment
has concluded that it could be as much as 18,500 to happen is in the form of an outgoers’ scheme or a

reorganisation scheme, such as we introduced withemployed within the industry. The impact on that
will depend very much on how we see factory theNFU in 2001, which enabled growers who wished

to expand to expand and growers who wished torationalisation happening in the future and, as I say,
I cannot second-guess that here because we have contract or go out of the crop to do that. It is very

likely that wewould introduce a similar scheme in themade no decisions.
first available year, which would be 2007, to allow
that exact process to happen. That would be veryQ212 Lord Plumb: In the painful process of change,
diVerent though. That would be an internalwhich is obviously going to aVect the processors as
reorganisation which would be very diVerent fromwell as the growers, and you have referred to the fact
the country taking advantage of the restructuringthat the British growers may suVer more than
programme which would relinquish national quota.growers elsewhere, does it mean that there is a

possibility of relocation in order to get the same
throughput that you have been accustomed to in Q214 Lord Plumb:Would you move into cane sugar

refining?your normal eYcient manner?
Mr Carter: Our intention is that our UK growers Dr Carr: I think it is worth saying that we, like many

of our European counterparts, have looked at caneshould not be penalised in any way diVerently from
any other European grower. On the contrary, we sugar refining. We see it as an opportunity to utilise

the investment in the assets we have got verywould like to see a consistent set of compensation
reform proposals driven through in the final decision, eVectively by basically supplementing the level of

throughput through the facility, and we would like tohopefully at the end of next month, and providing
that the Commission’s proposal as it stands, the see that opportunity avail itself to us. As you will no

doubt note from the proposals as written today, theremandatory decoupled compensation, goes through,
and that is their proposal right now, that will do the is protection in the form of exclusive supply

arrangements for the existing refinery base for thetrick. What we do not want to see happen in the final
negotiations is any nasty compromises introduced first three years of this reform and then preferential

access for the raw materials thereafter. That looksfor partial coupling for some countries and
decoupling for other countries, which would quite diYcult for us today but we have considered

that and we would like that opportunity, as indeed IeVectively mean for those countries of partial
coupling that they would eVectively get a hike on the think the ACP and LDC countries would also state

to you.beet price, as I am sure you are aware. That would be
very bad news for us when the beet price is proposed
to be driven down so low, to ƒ25 a tonne, so our Q215 Lord Cameron of Dillington:You were talking
whole intention is to prevent that happening. In about the brave new world of this competition and
terms of relocating outside the UK, that I can say the fact that at the current price is ƒ25 a tonne our
quite clearly is unthinkable. Our whole base is here in partners would find it diYcult to survive. Bearing in
the UK. We have formed the strongest partnership mind that the price is still going to be twice the world
with the NFU and our growers. All our factories, price, should we really be growing sugar beet in
which are the lowest cost factories in the EU by the Europe at all? Given theWorld Trade Organisation’s
Commission’s own impact assessment, are here in the continuous drive towards further cuts in subsidy and
UK, and, as Mark has said, it would be impractical protection, what would happen to your business if
even if we wanted to to trans-ship sugar beet more that situation went to its ultimate end of zero
than 100 or 150 kilometres. It just would not be support? Would you be able to take more cane?
economic to do that. Could you change your factories into processing cane

rather than beet, or other uses for sugar? I notice you
are not particularly hopeful about bioethanol, forQ213 Lord Plumb: You have said that you are

obviously opposed to partial decoupling. The instance. How would you see a future which went
along those lines?Commission have made that absolutely clear and I

hope will stand by it. You mentioned compensation. Mr Carter: There are lots of diVerent components to
the question. If I start oV with your world marketAre you not concerned that there will be a number of

growers who, in a year’s time after they feel the eVects introduction, it is perfectly true that the European
pricing structure has been criticised over many yearsand the bite of this, may think, “I am going to take

the compensation and get out of the business”? for being much higher than the world market price. I
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progressive replacement, albeit at a very modestthink, however, what we have to remember is that the
worldmarket is a dump, residualmarket. It trades for level, of some sugars by artificial sweeteners, and then

within the sweetener grouping a lot of movementnormally nine years out of ten at levels well below
global average costs of production for sugar, whether between which artificial sweetener people use. We

would see the impact of food labelling, provided ityou are in the beet or the cane sector. That remains
the case today. When the reforms have gone through can be done objectively, which of course is I think the

unique challenge that we have as an industry, as notthere will be something like a 40 per cent reduction in
pricing all round. That is likely to go through close to changing the fundamental consumption position of

sugar in Europe. That is in the context that Europeanthat level, in which case the European market will be
much more closely aligned to most large global sugar consumption is probably dropping by circa one

per cent every year, and we expect that to continue,producers, and it will be lower cost, I have to say,
than many, so I just put that into context. If I then so that in relation to artificial sweeteners will

continue to happen, but there is a lot of smallmove on to the time period for the reforms and the
eVect of that, the Commission’s proposals at the movement in terms of which sweetener one uses to

replace the sugar.moment are for the reform process to continue to
2015, so it would be a nine-year timetable, which is
almost double the normal timetable of five years. Q217 Chairman: Can we go back for a second to the
There would be no review in the middle and the question of quotas? If Commissioner Fischer Boel’s
rationale for that is that as the reforms are so radical proposals already work as planned, will there some
it is justified to give the relatively fewer surviving years out be any need for quotas at all? Could sugar
players enough time to get themselves organised and not then become like many other commodities in that
invest for the future and for eYciency. the market will decide and quotas will be

inappropriate?
Mr Carter: I think that is a good point. With theQ216 Baroness Miller of Chilthorne Domer: I was
prices reduced to the extent they are in the proposals,interested to know whether you think the impact of
in a sense it makes the quota system less necessary.these proposals will be to reduce sugar consumption
However, it is quite clear from what the Commissionin the EU and, looking forward a bit and given also
has proposed so far that it is not intending to liftthe pressures from other bodies like the Food
quotas in the nine-year next term.Standards Agency, and indeed I think the

Government with its traYc-light scheme, to push
Q218 Chairman: If I may interrupt there,Mr Carter,down the amount of sugar being used in processed
an underlying thing is that the Commissioner wouldfoods, what do you think the impact of all that is
like to get rid of quotas but there is toomuch politicallikely to be?
pressure for her to do so.MrCarter: I will take the first part andMarkwill take
Mr Carter: Perhaps that is true. I think also, to bethe second. First of all, with regard to the eVect of the
fair, that the reforms are suYciently radical that ifproposals on sugar consumption, clearly, we do not
quotas were lifted as well it would make it extremelyknow what that is going to be. Traditionally, sugar
unpredictable what was going to happen over thedemand has been relatively inelastic relative to price.
next three or four years in the transition period. WeI think everybody is aware of that. In other words, as
have been asked this many times because logically weprice pops up and down it does not seem to have very
ought to come from a position perhaps where quotasmuch eVect on sugar consumption. However, with
are lifted because they have constrained us for manysuch drastic price reductions, around 40 per cent,
years here in theUK from expanding our production,normal economic rules suggest that if there is going
but we feel that the reforms are so radical andto be a trend it is likely to drive consumption upwards
relatively unpredictable in outcome for the next threerather than downwards as a straight economic
years while all the changes are going forward that itconsequence, although it is unlikely that that trend
is probably on balance best to keep them. Doubtlesswould be a significant one.
they will be reviewed ready for 2015.DrCarr: Just to add to that, there has been an impact
Dr Carr:What we have to recognise is that the quotaassessment done on all the consuming sectors of
is a ceiling on what we are able to do, and clearly,sugar, and you will appreciate that it is very wide in
with the challenges we face going forward, it will beterms of the customer base, and whilst there are
even more diYcult to make sure we hit that ceiling.diVerences in terms of what will happen to

consumption it is marginally up. We are not talking
about dramatic increases but there is a potential for Q219 Chairman: The point has been made to us that
it to move upwards slightly. On the second issue of quotas are set at national level but it is argued that in
food labelling and the health side of sugar, it is quite practice they are managed by the processors who set
interesting because again there has been an awful lot the contract with the growers. Is that a fair

arrangement?of work done in this area and we do see the
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26 October 2005 Dr Mark Carr, Mr Chris Carter, Ms Clare Wenner and Mr Simon Harris

Boel is suggesting isƒ385, which is pretty much $385,DrCarr: I thinkwe would challenge that and say that
the quota is in the custody of the Member State, any there is not very much diVerence, and you are saying

that actually most producers would need aroundMember State in the European Community, and the
quota production rights are assigned to the $400 per tonne?

Mr Carter: Globally, yes.processor, and then we have supply contract
arrangements with all our growers and those supply

Q224 Chairman: And actually the world price andarrangements are oVered year on year to the grower
the price that Brazil would meet would be $100 tobase that we have established, and within the process
$110?that we operate with the NFU that seems to work
Mr Carter: Yes. Brazil is the lowest cost and thepretty well for both parties. We would expect that to
largest producer in the world.continue in a similar form.

Q225 Chairman: Followed by Australia.Q220 Lord Cameron of Dillington: Just to follow on
Mr Carter: No, I think not Australia, some of thefrom my earlier point, from what you were saying,
southern African countries, actually, Swaziland, forMr Carter, you would be quite happy to see the
example, which is an ACP country. Brazil has thesituation where the next stage is no protection, no
capability of converting large tracts of the Cerradosystem, and you feel you could compete with the
and some rain forest, of course, into millions andworld market for sugar against sugar cane imports
millions of hectares of additional production,and so on? Is that what you were saying?
whether it is sugar cane, whether it is soya, whether itMr Carter: That is not exactly what I was saying.
is beef or whether it is poultry. We are all familiarWhat I tried to say was that the world market is an
with that. They are one of the few producers in theartificial dump market which trades at levels well
world that could produce at not $100 but perhapsbelow even the costs of production of most global
$150-$200 a tonne, but there are not many others.eYcient producers, whether they are beet or cane.
You certainly would not get anything like the
requirements of world consumption at those levels.Q221 Chairman: Can you just give us the figures
That is why the world market is a residual dumpthen?
market. It tends to be depressed, it tends to beMr Carter: Yes, certainly.
volatile, and it certainly cannot be used in a trade
instrument sense as a policy indicator.

Q222 Lord Cameron of Dillington: If that is the case
and the World Trade Organisation achieves its aims Q226 Lord Plumb: I just wanted to go back to your
and you get a genuine world market, what you are question of quotas, which is rather important. There
saying is that you would expect to be able to compete has been some talk about the possibility of trading
in a genuine world market? quotas cross-border. What is your reaction to that?
Mr Carter: I will give the world market pricing levels Dr Carr: When the proposals were first drafted that
in dollars to give some examples. They have traded at was an element of the proposals and our position was
between $100 and $200 a tonne over the last ten years. very supportive of that, on the basis that if you can
That is a typical range. Most global producers’ drive eYciency in a market which is determined as a
production costs are more like $400 a tonne, so European market rather than perhaps a Member
clearly there would be virtually no global production. State domestic market, then clearly the opportunity
We would have Brazil, as ever, supplying the whole to improve eYciency and increase cross-border trade
world because it could produce at those levels, but we was the right thing to do. That provision has now left
doubt very few other countries are capable of doing the proposals but has been replaced by a quota buy-
it. If you are suggesting that if all trading blocks got back arrangement where there is the opportunity for
their houses in order and all the tariVs were nicely Member States to buy back quota from that
harmonised so that the world market price came up relinquished into the Commission under the
to a sensible level, whatever that might be, something restructuring scheme. There again we support that
above $400, then yes, we would doubtless be able to because it helps drive eYciency, so it is a logical
survive under those circumstances. It is just that they conclusion around the objectives that the
seem to be very hypothetical at the moment. Commission made out.

Chairman: Thank you very much indeed. Your
Q223 Chairman: In a sense those are cyclical. They comments have been clear, frank and very helpful.
are astonishing figures, which I do not think we have Thank you very much for finding the time to come

and talk to us today. We do appreciate it.heard before. The price that Commissioner Fischer
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Supplementary written evidence by British Sugar plc

SUMMARY OF ISSUES ON BEET/CANE BALANCE

The Issue

Following announcement of the Commission’s proposals on 22 June, refiners have complained that they are
being unfairly treated, despite being oVered some large concessions in the proposals. Refiners are now claiming
that they should be given additional special concessions in the form of either a refining subsidy, or exclusive
access to cane raws for the whole duration of the reform period. The eVects of these concessions would be to
make their operations more profitable.

Concessions Already Offered to Refiners in the Proposals

— The beet sector is being forced to reduce volume in the proposals: quota production is to be cut by
5 million tonnes (30 per cent) and total volume (including non-quota) cut by 8 million tonnes (40 per
cent).
Refiners are completely protected from these volume cuts.

— The Commission has made it clear that ACP cane raws should be made available for everyone,
including beet processors, in the best interests of ACP producers (because this would enable them to
negotiate better terms and prices) and to increase eYciency.
But refiners have been granted exclusive access to cane raws for the three years 2006, 2007 and 2008,
against the interests of ACP and beet processors.

— After 2008–09 LDC imports to the EUwill be unrestricted, so anyone should be able to bid for them.
But refiners have been given preferential access to raw sugar imports until 2015.

These concessions give extremely favourable treatment for refiners on volume protection, in contrast to the
harsh treatment proposed for the beet sector.

Arguments Used by Refiners to Support Special Treatment

Refiners have argued a number of points to promote their case. However, on closer inspection these points do
not stand up.

Their main claims have been:

Claim 1: Only stand-alone refiners can eYciently refine cane raws.
RESPONSE: Beet processors can easily “co-refine” cane raws as part of their beet
processing operations: this is widespread practise outside the EU. Very few technical
adjustments are needed to do this, and it is a highly eYcient process.

Claim 2: Refiners are the main gateway to Europe for ACP and LDC developing countries.
RESPONSE: It is strongly in the interests of all developing countries to be able to
sell their raw sugar to asmany industries as possible, as this gives them the best terms
and prices. Both ACP and LDC have repeatedly stated this.

Claim 3: Refiners are special because they can compete in a fully deregulated (ie world)
market, whereas beet processors can’t.
RESPONSE: If any refiner has low enough costs to be able to compete in a fully
deregulated market, then it will get better financial returns from the proposals than
all European beet processors, including the most eYcient ones. It would also be able
to use any surplus refining capacity to toll refine world market sugar, and should
therefore never have to operate under-capacity.

Claim 4: Refiners are hit harder financially by the reforms, so should be given a special
refining subsidy.
RESPONSE: The reforms are radical and hard-hitting, and will have harsh
consequences for everyone. A special refining subsidy is not justified because the
financial “hit” on refiners from the proposals is broadly similar as for beet
processors. If they are eYcient they will still be competitive (albeit at a lower
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margin). If they are high cost, they will either have to restructure or close down. But
this is no diVerent from beet processors.

Claim 5: Beet processors have been guaranteed volume supplies by being allocated quotas,
why shouldn’t refiners be guaranteed exclusivity to cane raws supplies until the end
of the reform period?
RESPONSE:Quotas allocated to beet processors are a ceiling, not a guarantee. On
the contrary, many European beet processors will not be able to get adequate beet
supplies at the proposed prices and will have to close down. From 2009 onwards
LDC imports will be unrestricted, and the Commission consequently expects EU
imports to double from 2 to 4 million tonnes. There is no reason why processors
should not be able to bid for these cane raws imports, which would also be in the
interests of ACP and LDC developing countries.

Summary

— Refiners have already been oVered large concessions in the reform proposals, which place them at a
competitive advantage over the beet sector.

— Any refiner which can genuinely compete in a fully deregulated market will get better financial
returns from the reform proposals than even the most eYcient European beet processors.

— There is NO justification for refiners to receive a financial subsidy. The financial eVects on them of
the reform proposals are broadly the same as for beet processors for a wide range of operating
eYciencies. No such subsidies are being oVered for high cost beet processors.

— Restricting cane raws access only to refiners is against the interests of ACP and LDC developing
countries.

— There is NO case for refiners being granted exclusive access to cane raws after 2008–09: they have
already been oVered guaranteed access for the first three years and preferential access from 2008–09
to 2014–15. In addition, LDC imports become completely unrestricted after 2008–09.

— Any further special concessions for the refiners would tilt the “beet/cane balance” even more in the
refiners’ favour, and would therefore be inequitable.

— Granting them any more special concessions would put at risk even more jobs in the European
beet sector.

FINANCIAL EFFECTS OF SUGAR REFORM ON EUROPEAN REFINERS
AND BEET PROCESSORS

Introduction and Methodology

The eVects of the sugar reform proposals on European refiners and beet processors have been compared in
the following two annexes.

To do this, financial calculations have been done for a selection of refining and beet processing costs, ranging
from “low cost” to “high cost”. In each case, the eVects of the proposals on net margin, net margin per cent
reduction (compared to today) and return on fixed assets, have been calculated.

It is important to do the comparison on a net margin (or full costed) basis, as the fixed assets used in the beet
sector are 2–3 times those in refining. The reason for this is that all the primary cane processing is carried out
at the country of origin: the refinery merely “cleans up” the raw sugar already produced, whereas beet
processors have to carry out the entire operation from crop processing to white sugar refining and storage in
a single continuous process. Doing the comparison on a gross margin basis (which excludes fixed costs) is
therefore misleading.
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Results of the Comparison

The results of the comparison are summarised in Annex 1, with detailed supporting calculations shown in
Annex 2 (not published).

For refiners to be able to compete in a fully deregulated world market, their refining costs must be no higher
than is ƒ40–ƒ50/tonne (see report: “Competing in a Deregulated Market”). Any refiner able to achieve this
level of eYciency will have more favourable financial returns from the reform proposals than any European
beet processor.

For European refiners, the eVect of the reform proposal is to reduce their net margins in a range from "43
per cent (low cost refiners) to"83 per cent (high cost refiners), with equivalent returns on assets ranging from
28 per cent to 5 per cent.

For European beet processors, the eVect of the reform proposal is to reduce their net margins in a range from
"41 per cent (low cost processors) to"192 per cent (high cost processors), with equivalent returns on assets
ranging from 18 per cent to "6 per cent.

Conclusion

This comparison demonstrates that, providing they are reasonably eYcient, then European refiners will have
returns at least as good as those for low cost processors.

It also demonstrates that high cost processors are hit even harder by the reforms than high cost refiners.

Overall, the financial eVects of the reform proposals on European refiners and beet processors are broadly
similar.

Annex 1

FINANCIAL EFFECTS OF REFORM ON EUROPEAN REFINERS AND PROCESSORS
EUROPEAN CANE REFINERS

Low Cost High Cost

Refining Cost (ƒ/T) 40 50 60 70 80 90 100 110 120
Net Margin (ƒ/T) 91 81 71 61 51 41 31 21 11
% Cut "37% "40% "43% "47% "51% "57% "63% "72% "83%
Return on Assets (%) 36% 32% 28% 24% 20% 17% 13% 9% 5%

Cost Range necessary
to Compete in a
Deregulated Market.

EUROPEAN BEET PROCESSORS

Low Cost High Cost

Processing Cost (ƒ/T) 160 180 200 220 240 260 280 300
Net Margin (ƒ/T) 104 84 64 44 24 4 "15 "34
% Cut "41% "46% "53% "62% "75% "94% "126% "192%
Return on Assets (%) 18% 14% 11% 7% 4% 1% "2% "6%

Notes

1. Support prices as per Commission’s proposals, ie sugar ƒ385/t, beet ƒ25/t, cane raws ƒ319/t.

2. Refining allowance and processor gross margin calculated as per worksheet in Annex 2.

3. Average EU market price of ƒ725/t used, taken from Commission’s Background Note No 2, September
2004.
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4. Range of refining and processing costs taken from LMC studies.

5. Fixed assets per tonne of sugar taken from UK refiner and processor Annual Reports.

COMPETING IN A FULLY DEREGULATED WORLD MARKET

What Determines Whether a Refiner can Compete in a Deregulated Market?

A refiner can only compete in a fully deregulated market if its refining costs are low enough to make an
adequate return from the diVerences (“diVerentials”) between the cost of buying raw sugar on the world
market, compared to the cost of world market white sugar delivered to the EU in merchantable quality.

The relevant diVerentials for this assessment are the raw/white world sugar prices and the diVerences in cost
of shipping and unloading white sugar compared to raw sugar.

Raw/White Sugar World Price Differential

The historic price diVerential on the world market between raw and white sugar is set out in Annex 1. This
data has been taken from fob quotations on the New York Board of Trade (NYBOT) raw sugar market, and
the London International Financial Futures Exchange (LIFFE) white sugar market. This trend shows that
the diVerence in price between raw and white sugar on the world market (the “whites premium”) has averaged
just under $65/tonne for the last 10 years.

As these prices are quoted at the originating port (“fob”), the additional transportation and unloading costs
of white sugar over raw sugarmust also be taken into account to arrive at the total “refiningmargin” available
to compete in a fully deregulated market. In addition, the prevailing market discount must also be included,
to allow for the diVerence in originating port between the white and raw sugar markets.

Shipping Costs Differential

In a fully deregulated market the most likely source of both raw and white sugar is Brazil. No significant
volumes of raw or white sugar come from Brazil to the EU at the moment, so the best comparative shipping
rates are actual movements of raw sugar into Black Sea ports and white sugar cargoes into the East
Mediterranean.

The normal, and cheapest, way of shipping white sugar is to use 50kg bags transported in 14,000 tonne cargo
vessels (using containers is considerably more expensive). Raw sugar is usually shipped in bulk, with a typical
cargo size being 25,000 tonnes.

Under these market assumptions, How Robinson Shipping has calculated that the diVerential between the
transportation costs of white sugar compared to raw sugar have averaged $20/tonne over the last five years
(Annex 2).

Freight Discount

Shipping movements of white sugar from Brazil attract a freight diVerential (normally a discount). This is
because the origination point for the world white sugar market is North Europe, not Brazil. For the purpose
of this analysis, Santos has been taken as the Brazilian source port.

For the last six years, freight from Santos has attracted a discount which has averaged $13/tonne (Annex 3).

Unloading Costs Differential

Raw and white sugar prices quoted on the world market are fob, which includes handling and loading costs
onto the vessel at the originating port.

However, the unloading costs are excluded. Typical quotations for these are as follows:

$/tonne

Raw Sugar, Immingham (GP Shipping, Port Agency Services) 7
White Sugar, Immingham (JPL Stevedoring Contractors) 17

This indicates that the raw/white diVerential for unloading 50kg bags is about $10/tonne (although highly
automated unloading facilities would reduce this figure).
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Merchantable Quality for Customers

Sugar supplies to UK industrial customers are normally transported by road, either in bulk or as 50kg bags.
For those preferring 50kg bags (small and medium sized customers) there would be no additional cost.

However for those preferring bulk supplies (typically larger customers) a small additional cost should be
allowed for the cost of converting bags into bulk. A maximum figure for this additional cost would be $10/
tonne.

Total Refining Margin Available in a Deregulated Market

The total margin available for a refiner to be able to compete in a fully deregulated market is therefore
represented by the addition of each of the above raw/white diVerential costs:

$/tonne

Raw/White Sugar World Price DiVerential 65
Less Freight Discount (Santos Freight DiVerential) (13)
Shipping Costs DiVerential 20
Unloading Costs DiVerential 10
[Option to Convert from 50kg to Bulk Deliveries 10]

Total Available Refining Margin 82–92

Refining Efficiency Necessary to be Able to Compete in a Deregulated Market

This total available refiningmarginmust cover both the refiner’s costs and a reasonable return for the business.

The lowest acceptable level of return on total net assets to enable a business to cover its cost of capital, is likely
to be 10 per cent (this is half that suggested by Tate & Lyle in the Select Committee hearings). For European
refiners, this would be equivalent to about $35/tonne of sugar.58, 59

This would imply, by subtraction, that refining costs must be no higher than $47–$57/tonne (ƒ40-ƒ50/tonne)
for a refiner to be able to compete in a fully deregulated market. If a higher return on capital than 10% is used
(in their evidence Tate & Lyle said they expected 20%), then the maximum refining cost able to compete in a
deregulated market becomes even smaller than this.

Any refiner this eYcient would be expected to get net margins of at least ƒ80/tonne post-reform (see
accompanying report). This would provide returns post reform much higher than any European beet
processors would expect to get.

58 Tate & Lyle total net assets taken as £250 million for their UK refining operation, from their 2004 Annual Report (£190 million fixed
costs plus £60 million net operating assets).

59 Tate & Lyle Thames refinery capacity assumed to be 1.2 million tonnes per year.
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Annex 1

WORLD MARKET RAW/WHITE SUGAR PRICE DIFFERENTIALS 1995–2005
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Annex 2

White Sugar Shipping
(premium above raw shipping)
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Source : How Robinson Shipping 
Raw Shipping in bulk. 25,000 t Cargo ($/tonne Brazil to Black Sea)
White Shipping in 50kg bags. 14,000 t Cargo ($/tonne Brazil to Eastern Mediterranean)

Date Raw White Premium

Aug-00 26.5 38.0 11.5
Sep-00 29.0 38.0 9.0
Oct-00 28.0 39.0 11.0
Nov-00 27.0 39.0 12.0
Dec-00 26.8 37.0 10.3
Jan-01 24.3 37.0 12.8
Feb-01 23.0 37.0 14.0
Mar-01 22.3 37.0 14.8
Apr-01 25.0 37.0 12.0
May-01 28.0 36.0 8.0
Jun-01 25.8 37.0 11.3
Jul-01 23.5 37.0 13.5
Aug-01 23.0 38.0 15.0
Sep-01 22.0 38.0 16.0
Oct-01 22.0 38.0 16.0
Nov-01 19.8 36.0 16.3
Dec-01 19.0 36.0 17.0
Jan-02 19.0 34.0 15.0
Feb-02 19.0 34.0 15.0
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Date Raw White Premium

Mar-02 21.0 34.0 13.0
Apr-02 22.0 37.0 15.0
May-02 23.0 35.0 12.0
Jun-02 23.0 36.0 13.0
Jul-02 23.0 38.0 15.0
Aug-02 23.0 38.0 15.0
Sep-02 24.3 38.0 13.8
Oct-02 26.0 40.0 14.0
Nov-02 25.3 40.0 14.8
Dec-02 24.0 40.0 16.0
Jan-03 25.0 38.0 13.0
Feb-03 23.5 36.0 12.5
Mar-03 26.3 36.0 9.8
Apr-03 28.0 41.0 13.0
May-03 31.0 46.0 15.0
Jun-03 29.5 49.0 19.5
Jul-03 28.5 49.0 20.5
Aug-03 29.5 49.0 19.5
Sep-03 29.8 48.0 18.3
Oct-03 33.0 52.0 19.0
Nov-03 36.0 54.0 18.0
Dec-03 40.5 61.0 20.5
Jan-04 52.8 77.0 24.3
Feb-04 62.0 87.0 25.0
Mar-04 61.3 87.0 25.8
Apr-04 56.0 87.0 31.0
May-04 44.8 79.0 34.3
Jun-04 37.0 77.0 40.0
Jul-04 37.8 76.0 38.3
Aug-04 40.5 76.0 35.5
Sep-04 40.0 78.0 38.0
Oct-04 46.8 83.0 36.3
Nov-04 53.0 83.0 30.0
Dec-04 54.0 83.0 29.0
Jan-05 50.0 78.0 28.0
Feb-05 47.0 78.0 31.0
Mar-05 50.5 76.0 25.5
Apr-05 53.5 74.0 20.5
May-05 47.8 74.0 26.3
Jul-05 36.0 70.0 34.0
5 Yr Avg $32.7 $52.3 $19.6

Source: How Robinson Shipping
Raw Shipping in bulk. 25,000 t Cargo ($/tonne Brazil to Black Sea)
White Shipping in 50kg bags. 14,000 t Cargo ($/tonne Brazil to Eastern Mediterranean)
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Annex 3

BRAZILIAN FREIGHT DISCOUNT TREND 1999–2005

0

5

10

15

20

25

30

M
ar

-9
9

A
ug

-9
9

D
ec

-9
9

M
ay

-0
0

O
ct

-0
0

M
ar

-0
1

A
ug

-0
1

D
ec

-0
1

M
ay

-0
2

O
ct

-0
2

M
ar

-0
3

A
ug

-0
3

D
ec

-0
3

M
ay

-0
4

O
ct

-0
4

M
ar

-0
5

A
ug

-0
5

$ per tonne

Santos Freight Differential

Source: LIFFE international exchange Santos freight differentials.

Why the World Sugar Market cannot be used as a basis for Sustainable Sugar Policies

The World sugar market is a residual dump market for global sugar industries, and has therefore had a long
history of volatility and periods of depressed prices. It therefore cannot be used as a basis for devising
sustainable sugar policies. A brief summary of relevant factors, plus references, behind this conclusion is set
out below.

— Recorded world sugar prices have historically covered only about 60 per cent of long run averager
world sugar production costs, according to a recent estimate by LMC International.60 This reflects
the world sugar cycle, where due to the multi annual nature of sugar cane production once planted,
there is only a slow supply response to periods of low prices. Hence world prices remain at depressed
levels for long periods of time. This is aggravated by the eVect of national support polices in
insulating global sugar industries from the world market;

— As the vast majority of world sugar production stays within its country of origin, where generally it
receives an administered price well above world levels, this eVect is magnified. In 2003 world net
exports were about a quarter of world production,61 meaning that some three quarters of world
production wstayed in its country of origin;

— The world sugar market is a residual dump market62 where countries get rid of policy or weather
induced surpluses. Very few countries sell the majority of their production on the world market
(Australia, Cuba andThailand are themain exceptions). Even Brazil sells only about half of its sugar
production on the world market (equivalent to around a quarter of its sugar cane production);

— Even that sugar entering international trade is not all priced at recorded world levels because of the
importance or preferential arrangements (accounting for 8 per cent of gross exports63) and long term
contracts with pricing based on “smoothing” formulae, so that the significance of sugar traded at
world prices is even further reduced;

— Because of the volatility of world sugar prices, until recently the most volatile of all soft
commodities64 and even now the second most volatile,65 the picking of a representative time frame
on which to base any kind of policy would be extraordinarily diYcult. Especially so as the increasing
weight of investment funds in world sugar markets means that world prices significantly over, or
under, shoot for long periods of time relative to where they should be based on physical factors. The

60 LMC, estimate prepared for British Sugar, 31 March 2004.
61 International Sugar Organization (2004), Sugar Yearbook 2003, p 306.
62 Hannah and Spence (1996), The International Sugar Trade, p 140.
63 Gudoshnikov et al (2004), The World Sugar Market, p 33.
64 Ibid, p 123.
65 FAO (2005), The state of agricultural commodity markets 2004, p 21.
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role of funds in driving up prices in 2002 is pointed to by Gudoshnikov.66 The world sugar market
is expected to show increased volatility in the future as the increasing production of ethanol leads to
linkages with world oil prices.

Memorandum by the ACP London Sugar Group

representing the sugar industries of Barbados, Belize, Congo, Fiji, Guyana, Jamaica, Malawi, Mauritius,
St. Kitts-Nevis, Swaziland, Tanzania, Zambia and Zimbabwe

Executive Summary

— We are extremely concerned at the Commission’s proposals on the EU sugar regime.

— Some of the proposals are not in conformity with the provisions of the Sugar Protocol and the
Cotonou Agreement to which it is currently annexed.

— TheCotonouAgreement, in Article 36(4), refers to the need to safeguard the benefits of the Protocol,
bearing in mind its special legal status. These benefits clearly include the price, which under the
proposals would be severely eroded over a very short period.

— Currently, revenue is provided to all producers through price, whereas under the proposals beet
growers will obtain their revenue through a combination of price and direct payments. We however
will suVer the price cuts with no compensation.

— These proposals would thus not meet our legitimate expectations and are in contradiction with the
Cotonou Agreement.

— We do not accept the Commission’s rationale for the radical price cuts proposed.

— The WTO Appellate Body ruling does not seem to require price cuts of the magnitude proposed.

— There is little prospect of a huge rise in imports from the LDCs, contrary to the claims of the
Commission.

— The price cut should be no greater than is required by the need to cut import duties under the Doha
Round, and any decision on price cuts should be deferred until after the conclusion of the Round.

— The price cut should be far less than the 39 per cent proposed, should be eVective from 2008 and
should be evenly spread over eight years.

— We oppose the Commission proposal to impose a price cut on raw sugar in the first year to
compensate for the proposed abolition of the current cane sugar refining subsidy.

— The intervention mechanism should be reinstated, to enable the eVective implementation of the
provisions of Article 5(4) of the Sugar Protocol on annual price negotiations.

— We believe it will be necessary to radically redraw Articles 29 to 31 of the proposals so as to preserve
our long-standing marketing rights enshrined in the Sugar Protocol.

— Article 26(2) of the proposals should be amended to give priority to supplies from the ACP and
LDCs able to supply Community deficits of raw sugar.

— The proposals would impact most severely on the ACP, who are the most vulnerable stakeholders.
Sugar has a great socio-economic importance in ACP countries. The Commission’s proposals on
“Accompanying Measures” for the ACP are totally inadequate; they must be greatly improved and
backed with bankable assurances as to funding and timing as a prerequisite for agreement on the
new regime.

Introduction

1. Before commenting in detail on the EU Commission’s proposals, we feel it is important to put these
proposals in the context of the legal and historical framework in which we operate as suppliers of sugar to the
European markets.
65 Gudoshnikov et al, Op cit, p 47.
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Special status of the Sugar Protocol

2. The three major agreements which define the obligations of the EU and UK obligations to the ACP
countries are:

— Protocol 22 of the UK Accession Treaty, providing for the safeguarding of ACP interests and
constituting a “specific and moral commitment” that the Commonwealth Sugar Agreement would
be integrated into the EEC system. TheUKassurances given in 1971, reinforced by theCommunity’s
commitment, provided the basis for the Sugar Protocol of 1975. One quotation would sum up the
importance of the Protocol:

“The Community will have as its firm purpose the safeguarding of the interests of all the countries
referred to in this Protocol whose economies depend to a considerable extent on the export of primary
products, and particularly of sugar. The question of sugar will be settled within this framework, bearing
in mind, with regard to exports of sugar, the importance of this product for the economies of several of
these countries and of the Commonwealth countries in particular.”

— TheSugar Protocol (SP), comprising for an indefinite duration guaranteed import quantities of some
1.3 million tonnes at a guaranteed price;

— The Cotonou Agreement, Article 36(4) of which relating to commodity protocols including the
Sugar Protocol is probably one of the most important provisions of the Cotonou Agreement as far
as ACP sugar is concerned. This states:

“In this context, the Parties reaYrm the importance of the commodity protocols, attached to Annex V
of this Agreement. They agree on the need to review them in the context of the new trading
arrangements, in particular as regards their compatibility withWTO rules, with a view to safeguarding
the benefits derived therefrom, bearing in mind the special legal status of the Sugar Protocol.”

Benefits of the Sugar Protocol

3. The concept of safeguarding the benefits of the SP is particularly important for the ACP. These “benefits”,
to which Article 36(4) of Cotonou refers, clearly include the price, which under the Commission proposals
would be severely eroded over a very short period.

4. Since the inception of the Protocol in 1975, the price and agreed quantities have been the main determinant
of the export earnings of the ACP suppliers. The ACP guaranteed price has been aligned on the EU
Intervention Price fixed annually. This alignment of the ACP guaranteed price and, therefore, their export
earnings, with the EU intervention price ie the EU sugar producers, have created a legitimate expectation. It
has provided a predictable level of earnings to the ACP comparable to the EU producers, and has ensured the
continuous modernisation and rationalisation of the ACP sugar industries, as well as the sustainable
development of ACP countries through judicious diversification of their economic base.

5. Under the Commission proposals, only part of the income of the EU beet sector would be provided by the
price, the remainder being provided in the form of compensation to beet growers. In contrast, no
compensation is being oVered to the ACP cane sugar sector, and thus the link between our export earnings
and the earnings of the beet sector will be broken to our disadvantage. The Commission proposals would thus
not meet our legitimate expectations in terms of safeguarding the benefits of the SP and are in contradiction
with the Cotonou Agreement.

The Proposals: Analysis of Rationale for Price Reductions

6. Our long-standing relationship with the EU as reliable sugar suppliers to the European markets is now
severely strained by the European Commission’s plans for radical price cuts which they propose to implement
over a very short period starting in 2006.

7. In the Agriculture Commissioner’s recent speech to a conference of stakeholders, she explained that the
Commission’s radical proposals are driven by two external considerations: the need to respond to the WTO
panel ruling on EU export subsidies; and the risk of imports from the LDCs disrupting the internal EUmarket
once duties are completely removed under the EBA initiative.67

8. We do not accept the Commission’s justification for their proposals.
67 Speech by Mariann Fischer Boel, Agriculture Commissioner, “Preparing Europe’s sugar sector for a competitive future”; Conference
by CEPS, CIBE and EFFAT, Brussels, 28 June 2005. “We have lost aWTOpanel requested byAustralia, Brazil and Thailand. A panel
which eVectively requires us to cut back sugar exports by 4.6million tonnes—andwhich therefore takes away an important safety valve
for letting out pressure from our domestic market. On the other side of the balance sheet, millions of tonnes of sugar could start coming
our way from the Least Developed Countries from 2009 onwards under the Everything But Arms agreement. Any changes we make
to the sugar common market organisation have to be measured against these trade-related challenges.”
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WTO Appellate Body ruling

9. The Commission claims that it is imperative to reduce production in order to bring exports down to the
limits agreed in the URAA and clarified by the recent WTO ruling against the EU. However, the ACP have
not been responsible for any increase in supply contributing to this problem, and therefore should not be asked
to bear such a disproportionate and inequitable share of the burden.

10. In any case, it is by no means clear to us that price cuts of the magnitude proposed are needed to bring
about a fall in EU production such as seems to be required. We are ready to support the recent proposals to
allow a certain level of exports within the agreed limits in order to alleviate the problem, allow extra room for
ACP/LDC sugar and to ensure market balance.

Imports from LDCs

11. The Commission has stated that among its motivations is the desire to ensure that imports from least
developed countries do not increase, by making it economically unattractive for them to supply the EU
market. Thus the Commission acknowledges that an element of its strategy involves a targeted attack on sugar
suppliers in the LDCs, which contradicts the sustainable development focus of the EBA initiative.

12. This is all the more inexplicable as the prospect of an unmanageable rise in imports from the LDCs is less
clear than the Commission claims. In the case of the LDCs, the logistical constraints they face and their need
to keep their local and regional markets supplied would make this exaggerated threat groundless.

WTO Doha Round

13. We understand that because of the Doha Round the EU may have to cut import duties, and it follows
that a price cut would be needed to accommodate this in order to avoid the EU market being swamped with
imported sugar. However, the Commission’s price reduction proposals go far beyond what could be required
in terms of the July 2004 Framework Agreement. The price cut should not be larger than is strictly required
by the outcome of the Doha Round.

14. In this regard the EU should use all its political weight to make the best of the provisions of the July
Framework Agreement as regards both the extent and timing of any price cuts. These provisions, set out in
paragraph 44 of the Agreement and paragraph 16 of the Harbinson Text, include special treatment for
sensitive products, the possibility to invoke safeguard clauses, and the recognition of the need to safeguard
long-standing preferences. We stand ready to work together with the EU to promote such issues of
common interest.

15. A decision on the extent and timing of the price cut should therefore be deferred until after the completion
of the Doha Round, and the Commission should use other mechanisms at its disposal to manage the market.

16. It is unnecessary to rely solely on the price mechanism to achieve the desired end, especially in view of its
hugely disruptive eVects. Consequently the price cut should be more in line with the proposals made by other
stakeholders, NGOs, the European Parliament, etc. It should be far less than the 39 per cent proposed, should
be eVective as from 2008 and evenly spread over a period of 8 years.

Proposal to abolish refining aid

17. We must point out that the proposal to eliminate the adjustment aid currently paid to EU refiners is most
unfair, as it will result in an immediate price cut for raw sugar, which the Commission expects the ACP
Protocol suppliers to bear. This budget saving will, in eVect, be used by the Commission to finance part of the
compensation to beet growers.

18. The cost of the adjustment aid should be borne not by the ACP but, as presently, by the EU Agriculture
Budget. We therefore ask that the Commission proposal be amended so as to reverse the imposition of the cut
in raw sugar prices in the first year of the new regime and ensure that this additional cost burden is not imposed
on the ACP countries.
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Other Aspects of the Proposals

Abolition of intervention buying

19. We maintain that the Commission’s reform proposals do not conform with Article 36 (4) of the Cotonou
Agreement under which there is provision to safeguard the benefits derived from the Sugar Protocol bearing
in mind the special legal status of the Protocol.

20. The Commission has proposed to abolish intervention buying of sugar, which is the main price support
mechanism in the current regime. The intervention agencies are the buyers of last resort and give eVect to the
concept of price guarantee. The reform proposals do not provide the price guarantee.

21. Moreover, Article 5 (4) of the Sugar Protocol provides for the guaranteed price to be negotiated annually
within the price range obtaining in the EU market, taking into account all relevant economic factors. If the
intervention price is replaced by a reference price, we would query how the Commission proposes to
implement Article 5(4) of the Protocol.

22. In short, we feel that abolition of the intervention mechanism would seriously undermine the price
guarantee contained in Articles 5 and 6 of the Sugar Protocol. We therefore maintain that the Commission
proposal should be amended so as to reinstate the intervention mechanism and enable the eVective
implementation of Article 5 (4) on annual price negotiation and thereby comply with the provisions of the
Sugar Protocol.

Regulation of preferential imports

23. The Commission proposes, in Articles 29 to 31 of the draft legislation, to introduce new rules governing
the import of preferential sugar. We would respectfully request an explanation of how these rules can be
reconciled with our rights set out in Articles 1, 5 and 9 of the Protocol, freely to market the Protocol
Guaranteed Quantities as raw or white sugar, for refining or otherwise, in the European market.

24. We believe it will be necessary for Articles 29 to 31 to be radically redrawn so as to reflect fully the terms
of the Protocol and to preserve our long-standing rights. This is all the more important given the pressure we
will be under to maximise our earnings from more value-added exports.

25. The proposed continuation of the MSN in the form of a “traditional supply needs” mechanism for
refineries would severely hinder ACP countries from pursuing their marketing strategies.

26. All additional quantities of sugar required to supply refineries should be sourced from the ACP and the
LDCs, once supplies under the Protocol and the EU’s other existing preferential import arrangements have
been exhausted. The ACP have established a track record as reliable suppliers to the EUmarket.We therefore
ask that the relevant Article 26(2) of the Commission’s draft legislation be reformulated so as to give priority
to supplies from the ACP and the LDCs.

Comparative Analysis of Commission’s Proposals for Various Stakeholders

27. In the broadest possible terms, analysis of the Commission’s proposals reveals that the EU beet growers
(“CIBE”), EU beet processors (“CEFS”), EURefiners (“CERPSCA”) andACP raw sugar suppliers (“ACP”)
would suVer losses in 2009–10 as follows:

Rough estimate of annual
Percentage loss in price or revenue loss in 2009

Stakeholder margin 2005 to 2009 (millions)

% ƒ

CEFS "28 900
CERPSCA "64 100
ACP "48 300
CIBE "21 2,600

28. Overall, in broad terms, the cane sector (ACP and CERPSCA) would lose out by approximately twice as
much in percentage terms as the beet sector, without taking into account any mitigating impact of the
accompanying measures for the ACP. For the ACP, the size of the percentage loss is partly accounted for by
the fact that they, in contrast to the beet producers, have to bear the cost of inland transport, storage, freight
and insurance.
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Comparison between stakeholders
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29. The table above gives detailed calculations. The figures quoted above are as far as possible equivalent
figures; thus for all millers and refiners, the impact is compared the ex-mill stage, however, for beet growers
the impact is given at the factory gate stage.

30. We need hardly add that this demonstrates the total lack of balance and equity in the Commission’s
proposals, in that the ACP as the most vulnerable stakeholder is treated far worse than other producers.

Impact on Economies of ACP

31. The ACP Sugar Protocol Group comprises 18 countries supplying sugar to the EU. Most have been
reliable trading partners with the EU since 1975 and for a much longer period with the UK. Most can be
categorized as small developing nations which are vulnerable to severe climatic disruptions and external
economic shocks. Most have a high dependence on sugar exports for contributions to GDP foreign exchange
earnings and employment especially in the rural areas. Some have been classified as LDCs and all have
significant sectors of poverty within their economies.

Socio-economic importance of sugar in ACP States

32. However mere statistics, impressive as they may be, do not convey the full socio-economic importance of
the sugar industry which has a major multi-functional role in our countries. In particular:

— It delivers a wide and transparent distribution of sugar income especially in rural areas;

— In addition to direct employment, the multiplier eVect of indirect employment and benefits in
ancillary and support industries in the sugar cluster indicates that as many as three million people
derive part or all of the income from sugar;

— In many ACP countries the sugar industries are directly responsible for the provision of primary
health care services (including hospital care and public health programmes), local education,
housing, recreation, and community services;

— It provides renewable and environmentally friendly energy both for the mill and increasingly for the
national electrical grid, thus reducing dependence on costly fossil fuels.

33. Because of the sheer scale of its scope and its long historical involvement, the sugar industry is woven into
the tapestry of our rural economies.
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Accompanying Measures for the ACP

34. We were initially encouraged by the EC’s apparent understanding of the crucial role of sugar and the EC
statement of a firm commitment to mitigate the devastating eVect of such a radical sugar reform proposal. It
was stated that there would be a financial support package from funds which would be additional to the
European Development Fund.

Action Plan

35. We were confronted in January 2005 with the so-called Action Plan for delivery of the Accompanying
Measures. This “Action Plan”, whilst no doubt laudable in intent, is being viewed with increasing scepticism
in the ACP, and even among MEPs and the major development NGOs. It contains all the ingredients for a
major bureaucratic delay with an array of hurdles to overcome in order to meet its stated objectives.

36. The procedures attached to this approach are unnecessarily burdensome and time-consuming.Most of us
have already conducted full reviews of our industries’ future potential and have embarked upon a wide range
of alternative actions which cover the range of options outlined in the EU’s Action Plan objectives. All of these
plans need urgent financial assistance.

Contrast with assistance to beet sector

37. The negative impact of reform on the livelihoods of the EU’s own beet and cane suppliers was
acknowledged from the outset and the reform proposals have been directly linked to the provision of
immediate financial payments to growers, irrespective of whether or not they remained in sugar production.
However despite the absence of realistic alternative uses for land and people and the considerably greater
diYculty for ACP economies to absorb the major revenue losses, there is no such urgency in the fulfilment of
EU promises of financial support.

38. We note with regret that, in contrast to the compensation for EU beet growers, no monetary value has
been placed on the assistance and there is no timetable for disbursement. Moreover, no clear linkage has been
established between the financial assistance oVered, the trade losses which will be sustained, and the resources
required for the ACP Action Plans.

Absence of funding guarantees

39. It has been suggested that a sum ofƒ40 million will be released in 2006. This amount, divided up between
18 countries, will be totally inadequate. Worse still, a sum of ƒ1.2 million will be retained for administrative
purposes, only ƒ20 million will be available in 2006, and a further ƒ18.8 million will not be disbursed until
2007. In comparison, the Commission proposals would reduce our revenues by ƒ35 million in the first year
of the new regime. Again, there is a direct contrast with the guaranteed immediate compensation for European
beet growers to whom ƒ1.5 billion per annum is being oVered.

40. We have been advised that no further finance can be defined until the EU budget process has been
concluded. Despite this lack of any definitive data, and the prospect of suVering significant reductions in our
sugar revenues from 2006, we are being rushed into agreement on Action Plans which will crucially depend
on the amounts and timing of finance available.

Alternative funding possibilities

41. Although it does not explicitly acknowledge this unacceptable disparity of treatment, the DEFRA
Regulatory Impact Assessment implicitly does so, and when considering the source of funding for assistance,
makes the following suggestion:

“A dedicated consumer levy of around 10 euros could be imposed during a transitional period. This
would be almost identical to the proposed production charge, but would have a diVerent purpose.” (page
64 para 5.2.12).

42. This is an excellent suggestion and would go some way towards restoring a form of comparable treatment
between stakeholders, a feature which is sorely lacking in the Commission’s proposal and which has been
highlighted bymanyNGO’s, notably OXFAM. This could help to solve some of the problems connected with
the delays in confirming funding of the Accompanying Measures.
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Urgent need for assistance

43. It is vital that the major constraint of the adequacy and timeliness of EU resources to finance the ACP
Action Plans be urgently resolved. Our industries are in need of immediate short term funds to cater for the
cash flow constraints caused by existing restructuring activities. Adequate funding must be front-loaded and
disbursed according to simple fast-track procedures. ACP industries should also qualify to receive income
support to take account of the lag between investments and productivity gains to be reaped therefrom.

44. These issues have been well understood by the EU Commission. In January 2005, Commissioner
Mandelson in a speech in Georgetown, Guyana acknowledged the severe challenges which reform would
create, and pledged EU support in the process of adjustment. He stated that Financial Assistance should
“anticipate reform and not just cushion its eVects”. The present arrangements represent a complete denial of
that recognition of the need for early disbursement of substantial funds. Some industries are desperate for
finance to assist in their economic restructuring. St Kitts, for example, has already announced cessation of
sugar production after 360 years and needs urgent help. Other industries are already experiencing high
operating and debt financing costs from radical reform programmes. These will become untenable with the
imminent loss of revenue on the scale proposed. It is therefore essential to have a clear bankable commitment
of the amounts and timings of finance from theEU. The proper sequencing of the release of adequate resources
and the start of the new EU sugar regime needs to be urgently addressed. This should be a prerequisite for any
agreement on the new regime.

Conclusion

45. The ACP have always remained ready to work with the EuropeanUnion in all appropriate fora to discuss
strategies designed to promote their sustainable socio-economic development through trade, in particular
sugar, in line with the Cotonou Agreement and other binding instruments.

46. The need for reform of the EU sugar regime is accepted, but we have to say, with regret, that so far the
concerns of the ACP have been completely ignored.

47. We realise that ACP sugar industries must continue to pursue their modernisation and rationalisation
plans to becomemore competitive. However, we consider that the EU proposal for reform is disproportionate
and discriminatory vis-à-vis he incoherence of EU policies undermines their capacity to use trade as a vehicle
to achieve the Millennium Development Goals (MDGs).

48. The Commission’s proposal in its present form has far reaching consequences including the destruction
of our sugar industries, with devastating consequences for ACP states. In particular, it will impact negatively
on their social fabric, employment and security, and the achievement of theMDGs to which the ACP and EU
member states attach the highest priority.

49. We consider that certain aspects of the Commission proposal are not compatible with the provisions of
the Sugar Protocol and would urge the UK Government to insist on compliance.

50. We reject the contention of the Commission that the opening of the EU market to LDC countries under
the EBA initiative would require the proposed radical price cuts. We also note that such deep price cuts go far
beyond the requirement implied in the July Framework Agreement or needed to meet the EU’s likely WTO
commitments.

51. The ACP and LDC Sugar Groups propose a managed market through a quota system and an adequate
level of price ensuring that EU production and ACP/LDC improved market access match the EU’s internal
consumption.

52. Many ACP/LDC countries will be able to benefit from additional and accelerated access to the EU sugar
market, andmoreover access for all qualities of sugar which will allow us to add value to our sugar production
at home rather than be condemned simply to supply raw sugar for refining. As a group, we therefore seek to
supply more and higher value sugar to the EU market.

53. We register with regret that the European Commission’s oVer of accompanying measures for the ACP
states, amounting to ƒ40 million in first year and an unspecified amount in subsequent years, is utterly
inadequate to provide the ACP states with bankable assurances necessary to modernize, restructure and
improve the competitiveness of our industries in order to ensure their long-term viability. The provision of
adequate, front-loaded EU resources for the ACP should be urgently addressed before the conclusion of
negotiations on the new regime.

54. In summary, the Commission’s proposals are in contradiction to the terms of the Sugar Protocol and the
Cotonou Agreement. The Commission has relied too much on price cuts as a management tool. It has
unnecessarily pre-empted the outcome of the Doha Round, and has overstated the impact of the EBA
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initiative. Its proposal discriminates unfairly against traditional cane sugar suppliers, who are least able to
withstand such a price shock.A far less radical price cut, phased in over amuch longer period and commencing
after the end of the Doha Round negotiations, would meet the EU’s objectives if combined with measures to
cut EU production.

4 October 2005

Memorandum from Mr David Jessop, Executive Director of the Caribbean Council for Europe

The Caribbean Council’s principal focus is on the delivery of the European Commission’s proposed reform of
the EU sugar regime. It accepts the need for change but believes that that a longer transition period with
adequate supporting measures are necessary if Caribbean Governments and producers are to successfully
undertake the restructuring associated with a steep fall in price. It believes that if reform of preference based
agriculture in ACP nations is not properly executed then there is a very real chance of social and economic
instability in the Caribbean.

All of our dialogue in Brussels suggests that the way in which both the reform process and the accompanying
measures have been handled by the three EC Directorates involved have failed to take account of the
implications for stability, development and security in a region that consist of small and vulnerable economies.

Caribbean governments are actively engaged in identifying alternative uses for cane, including the production
of ethanol, co-generation and refining. They are exploring the often limited opportunities for alternative crops
and are considering the implications of the retraining and migration of some workers into the service sector.
But this takes time and requires a remunerative price being paid for sugar over a period of at least eight years
along with adequate accompanying measures.

If a more thoughtful arrangement is not put in place for ACP producers, the impact on Guyana, Belize and
Jamaica will be severe and sudden. Rural to urban migration will increase and crime and security concerns
will be exacerbated.

It is not my intention to speak on the inequities of the reform process as it eVects the ACP. Rather I wish to
comment briefly on the accompanying measures that the EC is intending putting in place.

Without a scheme comparable to that being oVered to the Caribbean’s neighbours in the French DOM that is
properly funded and managed over a viable transition period Caribbean Governments and the region’s sugar
producers will not be able to successfully restructure and re-skill let alone transit to newer industries.

Because of the manner in which the reform is being addressed by diVerent directorates of the EC, serious
problems are arising in developing a viable financing concept for ACP producers.

For 2006 it now appears likely that only ƒ40 million will be made available and for procedural reasons
probably unavailable for draw until 2007. In contrast the requirements of one non-Caribbean sugar protocol
nation alone may be in excess of ƒ50 million in the first year.

Beyond this neither the sum nor source of subsequent funding for accompanying measures for all 18 ACP
producers has been agreed. Estimates by one EU member state has put this at ƒ500 million per annum, yet
an independent study recently completed show that in total one Caribbean sugar producing nation may need
between ƒ807 million and ƒ1,303 million over an eight year period with support being heaviest in the early
years of a programme. The same report suggests, based on current best estimates that the sum available for
that nation will be ƒ169 million over the same period.

In a report produced recently for the EC and the Jamaican Government, consultants indicated that there are
significant problems associated with the form of support most likely to be forthcoming from the European
Commission in respect of sugar. That is to say budgetary support targeted towards specific sectors such as
agriculture and education.

Budgetary support requires for each programme allocation a separate financing proposal and agreement.
Such sums are funded by annual tranches from the Commission’s budget.

In the financing of an adaptation strategy for sugar it is likely that a high proportion of funds will be required
early in any industry’s programme. Under the Commission’s annual budgeting system, consultants suggest
that it will not be possible to receive a large amount up front as the available funds will have to be shared
between 18 ACP states.

There is a lack of clarity on the part of the EC about:

— What happens if the funding requirements far outreach the likely sums the EC can make available?
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— How is a first-come-first-served system likely to operate if, let us say, one nation has an extensive
financing proposal that requires most of the sums available in one year for all ACP industries?

— How will the EC overcome the critical issues of delivering such sums when Jamaica and other ACP
sugar producers require individual strategies that are timely and has to be front loaded?

— And are EDF procedures to be followed?

Previous Caribbean experience with bananas and rum suggests that programmes will be implemented well
after the transition envisaged by the EC using procedures designed for development rather than a finite
economic restructuring process. This cannot be allowed to happen to an industry in which 420,000* persons
in Jamaica alone are dependent out of a population of 2.7 million.

*Study by ITALTREND for EC and Jamaica Government suggests that while the industry accounts for 5 per
cent of exports, 3 per cent of GDP and 4 per cent of employment and employs directly 20,000 workers some
420,000 persons in some of the island’s poorest parishes depend on those working for the industry.

26 October 2005

Examination of Witnesses

Witnesses: Mr Jean Claude Tyack, Chairman, Mr David Clark, Honorary Secretary, ACP London Sugar
Group, and Mr David Jessop, Executive Director, Caribbean Council for Europe, examined.

Q227 Chairman: Mr Tyack, good morning. I Q229 Chairman: If I may say so, that is all in your
apologise that we have kept you waiting a few written evidence.
minutes. I think some of you at least were present Mr Tyack: Therefore I will come to the price issue
during our previous session and you will know what and say very quickly that our slogan is, “Too soon,
kind and gentle people we are. It is very good of you too quick, too deep”. This is about the price cut. This
to find the time to come to us today. We appreciate it is the first point we want to make. Regarding the
very much. Perhaps you would like to introduce your other aspect of price, we would like to point out that
colleagues and make any preliminary statement you in the EU system revenuewas provided through price
wish before we get down to questions. to both ACP and EU producers. Now it is going to
Mr Tyack: Thank you very much, my Lord be provided partly through price and partly through
Chairman, for giving us the opportunity to speak to decoupled aid to EU producers. The ACP producers
you today. We are members of the ACP London are going to get a reduced price but no compensation,
Sugar Group and basically we are industry no decoupled aid, and we think that this is very
representatives.We are not government delegates but unfair. Therefore our legitimate expectations about
we attend all the meetings in Brussels. We form part the price level have not been met and we feel this is
of national delegations and whatever I say today will contrary to the agreements we have signed with the
not be inconsistent with general ACP policy, whether EUabout the safeguarding of benefits. I would like to
in Brussels or recently in the Kisumu meeting where touch quickly upon the question of intervention. The
Ministers met ACP Ministers in order to thrash out interventionmechanism is going to be removed in the
policy for ACP sugar. I will go straight into making proposal andwe feel that with the Sugar Protocol our
a short statement if you will allow me on the sugar price guarantee depends upon this mechanism. This
regime reform. is the mechanism which gives eVect to the price

guarantee. If it is removed there will be less assurance
about giving a price guarantee and therefore we
would militate in favour of intervention. Finally, I
will say a few words about the way we are treatedQ228 Chairman: You have kindly sent us the ACP
among the stakeholders. We, the ACP, are notLondon Sugar Group written evidence which we
treated as well as the outermost territories, we are nothave all got copies of.
treated as well as the EU producers.We would like toMr Tyack: For the moment then I will not talk about
underline this before stressing the fact that in Articlesaccompanying measures. I will focus in my short
29-31 of the Commission proposals, which deal withstatement on the question of reform and price. I
the imports of the ACP countries, there are certainwould like to remind members of the committee,
restrictions imposed on the imports of ACP sugarbecause this is not often said in oYcial documents,
regarding the types of buyers to whom we can sellthat there are certain international agreements, like
sugar and maybe also regarding the quality of sugar,the Sugar Protocol and the Cotonou Agreement,
speciality and so on, which we can sell to such buyers.which condition as it were the commercial
These articles, according to us, would have to berelationship between on the one hand the ACP and
revised because in the Sugar Protocol there are noon the other hand the EU. Notably in Cotonou, we

would like to stress Article 36(4)— conditions about our rights to export to the EU
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view that review means changing radically certainmarket the quality of sugar we want to the types of
buyers we want. Thank you very much. basic principles for the protocol.

Q234 Chairman: I just want to say thank you veryQ230 Chairman: That is very helpful and we
much that Mr Jessop is with you from the Caribbeanappreciate your statement. You refer to the Sugar
Council for Europe. Do come in, Mr Jessop, at anyProtocol, which was I think, in 1975. You, I think,
point that you wish to and add whatever you wouldhave worked in the industry for about the same
like.length of time, Mr Tyack, so you really know it very
Mr Jessop: Perhaps I could say, Lord Chairman, thatwell. You say in your written evidence that the Sugar
our approach is slightly diVerent in the sense that weProtocol was for indefinite duration. Realistically,
are not aware of the technical details but we are veryyou would say that nothing is for indefinite duration.
involved in working with industries in the CaribbeanEverything changes. Markets change. I personally
on issues of accompanying measures and we have afind it very hard to believe that the Sugar Protocol
wide range of concerns as to what is not happening incan be regarded by experienced people as being of
Brussels within the Commission as far as putting inindefinite duration.
place the necessary accompanying measures toMrTyack:Wemay have diVerences of opinion about
facilitate a transition, so I will be happy to answerthat. This has never been legally challenged so as far
questions on that.as we are concerned—

Q235 Chairman: It is the action plans that mightQ231 Chairman: It is not a question of a legal
follow which are of particular interest to you?challenge. It is a question of markets and the world.
Mr Jessop: Yes.Sugar is a commodity, is it not, like copper? Chairman: Thank you.We will come on to that later.

Mr Tyack: Yes.

Q236 Lord Christopher:Mr Tyack, I have read very
Q232 Chairman: I find very diYcult the thought that carefully the words and I can see both sides, so to
something is of indefinite duration. speak, but the review says at the end of the Cotonou
Mr Tyack: It was drafted by the people who had at agreement, “with a view to safeguarding the
heart the interests of theACP exporters when theUK benefits”. Do benefits have to be defined exclusively
joined the EU, and Protocol 22 annexed to the Treaty in terms of sugar?
of Accession specifically says this. To come back to Mr Tyack:Well, yes. We are talking about the Sugar
your question about indefinite duration, as I say, we Protocol. Therefore it deals with—
have diVerent points of view about this. We would
insist on the other guarantees of the protocol about Q237 Lord Christopher: But the Cotonou
which there can be no doubt, such as the guarantee to Agreement refers to the WTO, so clearly a change
export sugar at a guaranteed price, for example, the was envisaged of some sort. What I am asking you is,
three main guarantees—guarantee of access, if sugar is a problem, as clearly it is, is there another
guarantee of price and guarantee of duration. way of safeguarding the benefits? It does not say

“safeguarding sugar”. It says “benefits”.
Mr Tyack: Our interpretation of “benefits” is a wideQ233 Chairman: You do in your written evidence

then go on to the Cotonou agreement and that does one but it would, of course, include many other
guarantees of the protocol. It would also include, Ihave the words in it that they “agree on the need to

review” commodity protocols. Is that not an would say, a certain level of price to which we have
been accustomed and which has been granted to usacceptance of the fact that nothing ever stays in

concrete for ever? over the years. Our legitimate expectations would be
that this certain level of price should be kept with aMr Tyack: No, I would not agree with that.

“Review” is not a strong word from the legal point of view to making this protocol valuable for us,
safeguarding the benefits. The benefits of theview. It is not as if we are denouncing the protocol or

anything like that. We can review the protocol just to protocol would mean not only the three main
guarantees but also, I would say, all what we call nowupdate it but keep the guarantees. For example, if we

want to make it compatible with the WTO there are the multi-functional role of sugar which not only
concerns sugar itself but also certain social andseveral rules which can be chosen, and therefore if we

want tomake it compatible bymaking it TRQ (TariV environmental aspects of sugar production which are
perhaps as important as sugar production itself. InRate Quota) under Article 13, then this is part of a

review, or if we want to put it in an EPA (Economic our definition of the socio-economic importance of
sugar we not only include it as an economic activityPartnership Agreement) this is part of a review so

long as the essential guarantees of the protocol are but we also tend to give prominence to the non-
economic aspects, such as what sugar does which ismaintained and kept. I would not accept the point of
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UK Government for supporting this approach.positive for the environment, what it does for society
and the social services that it provides to its workers. Although it is in favour of reform it is on the other

hand very much in favour of giving transitionalChairman:Wewill clearly come on to that because we
want to talk about the development strategy of action assistance and support measures to see us through

this diYcult period. That is why I said this.programmes in later questions. I do not know if there
is anything further, Lord Christopher, that you
would like to ask on the impact on ACP economies

Q240 Baroness Miller of Chilthorne Domer: Thankbefore we move on to this other point.
you for clarifying that. What opportunities would
there be then for diversification into other industries

Q238 Lord Christopher: Can I just ask which of the in the countries, and I know you do not want to say
ACP countries will be most aVected by whatever which are most aVected, so just say “country X”?
changes there with the consequences for MrTyack:First of all I would say that our economies
employment? are small. They have no economic resilience, as it
Mr Tyack: It is a diYcult question because we are a were, and it is less easy for us than it is for, shall we
group, a club, and I know what you are referring to. say, the UK to diversify our economies. Our
It is in fact an LMC study commissioned by DfID economic base is very restricted.We are at a low level
which groups the sugar producers into several of development and this is very diYcult. Many of us
categories. We are rather reluctant to adopt this kind have diversified into textiles, for example, and into
of attitude. We are not in favour of this kind of tourism. I am not talking about agricultural
football league approach and these are our members diversification; I will come to this in a minute.We are
and we know that some of our members have gone to at the end of the MultiFibre Agreement. Textiles
Defra to criticise this study and the approach to it. have now become a problem for many of us who
They point out when they say that a certain region, diversified into it because nowwe have got to face the
region X, is not competitive, that this is a giant, as you have, as the EU has. There was the
generalisation which might not be true of one or two episode of the “bra war”, let us not forget, and
members who are very competitive, and similarly therefore textiles will become a problem for us. We
perhaps categorise another region as very will find it more and more diYcult to be competitive
competitive. There you might have exceptions to the when faced with the might of India or China.
rule, as it were. Basically, we would be very reluctant Tourism is a sector which is interesting and
to answer the question directly but you must prospering in some countries but, on the other hand,
understand that we have protested to Defra and we you are at the mercy of political instability, terrorism
have protested to DfID. We have asked whether this and things of that sort. There are problems in other
study would be the basis for policy making and we sectors where you would normally think of
have been told that this would not be the case. This is diversifying. Very often therefore it would not
our position. You understand my point? If I were to necessarily be the sugar industry funds which would
say tomorrow that country X is not competitive how go into these new sectors. In certain countries like
does it go to the bank and get assurances about ours, for example in Mauritius, putting my
financing? There are certain very practical Mauritian cap on, it was a good case of sugar money
implications of doing this. going into textiles and tourism. A lot of the capital

from these two sectors came in the first place from
sugar. It is a good case of diversification,Q239 Baroness Miller of Chilthorne Domer: Just to
acknowledged by the World Bank and otherconclude on that particular point, you say in your
institutions. To come to agricultural diversification,submission on the Defra RIA that you are very
there are problems. When I was at the Mauritiusdisappointed with the profile that DfID have had on
Chamber of Agriculture I saw many missions fromthis. We will be taking evidence from the DfID
the World Bank, IMF and so on and in this type ofMinister in a week or so. Do you think that DfID
studies, we have to compare the merits of sugar withshould have been more definite about the impacts on
the merits of a new crop. When you take intothe diVerent countries?
consideration the fact that sugar is resistant toMr Tyack: No. In fact, I was not criticising DfID; I
cyclones, droughts, pests, diseases and has a verywas rather criticisingDefra. I have been here for quite
good market and economies of scale, it is verya long time and I know all these ministries and all
diYcult to find something else which will replacethese departments very well. They are colleagues, in
sugar very easily. On top of that, it gives you anfact, and I would have expected Defra to practise
industrial culture right from the start. It is notjoined-up government, as you say, to consult
agriculture; it is industry. What we are thinking ofcolleagues more extensively so as to have the views of
nowadays when we talk about diversification is notDfID on this action plan. For us, as David will
so much going into other crops but what we used toprobably expand on later on, the action plan is

absolutely necessary and we are very grateful to the call vertical integration, using the coproducts of
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far as I am concerned, anything we can do to supportsugar described now as “the cane cluster.” We want
not only to produce raw sugar but to produce ethanol and improve the proposals would be good. I am glad

to see that you have come oV the general protestationdevelop cogeneration of electricity from bagasse,
specialty sugars and all this would depend on a raw and referred to one or two individual countries

because I thinkwe are going to have to do that for thesugar base. I think I have covered the three aspects of
diversification but perhaps what most of the ACP are benefit of your members. In terms of some of the

countries, they are going to continue to havethinking about now is diversifying within sugar in a
certain sense by developing the use of byproducts. available support through sugar pricing under the

new regime. I amwondering whether theremight be a
case for saying that that support would be better nowQ241 Lord Livsey of Talgarth: Do any of your
placed in more general assistance proposals rathercountries benefit from or see scope for regional
than continuing to support a sugar regime which isinvestment in facilities such as research and
probably going to be extremely marginal; or woulddevelopment, marketing and education?
the internal politics be too diYcult to start makingMr Jessop: One of the big diYculties certainly facing
those sorts of changes?the Caribbean region in the context of sugar reform
Mr Jessop: With respect, it is a much more complexis the fact that Caribbean countries are at relatively
issue than that. If you do not have an appropriatediVerent stages of development and are facing a
sugar pricing regime with a transition, you eVectivelywhole range of diVerent economic transition
undercut the ability of the industry and it simply willproblems. The suggestion of Lord Livsey is certainly
not be able to transit within a given period toa valid one but it has to be one ofmany solutions. The
undertake the necessary reforms that support thebig diYculty facing the countries of the Caribbean
economies of the countries concerned. One of theregion at the moment is that the solution for St Kitts,
things that is of great concern to us is we see that thefor instance, which has said it will go out of sugar and
likely sum that is going to be agreed for the first yearannounced that a fewweeks ago, is radically diVerent
of transition is 40 million euros, but we have seento the problems facing a country like Guyana or
figures that suggest, since programmes for each ofJamaica where significant parts of the population in
these countries will have to be front loaded, that onerural areas are dependent on the sugar industry. In
country alone may have a requirement of 50 millionboth cases, by world market standards, they are
euros. We are also seeing figures for an eight yearrelatively high cost producers. The issue that we as an
transition for support in addition to the price whichorganisation are most interested in is how does the
go way beyond any figures that anybody in Europe isEuropean Commission and the Union come up with
talking about. We are talking 800 million or 900a solution that says, “These are the accompanying
million euros over eight years for one country whenmeasures that fit the requirements of all 18 individual
some of the figures being suggested are—sugar producing protocol countries.” Work has

already begun on that which in a sense follows on
from the DFID study. The Commission together Q243 Lord Cameron of Dillington: Who has drawn

up these figures?with governance through the delegates’ oYces is in
the process of putting together studies in most, if not Mr Jessop: This is in a recent consultants’ report

produced for the Jamaican government andall, of the 18 sugar protocol countries. Of those
reports I have seen from the Caribbean, what they are Jamaican industry, EC appointed consultants, and it

begins to illustrate the nature of the problem that noindicating is that the sums of money that are
required -- because we are not just talking about one has eVectively addressed. The issue is a gradual

change in price plus accompanying measures.diversification within sugar or into agriculture; we
are looking at, for instance, retraining for the service Otherwise, you are going to have a precipitate

collapse, certainly in some industries.sector to move into tourism; we are looking at
potentially security issues in a country like Jamaica --
are way beyond anything that the Commission is Q244 Chairman: Perhaps we could move on to the
talking about. We see the biggest problem facing the WTO obligations because one of the ironies about
European Union in transition, beyond the obvious this is that 18 sugar producing countries are ACP, or
legal and other problems -- because obviously we some of them are among the least developed
support the need for a substantial transition -- in their countries, LDCs, and they are nowworried about the
relationship with the ACP at this time is resolving the EU proposals for the reasons that you accept; yet
situation as far as a budget or accompanying equally these proposals are coming forward because
measures are concerned. of the ruling of the WTO panel against cross-

subsidisation and the need to make progress in the
Doha round and the multilateral trade negotiationsQ242 Lord Cameron of Dillington: I am very

interested in that. It seems to me that the assistance means moving towards the removal of subsidy and
tariV. How do you envisage the EUmeeting itsWTOproposals are the nub of how we take it forward. As
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should be given to longstanding preferences. Thisobligations and, at the same time, given that it does
not have any obvious pot of money for this, meeting paragraph makes a reference to paragraph 16 of the

Harbinson text. As a matter of general policy, wethe worries and concerns that you are both talking
about? have obtained these pegs for negotiation and in our

strategy we would like to focus on these paragraphsMrTyack: That is a very topical question with all the
problems that have been raised within the which have been agreed by the WTO membership. I

looked yesterday at the ACP position submitted inCommission and 13 Member States. We are afraid
that the Commission might be making too many Geneva about market access. They stressed the fact

that they would not be able to give consensus toconcessions.
certain proposals which would be hostile to their
interests. That is the best way of putting it. I am notQ245 Chairman: Particularly to the EU growers
saying anything more than that but obviously theand refiners?
ACP have lost on bananas and rum and they do notMrTyack: I think the EU growers and refiners would
want to lose on sugar. There is a certain limit, Ihave the same position as the ACP. In other words,
suppose, to what they can lose in the context of thethey would be afraid that the EU might be making
WTO.too many concessions on market access. This is the

most important problem for us. We have to make
Q247 Chairman: Any texts like that that you care tosure that the tariVs do not go down toomuch because
send us we would be very interested to see.1 Is thereif the tariVs go down the prices come down. What
anything you want to add, Mr Jessop?happens then to our preferential access? Brazilian
Mr Jessop: I would endorse Mr Tyack’s commentssugar might come in very easily and therefore we
and remind the Committee that the Caribbeanmight have very serious problems. As far as the
particularly andmany in theACP have lost as well ondeveloping countries are concerned, I do not see any
bananas and rum. Sugar is really the last big battle soproblem with the G20. They are probably going to
it is politically very significant, for instance, in theget half of what they want. The EBA initiative was
Caribbean region.undertaken within the WTO context and is

compatible with it. It is the ACP we have to worry
about. What is going to happen to their preference Q248 Lord Plumb: I did have a lot of friends caught
and how can we combat the erosion of preferences on the banana issue in Europe but I have begun to
which is going to take place through reduction of wonder whether this is not another banana situation.
tariVs? I would like to suggest a kind of strategy I think the surprise we all have is that when the
which the EU or the ACP could adopt in order to proposals first came forward -- let us not forget we
prevent this erosion. The first point would be to try to have been talking about the sugar regime for the last
obtain a moderate tariV cut. The second point would ten years -- the deal that would be done would be in
be to include sugar among the sensitive products, the interests of the cane growing countries and the
because when we include a product among the less developed countries in particular. It now appears
sensitive products we can obtain more moderate that there is more concern from those countries than
tariV cuts. There is more flexibility to deal with tariV there is even from the beet growing countries. Mr
cuts. Unfortunately when you include sugar in Tyack started oV saying too soon, too quick, too
sensitive products, you have to pay for it by opening deep. I understand that in Hong Kong they are going
a TRQ, a tariV rate quota. That means it is a question to try to do a deal on WTO.Where do we stand? Are
of obtaining that the EU does not have to pay too you suggesting that there will be a hold on this, that
much because we are talking about the EU as our no final decision is taken, and yet they are trying to
market. This is the paradox of it all. A special reach an agreement at that stage?
safeguard clause would also be very important for us. Mr Tyack:You make a very valid point. What if, for
In the present system it amounts to about 15 or 20 per example, the EUmakes so many concessions that we
cent of the price. It is not considered very favourably end up with a price cut which is more than 39 per
bymanyWTOmembers but it would be important to cent? It would be ridiculous. There have been two
try to obtain a safeguard clause to protect us further. schools of thought about that. For example, I know
Finally, the ACP negotiated the WTO July the EU sugar producers are in favour of the
framework agreement and there are two references I Commission reaching agreement before going to
would like to draw your attention to. Maybe I can Hong Kong on the level of price cut which would be
send the texts afterwards? achieved because they fear perhaps that maybe the

negotiators might give too much away. There is
another school of thought which says let us wait forQ246 Chairman: Please.
the Doha Round to throw up a price and this will beMr Tyack: Paragraph 44 of the July framework
the price which we will adopt. If we thought theagreement about longstanding preferences. We have
1 See supplementary evidence.obtained in this paragraph that special consideration



3209773006 Page Type [O] 06-12-05 19:35:43 Pag Table: LOENEW PPSysB Unit: PAG3

137too much or too little? changes to the sugar regime: evidence

26 October 2005 Mr Jean Claude Tyack, Mr David Clark and Mr David Jessop

price falls the grower says, “I have to produce moreCommission was going to support or defend the
regime, we would have adopted the second approach in order tomake the same return” so you get a vicious

circle. That is the way the market actually seems tobut we are beginning to have some doubts now. At
this stage, we are in between these two schools of operate. It should not -- I agree with you, my Lord

Chairman, but unfortunately for us it does.thought but I have indicated at the same time howwe
would suggest that market access is protected not
only for the ACP countries but also for the EU

Q251 Lord Plumb: I am going over some of theproducers through special safeguards, sensitive
questions that have been asked, particularly onproducts and moderate tariV cuts.
diversification. Something is going to happen; there is
going to be change and it will probably be radical.

Q249 Lord Cameron of Dillington: I was wondering The proposal we have before us at the moment is a
if you had any ideas on, if these reforms do go proposal for a fairly lengthy period of time as
through and there is a World Trade Organisation opposed to the former proposal which gave a break
settlement, what will happen to the world price of clause four years on. I do not know how you see that.
sugar. Ought we to go back to the former proposal so there
Mr Clark:We think that if the WTO Doha round is is a break clause and you can see how things are going
agreed in Hong Kong it will lead to greater trade at that stage or do you think theWTOwill accept the
liberalisation. Developed countries will have to proposals that are there? On diversification, I feel
improve import access and reduce tariVs. They will that sugar beet growers, for instance, in Europe will
have to phase out, I guess, export subsidies. We do respond more quickly to diversification than some of
not see this having an enormous impact on the world the growers of cane sugar in various countries. Onmy
market, however. The worldmarket at themoment is last visit to Mauritius, I remember the waiters in the
in structural surplus in most years. The world market hotel saying their one ambition in life was to have an
price has been below the average costs of world acre of sugar. If that is their ambition, what hope is
production in most of those years. I do not think that there to have a form of diversification that is really
that situation is likely to change in a period where going to change the market and deal with this
there is greater liberalisation. I do not think that the particular problem that we are now facing?
world market can be perceived as a perfect market Mr Tyack: I think I have covered diversification at
where producers immediately respond to market length. I think you will see that probably in most
signals. Most of them have a level of domestic action plans.
protection that allows them to survive a long period
of very low world prices, as has been amply proved in
the past. If there were a price increase, some Q252 Chairman: When do you expect there to be a
economic theorists have attempted to prove that the need for action plans? What is the timescale? When
world market price would go up by anywhere are you looking for the EU to come forward with
between eight and 40 per cent, but in fact, without some detail?
any liberalisation at all, the world market price has Mr Tyack: This is the second aspect of the sugar
virtually doubled in the last two years. I think the regime reform. I can remember Lord Whitty
worldmarket price is determined by factors that have promising us a long transition period, not four years,
nothing to do with international treaties and have far and therefore very gradual, moderate price cuts. This
more to do with the commercial pressures on unfortunately did not materialise. We are now
producers and the balance of supply and demand on confronted with these short, sharp price cuts over a
the world market. short period. There is a dislocation of time schedules.

Your question is about timetable. The price cuts are
going to happen before the funds are made available.Q250 Chairman: You are saying again that the
In 2006 there are only 40million euros. The chairmanmarket rules.
of the European Parliament’s DevelopmentMr Clark: Yes, but it is not a perfect market. One of
Committee tried to double this sum and this was notthe reasons why sugar is peculiarly volatile is because
accepted by the Budget Committee which brought itit is not an annual crop. Sugar cane is planted andwill
back to 40. It is a ridiculous sum of money especiallythen produce another crop for between five and ten
at a time when we are going to be confronted with ayears. Therefore, while there is a crop to be harvested,
situation where our revenue is going to come downit will be harvested even if the world market price or
very sharply and we have at the same time to makethe local or regional price is extremely unattractive.
investments to become more eYcient. There is a bigWe have also seen in other commodities that the
cash flow problem in terms of finance. What we areworld market price does not act to maintain prices at
saying to the Commission is, “You have to give usa level which is reasonably remunerative for a
these funds up front before the problem happens”reasonably eYcient producer. What happens, for

example, in coVee or cocoa is if the world market just as they have done in the case of beet sugar. In the
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She was functioning within the confines of her jobregulation there is a provision which says that any
restructuring decision which has taken place in 2005 and she could not say anything else but this problem,

if it is going to be solved, has to be tackled at a highershall be deemed to have taken place in 2006. It is a
form of retroactivity, if you like, but a similar kind of political level.

Mr Jessop: I agree with everythingMr Tyack has saidthing has to happen for the ACP and front loading of
financial resources has to take place. Otherwise, we but what I do believe is also essential is that real

detailed consideration be given to the deliverywill not be able to face the very serious problems we
have to face. There is not enough detail or clarity mechanism. The problems with the banana and the

rum programmes were created by delivering itabout the proposals. You would like precise
amounts, time schedules, disbursement schedules through EDF development assistance. This is an

economic transition measure and it needs quiteand things of this sort but we do not see anything like
that. It is very vague. The last time I met the civil diVerent rules if the money is to be applied in a

timely manner.servant in charge of this dossier, she went through a
list of projects she knew we were interested in. She Chairman: Thank you very much. If there is further

written evidence you would like to send us, do please,kept saying, “This we cannot fund”, “This we cannot
fund”, and her mindset was very negative. She was a but do it quickly because we aim to produce a report

pretty quickly.civil servant but this has to be taken at a higher level.

Supplementary memorandum by ACP London Sugar Group
(Representing the sugar industries of Barbados, Belize, Congo, Fiji, Guyana,

Jamaica, Malawi, Mauritius, St Kitts-Nevis, Swaziland, Tanzania,
Zambia and Zimbabwe)

DEFRA RIA—RESPONSE FROM ACP LONDON SUGAR GROUP

Introduction

The ACP sugar industries that we represent have serious concerns about DEFRA’s Regulatory Impact
Assessment (RIA). The document at first sight appears to be extensive in scope and carefully argued, but closer
examination reveals that it is repetitive and deals with a number of scenarios, which are for the most part
irrelevant to the discussions now taking place in Europe. More worryingly, the RIA reaches conclusions that
stem from macroeconomic analyses that rely on deeply flawed theoretical hypotheses. Thus whilst the
conclusions may, as DEFRA states, reflect a reasonable statement of the relative merits of certain options, the
foundations of the analysis are highly questionable and are not conclusively supported by the evidence put
forward.

The basic philosophy that seems to be driving forward most current reforms is that the liberalisation of world
trade will not only improve competition and thereby benefit consumers, but will also open opportunities for
the poorer countries of the world to share more equitably in the benefits of the larger markets. This in turn
will assist in the reduction, if not total removal, of poverty in the more disadvantaged areas of the world. It
is claimed to be a “win-win” situation and therefore must be good for everyone. This clearly underlies the
thought process behind the RIA. It is however exceptionally worrying that the fundamental development
objective that underscores the crusade for free trade appears now to be an end in itself rather than simply a
means to an end.

Whilst there is some acknowledgement in the report that the ACP Sugar Protocol signatory States will suVer
from the reforms there is no coherent argument and certainly no statistical analysis of the real eVect of the loss
of market and income to the economies and people of those countries. They are eVectively regarded as
collateral damage in the larger scheme of things. Nowhere do we see this policy view linked with an analysis
of the specific impact on the ACP Protocol States. Where are the views of DTI and DFID expressed? Surely
there should be a full statement of all departmental forecasts tabled to allow a coherent outlook to be
evaluated.

The silence of these Departments in dealing with the many diYculties and contradictions of the free trade and
development agendas is in direct contrast to themany speeches by EUCommissioners who aVect to appreciate
the problems of leavening pure theory with practical issues. In a speech in Georgetown, Guyana, in January
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2005, for example, Trade Commissioner Peter Mandelson contrasted the position of the giants of the
developing world (China and India) with others such as the ACP:

“For poorer countries in Africa, the Caribbean and Pacific, free trade is not such a magic wand.
Wrongly used, it can be a brutal, blunt instrument. Open trade cannot take place before the
framework for economic development is in place.”

In this context, this submission will seek to address DEFRA’s approach, methodology and arguments, with
regard to the following issues of specific concern to ACP sugar supplying States:

— The Case for Radical Reform.

— ACP Sugar Industries.

— Action Plan on Accompanying Measures.

— Compensation and Restructuring Scheme for EU and ACP producers.

— Bibliography and Information on ACP Sugar Industries.

— Tate & Lyle.

— EPAs and LDC/EBA Imports.

— WTO Negotiations.

The Case for Radical Reform

The entire argument by DEFRA in its review of options is based upon a few basic tenets:

(a) The benchmark for price comparison should be the so-called “world price”.

(b) Brazil as the driver of this world price has achieved a competitive position, which derives solely from
true comparative advantage. It should therefore be allowed to exploit this to the full.

(c) The benefits from a reduction in price will largely be captured by the end user (ie “the housewife”),
but the aggregate “consumer” (including industrial users and their shareholders) is a reasonable
definition for the calculation of welfare gains, which in fact represent the bulk of the benefit
calculations in the report.

(d) ACP sugar producers have allowed themselves to become too dependent on the EUmarket and have
by definition allowed distortions to appear in their decision-making processes concerning alternative
crops and industries. Again by definition there must be more eVective uses of national resources and
the EU’s Action Plan will resolve this.

In eVect DEFRA is advocating a blueprint for the enrichment of Brazil, Coca Cola, Cadbury Schweppes et
al, at the expense of the destruction of poorer ACP suppliers and without real benefit to the end consumer
on Europe.

The following paragraphs will examine the questionable assertions on which this policy is based and
demonstrate why they should be readdressed as they almost certainly will produce a perverse result which runs
counter to the UKGovernment’s stated policy of assisting developing countries to meet their UNMillennium
Development Goals (MDGs). Indeed, this policy will also make a mockery of the development aspects of the
Doha Round.

World Market and Price Benchmarking

In the discussion of the world price as a suitable benchmark DEFRA dwells on the fact that many of the
criticisms of the market as a distorted and dumped one do not exonerate EU sugar protection. DEFRA also
deals at some length with the diVerence between FOB and CIF prices. Neither of these issues is contentious.
However, the summary of the analysis in which DEFRA resorts to pure theory, using the words “in any well
functioning market”, is flawed and does not recognise the reality of the world sugar market, which is not at
all a “well functioning market”.

Only 25 per cent of world production is traded at the prices ruling in what is without any shadow of doubt a
marginal market. The adjustments occasioned by changes in domestic circumstances amongst major sellers
and buyers continue to cause significant swings in short-term price movements. The market has also become
increasingly influenced by speculator activity, which now frequently dominates short and medium term price
movements. These financial funds make trading decisions based on criteria, which have little or nothing to
do with the fundamentals of supply and demand of the commodity. Activities in other markets or simply the
relationship with the ending of the tax year can influence sharp shifts in their activity and therefore in price.
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An International Sugar Organisation (ISO) study released in November 2003, covering more than 100
exporting and importing countries, showed that more than 76 per cent of the 145 million tonnes of sugar
produced was consumed domestically and that the average retail sugar price was US$610 per tonne, ie more
than two and a half times average world prices. The study thus confirms the generally held view that most
sugar industries in the world including the most eYcient ones sustain their long-term viability on high
domestic prices.

Preferential sugar agreements represent a mere 3.6 per cent of world sugar trade. No sugar industry in the
world can maintain its long-term viability on chronically low and fluctuating world prices. Australia, which
has a significant domestic market as well as a high exposure to the world market, has received for the second
time in recent years massive support from the Government to protect it from bankruptcy. The massive weight
of expanding Brazilian exports which have grown from a mere 1.6 million tonnes in 1991 to more than 16
million tonnes currently, has had a bearish impact on the long-term world price trend. The truth is that far
from providing sales opportunities to the world market at higher prices, the reduction in EU sugar exports
will only result in higher Brazilian sugar exports.

DEFRA glosses over the impact of currency and interest rate factors which have had a significant impact on
trade volumes and therefore on price over the past seven to eight years. DEFRA explains and endorses the
impact of Brazilian macroeconomic policy changes in the context of pure theory again. However it is the
suddenness and scale of their impact, which led to the lowest prices in real terms that the market has ever seen.
Even other eYcient producers such as Australia and Thailand have been unable to compete at these levels and
in both countries their governments have had to resort to an injection of billions of dollars to assist their
producers to survive. The deliberate flooding of a market and the driving down of its price by one major
participant who has gained a short-term benefit from massive devaluation cannot be explained away as being
an illustration of a well functioning market.

It is also astonishing to imply that other commodity markets (oilseed, cocoa, coVee and tea) operate eVectively
when the evidence is to the contrary. In any case, each of the others is completely diVerently structured in its
geographic spread and in some cases, in the degree of integration between raw material supplies and branded
end product.

If the arguments justifying the world price as an appropriate benchmark, in Box 3 on page 21, are taken to
their logical conclusion, it would appear that only the lowest cost producers such as Brazil should supply the
world’s markets. Apart from the grave risks of leaving the world market subject to the manipulations of the
few, this also begs the question of what level of EU tariV protection would be judged appropriate by DEFRA.

Box 4 on page 27 seems to suggest that an appropriate response to the perceived aimof creating amoremarket-
oriented regime would be “a gradual and clearly signalled phasing out of price support”. Why then does the
UK advocate instead a radical and swift price cut?

Brazil

The report contains a strong defence of Brazilian policies on sugar. A special box is dedicated to Brazil and
to the refutation of attacks against Brazil. It would seem to us that the report would have benefited from a
less ideological approach and from amore nuanced attitude towards the problem. In this respect, the following
points have been extracted from an LMC study commissioned by the American Sugar Alliance.

Exporters—Brazil

— Through the huge subsidies and government-mandated blending requirements provided by its
PROALCOOL programme, Brazil has fostered a huge expansion of its ethanol production from
sugarcane. The value of the subsidy to theBrazilian ethanol industry has been estimated atmore than
US$3 billion per year (“PROALCOOL and Sugar in theMERCOSUR,” Alberto De Las Carreras).
The cost savings resulting from the co-production of sugar and ethanol are estimated at US$1 billion
per year. (LMC International).

— Direct subsidies are provided to sugar producers in north-east Brazil totalling about US$200million
per year.

— The accumulated non-payment of debt (unlikely to be recovered) by Brazilian sugar and ethanol
producers is estimated at US$2.1 billion.

— Subsidised credit received by cane processors in the 1970s enabled them to write oV their capital
investment in a short period of time.

— Brazil exports as much as 13 million tonnes of sugar per year.



3209773008 Page Type [O] 06-12-05 19:35:43 Pag Table: LOENEW PPSysB Unit: PAG3

141too much or too little? changes to the sugar regime: evidence

(“Review of Sugar Policies in Major Sugar Industries: Transparent and Non-Transparent or Indirect Policies”)

Our records also contain articles and reports on social issues, the treatment of the labour force, child labour,
the use of slaves etc. The social issues should be taken into consideration in any assessment of the Brazilian
sugar industry, which should not be conditioned by neoliberal, capitalist criteria only.

Seen from a banker’s perspective, the legislation concerning the financial framework of Brazil seems to be
flawed as the following quotation from Roger Bradshaw of Rabobank indicates:

“Some aspects of legislation in Brazil and many other producers display inherent and unacceptable risks
for international banking. The Brazilian legal system is a case in point. Under the current laws relating
to bankruptcy, as we saw in the late nineties, it is virtually impossible to foreclose on a Brazilian
company. What this could mean, is that if new projects existing markets or whatever else goes wrong,
a company can eVectively stop servicing its debt. Already, we are seeing pressure on the Thai banking
system from non-performing loans, with some banks trying to shift loans to stronger banks as they
struggle to raise their capital. With sugar prices not expected to bounce for the foreseeable future, the
expectation for banks is that these non-performing loans continue. Needless to say, the scale of non-
performing loans in the Asian economies of the nineties was one of the key reasons for the Asian crisis.

“Underpinning Financial Strategy in World Sugar” Bradshaw, Rabobank ISO Seminar 2003
(emphasis added)

Casting the net wider could therefore have resulted in a number of negative findings, which could have
counterbalanced the presentation of this country as a paragon of economic virtues and could therefore have
resulted in a more objective consideration of the Brazilian case. In this context, we feel constrained to expand
on the above.

The discussion on Brazil’s competitiveness (Box 13) dismisses the concern that Brazil has gained an unfair
advantage through currency devaluation. It also concludes that there has been no cross subsidy from ethanol
production. The explanation on the currency is unconvincing as DEFRA seems to be claiming that it was
really only a minor adjustment to what had previously been an overvalued currency.

Whatever its natural comparative advantage in growing sugar cane, Brazil achieved an unnatural competitive
advantage in a short period when the rapid, successive devaluations took place. Between 1997 and 2002 the
Brazilian currency depreciated by 72 per cent. Thus the 7 US cents world price on 25 September 2002 was
equivalent to 25 US cents five years earlier.

In addition to this sudden boost to returns in local currency, there was also a significant pull into the export
market through the absence of aVordable domestic credit.Without exports many of the sugar producers could
not have survived and indeed were still recording losses on their operations. The scale of the change coming at
a time when returns from ethanol production were also under pressure changed cane growing and processing
fortunes in Brazil.

As regards ethanol, DEFRA has concentrated solely on whether there is currently any obvious cross subsidy
between sugar and ethanol and has concluded that there is not. In doing so it has completely ignored the
significant amount of sugar cane planted originally for the sole reason of contributing to the PROALCOOL
programme to reduce reliance on imported oil. Government investments in the cane based sector amounted
to US$3,600 million. The cost of shifting into sugar was relatively low for these so-called autonomous
distilleries and had amounted to a massive eVective cross subsidy to sugar production. This is now enshrined
in the Brazilian ability to compete in the world market for sugar. Whilst this can be applauded by DEFRA in
the narrow context of Brazil itself, it amounts to a serious imbalance in the ability of smaller countries to
counter or even survive in competition.

The report also ignores the cross subsidy within the sugar industry that occurs between the Centre South and
the older less eYcient North East. The report is further silent about the fact that it is only relatively recently
that the domestic price in Brazil has fallen to the level of the export price.

DEFRA states that one cannot separate policy instruments and refer to them in a single economic sector.
However in its analysis of the expansion into Amazon rainforest and savannah lands, DEFRA concludes that
the sugar industry is not directly linked to these problems. Surely they cannot have it both ways as the
continued expansion of soya bean production into virgin rainforest and the increased grazing of cattle
certainly relieve competition for land between sugar and other uses. Moreover, the unsolved dilemma of
economic growth and environmental destruction remains across the entire country’s activities. Similarly it is
extraordinary to sweep aside the issues of unacceptable labour practices on the grounds that denying trade
benefits will not change these practices. The spirit of Pontius Pilate is evidently still with us.
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In attempting to meet the criticisms of Brazil’s potential dominance in the market, DEFRA has no convincing
arguments to deal with what is perceived by many as aggressive unfair competitive actions to exaggerate some
natural comparative advantages. The fears of the ACP are not helped by the attitude of the head of Brazilian
sugar growers who said that the prospect of Brazil getting a bigger share of the international sugar market to
the detriment of poor countries “is not our problem. They need to learn how to be more competitive. We
cannot be the ones to pay the price for their inability to compete.”

It is widely recognised that Brazil should, together with China and India, be considered as advanced
developing countries, ie in a diVerent category to the smaller developing countries. DEFRA however does not
seem to realise this and worse, appears to have the same attitude as the Brazilian gentleman and his “law of
the jungle” approach to trade liberalisation.

Past analyses of the eVect on the world price of removing subsidised EU exports from the market had
concluded that there would be a significant increase that would benefit many smaller and poorer suppliers.
This was enshrined in studies by ABARE and was the belief on which Oxfam based its approach to EU sugar
reform. It almost certainly also would have influenced Thailand and Australia in their attack (with Brazil) on
EU sugar exports. This potential “averaging up” of the world price is now in considerable doubt as Brazil has
openly stated that it will aim to expand production to take up any market opening in the EU.

Consumer Benefits

The economic case for reform in the DEFRA analysis is demonstrated in the tabulations of welfare benefits
contained within the examination of each option. The overwhelming element within these calculations is
described as consumer benefits. These outweigh all other benefits and indeed oVset losses due to other factors.
In discussions in the press and various Parliamentary statements, these consumer benefits have been broadly
implied to mean those that accrue directly to the end consumer or “housewife”.

It needs to be clearly understood that this is not what is meant in the DEFRA report where the main
beneficiaries will be the industrial sugar users of the confectionery and soft drink trades. As with the rest of
the report, everything boils down to cold, economic theory and shows little understanding of the actual
workings of the marketplace in these sectors.

A simple examination of the price of sugar in the Australian market, which has no tariV protection and
supposedly only pays low world prices, will show that the retail price of sugar is virtually the same as in a UK
supermarket. Evidently there is no link between raw sugar and retail prices. In any case, direct consumption
of sugar as a table product amounts to only about 20 per cent of total use, and potential savings at the
proposed 40 per cent level of price cut amount to less than £1.20 per annum per caput.

In the past when the price of sugar to the industrial user has dropped, their response has been that the quantum
of sugar contained in individual products was too small to permit them to change unit prices. Recent
experience would confirm this. In the case of the soft drink market, which is dominated byUSmultinationals,
it has been the practice for any cuts in raw material costs to be passed straight to an increase in advertising in
the fight for market share and overall volume increase. In recent years, there has been specific public debate
when significant price rises have been passed on to consumers to support the policy of enhancing the premium
brand image. The soft drink companies also overtly raise prices in US markets at peak purchasing times. It is
ironic that on the 22 June 2005 (the day that the EC published its legislative text on sugar) the competition
department in Brussels handed down a judgement against soft drink manufacturers for unfair trading
practices. Thus despite DEFRA’s touching faith in the workings of the market and the purchasing power of
the supermarkets, it is a fanciful illusion that as much as 60 to 70 per cent of the price reduction is likely to be
passed on to the end consumer.

Assuming a highly unlikely 100 per cent pass-through of price cuts to the final consumer, it should be borne
in mind that for an average person consuming 35kg of sugar per year, a price cut of ƒ250 per tonne equates
to an annual saving of only £6. Assuming a pass-through rate of 60–70 per cent as on page 99, the benefit falls
to £4 per head per annum. Against this must be set the reduction in incomes to beet growers, sugar processors
and refiners, the huge negative impact on developing country suppliers (page 71), and the extra budget cost
of the proposals.

The references to the shareholders of industrial users being equally relevant in the calculation of welfare
benefits is extraordinary. In the first place, a large number of the shareholders of these companies exist outside
the EU and therefore transfers occur outside the UK and EU. Perhaps more importantly, it is chilling that
the economic theorists can in this calculation place the shareholders at a higher level than the employees and
communities of their trading partners in the ACP.
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When examined in relation to the generosity shown by the British public at the one-oV tsunami relief collection
and the regular annual fundraising for children, it is diYcult to avoid the conclusion that if properly informed
of the options the average consumer in the UK would elect to continue to pay a higher price for sugar to the
poorer countries of theACP. This would be particularly true of the very large Commonwealth diaspora, which
exists in the UK. Indeed, why should the UK not champion the idea of paying a fair price for sugar from
developing countries as part of its development policy?

Many of the arguments about ineYciencies and transfers generated also rely on the assumption that the
alternative is to import everything from the world market. Is this a realistic or appropriate assumption? Is it
UK policy to eliminate sugar beet growing in Europe?

On page 23 DEFRA estimates that the cost of the regime is around ƒ6.1 billion, compared with the price
“which could prevail in a free market”. Is it appropriate to assess the cost of the regime by reference to a free
market price at which no EU producer could survive, making the EU and British market totally reliant on
imports, adding to import bills, destroying livelihoods in the EU and in developing countries, etc? Has this
cost been factored intoDEFRA’s assessment of the cost of the regime? It would appear not. Even if the welfare
savings as calculated by classical theory might be correct, the distribution of benefits is extremely unlikely to
be as claimed by DEFRA and is based on highly dubious development economics. In light of all of the above,
it is diYcult, if not near impossible to conclude that this policy is an appropriate response.

ACP Sugar Industries

TheRIA does not seem to take into account the peculiar historical circumstances of the ACP industries, which
were largely set up, in many cases, centuries ago, to export to the UK and European markets. It is poor
development policy to suggest that Brazil should supplant them as suppliers to the EUmarketsmerely because
Brazil’s production costs are lower. The ACP are not opposed to change and are actively working to
restructure their industries. They need time and finance. A swift reform will act as a disincentive to the
investments needed to achieve the changes that are necessary and will consign hundreds of thousands to
unemployment and severe hardship. The knock-on eVects on the social, economic and political climate have
hardly been addressed by the RIA.

In addition, it needs to be remembered that the Caribbean countries, for example, are surrounded by agro-
industrial superpowers such as the United States, Mexico and Brazil. Mauritius must compete with the might
of South Africa and India, and Fiji has the more advanced agricultural economies in New Zealand and
Australia as well as China and Japan to contend with.

Basing itself on various secondary sources (Borrel and Pearce, Oxfam, USDA or LMC), the report makes a
series of flawed aYrmations that the ACP countries have permitted themselves to become over dependent on
the benefits gained from the tariV protection in the EU sugar market, which, according to the sources, must
imply distortion in decision-making on where to apply resource in the supplying countries. Empirical analysis
of the facts would have dissipated these erroneous premises.

1. Far from creating dependence or distorted investment decisions, the Sugar Protocol is a potent engine of
growth and sustainable development in ACP sugar producing countries. In contrast to the aYrmations of the
report, the resources generated by preferential export sales of sugar to the EU have been used by the ACP
producers to:

— Upgrade continuously the practices and technologies in field, factory and research to improve yields
and reduce costs in spite of physical constraints of topography, adverse climatic conditions and
geography.

— Diversify the economic base into manufacturing, tourism and growth service industries.

— Anchor rural development and create a cluster of ancillary economic activities providing
outsourcing services to the sugar industry.

— Provide a range of social amenities such as health care, housing, infrastructure, training, social and
economic security, thereby improving rural welfare as well as fixing the rural population into gainful
activities in the sugar cluster.

— Invest heavily in bagasse (a cane by-product) based green energy production (co-generation) for the
national grid thus reducing the dependence of ACP countries on environment polluting fossil fuels.

— Protect the, environment, as the cane plant is the most eYcient sequester of carbon emissions as well
as an eYcient buVer against soil erosion, thereby providing a green landscape with positive fall-outs
for the protection of lagoon and other ecosystems and for the tourism industry.
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— Provide gainful employment and improved livelihoods to hundreds of thousands of planters and
millions of people in ACP states.

The sugar industry thus plays a key multifunctional role in the sustainable development of ACP economies.

2. ACP States, which are either small, island or landlocked developing countries with unusual geography and
small populations that are too small to form the basis of any serious industrial development, have over the
past initiated numerous unsuccessful attempts to diversify their agricultural activity away from sugar
production. None has been found to be suited to the inherent climatic and topographical constraints of ACP
countries and capable of replacing the sugar cane as the core agricultural activity in ACP counties. Over the
past thirty years of the Sugar Protocol, the economic base in ACP countries has been broadly diversified but
the core agricultural activity has remained the sugar industry out of judicious choice rather than dependence.
Doing away with the sugar industry will result in dire social, economic and political consequences as well as
causing heavy collateral damage to the environment and the socio-economic fabric in ACP countries. For
example, the weight of the sugar sector in Mauritius has been reduced from 30 per cent in 1975 to a mere 6
per cent of the GDP at present. It nevertheless provides a gainful livelihood to 28,000 small planters and some
30,000 employees whilst assuring the employment of tens of thousands in ancillary industry in the sugar
cluster.

3. The report is equally flawed when it aYrms that the Sugar Protocol is selective. At the time of joining the
EC in 1973, the UK made the obligations towards its traditional sugar suppliers as one of its principal
conditions of accession.

Protocol 22 of the EU Treaty of Accession states:

“The Community will have as its firm purpose the safeguarding of the interests of all the countries
referred to in this Protocol whose economies depend to a considerable extent on the export of primary
products, and particularly of sugar. The question of sugar will be settled within this framework, bearing
in mind, with regard to exports of sugar, the importance of this product for the economies of several of
these countries and of the Commonwealth countries in particular.”

The preferential and indefinite market access of ACP sugar under the Commonwealth Sugar Agreement was
translated into the guarantees of quantity, price and indefinite period of the Sugar Protocol. In response to
these moral, legal and political undertakings, the ACP accepted a significantly lower price than the high
prevailing world price at the time in the knowledge that the EU guaranteed price was a more predictable
revenue option to assure the long term viability of the ACP sugar sector and the ACP economies.

As a consequence, the ACP sugar supplying States have established a track record as reliable suppliers not
only under the Sugar Protocol but also under the Special Preferential Sugar Agreement negotiated in 1995 to
make good the cane sugar requirements of cane sugar refiners in the enlarged EU in namely Portugal, Finland
and France. The predictability of income flows has enabled heavy investments in the continuing
rationalisation and modernisation plans of the ACP sugar industries to reduce costs as well as investments in
co-generation plants, speciality sugar production and derivatives of cane molasses to generate value added
from the various by-products of the cane biomass. Far from being an instrument of aid, the Sugar Protocol
has been a potent engine of sustainable growth through trade. The importance and relevance of long standing
preferential agreements has been recognised and restated in paragraph 44 of the WTO July 2004 Framework
Agreement for the Doha Round negotiations.

4. It is undeniable that some ACP countries would eventually produce less at world market prices, since this
would involve enormous and unsustainable losses for their industries. Is it argued, on page 30, that because
of this the benefits of the price paid for current volumes is overstated? If so, it is hard to follow this argument.
In any case the quantities involved are the subject of a treaty which cannot be abrogated unilaterally andwhich
is of indefinite duration. When the UK entered Europe it championed this arrangement—why is it now
attacking it?

One expects ABARE and other advocates of free market economics and globalisation to attack preferences.
One does not expect the UK, in a year focused on poverty reduction, to swallow these arguments wholesale.
Free markets have not helped poor commodity producers; on the contrary, poverty has increased. This is now
widely recognised by NGOs such as Oxfam.

5. The model of sugar production in ACP counties using state of the art technologies in research, milling
(computer control production) or field (mechanisation and irrigation) is capital intensive but also has a high
social dimension in view of, as explained previously, its socio-economic role in developing ACP countries. The
cost benchmarks cannot be compared to those of Brazil where the model of production does not allow, as in
the case of the ACP, for an equitable sharing of the proceeds of the preferential sugar exports among the
various stakeholders namely the out-grower, the workers and the millers. Furthermore, the multifunctional
role of the sugar sector is central to the sustainable development of ACP economies and in poverty alleviation.
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6. The maintenance of the MSN as TSN in the EU reform proposals denies the ACP the option to seize, as
eYcient economic operators, all the value added sales opportunities of their quota exports whilst continuing
to maintain supply requirements to traditional sugar refiners in the EU.

7. Imposing the burden of the refining aid of ƒ26.90 per tonne on the ACP sugar suppliers, in addition to the
inequity of the price cut which is ex mill for EU producers whilst the ACP have to bear the onus of inland
transport, storage, handling, freight and insurance costs, should be urgently reviewed to ensure fair and
comparable treatment for traditional ACP exporters to operate on a level playing field.

8. The reality of the ACP sugar economies and world price trends is a far cry from the hypotheses of economic
models. In addition to addressing the constraints contained in the EU reform proposals, there should be a
concerted and sincere eVort to ensure the adequacy and timeliness of EU resources to help the ACP sugar
sectors to pursue their modernisation and rationalisation investments to adapt to the change smoothly so as
to maintain the long term viability of this vital sector and its multifunctional role in their national economies.

9. Finally, one could concur with DEFRA’s view (page 24) that the EU sugar regime is not self-financing.
However, the net cost of the regime is not as high as stated, and is largely the result of the Community’s
commitment to the ACP Protocol suppliers, because the EU has chosen not to collect production levies to
cover export refunds on the quantities corresponding to import from the ACP. Thus, the proposed changes
aimed at reducing the budgetary costs will be largely at the expense of the ACP who are least able to aVord
them. Is this appropriate in development policy terms, particularly in respect of the Millennium
Development Goals?

The Action Plan on Accompanying Measures

The DEFRA report makes inadequate passing reference to the challenges that will face the ACP due to the
loss of market revenue and concludes that these problems can be addressed in the discussion of the Action
Plan which the EU proposes to be the basis of oVsetting the losses caused by the reform. The ACP remain
deeply unimpressed by the proposals that have emerged from Brussels to date. Although Commissioner
Mandelson has very clearly stated that financial assistance should “anticipate not merely cushion” the eVect
of reform, there is immense inertia in the system.

In the first place, we are told there is no budget available although an oVer of ƒ40 million in 2006 has been
made. Since the reform proposals would remove ƒ35 million from the income stream of the ACP in 2006 this
level of financial assistance is not seen as a great help. It will in fact aVect the existing diversification and
eYciency improvement activities by removing important cash flow benefits. There is no certainty as to the
quantum of longer term but still transitional assistance being made available and it is deeply disturbing and
unfair that the level of compensation oVered to European beet growers and processors and the DOM cane
producers far exceeds anything which is contemplated by the EU as being available for the ACP.

The evidence to date suggests a repeat of the fiasco that surrounded the financial assistance for the Rum and
Banana industries in the wake of legislative changes in the EU. Whatever the overriding political intentions
were for these industries, the labyrinthine bureaucracy of the EU has created a complete constipation in the
disbursement of what was always an inadequate level of recompense. The long-term damage for bananas in
particular is now severe and the ACP cannot permit their sugar industries to be similarly destroyed by the
disharmony of timetables between sugar reform, budgetary battles and EPA negotiations.

There are several references to theAccompanyingMeasures in theDEFRA report. For example, the summary
speaks of “the need for transitional assistance”, notes that the reform would not be eVective without the
“existence of complementary measures for any specific adverse impacts”, and that “Protocol suppliers. . . will
require targeted transitional assistance”. The obligations of the UK in this respect are also acknowledged:

“This means taking our existing obligations seriously and seeking to address legitimate concerns
through appropriate adjustment measures as envisaged in the proposed Action Plan.”

DEFRA quotes an analysis by LMC which estimates the revenue losses at ƒ500 million (page 71). Such an
estimate only takes into consideration the direct impact and does not include second round eVects. This figure
gives an idea of the shock to be suVered by the ACP; such a figure should therefore be borne in mind when
the financing of the Action Plan is discussed.

The UKGovernment’s point of view on reform is that it supports the Commission’s proposal, but as regards
the erosion of preferences is in favour of robust AccompanyingMeasures which would be solidly funded. We,
ourselves, challenge the fact that Sugar Reform can be dissociated from Accompanying Measures. The two
are obviously organically linked as the depth of reform is bound to determine the strategy to be adopted as
well as the level of financing which would be required for Accompanying Measures.
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One would also have expected a higher profile for DFID, our privileged partner for the Action Plan in this
report. It is very disappointing to see that they are not more present: one of the many “sins of omission” of
this report.

The Action Plan does not contain bankable assurances, time schedules or specific sums. It is a list of good
intentions. The Banana Dossier was paved with such good intentions. The Plan is confronted with financing
problems and the report could have acknowledged this. Even the insuYcient amount of ƒ40 million for 2006
seems to be meeting with diYculties, not to speak of the 2007–13 financial perspectives.

Despite the urgent need for a fully fledgedAction Plan for theACP, funding and details are still not at all clear.
Would it not be more appropriate to defer price cuts until these have been agreed and implemented?

Compensation and Restructuring Scheme for EU and ACP Producers

One of the positive aspects of the DEFRA RIA for the ACP is the fact that it acknowledges very clearly and
forcefully that compensation for beet producers is exaggerated.

The scheme is variously qualified as “over compensation”, “generous”, “windfall compensation” etc (pages
3, 65 Box 7). It is also stressed that the fact that “restructuring levies on quota sugar are assumed to be passed
on to consumers, so they do not represent a cost to processors”.

These aspects of the report confirm the ACP thesis that, of the diVerent stakeholders, the ACP are among the
worst treated. In the present regime, revenue is provided to all stakeholders through price. In the proposed
regime, the EU producers would receive part of their revenue through a reduced price but would be
compensated for such price reduction through direct decoupled aid. The ACP would suVer a drastic price cut,
but would receive no compensation. This situation is likely to be more pronounced in future regimes where
revenue is likely to be provided more and more through decoupled aid and less and less through the price
instrument. This is a fundamentally and intrinsically unfair situation, which flies in the face of all the canons
of natural justice.

The situation is even more exaggerated in the case of the “Outermost Territories” which receive an even more
generous treatment although the ACP suVer from the same type of vulnerability as the OT eg compensation
on the basis of theoretical quotas (say 400,000 tonnes) instead of eVective exports (say 200,000 tonnes).

Although it does not explicitly acknowledge this unacceptable disparity of treatment, the DEFRA report
implicitly does so and when considering the source of funding for assistance, makes the following suggestions:

“A dedicated line in the agricultural budget”

“A dedicated consumer levy of around ƒ10 could be imposed during a transitional period. This would be
almost identical to the proposed production charge, but would have a diVerent purpose.” (page 64,
paragraph 5.2.12).

This is an excellent suggestion and would go some way towards restoring a form of comparable treatment
between stakeholders, a feature which is sorely lacking in the Commission’s proposal and which has been
highlighted by many NGOs, notably Oxfam. It should not, however, be linked in any way to a 39 per cent
price cut! It could also solve some of the problems which have emerged in the context of the financing of the
Action Plan.

Bibliography and Information on ACP Industries

The selection of References and Bibliography by DEFRA is frankly quixotic. There are two Australian
sources which are used by DEFRA in order to comment negatively on ACP sugar: the Australian Bureau of
Agricultural and Resource Economics (ABARE) and the Centre for International Economics, Canberra. The
ABARE website describes its role as follows: “ABARE’s role is to provide the analytical grounding for the
negotiating position of Australia and the Cairns Group on multilateral agricultural trade reform negotiated
through the World Trade Organisation”. We could rest our case here as this very frank description explains
very clearly that ABARE is not an objective source of information. The ABARE model was not retained by
the ISO because it was considered too ideologically slanted. The model has also been used as a source of
propaganda to promote the ideas of the Global Alliance for sugar Reform. Its premise that the market can
provide near perfect solutions to all commercial problems is also questionable. The CIE is the same type of
organisation.

It is very puzzling indeed that DEFRA should feel the need of sourcing information about ACP sugar from
such organisations and at the same time fail to use all the information which the ACP have put or can put at
their disposal through their submissions to EFRA, DEFRA, IDC, the Annual Memorandum on Economic
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Factors, the oYcial ACP positions on Sugar Regime Reform etc. The ACP website, in fact, contains all this
information. It is as if DEFRAhad deliberately decided not to say anything positive about the ACP industries
and had been looking far and wide in order to obtain such information whereas better sources of information
were available next door. Such an attitude is very unbalanced and puts into question the credibility of the
sections about the ACP arrangements.

It is also curious to note that the Oxfam views are taken from their work in 2004 and that no references are
made to their more recent approach, which has been significantly modified, as they have understood the
damage to developing countries that will occur if the present reform package is adopted.

The use of the LMC/OPM report for DFID is especially disturbing. We have been assured in public on a
number of occasions that this was simply one of many studies and did not, and would not be used to create
UK Government policy. Yet it is quoted extensively in the evaluation of the ability of certain countries to
survive, but with no reference to the specific written objections (eg by Belize) to the conclusions that have been
lodged with all the relevant Departments of Government.

It should further be noted that specific boxes are used throughout the report to trace the history of various
stakeholders’ arrangements eg beet etc. It is strange indeed that DEFRA did not find it useful to have one for
the ACP whereas the ACP⁄UK⁄EU arrangements have a historical and legal basis embodied in an
intergovernmental agreement and would have benefited from such a presentation.Not a single primary source
(the text of the Sugar Protocol or the Cotonou Agreement or Protocol 22) is quoted. Objective secondary
sources are few and far between and are sometimes flawed and much is made of “tertiary” not to say “third
rate” sources. In view of the time and eVort which we have invested in the dialogue and consultations with
DEFRA we would have been entitled to receiving a fairer hearing!

Tate & Lyle

The Report defends Tate & Lyle to the hilt and accepts all the arguments put forward by the refiners. The
arguments which might be put forward by the competitors of TLES such as the beet processors are not
considered.

The Silvertown refinery is not one of the most eYcient in the world (page 29), or if it is this assertion is not
supported by any reliable evidence. DEFRA seems to rely on LMC studies which are now completely out of
date since the expansion of modern refineries in the Middle East and the rise in ocean freight rates. The
“inflated cost to consumers” of which DEFRA complains on page 29 is in fact a function of the annually
negotiated guaranteed price paid to the ACP Protocol suppliers; one does not expect the UK to be attacking
ACP incomes in this way, nor is it clear how the economic benefits of cutting that price would outweigh the
disadvantage to the ACP.

It is our view that the price diVerential between raw and white sugar on the world market is insuYcient to
provide a commercial margin to the Silvertown refinery, and is likely to remain so. The institutional margin
fixed in the current regime is far higher than the world raws/whites diVerential, and yet it is alleged that it is
“narrow”. If the problem is that supply is artificially restricted, would it not be a more appropriate policy
response to abandon that restriction?

TheACPwho are the traditional partners of TLES rejoice that the latter should have been so successful in their
lobbying and that the BritishGovernment have accepted all their arguments.We are concerned, however, that
the need to defend the traditional refiners and ensure their survival might be eVected at the expense of our
interests. Already in the proposal, there are many elements which show this trend:

— The refining aid, which was previously paid from the Agriculture Budget, would now be partly paid
by the ACP. Why should the ACP finance the refining aid?

— There are restrictions on the quality and type of sugar which would be exported as well as on the
buyers of such sugars. In other words, regulations, which are contrary to the Sugar Protocol, would
be imposed on the ACP in order to protect Tate & Lyle and the traditional refiners.

We cannot quote all such examples here, most of which are to be found in Articles 29–31 and in our separate
submission to DEFRA, but the thrust of our argument is that the protection of Tate & Lyle, which emerges
from this report as a political objective of the UK Government, should not be achieved at the expense of
the ACP.



3209773013 Page Type [E] 06-12-05 19:35:43 Pag Table: LOENEW PPSysB Unit: PAG3

148 too much or too little? changes to the sugar regime: evidence

LDC/EBA Imports

DEFRA accepts the estimates of the Commission concerning the threat of LDC imports to the EU market
(pages 3, 19, 62). According to the LDC representatives themselves and to many respected analysts and
traders, these are vastly exaggerated in the light, inter alia, of:

1. The drastic price cut of 39 per cent.

2. The existence of remunerative regional and domestic markets for the LDCs.

We are confident that the LDC representatives will demonstrate clearly that imports of more than twomillion
tonnes are not realistic at all.

We are also concerned here by the fact that exaggerated estimates of LDC imports have been used to justify
drastic price cuts. Since the LDC threat is now being more realistically reassessed, a more realistic and
proportionate reassessment of the price cut should equally take place.

It is also important to note (we are dealing with the poorest here) that the main elements of what is known in
the profession as the “TEREOS” plan have been accepted by DEFRA. This involves the use of drastic price
cuts (39 per cent) over a short period of time to prevent the LDCs (and the ACP) from investing and
restructuring with a view to becoming more competitive and becoming a future threat. It is not without
justification that the terms “pre-emptive strike” and “collateral damage” have been used in this connection.
Mrs. Fischer-Boel herself has used a most brutal image (“cutting the branch in order to save the tree”). It just
happens that the branch to be cut is the one made up of LDC and ACP imports! How can it then be said that
the EBA initiative is of benefit to the LDC sugar producers?

WTO Negotiations

In its consideration of the Doha negotiations (pages 19, 38) DEFRA lays stress on the fact that EU border
protection could be breached and that competitive imports could enter the market.

The other major consideration is that sugar regime liberalisation has to take place in order to send the right
signals to other players with protectionist policies (US and Japan) and to the rest of the WTO and in order
not to act as a brake on wider trade liberalisation which could benefit other sectors of the UK economy.

It is clear that DEFRA has, at best, a passive and fatalistic attitude towards those negotiations and has no
clear-cut proactive positive strategy in order to defend the EU market. In fact, the whole thrust of the report
(eg defence of the world price and Brazil) would indicate that they would not be particularly upset if this were
to happen. On the basis of the report, it would be fair to say that the UK would be prepared to make
concessions to conclude an agreement rather than take a hard line in order to defend the required tariV level
which would protect the market.

In the light of this rather negative approach, it would be important to set out clearly what the ACP sugar
strategy is for the Doha negotiations:

ACP Objectives

— To obtain the full operationalisation of special and diVerential treatment within the provisions of
the new Agreement, and in particular in paragraph 44 of the Framework Agreement.

— To secure the best possible deal, namely the mitigation of preference erosion, in the market access
cluster, ie in terms of classifying sugar as a sensitive product; the lowest possible tariV cut; the
implementation of tariV cuts in equal instalments spread over eight years as detailed in paragraph
16 of the Harbinson text; the binding of tariVs in specific (ie non-Ad Valorem Equivalent) rates; and
the maintenance of the Special Safeguard Clause.

— To obtain agreement on making the ACP long-standing preferences bound as a sugar TariV Rate
Quota of the EU compatible with Article XIII of the GATT 1994.

— To obtain agreement on the protection of Accompanying Measures from challenge.

We consider that the UK Government and the Commission should help us attain these objectives.
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Conclusion

The ACP have recognised the inevitability of some reform of the sugar regime both to meet the EU’s
commitments to the WTO and to harmonise the sugar regime with the rest of the CAP. However, we must
repeat our strong belief that the legislative proposals announced on 22nd June 2005 far exceed what is
necessary to meet these objectives. The scale of the price cuts, the speed with which they are being introduced,
and the short period over which they are to be phased in, remain in our view unsubstantiated by a closer
analysis of the facts.

Sadly, it is clear from the report that DEFRA not only fully supports the Commission’s proposals but is
eVectively advocating even more radical reforms through a total liberalisation of the EU sugar market. Since
the EU has specifically rejected this approach as being not in the interests of either its domestic market or of
its trading partners the inclusion of this option and the devotion of so much space to its debate is puzzling.
One can only conjecture that by stating the extreme case, which DEFRA acknowledges would wipe out the
ACP sugar industries entirely, somehow makes the present legislative proposals appear moderate and
therefore more palatable. This would be, to put it mildly, a mistaken assumption.

The ACP suppliers therefore earnestly hope that their particular and complex interests are catered for in a
manner which assures their sustainable development, bearing in mind their national objectives.

Supplementary written evidence from Mr David Clark, Honorary Secretary, ACP London Sugar Group

With reference to the evidence I gave to Sub-Committee D on the EU sugar regime, and in view of comments
which have reached me casting doubt on my status and that of the company I work for, I would like to take this
opportunity of dispelling any misunderstandings. I gave evidence as Hon Secretary to the ACP London Sugar
group of which Jean-Claude Tyack is the Chairman. I am employed by Czarnikow Sugar, a sugar brokerage firm
which handles 45 per cent of all the sugar delivered by the ACP to the EU under the Sugar Protocol. Among the
shareholders of our holding company are CSR Ltd, the largest Australian cane sugar miller, and British Sugar.
However, Czarnikow Sugar operates in an entirely independent fashion and is not controlled by any of its
shareholders.

With best regards

David Clark

Further supplementary to written evidence from Mr Jean Claude Tyack, ACP London Sugar

With regard to QQ246–247, Mr Tyack submitted the following texts. His own emphasis is added.

1. Extract from World Trade Organisation, WT/L/579, 2 August 2004

Doha Work Programme, Decision Adopted by the General Council on 1 August 2004

44. The importance of long-standing preferences is fully recognised. The issue of preference erosion will be
addressed. For the further consideration in this regard, paragraph 16 and other relevant provisions of TN/
AG/W/1/Rev.1 will be used as a reference.

2. Extract from the World Trade Organisation, TN/AG/W/1/Rev.1, 18 March 2003

Preferential Schemes

16. In implementing their tariV reduction commitments, participants undertake tomaintain, to themaximum
extent technically feasible, the nominal margins of tariV preferences and other terms and conditions of
preferential arrangements they accord to their developing trading partners. As an exception to the modality
under paragraph 8 above, tariV reductions aVecting long-standing preferences in respect of products which
are of vital export importance for developing country beneficiaries of such schemes may be implemented in
equal annual instalments over a period of [eight] instead of [five] years by the preference-granting participants
concerned, with the first instalment being deferred to the beginning of the [third] year of the implementation
period that would otherwise be applicable. The products concerned shall account for at least [20] per cent of
the total merchandise exports of any beneficiary concerned, on a three-year average out of the most recent
five-year period for which data are available. Interested beneficiaries shall notify the Committee on
agriculture, Special Session accordingly and submit the relevant statistics. In addition, any in-quota duties for
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these products shall be eliminated. The preference-providing Members shall undertake targeted technical
assistance programmes and other measures, as appropriate, to support preference-receiving countries in
eVorts to diversify their economies and exports.

3. ACP Proposal on Market Access in Agriculture Special Session October 2005, Committee on

Agriculture

1. The ACP is willing to contribute to the reform process in a manner that is compatible with its financial
and development needs, and policy objectives. The group will not accept an outcome in market access that
disproportionately places the burden of reform on developing countries.

2. The contribution that the ACP is willing to make is conditioned to the full and satisfactory
operationalisation of the Doha mandate on Special and DiVerential Treatment (SDT) for developing
countries in all the pillars of the negotiations, including through provisions on SP and SSM; long-standing
preferences; addressing the concerns ofNFIDCs andLDCs as reflected in theMarrakechDecision; flexibilities
in the formula for tariV reductions, etc.

3. The ACP equally insist on the need for adequate progress to be made in the areas of domestic support and
export competition to the satisfaction of developing countries and in a manner that delivers on the Doha
mandate.

4. At this critical moment of the negotiations, the ACP stresses the importance of a transparent and inclusive
process. Only a bottom-up approachwith the eVective participation of all negotiating groupings andMembers
will be conducive to a legitimate outcome that can be endorsed by all WTO members and a successful
Ministerial Conference. The ACP is not willing to accept a fait accompli in the negotiations. The group expects
to be closely involved in all the consultations, especially those related to the formula for tariV reductions and
other aspects of the market access pillar.

5. The present submission outlines the ACP position on some of the most critical elements under the market
access pillar. The group will make contributions on other aspects of the negotiations as it deems necessary.

Formula for tariff reductions

6. SDT must be an integral part of all elements of the negotiations. Harmonising or progressive formulae
within the bands as well as a single set of thresholds for developed and developing countries are simply not
acceptable to the ACP.

7. The proposals below constitute the contribution by the ACP on concrete means for operationalising SDT
under the tiered approach and the basis for a fair and equitable outcome.

(i) Proportionality will be achieved by guaranteeing that the overall outcome of tariV reduction
commitments by developing countries is lower than that required from developed countries. The
average reduction of tariVs by developing countries will be adjusted downwards to guarantee the
satisfactory implementation of the proportionality principle.

(ii) A linear uniform cut within the bands with flexibility to allow certain tariV lines within the bands to
be cut by less.

(iii) Developing countries will reduce their tariVs on the basis of the cuts proposed in the table below. The
ACP will soon provide specific numbers regarding the level of cuts to be undertaken by developed
countries.

(iv) The ACP considers the concept of tariV capping as prejudicial to its development concerns.

Developed countries68 Developing countries68

Threholds Linear cut (%) Thresholds Linear cut (%)

(80 42 (150 30
(50 (80 35 (100 25

'150
(20 '50 30 (50 '100 20
0 '20 23 0 '50 15

Capping: None None
Overall Average Average 36% Maximum 24%

68 These figures are indicative and are without prejudice to the right of individual Members to submit further proposals.
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(v) The overall average reduction of tariVs by developing countries shall not exceed 24 per cent.

8. The conditions of developing country Members with tariV ceilings and homogeneous low bindings
must be taken into account through specific modalities, which include the following options:

(i) These Members will be subject to the overall average reduction only, keeping in mind the
need for a fair and equitable outcome and their capacity to contribute to the reform process.

(ii) They will distribute their tariV lines across the lower tiers of the formula on the basis on their
own assessment of sensitivities.

(iii) Irrespetive of the thresholds for the tiers to be agreed, they will not be expected to undertake
the level of cuts required in the highest tiers.

Special Products (SPs)

9. The ACP reiterates the great importance it attaches to provisions on SPs. Provisions on SPs must
be embodied in the modalities for agriculture negotiations as these are critical for operationalising the
SDTmandate of theDohaDeclaration and the FrameworkAgreement, based on the concepts of food
security, livelihood security and rural development needs.

10. Both the designation and the treatment of SPs are fundamental components of the flexibilities to
be granted to developing countries in the market access pillar.

11. The ACP endorses the technical work undertaken by the G33 regarding indicators on SPs.
Reflecting the diversity in the agricultural systems and policy across developing countries, the indictors
will allow every individual developing countryMember to identify its own SPs on the basis of the stated
criteria and contribute to transparency. The primary purpose of the indicators is to contextualise the
criteria of food and livelihood security and rural development needs to the particular circumstances
of individual developing country Members. Thus, the group would like to emphasise that the
illustrative list of indicators on SPs being developed by the G33 is neither exhaustive nor prescriptive
in nature.

12. Recognising the fundamental importance of SPs for developing countries, these products shall be
exempt from tariV reductions and commitments on TRQs, as well as have automatic access to the
SSM.

Special Safeguard Mechanisms (SSM)

13. The SSM is a fundamental component of the SDT provisions under the market access pillar. As
such it must respond to the needs and particular circumstances of developing countries, be easy to
implement and eVective to address import surges and price depressions in developing countries.

14. The ACP fully endorses the submissionsmade by theG33 on the SSMand calls on otherMembers
to engage in serious consultations on those proposals. The SSM is an integral part of any consensus
modalities for agriculture to be established by WTOMembers.

15. The ACP reiterates its position on the SSM:

(i) All agricultural products will be eligible to use the mechanism.

(ii) The mechanism will include both volume and price triggers.

(iii) Remedy measures will be designed to provide meaningful and eVective relief from import
surges and price depressions to the developing countryMember concerned. Thus the remedy
measure will be related to the nature and seriousness of the problem it intends to address.

Sensitive Products

16. Products relating to long-standing preferences shall be designated as sensitive products. It is
important for addressing the problem of preference erosion. Any TRQs expansio on an MFN basis
should not be at the detriment of existing ACP quotas.

17. It is of utmost importance that the ACP be involved in the discussions on the designation and
treatment of sensitive products to guarantee that its particular concerns are duly taken into account.
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Long-standing Preferences

18. The issue of preferences is vital for the ACP. The group will not be able to join the consensus on a
modalities text that does not address its concerns with preference erosion in a meaningful and eVective
manner. Failing to do so would impose a disproportionate share of the costs of reform on some of the
poorest andmore vulnerableMembers of theWTO.TheACP isworking on a comprehensive proposal
on preferences which will elaborate among others, on the elements outlined below:

(i) Products related to long-standing preferences shall be designated as sensitive products by
preference-providing countries. The treatment of sensitive products related to long-standing
preferences will be moderated in light of its impact on preference erosion.

(ii) Paragraph 16 of TN/AG/W/Rev.1 will be used as a reference for further consideration of the
issues of preference erosion as established in paragraph 44 of the Framework Agreement.

Least-developing countries

19. The Least-developed countries (LDCs) shall have full access to all the SDT provisions and be
exempt from reduction commitments.

20. Developed country and developing country Members in a position to do so, shall provide bound
quota and duty free market access for products originating in LDCs.

Cotton initiative

21. Specific modalities on cotton shall be established by the latest, in the Hong Kong Ministerial
Conference. Modalities on cotton should include the elimination of domestic support measures and
all forms of export subsidies on cotton; as well as specific commitments for improved market access
for cotton and by products, especially those origiating in LDCs cotton producers and exports.

Memorandum by the Biscuit Cake Chocolate & Confectionery Association

Introduction

1. The Biscuit, Cake, Chocolate & Confectionery Association (BCCCA) represents all the leading and many
smaller manufacturers of biscuits, cakes, chocolate and confectionery (BCCC) in the UK. In all, the
Association represents more than 90 British businesses. The sector as a whole employs some 60,000 people
(though this number is falling—see below) and has annual consumer sales of around £8 billion. Companies
contribute around £1 billion in respect of these products in VAT receipts to the Exchequer.

Overview/Summary

2. The BCCCA welcomes the publication of the Commission’s proposal for sugar reform. Sugar is a major
input for BCCCA member companies, which make high-quality products for both the UK domestic and
export markets. The exceedingly high price of sugar has contributed significantly to the loss of up to 16,000
jobs (more than 20 per cent of the workforce) in the UK biscuit, cake and confectionery sector in the last five
years alone. The Commission’s proposal does represent an opportunity to increase the competitiveness of the
whole of the European sugar chain, including farmers, sugar processors and sugar-users, but this will depend
on how the proposals are finalised and then implemented.

3. The BCCCA does, however, have serious concerns about some of the key features of the proposal, in
particular:

— the limited nature of the reform—the proposal to leave the quota system untouched is unacceptable
and potentially very damaging for UK manufacturing employment;

— the protracted timetable for its implementation—no eVective price cuts will be seen before
October 2007;

— the proposals may not be suYciently extensive to bring about significantly increased competition in
the sugar market; and

— the proposed restructuring fund is excessively generous, will delay price reductions and mean that
industrial users and consumers of sugar are paying to compensate private shareholders in other
countries.
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4. In addition, the BCCCA—in the light of the Commission’s failure to abolish quotas—is calling on the
Government to implement forthwith the House of Commons Environment, Food and Rural AVairs
Committee’s recommendation for an inquiry by the competition authorities into the supply of sugar in the
UK.

Sub-Committee Request for Evidence

5. The numbers in italics pertain to the numbered questions in the call for evidence.

African, Caribbean and Pacific (ACP) and Less Developed Countries

6. (1) It is not possible to give a precise answer as to the implications of the proposals on the sugar industries
and economies of less developed countries currently dependent on concessionary access to the EU market,
because each country will be aVected to a diVerent extent. The impact will be dependent upon the eYciency/
competitiveness of the sugar cane growing industry in the particular country with regard to sugar cane/beet
growers in other parts of the world. Equally, the impact of the EU proposals will also be dependent upon the
percentage share of the country’s economy taken up by sugar cane growing and also the extent of the particular
concessionary access (eg guaranteed quota) to the EU market.

7. (2) The Commission is currently undertaking individual assessments of the sugar cane growing industry
and the impact of the EU proposals on national economies. It is not intended that there will be a single
blueprint/template, which will be imposed on all ACP supplier countries. A figure of ƒ40 million has been
mentioned for the first year, but future levels of compensationwill have to be assessed and built into the overall
EU budget (development and agriculture) for the coming years. As indicated above, it is impossible to give a
precise figure as to the required level of compensation, but it is undoubtedly true that for some countries,
particularly those that will not be able to sustain a future competitive sugar growing industry, the level of
funding for diversification will have to be substantial.

8. (3) As indicated above, the calculation of the overall economic cost to the EU is currently ongoing. A final
figure will emerge following discussions with each of the supplier countries concerned and a realistic costing
has been placed on the specific development programme for each country. There are no guarantees that the
resources provided by the Union will have maximum eVect in stimulating development in the existing ACP
supplier countries, but it is incumbent upon both the EU and the individual governments of the countries
concerned to ensure that all development programmes, whether for competitive sugar cane growing/supply or
diversification into other economic producing areas are both feasible and sustainable over the long term.

9. (4) As in the case of ACP countries, the eYciency and production costs of sugar cane growing in each of
the non-ACP countries vary significantly. For those countries that are reasonably competitive within the
world market, they will be able to continue to supply to the EU, albeit at a reduced guaranteed price, whereas
other less eYcient growers may find that the reduced guaranteed price is insuYcient to meet production costs.
In those instances, the fact that certain existing suppliers will withdraw, will allow the more eYcient non-ACP
suppliers to increase their supply to the EU. Under the Everything But Arms provision, concerns have been
expressed that least-developed countries will export the whole of their domestic sugar cane production to the
EU, if they are able to import for domestic needs at prices less than the EU guaranteed price. In such
circumstances, it is diYcult to assess whether these countries will be able to expand their domestic sugar cane
production significantly and, if so, the future overall impact on total EU sugar imports.

Impact on EU Industry

10. (5) It is maintained that sugar beet growing in the EU has environmental benefits, particularly with
regard to the preservation of bird life. On the basis that a sugar beet growing and processing industry exists
in the EU, those jobs would be retained. However, the fact that a particular industry exists cannot be put
forward as a reason for its preservation if other economic factors mean that such preservation is not
economically viable, especially if the preservation of one sector has serious consequences for others.

11. (6) On the assumption that future direct payments should go to those farmers who historically have
grown sugar beet, then there is a logic to basing the payments on production over an agreed reference period.
However, this argument is premised on the fact that future direct payments should go to farmers who can show
a history of having grown sugar beet. If the payments are truly decoupled ie not linked to production levels,
then it could be argued that past sugar beet growing history is irrelevant and all existing farmers, regardless
of what they grow, should be entitled to a share of the direct payments.
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12. It is by nomeans obvious, in any case, that increased employment is one of the benefits to be derived from
the sugar regime. Within the EU this may be the case, but within the UK the artificially high price of sugar
has contributed significantly to the loss of up to 16,000 jobs in the BCCC sector over the last five years
(equivalent to 20 per cent of the workforce) (figures from 2005 Agra CEAS Consulting study, commissioned
by BCCCA).

13. (7) Information fromDefra oYcials on discussions at the Agriculture CouncilWorking Groupmeetings
would suggest that the Commission has every confidence that the data produced in its impact assessments are
as robust as possible.

14. (8) Sugar production can continue within the EU over the long term both (i) at the prices proposed by
the Commission and (ii) within a liberalised world market. However, sugar beet growing and processing will
not be economically viable in all member states. The Commission has already done an assessment of which
member states are the most eYcient and at what price levels individual member states would no longer be
competitive. The UK, together with France and Germany, have realistic prospects of maintaining production
and processing/refining. If quotas were made tradeable across national boundaries, as originally proposed by
the Commission, these countries might even expand production.

15. (9) Many of the new member states fall into the category of least-eYcient EU sugar beet growers and
processors. During the period of their accession negotiations, they were fully conscious of the EU’s intention
to undertake significant reform of the sugar regime, which would entail a substantial cut in domestic support
prices. They may well argue that the level of cuts is too severe, but they cannot feign ignorance of the
Commission’s original intentions. As non-reformist member states and stakeholders, they will endeavour to
extract the best long-term deal, but their case is not strong.

16. (10) The scope for the market for isoglucose and other non-sugar sweeteners to grow is considerable and
this would undoubtedly happen if the production quota for isoglucose was removed. If quota restrictions were
removed, there would obviously be some form of impact on the amount of domestic sugar beet grown, but
isoglucose is not completely substitutable for beet and cane sugar. For example, at the current level of
technology, isoglucose is not used in the biscuit and confectionery sector.

Additional Comments

Competition

17. Competition in the market is vital for the future of industrial sugar users, but may not materialise given
the restricted scope of the proposals. The reformmust create the right regulatory environment for competition
to flourish and end any apparent price collusion in the EU sugar supply market. Competition in the sugar
supply sector will benefit both producers and consumers and increase overall economic welfare. There is no
true competition in the EU sugar industry under the current regime, which is clearly demonstrated by the fact
that EU buyers are paying 8 per cent to 22 per cent more than the institutional price for their sugar, in spite
of a situation of surplus supply. It is crucial that eVective measures are put in place to prevent sugar processors
from colluding on prices. This is why it is important to increase alternative supply sources, in particular sugar
imports and isoglucose. In this regard, the proposal to open up the market to further supplies from third
countries when Community prices have been substantially disturbed (recital 34; article 37) is welcome, but it
is doubtful whether it will have much impact in practice as the EU Sugar Management Committee, the body
likely to discharge this function, is dominated by countries with grower and processor interests.

National quota systems

18. The reform proposal would leave the national quota system in place until 2014–15 and there is no
provision for amid-term review. The quota system stifles competition by isolating each national sugarmarket,
and allowing the few large processing companies that dominate to collude and raise prices. This will continue
after the reform and the situation will even be exacerbated by the likelihood that national quotas will be
retained by an even smaller number of sugar processors.

19. The Commission’s earlier suggestion (in its Communication of July 2004) that quota transfer should be
permitted across member state boundaries would be a reasonable second best to outright abolition. However,
even this modest proposal has been dropped from the draft legislative text. Quota transfer would help to halt
the flight of manufacturing jobs out of the EU.
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Impact on UK industry

20. (11) We do not have the information to give a full response to this question. However, provided that beet
sugar processing factories have a guaranteed supply of sugar beet to meet critical levels of processing viability,
then the issue will become one of costs.

21. The level of restructuring aids is excessively generous. The Commission proposes a restructuring fund
which amounts to a sum in excess of ƒ4 billion, which is to be financed by sugar users and consumers through
a levy system. The restructuring scheme is deliberately attractive to persuade those non-reformist member
states to accept, ie it is the political price to secure agreement. The scheme will last for four years and is
particularly generous in the first year at ƒ730/tonne. Commission figures suggest that the average cost of
closing down a factory is around ƒ668/tonne. The intention is that ineYcient sugar processors will drop out
and leave the eYcient in the market. However, it is possible that the eYcient could choose to be bought out
(the financial returns are very attractive) and leave the ineYcient behind, with the possibility of further buy-
out funding therefore being threatened in the later years. It is unclear as to how the amount for the
restructuring fund has been calculated, but it has been suggested that it is worth at least ƒ360,000 per sugar
processing employee in the EU. The proposal to compensate private shareholders of sugar refiners for loss of
revenues and profits is wrong in principle. Restructuring aid to less competitive sugar processing plants in
order to retrain workers and diversify into other product markets may be justified, if managed in a fair and
transparent way, but the financial aid oVered in this package is much more than that required to meet this
objective. The impact of this levy on sugar users is significant. The levy will seriously harm competitiveness,
exports and jobs in the UK sugar-using industries, which include a high number of SMEs, for which sugar
represents a significant raw material cost. In the initial years of the reform, these sugar users are likely to end
up worse oV than under the current regime, since they will have to pay the restructuring tax to benefit other,
larger, businesses in another sector of the supply chain. This is neither equitable nor sound economics.

22. (12) The levels of sugar beet grown in theUK are likely to contract, as some sugar beet farmers withdraw
from the sector. However, theUK remains very high in the sugar beet growing and processing eYciency league
and there is every reason to believe that national quota entitlements will be met. As noted above, tradeable
quotas would help to sustain and perhaps expand UK production.

23. (13) It is assumed that the direct payments will be distributed on the same basis as the single farm
payments (ie initially on a dynamic hybrid basis, moving eventually to a flat-rate payment basis for England).

24. (14) Cane sugar refining in the UK is handled solely by Tate & Lyle. Although the refining margin will
be reduced, there is every likelihood that the ACP suppliers will collectively, if not individually, continue to
fulfil their EU quota and, as such, the Tate & Lyle level of supply of sugar cane will be maintained. Tate &
Lyle may look to exploit/develop refining opportunities in sugar cane origin countries. It is unlikely that EU
beet sugar processors will move into sugar cane refining in the EU, but the major players may look to invest/
set up refining plants in sugar cane growing countries.

Additional Comments—BCCC Sector

25. The fortunes of UK-based sugar beet processors and cane refiners are inextricably linked to those of UK
industrial sugar users. Seventy per cent of all UK processed/refined sugar is sold to UK food and drink
manufacturers. As such, the impact of the sugar reform proposals on UK industrial sugar users must not be
ignored by the former stakeholders.

National Quota System

26. The retention of the national quota system will reduce manufacturing of biscuits, cakes, chocolate and
confectionery in the UK, as a recent Agra CEAS Consulting Report, commissioned by the BCCCA, suggests.
The report highlights the loss of jobs; reduction in volume of production; movement of production out of the
UK; and the erosion in the balance of trade situation over the last five years. The report finds that:

— up to 16,000 jobs have been lost in the BCCC sector in the last five years (a fall in employment of
more than 20 per cent);

— there has been a fall in production of BCCCA products in the UK in the last five years (sugar
confectionery"11.6 per cent against “EU 15”!7.8 per cent; biscuits"6 per cent against “EU 15”
0 per cent; chocolate "4.5 per cent against “EU 15” !5.2 per cent); and

— a healthy positive balance of trade in BCCCA products has been eroded to the point where for the
last couple of years the UK has been importing more than it exports.
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27. There has been a trend towards concentration in the BCCCA sector through merger and acquisition and
towards divestment of production facilities out of the UK, which will persist if there is no reform of the sugar
regime. BCCCA members are more readily able to produce for the UK market in another EU member state
where it is more economic to do so (eg where the cost of sugar for industrial use is cheaper). This has led to a
series of divestments with production beingmoved outside theUK, further reducing employment in the sector.

28. One of the key contributory factors to this deteriorating situation is identified in the report as the existence
of the production quota system (“. . .the only reform options which allow an improvement in the competitive
nature of the sugar supply chain are those that result in the elimination of production quotas.”).

29. The iniquities of the quota system were identified by the House of Commons Environment, Food and
Rural AVairs (EFRA) Committee in its Twelfth Report of 2003–4: “Competition will be increased more by
abolishing quotas than through any other policy change. However, if the new sugar regime does not contain
provision for eliminating production quotas, we recommend that the competition authorities conduct an
investigation into the UK processing industry” (paragraph 52). In its response, the Government said that “. . .
increasing competition will be a major UK negotiating objective and if suYcient progress is not made we agree
that the competition authorities should consider the case for an investigation into the market”.

30. If quotas are not abolished or made tradeable, the UK Government should immediately trigger the
competition inquiry recommended in these circumstances by the Commons EFRA Select Committee in its
2004 report.

Export refunds

31. Export refunds are intended to bridge the gap between EU and world raw material prices so that EU
exporters of sugar-containing products can remain competitive in third country markets. The proposals do
not say much about the mechanism for export refunds. The BCCCA welcomes the recognition that export
refunds for processed foods (Non-Annex I) will be necessary, but it is not clear how they will be calculated.
Will the new reference price act as a trigger in the relationship to world prices? Furthermore, if this is the case,
will the calculation be on the full reference price or that net of the restructuring amount? This is particularly
significant for sugar users/exporters, who will have to bear the burden of the restructuring amount while it is
in place.

World Trade Organisation (WTO)

32. (15) It is to be seen whether the Commission’s proposals will satisfy the WTO challenge brought by
Australia, Brazil and Thailand. However, the scope for export refunds remains, although the EU has made a
commitment to the ultimate abolition of export refunds. The possibility of a further challenge cannot be
ruled out.

33. (16) On the basis of existing domestic support levels and import tariVs, it would seem that the
Commission’s reform proposals would meet the necessary arithmetic calculations to comply with any future
new international trade agreement reached under the Doha Development Round.

Environment and Health

34. (17) We are not able to comment on this question.

35. (18) It is diYcult to quantify the extent to which the proposed reductions in price will be transmitted to
the consumer. Research carried out by Agra CEASConsulting for the EuropeanCommission “Study on Price
Transmission for the Agri-food Sector” (unpublished) suggests that a price reduction is likely for sugar
consumed for direct consumption, particularly in view of the higher levels of competition in retail sales. In the
case of sugar incorporated in processed products, the impact of the reduced sugar price will depend on many
factors, including the cost of other raw materials in the final product. However, the competitive nature of the
processed food manufacturing industry is such that the reduced price will be passed on by manufacturers to
retailers. That being said, the percentage cost of sugar in the overall manufacturing price of a processed
product is very small and, even if the full reduced price of sugar is passed on right down the distribution chain,
the finished product price is unlikely to change significantly so as to induce a higher level of consumption of
these products.

22 September 2005
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Memorandum by Cadbury Schweppes

1. Cadbury Schweppes are grateful for the opportunity to be able to respond to this inquiry and welcomes
the interest of the Lords EU (Environment and Agriculture) Committee in the proposed reform of the EU
sugar regime. We’re particularly encouraged that the committee seeks to include the views of all UK
stakeholders in this inquiry and look forward to hearing its findings. We endorse the submissions of our trade
associations, the BCCCA and UKISUG.

Who We Are

2. Cadbury Schweppes is the leading EU headquartered beverage and confectionery company. We are
number one in sugar and functional confectionery and the world’s third largest soft drinks company.

3. Our well-loved brands across Europe include Cadbury Dairy Milk, Orangina, Apollinaris, Hollywood,
Schweppes, Halls, Poulain, Trident and Wedel. We have major operations in the UK, Denmark, France,
Germany, Poland, Spain, Belgium, Greece and Ireland.

Our Current Situation

4. Industrial users account for 70 per cent of EU sugar production and are the main customers of EU sugar
beet farmers.

5. Cadbury Schweppes purchases sugar on the EU market in Spain, Greece, Belgium, Germany, Portugal,
Ireland, Italy, France, Poland and theUK. As a result of the sugar regime, we often pay more than three times
the world price for sugar, which impacts our competitiveness.

6. We recognise that changes to the current sugar regime will have significant impacts on both EU and ACP/
Indian sugar farmers. For this reason, we have always supported an evolutionary approach to give all parties
time to adjust.

African, Caribbean and Pacific (ACP) and Less Developed Countries

7. We do not feel we are best placed to comment in detail on the impact of ACP and LDC countries.

8. However we recognise their particular concerns in the current EU sugar regime and the expectations it has
created for them in terms of prices and market access. We have always called for transitional change to the
EU sugar regime so that the needs of stakeholders can be taken account of.

Impact on EU Industry

9. The future of the sugar beet growing and processing industry is inextricably linked to the future of
industrial sugar users. As long as there are customers in the EU to buy EU sugar significant numbers of jobs
in these industries should be retained.

10. We believe that sugar production can continue within the EU over the long term both (i) at the prices
proposed by the Commission and (ii) within a liberalised world market. However, sugar beet growing and
processing will not be economically viable in all member states. The Commission has already done an
assessment of which member states are the most eYcient and at what price levels individual member states
would no longer be competitive.

11. Our experience of the EU market is that many sugar processors have been actively modernising and
adapting their operations to prepare for greater liberalisation while others have not chosen to update their
processes and machinery and so will not be in a position to compete at lower prices.

12. We believe that the UK, together with France, Germany, Belgium, Austria and Poland have realistic
prospects of maintaining production and processing/refining.

13. The scope for the market for isoglucose and other non-sugar sweeteners to grow is considerable and this
would undoubtedly happen if the production quota for isoglucose were removed. If quota restrictions were
removed, there would obviously be some form of impact on the amount of domestic sugar beet grown, but
isoglucose is not completely substitutable for beet and cane sugar. For example, at the current level of
technology, isoglucose is not used in the confectionery sector.
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Impact on UK Industry

14. We are unable to comment on the strategic issues facing the viability of beet sugar processing and cane
sugar refining in the UK. However 70 per cent of all UK processed/refined sugar is sold to UK food and drink
manufacturers. Therefore the fortunes of UK-based sugar beet processors and cane refiners are therefore
inextricably linked to those of UK industrial sugar users.

15. The greatest concern for us as part of the UK food and drink industry is that there is no true competition
in the EU sugar industry. This is clearly demonstrated by the fact that we are paying 8 per cent to 22 per cent
more than the institutional price for sugar in diVerent countries across the EU, in spite of a situation of surplus
supply. It is crucial that eVective measures are put in place to stimulate competition such as increasing
alternative supply sources, in particular sugar imports and isoglucose and opening up the market to further
supplies from third countries whenCommunity prices have been substantially disturbed (recital 34; article 37).

16. More competition in the EU sugar market should be good for UK sugar processors as well as for sugar
users. Our UK supplier recently stressed to customers that they consider that the UK sugar processing
industry is one of the most cost eYcient and innovative producers in the EU and should therefore be well
placed to adapt to change.

World Trade Organisation (WTO)

17. It remains to be seen whether Australia, Brazil and Thailand consider that the Commission’s proposals
will satisfy theWTO challenge brought by them. However on the basis of existing domestic support levels and
import tariVs, it would seem that the Commission’s reform proposals would meet the necessary arithmetic
calculations to comply with any future new international trade agreement reached under the Doha
Development Round.

18. As sugar users we are particularly concerned about the lack of clarity in the Commission’s proposals with
regard to export refunds and the eVect this could have on our competitiveness. These refunds are intended to
bridge the gap between higher European and world raw material prices so that EU exporters of sugar-
containing products can remain competitive in third country markets.

19. The proposals do not say much about the mechanism for export refunds. Although we welcome the
recognition that export refunds for processed foods (Non-Annex I) will be necessary, it is not clear how they
will be calculated.Will the new reference price act as a trigger in the relationship toworld prices? Furthermore,
if this is the case, will the calculation be on the full reference price or that net of the restructuring amount?
This is particularly significant for us as exporters and impacts how and where we produce product for non-
EU markets.

Environment and Health

20. It is diYcult to quantify the extent to which the proposed reductions in price, to the extent that they
actually materialise, will be transmitted to the consumer. The percentage cost of sugar in the overall
manufacturing price of a processed product is very small and, even if the full reduced price of sugar is passed on
right down the distribution chain, the finished product price is unlikely to change significantly so as to induce a
higher level of consumption of these products. It will however help improve the competitiveness of EU
producers against imported products.

21. The formula and recipes for the products our consumers enjoy will not change because of any significance
price changes in sugar. In contrast and in response to consumer trends we’re investing in the development of
new products that include lower calorie oVerings and new sweetening options, extending the range of sugar
free and reduced sugar confectionery.

September 2005

Memorandum by UK Industrial Sugar Users Group

UKISUG represents the UK’s manufacturers of food and drink, including companies both large and small.
Overall, they employ some 80,000 people in the UK, with consumer sales of around £15 billion per annum.
They use 70 per cent of UK sugar consumption (1.2 million tonnes) and are therefore an important
stakeholder in the sugar regime.
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5. What are the non-market benefits that retention of protection for sugar provides for the EU as a whole?

5.1 We do not believe that there are any non-market benefits from the EU sugar regime that cannot also be
delivered by other means. Suggestions that regulation of the sugar market is necessary to provide stable prices
or guarantees of supply and quality neglect the fact that these features are found in other markets which are
not regulated in this way. Users of sugar also buy many other commodities and are well-versed in the business
techniques needed to ensure quality, quantity and stability of supply.We are confident that producers of sugar
can learn the equivalent disciplines, too, if in fact they have not already done so.

5.2 Furthermore, social and environmental policies in the EU and in third countries should be delivered by
policy instruments designed specifically for the purpose, rather than by relying on incidental benefits from the
regulation of the sugar market.

5.3 This approach to preserving environmental quality in Europe has already been adopted in respect of other
crops (through de-coupled payments) and it should be applied to sugar, too. Development policies similarly
should be more imaginative, rather than simply condemning existing sugar suppliers to monoculture. The
production of a single cash crop for a single export market is not a stable economic strategy for the future.

10. What is the potential size of the market for isoglucose and other non-sugar sweeteners? In a market freed from quota
restrictions, how would this impact on the amount of beet sugar that could be produced in the EU?

10.1 Comparison with the United States, where there are no quota restrictions for isoglucose, suggests that
it might expand to perhaps ® or ´ of the European market, or around five million tonnes. Isoglucose is an
alternative to sugar in soft drinks, for example. It can be used in drinks with particular nutritional or technical
requirements in that the proportions of diVerent carbohydrates are an essential feature of the formulation and
the delivery of desired properties to the consumer. The quota system prevents consumers from taking full
advantage of these technological options. We suppose that the development of this market was not envisaged
when sugar regime was created.

10.2 The true unfairness of the application of the quota system to isoglucose needs to be spelled out. Under
the present sugar regime, sugar producers have their production capped but they have a guaranteed price for
their production—the EU will buy it at the intervention price if consumers will not. Isoglucose producers
suVer the same capping limitation by quota but without the intervention guarantee. They are punished
without being rewarded. The sugar regime was extended to include isoglucose in order to protect the position
of the sugar processing industry. We believe it is wrong to use regulation to divide the market between
competing interests in this way.

Impact on UK Industry

11. What are the critical components that will determine the viability of beet sugar processing factories? How many
factories are likely to seek restructuring aids within the UK?

12. What are the likely levels of future sugar production in the UK?

13. Direct payments are to be calculated on an historic basis. How will they be distributed within the UK?

14. What is the likely impact on cane sugar refining in the UK? Is excess capacity likely to result from EU beet sugar
processors moving into cane sugar refining?

11.1 All these questions about UK industry assume that the industry about which we should be concerned
processes and sells sugar.We respectfully point out that a much larger industry, employing manymore people
and adding much more value, buys that sugar and converts it into a wide range of food and drink products.
The impact of reform, or lack of reform, on the industry that uses sugar needs also to be considered.

11.2 At present, the sugar regime’s quota system leads to a lack of competition in the sugar market and prices
that are accordingly artificially high. The Swedish competition authority has described this phenomenon as
“tacit collusion” (Sweet Fifteen, Swedish Competition Authority Report 2002:7). Prices in the UK are 10 per
cent higher than in the rest of Europe and three times the world price. The result of these high prices is a loss
of competitiveness and a loss of jobs. Research by Agra CEAS suggests that 16,000 jobs have been lost in the
biscuit, cake, chocolate and confectionery sector in the last five years, in part because of the high prices. This
rate of job losses is expected to continue if nothing is done.
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11.3 Reform, on the other hand, oVers the prospect of fairer competition, although some important
amendments to the proposal are needed. The minimum price of sugar is, in theory, to be reduced, but the
mechanisms to make this a practical reality are not yet defined. The present quota system means that EU
market prices do not follow the intervention price closely—they are usually some 10–22 per cent higher—and
we do not believe it is realistic to imagine that this will change if the quota system is left unchanged.

11.4 Amendments need to be introduced into the proposal to ensure that quotas can be transferred (article
11) or expanded (article 10) and that volumes of imported and EU production can be increased in the event
that the price does not behave as it should (article 37).

18. How significant are the changes in policy likely to be on consumption of sugar?

18.1 There is no reason to suppose that reform of the sugar regime will have any impact on the consumption
of sugar. The limiting factor on consumption is consumer taste, not price.

18.2 The price of sugar fell by 33 per cent between 1996 and 2000, because the pound rose in value against
the euro, and the retail price of goods containing sugar fell in real terms, but consumption of sugar did not
rise. In fact, the Family Food survey reports that sugar consumption is falling as a proportion of overall food
consumption (which itself is in long-term decline). (2003–04 Expenditure and Food Survey, National
Statistics)

18.3 A reduction in the price of sugar would have a disproportionate benefit for the poorest consumers. The
National Expenditure Survey reveals that the poorest 10 per cent of consumers spend, as a proportion of their
income, twice as much on food and drink as the richest 10 per cent. Sugar reformwould therefore be a socially
progressive policy. (2001–02 Expenditure and Food Survey, National Statistics)

18.4 The Consumers Association itself has said: “It is sometimes argued by apologists for the sugar regime
that it acts in the interests of public health as it creates artificially high sugar prices in the EU and thus
discourages consumption. In our view, public policy objectives are best achieved by specific measures that are
targeted, eVective and proportionate. We cannot accept that a policy based on market-distorting quotas,
overproduction, subsidised exports and damage to some of the world’s poorest countries can be justified on
nutritional (or indeed any) grounds.” (Evidence to the EFRA committee enquiry, Reform of the sugar regime,
2004: Ev 107, paragraph 6.3)

22 September 2005

Examination of Witnesses

Witnesses: Mr Chris Tyas, Nestlé Group, Supply Chain Director, UK and Ireland, BCCCA Commercial
Committee Chair; Ms Anna Lucuk, External Affairs Manager, Cadbury Schweppes, BCCCA Committee
Member; Mr Richard Laming, Public Affairs Manager, British Soft Drinks Association, UKISUG Secretary,

examined.

Q253 Chairman: Good morning, Mr Tyas and pay ten per cent more than our competitors situated
in any other part of Europe. As a result, our industrycolleagues. I do not think we have any great surprises

for you because I think you were listening to the has lost some 20 per cent of its jobs, some 16,000 jobs
over the last five years. We have changed from beingevidence from our past guests. Welcome. We are live

on the website if you want to read it later tonight. a net contributor in balance of payments terms to a
net importer in this country. That is largely due to theWould you like to introduce your colleagues and

make any introductory statement to us before we get sugar regime that was designed perhaps in the year of
the buttermountain and thewine lake. In terms of thedown to questions?
proposals that we have before us all today, we doMr Tyas: I am Chris Tyas. I am the supply chain
reluctantly support them but probably because it issystems director for Nestlé. I am also the chairman of
the only show in town and it is certainly too little, toothe Biscuit, Cake and Chocolate Industry
late and a far step from those proposals which I heardAssociation’s Commercial Committee. With me are
Lord Plumb refer to a few minutes ago coming fromMrRichardLaming of theUK Industry SugarUsers’

Group and Anna Lucuk of Cadbury Schweppes. We the EUCommission in July 2004. Perhaps I canmake
three key points before we answer any questions. Weare very grateful for this invitation to address the

Committee. Our industry uses 70 per cent of all of the have a major concern that quotas are not as in the
original proposals to be traded across borders or besugar grown and processed in the United Kingdom.

We currently pay something like three times the abolished but to be retained by individual countries
which we believe harms the competitiveness of theworld price for sugar, three times the price that our

competitors who are situated outside the EU pay.We British farmer and the British processor. It
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26 October 2005 Mr Chris Tyas, Ms Anna Lucuk and Mr Richard Laming

Q257 Baroness Miller of Chilthorne Domer:You areparticularly means that prices may well remain far
explaining your motivation in preserving British jobsabove those intended by the EU Commission in the
in British factories which of course is very importantproposals. The restructuring fund which has been set
but I wonder how much of Nestlé products sold inout is also heavily penal on the industry and provides
Britain are produced in Britain. Can you give us aan extraordinarily generous level of compensation
sense of what that proportion is?compared with any other restructuring fund which
Mr Tyas: My colleague can speak for Cadburyhas previously been the case. I think lastly and
Schweppes but in that case it is around about 70 perperhaps related to the point about the change in that
cent of what is sold in this country that is made in thisquotas are no longer to be transferable across
country. We should also remember that Nestlé is aborders, we would wish to see if these proposals go
very large exporter of confectionary products andthrough an investigation by the competition
indeed of many other food products from thisauthorities in theUK as indeedwas recommended by
country. Our concern is that large companies like mythe last Commons select committee that looked into
own and like those represented by my colleaguesthese proposals.
make decisions upon where products are made based
on the competitiveness of those factories. At the

Q254 Chairman: Thank you very much. You said moment, the sad fact is that we pay three times the
that you thought it was too little, too late andwe have price of factories outside the EU, particularly those in
just heard Mr Tyack say it is too much, too soon. Bulgaria and on the fringes of the EU with
That is at the heart of the problem, is it not? preferential terms for their products coming in and
Realistically, how much do you expect for members ten per cent more than factories which might be
of your group, Nestlé, Cadbury Schweppes, both situated in France, Germany, Italy or Spain.
very successful international companies, prices will Ms Lucuk: I do not have an exact figure today for the
fall? proportion of products sold in the UK that are made
MrTyas:Ourmain intent from these proposals is not in theUK. I can provide the Committee with that but
the level to which prices fall but a level playing field. I would stress we do make products in this country
We do not seek subsidy or compensation. What we that we currently export to countries such as the US
want to see is that British jobs are preserved in British and Canada. That is the kind of area that is perhaps
factories with the competitiveness of British more vulnerable if the high price of sugar remains so
companies. The proposals say that prices should fall and hopefully we will get an opportunity to talk more
by 39 per cent over a specific period. If that starts to about export refunds later. The clarification we need
produce that level playing field we would want to see is that those will remain as long as the EU market
that. Our concern is that prices may well not fall to price is well above the world market price.
that level. This is a strange market. We already see
that prices are above the support levels in the market

Q258 Baroness Miller of Chilthorne Domer: Thisplace even though there is a net surplus in themarket.
question is concerning the price of sugar used inIndeed, we saw the EU make the decision just a
processed foods. There is another big move, Imonth ago to dump 1.9 million tonnes of sugar.
understand, which is towards the increasing use of
sweeteners though in processed foods. I wondered
how much that is going to impact on the sorts ofQ255 Chairman: That is a one-oV, is it not? They
products you are producing more than the currenthave to get rid of this.
price of sugar which is a diminishing product in use.Mr Tyas: No. They dumped 2.6 million the
Mr Laming: We have investigated this duringprevious year.
previous research. OYcials of Defra asked us for
some surveys and data on this subject. What we find

Q256 Chairman: Yes, but the system is going to is that what drives the recipes of products, both soft
change and there will not be the sugar to dump in drinks and in confectionary, is the question of
the future. consumer choice, taste and preference rather than the
Mr Tyas: Our concern is that production levels have price of the raw material itself. We do not anticipate
to come down to achieve that. Our concern is that as that this reform will impact on the use of sugar as a
long as you leave sugar being produced in countries sweetener or indeed the use of alternatives to sugar as
which are uncompetitive in doing so you will have sweeteners. Those decisions are based on impulses
surpluses. That is why we strongly believe that the from consumers. The one area where there would be
original proposals which had tradability and quota an impact on the consumption of sugar in this
across borders were essential in ensuring a country as a result of the reform is if the price does
competitive industry and the true achievement of the not fall, if we remain at a competitive handicap. The
prices -- the 39 per cent reduction in this case -- that British industry will use less sugar but the British

consumers will continue to eat as much as theythe proposals were seeking.



3209773019 Page Type [E] 06-12-05 19:35:43 Pag Table: LOENEW PPSysB Unit: PAG3

162 too much or too little? changes to the sugar regime: evidence

26 October 2005 Mr Chris Tyas, Ms Anna Lucuk and Mr Richard Laming

proposals is that they leave the industry in Greece orchoose to right now, but consuming sugar in
products manufactured abroad. Italy for sugar beet with just as big a quota compared

with today as those in the UK or northern France.
The overall competitiveness of beet in Europe isQ259 BaronessMiller of Chilthorne Domer:Yes, it is
harmed and that is why we come back to the pointconsumer choice but surely if youmarket the product
contained in the original proposals for thewith sweetener in it in a certain way you can
transferability of quota to be very important. Wesubstantially change consumer buying habits?
have research to say that in the competitive parts ofMr Laming: That is happening in soft drinks. The
Europe, even with these proposals and lower prices,consumption of sugar in soft drinks is falling. It has
the UK, France and those other sugar beet growersfallen from about 96 litres per head of drinks
can still be competitive. The other point is the onecontaining sugar 20 years ago to 82 litres now. In diet
made by the other NGO organisations, Oxfam anddrinks there has been a huge increase from 10 to 147
so on. Once you have a regime that does not subsidiselitres per head. In soft drinks there has been a very
a surplus production capacity in Europe then thesubstantial shift from drinks containing sugar to
world price as a whole will increase, but at thedrinks without. The industry is responding to
moment as long as the EU goes around dumping 1.9consumer interest, taste and demand on that. I am
or 2.6 million tonnes on a market that will drive thenot sure how much the industry on its own can
world price down.convert public sentiment on these questions. The

choice of one sweetener or another, whether nutritive
or not, is subject to so many other wider interests of Q261 Chairman: You are really arguing that less

sugar should be grown in Europe and morewhich we are all aware and concerned about. The
industry is very eager to play a part as part of a wider elsewhere.

Mr Tyas: I think we are. Indeed, all the proposalsprogramme of trying to educate consumers about the
choices they need to make but in the end the industry have to be that there is less sugar grown in Europe.

The majority of Europe is not suited climatically tocannot make consumer choices on behalf of
consumers. It is consumers who make those choices. the growing of sugar. Some parts—the UK and

France—are; other parts are not.MsLucuk:WhatRichard is saying is absolutely right.
The Lord Chairman mentioned how successful
companies such as Nestlé and Cadbury Schweppes Q262 Lord Cameron of Dillington: You said earlier
are. Obviously, the success of our companies relies on that you thought the restructuring fund was too
very well loved brands and it would be very diYcult generous. I was wondering whether you had any
to change the formula of the very famous chocolate evidence that eYcient processors in Europe might
bars, for example, that we produce. We would not choose to be bought out due to the attractiveness of
seek to do so and we would not want to do so but this andwhat eVect this would have on your industry.
obviously there are elements of the sectors that we In a more general sense, what eVect are the proposals
represent where you are able to replace sugar with going to have on employment within your industry?
artificial sweeteners. That may be for price reasons I am trying to get a handle on what happens further
but it certainly is for consumer taste reasons and down the chain.
lifestyle choices. Mr Tyas: If I take your question in two parts, in

relation to the fund, what impact that will have
remains to be seen. We do not have any evidence yet.Q260 Lord Plumb: These proposals aVect the

support price or the measures related to isoglucose We do know that the EU’s own figures are 360,000
euros per job involved which is some six or sevenand other sweetener products too. The world price is

one thing; the support price obviously is another and times in excess of anything that has ever been
proposed for the restructuring of any other industry.you say you are paying three times more than the

world price. We understand from various bits of The other major diVerence is that it is paid for by the
end users, the manufacturers of the sugar andresearch that if the proposals go through the eVect on

sugar beet growers in Europe might be that they just ultimately by the consumers of those products. Our
concern is that, faced with that large carrot, it mayabout break even. If we were to bring the price

further down, nearer to the world price, you would take some of the eYcient producers out of business
rather than maybe just the ineYcient ones. Turningnot get any sugar beet grown. What happens to the

world price then? to the second part of your question, a recent,
independent study byAgra CEAS demonstrated thatMr Tyas: Coming back to one of the points we were

making earlier, it is not so much sugar beet growers some 16,000 jobs had been lost in the manufacturing
sector over the last five years, of which they said thatacross Europe; it is that sugar beet growing probably

has to concentrate in the parts of Europe most suited the principal factor was the high price of sugar in this
country. Clearly, our concern is that if we continue toto the growing of sugar beet, probably northern

France and the UK. The problem with the current remain uncompetitive and we continue to pay
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Q269 Lord Christopher: Where have you taken theuncompetitive prices for sugar that trend will
continue. factories to? Where have you opened up?

Mr Tyas: If you look at our diVerent countries you
can see many factories have opened up on the fringesQ263 Lord Cameron of Dillington: The reduction in
of the EU and Bulgaria was one quoted. There is alsoprice that we are supposedly about to get should
the very important point that we made earlier, thatmake you employ more people?
prices are higher in the UK than they are in the restMr Tyas: We believe that if we get a level playing
of Europe and therefore companies make decisionsfield -- in other words, if we do not continue to pay
about even resiting production capacity in the rest ofmore than those in France or Germany, more than
Europe. It is not just about where you resite; it isthose in Bulgaria and so on—it should at least
about the competitiveness of British industry as apreserve the level of jobs and stop the advantage in
whole. Until five years ago, we had a balance of tradeother countries.
surplus in the UK. Today, we have some 250,000 or
260,000 tonnes less exported from the UK and some

Q264 Chairman: I do not think I quite follow how 250,000 tonnes more imported. Many small and
you get to that 360,000 euros per job. Can you medium sized companies that are represented by our
explain that a little more? industry association are able to export less and they
Mr Laming: It is from the calculations of how many are under far more competition from other
people are employed in the processing industry and companies in the rest of Europe and on the fringes of
the amount of compensation that would be paid for Europe who can produce in those countries at lower
each tonne of processing capacity that is withdrawn cost and import their products into the UK free of
under these proposals. tariVs.

Q265 Chairman: I am still not with that but perhaps Q270 Lord Plumb: Is that not due more to the high
you would like to drop us a note. value currency?
Mr Tyas: The figures are not ours. Mr Tyas: If you come back to the point Ms Lucuk
Chairman: Our specialist adviser does not recognise made about the high proportion that sugar
the figures either. Drop us a line about it. represents, it is a much larger element of the cost than

even has been the diVerence in currency which you
Q266 Baroness Miller of Chilthorne Domer: As you refer to.
are tying us into the issue of relocation and you talk
about Bulgaria, surely the price you pay for sugar is

Q271 Chairman: Against this, you said at themuch less of a consideration for you than the price of
beginning that, although you think these proposalsyour wage bill in each country?
are too little, too late, you are grudgingly in favour ofMr Tyas: In our industry that is not the case. Labour
them. Your situation will improve in relation to whatcost is a relatively small part of our product costs.
you are telling us now after Commissioner Fischler’sOur raw material price of which sugar is the major
suggestions have gone through.constituent is a very much larger part of it.
Ms Lucuk:We want to be optimistic that the reform
will be agreed. We have certain elements that we are

Q267 Baroness Miller of Chilthorne Domer: The particularly looking to be maintained within the
major constituent in how much of your product reform. I would like to mention Article 4 and Article
range? 37 in the proposals. If the reform is agreed and the
Ms Lucuk: It varies, depending on whether you are price cuts are agreed as they have been proposed by
talking about a sugar confectionary, a mint, a jelly, the Commission and the EU market price, the price
chocolate or soft drinks. The proportion of sugar is we pay for the sugar delivered to our factory, falls in
diVerent in each recipe and each formula but it is line with the proposed reduction in the reference
always a significant element of the rawmaterial costs. price, we would like to support this reform. We are

not confident that that will happen for the reasons
that Chris has explained. Already we have an EUQ268 Baroness Miller of Chilthorne Domer: The
intervention pricewhich does not bear any relation toprice of sugar would be the determining factor on
the market price that we often pay in some Memberwhether or not you exported your factories to other
States. There are elements within the proposals thatcountries?
we could see would encourage the EU regime toworkMrTyas: Inmost cases, it is the largest single element
in a waywhereby perhaps we would receive that priceof the product cost and can represent anything from
cut and our market price would fall in line with the25 to 50 per cent so it is far more than labour, energy,
reference price. That is why we would particularlyrent, rates or anything like that. It would be themajor

constituent in many decisions. like to see Article 37 remain in the proposals.



3209773019 Page Type [E] 06-12-05 19:35:43 Pag Table: LOENEW PPSysB Unit: PAG3

164 too much or too little? changes to the sugar regime: evidence

26 October 2005 Mr Chris Tyas, Ms Anna Lucuk and Mr Richard Laming

between the EU price that we are paying, the marketQ272 Lord Christopher: The investment impact
seems a very complex question but I am not wholly price, and the world market price that continues. If
clear what the driver is. You repeat several times that the EU reference price falls as is proposed by the
it is sugar price but, when you mention the countries Commission, if the export refund trigger is tied to
where your factories are, clearly labour is an that reference price but we are still paying over 700
important element. Otherwise you would not have euros for our sugar, that is a concern. The proposals
gone there; you would have gone to northern France. are not sure on how the export refund calculationwill
Mr Tyas: Labour is an element of course but labour take place at the moment, whether it will be on the
is still a relatively small part of the product cost. reference price, the reference price net the
Sugar is a very, very large part of the product cost and restructuring levy or gross of it. We are seeking those
that is why it is a bigger driver, as a whole, than is clarifications at the moment. I understand no one
labour. seems to be in a position to tell us but that is a concern

for us. In terms of one of the earlier questions about
how you decide where you invest in your productionQ273 Lord Plumb: If these proposals go through—
lines, that obviously has a great impact for thewe keep saying “if”; they are very firmly on the table
production lines producing product for exportand the Commission is determined that they will go
outside the EU.through but we do not know exactly when—it will

mean of course a greater concentration in some other
countries. Lord Christopher has made the point

Q275 Chairman: Do you talk to your MEPs?several times on cheap labour in a country like Brazil.
Mr Laming: Yes.Brazil can supply the whole world market. We know

that. It is based very much on slave labour. I have
witnessed it in some of those countries together with

Q276 Chairman: We were in Brussels the other daythe fact that vast tracts of land are being cleared at the
and we were told, without too much trumpeting of it,moment which can cause climate change and all sorts
that it was the British MEPs who seemed to be moreof problems and we cannot ignore that. I am
opposed to these proposals at the moment thanimpressed with your opening remarks about
MEPs of any other country. Any comment?concentrating on growing here even though the price
Mr Laming: In the conversations that we have hadis that much higher but if that starts to change I think
with British MEPs they have understood the pointsprice will be a deciding factor in the way that your
about the importance of a competitive sugar marketcompanies are run.
and one that rewards eYciency throughout theMr Tyas: In our previous submissions to other
European Union. They are sharing our concernscommittees, particularly in July 2004, the EU put
about the possibility of continuing a quota system—Ithree diVerent alternatives. We never sought
think there is a tacit collusion that might be extendedcomplete liberalisation. You are absolutely right.
under the new regime -- and understanding the needThe complete liberalisation of the industry could

produce the kinds of issues that you raise in regard to to ensure that that process does not continue.
Brazil. We sought an ordered change that produced Chairman: It would be a pity, thinking of your first
that level playing field because we do not want to be remarks, “Too little, too late”. The European
at that competitive disadvantage. Parliament is not going to take a decision now before

January at the earliest and therefore it looks as if
possibly, because of opposition in the EuropeanQ274 Chairman:Doyouwant to say anythingmore,
Parliament, this whole issue will be dragged onMs Lucuk?
further.Ms Lucuk: For the record, I would like to explain our

concerns on export refunds, if I may. Companies
within our sector currently receive compensation for

Q277 Lord Plumb: I would like to knowwhether youthe diVerence in prices that we pay for raw materials,
have spoken to members of the Developmentdairy products, sugar, the diVerence between the
Committee or the Agriculture Committee or both.worldmarket price and the EUprice. At themoment,
Mr Laming: We have spoken to members on a widewe are already losing value because even the price we
range of committees including the ones you havepay for sugar is not at the EU support price; it is often
mentioned and also industry and the internal market.ten per cent above that. The European Commission
We think this is not just a development issue or anhave committed, as you know, to eliminating all
agricultural issue; it is also an industrial issue and itforms of export subsidy and we want to be able to do
is an issue of concern to consumers. We have beenbusiness without any subsidy, any compensation, but
speaking to members from across the board.we want in this reform to know that, while export
Mr Tyas: Our industry association has spoken to asubsidies and export refunds are available to our

industry, they are compensating us for the diVerence lot of MEPs and we continue to do so because, like
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Ms Lucuk: I would just mention that Monsieuryourselves, we want to see the uncertainty brought to
an end. The reform of the sugar regime has been Fruteau is French.

Chairman: Thank you all very much for the time yougoing on and discussed now for ten years. The
industry needs that uncertainty to be ended. have given us today and the information you have

given us.

Joint supplementary written evidence from the Biscuit Cake Chocolate & Confectionery Association &
UK Industrial Sugar Users Group

REFORM OF THE EU SUGAR REGIME

At the Committee’s evidence session on 26 October 2005, the UKISUG representatives oVered to provide
some further pieces of information.

Please find enclosed a note on the price of sugar and its impact on industrial users and consumers.

With regard to the restructuring fund, it has been suggested that it is worth at least ƒ360,000 per sugar
processing employee in the EU. The amount of ƒ360,000 is not our figure, but it would appear to be based
on the following calculation. There are some 40,000 sugar processing employees in the EU, which needs to
lose a third of its current production in order to bring domestic supply and consumption into balance. On the
assumption that the majority (about 80 per cent) of the third of those processors would take up the
restructuring option, this leads the calculation to some 11,000–12,000 processing employees leaving the
industry for which the restructuring fund will be in excess of ƒ4 billion.

I hope this information is helpful.

C I Luckhoo,
Trade Policy Director

1 November 2005

The price of sugar and its impact on industrial users and consumers

There is an apparent paradox in the impact of a fall in the price of sugar, along the lines that its high price
under the sugar regime is a major drain on the competitiveness of industrial users yet a lower price of sugar
as an ingredient would not have the same sized impact on the price of goods containing sugar on supermarket
shelves. Those prices would be lower, but not as much lower. There is no contradiction: the explanation is this.

There aremany additional costs involved in themanufacture of goods containing sugar besides the sugar itself,
and there are many additional costs represented in the retail price besides the costs of manufacture.

To the consumer (graph on the left), sugar is a smaller proportion of the overall purchase price than it is to
the retailer (graph in the middle) or the manufacturer (graph on the right).

What the consumer pays What the retailer pays What the manufacturer 
pays

 
Sugar other factory costs other manufacturer costs retailer costs
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In particular, to a manufacturer who is deciding the location of a new investment, the fact that the price of
sugar is 10 per cent higher in theUK than elsewhere in Europe could be a considerable disincentive. This is one
of the reasons why 16,000 jobs have been lost in the British confectionery sector in the last five years. Output of
confectionery products in the UK has fallen over the same period as the same time as it has been rising
elsewhere in the EU.

The Costs of Production

To put this argument into some kind of perspective, the breakdown of factory costs for a typical soft drink
might be as follows:
Sugar 40 per cent
Other ingredients 10 per cent
Packaging 25 per cent
StaV, logistics, plant 25 per cent

Sugar will make a diVerent proportion of the factory cost for diVerent categories of product containing sugar.
Typical examples are as follows:
Sugar confectionery 60 per cent
Soft drinks 40 per cent
Chocolate 30 per cent
Biscuits and cakes 10 per cent
Canned goods 10 per cent

The excessively high price of such a major ingredient puts UK manufacturers at a competitive disadvantage
compared with those in the rest of the EU. The reform of the sugar regime must put an end to this problem,
if the decline in employment and output of the UK confectionery industry is to be halted and reversed.

20 October 2005
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WEDNESDAY 2 NOVEMBER 2005

Present: Cameron of Dillington, L Peel, E
Christopher, L Plumb, L
Haskins, L Renton of Mount Harry, L (Chairman)
Lewis of Newnham, L Sewel, L
Miller of Chilthorne Domer, B

Examination of Witnesses

Witnesses: Mrs Glenys Kinnock, Member of the European Parliament, Co-President of the ACP-EU Joint
Parliamentary Assembly and member of the European Parliament Development and Cooperation Committee

and Ms Elise Ford, Political Researcher, examined.

Q278 Chairman: Good morning. Thank you very million as a HIPC country, but we lose ƒ40 million
in sugar revenues.” I had understood that Guyanamuch for coming to give evidence to us in the course

of our inquiry into the EU Sugar Reform. We are was not so organised for the future. That, however,
was not my experience. They are working very hardonline, so essentially everything said will go on our

website. Before we get to the questions, Mrs tomake the industry more productive, more eYcient,
more competitive, and they have, for instance,Kinnock, is there anything you would like to say to

us by way of either introduction of your political invested a great deal in the construction of a new
factory in Skeldon in Guyana which will be a state-researcher or by way of preliminary remarks?

Mrs Kinnock: This is Elise Ford, who works with me of-the-art sugar factory with another attached
building where they will be producing molasses forin Brussels. As Co-President of the Joint

Parliamentary Assembly—my colleague, in those the production of rum.
days, Henry Plumb also had that role—I work very
closely with ACP countries looking particularly at Q280 Chairman:Could I ask on that very point, will
commodities—bananas, rum, now sugar. As far as the factory be essentially Guyana owned?
these issues are concerned, and the Caribbean in Mrs Kinnock: GuySuco? No, it is a private company
particular, it has been a case of looking at the ‘hard but with public money also involved. It is actually
hits’ they have taken over the last few years and being built by a Chinese construction company as we
certainly the very serious concern that I have about speak. I thought that was very interesting. I could see,
the implications of the EU’s proposed SugarReform. going round the cane fields in Albion, that it needed

mechanisation—there were bullocks pulling punts
along the irrigation channels that go through theQ279 Chairman: Given your experience it would be

helpful, I think, if we asked you quite a lot about the cane fields, for instance. But they were, however, very
well aware of what they needed to do. Also, veryeVect on the ACP or the less developed countries.

Starting on that, if I may, we have had a written importantly, in Guyana they were very keen to
develop niche markets for sugar. The word demerarastatement recently by David Jessop, the Executive

Director of the Caribbean Council for Europe, who comes from the River Demerara in Guyana, so they
were the first to produce that branded sugar, and theygive evidence to us recently. He ends with a sentence

in his first paragraph that he believes that “if reform want to produce it in ways which means that they can
sell it in Europe and have added value. One of theof preference-based agriculture in ACP nations is not

properly executed, then there is a very real chance of problems they have, of course, is that companies like
our Tate & Lyle will say to them, “Yes, we will takesocial and economic instability in the Caribbean”. I

wonder if we could start by asking your views on that your sugar, but we want raw, bulk sugar”. The added
value which they seek to havewouldmake themmorerather serious statement and whether you would in

essence agree with it or not? competitive and create more profit from the industry.
They are ready to market sugar in diVerent waysMrs Kinnock: I would agree with it. Two weeks ago I

returned from a visit to Guyana and Jamaica, two of from just exporting the raw bulk sugar. This is
something that the refining industry which buy thethe countries that are understood to have the most

serious concerns about the implications of reform. cane from them, will need to take into account if they
are going to support, as they say they want to, theGuyana, which is a poor country in the Caribbean,

one that is a Heavily Indebted Poor Country (HIPC), future of the industry in Guyana where they predict
they will lose something like 10,000 jobs if they do notin fact, and was identified at the G8 as one deserving

of getting the debt relief. One of the things they said have the opportunity to deal with the proposed price
cuts of 39 per cent over a longer timescale, which isto me at the outset was, “Yes, we will get the ƒeight
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implications of this reform for them. They have awhat the sugar producers in the Caribbean
desperately need to have. The same with Jamaica, successful industry, they have done a lot of
although in terms of the figures they put on it they modernisation, but they still would need to
talk about something like 25,000 jobs lost. restructure more in order to be competitive when

they lose the benefits of the sugar protocol.
Therefore, of the 18 sugar protocol countries, I thinkQ281 Chairman:Who does?
they are all saying that to varying degrees they areMrs Kinnock: The Jamaicans. The Jamaicans have
viable, that parts of their industry will have to go butsome more serious issues to deal with in relation to
that substantial parts really for all of them would bethe industry in their country, and the PrimeMinister,
still viable.PJ Patterson, last week in their Parliament actually

accepted that it would be necessary to close two
factories of the five main factories and plantations

Q284 Lord Cameron of Dillington: Following onthat they have in Jamaica at this time. There is an
from that question, are there any opportunities foracceptance that some hard decisions will have to be
diversification within those countries who are eithertaken, some brutal decisions will have to be taken,
reducing their sugar output or going out of sugarbut you cannot do that over night; so they are
altogether? Do you see any opportunities, and whataccepting these changes, but they are saying, “You
can we do to assist that process?must give us a funded transition period in order that
Mrs Kinnock: Ethanol production is what everyonewe can deal with the impact of these very draconian
talks about. This is in the regulation for beet farmerschanges on our industry.”
as well. The Commission recognises that there is a
need to provide funds for our European farmers toQ282 Lord Sewel: I think it is fair to say that the
diversify within sugar into ethanol. It ought to be alsoimpact on the ACP countries is something that has
accepted that for sugar producers who have this long,had a strong importance in our considerations as we
historic relationship with us that they also wouldhave gone on in this inquiry. The diYculty is that they
need that kind of support in order to produceare not a single homogeneous whole, are they, to start
ethanol. 50 per cent of Brazil’s cane is now beingwith? It is possible to diVerentiate the countries in
turned into ethanol, so there is a market for it, and interms of the impact of sugar reform?
times of the oil crisis that we are facing globally it isMrs Kinnock: That is right.
an option which I think is very well worth
considering. Bio-gas is being developed in many of

Q283 Lord Sewel: Can you help us with that at all? the Caribbean countries already and in other ACP
Can you see countries that almost see it as a benefit sugar producing countries as well as molasses for
that they have got their industry sort of capitalised, rum. Rum is a big export industry in the Caribbean.
suYciently modernised and can make benefits in

Every island will tell you that theirs is the best, buttotal? Others, I suppose, can compete if they do go
this is also an opportunity for them. What they say isthrough the process of restructuring andmodernising
that they know that the beet farmers in Europe andand yet there is this crucial group for whom really it
they know that themulti-nationals in Europe and theis diYcult to see how they will ever be in a position
sugar processors in Europe will continue to surviveunder the reform proposals to be successful. Can you
and consolidate, but they are saying, “What are weallocate to countries at all or should we not look at it?
going to do in order to make sure that we also haveMrs Kinnock: Some countries have already stopped
those kinds of opportunities?”. Investment is needed.producing exports in cane sugar. St Kitts has stopped
They are prepared to talk about diversifying outsideand Barbados no longer produces and exports
of sugar as well into growing other things, but whencane—they are actually importing cane now from
you go to the Caribbean you really understand thewithin the region—so those decisions have already
importance of crops like sugar and bananas becausebeen taken. What you have left are the ones, who,
they are very resilient. I was there at the time ofbecause of a heavy dependence on the industry, have
Hurricane Wilma, and you can see how canenot been able to make those kind of adjustments. Of
withstands the force of the terrible weather that theycourse, Jamaica in particular has also had enormous
have, as do bananas—they come back up again. So todiYculties as a result of the change in the banana
say that on a hill where you previously grew bananasregime, so they have had the “double whammy”, as
you can grow avocados, it would be okay, but if thea result of meeting WTO compliance on both those
weather is bad that is just not realistic. People need tocommodities. I would not say that any of the ones
understand that those resilient crops are somethingthat are surviving sugar producers are ones that, to
that they can do very well. I believe that alongsidevarying degrees, are not capable of salvaging at least
some eVort to grow other things, which they are verya substantial amount of what they still have.
willing to do, then diversifying within sugar I think isMauritius is often quoted as being the most

successful, but they also are very worried about the the way forward.
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Mrs Kinnock: A 39% price cut is draconian and farQ285 Lord Cameron of Dillington: You were
implying there that it is necessary to continue to have more than is demanded from Europe in its eVorts to

meet with WTO compliance. The kind of analysissome form of agriculture?
Mrs Kinnock: Yes. that I have seen would indicate that something in the

region of 20 to 25 per cent would meet with WTO
obligations, but in order to push through the reformQ286 Lord Cameron of Dillington: Implicit to the
in the way that the agricultural commissioner wantsback of my question is that maybe agricultural
to do it, then she is going for the very highest price cutdevelopment should be abandoned and we should
that she can. Bear in mind, of course, that Fischler,have other forms of employment. Is that a good
the last Agriculture Commissioner, went for 33, andstarting point?
also the introduction of quotas. Fischer Boel hasMrs Kinnock: Absolutely, and financial services,
gone for an extremely high price cut whichservices generally and tourism, are areas that they
considering what the ACP are saying about thewant to develop; but if you think of tourism and if we
transition period, that in 2006 the price cuts will beginare going to lose thousands of livelihoods threatened
to take place and initial funding for them not startingby these kinds of changes, the danger then to those
until 2007, all of these timescales and figures are, Iislands is that you will see that social instability, you
think, quite unrealistic, especially because of thewill see economic insecurity, job losses, criminality,
duties and obligations that we should feel that wethe transit of drugs through the Caribbean. It sounds
have with these countries.dramatic, but I think it is perfectly reasonable to

suggest that this could be the result of our decisions.
Q290 Lord Lewis of Newnham: There really is aWe also need to be very careful that we do not create
problem here, is there not? Sugar really has providedthe kind of terrible problems that they foresee.
an historic, as it were, anomaly in many instances,
but do you consider the price cuts suggested by the

Q287 Lord Plumb:Would eitherGuyana or Jamaica Commission to be justified at all?
think that transition is more important than Mrs Kinnock: No, I do not, not at this level. I
compensation? If transition were to apply it would understand, and there is not a single Sugar Protocol,
have to apply right across the board. Would that be or Least Developed Country involved in these
in their best interests? discussions, that would argue against the need for
Mrs Kinnock: They want compensation and reform. Everybody accepts that need for reform. But,
transition. however, they do not feel that they should then be the

victims of that reform.1 We wanted to buy tropical
sugar at a time when there was a sugar shortage in theQ288 Lord Plumb: Of course.
seventies. He toldme the story of Fred Peart, when heMrs Kinnock:Yes. As the beet farmers are having 1.5
was Minister for Agriculture, and how he wasbillion in compensation and 4.2 billion in
pleading with them to provide the sugar which we inrestructuring for refineries and farms. Why therefore
the UK needed in order to deal with the shortage. Heshould the sugar producing countries have to make a
said to me, “You needed us then and we need youchoice about having one or the other? They will need
now”.to have compensation for the jobs that will be lost.

They are all democracies with human rights, trade
Q291 Lord Haskins: Following on from that, I canunions and collective bargaining on their plantations,
see the case very strongly on the price cuts for theand they will naturally have to negotiate these
ACP countries. On the other hand I can see themassive changes with their workforce. That will
Commission’s case for trying to get over-productioninvolve being able to fund it in a way which we, as
down in the EU. There are two issues there and theyEuropeans, would find acceptable and they have
are in conflict with each other. If you look at it purelyevery right also to demand from us what is an EU
in EU terms, the price cuts are justified. If you lookinternal reform is going to have such a considerable
at them externally, they are not. There seems a greateVect on these countries.
muddle about compensation. We were told by theChairman: We are racing ahead of our agenda. We
Commission, I think, that the cost to the ACPwill come back to all those points. WTO obligations:
countries was 300 million euros a year, somethingEarl Peel.
like that, that was the figure that was mentioned, and
on the table at the moment is 40 million euros, and

Q289 Earl Peel:We are led to believe that the ACP
1 Sugar has been grown in the Caribbean for over 300 years and iscountries consider the proposals to be “too soon, too linked to the region’s history of colonisation, slavery,

quick and too deep”. I wonder whether you share this indentureship and independence. The Sugar Protocol countries
supplied tropical sugar when Europe needed it and now, theyview.Given the EU’s obligations to theWTO, do you
need us to understandhowmuch they depend on the commodity.consider any satisfactory alternative reform of the Countries need the foreign exchange earnings and the stability
which sugar brings to their democracies.regime that exists?
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Mrs Kinnock: On the last point first, I am becomingnot very long-term. Is this all mixed up with the
budget argument that, in fact, there is no money increasingly impressed by the strategic approach that

they are adopting, one of the problems that they havearound?Will this unravel as the budget arguably gets
solved, because the hint from the Commissioner was is that the Commission never made it clear to them

what the deadlines were for producing these plans, sothat she would like to make a lot more money
available than she can at the present time? that they have now, almost all of them, at ACP level

got their plans in place; Louis Michel has said thatMrs Kinnock: The whole issue of the funding is very,
very diYcult. In fact, there is no budgetary provision they have until the end ofDecember to submit proper

strategic plans on exactly what they need for instancecurrently for even 40 million.
on irrigation, for mechanisation, diversification, and
all the other elements which will need to be in place,Q292 Chairman: Not even for 40 million?
so, as far as I know now, that is going ahead and theyMrs Kinnock: No, there is currently nothing on the
are focusing on it. The big problem, as you quitebudget line. In the European Parliament we
rightly say, is how will it be managed? Is it going tocompleted the first reading of the budget, but it is
be a kind of economic transition money and who willlikely that an amount of 40 million will appear on the
manage that? I do not know how that would operate.second reading of the budget, and that will be
Is it going to be through the EDF, which is howDecember. Therefore, until December we have no
bananas was disastrously managed, as you suggest.figures and things remain diYcult to predict.. Beyond
Really that is for me also unclear. If it is EDFmoneythat we from our Committee suggested 80 million,
and the Delegations in the country are able to bebut that was not backed by the Budget Committee of
responsible for signing oV funds in conjunction withthe Parliament.Where is it going to come from? That
Brussels, I fear wewill see huge bottle necks just as weis another issue.We have a Flexibility Instrument but
saw in banana aVected countries, and really it will bethat Flexibility Instrument is wearing a bit thin
impossible for them to put in place the plans that I dobecause of Tsunami, because of the earthquake and
believe that they will have in a speedy and eVectivevarious other pressures that this contingency money
way. What we need to do now, and the kind of workis facing. Then we hear about 40 million for 18
that you are doing, is to press with muchmore claritycountries, 18 ACP countries, Mauritius has already
and transparency on exactly what is being proposed.put in for a plan involving a cost of 67 million. That
You can ask, as I do, but I think that they are beingis what Mauritius estimates it needs for its initial
unclear and lacking transparency because they doprogramme in 2006/7. However, the 40 million
not know.between 18 countries, so there is absolutely no

predictability or sustainability. In the long term
neither do we know where any future long term Q294 Lord Cameron of Dillington: Probably in

another decade’s time there will be further reform.money would come from. There is a lot of discussion
going on in the Council of Ministers and, as I How do we stop the development money going to

those countries which are the countries that produceunderstand it, there are 14 who are now in favour of
the reform and 11 who are against in the Council of sugar on a pretty marginal basis? How do we ensure

they are not propping up an industry that in the longMinisters, but amongst the 11 that are against there
are a number who are prepared to negotiate and have run is doomed? We must make sure that their

development plans diversify out of sugar, which infurther discussions on what might be possible. At
Commission level, frankly we hear Peter Mandelson the long run is probably going to have to be more

competitive even after these reforms?saying one thing, Fisher-Boel saying another thing,
LouisMichel saying another thing. The same thing in Mrs Kinnock: I think there is a future for sugar,

otherwise these big Latin Americans, and thethe various DGs—development, agriculture, trade
and industry, you have the diVerent interests Australians and the Thais, and so on, would not be

investing massively in it as they are.playing—the consequences being that we really do
not have any idea what money we will have, for how
long and how it will operate. Q295 Chairman:We are seeing representatives from

Australia, Brazil and Thailand next week.
Mrs Kinnock: Yes. They are investing in it. I thinkQ293 Baroness Miller of Chilthorne: Assuming that

some of this or all of this 40 million comes at least to there is a future, but whether it is competitive in these
countries is another issue. Countries likepass, what is the capacity of DG Development to

actually deliver this eVectively. I am particularly Mozambique are now investing in sugar. Of course
what they will do is not necessarily export outside ofthinking of the experience of some of the banana

debacles. Perhaps also whilst looking at capacity, I their own continent or their own region, but supply
their own region, which is pretty substantial, in Iwonder whether you could comment on other end of

it?What is the capacity of the 18 countries to actually think what could potentially be a competitive way.
Nobody is going to invest in an industry in countriesimplement development using this money eVectively?
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of benefit, and it is in an area where it is very rural andthat are just beginning to build it up in the way that
they are unless it is going to be competitive, and what not in the usual tourist areas, but that is again down

the line.LDCs have said to our Parliament is that, in
exchange for something like 20 a per cent cut, they In the meantime we have to provide in the event of the

reform for a transition which does not mean that thesewould be prepared to postpone for a considerable
number of years the introduction of the Everything countries slip into the kind of instability that is so

threatening. I do not underestimate that. As theBut Arms (EBA) agreement until they feel they are
ready to deal with EBA and have an industry which Jamaican Prime Minister said to me,“Dictators can

make the kind of choices that democratically electedcan really benefit from it. They are all thinking about
this issue indeed in the serious way that you are people cannot make.” I do not think we should forget,

as I said before, that these are democracies and they dosuggesting that they should. However, as far as the
Sugar Protocol countries are concerned, particularly have elections and they do have respect for human

rights.these Caribbean countries, then I do think that there
is a place for them to continue with the industry
provided investment takes place, as it is in Guyana, Q298 Lord Christopher: Given the timescale that
and I think in Jamaica as well they can provide a clearly people are starting to operate under, it looks
future for themselves. Otherwise the choices and the to me as though it is too short to be realistic. Are we
serious repercussions are very diYcult to really talking about a situation where we have got to
contemplate. imagine that there should be some continuing
Chairman: I think Baroness Miller would like to development programme in these areas? You have
come back with a supplementary, but could I just say mentioned the Caribbean as somewhere you have
that I misinformed you. The representatives we are recently visited, but what has actually hap in those
seeing next week are from Guyana, Australia and Caribbean islands, for example, who abandoned
Brazil, and that, I am sure, will be very interesting. sugar some while back? What has happened in

Antigua, for example?
Mrs Kinnock: They are relying on tourism, as isQ296 BaronessMiller of Chilthorne: It is obviously a

very complex issue between trying to make the Barbados, on financial services as well. Barbados, of
course, is one of the most successful and prosperousindustry that stays there more eYcient and the sorts

of issues we are just coming to grips with, I guess, in islands in the Caribbean. They have made their
choices very well and in a timely way, because theyEurope, that if you encourage everybody to move

away from land-based industries and drive them into have a very successful tourism industry, and the only
commodities industry. They have also maintained aurban areas, what is there to be oVered to them? I

wonder what you see in terms of political successful rum industry.
consequences for these countries. How have they
begun to think through some of that tension that you Q299 Lord Christopher: Are there any interim
can get where development is not going to be possible measures which we could take with the ACP
in rural areas because what is on oVer is much more countries which would be helpful?
urban-based? I think financial services and tourism Mrs Kinnock: They are all part of the Cotonou
are mentioned? Partnership Agreement, so they all have National
Mrs Kinnock: That is right. Indicative Programmes which are regularly reviewed;

they have funding support for infrastructure, for
education, health. Those are some of the things I sawQ297 Baroness Miller of Chilthorne: They are not

really so easy to develop in a land-based way? when I was there, so they are already recipients of
quite substantial amounts of European funding, butMrs Kinnock: No, but tourism does have that

potential, provided, of course, that these big hotels there is no point giving it with one hand and taking it
away with another. We need to make sure we get thatbuy locally rather than shipping in from for instance

theUnited States. If you watch a ship coming in from balance right. Issues about sugar are not just about
profit and loss. The industry provides essential socialthe United States supplying the hotel industry, you

see that they bring the soaps and all the other items support. I saw for myself the clinics, the cricket
pitches, the training centres, all of those thingsthat they need in the hotels—even the fruit and

vegetables very often and then they go away empty. actually as part of the community provided by the
industry. When a young man standing in a cane fieldThere is a proposal for a very big development in

Jamaica, a huge, 900 bed hotel that the Spaniards are in blistering heat covered with the soot which has
come from burning down the cane, you ask himinvesting in. Alongside that hotel they are also

planning extensive rural development so that the hotel “What is sugar? What does it mean to you?”, and he
says, “Sugar means everything to us. Sugar is mywill be self-sufficient in producing its own fruit and

vegetables and other commodities that they will need life.” That is when I really understood, and that was
my first day in Guyana. To suggest they draw a lineto service the hotel. That kind of approach is of course



3209774001 Page Type [E] 06-12-05 20:21:42 Pag Table: LOENEW PPSysB Unit: PAG4

172 too much or too little? changes to the sugar regime: evidence

2 November 2005 Mrs Glenys Kinnock and Ms Elise Ford

Kong. I think that developing counties will stick withunder that life sugar provides is something that I do
not feel that Europe should do. the ACP if the ACP say that that this is something

they find extremely diYcult, and I believe that it will
be again a test.Q300 Lord Plumb: TheWTOwere very hopeful that

therewill be a settlement inDecember inHongKong.
That seems to be going out of the way. One of the

Q302 Chairman: If this does all happen or go wrongcauses, of course, is that the Agriculture
with the WTO, does that not very greatly undermineCommittee—I assume the Agriculture Committee
the importance of the WTO and others simply moveand not the Development Committee—in the
out from it?European Parliament have agreed that they will not
Mrs Kinnock: I think it is the case, Chair, of theagree any proposals until the New Year. What is the
developed countries in the WTO understanding theproblem there any more than the problem that one
power and the clout, if you like, that developingrecognises of old?
countries have. They have a number of experiences ofMrs Kinnock: I am a veteran of Seattle, Doha,

Cancun and now Hong Kong, so in some ways I am that now, and inevitably developing countries,
quite relieved that we are going to Hong Kong including the emerging economies such as for
without an agreed Parliament position because I instance Brazil and India. But when it comes to it
would rather go without one than with one which is they will show solidarity with each other; and none of
likely to be negative on some of the issues that are of them from developing countries would argue that
such importance. they do not need international trading rules—they

know they need them—but they cannot be expected
to go to negotiate in Hong Kong about life or deathQ301 Chairman: I am sorry, I did not hear your
situations such as this and not negotiate very stronglylast words?
on behalf of the people that they represent. What IMrs Kinnock:Which is likely to be so problematic on
believe we face in terms of Hong Kong is exactly thesome of the sugar issues. that I think, as Europeans,
same as in Cancun. In Hong Kong the Ministers willwe would want to go there. The Agriculture
turn up and I fear that there will be no agreed agendaCommittee’s agreed report—will go to the
on sugar, on agriculture, on non-agricultural marketParliament in January, perhaps December,. The

Commission can reach a position with the Council access, on export subsidies. There will be no agreed
but has to consult with the Parliament but is not agenda which should have been agreed at
obliged alter as a result of the Parliament’s opinion, Ambassador level in Geneva before they ever get
but it is very diYcult, indeed impossible, for the there. That will be not be anybody’s fault other than
Commission to take a position which does not those of us negotiating as developed countries, as
reflected the views of the parliament. There does not Europe and the US in particular and Cairns and
seem to be that much understanding that there are others of course, but who fail to understand the
completely separate regulations. On the one hand, importance of making the kinds of concession that
regulation on the Action Plan for “accompanying developing countries will demand. That is the
measures”, (which is the euphemism for reality.2
compensation)—they say compensation for beet
farmers but for everyone else it is the Action Plan for
accompanying measures. That is the remit of the Q303 Lord Haskins: You said earlier that a 24 per
Development Committee and we have Co-Decision cent price reduction would settle the WTO; also that
with the Council and the Commission on that. We would ameliorate some of the pain to the ACP
decided to take that regulation oV the agenda in countries. They will just have the 24 per cent, will
October because we did not want to go with the ƒ40 they not?
million, which was the proposal agreed by the Budget Mrs Kinnock: The proposal of the European
Committee. We preferred to negotiate and try to Parliament could be a 25 a per cent cut.
have some discussions to improve the position to the
ƒ80 million preferred by the Development
Committee. I think that in Hong Kong sugar will,

Q304 Lord Haskins: The problem is will that resolvealong with cotton again, be a litmus test about how
the problem of export, of surpluses?serious Europe is about its development
2 The ACP is a powerful force at theWTO. In Doha and Cancun,responsibilities. I think developing countries will
the ACP was strong and impressive. In Hong Kong, the ACPshow great solidarity with one another as they did in will once again demand recognition that cotton, sugar and

Doha. They showed solidarity with the ACP over the bananas are literally life and death issues for them. Other
negotiators should understand the real strength of the solidarityway that a low bid was required at that time, and they
between our 78 countries, as well as between them and othershowed solidarity with theACP on cotton in Cancun, developing countries in the Round. The EU cannot expect
progress at Hong Kong at the expense of the ACP.and the results, I think, will also be the same in Hong
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industries where there is, as you say, a viable prospectMrs Kinnock: No.
of success for them. the industry in sugar Producing
countries will need to reform, will need to change,Q305 Lord Haskins: That is our concern?

Mrs Kinnock: Over a longer timescale they would will need to restructure and for them that can mean
quite a big step to accept, as in Jamaica, that two ofhave to look at the whole programme as it is.

Commissioner Boel is going for the big bang, and if their factory producers will have to close down.
it has been blocked in the way that it has, then I think
there has to be some negotiation. I do not doubt for Q306 Lord Sewel: Taking what you have said

forward a little bit, are you getting to the position ofone minute that there will not be some drop in that
cut, because it would be foolish to negotiate without advocating reformbased on amoderated cut in prices

and also quota reductions?taking into account, butmy understanding is that she
is unlikely to go less than two or three points down, Mrs Kinnock: Yes, quota reductions and timescales.
so that would not satisfy the aVected developing
countries. It would certainly not satisfy the LDCs Q307 Chairman: Are you going to Hong Kong

yourself?either. If the LDCs were given an unlikely major
concession on a longer timescale and a smaller cut, Mrs Kinnock: I am, yes.
then they would go along with that proposal, but if
the Agriculture Commission is not prepared to do Q308 Chairman: Good luck. I hope it goes well.

Thank you so very much for coming to talk to us thisthat. The only solution would seem to be to make
concessions and to have in place real additional morning. It is very much appreciated.

Mrs Kinnock: Thank you for asking me.money that we can say is going to be invested in

Annex 1

Supplementary memorandum by Glenys Kinnock MEP

Key Issues on Accompanying Measures

1. How is the Commission going to determine who gets what from the ƒ40 million in 2006 if, as we
understand, one producer is likely to require more than that in 2006 alone?

If the system is meant to operate on a first come first shared basis, what criteria are to be used to determine how
the sums are to be shared if as is likely aspects of programmes from all 18 sugar producing states go beyond the
sums needed by the industry alone (education, training, infrastructure for non-sugar programmes, agricultural
diversification etc)?

2. If as is suggested the system is meant to operate on a first come first served basis and all protocol country
governments put in a multi-annual programmes at the same time, who will be the arbiter as to which
programmes are the most important, relevant etc?

The accompanying measures proposal suggests allocation by size of production over a reference period but it is
clear that sums required for adjustment amount to much more than might be available under EC thinking.

3. How can any country be expected to arrive at, let alone deliver amulti-annual programme if they know that
in year one (2006) the sums required are unfundable for all 18 producers and there is absolutely no indication
whatsoever of what might be available thereafter?

4. What happens if as seems likely the draw down of any money from the 2006 allocation will not be possible
until 2007 (as the letter from Michael’s cabinet suggested) and the reform programme starts on time?

5. Who will have ownership of the programmes (ie are these development programmes operating under EDF
rules interpreted by theDelegate or are they economic transition programmes requiring completion within the
finite period of the transition based on criteria relevant to the recipient nation)?

6. Who decides to take the risk if commercial judgments are required?

7. How will the EC overcome the critical issues of delivering such sums when ACP sugar producers require
individual strategies that are timely and have to be front loaded?

8. What is the legal basis for the administration of the support through Delegation oYces? What rules will be
applied? Are these to be the usual, other cumbersome, EDF procedures involving reference back to Brussels
every time a new matter of principal arises (as has been the case with rum)?
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Memorandum by Sheila Page, Senior Research Associate, Overseas Development Institute

Implications for Developing Countries

Effects

1. The eVects of the proposals will be diVerent in every country, and within the countries the eVects on
diVerent groups will vary. Two reports, attached as appendices to this evidence examine this.1 The first, on
Forthcoming Changes in the EU Banana and Sugar Markets: A Menu of Options for an EVective EU
Transitional Package, calculates the potential aggregate eVects on the ACP countries and on the Least
Developed Countries which have benefited since 2001 from the special provisions for their sugar. It looks at
the costs of production in each country, including in non-ACP developing country sugar producers. Some of
the EU’s current sugar providers will be able to continue to produce sugar, although with lower income
because of the lower prices; some may be able to diversify into related production (eg sugar products or
specialisation in particular types of sugar or Fair Trade sugar); some will need to move into other economic
activities. These are the three options which the Commission’s Action Plan would cover. The paper notes the
experience of the countries which have already had to adapt to changes in the banana market, and suggests
that many of these are making the transition.

2. The importance of income transfers from the Sugar Protocol both in absolute and relative terms (as a
proportion of national income and total export earnings) varies significantly across the Protocol countries.
The total transfer to the ACP Sugar Protocol countries associated with quota access to the protected EU
market is about US$500 million or about 60 per cent of the value of these countries’ sugar exports to the EU.
Mauritius receives over a third of the total transfers and the five largest quota-holders (Mauritius, Fiji,
Guyana, Jamaica and Swaziland) receive over three-quarters of the total transfer.

3. The Sugar Protocol makes a significant contribution to foreign exchange earnings in Guyana, about 10 per
cent, and in Mauritius, Fiji, Swaziland, and St. Kitts, where it accounts for over 5 per cent of total export
earnings. For other countries it is moderately important (approximately 4 per cent for Malawi and Jamaica).
In relative income terms the transfer arising from the Sugar Protocol is most important for Guyana,
contributing approximately 10 per cent to GDP. Similarly, the impact of the Sugar Protocol on employment
varies considerably across countries. In terms of direct employment, over 5 per cent of the labour force is
employed in the sugar industry for Belize, St. Kitts, Guyana, Fiji andMauritius. Estimates of dependency on
direct tax revenue from the sugar industry (in the second report attached, Who Gains from Sugar Quotas?)
suggest that in a few countries, such as Guyana, Malawi, Mauritius, and Swaziland, corporate tax derived
from the sugar industry accounts for over one per cent of government revenues.

4. Under the current proposals for reform, the real price oVered to ACP Sugar Protocol producers will be
substantially reduced. This will result in sugar production in a number of higher-cost ACP Protocol countries
(Barbados, Jamaica, Madagascar, St. Kitts and Trinidad) becoming uncompetitive. Some processing
companies based within these countries may be able to adjust by relocating to more eYcient locations. Other
countries (Guyana, Fiji andMauritius) may have to reduce their production levels in order to concentrate on
their most lucrative markets andmost eYcient producers or restructure in order to remain competitive. While
a few countries appear in all the lists which identify potential losers, this summary suggests that a detailed
examination is needed of each country to determine what its prospects will be and the type of help which will
be most useful to it.

5. A number of ACP countries which are classified as Least Developed (eg Republic of Congo, Malawi,
Mozambique and Zambia) or with suYcient exports to non-EU markets (Côte d’Ivoire) may gain from an
EU-reform induced rise in the world price of sugar, accompanied by unlimited access to the EU market (via
Economic Partnership Agreements or the Everything But Arms Initiative). The latter benefits LDCs with no
previous quota allocation under the Sugar Protocol against the quota holders in theCaribbean,Mauritius, Fiji
and Swaziland. Some LDCswill have negligible eVects because they are net importers of sugar (egUganda) or
export very little of their production to the EU (eg Tanzania). EBA was proposed only five years ago, and
therefore any expectations for gains from it are not as longstanding as those deriving from the Sugar Protocol.
Even the new sugar price will be much greater than they could have expected before September 2000.

6. As is very common in trade debates, the losers are better organised and have been more vocal than the
gainers. This has been true among the ACP and LDC countries (the report,Who Gains from Sugar Quotas?,
looks at the lobby groups). And many of the gains from a real reform of the sugar regime could and should
go to other, often larger, developing countries where poverty remains a problem, in Asia and Latin America.
It will be important for the Sub-Committee to look at the eVects on all poor people in developing countries.
1 Not published with the report, available for inspection at the House of Lords Record OYce (020 7219 5314).
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For total OECD liberalisation the predicted percentage increases in the world price are between 10-60 percent,
although it is important to note these estimates are sensitive to assumptions made about the supply responses
of major suppliers and the demand for substitutes (eg artificial sweeteners).

Compensation

7. Lessons can be learned from the numerous instruments the EU has used in the past to support commodity-
dependent developing countries, not only various forms of trade preferences but STABEX and, in particular,
those developed to facilitate adjustment in Caribbean countries adversely aVected by preference erosion
arising from successive reforms to the EU’s Banana Regime eg the Special Framework for Assistance. These
schemes have been criticised for supporting production of declining commodities in countries that have only
limited potential to become competitive. Where funds have been allocated for diversification into more
productive sectors these have often been only for small-scale pilot projects and have failed to address the key
constraints in the wider economy. In addition, strict and often inconsistent conditionality on the use of funds
has led to delays in payments and frequent changes to the schemes have hampered investment decisions.

8. A dedicated preference erosion scheme should be used to finance investments supporting industry
restructuring and export diversification without fixing countries into already outmoded trade and production
patterns. The scheme would need to be large enough to be eVective and predictable in order to encourage
investment. It should avoid strict conditionality to quicken disbursements.

9. In principle, transitional assistance measures could take the form of trade or financial mechanisms or a
combination of both. Table 1 summarises the advantages of using financial measures and the disadvantages
of trade measures. Any trade preferences bring with them the threat of future preference erosion.

10. Although postponing reform of the EU’s Sugar Regime is attracting increasing support from a number of
Caribbean countries and sympathy from the European Commission, delay cannot be classified as transitional
assistance since countries must still face the costs of adjustment. In addition, such a strategy is unsustainable
given the multilateral pressures for reform and the widespread global view that permanent tariV preferences
distort international trade and are developmentally wrong because they adversely aVect those producing-
countries (often poorer than in the Caribbean) which do not receive them.

11. There is a need to support countries both during the transition period and in making the necessary
investments for new productive activities. Support for these measures could be channelled through the private
sector, national governments, regional organisations or multilaterally. Unless support can be de-linked from
production, providing transitional assistance to sugar producers in the private sector would risk oVsetting the
incentives for diversification and crowding out private investment. In general, therefore, national governments
would be better placed to decide upon and implement adjustment strategies. Regional organisations could also
contribute by engaging in activities where there are recognised economies of scale such as the creation of
regional research programmes and marketing organisations.

12. Two crucial decisions concern country allocation criteria and the duration of support. The former should
be linked to the loss of income transfers arising from preference erosion and fixed to oVer predictability for
recipients. The latter is eight years in theCommission proposal, slightly less than the 10 years allowed for phase
out ofMFA textile controls, a period which parts of the European textile industry apparently found too short.
A longer period might therefore be suggested, especially given the responsibility of EU countries in
encouraging sugar production in some of the countries, both in the past and more recently with the special
provisions for the LDCs.

13. It is clear that the EU should help countries to adjust to the change in their markets which it is causing,
and that both this development responsibility and the fact that the gains to European income from reform
of the sugar regime will be large mean that such help should be based on generous estimates of the costs of
adjustment.

23 September 2005
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Examination of Witnesses

Witness: Ms Sheila Page, Senior Research Associate, Overseas Development Institute, examined.

Q309 Chairman:Welcome, Ms Page. We are on the tomorrow. To me almost the greatest advantage of a
round is not what comes out of it but the fact that itwebsite, so there could be a chance for everything

that we say to go round the world! acts as a constraint on countries doing deals outside
it and on countries taking protective measuresMs Page: Thank you very much.
outside it—it keeps people on the public stage—so
frommy point of view to keep the negotiations goingQ310 Chairman:Thank you somuch for coming this

morning. I think that we will start with the final as long as possible is almost the ideal situation.
remarks of Mrs Kinnock, which you heard, and the
position of the WTO in this. First, is there anything Q314 Chairman: In essence do you see anything

really available for the WTO that is substantiallyyou would like to say by way of preliminaries? Is
there anything about the ODI that you would like to diVerent to what is on the table now?

Ms Page: No, I think that the EU may have to gohave in the minutes? It is up to you.
Ms Page: Just very briefly, if I may. First, as always, further, certainly on agriculture in general and

probably on sugar, than it has gone already. Just lastI do not speak for ODI because ODI has no oYcial
position on anything, so anything I say is just my week the appellate body of the WTO rejected the

EU’s proposal to have more time to adjust on sugar,own view.
and now it has to reach a settlement on the basis of
the case that it lost last year by May next year. TheQ311 Chairman: ODI is the Overseas Development

Institute? other members of the WTO were not satisfied with
the latest EU oVer on agriculture last Friday, and, asMs Page: The Overseas Development Institute. I

would like to start by saying how much I agree with in any negotiation, it is unlikely that any position is a
final position a month before the meeting, so I thinkthe final things I heard Mrs Kinnock say about the

importance of providing funding for the countries the EU is going to have to move further, whether on
sugar or other things or both it is impossible to say.that are going to need this for any reform of sugar.

The second point that I wanted to make was that the
countries that will gain from any reforms in sugar in Q315 Lord Cameron of Dillington: You mentioned
fact include a much larger number of people and a that it would have a greater eVect on countries other
much larger number of poor people than the ones than the ACP countries. Dealing specifically with the
who are going to lose. So what is essential is to find ACP countries, do you think that there are
ways of giving reforms on sugar for those who need opportunities for those countries which are due to
it but not damaging the people in the Caribbean and lose most by these reforms to diversify, should they
in a few African and Pacific countries who will lose reform and what could they diversify into? How
by it. could they restructure their economies basically?

Ms Page: I would suggest that there are three sorts of
Q312 Chairman: Could I explore a little bit further country to look at. There are the ones which are very
Mrs Kinnock’s last remarks, which you heard. If high-cost producers and any cut in the sugar price,
there is not a deal at Hong Kong, if it does not work, even the 24 or 25 per cent that the European
is there not a danger that some developed countries Parliament recommends, would probablymake them
will start to do bilateral deals with countries that they no longer able to produce sugar. These countries are
are closest to—the French, for example—and is not going to have to move into something else. These
that likely to be a great undermining of the whole countries are, on the whole, a few of the Caribbean
WTO process? islands and one or two of the African countries, but
Ms Page: It could not be the French because, at least it is basically a Caribbean problem. What has
on trade . . . . happened there on bananas, which has already

happened, is that if you look at the graphs of the
share of bananas in their income and the share ofQ313 Chairman: I only quoted them as an example.

Ms Page: No, the EU has to do it together, unless tourism in their income it has simply gone like that.
Tourism has replaced bananas. It is important toFrance left the EU, which would make reforming the

CAP easier but probably would have other remember that this is not just tourism in the sense of
beaches: it is conferences; it is cultural festivals; it isdisadvantages. I think that there is that risk, but it is

happening already. I think what is important is to an extremely innovative approach to tourism; and I
think they can do that. A few of the countries are alsokeep the negotiations going in Hong Kong. It is not

going to be possible to reach anything that looks like moving into things like ethanol, and that verges into
the second part of countries which will lose part ofa settlement or even what the Director General of the

WTO just called “two-thirds of the way to a their sugar industry but not all of it. That is Guyana,
Fiji, maybe Mauritius. They have a high-cost end,settlement” by Hong Kong. There are too many

unfinished things, even if we could settle agriculture but also a competitive cost end. They can diversify
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2 November 2005 Ms Sheila Page

present agreement. The whole agreement stands, theinto sugar-related things, like speciality sugars, like
fair trade sugar, so they can get a higher income per quotas in their simplest form stand, but if there are

any attempts to change them, someone will lookton of sugar. Then you have theACP countries which
will do very well out of the change in rules on access; twice at this, and if that someone is a lawyer he may

see something.because the least developed countries will be able to
increase their exports probably by more than they
will lose on the price cut. These are countries like Q319 Lord Haskins: As you probably heard me
Malawi, Zambia, which never had a sugar quota, and talking to Mrs Kinnock, the whole thing seems to be
a few of the other African countries. These are also very poorly prepared as we go towards Hong Kong.
the countries that are the most competitive There are two issues. There is obviously the price one
producers. There will be a shift within the ACP of we discussed, but the other one is the compensation
sugar from the Caribbean towards Africa, but you of the funds available. How can we have a settlement
have to look very closely at each country to get an at Hong Kong without there being some
answer to your question, but, yes, there probably are understanding of the level of compensation that is
sixteen diVerent answers to it. available? Will that have to be discussed in Hong

Kong?
Q316 Lord Christopher: I know you broadly agree Ms Page:Yes, it has to be. The Commission in its so-
with the ACP view about the Protocol and so on, but called Action Plan for Sugar, which Mrs Kinnock
do you think that it would stand up to a legal pointed out means compensation in English,
challenge if one arose? provided a number only for the very first year of
Ms Page: The Protocol itself? compensation—that is the 40 million euros—and it
Chairman: And I suppose the Cotonou agreement said that this number was relatively small because it
as well. was going to be paid in the year before the eVects

started to happen, so it was sort of an advance
payment; but, as far as I know, they have made noQ317 Lord Christopher: Yes.
revelation at all of what the number is going to beMs Page: The Cotonou agreement as it stands, yes,
once there actually is an eVect, and I cannot see anybecause so far the Cotonou agreement has covered
government being prepared to sign up to a deal on thetariVs and the duty-free sides of it expire in 2008, so
basis of, “We will give you something but we do notit is safe from that point of view. As to the Sugar
know what it is yet.” The parallel deal for EuropeanProtocol, I am not a lawyer, I cannot answer in detail.
farmers is very specific about exactly what they willI think there are a lot of other pieces of it that
get, and the farmers may not like what they are goingprobably could be challenged, and, given the success
to get and may renegotiate that but at least they haveof Brazil in challenging one application of it, others
numbers to deal with. To oVer something, but we docould be.
not know what, is useless, and it is not just on sugar,
but on all of the other things which will happen atQ318 Chairman: Would you like to amplify the
Hong Kong where compensation will need to beBrazil point, because I do not think we know very
paid, and the developed countries in general, not justmuch about it?
the EU, are going to have to come up with a veryMsPage:Brazil took a case, which it won, against the
specific fund with real numbers in it because,way in which the EU was exporting some of its sugar
otherwise, there is a large number of countries withsurplus. Under the last WTO agreement it has the
no incentive to sign.right to export some of its production but not to

export that part of its production which is based on
imports from the ACP country and so-called C- Q320 Lord Haskins: The Commissioner told us the

compensation that she thought was necessary, butsugar. If you have the rest of the afternoon we can go
into the details of C-sugar, but basically it was her argument was that you can compensate

European farmers out of the Common Agriculturalexporting types of sugar, subsidising exports of sugar
in a way that was not allowed under the WTO Policy, but you cannot compensate these and it

would have to go to the Development Fund. As longagreement, whereas there are certain types of
subsidies on exports of sugar which are allowed as there is an argument about the budget itself, it is

very diYcult to see how a figure is going to beunder the WTO agreement. It lost that case. There
are other things which it does which are borderline, produced from Hong Kong.

Ms Page: It is diYcult, but this is the problem everyone of which being the way it is treating the least
developed countries’ sugar imports, and certainly country has in negotiating with other countries. It

has its own legal constraints on what it can oVer andany variant of that could be challenged. The way in
which it is reforming its own sugar regime obviously when, but in the end what the EU’s internal

diYculties are in setting the budget number reallyhas not been approved by the WTO because it was
not envisaged in 1995 when the WTO adopted its make very little diVerence to the other 140 members



3209774003 Page Type [E] 06-12-05 20:21:42 Pag Table: LOENEW PPSysB Unit: PAG4

180 too much or too little? changes to the sugar regime: evidence

2 November 2005 Ms Sheila Page

Q328 Lord Sewel: The next bit is not just on theof the WTO. Every country has this sort of problem
and every country has to solve it. I think it would not figure, but on the capacity of DG Development
be diYcult for theCommission to say that its estimate actually to see through the process of basic
of the number required is whatever it may be, and our development gain in this area.
estimate was $500 million— Ms Page: I think it is important to treat these funds

as something quite diVerent from development aid,
first, because they should not come out of theQ321 Chairman: Over what period?
development budget, they are really to get the EUMs Page: A declining amount. The idea would be to
and these countries oV the hook, which has to dowithpay countries the full amount for a few years, but for
trade and it is not to help development as such, butit to taper oV as they adjust. The idea would be to use
also it is to replace the income these countries havethe money either to make their sugar industries more
had from sugar. There was never any question of DGeYcient, if that is possible, or to diversify into
Development managing the profits of sugarsomething else, if that was the logical thing, but not
companies in the Caribbean or in Mauritius or Fiji,to provide countries with an income for ever.
which are the most eVective countries, so one
approach would be to say, “This is the amount thatQ322 Lord Sewel: That $500 million, what
Guyana is going to lose from the reform. We will, incalculation is that?
consultation with the Guyana Government, give it toMs Page: I think I sent the papers in as an appendix.
the Guyana Government or, through the GuyanaIt is an arbitrary number just like any other number
Government, to the companies aVected, whetheryou will hear in the negotiations. It was our best
sugar companies or new companies”, and it would beestimate of what the first Commission proposal,
very much seen as something for the Guyanawhichwas a two or three per cent larger price cut than
Government or the other governments to allocate forthe current one, would produce in terms of negative
themselves. It would not be as aid because it is noteVects on ACP countries on sugar.
replacing aid, it is replacing income which went
to Guyanese, Mauritian, whatever, companies

Q323 Lord Sewel: I was just wondering if the completely independent of the aid budget in the past,
calculation has been done that takes the approach to so it should not be confused with aid funds; it should
contents, the figure that is produced by the approach not go to general aid purposes, but it should go very
which has been used for European beet farmers and specifically to helping put Guyana into a position
whether that figure has been translated to the where it can get equal or greater export value from
Caribbean. something else.
Ms Page: It was that type of approach.

Q324 Lord Sewel: It is that type of calculation?
Q329 Earl Peel: Before I ask my main question,Ms Page: The details are diVerent because the
perhaps I could just develop something you have justarrangements are diVerent.
said, that where it is the Guyana Government in
question, you envisage money being given to the

Q325 Lord Sewel: Is that getting a degree of equity GuyanaGovernment by the EU, but presumably any
of treatment? scheme that the GuyanaGovernment might come up
Ms Page: As I say, you would not expect, just as you with would have to be approved by the EU
do not with the European farmers, to pay this for Commission that in fact we were getting value for
ever. It would be to give countries a time to adjust money?
and the funds to adjust. Ms Page: I suspect from an accountability point of

view yes. I would see this approval as being much less
Q326 Lord Sewel: And that is $500 million? tight and much less diYcult to obtain than, say, for a
Ms Page: Roughly. normal aid budget because in a sense it is money

which is replacingmoneywhichwas going toGuyana
already, it is not new money, so yes, of course. ItQ327 Chairman: But, as we have heard, there is no
would be unfortunate if the GuyanaGovernment feltprecise earmarking of this fund anywhere in the EU
that there was a risk that it would not get the moneybudget at the moment and there is not an EU budget
at all because it put up plans which were not the onescommitted.
which the EU wanted. It should be quite clear thatMs Page:No, but the fact that there is no EU budget
this is money available to the Guyana Governmentgoes beyond the fund for sugar, while the fact that the
subject to agreement on how to spend it, not that itCommission has not put out its own calculations and
is money that is being oVered to the Guyanasaid, “This is what we will be suggesting for the

budget” is something that they could change. Government if they perform.
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the capacity of the sugar companies is actuallyQ330 Earl Peel: Just going back to this question of
the timescale, you talked about a figure of $500 fairly high. They are eYcient, multinational

companies across several countries and they aremillion a year, but I do not think you gave an
indication of how long that should be maintained already, without being too open about it,

restructuring to, be better able to meet the newbefore the tapering process came into being.Would
you like to elaborate on that? rules and where they think the access is going to be.

That is true of southern Africa. InMauritius I haveMs Page: The EU’s proposal was for eight years of
support. The EU clothing industry has absolutely no worries about the capacity of the

companies; they have already used the existingdemonstrated that even ten years’ transition from
theMulti-Fibre Arrangement was not enough for it profits to diversify and they will use anything they

can extract out of the EU to continue to diversify.to adjust. I would have thought that in equity the
minimum the EU could oVer would be something There are some countries where one could be more

doubtful and I think that one simply has to acceptlike ten years. It is probably for negotiation how
quickly it tapers. They would certainly need two or that they have not spent the sugar money in the

most eVective way and they will not spend thethree years at the full amount and then going down
from there, just looking at the cycle of how sugar is compensation money in the most eVective way, but

at least we will putting a ten-year end to theproduced and how the things which might replace
it would be produced. I think that that is an area problem. That is a slightly pessimistic view of

things, but I think we will not be making matterswhere it partly depends on the size of the cut we end
up with as to how quickly it is. worse by giving them money in a diVerent way and

those countries which can use it will be able to use
it eVectively. That includes, I think, some of theQ331 Earl Peel: We have talked about the action
poorest countries involved and, as I say, in theplans and the lack of decision-making processes in
southern African countries it will be usedplace, so presumably you would recommend some
eVectively by the companies.form of interim measures until the action plans

were finalised. Could you just give us some
thoughts as to how that might take eVect? Q333 Lord Haskins: Just following the point that

you made a few minutes earlier about the fact thatMs Page: Well, my understanding is that this was
the original idea of what the 40 million was for, to it would not cost any more, surely the point is that

in these reforms the consumer will be paying lessget some thinking and minor action happening
before the problem actually hit countries. As far as for the sugar, so it will have to come from the

taxpayer, it will be transferred to them. That isI know, nothing has been done on that, either,
partly because there has been a slightly unfortunate where it gets lost when it is a consumer subsidy, but

once it is the taxpayer, people can see it.tendency to say, “40 million is a very small number,
so we will not even talk about it”. I think it would Ms Page: Yes, that is a diYculty and that is why I

think it is important to start having some realbe better to say, “Yes, here’s how we’re going to
spend the 40 million. Now that we’ve shown how numbers on the table because the sorts of numbers

that we are talking about are not big numbers eventhat is spent, let’s look at the next amount”. The
details are exactly the things you were asking in the context of aid programmes and they are

certainly not big numbers in the context of theabout: how the Government should produce its
plans, not what the plans are; and what should be European budget. As long as there are no numbers,

people can imagine that it will be somethingthe administrative way of dealing with the larger
amounts of money; identifying which countries are terribly high and the Caribbeans can imagine that

it will be something pitifully low, so that actuallygoing to need complete restructuring and which are
the countries who may want to give the money to may help.
the sugar producers to become more eYcient. This
sort of thing you can do. Q334 Lord Lewis of Newnham: This is really a

point I think Lord Haskins has been talking about
earlier, but you made a statement that it is ten yearsQ332 Baroness Miller of Chilthorne Domer: My

question follows on from that really. What is the and then that was it, but that does imply of course
that any future changes, and I think it is inevitableactual capacity, do you think, in those countries to

do exactly the sort of work you were describing? there are going to be some, have got to be thought
into the actual programme now. How do you feelObviously it varies, but could you give us a feeling

from perhaps high capacity to low capacity and that position is going to be taken up?
Ms Page: I think the programme should be basedwhat problems you foresee?

Ms Page: It is very diYcult to do that because it on the assumption that certainly by the end of the
ten-year period and probably sooner, the presentpartly depends on how you then allocate the

money. I say that because in some of the countries EU regime will have ended, that the EU sugar price
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either in the ACP countries or in Europe to give anywill be close to the world price and the world price
itself will be higher than it is now. I think you would indication that this is the final cut. The timing of

the next cut we do not know, the timing of this cuthave to build that assumption in. It might not come
out exactly that way of course, but I think that it we do not know exactly, but that over roughly ten

years this will happen is inevitable, unless the entirewould be foolish to assume that this would be the
last reform that is needed in the sugar policy. world trading system falls apart and even then it

probably is inevitable because the pressure on the
EU economy of a chaotic world trade systemwouldQ335 Chairman: Can we now move on to the
probably put pressure on the EU budget as well.Everything But Arms Agreement. We note that
Therefore, I think it is important not to take theeven after the reform, the EU internal price is
DG Agriculture point of view that this is a tradeexpected to be twice the level in the world market
concession. From the point of view of the other 135and this obviously depends upon the level of
members of the WTO, it is a long-overdue step inimports, including preferential imports into the
more or less the right direction.EU. I know it is a long way ahead, but do you

expect there to be increases in imports to flow from
the EBA commitments after 2009 when the Q339 Lord Sewel: So you do not agree with Mrs
Everything But Arms Agreement comes into force? Kinnock’s final position which was moderated
Ms Page:Yes, I think so, because the countries that price cuts with quota reductions?
are aVected by it are some of the eYcient sugar Ms Page: I do not think it is a realistic one. I think
producers of the ACP countries and the ones who that the EU is going to have great diYculty sticking
did not have quotas or had small quotas in the past to just its present proposal.
and I think that they can increase their exports to
the EU. They could move some of their exports Q340 Chairman: I would say that actually what
which are currently going to the neighbours into you have just said is exactly what Commissioner
the EU market, but, much more important, they Fischer Boel said to us, that you have to have one
are thinking of increasing their production of sugar big step to get the problem behind you, otherwise
and, unlike some parts of Europe, they are actually you will go on all the time, saying, “This is one step
fairly suited to producing sugar. in the direction, but we have got to do more”. I

think, having just taken over the brief, there is a
Q336 Chairman: So, in that context, you would very strong wish, and although it is unpleasant, it
hope that the Doha Round really did lead to has got to be done once and then slowly the
further increases in market access and also lower problem will disappear. I think, by and large, you
internal prices? would agree with that.
Ms Page: Yes. Ms Page: I would agree with that. The problem
Chairman: We will have to wait to see what with postponing it is that as long as the sugar price
happens. is what it is now or what it will be after the sugar

reforms, you will have people moving into sugar.
You will have new farmers coming along and youQ337 Baroness Miller of Chilthorne Domer: Do
will have people in the sugar industry investing toyou think the price cuts suggested by the
continue in sugar under false pretences, if you like.Commission are justified then?
They are wasting their own money if the system isMs Page: I think they are too small. One must be
reformed and they are wasting all of our money ifquite clear, that the EU—
they do not reform the system. Simply creating new
distortions in order to avoid getting rid of theQ338 Baroness Miller of Chilthorne Domer: You
current distortions, at least to an economist, doescan hear the sound of our jaws hitting the desk
not sound very practical.because it is probably the opposite of what most

people have said!
Ms Page: Sugar is at the moment produced in all Q341 Lord Christopher: What do you think

Australia and Brazil will do? They brought the casebut three EU countries and it is diYcult really to
believe that producing sugar in countries like in the first place.

Ms Page: Australia, Brazil and Thailand broughtFinland is a sensible way to be running an
economy. It is also in fact diYcult to believe that the case. They are among the most eYcient

producers, or probably more so Brazil andproducing sugar on some very high-cost islands in
the Caribbean is a sensible way to be running an Thailand than Australia are among the most

eYcient producers. They could export and replaceeconomy. We cannot cut the price overnight to the
world price, but I think that we must be absolutely the smaller ACP countries’ production without

hardly noticing it. They will certainly be watchingclear that that is the path that is being followed,
and I think it really does no favours to farmers very carefully, as I said earlier,
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Ms Page: If there is anything else we can send you,to see whether there is anything else they can nibble
at around the edges of the current sugar regime, please let me know.

Chairman: That is very kind of you. We will moveand not just the sugar regime.
with some speed because we hope to get out a
report in time for Hong Kong so that at least ourQ342 Chairman: Well, thank you very much

indeed. We greatly appreciate your coming to give negotiators will know our views there and it is very
helpful to have your views this morning. Thankus your views this morning and your written

evidence. We are very grateful. you very much.



3209774004 Page Type [E] 06-12-05 20:21:42 Pag Table: LOENEW PPSysB Unit: PAG4

184 too much or too little? changes to the sugar regime: evidence
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Present Cameron of Dillington, L Plumb, L
Christopher, L Renton of Mount Harry, L (Chairman)

Examination of Witnesses

Witnesses: Mr Gareth Thomas, a Member of the House of Commons, Parliamentary Under-Secretary of
State, Mr Carlton Evans and Mr Tim Green, Department for International Development examined.

Q343 Chairman: Thank you so much for coming. package to help those countries that are aVected is
going to be key.We are on the Web, so our remarks will be recorded;

whether they will be used on the website or not, Chairman: We will come on to that shortly. If you
would like to go now, we will go back into privateobviously we do not know. Would you like to make

any introductory statement and tell us about your session and wait for the Minister to return.
two colleagues who are with you?

The Committee suspended from 4.12 p.m. to 4.20 p.m.Mr Thomas: Given there is going to be a vote I will
for a division in the House of Commons.not make an introductory comment other than to say

Carlton Evans onmy left and TimGreen onmy right
Q346 Chairman:WhichACP countries do you thinkare oYcials in the International TradeDepartment of
will be impacted upon most and least by the reforms?my Department.
Mr Thomas: The truth is that it is not 100 per cent
clear. We funded some consultants to do some work

Q344 Chairman:We are practically at the end of our earlier this year and once the proposal came out in
interviews on this inquiry. June we asked them to go back and have a look at
Mr Thomas: Does that mean you have already their analysis, which I think you may well have seen.
decided what you are going to say by way of Essentially, that makes a number of assumptions and
conclusions? this is part of the diYculty in being clear which

countries are going to be hit hardest and which
countries will do well. The two key assumptions areQ345 Chairman:No, we are extremely open-minded
whether the industry adjustment plans that arepeople, but we are hoping to give a preliminary letter
currently being worked on are implemented and,in time for the agricultural ministers’ meeting in mid-
secondly, whether or not duty free and quota freeNovember, and to get out our full report in time for
access is granted in the way that we are pushing forHong Kong in mid-December. That is why we are
under eEconomic PartnershipAgreements.We knowworking to a very tight timetable, and we have got
that Mauritius, for example, has the largest quota atour final witnesses next week—we have got
the moment, it has no spare arable land forrepresentatives from Guyana, Brazil and Australia
expansion, so we would expect that to be quite hardcoming to talk to us. I would very much like to
hit in terms of revenue on the basis of the analysisstart—you know the proposals well—ACP countries
that has been done by consultants. Guyana, Jamaica,have told us that they thought they were too soon,
Fiji and Swaziland all have large quotas thattoo quick and too deep; some others on the other side
potentially will be aVected; the consultants’ workhave told us they thought theywere not large enough,
also suggests that sub-Saharan African countries willthey were too slight and too late. What would your
be better oV because they will have increased accessview be of the Commission’s proposals?
to the EU market and that will compensate for anyMrThomas:This is a reform that has beenmoving for
reduction in price—Tanzania, Zambia and Malawia long time. There have been a number of very strong
we think will be in that category. That is on the basissignals that serious reform of the sugar regime is
of the work that the consultants have done, with agoing to be necessary and there have been signs that
number of assumptions written into that work. It isa number of countries have already taken the
not our oYcial line, it just happens to be the workdecision to withdraw from the sugar industry: one
that has been commissioned.thinks of St Kitts and Nevis and Barbados, for

example. I recognise that there is going to be and
there is considerable concern among particularly the Q347 Lord Cameron of Dillington: On the ACP

countries, obviously, as you have hinted, they arebig five of the Sugar Protocol countries about the
reforms. I do think we are right to go ahead with the going to be divided into those who can probably

economically carry on producing sugar, with a bit ofcut now, rather than trying to extend it over a much
longer period, which has been another suggestion. rationalisation, those who have already given up and

are likely to give up as a result of the proposals, andClearly, getting right the transitional assistance
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Mr Thomas: That is true, but at the same time youprobably a middle lot who maybe should give up,
bearing in mind that these reforms in a decade time cannot make judgments about how much money is

going to be necessary until we see the transitionalmay need to be revised and looked at again in terms
of greater trade liberality in the WTO. Have you assistance plans that are being worked on by

countries with EC delegations, and in the case of thelooked at what other diversification opportunities
there are in those countries, and what sort of aid Caribbean with some of our people too.
packages would those countries need to diversify and
regenerate their economies. Q350 Lord Cameron of Dillington: It is a bidding
Mr Thomas: I apologise for appearing not to answer process, is it?
your question directly, but it is very diYcult to make Mr Thomas: I hope it is not strictly a bidding process
broad generalisations. Where we have focused a lot in that we make sure that the Commission in a sense
of time and attention has been on the Caribbean takes a broad look at the plans that are being
where we have co-funded alongside the Commission developed and makes an assessment about need.
some work to try to make sure that the Caribbean
countries are preparing their transitional assistance Q351 Lord Cameron of Dillington: I accept that, yes.
plans in a speedy and timely way to be able to take Mr Thomas: But until we have seen the actual plans
advantage of the transitional assistance funding that and how much money is actually required, it is going
is available. Inevitably, each country’s solutions to to be diYcult to reach concrete conclusions about
how they deal with the sugar regime will be diVerent: size of money.
somewill, as you say, want tomove completely out of
sugar, somewill want to try and rationalise andmake Q352 Lord Plumb: You mentioned Guyana; we
much more eYcient their sugar industries and some, heard this morning that a new sugar factory is being
because of the space they have got, potentially can built in Guyana at themoment and it is being built by
move into co-generation, for example, be it ethanol, the Chinese. I wonder whether Chinese money is
be it molasses for rum production. Other countries, going into it or whether it is just a Chinese
we know, are thinking about trying to generate more construction company. There must be some
investment in terms of financial services or tourism, confidence there somewhere to build a new sugar
or as medical training hubs. Each country will come factory.
up with diVerent solutions and until we actually see Mr Thomas: Countries can and are already taking
the final transitional assistance plans that are being measures either to invest in making industries more
provided we, and indeed the Commission, will not be eVective, as clearly the Guyanese are doing, or begin
able to take a final judgment about the quality of the diversification processes as St Kitts and Barbados
those plans. One rider to that is that, in a sense, to try have done. There is nothing to stop, in a sense, the
and learn the lessons from bananas. TheCommission work going on before transitional plans are being
is very clear that any continuing support to sugar agreed and put down.
industries needs to demonstrate that there are serious
and sustainable prospects for that sugar industry Q353 Lord Plumb: But this is outside commercial
over the medium and longer term in a particular money that is being invested.
country if assistance is going to continue to be Mr Thomas: Yes, and there is nothing to stop
provided to help that sugar industry survive. governments from investing some of their own

resources.

Q348 Lord Cameron of Dillington: Do you see the
Q354 Lord Plumb: I am just interested that this isƒ40 million being purely to facilitate the action plan
something that people have got their eyes on and theyprocess, with more money to follow?
do not do it for love, they are doing it because theyMr Thomas: The ƒ40 million that is being talked
must see it as a commercial business.about at themoment is just for 2006 and the intention
Mr Thomas: If the Chinese are doing that in Guyanais that there will be further support into the next
one would hope that that would give some confidencefinancial perspective, so through to 2013, but there
to people in Guyana that there is a future for thehas not as yet been a decision taken on how much
industry, and one would hope that the transitionalmoney there will be for 2007 to 2013, for all the
assistance plan can provide support forreasons that you will be familiar with.
rationalisation of the industry so that it can be made
eVective. In the end it has got to be for the

Q349 Lord Cameron of Dillington: But you accept Commission to take a judgment with the Guyanese
that if you are going to diversify and reinvest in government about whether there is genuinely a
diVerent businesses you are going to need some pretty sustainable long term industry for sugar inGuyana—
firm signals as to how much the extra money is going I am not going to be in a position to do that. What we

are trying to do in the Caribbean is to facilitateto be.
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right that we give transitional assistance to Sugarconversations between the EC delegations and the
governments in the Caribbean that need support so Protocol countries and not to those countries that do

not have large exports currently to the EU. There isthat they have got timely, eVective and appropriate
plans ready to put to the Commission, for the another issue around how you help other developing

countries to trade; part of it is about getting fairerCommission then to match the funding alongside it.
trade, but part of it is also about oVering aid to
develop the ability to trade. At Gleneagles, back inQ355 Chairman: Let us move on to the issue of
June/July, an Aid for Trade package is somethingfunding and implementation a bit more. Just as a
that we were pushing extremely hard. We have hadstarter, I note that the ACP countries have described
further discussions with the World Bank about anthe proposed funding as “virtual” funding, which
Aid for Trade package and it is one of the things thatgives the impression that they do not really know
we are very keen to be oVering in the run-up to Hongwhere it is going to come from within the
Kong to help, again, encourage developing countriesCommission, but it is a nice description. Do you
have confidence that they are going to havethink that, for example, DGDevelopment is going to
continuing support after HongKong to develop theirbe suYciently robust at getting over the money and
ability to trade. That is diVerent from the Sugarthen in using it properly?
Protocol countries where there is a specific need.Mr Thomas:DGDevelopment has learned a number
Chairman: Lord Plumb.of lessons from how the assistance that is provided

for the banana industries, in particular in the
Caribbean, for example, worked and operated and
there is a considerable frustration about the slow
disbursement of the funds there. I do have confidence
that they have learned those lessons and will try to Q357 Lord Plumb: I wonder if you could say a little
speed up assistance. There were a number of things more about who pays. We have DFID here, very
wrongwith the way assistancewas oVered to bananas eVective in what it does by way of help for developing
and there was a change in the nature of the assistance countries; there is the European Union budget; each
that was oVered under bananas, and I think those country has another DFID and there is often
lessons have been learned. One of the reasons why we confusion about whether the European Union is
wanted to work with the Commission and have paying for this or whether this is part national
provided additional resources was to try and make funding, or how this is combined. I do speak from a
sure that there is not any slow speed by EC bit of experience, I was chairman of the joint
Delegations in helping the Caribbean countries, so assembly between Europe and all the ACP countries
we have provided some £200,000 to facilitate both beforeGlenysKinnock; I know the confusion that we
consultant support to the key Caribbean countries had then and it seems to have continued and, if I may
and to pull all those Caribbean countries together in say so, got worse since then. It would be very helpful,
a workshop in March, in Trinidad, to help expedite My Lord Chairman, if we could have this clarified a
the process of getting transitional assistance plans little bit as to who actually does the paying at the end
underway. of the day, knowing of course that there is no budget
Chairman: Lord Cameron, do you want to develop line agreed yet in the European Union for this
this point? expenditure.

Mr Thomas: You are right, there is not as yet
agreement for the ƒ40 million for 2006, and we areQ356 Lord Cameron of Dillington: We have been
obviously pushing very hard to get agreement for thetalking about ACP countries, I was just wondering
ƒ40 million for 2006 and once we have got thehow you saw the non-Sugar Protocol countries being
transitional assistance plans before us we will beaVected by this reform and whether we ought to be
pushing very hard for the Commission to be makingconcerned about what might go on or what help they
a judgment about how much financial assistance ismight need, or whether they need any help at all.
necessary for the period 2007 to 2013. We are veryMr Thomas: For non-Sugar Protocol countries we
clear that prime responsibility for the transitionalare in a slightly diVerent situation in terms of the need
assistance money needs to come from the EC. In aand the merit of transitional assistance, in that
sense, the small amount of funding that we havealthough they are hoping and expecting access under
provided in the Caribbean was simply to make surethe Everything But Arms agreement, most of them
that there were no capacity constraints aVecting thehave not got access at the moment. So although they
EC Delegation’s ability, or the Caribbeanwere expecting to have, perhaps, a better price for the
governments’ ability to work together. The bulk ofsugar they are going to export or they will be in a
the money for transitional assistance must come,position to export to the EU, they are not there at the
absolutely, from the EC and we are very focused onmoment, and given the scale of the shock for many

sugar industries in the Sugar Protocol countries, it is that.
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Mr Thomas: I see it as being transitional assistance toQ358 Lord Plumb: Does this mean that you may
have to increase the contribution of each of the help either diversification out of sugar, to help sugar

industries become more eYcient or for broadernations into the EC budget to cover this increased
expenditure, because it is increased expenditure? adaptation needs in terms of retraining, redundancy-

style costs. That is what we would see the moneyMr Thomas: There has been no discussion of that
going on.whatsoever. We believe that the ƒ40 million that is
Lord Cameron of Dillington: The figure really shouldbeing talked about at the moment will come from the
be based on future needs rather than past profits; thatExternal Relations budget under the current
was really what my question was about.Financial Perspective, and that for 2007 to 2013 it

will come out of the Development Co-operation and
Economic Co-operation Instrument. As I say, Q361 Chairman: Are you optimistic?
amounts have not been talked about, we have to get Mr Thomas: I am always optimistic.
the EU budget for 2007-2013 agreed first, and then
we can start talking about specific issues such as how Q362 Chairman: Particularly about the Sugar
much money is allocated over the next period. Protocol.

Mr Thomas: About the Sugar Protocol. I am
optimistic, we see other countries making diYcultQ359 Lord Plumb: My Lord Chairman, the ACP
decisions about the future of their industries and Icountries are telling us that this amount is totally
know it is hugely sensitive and hugely important in ainadequate.
number of the Sugar Protocol countries, and thereMr Thomas: If there were just ƒ40 million from 2006
are going to be some very diYcult decisions and it isthrough to 2013 they would be absolutely right, but
very tough, given the historical significance of thethat is not going to stay the situation andwe are going
sugar industry to make those judgments. We do haveto be lobbying very hard for the needs of those Sugar
country oYces in a number of the countries that areProtocol countries that have been aVected. We do
going to be very closely aVected, so we as aneed to see the transitional assistance plans in order
department and as a government are going to be veryto make a clear judgment about how much money is
closely watching the situation; that is why we havegoing to be necessary; there have been a number of
provided support in the way that we have done,estimates about howmuchmoney it will take and our
particularly to the Caribbean Delegations, and it issense is that there is potentially an impact of some
why we have been pushing as hard as we have for a

ƒ500 million per year on the ACP aVected countries.
proper transitional assistance package.If you work on the same basis as the support that is

going to be provided to EU farmers to adjust, where
Q363 Lord Christopher: Thank you, My Lordsome 60 per cent of the costs will be provided, that
Chairman. While you were talking I was thinkingwould suggest a figure of about ƒ300 million being
about those countries where you may well assist innecessary. Other estimates have suggested lower
making their sugar industry more eYcient, which infigures being necessary, but until we see the
a sense will be sad if within a decade, as it were, thetransitional assistance plans we are not going to be
thing collapses simply because the sugar marketable to take a clear judgment as the UK government
changes. Inmymind is Brazil, Brazil is already a hugeas to what we think we should be lobbying for and
supplier of sugar cane and their labour relationsarguing for. On the specific question of isƒ40million
situation is appalling, as I am sure you know.Do youenough for 2006, it is very clear that we argued for a
have a view on this; how far can one exercise any sorthigher figure initially, we argued for over ƒ100
of sanction whatever on a country that eVectivelymillion to bemade available; you have to set out your
overturns any concept of a level playing field bystall and push hard. It has taken longer to agree the
relying upon the lowest paid labour almost in thetransitional assistance plans, so there will be a
world?problem, I think, dispersing money until towards the
Mr Thomas: In a sense there is a link here into theend of 2006, but if we can get the ƒ40 million figure
Doha development round. There are, at the moment,agreed, it is actually a good starting point but, quite
very high tariVs on Brazilian sugar, those tariVs willclearly, more money is going to be needed beyond
remain and it is very clear that Brazil will push hard2006.
for reductions in those tariVs in the Doha
development round, and we will have to see how

Q360 Lord Cameron of Dillington: If I could just those negotiations are concluded. There is the idea
follow up on that, you mentioned the ƒ500 million, for the first time being touted in these negotiations of
which I think is the figure for the losses they are going a sensitive product: where an industry is hugely
to incur. My question really is do you see the future important to a particular country, for a small
funding as being compensation funding, or do you percentage of products it can be protected. One does

not know whether the idea of a sensitive product issee it as being development aid?
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developing countries being able to argue andgoing to be accepted within the Doha development
negotiate collectively gives them a much strongerround, that is one of the things that is up for
position in the negotiations than they would have innegotiation, but everybody is very conscious of the
a series of bilateral negotiations. I am very clear,situation that you mention and will be watching it
therefore, that to get a good outcome from theWTOextremely closely. I have no doubt that the Sugar
talks in Hong Kong is hugely important forProtocol countries and indeed those other countries
developing countries and it would be extremely badthat are hoping to benefit from the sugar regime
news if a deal could not be achieved, not least becausechange will be watching what happens extremely
of the US Presidential mandate running out by theclosely in the Doha development round negotiations.
end of 2006.3 Hong Kong is hugely important,
therefore, and the signals that we send as theQ364 Chairman: Perhaps we could talk a bit more
European Community around sugar are obviouslyabout the Doha round. Do you think that it is likely
important in terms of giving confidence to developingin due course really to lead to further increases in
countries, in particular the Sugar Protocol countries,market access and lower internal prices?
that their needs are being taken seriously. I hope thatMr Thomas: Again, I apologise, it is diYcult to tell.
by the work that we have been doing, pushing for
transitional assistance, they do have confidence that

Q365 Chairman: That is fair enough, it is diYcult their interests have not been forgotten, are being
to tell. pushed and are being supported. Similarly, I hope
Mr Thomas:We will have to see what happens in the that the Aid for Trade package that we have been
negotiations and undoubtedly the tariVs for sugar are working on, separate and distinct from any issues
very high and countries are pushing for a reduction around sugar, again will give confidence to
in those tariVs. This is where the idea of the sensitive developing countries, be they sugar exporters or not,
product has come in, to try and protect countries that their needs are being taken on board. That, plus
from being completely swept aside by, as Lord the work we have done on special and diVerential
Christopher said, other countries’ industries which treatment on sensitive products et cetera I hope will
are much more competitive and which could export give confidence to developing countries genuinely
sugar and, in a sense, push countries completely out that their interests are being protected and they are
of the market. There is that potential idea to prevent better oV working hard with us to get a good deal in
that situation taking place, equally some countries, Hong Kong.
Brazil being one, are pushing very hard for further

Q367 Chairman: Thank you very much for findingreductions in tariVs and much greater market access
the time for us in between divisions, we appreciate it.as a result.
Are you going to Hong Kong?
Mr Thomas: The Department will be represented; IQ366 Chairman:Do you think there is a real danger
am expecting—unless he has been moved—Hilarythat if this cannot be resolved over the next few
Benn to be going to Hong Kong.months, starting with Doha—and the European
Chairman: We hope very much that it will be aParliament are not proposing now to tackle this at
successful negotiation and that wemay see the end ofleast until January of next year, maybe later—there is
the Sugar Protocol pretty soon. Thank you verya danger of countries doing bilateral agreements
much indeed.outside of WTO?

Mr Thomas: To get a deal in the WTO round is
3 It should be noted that USTrade Promotion Authority allowingundoubtedly the best scenario for developing Presidential fast-track trade negotiating authority will expire in
mid-2007.countries. The blocks that have developed of
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WEDNESDAY 9 NOVEMBER 2005

Present Cameron of Dillington, L Peel, E
Christopher, L Plumb, L
Haskins, L Renton of Mount Harry, L (Chairman)
Lewis of Newnham, L Sewel, L
Livsey of Talgarth, L

Memorandum by the Guyana High Commission and the Guyana Sugar Corporation (Guysuco)

1. This evidence is submitted with a view to addressing the specific questions on the implications of the
European Commission’s reform proposals for African, Caribbean, Pacific (ACP) countries and on the
adequacy of the measures proposed by the Commission to assist aVected countries. This submission will of
necessity analyse key aspects of the Commission’s proposals and will focus on how the state-owned Guysuco
and Guyana as a whole will be aVected.

Implications of the Proposals for the Sugar Industry, National Income, Environment and Social

Well-being of Guyana

2. Guyana is a small, vulnerable, developing country, with a population of 750,000. Whilst Guyana is not
categorised by the United Nations as a Least Developed Country (LDC), it is one of the poorest countries in
Latin America and the Caribbean, with a total Gross Domestic Product (GDP) in 2004 of US$790million and
a per capita GDP of just over US$1,000. Average annual GDP growth from 1994 to 2004 was 1.9 per cent. In
addition, Guyana is oYcially classified as a Heavily Indebted Poor Country (HIPC).

3. The EU-ACP Sugar Protocol has been a pillar of EU-Guyana trade relations for the past 30 years and
Guyana, like other ACP Protocol beneficiaries, has benefited from access to a stable, preferential market.
Guyana sells over 50 per cent of its current sugar output to the EUunder the Sugar Protocol. Sugar is therefore
one of themainstays ofGuyana’s economy, accounting for 18 per cent of total GDP, 57 per cent of agricultural
GDP and 30 per cent of export earnings.

4. InGuyana, the contribution of Guysuco to the national socio-economic fabric is incalculable and goes well
beyond GDP indicators, in that the sugar industry represents a truly multifunctional economic activity.

5. The sugar industry, directly and indirectly, employs 35,000 people and by extension impacts upon the
livelihoods of some 175,000 employees and their dependants. In other words, almost a quarter of Guyana’s
population depends on the existence of the industry.

6. Guysuco provides health, education/training, social, community and sport services in rural districts. It also
provides drainage and irrigation services, which facilitate other agricultural activities. There is, moreover,
secondary business development around sugar estates. Sugar thus plays a vital role in maintaining rural
stability and reducing migratory pressure on urban areas.

7. Sugar cultivation, which has been carried out for over 300 years, plays amajor role in soil conservation and
water management. The sugar cane is environmentally friendly, prevents soil erosion and is a source of
renewable green/clean energy. The sugar cane has also been proven over time to be the most resilient plant to
natural disasters, such as the floods that so badly aVected Guyana in January 2005. It has, moreover, been
proven to be the most economically feasible plant for large-scale cultivation onGuyana’s fertile, coastal plain.

8. During the above-mentioned floods,Guysucowas a leading player in the response to the disaster, providing
much needed human resources and equipment to relieve the plight of over 400,000 persons aVected.

9. For Guysuco and Guyana, the most damaging element of the European Commission’s reform proposals
is the drastic 39 per cent cut in the EU guaranteed price for raw sugar, over four years, starting in 2006, which
will lead to an irreplaceable loss of foreign exchange earnings, estimated to be aroundƒ35million a year. This
equates to roughly 4 per cent of GDP. It is anticipated that two estates will be forced to close with a loss of
some 8,000 jobs.

10. The reverse multiplier eVect on the economywill be devastating. There will be macro-economic instability
and national development eVorts will be crippled. There will undoubtedly follow more unemployment and
urban migration, with a dramatic and fearful increase in poverty and crime, particularly narco-traYcking.



3209774005 Page Type [E] 06-12-05 20:21:42 Pag Table: LOENEW PPSysB Unit: PAG4

190 too much or too little? changes to the sugar regime: evidence

11. The environmental management provided by Guysuco will diminish and environmental degradation will
be another irreversible consequence.

12. The overall end result will be national destabilisation, with the knock-on eVect of heightened insecurity
in the Caribbean region.

13. The so-called reforms, as they stand, will only serve to deform Guyana’s sugar industry and devastate
Guyana’s fragile economy. They will also be counterproductive in terms of achieving the Millennium
Development Goals, to which Guyana, along with the rest of the ACP, the United Kingdom (UK) and the
EU, attaches the highest priority.

Analysing the Commission’s Proposal on the Price Cut

14. In a recent speech to the European Parliament Agriculture Committee, the EUAgriculture Commissioner
explained that the justification for the Commission’s radical proposals are three-fold: the desire to have the
new regime decided before the WTO Hong Kong summit; the need to respond to the WTO panel ruling on
EU export subsidies; and the risk of imports from the LDCs disrupting the internal EU market once duties
are completely removed under the Everything But Arms (EBA) Initiative.

15. We would like to have it noted that we cannot accept the Commission’s justification for the proposals for
the following reasons.

16. The Commission claims that it has to reduce production in order to bring exports down to the limits
agreed in the Uruguay Round Agreement on Agriculture and in accordance with the recent World Trade
Organisation (WTO) ruling against the EU, as a result of which the EU is required to reduce the volume of
its subsidised “C” sugar exports. However, Guyana and the ACP have not been responsible for any increase
in supply contributing to this problem, and therefore should not be asked to bear such a disproportionate and
inequitable share of the burden.

17. We understand that because of the Doha Round the EUmay have to cut import duties. It is claimed that
a price cut would be needed to accommodate this in order to avoid the EU market being swamped with
imported sugar. However, the price cut should clearly not be larger than is required by the outcome of the
Doha Round negotiations.

18. Price cuts of the magnitude proposed are not needed to bring about the required fall in EU production.
A decision on the extent and timing of the price cut could therefore be deferred until after the completion of
the Doha Round, and the Commission could use other mechanisms at its disposal, such as compulsory quota
cuts, to manage the market. It is unnecessary to rely solely on the price mechanism to achieve the desired end,
especially in view of its hugely disruptive eVects on the developing world.

19. The threat of EBA sugar imports into the EUhas been exaggerated to justify the unnecessarily brutal price
cut of 39 per cent. The total production of all LDCs is currently 2.83 million tonnes, most of which is required
to meet domestic demand. Indeed, recent studies have concluded that even with a 20 per cent reduction in the
EU price, many LDC producers would earn more from their domestic and regional markets once transport,
handling, ocean freight costs and marine insurance premium are taken into account.

20. In addition, the proposal to eliminate the adjustment aid currently paid to EU refiners is most unfair, as
it will result in an immediate price cut of 5 per cent for raw sugar, which the Commission expects the ACP
Protocol suppliers to bear. This budget saving will, in eVect, be used by the Commission to finance part of its
compensation package to beet growers. The cost of the adjustment aid should be borne not by the ACP but
by the EU Agriculture Budget. ACP countries are lobbying for this proposal to be amended to reverse the
imposition of the cut in raw sugar prices in the first year of the new regime.

21. Guyana and its ACP partners are proposing a managed market through a quota system and an adequate
level of price ensuring that EU production and ACP/LDC improved market access match the EU’s internal
consumption. In the latter respect, Guyana and other Sugar Protocol suppliers are seeking to benefit from
additional and accelerated access to the EU.

22. The price cut should be far less than the 39 per cent proposed, postponed to 2008 to allow ACP industries
a reasonable transition period, and evenly spread over a period of 8 years to take into consideration the normal
cycle of the sugar cane.
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The Commission’s Proposed “Compensation Package”

23. It should be noted that the Commission refuses to use the word “compensation” in relation to the ACP.

24. Under the present regime, revenue is provided to all producers through price support, whereas in the
proposed reform EU stakeholders in the beet sector will obtain their revenue through a combination of price
and direct payments. According to many commentators the decoupled payments will largely compensate the
price cut which those stakeholders will suVer. Guyana and other ACP cane sugar suppliers will, however,
suVer the price cut with no compensation, when our economies and industries will be aVected farmore severely
than European beet growers and processors.

25. This demonstrates the total lack of balance and equity in the Commission’s proposals, in that the ACP
as the most vulnerable stakeholders are to be treated far worse than other producers in the developed
countries—a case of special and diVerential treatment in reverse.

26. The Commission’s proposals also oVer compensation to the sugar cane farmers of the EU’s Outermost
Regions, which share many of the characteristics and constraints of the ACP Protocol countries, many of
whom are close neighbours. However, whilst the Commission acknowledges the development challenges faced
by these territories, it refuses to apply the same principles to the ACP.

27. In January 2005, the Commission presented its “Action Plan on Accompanying Measures”. Whilst
expressing laudable intentions, it is being viewed with increasing skepticism in the ACP, and among many
MEPs and themajor development NGOs, who are not encouraged by the failure of the Commission to deliver
timely and meaningful assistance to Caribbean banana producers following reform of the banana regime.

28. It has been suggested that a sum of ƒ40 million will be released in 2006. Quite apart from the incredibly
small amount to be spread among 18 countries, it is made worse by the fact that only ƒ20 million will be
available in 2006 and a furtherƒ18.8 million will not be disbursed until 2007.Moreover, a sum ofƒ1.2million
will be retained for administrative purposes. This is at a time when the Commission’s proposals will take away
ƒ35 million from ACP suppliers in the first year of the new regime. Again, there is a direct and stark contrast
with the guaranteed immediate finance for domestic stakeholders to whom ƒ1.5 billion per annum is being
oVered.

29. The “Accompanying Measures” are also vague about future funding and there is no confidence that the
Commission fully appreciates the extent of the socio-economic damage that will be wrought on ACP sugar
supplying states. Guyana and the ACP need adequate and immediate funding, to anticipate rather than
cushion the impact of reform.

30. Unlike the compensation for EU countries, there is no timetable for disbursement and no clear linkage
between the trade losses that will be sustained and the financial assistance to be oVered.

31. It is understood that no further finance can be defined until the EU budget process has been concluded,
but there are no assurances regarding the sums the Commission is requesting, although a study recently
prepared for the Department for International Development (DFID) has stated that at leastƒ500 million per
annum would need to be made available to the ACP.

32. Guysuco, in recognition of impending changes in the sugar trade, has been implementing a strategic plan
to modernise the industry, reduce production costs and ensure long-term financial and economic viability. A
key component of the plan is the construction of a new state of the art factory in the east of the country. The
project got under way inDecember 2004. Bymid 2007, production is expected to increase from 325,000 tonnes
in 2004 to 450,000 tonnes. Most significantly, the unit cost of production will fall from 18 US cents per pound
to 11 US cents per pound, thereby ensuring international competitiveness and the long-term viability of the
industry. Value-added diversification within the industry, through co-generation (burning bagasse for electric
power for sale to the national grid), a distillery and a refinery, is also integral to the strategic plan.

33. Guysuco’s modernisation programme is central toGuyana’s economic recovery and stabilisation strategy
under its World Bank/International Monetary Fund Poverty Reduction Programme. Unfortunately, the
European Commission’s radical proposals are undermining investor confidence andGuyana’s eVorts tomake
its sugar industry more competitive and sustainable.

34. The uncertainty over the extent and timing of the EU price cuts and the vagueness of the Commission’s
“Accompanying Measures” are resulting in delays and frustration in the implementation of Guysuco’s
industry enhancing initiatives, precisely when increased earnings are needed for the cash flow to ensure the
sustainability of the industry and the success of Guysuco’s eVorts to restructure.
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Conclusion

35. The Sugar Protocol is a legally binding intergovernmental agreement with obligations to be met by all
contracting parties. Guyana and its ACP partners have faithfully met their obligations and should reasonably
expect the EU to respect its commitments enshrined in the Protocol in terms of the three guarantees of price,
access and indefinite duration. Access to the EU market without remunerative prices is commercially
meaningless.

36. Guyana and the rest of the ACP accept the need for reform, but are calling for a reform that is fair and
equitable to all stakeholders in the EU Sugar Regime. We urge that the reform ensure comparable treatment
between EU beet farmers and ACP/LDC cane sugar suppliers in terms of income and export earnings
respectively, since the Protocol is an integral part of the EU Sugar Regime.

37. The issue of coherence between the EU’s agriculture, trade and development policies needs to be
addressed and the reform proposals must be changed to ensure a genuine pro sustainable development
outcome.

38. The Commission has relied toomuch on price cuts as amanagement tool. It has unnecessarily pre-empted
the outcome of the Doha Round, and has overstated the impact of the EBA initiative. Its proposal
discriminates unfairly against traditional cane sugar suppliers, who are least able to withstand such a price
shock. A far less radical price cut, phased in over a much longer period and commencing after the end of the
Doha Round negotiations, would meet the EU’s objectives if combined with a greater emphasis on other
measures to cut EU production.

39. Guyana and the ACP are calling for a trade-based solution to reform, which would involve a managed
market, including improved access for those Sugar Protocol countries able to supply; a realistic timeline of
eight years from 2008 to phase in the new sugar regime; and an adequate level of price, with any price reduction
strictly limited to the necessity for the EU to meet its WTO obligations.

40. This would enable the EU tomeet its obligations in theWTO, be neutral for EU taxpayers and consumers,
and be demonstrably and transparently positive for our socio-economic development. It is that vital last
ingredient which is so obviously missing from the Commission’s proposals.

41. Guyana and the ACP are calling for all adequate financial resources for adjustment to be provided to
anticipate as well as cushion reform, through instruments that ensure quick disbursement, so that we might
continue to adapt and reform.

42. Reform implies a change for the better, but those in favour of reform do not seem to have a real
appreciation of the dire socio-economic and environmental implications of the proposals.

43. The reforms are linked to a broader desire by the EU for international trade liberalisation. It is
unfortunate that this policy objective is often confused with measures for reducing world poverty, as the
reforms are in grave danger of perversely producing the opposite result in the case of Guyana, as well as in
the rest of the ACP.

44. The preference of Guyana and the ACP is for putting the focus on maintaining and enhancing trade for
development. The euro, earned in a living enterprise like the sugar industry multiplies in all sorts of beneficial
ways. It cannot begin to be replaced by handouts. Guyana’s development and the livelihoods of thousands of
poor sugar cane farmers and their dependants are at stake.

22 September 2005
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Examination of Witnesses

Witnesses: Dr Riyad Insanally, Senior Trade Adviser, Guyana High Commission, London and Commercial
Representative, Guyana Sugar Corporation (Guysuco) and Mr Barry Newton, former Managing Director of

Booker Tate and former Board Member of the Guyana Sugar Corporation, examined.

Q368 Chairman: Good morning, thank you very Q370 Chairman: It is.
much for coming today to give evidence to our Dr Insanally: Yes.
inquiry. We have received some extremely
interesting and quite punchy evidence from you

Q371 Chairman: Not just to ask you questionswhich we have as background but is there anything
that in a way you have already answered in yourwhich you would like to say by way of introduction,
written evidence, perhaps we could try to exploregiven that you have already sent us this written
the problem a little bit more today. We are an EUevidence, before we start asking questions?
Committee, we are not the United Nations, we are

Dr Insanally: First, may I thank you for the not the WTO, so inevitably our attention is
opportunity to present evidence; it is a welcome particularly aimed at the proposals from the
opportunity for a small country like Guyana to Commissioner, the reaction within the EU to them,
have its voice heard. May I introduce Mr Barry the eVect on the EU, but also we are very well aware
Newton, a friend and colleague, someone with a of the sugar protocol. I note that in your paragraph
longstanding knowledge of sugar in Guyana as 32, you do mention the new state-of-the-art factory
former Managing Director of Booker Tate and a which is being built in the east of your country with
former Board Member of Guysuco. His knowledge production increasing from 325,000 tonnes to
goes back well over 40 years and I am sure that you 450,000 tonnes. When you decided to build that
will find most of what he has to say, if not all, very factory you must have been pretty well aware, you
useful indeed. We know that you are all familiar had already had suggestions from Commissioner
with our arguments. You have obviously read my Fischler, that there would be a major change in the
submission. You are familiar with the ACP sugar protocol, in the EU rules, yet you decided to
position against EU sugar reform proposals. May go ahead with it all the same. Does that actually
I stress that we in Guyana and ACP are not mean that in fact, come what may, you think
opposed to the principle of reform. In fact we Guyana will be able to tolerate and get on with a
welcome it and we have been advancing with our sugar industry once the EU Commissioner’s
own reforms in Guyana. However, we seek a proposals have gone through?
reform that is equitable and constructive, although Dr Insanally: The plans to build the sugar factory

are part of Guysuco’s strategic plan in anticipationwe get the sense that perhaps this Committee is not
of the EU sugar reform. The plans were developedso much concerned actually with the scope of the
back in 1998, but for various reasons, mainly to doreform and with the elements of the reform that we
with constraints imposed upon Guyana by theare contesting. I may be mistaken and I should be
World Bank and the IMF, we were unable to gethappy to be proven wrong. But we should like to
approval for those plans in time to be in a positionemphasise that the reform itself cannot be de-
where the coming reform would be simplylinked from the accompanying measures and from
following on from our own reform in Guyana.our own legitimate demands for appropriate
Perhaps, with your permission, I might ask Mrassistance to help our industries reform and adjust
Newton, who was one of the architects of that plan,to the new regime. We believe that the concept of
to elaborate a bit further.accompanying measures has to take into account
Mr Newton: Yes, I was deeply involved from 1961,the loss of export earnings that we will suVer and
but let us take from 1990 when we were asked backthe accompanying socio-economic devastation
to help Guyana to recover from a considerablethat Guyana will suVer and we cannot countenance
amount of deterioration in its assets. At that time,the economic Darwinism of the EU. We ask that
the World Bank were insistent upon theyou hear us with an open mind and that you take
privatisation of Guysuco as a pre-condition tointo consideration our very serious concern that
them helping. The basis of their understanding atthere is a total lack of coherence in the EU’s trade,
that time was that the corporation was a burden onagriculture and development policies.
the exchequer, which it certainly was. We managed
to turn around the industry very sharply with a
little bit of World Bank assistance and from about

Q369 Chairman: Thank you very much. Mr Barry 1992-93, the corporation has not been a burden on
Newton was a BoardMember of the Guyana Sugar the exchequer; it has in fact been one of the main
Corporation, short acronym Guysuco, is that a drivers of the economy. We were aiming right from
state corporation? the beginning to reduce the unit cost of production

in Guyana back to levels which were thought to beDr Insanally: Yes.
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9 November 2005 Dr Riyad Insanally and Mr Barry Newton

Q373 Chairman: Could you now look forward?appropriate for the world average sugar cost
Mr Newton: Yes.structure. We were not aiming at a world price,

which is a rather diVerent issue, but the level of 12
cents per pound was mooted by people and by the Q374 Chairman: That in a sense is the past, the
World Bank as a reasonable estimate of what an troubles with the IMF and so forth. What is going to
eYcient producer should be capable of. happen now, given Commissioner Fischer Boel’s

proposals, assuming that they do go through?
MrNewton:Weare confident, based on the figures onQ372 Chairman: What was the cost of production which we have predicated our plan, that the

before? corporation canmake a profit on virtually all its area.
Mr Newton: The cost of production was running at There are certain areas at the margins which we shall
nearly 20 cents plus in Guyana and this was mainly still have to look at, but that is well within the remit
because of a major deterioration in the productivity of any of these plans. We do believe that it can, by a
of the land and a failure to invest in the factory assets combination of several factors. One is that the unit
over a number of years; it is mainly land productivity cost of production will come down to a level which
that drives the cost of production in most countries. certainly in the new area and the new factory, which
What we had was the same area of land producing is in our lowest cost area—and we have a problem
roughly one third of the productivity that it had prior when talking about specific areas and averages in all
to that. So the whole drive of the corporate plan has of this—will be profitable at the lower prices and
been to reduce the unit cost. The dilemma that we significantly profitable at the lower prices. The
were faced with there was that as you drove up arguments at the margin are tied up with further
productivity to get the unit cost down, you suddenly plans, one to invest in a brand new refinery to take
found yourself up against the limitations of an under- advantage of roughly 180,000 tonnes of refined sugar
invested factory capacity. Hovering over our which leaks out of the Caribbean market at the
shoulder all the time was the fact that Guyana was moment. There is no significant-sized refinery in the
under the control of the Paris Club and the IMF, so Caribbean and about 180,000 tonnes are actually
that as a parastatal, we were being judged according consumed in the Caribbean. It imports from Europe,
to what the whole economy could aVord, rather than it imports from the US but we believe that we can
what the corporation’s plan was and its internal rates capture thatmarket and this will be profitable as well.
of return and this has been a continuous struggle. At the moment, we cannot enforce the common
From 1995, which was really the genesis of the latest external tariV which is agreed for the Caribbean
strategic plan, it was very clear that we felt we could because you need to produce 75 per cent of your
achieve this turnaround, and that without any domestic consumption to enact that tariV. But we are
significant increase in the gross area allocated to confident we can do that. We are also confident that
cane, and that with some shift from one area to we will pick up sales to some of the other Caribbean

islands who are stating that they are going out of rawanother we could raise the production to the 450,000-
sugar production and that market will open up and isto 500,000-tonne level and by so doing, reduce the
already opening up.We know that if we were allowedunit cost of production. We had arranged for finance
to, we could compete, strangely enough, in some ofwhich fitted the constraints of the IMF, but at the last
the border areas of Brazil, which is right on the edgesminute the Bank and the IMF together called a halt
of Guyana.to the plans and the financing which had been

arranged so that they could argue with the
Government of Guyana what its priorities should be Q375 Chairman: I hope you will stay to the end of
and how much it could aVord to borrow. We were our session this morning.
stopped for several years in our tracks eVectively Mr Newton: It is a curious microcosm of trade that
while they studied us and negotiated with the Brazil, which borders Guyana, has areas which are a
government as to the allocation of resource. So the very long way from its normal production areas and
corporation’s plan has been eVectively supported for the transport costs can be taken advantage of, but we

are not actually allowed to do that at the moment.some time, although our arguments with the Bank
That is very small.and the IMF were largely over timing where they felt

that wewere continuing to cross subsidise some of the
loss-making areas of the corporation which were at Q376 Earl Peel:You have already touched on one or
the end of our very long-term plan for recovery and two of the points that I am going to raise, but in your
wanted to stop production there immediately and written evidence you indicate that Guysuco’s
transfer the losses to investment in the profit-making contribution to the rural economy involves much
areas. The argument which not just we but mainly more than the production and marketing of cane
the government had was the socio-economic sugar. That being the case, could you tell us more

about Guysuco, particularly its relationship with theconsequences of cutting this oV.
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Q378 Earl Peel: Obviously the impact would bestate and how it has been developing its strategic plan
to modernise the industry? I appreciate that you have considerable on the employment and social

infrastructure, but a terribly important point is whatanswered that last point largely, but certainly its
relationship with the state and production and opportunities are available in your opinion for the

sugar industry to diversify?marketing of cane sugar is a point we should like to
develop further. Dr Insanally: Part of our strategic plan encompasses

diversification within the industry. The policy inDr Insanally: The relationship with the state is an
interesting one. Yes, it is state owned and it is a Guyana is not to diversify out of sugar, but to

diversify within sugar. As such we are pursuing co-parastatal, as Mr Newton said. However, Guysuco
does have autonomy in the production of cane sugar generation and that will entail the production of

electricity to run the new Skeldon factory and toand the marketing of cane sugar and through its
estates, indeed the state tends to rely on Guysuco to contribute in addition 10 megawatts to the national

grid. The importance of the co-generation is not justprovide support and services to the rural population.
As a consequence Guysuco has health clinics for its in the area of reducing our imported fuel costs, which

as you would appreciate are quite high at theworkers and their families, it provides training,
apprenticeships for workers to become more moment, but it would provide the stimulus for

further diversification within the economy where wetechnical, it gives indirect support to the school system
in the rural areas. Even though the schools comeunder might look at light industrial development in areas

around the sugar estates. The other element that isthe purview of the Ministry of Education, Guysuco,
through donations of equipment and other support, significant is development of value-added product

within the industry, that is to build on raw sugardoes help to keep the schools running, recognising that
the education of the children of workers is of production,5 move towards a refinery and a distillery.
paramount importance.Guysuco is perhaps one of the
biggest contributors to drainage and irrigation. Q379 Lord Plumb:May I ask whether harvesting of
Guyana, as you may know, has a low-lying coastal cane has been mechanised or whether there is
plain. We are below the level of the sea and drainage anything in the process at the moment?
and irrigation works are highly important in keeping Dr Insanally:Mechanisation is diYcult. For those of
the sea out and inmaintaining the land for agricultural you who know Guyana, the layout of the beds which
production. If the drainage and irrigation were taken we inherited from the Dutch and the English makes
away, the coast would be flooded, there would be no it very diYcult to move towards full mechanisation.
production, there would be no-one living there. The They are very small narrow beds and they are criss-
importance of drainage and irrigation goes beyond crossed by drainage canals. The new development at
sugar though, because what Guysuco does in that Skeldon envisages moving towards a greater level of
respect helps to provide services for other agricultural mechanisation; full mechanisation would be diYcult.
production and there is the potential for developing We are also moving to some semi-mechanisation in
agro-industrial production too. Guysuco’s works in the old beds where cutters would go in and cut, but
dredging canals and maintaining drainage canals and there would be mechanical devices for picking up the
managing the elaborate system of flood control is cane and putting it into the punts.
highly critical to that scheme.4 In January,we had very
bad floods in Guyana, land along the coast was under Q380 Lord Livsey of Talgarth:Your evidence draws
water for about six weeks and Guysuco was attention to the critical role sugar plays in the export
instrumental in helping with the relief eVorts, the earnings of Guyana and the concern that loss of
drainage of the land, the rehabilitation of drainage confidence in this sector will deter foreign
works and really getting the country back on its feet. investment.What potential for growth exists in other
The industry does play a highly critical role in the sectors of the Guyana economy? Perhaps you could
whole structure on the coast and if you ruin that give us some examples of some promising initiatives
industry, eVectively you take away a great support in this respect.
system that the government relies on to keep rural Dr Insanally: You recognise from what we have said
stability. that sugar is the mainstay of the economy. We have

been attempting to diversify our economy and move
into the timber industry, shrimp industry, someQ377 Earl Peel: As a matter of interest, how many
agriculture, gold mining, bauxite has been on thepeople does the company employ directly?
decline for some years now and there is some lightDr Insanally: It employs 17,500 directly and another
industrial development, some light manufacturing.4,000 temporary workers. There are about 5,000
We have come through a very bad time economically.workers working for private cane farmers and
5 One diversification activity already proving successful is theanother 10,000 workers indirectly employed.
production of high quality Demerera sugar for direct
consumption in export markets in the Caribbean—“Genuine4 It is estimated that there are some 13,000 miles of drainage and

irrigation canals managed by Guysuco. Demerera Gold.”
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money currently on the table for the ACP countries.The 1980s were particularly bad for us. There was no
foreign exchange to speak of, sugar production was Two or three questions about that. What sort of

figure do you think might be appropriate and howdown and the economy was subject to a certain
degree of mismanagement. We are trying to learn would that be used in the case of Guyana? You

mentioned, slightly bleakly, the opportunities forfrom our mistakes and sugar income is important in
maintaining an adequate level of income so that we diversification. If more money, a substantial amount

ofmoney, weremade available, howmuchwould youcan build on the basis we have in our economy to
diversify and develop other industries. We are a poor think would be appropriate and what would you do

with it?struggling country. It is not that easy for us to move
into other areas and we cannot do that overnight.We Dr Insanally: We have put together a draft action
have very glib consultants coming in from the EU plan, which is based on Guysuco’s strategic plan. We
saying things like “Oh, you can move into cut are not reinventing the wheel, we are going back to
flowers”. Easier, said than done. We tried what we already have in place that has been vetted by
diversifying in the sugar industry in the 1980s, theWorld Bank and other donors and it is a perfectly
moving into dairy production and rice production feasible strategic plan. What we are seeking to do is
but those eVorts were generally a failure and we have accelerate implementation of that plan. We have
found that sugar cane is the crop which really works been delayed, as Mr Newton explained and now we
in Guyana. are trying to catch up. We therefore are looking at
Mr Newton:Many crops have been tried in Guyana. concentrating in 2006 on boosting productivity and
If you are talking about agricultural diversification, it competitiveness in the sugar industry and our
is a diYcult environment. These heavy clays below indicative figures for 2006 are ƒ40 million. We are
sea level are not conducive to many things. Rice has going to be requesting from the EU ƒ40 million in
been the obvious thing but has been largely accompanying measures to advance our strategic
developed as a peasant crop to start with. As far as plan for Guysuco so that we can maintain the
other products are concerned and even competitiveness of the industry. The belief inGuyana
industrialisation, building diversification on a is that without the sugar industry, we have no macro
population of approximately 600,000 to 700,000 economy to think about, so we have to move with
people is not the basis onwhich to be able to compete, sugar first and then we can address other areas of the
certainly if you are opening up and liberalising trade economy.
all round. The whole of the Caribbean has the US
andMexico to the north and Brazil and Venezuela to

Q383 Lord Haskins:Would the ƒ40 million be overthe south and every time we think of a product, we
a period of years?are swamped by any one of those; so it is not easy.
Dr Insanally: The ƒ40 million is for projectsThere is no shortage of land and I suggest there is
beginning in 2006 and realistically it would be for aprobably no shortage of investment money if you
few years. We plan to put the various elementshave a good product. We have not found the
together in project form, so that there would be clearproducts.
phasing of implementation, but we will need
commitment of that ƒ40 million in the first year,Q381 Lord Livsey of Talgarth: But we are talking
which is already impossible from what we have beenabout primary products. What about things like
told because the total figure that the EU is puttingtourism, for example? Is there potential for that?
aside for 2006 is ƒ40 million. Our ACP partners willMr Newton: Yes, but it is more expensive to go into
be making their demands as well and in any case,the interior of Guyana than to go to Barbados from
from what we have gathered, no money will beGeorgetown and I am afraid the sort of tourists that
disbursed, given the Commission’s internalcome in are few and far between whowant the rugged
procedures, until 1 January 2007. So in spite of all theexperience of going up into the highlands and the lost
talk that we have encountered about anticipatingareas up there. They are trying very hard, but it is
reform—CommissionerMandelson came to Guyanaagain a big investment in air infrastructure and
in January and spoke of the need to anticipate as wellothers. The inland areas are very beautiful, but more
as cushion the impact of reform—we frankly cannotpeople want to go to the sandy beaches.
see how we can anticipate reform when no realChairman: That takes us on to what the EU
assistance will be forthcoming before January 2007.Commission call action plans.

Q384 Lord Haskins: But if you had a warm feelingQ382 Lord Haskins: I gather from your
that this money was coming, you could go out andintroductory remarks that you were not hugely
borrow the money ahead.impressed by the EU’s proposals as they are at the
Dr Insanally: Exactly; we have no bankablemoment. I happen to have some sympathy with you

on that issue because of the pretty small amount of assurance. There is no warm feeling.
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the end of the reform process, you might be a netQ385 Lord Haskins: That is what you want really
and if the EU were to provide that bankable beneficiary of reform?

Mr Newton: My own view would be yes, if certainassurance, then that would enable you to get on
with it. conditions, such as access into the market, were

allowed. We would lose significantly very clearly inDr Insanally: We need the firm commitment. We
the first instance and it is this cash trough and therecognise there are problems with the financial
constraints which can actually confound the wholeperspective and long-term planning and we recognise
plan.that this explains the vagueness of many of the
Dr Insanally: Timing is also important; it is a criticalpromises, but even so we are not encouraged by the
part of the package.example of the banana problem.
Chairman: May we move on to the question of theMr Newton: There is an issue which is peculiar to
future of sugar as you see it?Guyana on this at the moment, which is that being

under the constraints of a HPIC country borrowing
is not possible without the approval of the Paris Club. Q388 Lord Christopher: You have very helpfully
It has been made very clear by the IMF that they are largely covered the ground on the price, but could I
not very keen to allow any further borrowing perhaps follow frommy colleague’s question? If, and
nationally and as a parastatal we are under that cosh good luck to you, you come out of this well, who
as well. When we had a meeting called by the among the ACP countries are going to be losers? If
Commission in February, this particular issue was there is a winner, there is a loser. Who will it be?
raised as to what would be the response of the IMF Mr Newton:My own view is that as far as the ACP is
to this. The IMF rather delightfully thought that all concerned none of them has to be a loser in that
the money coming from Europe would be in grant regard; they do not have to be losers. Some people
form and it was made very clear that was not so. may or may not be able to live with the scale of price
There are going to be encouragements for other cut, but each one of them has, in my understanding,
people to contribute the loans to this and we are still an ability to respond to it. I think the biggest problem
not clear how Guyana is going to be able to access we have had, and it was referred to earlier that Franz
any of the money, if it is going to be in loan form. Fischler had given this warning, has been that the
That is a diYculty which still has not been resolved. warnings had indicated that the cuts would be
Chairman: Well I think that is a point which Lord around the 20 per cent level not the 39 per cent.
Sewel might very much like to explore with you.

Q389 Chairman: Forgive me; I thought he said 33
per cent?Q386 Lord Sewel: I think we have got to the nub of
Mr Newton: He may have done later, but in thethe problem. In a way, you are quite well positioned
individual discussions, oV the record, the 20 per centto respond to the challenges of reform. You do have
level was mooted as being reasonable, 40 per centa strategic plan, you have Guysuco there knowing
very quickly was never envisaged by anybody andwhat it wants to do, you can improve the eYciencies,
this is really what is causing us a significant amountreduce the costs and there is a lot virtually in place.
of our trouble at the moment. It would be invidiousWhat seems to be stopping you is in fact the
of me to respond to other people’s problems. I canuncertainty about the funding that is coming
respond to you about Belize, where I am thethrough. If that can be resolved, surely Guyana is in
Chairman of the sugar company: we believe that wea position actually to come out of this quite well?
are in the same position as Guyana and that we canMr Newton: We believe so. There is just one other
and will survive and our costs are the lowest of all inpoint on the action plan itself. It has been said, both
the Caribbean. However, we are a completelyby Pascal Lamy and now Commissioner Mandelson
diVerent industry in our own nature; the Belizethat some countries will be allowed to improve their
industry is virtually 100 per cent small farmers.access into the market if they can live with the new
Guyana is a plantation and that is the result of theprice. We are very keen that we should be allowed to
particular geographic features of the country. Sodo that. The net increase to Europe will not be
each of the countries has a particular way that it cansignificant out the Caribbean, but we do need to be
respond. Some of the smaller countries we know areable to do that, and that would be significant in our
going to struggle very, very hard. The big diVerenceoverall planning.
between the ACP protocol suppliers and the new
least-developed countries, by and large, is that the

Q387 Lord Sewel: I am going to put a fairly protocol countries have all come in from the
challenging statement to you and see how you Commonwealth sugar agreement and are small
respond. Is it possible, if you had the development aid populations and the countries have been developed
investment coming in to enable you to realise your as exporters to the metropolitan states. Most of the

LDCs are poor, large populations with a largemodernisation programme inGuysuco, that in fact at
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aVecting this? All eyes are going to be on it nextdomestic market on which they can rely and they are
talking about surpluses for export in Europe. They month. How do you see that outcome?

Dr Insanally: You may well know that theare completely diVerent issues. The LDCs are
receiving understandable and much-needed Commission and the UK presidency are working

very hard to get some sort of political agreement inassistance and we feel that we are being left out of it.
theNovember council meetingwhich they can take to
Doha, based on an understanding with the

Q390 Chairman: I know that compensation is parliament that they would still await the oYcial
coming but a lot of the change is really going to opinion of the parliament in January. If there is a
happen with no more sugar beet or vegetables; very “general approach”—I believe those are the words
much less sugar beet is going to be grown in Europe. that the Commission is using—then the EU can go to
Sugar cane, to the likes of yourselves, will be Doha with a package. However, we do not think we
supplying more new factories at a lower cost and should be reasonably expected to agree to any new
therefore, as you have said, if you can get over this dispensation inHongKong which sees sugar sold out
hurdle of availability of the money and so forth, in the way that rice, rum and bananas have suVered.
arguably the future could be better. We do not want to go to Hong Kong as spoilers, but
Dr Insanally: That is an interesting question because we do not expect that our legitimate interests should
the sugar protocol as it stands does not allow for an be undermined by what is going on in Europe. We
increase in quota. We have a fixed quota. The understand that the beet sector will suVer and we
problems in Europewith the overproduction of sugar have been told, lectured even, about the concept of
beet have not been caused by any increase in ACP shared pain, but in our view the pain is not shared too
supply. The system of subsidies here in Europe has equitably. Even in Europe you have beet producing
not caused an influx of more ACP sugar into Europe. countries which will suVer more than others and they
We are not looking at a dramatic increase of ACP are not the ones responsible for EU surpluses. We
cane sugar into Europe and in fact, if some countries find that we are being asked to bear this shared
do go out of production, those countries like Guyana burden of the pain and we will not be getting the type
that can increase production might only be taking up of compensation that the EU beet sector will be
the slack in that respect. We also think that the threat getting.
of EBA imports into Europe is grossly exaggerated.
We do not see how the LDCs can export sugar at the

Q392 Lord Cameron of Dillington: I just want todramatically reduced price. They themselves have
clarify a point, if I may. You may have partiallysaid this.
answered this. Given a scenario where over the next

Chairman: Let us move on for a moment into the five years you get all the aid and development funding
WTO obligations. that you are looking for and imagine a scenario in the

future where, after that, your access to the European
market, your preferential access to the EuropeanQ391 Lord Plumb: You said earlier, and the theme
market gets reduced and the prices you receive getof what you have been saying is that you want to
nearer to world price, would you be able to surviveaccelerate Guyana’s plans or your plans for action
under those circumstances at that stage?providing you have certain assurances which will
Dr Insanally: First of all, I should like to image thatenable you to do that. At the same time, you say in
the first part of the scenario Lord Cameron hasyour evidence that you want to decelerate the
paintedwould indeed come through, but it is diYcult.proposals for change. In paragraph 38 of your
Yes, we are going to be more competitive and yes, weevidence you say “The Commission has relied too
expect to survive in new marketing conditions.much on price cuts as a management tool. It has
Obviously we should like as high a price as possibleunnecessarily pre-empted the outcome of the Doha
and we cannot exactly foresee what will take placeRound and has overstated the impact of the EBA
five years from now in terms of the liberalisedmarket.initiative. Its proposal discriminates unfairly against
We think we can become competitive, we think wetraditional cane sugar suppliers, who are least able to
can survive and that is what we are working towards.withstand such a price shock”. You could say the
If, however, our strategic plan is undermined, wesame for beet growers as far as price shocks are
probably will not be able to survive.concerned because we are getting the same sort of

message. I am rather interested when you say “It has
unnecessarily pre-empted the outcome of the Doha Q393 Chairman: We must finish in a moment, but
Round”. We do not know what the Doha Round is could I just say to you, in answer to your point about
going to produce yet and in fact the Commission are Hong Kong and feeling perhaps, I am putting words
not going to be able to go forward with a final into your mouth, that you are being rushed into
conclusion as the European Parliament has not yet decisions in Hong Kong in December, where you

really want a bit more time to think it out et cetera, isagreed its position. How do you see the Doha Round
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the Doha Round is a development round and we fearthere not another point though that one of the
troubles with the whole sugar question is that it has that the development element is being forgotten in

this rush towards trade liberalisation and we think itgone on for so long and people are looking for
solutions? Do you, as a major producer, and a is an unseemly rush. It is not a round, as it is

developing, which will help the poorer developingproducer that is intending to increase your
production but with greater eYciency, not actually countries of the world. It will certainly benefit

advanced developing countries and the developedneed an answer as to what the future is going to be, a
final answer, so that you can plan accordingly? Into world, but the issue of special and diVerential

treatment, for example, which should be applied tothat, you have to put the fact that the Doha Round
actually ends in 2006 and the American president’s smaller more vulnerable economies, is tending to fall

by the wayside and we are not sanguine about thefast-track initiative ends in 2007, so there are many
things pointing to trying to arrive at a solution now, prospects in Hong Kong.

Chairman: Thank you very much for coming to giveare there not, not least for yourselves so you know
what the future is going to be? us your evidence, to talk to us and answer our

questions today Dr Insanally and Mr Newton. WeDr Insanally: Certainly the element of predictability
is very important and we do need to know what the very much appreciate your frankness and it has been

very helpful for us to hear your points of view. Thankoutcomewill be. However, we have to remember that
you very much indeed.

Memorandum from HE The Hon Richard Alston, Australia’s High Commissioner to the UK

THE WTO AND EU SUGAR REFORM

Chair and Members of the Committee

1. Thank you for the opportunity to present an Australia perspective on EU sugar reform. I will begin with
some comparisons of the drivers of Australian and EU sugar reforms. I will then address the multilateral
context, including the WTO dispute rulings and the development dimension of sugar trade (which is no less
important than cotton). I note that the EU has been active in theWTO in supporting eVorts for the reductions
in the harmful impact of cotton subsidies granted by some developed countries. In my view, there is no reason
to have a distinction between liberalisation or reform of cotton and sugar.

The Australian Sugar Industry is Committed to Efficiency

2. Australian sugar producers are not aVorded any tariV or non-tariV protection against imports. Australia
exports around 80 per cent of its sugar production, mostly at the world price. Australia exports around
4 million tonnes of sugar a year, roughly comparable to the annual output of Sudzucker, the world’s largest
sugar producer.

3. There is no cross-subsidisation of exports from domestic market prices. The domestic (ex-mill) price is set
at export parity. Australia is the second lowest cost sugar producer in the world. The only support available
to the industry is tied to reform69, directed towards making the industry evenmore competitive. Restructuring
is ongoing, including exit packages for cane growers.

4. The world price and competition with other low cost producers—such as Brazil—compels the industry to
ongoing eYciencies. Australia’s national competition policy is also a driver of reform.70

69 Notified to the WTO Committee on Agriculture as “green box” (non trade distorting) support.
70 In Queensland, where most Australian sugar is produced, the Queensland Government has legislated to free up delivery
arrangements between cane growers and millers. The Queensland Government has also foreshadowed legislative adjustments to
the statutory compulsory acquisition powers of Queensland Sugar, which currently is the sole exporter of raw sugar produced in
Queensland.
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The EU Sugar Industry Must Reform, for Internal and External Reasons

EU sugar reform is a domestic imperative

5. It is not for nothing that the EU sugar sector is known as the “white gold” of European agriculture.
Also, as described by EU institutions, it operates as a system of “tacit collusion” between sugar processors
within and between Member States, as well as in pricing on third markets.

6. There is a domestic imperative to reform the EU sugar regime, which has escaped all meaningful reforms
since its inception in 1968. The EU sugar regime is out of step with other EU agriculture regimes.71

7. Returns to beet growers are far higher than for any other EU agricultural sector. Moreover, significant
price support is provided to processors.72

8. European sugar processors are giants in world sugar trade, many of them have monopoly status and
are largely exempt from the normal EU or Member State competition rules. There is no price competition
between EU sugar producers, not least in the UK market (as documented by the UK competition
authorities).

9. Under the EU sugar regime, sugar processors receive a larger slice of the price support cake than do
growers.73 Similar arrangements prevail between Tate and Lyle and the guaranteed prices for imports from
preferential ACP suppliers under the Sugar Protocol to the Cotonou Agreement.

10. While rewarding sugar processors, the sugar regime holds to ransom downstream manufacturers of
food and beverages—who account for around 70 per cent of EU sugar consumption—by forcing them to
buy sugar at three to four times the world price, which eVectively taxes their exports.74

In the absence of production cuts, implementation of the WTO dispute rulings would lead to unmanageable
domestic surpluses

11. The EU exports around 20 per cent of sugar production to third countries, at prices some 30 per cent
below the cost of production. The EU is the world’s second largest sugar exporter, despite production costs
far in excess of most cane sugar producers. More EU sugar is exported to third countries than is traded
between EU Member States. The EU Commission has described export disposal of surpluses as an integral
part of domestic price support.

12. In accordance with its WTO obligations, the EU must implement the WTO dispute rulings by no later
than 22 May 2006. As a consequence of the WTO dispute outcomes, the EU has no alternative but to
reduce its sugar production and to do so swiftly. Otherwise it will face recurring annual surpluses of over
4 million tonnes which cannot any longer be disposed of on the world market. The EU needs to reduce
its sugar exports from an average of 5 million tonnes a year and its expenditure on direct export subsidies
from an estimated ƒ2 billion a year in 2005.

13. The reforms proposed by the EU Commission involve a high risk strategy. The Commission reform
proposal includes a two-step cut totalling 39 per cent in the price for white sugar, compensation to farmers
for 60 per cent of the price cut through a decoupled payment and a voluntary restructuring scheme. They
do not envisage mandatory cuts in production quotas75, rather mechanisms to encourage cessation of
production by some producers. On the basis of Australia’s own experience in structural adjustment, the
design of exit packages is diYcult and likely to require subsequent fine-tuning if producers do not find the
packages suYciently attractive to change lifestyles, no matter how carefully the incentives may have been
calculated.

14. The WTO treaty binds the EU to limit its subsidised sugar exports to 1.273 million tonnes a year and
its annual budgetary outlays to ƒ499.1 million tonnes a year.76

71 The real level of support is not limited to budgetary outlays, but comes at a cost to the European taxpayer and to the European
food processing and beverages sector. The sugar regime is not self-financing, or even largely so.

72 In addition to an estimated ƒ2 billion in export refunds (only partially financed by producer levies) sugar processors receive
substantial oV budget price support, at levels higher than the intervention price (see below).

73 European sugar processors, many of them giant agribusinesses, receive substantial price support for processing. Processor payments
to beet growers are limited to 42 per cent of the intervention price. The intervention price is currently ƒ632 per tonne. In recent
years the internal market price for sugar has been as high as ƒ725 per tonne.

74 It is also inequitable between food processors, as most of them are not eligible for the significant export subsidies provided to
manufacturers of processed fruit and vegetables (which receive the full export refund for sugar content).

75 In fact, the Commission has proposed that an additional quota quantity of 1 million tonnes of quota sugar be made available and
allocated to quota holders on the basis of previous C sugar production.

76 Since formal adoption of the WTO rulings—on 19 May this year, the EU is required to take steps to reduce its subsidised exports.
However, the EU’s subsequent “declassification” decision in September provides for an increase of nearly 2 million tonnes in exports,
to an estimate record level of 7 million tonnes in 2005–06.
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15. Moreover, Article 300(7) of the Treaty Establishing the European Community binds the institutions of
the EU and their Member States to observe the EU’s international treaty commitments.77

The Development Dimension

16. Oxfam and others have documented the damage caused to developing countries. In the recent WTO
dispute, Australia was a co-complainant with two developing countries (Brazil and Thailand). The WTO
challenge was supported by the sugar industries of a number of developing countries, including some
smaller, impoverished nations. The submissions of Colombia and Paraguay to the WTO Panel highlighted
the damage caused to their economies.

17. Australia is mindful of the interests of ACP sugar quota holders and is particularly mindful of the
interests of its Pacific partner Fiji, where the relative economic impact of reductions in price guarantees to
ACP quota holders could be significant. Australia welcomes EU proposals to provide adjustment assistance
to aVected ACP members, in particular Fiji.78

18. ACP sugar exporters are not responsible for EU sugar surpluses.79 The EU does not need to export
over 5 million tonnes a year in order to maintain access for ACP sugar imports. Nor does it need to spend
an estimated ƒ2 billion a year on export refunds on its own sugar to deliver price guarantees of an estimated
total value of ƒ450 million a year to ACP sugar quota holders.80

19. Australia is also mindful of the interests of the many developing countries which do not enjoy
preferential access to the EU sugar market. Some of them have GDP per capita close to that of least
developed countries and significantly lower than some of the ACP quota holders.

Conclusion

20. The EU can no longer externalise its surplus problems, nor use disposal on world markets as an integral
part of price support.

21. Failure to achieve meaningful reforms will come at a cost to the European taxpayer and to the EU’s
processed food and beverages sector, as well as to third country sugar producers.

22. Additionally, failure to commit to reform in a timely manner and to comply with the WTO
commitments within the prescribed period—by 22 May 2006—would not be helpful to the EU’s own eVorts
to secure rapid implementation of the many WTO rulings in its favour, nor to securing the EU’s wider
Doha Round objectives.

23. There could also be adverse consequences for other EU goods sectors, should the WTO complainants
choose to exercise their WTO rights of retaliation against any imports from the EU, in the event that the
EU does not meet its commitments within the WTO implementation period.

9 November 2005
77 The EU Commission and EU Council—as well as the EU Member States—would be in breach of their own internal treaty
commitments if they fail to take action to limit sugar exports and export subsidy expenditure to the maximum permitted under
the WTO treaty rules, by the expiry of the WTO implementation period (22 May 2005).

78 Australia’s total aid flows to Fiji in 2005–06 are A$30.5 million, an increase of 22 per cent on the previous period.
79 Their guaranteed access has been frozen at 1.3 million tonnes a year for more than 30 years, before the EU switched from a net
importer to a leading world sugar exporter.

80 It is instructive that the WTO Panel found that there were no linkages between EU export subsidies and the access aVorded to
ACP sugar quota holders and that implementation of the rulings would not require any change to the existing arrangements with
those ACP members.
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Memorandum by Mr Celso Amorim, Minister of Foreign Relations,
Ministry of Foreign Relations, Government of Brazil

The Brazilian government wishes to thank the Sub-Committee D of the House of Lords for the invitation to
comment on the European Commission’s proposed reform of the EC Common Market Organisation on
sugar. Brazil’s views on the current sugar regime are well known. Brazil believes that, as indicated in the
Environment, Food and Rural AVairs Committee’s Twelfth Report of Session 2003–04, current policy
instruments “restrict competition, limit market access and encourage over-production, with surpluses having
to be dumped abroad using export subsidies”.

FromBrazil’s viewpoint, any reform project must ensure full and timely compliance with the EC’smultilateral
trade obligations in the sugar sector. The specific instruments selected to achieve this goal, however, are a
matter of internal policy of the EuropeanCommunities andBrazil will refrain frommaking comments onwhat
they should or might be. Brazil simply notes two issues that must necessarily be considered in any attempt to
modify the current EU sugar regime: (a) compliance with WTO rulings and recommendations and (b) ACP
preferential access to the EC market.

Firstly, any reform undertaken by the EC must comply with the recommendations and rulings of the WTO
Dispute Settlement Body (DSB), as set forth in the reports of the Panel and the Appellate Body. This means
respecting the following EC annual commitments on sugar export subsidies, specified in Section II, Part IV
of its Schedule of Concessions, part and parcel of the WTO Agreement on Agriculture:

(i) export subsidies up to $499.1 million euros (budgetary outlay); and

(ii) sugar exports no greater than 1,273,500 tonnes.

The latter limit also covers all exports of C sugar, which were found to be subsidised even in the absence of
direct export refunds.

Secondly, Brazil reiterates that the preferential access granted by the EC to the sugar imported from ACP
countries and India was never challenged before the WTO Dispute Settlement Body. In fact, it is worth
recalling that Brazil approved theWTO waiver that authorised these preferences, at the cost of retaining only
a token share of the EC market.

The ECmay import as much sugar as it wishes fromACP countries, butmust limit its export subsidies in terms
of both budgetary outlay and quantity of sugar, as detailed above. Brazil merely challenged the fact that the
EC grants direct export subsidies on the export of “ACP/India equivalent” sugar in excess of its commitment
levels. Both the Panel and the Appellate Body acknowledged that this practice violates EC obligations under
theWTOAgreement on Agriculture. In truth, theWTO decisions and recommendations emphasised the need
for a reform of the sugar regime that also respects EC commitments towards developing countries:

Pursuant to Article 19.1 of the DSU, the Panel suggests that in bringing its exports of sugar into
conformity with its obligations under Articles 3.3 and 8 of the Agreement on Agriculture, the
European Communities consider measures to bring its production of sugar more into line with
domestic consumption whilst fully respecting its international commitments with respect to imports,
including its commitments to developing countries.

In this regard, the Panel notes the recent statement of the European Communities on 14 July 2004
that the European Communities “fully stands by its commitments to ACP countries and India” and
that with the reform of its sugar regime, the ACP countries and India will “get a clear perspective,
keep their import preferences and retain an attractive export market”. (Paragraphs 8.409 and 8.410
of the panel report, WT/DS266/R)

Once again, Brazil thanks the Sub-Committee D for this opportunity to express its views and stands ready to
provide any further clarification or thoughts on the nature of the dispute at the WTO and its impact on the
reform of CMO Sugar.

12 September 2005



3209774009 Page Type [O] 06-12-05 20:21:42 Pag Table: LOENEW PPSysB Unit: PAG4

203too much or too little? changes to the sugar regime: evidence

Examination of Witnesses

Witnesses: His Excellency Richard Alston, the Australian High Commissioner and Mr Greg Williamson,
Minister-Counsellor (Agriculture), Minister Ana Maria Sampaio Fernandes, Head of the Economic Section
of the Brazilian Embassy in London, Mr Demétrio de Carvalho, Counsellor, Economic Section of the

Brazilian Embassy in London, examined.

Q394 Chairman: Good morning, thank you very you think the ruling of theWTOpanel on EU exports
much for coming to talk to us and answer our of sugar will have on the world price of sugar? You
questions today. Would you like to introduce are producers, you are increasing your production,
yourselves and if you want to make a preliminary you must need some predictability in the market. We
statement, please do? We have read your written should very much like to know your view of the
evidence of 12 September and very much appreciate future. What is going to happen when these changes
it. It is very clear and we appreciate your coming have gone through? Forgive my interrupting.
today. Minister Sampaio Fernandes: Not at all. I shall just
Minister Sampaio Fernandes:We should like to thank touch on the two questions you have put. The first
you for asking us to come here today to talk about the was on the WTO negotiations. What we expect is the
sugar situation. Trade in sugar is without doubtmore fulfilment of the commitments which already exist
surrounded by restrictions and interfered with by under WTO. What we want is an end to export
governments than that of any other commodity. subsidies. This is what we want. I should also
According to the World Bank, it is the most policy mention that ACP exports to the European Union
distorted of all commodities.6 The European Union would not be aVected by this. We have waived our
is by far the worst oVender, if I may say so. The EC right to be treated on an equal footing with theACPs,
generously subsidises the highly ineYcient so the ACP exports into the European Union would
production of sugar, not only for domestic not be touched by that, nor the price which would be
consumption, but for export toworldmarkets. As the paid. We are talking about subsidies and this is what
report of the Environment, Food and Rural AVairs we expect. On the price of sugar, I should say that the
of the House of Commons states, the EC sugar market, since it is a commodity which is ruled by
regime restricts competition, limitsmarket access and market forces, will set prices which are sustainable
encourages overproduction with surpluses having to and eYcient. We think that markets will regulate the
be dumped abroad using export subsidies.7 In the price. There will probably be an increase in the price
binding commitment it made in the Uruguay Round,

on the world market, but of course these prices willthe EC formally pledged not to subsidise exports of
attract more producers and that will make prices fallmore than l.2 million tonnes of sugar per year.
to a sustainable level economically. It will not be a bigHowever, year upon year the EC has subsidised
distortion because you have many producers. Ofexports three to four times larger than that. For the
course this increase in prices would take immediate2004 crop year, the EC exported nearly six million
eVect and we think they would then fall in line;tonnes, 355 per cent more than the level to which it
internal prices are a diVerent matter. The price forhad committed itself. This year an even greater
exports would indeed increase.amount will be exported with subsidies which violate

the EC’s WTO commitments. The EC itself
acknowledged this in a statement to the WTO’s Q396 Chairman:High Commissioner, welcome hereDispute Settlement Body on 27 September. The EC

today. Would you like to introduce yourself and thesaid that the quantity of sugar available for export in
Minister with you? If there is anything youwould likethe 2005-06 crop year will be even higher than in the
to say briefly before we go on with the questions,past “ . . . owing to a fall in consumption and a rise
please do so.in stocks”.
HE Richard Alston: Greg Williamson, Minster-
Counsellor, is here from our embassy in Brussels. We

Q395 Chairman: Minister, may I stop you. We do both welcome the opportunity to appear before the
know all of this and we have met Commissioner Committee this morning. I thought that I should say
Fischer Boel. What we really want to do, because we a few brief words about theAustralian sugar industry
all accept that the system has to be changed, is get and the imperatives for reform and what we have
your views on the changes which are proposed by the done to date in our own regime. May I just proceed
Commission. We know the history, if I may say so, down that track?
and what we should really like to do is to find out
fromyou in our limited time for examplewhat impact

Q397 Chairman: We have read your paper with6 MITCHELL, Donald, Sugar policies opportunity for change,
The World Bank policy research working paper no. WPS great interest; it was in our written papers.
3222, 2004. HE Richard Alston: It may well be that it does cover7 “Twelfth Report on the Environment, Food and Rural AVairs,
House of Commons. the bulk of it.
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Mr Williamson: I guess the EU sugar reform in itselfQ398 Chairman: It has a very good headline “The
Australian sugar industry is committed to eYciency” relies on a package of incentives which produces a

reduction in production such that it brings the EUand three paragraphs about that.
HE Richard Alston: Everyone is committed to sugar industries into conformity with the WTO

obligations. There are no guarantees though that thateYciency: we put it into practice.
will in fact happen. You do have quotas, but in fact
your total quota production is going up by oneQ399 Chairman:This is a very useful paper with four
million tonnes on paper as a result of the sugarvery good pages about what you are doing in sugar in
reforms; it is not going down, it is actually going up.Australia at the moment.

HERichard Alston:Obviously we think that if we can
do it others can do it as well. I suppose one of the Q402 Chairman: That is a once-and-for-all sale.

Mr Williamson: That is correct, but that is theconcerns we have about the current proposals is that
because they involve a fair degree of voluntary conversion of Cea sugar into quota sugar. You are

taking out Cea sugar, but you are actually increasingactivity our own experience is that you do need to
oVer pretty attractive incentives to people to exit the the amount of quota sugar you have available to your

farmers in the first instance. What you are relyingindustry.We are not particularly confident that these
measures will achieve that in the way youwould want upon after that is a reduction in the price as an

incentive to reduce overall production and this isto avoid overproduction, because you clearly do not
have much choice. Under these proposals you would what the High Commissioner is referring to: in eVect

you are relying on those incentives to reduceno longer be able simply to dump on world markets
and obviously stockpiling is not very attractive production. Our experience in Australia is that

incentives do not always work—straight-up financialeither. It seems to us that there needs to be somemore
rigour in the fine-tuning on an ongoing basis in order incentives for Australian farmers, in our experience

at least—is not one of them necessarily taking theto ensure that you are able to get people oV and
introduce the eYciencies which are required. hint and leaving production; for that matter even

mills.
Minister Sampaio Fernandes: We very much agreeQ400 Chairman: You, along with Brazil and
with the picture painted by Australia, that we shouldThailand were in essence the countries which
actually have better security and a better indicationcomplained that basically what the EU was doing
of action which is more conducive to a real openingwas illegal and it was not within theWTO constraints
of themarket, market access for exporters and an endand so on. Do you think that the proposals now put
to the subsidies.forward by the Commissioner will change that? Do

you reckon that the proposals that the Commissioner
has put forward answer what you were complaining Q403 Lord Livsey of Talgarth: I should just like to

establish one fact. Are you both members of theabout?
HE Richard Alston: They upheld our complaint and Cairns Group?

Minister Sampaio Fernandes: Yes.the eVect of the ruling is that there will have to be a
very substantial reduction in production. Obviously HE Richard Alston: Yes; we chair it. Cairns is in

Australia.that is something we welcome. There are concerns
about whether it will be met and we would not want
to see any slippage, we would not want arguments Q404 Lord Livsey of Talgarth: I am a good
that somehow, even though it seems to be a cast-iron geographer; I know that. Is the production of ethanol
ruling that binds under all the EU requirements, from sugar cane likely to lead to a significant increase
nonetheless people would say they needed more time in the price of sugar? I should also be interested to
for transition. Certainly it is a very big improvement, know whether you would produce less for the food
but it is where we think things should have been in the market if you could put more into the ethanol
first place and obviously we think it is still short of a market. I realise that particularly in Brazil you have
fully freed-up market. For example, there is no a flexible system. Would you play the markets?
market access. Minister Sampaio Fernandes: We have an experience

in Brazil of markets in ethanol and sugar going
together and adapting to prices. I should say again,Q401 Lord Haskins:We have been told by the other

side that it is actually pretty extreme, pretty radical as I said before, that whenever ethanol is attractive
the price rises and the production goes there; the pricefrom the European point of view and that the

combination of a 40 per cent reduction in price and tends to level. In Brazil we have seen ethanol
production competingwith sugar production, but thethe maintenance of quotas to make sure that exports

do not get subsidised, means, as far as we are most likely scenario is one in which the production of
sugar cane increases to accommodate this. This isconcerned, that the worry you have is unfounded.
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how the compensation works, nevertheless you mustwhat we have had for 30 years in Brazil, which is the
length of time we have used ethanol as a national have views about how, between us, developed

countries like we are, we should deal with theprogramme for transportation.
HE Richard Alston: Our ethanol market is at a very problems of the ACP countries.

HE Richard Alston: On the arithmetic, we say thatearly stage. We have recently persuaded the oil
companies at least to permit the use of ethanol in fuel you will be saving something likeƒ2 billion a year on

your export subsidies. It will then cost you aboutfor petrol, but it is still very early days. We do not
think that it is likely to disrupt the sugar market and ƒ499 million, so you have ƒ1.5 million spare and

then the cost of your ACP is about ƒ450 million. Socertainly it is going to take a fair bit of time before
those sorts of things happen. Clearly the major feed you have plenty of scope for savings. Our

fundamental point would be that you should notstock use for the largest producer is waste before it
starts, so that is not a competing commodity. look to be compensating them through tariV raising:

you should be assisting them in production or
transport or other ways of making their industriesQ405 Lord Lewis of Newnham: I happen to know
more eVective.Professor Vargas, whowas verymuch involved in the

early days in the 1970s in looking at the use of ethanol
as a primary fuel. Does ethanol cross-subsidise the Q408 Lord Haskins: Is it not a wider problem than
sugar or the sugar the ethanol, or are you saying that just sugar? The successful, highly productive
this is really a very flexible market and it is responsive developing countries like Brazil and Australia are in
in both senses? danger of wiping out some of the less developed
Minister Sampaio Fernandes: When you say “cross- economies and is that not a concern? It is a concern
subsidise”, there are no subsidies from the for us and should it not be a concern for you?
government for the production of ethanol or sugar. HE Richard Alston: Obviously in one sense we want
This ended ten or more years ago; there are no to maximise our opportunities, but we are still a long
subsidies for that production. Some producers are way from the markets, much further than African
flexible and they are able to produce either ethanol or countries are. To the extent that they might
sugar. It is viable for them to change and concentrate theoretically have the opportunity, they might not in
on whichever production is better remunerated at practice be as good at supplying much larger
any point. We only have three units which produce quantities. In other words, their port systems might
sugar and the majority of the producers are flexible, not be good enough or a lot of the other
they can adapt, and this is why the market is in some infrastructure might need upgrading, then there is
ways safer, because this production can change to plenty of scope for you to assist them in those ways
meet needs and can lower prices when necessary, and then you are helping to contribute to a much
because people will go for profits in this area. freer marketplace. Over time it is in their interests as

well to be as eYcient as possible rather than simply
having a theoretical market access opportunity. YouQ406 Lord Lewis of Newnham: How many people
can help them to ensure that they compete eYciently.are actually employed in sugar?
Minister Sampaio Fernandes: I should just like toMinister Sampaio Fernandes: I have these numbers
make three points. Compliance with the WTO or thehere somewhere; I will get back to you. Remember,
end of the export subsidies will not require a fall in thethat if we look at amap showing the area where sugar
price of sugar within the EC.is produced, it is like a belt of low-income countries

or middle-income countries and it is labour intensive,
not only in terms of production. It is a good employer Q409 Lord Haskins: There would be a 40 per cent
and I will give you the numbers later. reduction in the price of sugar in the EU.

Minister Sampaio Fernandes:What we want is an end
to export subsidies: we do not want an end to theQ407 Lord Haskins: It seems to us, despite your

reservations, that there are two sets of winners out of Cotonou agreement commitments. As a matter of
fact the three complaining countries at WTO,three in these reforms which the EU is putting

forward. First of all, because of the elimination of Australia, Thailand and Brazil, supported and
support preferential access to the EC markets for theexport subsidies, growers in Brazil and Australia will

at least have that benefit, that the market will be less ACP countries. We have waived our most favoured
nation treatment, so there would be no impact ondistorted. Secondly, European farmers are getting

very substantial compensation for pulling out of that. Regarding their income possibilities, we think
that the beneficiaries of the sugar protocol could beproduction. The big losers are the ACP countries and

we are very worried that they are not going to get a encouraged to diversify their production,
particularly into the area of ethanol, for example.satisfactory deal out of it. Recognising that most of

the responsibility for that must lie with the EU and Brazil intends to hold a seminar in Brazil next year
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Q413 Earl Peel: Somehow I thought that was goingfor ACP countries to try to show them what our
experience has been in ethanol. That might help some to be your answer.
of them, especially those who are oil importers, to use HERichard Alston:Because we have a long history of
ethanol and to avoid having to import oil, for not subsidising and in fact paying for generous exit
example, for gasoline. So we see alternatives, packages to restructure industries, I think they are
including co-operation between us in sharing the pretty competitive, but you are still up against the
experience we have in this area. significant transport costs from one side of the world

to the other. May I just add on the subject of aid that
we have just recently announced that we are doublingQ410 Earl Peel: My first question is in connection our aid programme from Aus$2 million to Aus$4

with expectations of the outcome of the Doha million over the next five years and we have also
Round. I think the Brazilian delegation have already increased our aid support to Fiji, which is a
expressed their views on that and you expect to see significant sugar producer, by 22 per cent over the
the existing commitments upheld. Perhaps, High last 12 months. So we are doing our bit in that sense
Commissioner, you would like to give your thoughts and we would much prefer to give them direct
as to what you expect from the Doha Round. assistance to look after the industry.
HE Richard Alston: We would hope for a lot better

Minister Sampaio Fernandes: Brazil does notoutcome than is presently on the table. We certainly
anticipate capturing a significant share of the EUtake the view that a 39 per cent reduction in the
market because of the preferential access to ACPaverage tariV cut, starting from a very high level, will
countries. We support this.not necessarily make a significant diVerence and we
HE Richard Alston: As we understand it, becauseare particularly concerned at the sensitive products
there is no tariV reduction, we would be in the sameproposal with a carve-out for eight per cent of tariV
position as we are in now.lines. In theory at least and possibly in practice that
MrWilliamson:That is an important point. The sugarcould exclude a lot of the major commodities
reforms which are being contemplated do notincluding sugar. We do not think that any significant
contemplate any reduction in tariV barriers toprogress has been made. We certainly understand
producers like Australia or Brazil at all. In fact thethat there are likely to be trade-oVs in relation to non-
WTO panel decision has now been aYrmed and aagricultural market products and services and as yet
time frame put in place for implementation related toit is probably fair to say that the EUproposal in those
the 1995 Uruguay Round commitment. It is notareas is much more robust and attractive to us and
about the Doha Round: it is not about Europethe EU is entitled to expect a meaningful response
paying twice. It is about Europe bringing its regimefrom some of the other major players. That does not
into conformity with its 1995 commitment.encourage us to think that the EU would necessarily
Chairman: A question or two now specifically togo further on the Doha oVering which is now on
Australia and then to Brazil.the table.

Q414 Lord Lewis of Newnham: Can you tell us theQ411 Earl Peel: So you retain a somewhat cynical
significance of sugar cane production within theview as to what the likely outcome is to be.
Australian economy? How do you place it in yourHE Richard Alston:We all know the political history
total economy? What alternative uses exist forof these things is that you wait until the very last
resources currently engaged in sugar production?minute. People do not want to make one oVer now
HE Richard Alston: The industry has been throughand then have to make another one later. You would
some fairly serious ups and downs, drought is anhave to be going a long way in a very short time to
endemic feature of the landscape in Australia andoVer a meaningful contribution, because the starting
some of the land can be and has been used for cattlepoint is so distorted that even though you can say in
and other productive uses, but generally speakinga headline way that there is a tariV cut, in practice
there is a fairly long 2,000-kilometer strip fromeveryone knows that it is not going to make much
Cairns down to the south.diVerence and the same with the sensitive products

carve-out.

Q415 Lord Lewis of Newnham: Yes, I have been
there.Q412 Earl Peel: Presupposing, if I may, that export
HE Richard Alston: As you will know, they are verysubsidies and tariVs are reduced, perhaps this is a
keen on continuing to produce sugar if they can. I dorather leading question: do you anticipate capturing
not have the stats in front of me, but obviously therea significant share of the EU market?
are things like coal and iron ore, wine into the UK, aHE Richard Alston: We take our chances along with

everyone else. number of areas where there would be a lot more
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India; together with New Zealand we are negotiatingexport earnings than from sugar, which is only about
Aus$900 million. with ASEAN and also Malaysia and Japan. We are

covering most of the bases in the region and clearly
we would feel no option but to go further down thatQ416 Lord Livsey of Talgarth: In what parts of the
path. People sign free trade agreements because theyworld do you see the potential to increase exports of
see it as being in their mutual interest and that meanssugar? How dependent are these on estimates of
that it is inherently attractive to many of thoseeconomic growth in the importing countries?
countries in the region. If I may say so, in non-HE Richard Alston:We certainly think there is likely
foreign-minister terms, because of the outstandingto be increased demand, particularly in areas like
performance of our economy generally, they have aIndia and China, where standards of living are rising
much higher level of confidence in negotiating thosequite dramatically; you will find that occurring in
agreements with us. So our long-term resource,particular if the price falls. Russia and Pakistan
exports to China for example, means they are verywould be two other areas with rising levels of general
keen to go down a bilateral path.We actually see it asconsumption and great capacity to aVord the
second best in one sense because we would preferproducts.
much faster progress on a multilateral basis. To theMr Williamson: Our commodity forecast from the
extent that progress is too slow there, then we mightAustralian Bureau of Agriculture and Resource
actually be helping the cause of forcing theEconomics provides a pretty accurate forecast of
international community to speed up the process.where consumptionwill grow, at what rate andwhere
Chairman:Thank you verymuch.We now have a fewthe opportunities are for increased sugar
specific questions for Brazil in the time remainingconsumption and the constraints to extra production
to us.too, for that matter. I shall give you a copy of the

relevant edition.
HE Richard Alston: The other thing to be said about Q420 Lord Christopher:May I say one or two things
India and China is that they have a limited capacity first? You have the largest agricultural area in the
to expand their own production, so they are more world and it is suggested that you could increase that
likely to go for imports. by at least four and a half times. You are the fastest

growing exporters of agricultural business and on the
Q417 Lord Livsey of Talgarth: Of course they have face of it you are likely to attract investment. Already
double figure growth as well, which answers the one German sugar producer is looking round, selling
second part of the question, does it not? You are two of his factories in Germany and seeking to buy or
already dependent on that group. establish two in Brazil. On the face of it Brazil will be
HE Richard Alston:We are all in favour of it. one of the most competitive areas of sugar, quite
Lord Livsey of Talgarth: I am sure we would like that. apart from other things like beef. I am concerned

with industrial relations. You said that sugar is a
Q418 Chairman: Your Foreign Minister, in a good employer and I think youmeant a large one. On
typically mild Australian manner a few days ago the face of it, you do have some serious industrial
referred to French farmers who were holding the issues, labour issues, which certainly concern me and
international trading system to ransom and added concern a number of other countries as well. You
that he was pessimistic about the Doha Round have extremely low wages and allegations of slave
succeeding because of fears over EU protectionism. labour. You have ratified seven of the eight core high
HE Richard Alston: Very understated. level agreements, but the implementation of those is

diYcult. You get twomillion complaints a year; some
of them take four or five years to sort out. Could youQ419 Chairman:Hewent on to say that if there were
oVer some views to us please on your ambitions in thefailure in Hong Kong next month, Australia would
direction of the export market for sugar? You havego ahead with Plan B, to sign further bilateral and
indicated your willingness to see the ACP countriesregional trading agreements. You would go oV in
protected, but what about the rest of the world? If weanother direction and aim to create over the long
are talking about level playing fields in terms of taxesterm a free trade area covering the Asia-Pacific
and subsidies, what about industrial and labourregion, which is the most dynamic area in the world.
relations?As we have you before us this morning, would you

like to enlarge on that? Minister Sampaio Fernandes: Actually I was not
totally prepared to touch on industrial relations asHE Richard Alston: I do not think I am letting any

particular cat out of the bag, but we have already such. I must say that actually the rural sector, the
agricultural sector, is an important employer insigned free trade agreements with Thailand,

Singapore, the US; we are well on the way with Brazil and has lots of social impact. As long as
Brazil’s expansion in agriculture continues, it will ofChina. I think we are starting negotiations with
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that there are misleading ideas. Why are theycourse in great part address the national market, as
has happened with coVee. We increased our misguided? In the case of sugar cane I shall just give

you some numbers and then talk about the map.production, but we are the second greatest consumer
of coVee, so not all our production is exported. Brazilian territory covers 851 million hectares.

Thirty-five per cent of this land is used forIndustry is an important employer too and we have a
free system, free trade unions. What a lot of people agricultural and pasture land; 55 per cent is forests;

nine per cent is savannas and fields; two per cent iscall “slave labour” is an inappropriate use of the
term, because we do not have slavery in Brazil. What towns, streets, highways, et cetera. The area used for

the cultivation of sugar cane is 5.5 million hectareshappens in some cases in the rural areas is that we
have employees who are not able to meet their own which amounts to only 0.6 per cent of the total area

of the country. During the last 10 years from 1992 tofinancial costs. It is a little bit like the debt which
developing countries have. You owe a little and then 2003, 94 per cent of the increase in sugar cane

cultivation took place in the existingmills; 94 per centyou work to pay it, but you still have to pay and that
is what happens with the workers in those rural areas. of the increase in ten years took place in the same

place. There is planting in some areas in the north-Brazil has a plan. TheMinistry of Justice in Brazil has
a plan to try to attack this. What happens is that east, but very little at this stage because of dry land

problems; they need irrigation. There is planting inthose people are employed, then they buy a house,
they buy food, they buy transport and at the end of the south central part of Brazil, mostly to the west of

the state of Sao Paulo, which is in the narrower partthe month they pay it all and in the end they are in
debt. That is why we have coined a term which I am of Brazil, within the boundaries of the states of Mato

Grosso, Minas, Goiás and Paraná. All of these arenot able to translate for you now, but it is something
like an “insolvent employee”. This is what we have in between 500 and 1,000 miles away from the Amazon
there. We have free trade unions in Brazil and one forest. I will spare you the other numbers.
former trade union leader has been elected to be our Chairman: You are a very eYcient protagonist.
president and in the rural areas wages depend upon
the price of commodities. This is why it is also

Q423 Lord Cameron of Dillington: You seemed toimportant to have more employment and better
indicate earlier that you thought the world priceprices so that the social situation can be improved.
would probably rise, if these reforms went throughMay I just give you the numbers concerning
and they were successful in reducing Europeanemployment in the sugar industry? The sugar
production, at least to begin with. Is that what youbusiness in Brazil accounts for one million in direct
said?employment and a few million in indirect
Minister Sampaio Fernandes: Yes.employment.8 They have calculated that for each one

million tonnes of additional sugar cane produced and
processed there are 2,200 new jobs. Q424 Lord Cameron of Dillington: Under those

circumstances, in a way as a continuation of that
question: what sort of expansion do you see over theQ421 Chairman: Could you go on to the question of
next 10 years and what role do you see sugar playingenvironmental damage? We all know that you are a
and what part do you see sugar taking in the outputvery eYcient and very cheap producer of sugar,

though you could go a lot bigger, but what about the of the Brazilian economy?Where do you see sugar as
environmental damage and the availability of land an overall percentage of its agricultural production?
which is suitable for sugar cane production without Minister Sampaio Fernandes: It is diYcult to foresee
causing environmental damage. what the rates of increase in production would be. Of
Minister Sampaio Fernandes: I am glad you asked course, if you are referring to the question of land
that. I must just show you all the things they have availability, there is enough land available to triple
given me to read here, but I shall spare you this. the production of meat or the production of sugar

cane. There will be no limits in the natural
environment in Brazil on that. We expect Brazil toQ422 Chairman: If you would like to send it to us as
increase the distribution of income and incomes willfurther written evidence, please do.
improve, so we will have more internal consumption.Minister Sampaio Fernandes: I shall just give you a
I should say that we would be prepared to compete inlittle résumé. I am very glad you raised this question.
internationalmarkets as we have. It is very importantOne of the libels we have to face is this question of the
for us to build enough financial capital to be able toenvironment which is raised everywhere. We turn
improve the conditions in Brazil. As a matter of fact,around and there is the environment and I have to say
industrialisation in Brazil came from the capital from

8 The sugar industry directly employs approximately 1.1 million the coVee sector, so there is a positive relationshippeople and another 2 million jobs are directly involved through
related industries (chemicals, tractors etc . . . ) between agricultural revenues in Brazil and industrial
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better on world markets, because you are not exportexpansion.9 I could not predict exactly as I do not
dumping into those markets, is necessarily going tohave the numbers.
aVect the flow of ACP products into the home
markets, because we are still as precluded as we are

Q425 Lord Plumb: WTO was set up in order to now by the same tariV regime.
liberalise trade. I do know both countries and you Minister Sampaio Fernandes: I agree with what the
obviously do have tremendous potential for growth High Commissioner has said and we know the ACP
and you believe that market forces should operate. preferences will not be eroded. Producers will
You have both said very clearly that you support compete for the rest of the market which will be
access by ACP countries into the markets, the opened up but we have to take into account the fact
markets to which they have access at the moment. that the production of the ACP producers is very
Having listened to the evidence we heard from small compared with the overall sugar production.10
Guyana this morning, we realise that we are, as a There is indeed going to be competition and where
committee, in coming to a conclusion on this, but the market will really expand is in relation to the
even more soWTO itself following the Doha Round, exports from the European Union, which will not be
saying access for all. There is no doubt that export subsidised. This is the amount which the more
subsidies will go; that is very much on the cards. How eYcient producers will compete for. This is the scale
on earth do you see the situation where you still have of the market which will immediately be divided up
a great potential for growth—and you can produce by producers who are more eYcient. The ACP
the commodity at a much lower price than anywhere countries account for only 2.53 per cent of the world
else in the world—satisfying ACP countries, despite production of sugar. There is a belt of poor
still having access—and production will still be countriesin the sugar producing area but these
maintained in some areas in Europe—and levelling countries can also become more competitive if they
this trade on aworld scale? It is a tremendous exercise have better prices and they can compete for their
and the way you have spoken this morning all leads share; they can be competitive. We are very eYcient,
to yes, we are going to get the maximum amount in but they can compete in prices also. In any case it is
this market and nobody can blame any country for this share of the market which is going to be open to

competition.wanting to do well.
Chairman: Thank you both very much indeed. WeHE Richard Alston: It seems to us that if you are not
have overrun your time. We are very grateful to youmaking greater market access available and you still
for coming together to give us your views thishave a preferential commitment to the ACP, then it
morning. You are actually the last oral witnesses weis business as usual except to the extent that they get
are taking evidence from and we hope to produce alower prices for their product. At the end of the day
report in time for Government Ministers here towe would hope that they act rationally like everyone
consider it before the Hong Kong Round. I agreeelse. If they are wholly dependent upon one
with what the High Commissioner said that one’scommodity, then that is a very dangerous way to do
hopes are not terribly high at themoment about whatbusiness; certainly Australia does not operate in that
is going to happen in Hong Kong, but let us hopeway and we think a lot of those ACP countries are
pessimism is not justified, because I think all of us invulnerable for that very reason. To the extent that
this roomwould like to see amovement towards freeryou are still very committed to providing preferential
trade, particularly to help the less-developedaccess, then I do not see how allowing us to compete
countries. Thank you so much for coming this

9 In the next decade, the Brazilian economy is expected to grow at morning.
the range of 3% to 5% per year. Brazil has a relatively diversified
economy.Agriculture andmeat production account for 10.9%of 10 ACP sugar accounts for only 2.53% of world production. Only
total GDP (GrossDomestic Product); the industrial sector in the 34.4% of that production is from “low-income economies.” On
Brazilian agriculture, accounting for 7.2% of the gross income the other hand, looking at the world as a whole, sugar
obtained from agriculture. The most important activity is production from all countries classified as “low-income
soybean production, which accounts for 21.9% of the gross economies” and “lower-middle income economies” account

respectively for 21.8% and 46.7% of world production.income in agriculture.
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Written Evidence

Memorandum by the Agriculture and Forestry Commission of the Finnish Parliament

POSITIONS ADOPTED BY THE AGRICULTURE AND FORESTRY COMMITTEE,
PARLIAMENT OF FINLAND

General

The Committee notes that one of the key aims in reforming the EU sugar regime is to reduce surplus
production and subsidised exports of sugar. It emerges from the Government’s communication that the
ongoing round ofWTOnegotiations and the ruling being drafted by theWTODispute Settlement Body define
the volume of subsidised exports permitted and through it the need to reduce production in the EU. Besides,
the reduction in customs tariVs agreed within the WTO determines in practice the amount by which the
internal EU price is to be cut. The Committee points out in this connection that Finland’s sugar production
covers only about 70 per cent of our country’s consumption. Thus, Finland has not been contributing to
causing surplus production of sugar in the EU and consequently not to a need to subsidise exports of beet
sugar, either. Through her production levies on sugar, Finland is already now having to help finance exports
from countries with sugar surpluses to markets outside the EU. Thus the reform is even a priori unfair to
Finland.

Half of the EU’s sugar quota is nowadays allocated to producers in France andGermany. The French, Dutch
and Danish quotas clearly exceed consumption in those countries. The UK, Portuguese, Greek and Finnish
quotas, in turn, are smaller than those countries’ internal consumption. The quotas allocated to the new
accession countries are approximately equal to consumption in those countries. Exports of sugar produced
under quota are financed through the already-mentioned production levies, 58 per cent of which are collected
from growers by factories, which deduct it from the amount they pay for beet. Although Finland is not a net
exporter, she has paid a total of ƒ35.5 million in production levies in the period 1995–96 and 2002–03.

The EU’s share of world sugar exports is 10–15 per cent. Despite these considerable exports, the EU is also
the world’s second-biggest sugar importer. The bulk of imports come from India and the ACP countries,
which are small island nations or poor African developing countries. This sugar is paid for at the Internal
Market price. These countries are not capable of producing sugar at the world market price.

Sugar cane derives its competitivenessmainly from the fact that it is cultivated in large plantations in countries
with low cost levels, andwhere environmental protection does not cause an extra cost burden, either. In Brazil,
sugar factories own cane plantations thousands of hectares in size. A lot of water is needed when sugar cane
is grown. The water needed for one hectare would be enough to grow several hectares of other crops. In many
developing countries, increasing sugar production would also mean reducing production of other foodstuVs.

The world market price of sugar has long been so low that under no circumstances would it cover the cost of
production. The solution that has been adopted is to fix a domestic market price, which even in major
exporting countries is two to three times the world market price. The domestic market price is safeguarded by
means of tariVs and import levies. For developing countries that export sugar to the Community, a price cut
can mean an end to profitable exports. Therefore they are opposed to reform of the EU sugar regime and
liberalisation of world trade.

Quotas

It is stated in the Communication that the maximum volume of subsidised exports agreed at theWTO and the
ruling now being drafted by theWTODispute Settlement Body will determine by howmuch the EUwill have
to cut its own production. A reduction of quotas by 16 per cent is proposed in the Communication. Finland’s
quota of 146,087 tonnes would thus be cut to 122,713 tonnes. The reduction in the possibility of producing
quota sugar would correspond to the yield from over 5,000 hectares of cultivation. However, it has been
emphasised to the Committee that the eVects of the cut on the area under cultivation would probably be
substantially greater, because maintaining the two factories that the industry requires in order to be eYcient
could prove diYcult with the scale of production that the reduced quota would allow. Thus Finland’s so-called
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two-factory model presupposes our sugar beet production being kept at its present level. Indeed, the
Committee takes the view that quota cuts within the EU should aVect other countries in which sugar
production exceeds their domestic consumption.

Under the present market arrangement, sugar production quotas are specific to theMember States. It is stated
in the Communication that the Commission takes the view that after the price has been lowered sugar
production will continue in the regions with the lowest production costs and end in regions with low
competitiveness. On these bases, the Commission proposes in its Communication that it be possible to transfer
production quotas between Member States. However, our Committee draws attention to the fact that the
majority of shares in our country’s sugar industry are in foreign ownership. Therefore, when the proposal is
implemented, the threat of our production being transferred to countries with higher crop yields would be very
great. Sugar beet cultivation and sugar refining could end completely in Finland. Indeed, the continued
operation of the sugar industry in Finland presupposes that beet continues to be cultivated. Because the sugar
industry is an important part of the Finnish foodstuVs sector, an end to beet sugar production would have
impacts on also other segments of our foodstuVs industry. Stressing especially the aforementioned aspects, the
Committee demands that the production quotas absolutely remain country-specific.

The proposal envisages also merging the A and B quotas. The Communication reveals that merging the A and
B quotas would favour those countries whose B quotas are large. For countries with small B quotas, the
reduction in the price of sugar beet would be relatively greater than in the cases of countries with large
B quotas. Thus merging would be unfavourable for Finland and all other countries with small B quotas. In
the old Member States, the B quota’s share of quotas overall is 18 per cent on average, but in Finland only
10 per cent. Therefore the Committee takes the view that the proposal should not be adopted in this
respect, either.

In concurrence with the stance adopted by the Government, the Committee takes the view that in order to
balance out the large crop fluctuations typical of Finland there is still a need for a transfer system to equalise
crops in consecutive years. The present system, which also allows a part of production in excess of quota to
be transferred to the following year, must be preserved.

Price Cuts and Compensations

The Commission is also proposing a reduction in the minimum price of sugar beet. The price during the first
two years of the proposed system would be 25 per cent lower than at present and in the year after that 37 per
cent below the current price level. According to a report received, the reduction in the EU minimum price of
sugar beet which theCommission proposes, ie from the reference period’s price ofƒ43.6 per tonne to theƒ27.4
that would apply after the full reduction, would in practice mean a price cut of nearly 40 per cent in Finland.
The Communication reveals that the settlement price for sugar beet, including transport and storage costs and
sugar-content bonuses, has been around ƒ58 per tonne in recent years. It is estimated that after the reform it
would be only aboutƒ35 per tonne, whereby it would enable only 10 per cent of Finnish beet farmers to cover
the variable costs of cultivation, in spite of the fact that the average beet cultivation area per farm in Finland
is one of the largest in the EU. However, the receipts from selling sugar beet must cover at least the variable
costs of growing it in order for its cultivation and processing to be able to continue in Finland. Consequently,
the Committee takes the view that in light of the circumstances of production in Finland, the proposed price
cuts should not be implemented.

The Committee points out that the proposed 60 per cent compensation, in the form of a decoupled income
payment, for the price reduction is not suYcient to enable production to continue, given the low crop yield
in Finland. Indeed, the Committee takes the view that any income losses resulting from the reform must be
compensated for fully in regions with unfavourable conditions. This can be done by, for example, paying
compensation at a flat rate per hectare throughout the Community and additionally making special
arrangements possible in areas where conditions are unfavourable. These special arrangements could be
separate transport subsidies paid to farms on the ground of long distances, a storage subsidy paid because of
early onset of winter as well as investment subsidies.

To Conclude

TheCommittee notes that one of the starting points in the CommissionCommunication is, in accordance with
what has been stated in the foregoing, a desire to eVect a reorganisation of the EU’s sugar sector that would
transfer production fromMember States with weak competitiveness to others with favourable conditions for
production.However, the Committee concurs with theGovernment in adopting the position that in reforming
the CommonAgricultural Policy it is essential to respect the principle, adopted by the Luxembourg European
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Council in 1997 and reaYrmed at the Berlin (1999) andBrussels (2002) EuropeanCouncils, in accordance with
which it must be possible to continue agricultural production in all regions of the European Union, including
those with special problems. The Brussels European Council in 2002 also called for the needs of producers in
areas with unfavourable conditions to be safeguarded in conjunction with the reforms. In addition, Article
33.2 of the Treaty of Rome requires that when the Common Agricultural Policy and any special methods
relating to it are being planned, account must be taken of inter alia the particular nature of agricultural
activity, which results from the social structure of agriculture, as well as of the structural and natural-
conditions-related diVerences between regions where agriculture is practised.

The Committee is of the view that account must be taken of the above-mentioned declarations and treaty in
the Common Agricultural Policy, because they constitute the most central guarantees that our country’s
agricultural production will continue in the EU, and ignoring them must not be accepted; instead, if necessity
so requires, there must be a special examination of how legally binding they are. Growing sugar beet would
become the first sector of production which, as a consequence of measures taken under the EU’s Common
Agricultural Policy, lacked the prerequisites for its being pursued in our country. TheCommittee draws special
attention to the fact that the number of plant species cultivated in Finland is less than in the other EU
countries. What would be involved would be a precedent after the setting of which all of our country’s
production sectors, and also our security of supplies, would be endangered.

9 November 2005

Memorandum by Gerald Barrack CF CBE, Chairman, Sugar Commission of Fiji

9th ACP SPECIAL MINISTERIAL CONFERENCE ON SUGAR

“PROMOTING THE SUSTAINABLE DEVELOPMENT OF ACP SUGAR SECTOR”

A FIJI SUGAR INDUSTRY PERSPECTIVE

1. A direct revenue loss of ƒ5 million in 2006–07, ƒ21 million in 2007–08, ƒ25 million in 2008–09 and
ƒ34 million from 2009–10 onwards. This represents a very substantial reduction in revenue over a very short
period and will halt the progress I spoke of earlier.

2. In addition to these direct revenue losses, there will be negative multiplier eVects throughout the Fiji
economy due to the multifunctional role of the sugar industry.

3. Annual cane production will decrease substantially as farms become uneconomical.

4. There will be a significant increase in poverty across all sectors of the community.

5. The Miller will continue to incur losses on sugar despite their restructure programme.

Due to our geographical isolation and in the absence of any financial assistance in alleviating the freight
burden, we are disadvantaged by higher freight rates which have to be paid by us from the much reduced
revenue under the current proposals.

For us options for diversification are limited. Sugar has proved in the long term to be the only viable
agricultural crop, being best adapted to prevailing climate and soil conditions and able to recover quickly from
natural disasters such as floods, droughts and cyclones. However, we are engaged in diversification projects
including cogeneration (electricity generation from bagasse) and are also looking at cane based ethanol for
fuel.

Initiatives for the Continued Viability of the Fiji Sugar Industry

I will now highlight some of the initiatives which are being undertaken by Government and industry
stakeholders.

We are in the process of developing an action plan that is designed to ensure the future viability of the sugar
industry in the long term, and to fulfil its multifunctional role. This is being undertaken in line with the
Commission’s proposal for accompanying measures for Sugar Protocol countries aVected by the reform of
the EU sugar regime.

The following measures are being put in place to improve the competitiveness and productivity of the sugar
sector:

(b) The Miller is also undertaking initiatives to significantly reduce milling and administrative costs.
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Transport

Options are being evaluated to improve the cane transportation system from field to factory and to
reduce costs.

Fiji’s Response to the Commission’s Proposals for the Sugar Regime Reform

Our position on the reform is as follows:

1. The proposed level of the price cuts is too drastic and will result in the collapse of the Fiji Sugar Industry
and have serious consequences for the Fiji economy. Fiji supports the position that any price cut should be
limited to what is necessary for the EU to meet its WTO obligations. Such price cuts should be eVective from
2008 and evenly spread over an eight year period. This will provide time for the restructure of the Industry
and the stability necessary for investment.

2. The EU is obligated under Article 36.4 of the Cotonou Agreement to safeguard the benefits of the Sugar
Protocol. TheEU is also committed to the concept of Special &DiVerential treatment for developing countries
in the ongoing Doha Round of trade negotiations. These should be fully taken into account when we address
the future of the Sugar Protocol in the context of the EPAnegotiations.We should ensure and be committed to
achieving an outcome that will guarantee at least, a situation where we are not worse oV as a result of an EPA.

3. The Sugar Protocol has been long recognized as an integral part of the EU Sugar Regime and Fiji, along
with the ACP signatory States, should receive comparable treatment with the EU’s outermost regions.

4. We strongly submit that any support needed by the full time cane sugar refining industry in Europe should
be paid directly from the EU budget, as has always been the case, and not passed on to the Sugar Protocol
suppliers in the form of a lower price in 2006.

22–26 September 2005

Memorandum by Booker Tate Limited

Booker Tate Limited

1. Booker Tate is a leading provider ofmanagement and technical services to the international sugar industry.
We have been in this business for more than 30 years and have worked in virtually every country that produces
sugar. Our primary activity is the development and management of sugar producing enterprises on behalf of
their owners. While we have some operational experience of beet sugar, mainly in the former Soviet Union,
the bulk of ourwork has beenwith cane sugar in the tropics and sub-tropics.We can truthfully say that Booker
Tate has more first hand experience of growing sugar cane and producing sugar under a wide range of
agroclimatic, economic, social and political conditions than any other company in the world. We have
developed and managed cane sugar operations in the Caribbean/South America, the Middle East, west, east
and southern Africa, south Asia, southeast Asia and the Pacific.

2. We are currently involved in the sugar industries of three countries which supply sugar to the European
Union under the European Union/African Caribbean Pacific Sugar Protocol (ACP Protocol), namely
Swaziland, Guyana and Belize. In Swaziland we currently hold a small shareholding and provide corporate
management services to the larger of the two producers in the country, the Royal Swaziland Sugar
Corporation (RSSC). We have recently acquired additional equity in the RSSC which will result in us being
a significant minority shareholder. In Belize we own an equity stake and provide corporate management
services to the sole sugar producer, Belize Sugar Industries Ltd, (BSIL). InGuyanawe are corporatemanagers
of the country’s sole sugar producer, the Guyana Sugar Corporation (Guysuco). We are also corporate
managers ofKinyara SugarWorks Ltd, one of the three sugar producers inUganda, a country which by virtue
of its Least Developed Country (LDC) status is eligible for sugar supply to Europe under the Everything But
Arms (EBA) arrangement.

3. While the comments below have been prepared following consultations with our ACP Protocol client
companies, and may reflect their views, we would like to point out that Booker Tate Ltd alone is responsible
for this response. As requested we have restricted our response to some six pages. However we have taken the
liberty of including as an Appendix to this document the full text received from the Swaziland Sugar
Association, the apex organisation which represents the Swaziland Sugar industry domestically and
internationally, as it provides useful comments and suggestions on a number of issues [published separately
as memorandum by the Swaziland Sugar Association].
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Background

4. Before commenting on the questions posed, we would like to briefly describe the place and importance of
the sugar industries in two of the ACP Protocol supplying countries mentioned above and the plans/initiatives
which all three are putting in place. We also include a comment on the importance of sugar in development
as it underpins a number of our responses to your questions.

5. Swaziland—The sugar industry in Swaziland is a key component of the economy contributing 18 per cent
to national output, and accounting for 59 per cent of agricultural output, 16 per cent of private wage
employment and 11 per cent of national wage employment. A large informal sector also derives income and
livelihoods from the industry. Sugar accounts for 11 per cent of total exports and various taxes on diVerent
components of the industry make a significant contribution to the national exchequer. The Royal Swaziland
Sugar Corporation, employing over 5,000, is the largest employer in the country. Swaziland sells roughly 25
per cent of its output to the EU under the ACP Protocol and Special Preferential Sugar (SPS) arrangements.

6. Guyana—In Guyana sugar is a significant component of the economy. It accounts for 18 per cent of Gross
Domestic Product, 57 per cent of AgriculturalGross Domestic product and 30 per cent of the country’s export
earnings. The industry provides employment for 25,000 people and impacts upon the livelihoods of 125,000
employees and their dependants out of a national population of 725,000. Several thousand others draw some
form of income or livelihood from the industry via its multiplier eVects. It provides significant government
revenue via taxation and import duties. Guyana sells over 50 per cent of its current output to the EU under
the ACP Protocol and SPS arrangements.

Initiatives Being Taken by the ACP Sugar Producers

7. It is important to appreciate that many of the ACP producers have for some time taken action to mitigate
against the eVects of the impending EU reforms. In industries in which we are involved there are several
examples. RSSC has recently adopted vigorous cost cutting initiatives and is seeking to increase margins via
economies of scale and adding value to its basic product. It is also expanding its alcohol production business
based upon molasses. Guyana in addition to building a new factory with a co-generation plant (burning
bagasse to create electric power for sale to the grid) is seeking to enhance agricultural and factory eYciency
and reduce its unit cost base and is working on several initiatives to add value to its basic raw sugar product
for sale within the Caribbean. Belize has been progressing a co-generation project for several years.

8. These initiatives are however made all the more diYcult by the uncertainty over the timing and quantum
of the EU price cuts and the Accompanying Measures. The securing of funding for such projects from the
international lending agencies and commercial banks is at the best of times a potentially long and complex
procedure. The depth of the proposed EU price cuts and their harsh timetable causes further uncertainty,
delays and frustration on the part of the borrower who is keen to sign up finance for initiatives already in place
or urgently embark upon new projects. Thus the industry enhancing initiatives which we understand the EU
would welcome are being stifled by the impending reforms and uncertainty over the AccompanyingMeasures.

The Role of Sugar in Development

9. Booker Tate shares the view that agriculture can play a fundamental role in the alleviation of poverty
through employment creation, income generation and the provision of livelihoods. We endorse the view that
support to agriculture in the developing world should assist in the achievement of the Millennium
Development Goals. The production and sale of agricultural produce or the opportunity for wage earning in
agricultural businesses provide an avenue for rural people to transfer from the subsistence to the cash earning
economy and thus escape from persistent poverty. Moreover agribusiness continues to play a crucial role in
generating income and employment throughout the development process.

10. A sugar company with a processing unit provides an assured market for the raw materials of primary
producers, commonly under oVtake agreements, and adds value “in country”. Sugar cane is an ideal
smallholder crop and its popularity in, for example, Swaziland and Uganda where we have first hand
experience of smallholder production is testament to this. Themodel of a sugar company, possiblywith its own
nucleus estate, contracting with smallholders/outgrowers and providing services to them has had considerable
success throughout the developing world.

11. In a sugar company the concentration of industry, agriculture, infrastructure, communications and
community services in one location rapidly becomes a growth pole. The inter-sectoral linkages between the
company, with its requirements for fertilisers, fuel, lubricants, process chemicals, spare parts, replacement
equipment and vehicles, and other parts of the economy are strong. The large farming, factory and service
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populations need feeding and this market opportunity invariably stimulates agricultural production in
surrounding areas. The wide range of ancillary services required by a cane sugar project stimulates the
development of small local businesses. Meanwhile a substantial transfer of skills and knowledge from the
project into the local economy is occurring as factory employees and cane farmers are trained and
professionally developed. The result is that within a few years a cane sugar project can have a profound,
positive impact on the incomes and welfare of poor rural people for miles around and on the wider regional
economy in general. We have seen this happen many times.

12. In summary, our experience has shown that sugar projects act as development platforms. They are centres
of economic activity in sometimes remote areas or diYcult environments and commonly have significant
economic multiplier eVects in the surrounding region. Large scale sugar businesses are also often obliged to
provide (at considerable cost) housing, social infrastructure and a range of community services (eg health care
and education) in order to attract the calibre of staV required to live and work in such areas. They therefore
facilitate social cohesion in addition to providing opportunities for economic advancement.

13. The EU/ACP sugar protocol and more recently the EBA initiative have strong development dimensions.
Changes to them may have significant direct and indirect eVects in ACP and EBA sugar supplying countries.

Our Response to the Sub-Committee

14. As far as possible we have tried to frame our comments around the questions posed by the Sub-
Committee. Given our involvement in certain ACP sugar producers the major part of our response centres
around the international aspects of the proposed reforms. Under the heading “Impact on UK industry” we
discuss the impact on Booker Tate Ltd as an investor and service provider to sugar industries in ACPmember
states and LDC’s.

African, Caribbean and Pacific (ACP) and the Least Developed Countries

15. The Sugar Protocol of the EUhas provided theACP suppliers since its inception in 1975with a guaranteed
market at a guaranteed price for an indefinite period. There is a strong and long standing relationship between
the two parties. While we appreciate the need for some element of reform of the EU regime in order for the
EU to meet both its internal objectives and its international commitments at, for example, the World Trade
Organization, we feel that the reforms as proposed will have an extremely deleterious eVect on both the ACP
and EBA states just at the time when the UK in particular through its much publicised G8 initiatives, and the
EU more generally, are seeking to address poverty and its causes.

16. We also feel that the reforms should be undertaken in a manner that is equitable to all aVected parties,
which of course includes the ACP and EBA in addition to the EU beet farmers. For example the funding
arrangements for the EU beet farmers and processors ceasing to produce sugar are clearly spelt out in the EU
Proposals while the Accompanying Measures arrangements for the ACP states are still the subject of
speculation.

17. While we appreciate that the reforms must be reviewed in line with the Accompanying Measures
Proposals, whose details are not yet clear, it is possible that the “gain” from one may not compensate for the
loss of earnings from the other such that the aVected nation/industry will as a result be worse oV. In the context
of seeking to achieve the Millennium Development Goals and the Doha Round being focussed on
development, the eVects on the EU reforms may run contrary of the spirit of both these movements.
Depending upon the final funding level for the Accompanying Measures, the cost and timing of those funds
to the recipients and its distribution across the aVected ACP community it may be necessary to provide
supplementary disbursements on favourable terms. The overall eVect of the proposed cuts and the
Accompanying Measures should be neutral.

18. We understand that the EUfinancial support provided to the banana and rumproducers following reform
of those regimes was well intentioned but met with bureaucratic hurdles and delays. We would like to suggest
that lessons of experience from the banana and rum models are applied to the implementation of the
AccompanyingMeasures for sugar, particularly as regards the urgency of disbursements and the flow of funds
to the intended beneficiaries/aVected parties.

19. The industries in which we are involved (Swaziland, Guyana and Belize) are among the more eYcient of
the ACP suppliers. They are sustainable businesses which are making eVorts to improve competitiveness and
reduce unit costs. They seek additional access to the EUmarket under the Reform Proposals albeit at a lower
price. In the context of market liberalisation we would like to propose that additional access for sustainable
ACP suppliers should be an integral part of the reform process. EU commitment on this issue which we
understand would be addressed as part of the Economic Partnership Agreements to take eVect from 2008, is
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required urgently. The ongoing restructuring plans of the aVectedACP industries need, as amatter of urgency,
to take account of whether additional access (in conjunction with other local and regional market initiatives)
may or may not become reality.

20. The argument that trade liberalisation in sugar is good for the developing world as it will lead to higher
world prices needs to be debated. Brazil is the powerhouse of sugar accounting for some 25 per cent of global
sugar production and 34 per cent of global exports. Its growth has been fuelled by devaluation and switches
between sugar and ethanol, cross subsidisation between the two and so on. The reality is that trade
liberalisation will largely benefit the likes of Brazil and Thailand, medium income developing countries, to the
detriment of the poorer ones. Even in Brazil the ownership structure of the industrymaymean that the welfare
benefits of sugar expansion do not necessarily accrue to those who need them most. The increasing
concentration of sugar production in the hands of a few is undesirable.

21. The impact of the proposed reforms will have long lasting impact particularly on small and vulnerable
developing economies whose diversification options on a commercial basis when in competition with global
players are very limited. Alternative crops and agribusiness options have been tried, and failed in many such
countries for reasons of climate (eg hurricanes), cost or competition in the marketplace. Sugar has been the
lifeblood for many. Alternative employment and livelihoods can be diYcult to find in emerging economies,
particularly in rural areas. People are not readily absorbed into other sectors of the economy as they might be
in Europe.

22. Turning to the proposed EU price cuts themselves, there will be substantial negative eVects on all the ACP
and current and potential EBA supplying countries. The immediate impact will be substantial revenue losses
to the sugar industries. Commentators have estimated that the eVects on theACP industries alone will amount
to some ƒ400 million per year once the full 39 per cent cut are in place. In Swaziland it is estimated at
ƒ30 million/year which is almost equal to the EU’s total aid allocation to Swaziland under the 9th European
Development Fund (2002–07). In Guyana the reduction in revenues resulting from the cuts is estimated at
ƒ35 million/year.

23. The secondary impacts will be very significant multiplier eVects throughout many of the ACP economies
due to the multifunctional nature of the sugar industries. Examples are goods and service providers to the
sugar industry, waged employment in rural areas, social service provision by the sugar companies, the ability
of the small growers to service bank loans, foreign exchange earnings and government revenue (eg sugar levies,
corporation taxes paid by the sugar companies), personal taxation paid by sugar industry employees and other
service providers and a potential decline in rural stability.

24. Although many of the ACP suppliers are not LDCs in the UN/World bank definition of the term there
are many in the rural areas of the ACP countries who subsist on meagre incomes and very limited access to
resources. The proposed cuts will adversely impact upon them and those like them in the LDCs.

25. In our view the cuts are too much, too soon. The proposed change in year one, where the burden of the
refining aid is passed from the EU budget to the ACP suppliers should be revisited as it amounts to an eVective
five per cent price cut. Should not the refining aid continue to be funded from the EU budget? Leaving the
technical aspects on the quantum and phasing of the price cuts to meet the EU’s international obligations to
others we would nevertheless propose that the cuts are less deep and spread over a longer period.

26. Commentators have recently reported that the threat of EBA unlimited access to Europe post 2009—one
of the justifications for reform—may have been exaggerated. They argue that the domestic and regional
markets may oVer better returns to prospective EBA suppliers than those available from the sales to the EU
once costs to market are deducted. Our recent analysis of the viability of EU sales to certain EBA suppliers
with which we are familiar conforms with that view.

Impact on UK Industry

27. Rather than discuss the impact on the UK sugar industry we would like to bring to the Sub-Committee’s
attention the eVect of the reforms onUK companies with sugar interests in the ACP and LDCs. Although not
implied in any of the questions, it is important to consider the impact of the reforms on UK companies such
as Booker Tate with both investment stakes and management roles in the ACP and EBA countries as
mentioned above. Companies such as ourselves have invested in these industries as we believe they have
sustainable futures. Indeed we are seeking to expand our investment portfolio in such industries. Foreign
direct investment in the developing world is one of the tools to alleviate poverty as suggested by many bodies
including the Commission for Africa. The sugar reform proposals will not only aVect the earnings streams of
ACP/EBA companies but will also act as a disincentive to investment just at the time when international
investment is being encouraged.
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Environment and Health

28. Asmentioned above, the sugar industries ofmanyACP countries and the LDCs have strong links tomany
parts of the economy. The environment is one of those. Sugar industries are good custodians of the
environment. Among all types of crop, sugar cane is probably the most eYcient converter of solar energy
(which most developing countries have in abundance) into usable bio-mass, namely food, fibre and fuel.

29. Anything which impacts upon the viability of those ACP industries could have environmental
consequences. Sugar cane binds the soil thus preventing erosion. In a number of the Caribbean island states
there is no other crop which could be grown commercially on the scale of sugar cane. Thus in the absence of
cane the abandoned land which may be rough grazed will quickly show the eVects of erosion. Antigua which
withdrew from sugar production several years ago is an example of this.

30. In Guyana sugar contributes substantially to both the social environment in terms of rural stability and
the physical environment. In a country where sugar has been in existence for over 300 years the role that sugar
plays in soil conservation and water management is taken for granted. In early 2005 Guyana had its worst
floods inmore than 75 years. Guysucowas themain player in response to the disaster as well as in the follow up
restorative works providing much needed human resources and equipment to relive the plight of over 400,000
persons residing along the coastal strip. In the context of amuch reduced industry resulting from the proposed
reforms the environmental management and care provided by the Corporation would diminish.

31. Another topic worthy of mention is the work on AIDS awareness and prevention being undertaken by
sugar companies in Africa. RSSC for example is at the forefront of initiatives being undertaken in Swaziland,
one of the worst aVected countries in Africa.

32. Turning to the European consumer, the benefits of the price cuts being passed on to the consumer and
thereby creating a consumer welfare gain need careful examination. Roughly 80 per cent of the sugar in
Europe is sold to the industrial sector with the balance being bought by the household consumer. Experience
in recent years in the soft drinks market suggests that the quantum of sugar in products is low such that the
benefit of a cut in price is not be passed on to the consumer. Rather it is invested in advertising formarket share
and volume increases. In the household market the amount purchased is small such that even if say 60 per cent
of the benefit of price decline was passed on it would make only a marginal saving in the cost of an average
shopping basket. This analysis suggest that the changes in policy may hav little impact on the consumption
of sugar.

Conclusion

33. In summary Booker Tate understands the need for reform of the EU regime but suggests that the radical
measures as proposed could be diluted in a manner which would still result in the EU meeting its domestic
and international commitments. We would comment that changes to the regime which adversely aVect the
industries of poor countries are likely to make it harder for the UN Millennium Development Goals to be
achieved and could therefore compromise the UK’s commitment to them.

16 September 2005

Memorandum by The British Starch Industry Association (BSIA)

Introduction

The British Starch Industry Association represents the interests of UK producers of cereal starch and starch
products. There is a strong relationship between the starch sweeteners and sugar markets and the proposal for
the reform of the sugar regime will have a major impact on the industry.

The purpose of this paper is to:

1. Provide a background and context to the production of starch and starch sweeteners in the UK,

2. Set out the industry’s concerns at the proposals for reforming the regime, and

3. How the industry would like to see the proposals amended.
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UK Industry Background

The BSIA is a member of the European Cereal Starch Industry Association (AAC), and shares its mission . . .

“. . . to assure a reliable and economic supply of safe starch-based ingredients developed from
renewable, natural and processed with environmental care for food, health, industrial and feed
applications.”

The British starch industry extracts starch from cereal grains (700,000 tonnes of UKwheat and 750,000 tonnes
of maize, principally from France) and processes it in to a great many products, from native starches, to
physically modified starches, liquid and solid sugars (principally in the form of glucose syrups and isoglucose)
for food and non-food uses. The bulk of the industry’s production is sweeteners, some 70 per cent.

These starch products are used as ingredients and functional supplements in food, non-food and feed
applications.

It also generates valuable co-products which are sold into animal feed (eg wheat proteins, corn gluten feed . . .)
and food (eg wheat gluten).

Membership

The current membership of the BSIA is:

Cerestar—A Division of Cargill

National Starch & Chemical

Roquette UK Ltd

Tate & Lyle Food and Industrial Ingredients

Last year there was one other, albeit relatively small, glucose syrup producer ie Grangestone Grain. The
company ceased production following a review of its operations against the background of the proposed price
eVect of the reform of the sugar regime when ƒ450/tonne was mooted at as the target price level.

UK Industry Context

UK production of starch and starch products is in the region of 800,000 tonnes from processing 1,450,000
tonnes of cereals. This compares with cereal starch production in the EU of about seven million tonnes, from
processing some 13 million tonnes of cereals, principally wheat and maize.

The UK has a small isoglucose quota (see attached annex), of 27,000 tonnes (5.3 per cent of the overall quota
for the EU). This is a disproportionately small quota compared to the size of the UK cereal starch industry.
The whole quota is held by one producer ie Tate & Lyle Food and Industrial Ingredients. The total quota for
isoglucose in the EU (25) is 507,000 tonnes.

As the figures show the UK starch industry is relatively small compared to its counterparts in Europe,
essentially serving a domestic market. This in itself makes the UK starch industry more vulnerable to the
impact of the changes to the Sugar regime.

Industry Concerns

In its communication of July 2004, the Commission stated:

“Owing to the relationship between the isoglucose and sugar markets, the proposed price reduction
will also impact on the EU isoglucose sector revenue. Therefore the isoglucose sector will need to be
in a position to profit from economies of scale, in order to have a long-term prospect of economic
viability.”

This was stated at the time when the sugar price being considered was ƒ450/tonne as opposed to the level of
ƒ385/tonne, as set out in the proposals. At these price levels the industry comes under much greater pressure.
Not just for isoglucose but starch sweeteners in general. This was recognised by the Commission in its impact
study of 2003, when it commented:

“. . . the price of sugar in the community governs beet production capacity, preferential import
opportunities and competition with alternative sweeteners . . . however, below ƒ450 per tonne, that
(isoglucose) production would collapse and the industry’s starch production activities would be
aVected.”
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The sugar price is the benchmark for most sweeteners and any decrease in price will aVect the price of
isoglucose and of most other starch sweeteners. As sweeteners represent 70 per cent of our production, the
whole industry is impacted. The reductions in the sugar price will mean that the starch industry will inevitably
have to reduce its production costs. The ability to build economies of scale is denied to it by the limitation on
the increase in isoglucose quota. The granting of a substantial additional volume of isoglucose, if not the total
removal of the isoglucose quota, is essential to ensure the long term competitiveness of the starch industry in
the EU and UK.

The industry will also be negatively impacted by expanding the outlets of sugar for industrial applications such
as chemical and pharmaceutical (an additional outlet evaluated by the Commission at 500,000 tonnes),
through an out-of-quota production mechanism.

As most of the starch industry’s raw materials are derived from the cereal growers in the EU (wheat from the
UK), the proposals will have a negative impact on the farming community as well.

Issues Concerning Isoglucose

Some specific issues regarding the proposals concerning isoglucose, identified by the BSIA, are as follows:

(a) It seems illogical to maintain the quota on Isoglucose after the restructuring period of four years. If
quotas were to be removed the isoglucose industry would produce some three million to four million
tonnes of isoglucose to meet demand. However, to reach these levels would take well over 10 years,
if not more, to achieve due to the necessary capital investment that would need to be made.

(b) Some UK Starch industry producers would actively consider substantial investment in isoglucose
production should the quota be increased or removed. The UK would benefit from this additional
inward investment.

(c) There would seem to be a disproportionate risk to the UK starch industry when compared to the
continental European starch industry, due to scale eVect. This could lead to any restructuring of the
industry in Europe to have a greater eVect on UK based manufacturing assets, which in turn could
lead to UK consumers becoming dependant on imported products.

(d) The British Starch Industry Association believes that R&D activity is associated with a successful
developing business and without an industrial presence such research and development is likely to
take place outside the UK.

(e) Exchange rates make a significant diVerence to the competitive advantages/disadvantages that
national industries can exploit. Currently the £ Sterling/ƒ Euro relationship further disadvantages
UK manufacture and leads to dependence on imported goods.

(f) The UKGovernment was concerned about the existence of a competitive UK based starch industry
when conducting its enquiry into themerger of two starch companies in theUK. The BSIA presumes
that the potential reduction in the number of local manufactures of starch and starch products, as
a result of the reform proposals, is still of concern to the UK Government.

(g) The UK starch industry recognises that its national political lobby is much less eVective than that of
the UK sugar industry, albeit that the size of the starch industry is not greatly diVerent to the sugar
industry. (The starch industry directly employs some 900 people, with a possible further 3,000 people
employed in ancillary industries and in the farming community.) The starch industry believes that this
is clearly to its own detriment, and will probably adversely aVect the outcome of the sugar regime
reform as seen from a starch perspective. The concern of the starch industry would be that the merits
of the economic arguments which are positive for the starch industry are overshadowed by the sugar
industry’s lobby.

(h) The starch industry is the gateway to many other green technologies and industries. For example
the starch process has many synergies with Bioethanol production, an industry which will lead to
greenhouse gas production reductions. The Starch industry already uses modern eYcient energy
systems (Combined Heat and Power) and could lead the way to the development of others, Biogas,
Biomass for electricity generation. With the prospect of the reduction in local starch production the
opportunity to exploit these energy and environmental advances will clearly be restricted and in
addition there are clearly environmental penalties from importing the products from overseas.
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The Solution—What the Starch Industry Needs to Remain Viable

At sugar prices as low as ƒ385/tonne the UK cereal starch industry needs:

1. An increase in isoglucose production quota. At the sugar price envisaged, with the continuing constraint
on isoglucose production (even considering the additional quota allocation of 300,000 tonnes), it will not be
possible to compete with sugar and a number isoglucose production facilities would be at risk. The industry
wants to see the full removal of quotas after restructuring. During the restructuring period there should be no
reduction in the proposed increase in the isoglucose production quota by 300,000 tonnes/year, over four years
(ie 1.2 million tonnes), to be added to the current isoglucose volume of 507,000 tons. This increase will bring
total isoglucose production to 1.9 million tonnes (ie 10 per cent of the total sugars market) at the end of the
restructuring period. This level of increase in the isoglucose production quota would minimise the impact of
the sugar reform on the starch industry, in particular by safeguarding the current outlets of cereals sweeteners
in blends.

2. There should be no flat rate cut applied to isoglucose after the restructuring period.

In making the above comments the aim of the UK starch industry is to:

1. Remain competitive after the reform of the sugar regime and remain one of the most innovative
contributors in the food industry.

2. Give customers a real choice between sweeteners: the natural sweeteners and wide choice of low/no calorie
innovative sweeteners are complementary to sugar and contribute to the oVer of better balanced and
diversified products to the end-consumers.

3. Support UK agriculture by increasing its cereal outlets. The starch industry secures farmers an outlet for
diVerent crops as wheat and maize and supplies the European market with a wide range of products.

4. Provide an alternative source of revenue in areas where sugar beet production will decrease or be
abandoned. Isoglucose can be produced in all Member States during the whole year and can therefore also be
an alternative solution for sugar beet growers who will have to reduce their production. The additional 1.2
million tonnes of isoglucose requested is equivalent to approximately 240,000 ha whilst 1.2 million tonnes of
sugar equates to approximately 100,000 ha of sugar beet.

5. Be themajor factor in the development of green chemistry in theUK andEUand provide a plentiful supply
of biodegradable ingredients because starch products are a valuable source of raw materials for the
development of green chemistry in Europe.

9 July 2005

Annex

Isoglucose

Isoglucose is not a chemical sweetener but is a natural sweetener made out of wheat or maize. It is a liquid
sweetener very similar to invert sugar and is used in the food industry for decades.

Isoglucose is the only cereal sweetener that is restricted by a production quota in the framework of the sugar
regime since 1969. This quota represents only approximately 3 per cent of the sugar market, which means
500,000 tonnes in EU-25.

Its production was put under quota because in the late 70s, it was produced from imported US maize. The
starch industry now uses almost exclusively European cereals.

In the Commission impact study of 2003, it was mentioned that,

“In the EU, isoglucose has the potential to win a maximum of 30 to 40 per cent of total market share
ie a total of five million tonnes of isoglucose in an EU of 15 members (6 million for an EU of 25).”

We estimate isoglucose production will increase but up to more or less three to four million tonnes over 10–15
years. Apart from the US, where the sugar price is high and maize prices are very low (resulting in 50 per cent
of isoglucose share of total sweeteners), in other countries, the share of isoglucose is mostly around 20 per cent.

The isoglucose market will never develop to such levels in the EU, since the market structure, the demand and
the pattern of consumption are fundamentally diVerent.

Furthermore, isoglucose is a technical product requiring consumer tests, plant approval procedures from the
customers, etc. Hence, this market cannot be developed overnight.
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Starting from the current insignificant level of approximately 3 per cent of the sugar market, there is room for
increasing isoglucose production in the EU market.

Memorandum by The Commercial Farmers Group

The Commercial Farmers Group (CFG) is a small group of commercial farmers representing every major
agricultural enterprise in the UK plus the ex Agricultural Director of HSBC, and the Principal of Harper
Adams College and the Dean of Agriculture of the Royal Agricultural College. It has no political aYliations
and is solely concerned to work for the benefit of British Agriculture in the context of National benefit.

The issues that we wish to raise are:

1. Impact on the UK Sugar Beet Industry

Current proposals on institutional support price of minus 39 per cent, compensated, pro tem, by a 60 per cent
payment of the price cut integrated into the Single Farm Payment. These proposals put the economic viability
of sugar beet growing into serious doubt. Moreover, this has to be understood in the context of the fragile
viability of other major crops; eg cereals and oil seed rape. Currently, sugar beet is a source of profit which is
an important support for the whole arable sector. Furthermore, were the national acreage to be significantly
reduced, the roll on eVect on the processing industry would be severe.

This has to be considered in the context of diVerences within the EU. Currently the UK produces some 60 per
cent of national consumption and imports the remainder, much of it from less developed countries. The
situation in France is totally diVerent. There, sugar beet production is way above their national consumption
and the excess is exported. Economic, to say nothing of moral, logic suggests that it is in countries such as
France where cuts in production should take place. Unfortunately, past history indicates that the UK will
conform whilst other countries will not.

The CFG regard this as a test bed case for all political parties in connection with their policies for a viable and
sustainable farming industry in the UK.

2. African, Caribbean and Pacific (ACP) Countries

The case for aiding under developed countries carries especially heavy political weight at the present time. That
should not prevent us from asking the question—is causing economic damage to the UK sugar industry the
best way to help them? If we were producing a subsidised surplus for export, the answer might be, yes. But
that is not the case. The second question should be—will such action lead to benefit for the ACP countries, or
will the increased exports be from countries such as Brazil? A country with a greatly devalued currency and
low wage rates. A country moreover where environmental damage to fragile soils and tropical forests should
be a cause for real concern.

3. Environment and Health

As indicated in 2 above, Brazil is a case where environmental dangers should be a matter for concern. There
are other factors and other countries which need to be considered. Global water shortages are of increasing
concern, as are other eVects of Climate Change. The cost of transport over inter-continental distances and the
eVect on pollution. In this context, we could be confident that, if the UK were to produce 100 per cent of its
sugar consumption, then the environment would not be at risk. That is not the case with imported sugar from
countries over which we have little or no control. Again, we must repeat our conviction that there is a huge
diVerence between those EU countries that produce a surplus for export and those that do not.

4. National Food Security

Recent events have underlined the strength of the case for a policy dedicated to ensuring reasonable food
security within theUK. The current EU proposals will seriously undermine our ability to achieve this national
objective. In the national context of the UK it could be argued that we should be aiming at coming closer to
self suYciency—instead of which these EU proposals could cut our production by anything from 25 per cent
to 50 per cent. We emphasise that, in the National context, that cannot lead to any sustainable policy.
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5. The MTR and Reform of the CAP

The CFG recognises the need for reform and indeed has supported that need and the thinking behind it. But
any fundamental change must be implemented in such a way that commercial adaptation is possible and
viable. If a compromise has to be accepted, then we would suggest that there should be no more than a cut of
20 per cent in the support price and that should be accompanied by a reduction in the pro tern compensation
from 60 per cent down to 50 per cent. But, once more, we emphasise that to impose such reductions without
an equable policy covering all the other EU countries would be unrealistic and totally counter to “Free
Market” policies within the EU.

6. The World Trade Organization (WTO)

Global Free Trade might seem to be a highly commendable concept until one starts to consider the many and
various practical implications. To initiate policies on the basis of the apparent virtueswithout considering very
seriously the practical implications would be folly.

August 2005

Memorandum from Mr Jurij Dogsa, Manager of the Ormoz Sugar Factory, Slovenia

IMPACT OF THE REFORM ON THE SUGAR INDUSTRY IN THE EU

The implementation of the proposed reformwould have a very negative impact on the Slovene sugar industry.
Slovenia only has one sugar factory which would certainly have to be closed. This means that we would have
to stop producing sugar beet which has introduced many positive aspects to the Slovene agriculture (crop
rotation, land analysis and optimal fertilisation, respect for technology, etc). Due to the fact that the Slovene
sugar factory is located in a predominantly agricultural, less developed part of Slovenia (in the Northeast) the
closing of the factory would cause this region to lag further behind the rest of the country.

As there are not many alternatives in agriculture, the loss in production, jobs, and profits would also have a
strong negative impact on the social dimension of the region.

The Commission has not analysed well enough the possible consequences of the reform in individual
countries. Also at the moment these countries are not all on equal footing as the “Balkan sugar” from Croatia
and Serbia brought the prices much below the intervention prices and thus caused additional economic damage to
the countries in the Balkan region. Furthermore, the Commission—through its national agencies—is setting
impossible (technical) conditions for intervention buying-in, with the mere purpose of preventing it. It should
be noted, on the other hand, that in the existing market system such measure (ie intervention buying-in) is
intended exactly for similar cases of disturbances on the market.

Slovenia was considerably aVected by the Balkan sugar. We therefore believe that part of the strategy was to
economically weaken the sugar industry near the Balkans which the reform plans to close down anyway.

The most likely to survive are the biggest sugar producers in the EU which have so far been generating the
largest shares of sugar and thus the major exports (with or without subsidies).

The position of newmembers has not been taken suYciently into account—as a general rule, having developed
in diVerent circumstances, these countries are also less competitive in the segment of sugar beet and sugar
production. The factories are smaller and designed for smaller markets, and are thus strongly aVected by the
negative impacts of the economies of scale. The reform might well bring advantages to big sugar producers,
but oVers no alternatives to the agricultural production of small producers.

Furthermore, the reform would cause additional negative impacts on the environment—sugar beet is, after
all, much more environmental-friendly than other crops.

As far as sugar consumption is concerned, we believe that the reformwill not aVect such as sugar is a very non-
flexible product and the price has no particular influence on consumption.

12 September 2005

Memorandum by East of England Development Agency (EEDA), East Midlands
Development Agency (Emda) and Yorkshire Forward

This response is structured around the questions raised in the Call for Evidence paper prepared by Sub-
Committee D (Environment and Agriculture) of the House of Lords Select Committee on the European
Union (EU).
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African, Caribbean and Pacific (ACP) and Less Developed Countries

1. Implications for the ACP countries

1.1. The impacts appear to be potentially large and serious, but will vary greatly from country to country
depending on the degree to which their economy currently relies on the EU sugar market, their ability to
develop other industries and/or to improve the eYciency of their sugar sector.

1.2. In common with the UK sugar sector, probably the most important factor in determining their ability to
respond is both when the new arrangements are finally agreed, and when and how quickly the full reform
package is implemented. The current timetable for implementation is very ambitious given that sugar
production is based on long term investments and the proposed start date for the reforms is the 2006–07 year.
Few businesses and industries are able to respond to the scale of changes proposed in this timescale without
serious impacts.

2. Compensation package

Not able to comment in detail on the adequacy of the compensation package for the ACP states, but it must
be remembered that the countries involved both have long trading relationships with the UK and EU, and are
already recipients of other support and assistance. The compensation package should not therefore be seen
purely in terms of providing funds and walking away.

3. Economic cost of support to the EU and alternative methods of support

3.1. It is important that any compensation is used constructively in concert with existing support programmes
in these countries to help restructure their economies, and to assist them in accessing EU markets with new
products and services.

3.2. Money on its own is not the major issue, rather it is how it is used and the degree to which it can help
these states to prosper in World markets that matters. If they can be helped to prosper there are also potential
important economic opportunities for EU states trading with them. The EU needs to be seen to be helping
these countries to survive the transition of the sugar regime as part of wider programmes to ensure global
stability.

4. Impact on non ACP countries

Not able to comment in detail, but the negative impact on nonACP countries covered by Everything butArms
(EBA) is an inevitable consequence of the way the reform is structured.

Impact on EU Industry

5. Non market benefits of protection for sugar

The non market benefits are created by two sets of issues:

— The environmental benefits of sugar beet for biodiversity, due in the main to its spring sowing and
late harvest. These produce open ground for ground nesting birds in spring, autumn andwinter cover
for many species and winter food for winter migrant birds. A reduction in sugar beet area would be
likely to lead to more winter cropping with cereals and oilseed rape which would not provide
these benefits.

— Socially the sector tends to be based in some of the most rural areas of the UK, and the employment
it provides is therefore of significant importance to these economies.
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6. Environmental and social benefits and the link to 2000–02 production

The justification for tying compensation to 2000–02 is that this would support those areas which will be
aVected by the reform as they restructure their industry to address the issues created.

7. Robustness of Commission’s calculation of the impact of sugar production in the member states

7.1. It is notoriously diYcult to estimate and disentangle the economic consequences of individual sectors
within a modern integrated economy. At the farm level many farmers use contractors for significant
proportions of the workload involved in sugar beet production (particularly harvesting and delivery to
factories).Whilst new crops to replace any reduction in sugar beet production would also be likely to use some
similar services, new crops are likely to be much less labour intensive and to produce much lower weight yields
per hectare thus reducing the economic benefits to local communities. Sugar beet as a crop is also expensive
in terms of the machinery, seed and crop nutrient and crop protection inputs used per hectare, and again
changes to replacement crops would reduce the value of inputs used.

7.2. The processing capacity for the UK crop is also very geographically specific to the areas used to grow the
crop. Within the regions which produce sugar beet in the UK, East of England (53 per cent of the national
crop), East Midlands (21 per cent), Yorkshire and Humberside (14 per cent), and West Midlands (9 per cent)
the processing factories are located in very rural areas where there are few alternative large employers. Thus
whilst the total numbers employed are not that significant when viewed in the context of the national economy,
locally in some rural areas the sugar supply chain is a very significant part of the rural economy and local
employer. If the UK reduced domestic production of sugar it is unlikely that replacement refining capacity
would be located in rural areas, rather it would be located close to ports and major concentrations of
consumers.

7.3. The economic consequences of reduced production are thus very geographically biased to a few very rural
areas of the country where alternative employment options are more limited.

8. Potential future of sugar production

8.1. The future production of EU sugar post reform is hard to predict, dependent as it is in an era of post
CAP reform and decoupling on not only the costs and returns of sugar production, but also the economics of
competing land uses.

8.2. In the last 20 years sugar beet production has been consistently profitable on most farms throughout the
EU, and this has therefore led to a position in which virtually all farmers with a production quota have sought
to grow their full allocation of the crop every year.

8.3. In future the severe reduction or complete elimination of profitability for most sugar beet farmers will,
in contrast, not guarantee that farmers routinely seek to fill their quotas for economic reasons. One issue this
does however, create is a need for the way quota has been handled in the UK to be reviewed—in the past
growers who have not fulfilled their quota have had the risk that it will be withdrawn, and this has forced
producers to always overproduce to build in a safety margin of production to guarantee they meet quota. This
issue must be reviewed to ensure that producers and the processor share the risks of meeting quota in a
decoupled market. Unless this is done if other crops are more attractive many current sugar beet farmers will
switch to other crops completely (see also section 12 below for more detailed consideration of the likely UK
position).

8.4. There is also a serious issue connected to how other EU member states implement the reform which
potentially has major ramifications on which countries continue to produce sugar beet as opposed to states
which stop production. As noted in section 13 below we favour the decoupling of compensation paid to sugar
beet farmers in the UK but only if this is also the case in other member states. If some member states are
allowed to decide to keep any compensation coupled, ie contingent on continued production of sugar beet,
this would give both farmers and the processing sector in these states a major market advantage.

8.5. The UK must therefore insist that all member states fully decouple support, failure to do so would lead
to the probably elimination of UK production, when less eYcient production elsewhere in the EU would
continue—this is unfair on those aVected, is against the best interests of the UK economy, and also
inconsistent with the desire to create a market driven solution.
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9. Position of new Member States

Not able to comment.

10. The market for iso-glucose and other non-sugar sweeteners

In common with the comments made in more detail below (in section 14) dealing with UK sugar beet
production levels, it is very hard to predict how individual markets for other sweetening products will react.
The iso-glucose and other non-sugar sweetener markets do not operate in isolation to the market for
competing products. The market for these products is dynamic and dependent not only their own inherent
production costs and market value, but also the costs and market value of competitive products.

Impact on UK Industry

11. Viability of UK production factories

Unless a profitable contract can be provided to farmers by the refiners most production may cease as
producers relinquish their quota rights. For the refiners the key question in factory viability will be scale of
unit. If in one area of the UK a significant proportion of farmers decided to abandon the crop, it is likely that
the refiner would be forced to close factories—in this situation all sugar farmers local to this site would be
forced to stop production as transport costs would probably preclude them supplying other factories.
Similarly if British Sugar decide to take the restructuring aid they would have to close one factory, and given
the costs of transport the producers supplying the plant would therefore be forced to stop production.

12. Future UK sugar production levels

12.1. Following reform of the sugar regime the prices proposed for sugar beet would make (at current
production costs) about 75 per cent of UK production uneconomic. Even assuming that cost reductions can
be found, and that the refiners may pay more for sugar beet than the reform package suggests to secure
supplies, most production will still only enjoy modest profits at best. Given the fact that the crop also requires
more management time and attention to detail than many other cropping options, unless its profitability is at
least as good as other option many farmers will not grow it.

12.2. Given the freedom to grow any crops created by decoupling under existing CAP reforms, the only
attraction for farmers of sugar beet as opposed to many other crops, would be a production quota and
contracted price. The pressures created by CAP reform is, however, leading to a realisation that this
combination of contracts to secure supplies and contracted prices is likely to be extended rapidly in other crop
sectors such as cereals.

12.3. Thus unless farmers are convinced for profitability or other reasons (rotation and workload spreading),
that growing beet is a better option than other crops for which they can secure contracts many farmers will
abandon the crop.

12.4. At a farm level sugar beet production does not require very significant capital investment (particularly
if using contractors for the jobs which require specialist machinery, eg harvesting), it is therefore relatively
easy to redeploy land, labour and non specialist machinery to other crops. Future UK production will thus
be critically dependent on prices—unless prices are high enough to return profits equivalent to or greater than
other crops farmers will cease to produce sugar beet.

13. Distribution of direct payments in the UK

13.1. We can see no justification for the direct payments being handled any diVerently to the existing CAP
reform package. Namely compensation should be allocated to those producers aVected by the reforms as part
of their single farm payment on an historic basis. This would be consistent with the treatment of other sectors
which had production/payment quotas (milk, beef, lamb) and thus be equitable and assist sugar beet farmers
in adapting to the change process.

13.2. Over time the compensation should be migrated into the regional payment when all land managers
would gain from the payments. This dynamic approach has the advantage of giving transitional assistance to
help restructuring whilst in the long term fully decoupling support and linking to the area basis.
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13.3. One of themost important issues of all is the point made above in section 8, about how diVerent member
states implement the reform. If the UK was to be alone, or one of a small number of member states, in
decoupling compensation, UK production would be severely disadvantaged, not due to poor production
eYciency but purely due to policy diVerences. This is inconsistent with the desire to bring more market reality
to the sector. If we wish to see a market driven sector it is vital that production is based on the same policy
across the EU single market and not diVerent national policy decisions.

14. Impact on UK sugar cane processing

14.1. It is hard to predict what the impact on UK sugar cane processing would be. The short and long term
impacts are likely to diVer.

14.2. In the short term sugar prices and a desire to use existing infrastructure would drive production, which
would be based on marginal costing decisions, and even with price cuts most production should be economic
when applying marginal decisions. In the longer term the drivers would also include the profitability of new
investment or plant replacement, and thus production levels would be based on full cost decisions of both
sugar from cane and its alternatives, including refining elsewhere in the World.

14.3. Given the number of variables involved in the cost structures of sugar beet, cane sugar and other
alternatives it is impossible to predict accurately what the outcome will be. It could be argued that no attempts
should be made to second guess long term market driven decisions as a basis for policy as some of the
assumptions will invariably prove incorrect—given the number of variables involved in this case, predictions
can not be made with any certainty.

World Trade Organization (WTO)

15. Compatibility of proposals with the WTO demand for elimination of cross-subsidisation of EU “C” sugar

15.1. In the UK this will rapidly cease to be a problem as British Sugar is currently building a bio-ethanol
plant at its factory at Wissington in Norfolk which when operational in 2007 should be capable of utilising all
theUK’s current “C” sugar. It is our understanding that no “C” sugar will therefore be exported from theUK.

15.2. At the level of prices currently proposed it is unlikely that “C” quota beet will be produced as so much
production will be rendered unprofitable. Furthermore, whereas under the current regime farmers are
incentivised to over produce to ensure they fully meet their “A” and “B” quotas which is very profitable, the
removal of this incentive will mean most will often not meet their basic merged “A” and “B” quota under the
new regime.

16. Compatibility of sugar reform proposals with future discussions in the Doha round

Not able to comment in detail, but it would appear that the thrust of the previous issues raised by the WTO
would be addressed by the proposed reforms.

Environment and Health

17. Environmental impacts outside of agriculture

17.1. The RIAs produced by DEFRA and the EU in our view only deal with the global external impacts very
superficially. The analysis on pages 103–104 of the environmental impact of more production in Brazil
(DEFRA partial RIA) does not deal with the energy (and associated CO2 impacts) of imports as opposed to
UK production. Whilst accepting that large ship seaborne transport is less polluting per tonne kilometre than
road transport of raw sugar beet, this is in both cases only one aspect of the supply chain from field to
consumer. For this assessment to be robust a CO2 appraisal would thus need to follow the complete supply
chain from crop establishment to the end consumer.

17.2. Similarly whilst the UK sugar beet crop has some environmental and biodiversity benefits as produced
in the UK (primarily due to diVerent annual production cycle to the crops which would be likely to replace
it), the import of sugar cane sugar produced on newly cultivated land produces negative environmental
consequences. The RIA does not appear to consider this significant, despite the fact that if these changes were
to occur in the UK they would, under cross compliance rules, be likely to be subject to environmental impact
assessments given the magnitude of the landscape change created.



3193121009 Page Type [O] 06-12-05 20:26:29 Pag Table: LOENEW PPSysB Unit: PAG1

227too much or too little? change to the sugar regime: evidence

17.3. The UK sector should not be protected if other countries can supply the market more eYciently, but
unless the same environmental regulations are placed on production across the World, the UK is not able to
compete on equal terms, and the economic benefits of cropping moving to areas of true comparative
advantage are not realised. Unless common environment costs (and costs of compliance) apply in all
production areas trade is not based on comparative advantage.

18. Impact on the consumption of sugar

18.1. Our understanding is that the consumption of sugar is much more influenced by fashion and trends in
food and drink choices, rather than the price of sugar as one ingredient. For most sugar containing products
the cost of the sugar is not a major determinant of the consumer price. Most foodmanufacturers are currently
trying to reduce sugar levels in products, but this is in response to consumer and health pressures and not
sugar prices.

18.2. The current drives to reduce sugar consumption linked to obesity and health concerns, in our opinion,
creates the prospect that sugar consumption would fall even if sugar prices fell substantially. Over time we
would therefore expect to see consumption falling putting even more emphasis on the need for reform of the
supply base.

Conclusion

UK production will be seriously reduced by the reform package proposed. This is likely to lead to factory
closures with significant potential local impacts at both the farm and more general economic level in some
very rural areas of the UK.

If the UK is not to be unduly penalised compensation must be fully decoupled in all member states.

The EU should seek to create a market driven solution which is based on true comparative advantage which
requires all producers to bear the same environmental costs.

September 2005

Memorandum by The Environment Agency

Summary

The EU sugar regime is expensive and has no environmental safeguards. Any environmental benefits of sugar
beet production are an accidental by-product rather than a specific objective of support. The Environment
Agency welcomes eVorts to reform the regime and to move it towards a market driven CAP support system.
We consider that public support to agriculture should be in return for the delivery of clearly identifiable public
benefits such as enhanced habitats, landscapes, cultural heritage, access and resource management. Our key
recommendations include:

— Any support for diversification should be conditional onmeeting baseline environmental standards,
to avoid any (further) environmental damage.

— Any regulation and incentive system for the sugar beet industry must be supported by a robust
advisory system.

— Inclusion of the sugar beet payment into the Single Farm Payment, and the application of cross
compliance, will go some way to managing the negative environmental eVects of the sugar beet
industry.

— There should be provision for a review clause of the reformed regime.

— Direct support for growing sugar beet should be at an equivalent rate to that for other crops.

1. Introduction

The Environment Agency welcomes this opportunity to comment on the Commission’s proposals for reform
of the EU sugar regime. Our comments are mainly confined to the environmental impacts of sugar beet
cultivation in England and Wales, and potential implications of the reforms, although we also provide
comment on the budgetary aspects.
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Sugar beet production presents some particular challenges that need to be addressed if sugar beet production
is to be made more environmentally sustainable. We consider the most significant environmental issues raised
by sugar beet cultivation to be:

— The eVects of pesticide and herbicide use.

— Soil compaction, loss and resulting siltation.

— The impact of inputs, particularly nitrogen.

2. Responses to Consultation Questions

Our response to specific questions in the consultation are as follows.

African, Caribbean and Pacific (ACP) and less developed countries

Q1. What are the implications of the proposals for the sugar industries, national incomes, environment and social well-
being of less developed countries currently dependent on concessional access to the EU market?

N/A.

Q2. Is the package of compensation proposed by the Commission likely to be enough to assist countries in a
meaningful way?

N/A.

Q3. What calculation has been made of the economic cost to the EU of the future support for ACP countries and what
alternatives exist to ensure that the resources provided by the Union have maximum effect in stimulating development?

N/A.

Q4. What are the potential impacts of the Commission’s proposed reforms of the sugar regime on non-ACP countries
who will potentially receive a much lower price for sugar than originally believed under the “Everything But Arms”
agreement?

N/A.

Impact on the EU industry

Q5. What are the non-market benefits that retention of protection for sugar provides for the EU as a whole?

Sugar beet is grown as part of a rotation of arable crops. It is spring sown and harvested in late autumn/early
winter. Although the actual area of sugar beet cultivation is small, the total area of farmland in the rotation
is four to five times greater.

Sugar beet production causes a number of impacts of concern to the Environment Agency including those
related to pesticide and herbicide use, soil erosion during cultivation and harvesting and fertiliser inputs.

Soil erosion occurs chiefly as a result of the removal of soil when beet is harvested, but also through water and
wind erosion. Soil compaction can occur at harvest time when heavy machinery is used, especially when the
autumn ground is wet.

Compaction can increase runoV and erosion, resulting in lower water quality, degraded river ecosystems
(particularly fish stocks) and increased risk of flooding.

Fertilisers, especially nitrogen, and pesticides are applied to sugar beet but at generally lower rates than
replacement winter crops, but herbicides are applied at higher rates. Regardless of relative volumes, these
inputs all contribute to diVuse water pollution from agriculture, often being carried into watercourses with
sediments. The Water Framework Directive (WFD) characterisation process clearly highlighted diVuse
pollution, in particular that caused by current agricultural practices, as a major risk to the UK meeting the
environmental objectives of the WFD by 2015. Tackling diVuse pollution is a key priority for the
Environment Agency.
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From the Environment Agency’s point of view therefore, sugar beet production does not generate many
benefits for natural resources. Indeed, the Agency classifies sugar beet as a “high risk” crop.

Cross compliance requirements already apply to most, if not all, sugar beet land. This is because sugar beet
tends to be grown as part of a arable crop rotation, and cross compliance requirements apply across the whole
holding of any farmer that has applied for the Single Farm Payment. Cross compliance requirements include
the Action ProgrammeMeasures applied in Nitrate Vulnerable Zones (relevant to organic/inorganic fertiliser
inputs), the Groundwater Regulations (relevant to pesticide and herbicide use), and soil management
planning. Cross compliance policy will be reviewed in 2008.

If subsidies are to be given for beet production for biofuels, it will be important to link this support to
environmentally beneficial production methods.

Finally, regulation and incentive needs supporting with a robust advisory system. Current Government policy
on tackling diVuse water pollution from agriculture is to pursue a supportive approach, to raise awareness
and encourage early voluntary action. The supportive approach is based on local ownership of problems and
solutions, usually at a catchment scale. The “toolkit” includes risk based and proportionate regulation, cross
compliance, codes of good agricultural practice, agrienvironment schemes, voluntary approaches, targeted
local restrictions, collaborative support, demonstration of best practice, a whole farm approach, and
promotion of education and collective responsibility. The Environment Agency strongly supports this
approach.

Q6. Assuming the internal non-market benefits are environmental and social (employment, etc)—why should the
future amount and distribution of Direct Payments be determined on the basis of production of sugar in 2000–02?

This is how the Single Farm Payment is being calculated for the other major CAP regimes.

The Environment Agency supports a move towards market driven CAP support system and agrees with the
principle of decoupling. We consider that public support to agriculture should be in return for the delivery of
clearly identifiable public benefits such as enhanced habitats, landscapes, cultural heritage, access and resource
management.

The EU sugar regime currently costs European taxpayers on average ƒ1.7 billion a year in direct subsidies1

with no environmental safeguards and detrimental eVects on social capital, particularly in developing
countries. The proposed reform makes little diVerence to the budget. Even when the proposed measures for
the sugar sector are fully implemented, the direct income support will involve an annual cost of approximately
ƒ1.5 billion. The compensation payments will be oV-set by savings resulting from a substantial reduction in
export subsidies.

Any environmental benefits of sugar beet production are an accidental by-product rather than a specific
objective of support. Inclusion of the sugar beet payment in the Single Farm Payment, and the application of
cross compliance, will go some way to managing the negative environmental eVects of the sugar beet industry.

The Commission proposes that the EU sugar regime will be prolonged until the end of 2014–15 with no review
in 2008. This is not a helpful proposal. The existence of a review clause allows for flexibility to deal with
unforeseen circumstances and changing expectations of the CAP.

Q7. How robust are the Commission’s calculations of the impact of sugar production within the member states of
the EU?

N/A.

Q8. Can sugar production within the EU continue over the long-term (i) at the prices proposed by the Commission
(ii) in a liberalised world market? Which Member States have realistic prospects of maintaining production and
refining?

We welcome the proposal to encourage more eYcient producers of sugar beet to remain in business whilst
encouraging less eYcient producers to leave the industry. This makes sense from both an economic and
environmental point of view ie by reducing the pressure to grow sugar beet inmarginal agricultural areas. Any
support should be conditional on meeting baseline environmental standards, to avoid any (further)
environmental damage.
1 Average of expenditure over 2000–04. Based on European Commission figures.
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Q9. What are the concerns of the new Member States, and has their situation been fully taken into account by the
Commission proposals?

N/A.

Q10. What is the potential size of the market for isoglucose and other non-sugar sweeteners? In a market freed from
quota restrictions, how would this impact on the amount of beet sugar that could be produced in the EU?

N/A.

Impact on UK industry

Q11. What are the critical components that will determine the viability of beet sugar processing factories? How many
factories are likely to seek restructuring aids within the UK?

N/A.

Q12. What are the likely levels of future sugar production in the UK?

The UK Government supports a liberalising, market-based approach to reform. This is compatible with the
reforms to other major CAP regimes agreed in 2003. This approach is likely to result in much reduced sugar
beet cultivation in England. This prediction is supported by work completed as part of the economic appraisal
for the Water Framework Directive2. The study predicted 30 per cent of sugar beet land would come out of
production by 2015, and that land would revert to combinable crops, which are predominantly winter sown.
[NB—overall it projected a very small change in total agricultural land area of "3 per cent]. However, these
predictions pre-date full implementation of the 2003 CAP reforms, and made assumptions about the extent
of reform of the sugar sector. Further work to refine these findings is underway and is due to report
December 2005.

Defra has also recently established an Agricultural Change & Environment (ACE) Observatory. The aims of
this are to monitor, and where possible anticipate, changes in agriculture and at farm level driven by CAP
reform, drivers for that change, and consequent implications for the environment. The situation in Wales is
less developed, as the Welsh Assembly Government (WAG) and Countryside Council forWales (CCW) have
only recently commissioned a scoping study to determine whether existing data will be able to measure the
environmental impacts of CAP reform.

Q13. Direct payments are to be calculated on an historic basis. How will they be distributed within the UK?

Under the Commission’s proposal, the new sugar beet compensation payment to farmers in theUK from 2007
is worth £460/ha (ƒ692/ha). This has to be compared to the average payment (in England) for other arable
crops of £220/ha. Whilst this payment is conditional on meeting basic environmental conditions ie cross
compliance requirements, the scale of the payment is unjustifiable. Direct support for growing sugar beet
should be at an equivalent rate to that for other crops.

Reducing the SFP for sugar to a level that reflects the payment received for other crops should result in
considerable savings. These savings could be re-invested into the EU or national Rural Development budget,
which is under considerable pressure. If we cannot grow schemes such as Environmental Stewardship as
planned, then it could compromise the ability of the EnvironmentAgency to help secure good ecological status
for surface and ground water bodies under the Water Framework Directive. It will also hamper the Natural
England partnership and the Forestry Commission in delivering favourable conservation status for the
Natura 2000 network and national aspirations for landscape, forestry and managing land for access.

Q14. What is the likely impact on cane sugar refining in the UK? Is excess capacity likely to result from EU beet sugar
processors moving into cane sugar refining?

N/A.
2 Business As Usual Projections of Agricultural Outputs for the Water Framework Directive (WFD). The Rural Business Unit,
University of Cambridge for the EnvironmentAgency, July 2004. The purpose is to set out the likely impacts of agricultural activities on
water bodies in 2015 (in the absence of anyWFDmeasures), and to provide a baseline for assessingmeasures for addressing agricultural
pressures for water bodies at risk due to agriculture in 2015. The full report can be found at: www.environment-agency.gov.uk/
economics. It includes both England & Wales.
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World Trade Organization

Q15. Will the reforms meet the demands for elimination of cross-subsidisation of EU “C” sugar (non-subsidised)
exports embedded in the WTO Panel ruling against the EU sugar regime?

N/A.

Q16. How far will the reforms meet the conditions of any new international trade agreement in the Doha
Development Round?

N/A.

Environment and Health

Q17. Such calculations as have been made visualise the environment in terms of “on-farm” impacts on issues such as
erosion and biodiversity. What estimates exist of the global impact taking account of measures such as changes elsewhere
in the world in land use, water use and transport?

N/A.

Q18. How significant are the changes in policy likely to be on consumption of sugar?

N/A.

3. Conclusions

The EU sugar regime currently costs European taxpayers on average ƒ1.7 billion a year in direct subsidies
with no environmental safeguards and detrimental eVects on social capital, particularly in developing
countries. It is outdated, and in need of reform. However, any reforms need to ensure that the environment
is not overlooked. To this end, we have made some recommendations in our response.

23 September 2005

Memorandum by the Food and Drink Federation

PRELIMINARY FDF COMMENTS, 19 JULY 2005

The Food and Drink Federation (FDF) is the voice of the UK food and drink manufacturing industry. Our
industry is the UK’s largest manufacturing sector with an annual gross output of over £69 billion. FDF has
a diverse membership which includes the UK’s two primary sugar processors, four starch manufacturers and
a large number of sugar and sweetener users.

FDF broadly welcomes the Commission’s sugar reform proposals which were tabled on 22 June 2005. We
have considered these carefully and would now like to oVer policy-makers some preliminary comments which
are set-out below:

Basic Positions Starchmanufacturers3 would like production quotas to be abolished. If they are to remain,
manufacturers would like to see a significant expansion of the isoglucose quotas in order
to help oVset any institutional price cut for sweeteners and to realise economies of scale.

Sugar processors accept that reform of the EU sugar regime is inevitable. Processors
would like to highlight the complex and sensitive issues that reform raises and the severe
financial impact the proposal would have. Tate and Lyle welcomes attempts to ensure
some measure of equity and security in the supply of raws, but believes the proposed cut
to its refiningmargin is disproportionate and its exclusion from the private storage system
and the lack of a facility to lower its raw material price is discriminatory. British Sugar
welcomes plans to introduce a voluntary restructuring scheme for the industry, but is
concerned that the proposed price cuts go too far and that the proposal is lacking on the
external trade side.

3 The term “starch manufacturers” refers to producers of isoglucose and glucose syrups.
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Sugar userswould like to see production quotas abolished and a market price develop for
sugar and sweeteners. They are concerned that the proposal does not contain any
mechanisms to ensure that there is real competition between EU sugar processors, or that
the domestic “market price” for sugar will be driven by the “reference price”.

The comments below should be considered in the light of these overarching positions.

General FDFmembers are concerned by the vagueness of the reform proposals and the power that
Comments they confer upon the Commission and the SugarManagement Committee.We appreciate

the desire to reduce complexity in the Council regulation but believe that this has been
taken too far. Further elaboration of the proposals, and notably of the new tools which
the Commission plans to introduce, is urgently needed. The Commission should also
produce full details of how it plans to exercise its powers when designing implementing
legislation.

Timing FDF members appreciate that additional commercial certainty will be created by
extending the life of a new Sugar Regime until 2014–15. However, none of our members
would like to see the regime as described in this Commission proposal, lasting until
2014–15. We accept that it may be unwise to provide for a full scale mid-term review of
the regime. However, many of our members believe that a provision to enable occasional
“health checks” should be introduced, especially as a number of the Commission’s
proposed mechanisms are new and it is unclear how eVective they will be.

Prices FDF members are unconvinced that the proposed reference price system would actually
work and are unsure what real impact it would have on EU market prices, especially as
the number of EU sugar suppliers will contract under the current proposal and the future
of the external sugar tariV remains unknown. FDF members note that the existing
reference price system for pigmeat does not work as an indicator of internalmarket prices.
Sugar processors would like to retain the intervention purchasing system as they are not
convinced that the reference price system would oVer an eVective floor to the internal
market, and as they will still be required by law to pay minimum prices for raw materials.
If institutional pricing for sugar is to remain, sugar users believe that the new systemmust
drive actual market prices.

FDF members appreciate that some form of price reporting system will be necessary to
ensure the eVectiveness of the new reference price system and to activate the private
storage scheme and import quota provision. We are concerned however, by the
Commission’s reluctance to elaborate upon how the system would work and how the
triggers for market intervention would be set. We note that previous price reporting
systems for sugar, and a number of other commodities have not worked well in the past.
Lessonsmust be learnt from these experiences. Price information is commercially sensitive
and its publication may not be the most eVective way to promote a competitive market.
Furthermore, sugar is not a simple bulk commodity and prices vary considerably
depending on quality, service specification, time of the year, contract duration and other
factors. Accurate reporting would require price figures to be broken down significantly
and this may be unhelpful for both processors and users.

FDF members agree that there is insuYcient information available to judge the merits of
the proposed private storage scheme. However, at first glance the proposal appears
unstable, unrealistic and not helpful to the UK. This scheme is being proposed as one of
three mechanisms to aid with the disposal of surplus sugar. We expect it will be the
Commission’s last resort as it will be required to pay the bill. Tate and Lyle believes its
exclusion from this scheme is discriminatory.

Quotas Members agree that it would be a sensible simplification to merge the A and B production
quotas following the abolition of producer levies as the distinction would no longer be
necessary.Members note that this decision would benefit surplus sugar producing nations
such as France and Germany as their B quotas incorporate large surpluses.

FDF members note that a number of UK industries would benefit from the expansion of
the isoglucose quotas. Starch manufacturers are adamant that if production quotas are to
remain, they would need a significant expansion of the isoglucose quotas in order to help
oVset any institutional price cut for sweeteners and to realize economies of scale. Sugar
users would like to be able to source isoglucose according to domestic demand and not be
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constrained by quotas. Members note that the current restrictions prevent users from
taking advantage of the functionalities of isoglucose. British Sugar believes that
production quotas on isoglucose will need to remain so long as there are quota restrictions
on sugar.

FDF members accept that the notion of introducing quota tradeability is politically
contentious. We also appreciate that the Restructuring Fund and the provision to allow
sugar processors to convert one million tones of C sugar into quota by purchase, will help
the European industry to restructure. Despite this, we still believe that quota tradeability
should be introduced to enable the industry to restructure more eVectively.

Members acknowledge that by excluding sugar for the chemical, pharmaceutical and
bioethanol industries from production quotas, the EU will create an outlet for non-quota
sugar. Starch manufacturers are concerned however that this provision will put their
products at a competitive disadvantage compared with sugar when selling into these
industries.

Restructuring FDFmembers agree that eVorts to assist in the restructuring of the EU sugar industry will
Scheme be necessary, both for political and economic reasons. However, members are divided in

their views on the proposed voluntary restructuring scheme. Sugar processors are in favour
of it. Sugar users are concerned that it may inadvertently encourage some of the EU’s
more eYcient processors to exit the market. They are also worried that it may lead to
further industry consolidation and a reduction of competition on the domestic market.
Users also object to the fact that they will eVectively have to fund this restructuring
scheme.

Starch manufacturers believe they are eVectively being asked to pay a higher digressive
restructuring levy than sugar processors in the Commission proposal. In their view, sugar
processors will be able to recoup 58 per cent of the levy from beet growers as a result of
price cuts, whereas starch manufacturers will have to fund 100 per cent of the levy
themselves. They believe that both groups should pay the same eVective levy rate taking
into account each sector’s raw material costs.

Farmer FDF members acknowledge that politically, farmers will need to be compensated for the
Compensation income loss arising from Sugar Regime reform.We accept the proposal to compensate for

60 per cent of the price cut, to pay this compensation via the Single Farm Payment and for
the payment to be fully decoupled, so long as every member state is subject to the same
conditions.

We agree that sugar beet should qualify for set-aside payments when it is grown as a non-
food crop and we believe that this production should also be eligible for the energy crop
aid of ƒ45/hectare.

Out of Quota British Sugar would not support the introduction of a “super levy” to dissuade producers
Production of sugar from exceeding their production quotas. Sugar beet yields are highly variable and

unlike dairy farmers, sugar beet growers are not so easily able to control their yields in
order to avoid paying this levy. Tate and Lyle, sugar users and starch manufacturers
would support the introduction of a “super levy” given the lack of export flexibility that
will be available in the future.

Sugar processors and users support the proposal to enable processors to purchase part of
an additional one million tonnes of quota for a one-oV payment. However, sugar processors
believe the proposed price of this quota—ƒ730/t—is unreasonably high. Starch
manufacturers are astonished that the Commission has proposed to increase the EU sugar
quota by one million tonnes, whereas the proposed increases in the isoglucose quotas are
minimal.

Market British Sugar believes that it would be sensible to start the sugar marketing year on
Management 1 October, instead of 1 July, as this would complement the annual sugar beet production

cycle. Sugar users and starch manufacturers could accept this suggestion so long as they
would not be required to pay the restructuring levy or a higher price for sugar for an
additional three months during the implementation of a new sugar regime. Furthermore,
sugar and isoglucose producers only wish to pay the levy on actual production and not
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production quotas. Tate and Lyle questions how this would relate to the refiners’ supply,
the terms of the Sugar Protocol and a potential phasing-in of the arrangements for the
cane suppliers which have diVerent crop and delivery cycles.

Trade with Third Sugar users welcome the Commission’s proposal to open-up the EU market to additional
Countries supplies from third countries if and when the EU sugar price becomes substantially

inflated. They believe this mechanism will be essential to ensure the EU market price for
sugar falls and that the UK food industry does not become uncompetitive on the world
market. Sugar processors are concerned about this proposal however, given the perceived
lack of an eVective institutional mechanism to put a floor to the EU market and the risk
of an over-supply emerging.

Preferential FDF members note that the Commission communication is sugar beet focused and that
Sugar Imports the EU’s development commitments to sugar producers inAfrican, Caribbean and Pacific

(ACP) countries and Least Developed Countries’(LDC) have not been well thought
through.

We note the proposal to provide ACP countries with ƒ40 million of restructuring aid in
2006. We are not in a position to knowwhether this will be suYcient and we do not believe
that the Impact Assessment is robust enough for the Commission to know either.
Expeditious resolution of the debate over the Financial Perspectives is desirable so that
ACP producers will have the necessary information about the range of accompanying
measures and the finances likely to be available to them in the short- to medium-term.

FDF members are pleased to see that the EU’s import commitments to the ACP countries
and India, the world’s LDCs and the western Balkans will continue. We are also content
for the Traditional Supply Needs mechanism to remain. It will be essential that there is
equitable treatment of existing and potential cane refiners.

Provision for FDF members accept that the EU must abide by its World Trade Organization (WTO)
Exports export subsidy reduction commitments and that the EU is committed to eliminating all

export subsidies by a date to be agreed as part of the ongoingWTO talks. We are opposed
to the idea that the Commission may impose linear production and import quota cuts
from 2010 if the EU is in danger of breaching its WTO commitments. The UK does not
contribute to the EU sugar surplus, and as such, should not be forced to pay for it through
the introduction of a pro-rata system for allocating quota cuts, ie the declassification key
should remain. Starch manufacturers do not believe that any quota cuts should apply to
them as they do not claim export refunds. Sugar users note that when quotas have been
cut in previous reviews of the Sugar Regime, market prices have gone up and this is of
concern to them.

FDF members welcome the Commission’s commitment to retain Non-Annex One (NA1)
export refunds whilst EU sugar prices remain above “world price” levels. At the moment,
NA1 refunds are calculated by adding up the refunds available on a processed product’s
raw materials. Under the current system, if export refunds are eliminated on sugar, the
NA1 refunds on the sugar content of manufactured products for export will also be zero.
Therefore, the Commission will need to devise an alternative method for calculating NA1
export refund rates in the future. The Commission will need to ensure that the new
calculation isWTO legal, bearing inmind that Part V, Article 11.1 of theWTOAgreement
on Agriculture states—“In no case may the per-unit subsidy paid on an incorporated
(processed) agricultural primary product exceed the per-unit export subsidy that would
be payable on exports of the primary product.”

Sugar processors agree that production refunds for sugar used in the chemical and
pharmaceutical industries should remain. Starch manufacturers on the other hand, believe
that these refunds should be eliminated as they give sugar processors a competitive
advantage.

Impact of FDF members are not at this stage in a position to critique the Commission’s updated
Reform Impact Assessment of the proposed reforms. Our initial impression however, is that it is

superficial and lacking in economic and intellectual rigor. In many places it is apparent
that the figures have been based on implementation of the Commission’s July 2004White
Paper, and not the current proposal. A robust impact assessment will be necessary to help
inform the decision-making process. Therefore, we recommend that the Commission
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should devote the necessary resources to ensure that a robust document is available.

Competition Any new sugar regime should encourage and enable greater competition than that which
currently exists in the EUmarket. Sugar users do not believe that the current proposal will
ensure this.

Memorandum by H.E. Ms Gail Mathurin, High Commissioner for Jamaica

1. Agriculture is one of the central pillars of the Jamaican economy, accounting for over 6 per cent of Gross
Domestic Product (GDP). The main traditional agricultural exports include sugar, bananas, coVee, rum and
cocoa. Sugar has been produced in Jamaica for over three centuries and the manufacture and export of this
commodity has helped to shape the social and cultural identity of the Jamaican people. Sugar cane production
accounts for 2 per cent of GDP.

2. Approximately 250,000 men and women of Jamaica’s total population of 2.6 million are directly or
indirectly aVected by the operations of the sugar industry. The majority of these people live in rural
communities with few alternatives to sugar cane farming.

3. Employment in the sugar industry accounts for about 13 per cent of the agricultural workforce. This
translates to 28,000 persons being employed outside of the harvesting season and 41,000 during the annual
sugar crop.

4. Sugar cane cultivation is concentrated in eight of Jamaica’s 14 parishes and represents 40 per cent of the
land area that is utilised for permanent agricultural production. The sugar industry has been slowly
undergoing decline for a number of years. From 1998–2003, average sugar production was 188,850 tonnes.
For 2003, the level of production was 152,500 tonnes. Today, sugar is manufactured in seven factories across
the island, five of which are owned by the Government of Jamaica and operated by the Sugar Company of
Jamaica (SCJ).

5. The bulk of Jamaica’s sugar is exported to the United Kingdom under the terms of the Sugar Protocol
which was signed in 1975 as part of the first Lome Convention between the African, Caribbean and Pacific
(ACP) States and the European Union (EU). Additional exports are made to Portugal and the USA. During
the period 1996–2001, Jamaican sugar exports averagedUS$92.4million.

6. Implications of the Proposed Reform of the EU Sugar Regime for Jamaica

Jamaica and other ACP sugar producing regions would be significantly aVected by the proposed 39 per cent
cut in the guaranteed price for sugar within the EU. As previously indicated, the sugar industry is the mainstay
of the local economies in several rural areas across Jamaica and the wider ACP. A price reduction on the scale
advanced by the EC would result in lost income of nearly ƒ400 million for sugar producers (mainly small
farmers) and a concomitant loss of employment for thousands of workers in the industry. This would be
expected to have a domino eVect on existing levels of poverty in the aVected areas and contribute to a
worsening of the situation regarding rural/urban migration.

7. It is also acknowledged that the fallout within the sugar industry would contribute to heightened levels of
crime (particularly in urban areas) and encourage more persons to engage in the production and export of
illegal drugs. There would also be an increased risk of migration by criminal elements to industrialised
countries, including the UK. Even more fundamentally, the reduced price for sugar would seriously limit
Jamaica’s ability to realise its Millennium Development Goals (MDGs) especially in the areas of poverty
alleviation, promoting a partnership for development and environmental sustainability.

8. For many persons in the sugar producing areas, there is little alternative to the livelihood aVorded by the
sugar estates. The typical employee is unskilled/semi-skilled with limited exposure to formal education.
In many instances he/she is more than 40 years old and would not be easily persuaded to explore employment
opportunities (where possible) outside of the sugar industry.

9. Accompanying Measures and Their Implications for the ACP Group of Countries:

TheACP/LDCSugar Groups have expressed appreciation for the Commission’s oVer of assistance to cushion
the eVects of the reform via the so-called AccompanyingMeasures. They have clearly indicated, however, that
the proposed amount of ƒ40million for 18 ACP sugar producers up to the end of 2006 is woefully inadequate
to embark on the level of transformation that would be required throughout the sugar industry.
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10. In Jamaica’s case, it is estimated that at least ƒ200 million in the form of soft loans and grants would be
needed for the adaptation, restructuring and development of the sugar industry. Various studies are being
undertaken to identify the precise level of assistance that would be required.

11. ACP sugar producers have noted the glaring anomaly in the level of assistance being provided to
European beet sugar farmers as against that being oVered to ACP sugar producers. Indeed, the Commission’s
proposals envisage the provision of financial support to beet farmers at the level ofƒ1,542 million per annum
as direct income support and ƒ4,225 million over three years as restructuring aid. Moreover, an additional
arrangement is to be established for the EU’s outermost sugar producing regions, including the French
Overseas Departments (DOMs), the Balearics and Azores. This will ultimately become part of an existing
funding mechanism that the EU has established for these regions.

12. In contrast to this, the criteria for the allocation of theƒ40million that have been earmarked for the ACP
sugar producers have not been clearly defined even though the Accompanying Measures speak to the
provision of support on a country specific basis. There is also no clear indication of the precise levels of support
over the long term. Allied to this, even though many of the DOMs exhibit similar characteristics to the ACP
sugar producing states (fragile ecosystems etc), the proposed levels of compensation vary considerably
between them.

13. World Trade Organization (WTO) Considerations

The EU Sugar Regime has also been the subject of close scrutiny by the WTO’s Dispute Settlement
Mechanism arising from a challenge brought by Australia, Brazil and Thailand in July 2003. The
complainants sought to prove that the EC had provided export subsidies in excess of its WTO commitments
during the Uruguay Round of trade negotiations, to reduce export subsidies on sugar. In October 2004, the
WTODispute Panel that was constituted to consider the challenge, ruled in favour of the complainants.While
doing so, however, the Panel emphasised the importance of the EU’s commitment to fulfilling its Treaty
obligations to the ACP under the terms of the Sugar Protocol.

14. The EC subsequently lost an appeal that was made against the decision of the Panel in January 2005. The
Appellate Body that was established to adjudicate the matter upheld the decision of the Panel and dismissed
the appeal in April 2005. Arising from these developments, the EC is required to bring its subsidies into
conformity with itsWTO commitments within 15 months of the date of the report of the Appellate Body. The
EC has therefore earmarked 31 July 2006 as the deadline for implementation of the reform of its Common
Agricultural Policy (CAP).

15. It should be noted that the WTO in its ruling, did not stipulate that the EC was obliged to reduce prices
for sugar. This was done on the EC’s own volition with the clear intention of eliminating some domestic sugar
producers from the market. The very generous compensation package that has been outlined for European
sugar beet producers as part of the Accompanying Measures under the latest reform proposals, lends further
credence to this.

16. Strategies being Pursued by Jamaica to Reform the Sugar Industry

The stakeholders in the Jamaican sugar industry have long recognised the need for a restructuring and
diversification programme to overcome ineYciencies and place the industry on a more secure footing for
future development. In recent months, representatives of the JamaicanGovernment and industry players have
indicated to political leaders, the European Parliament, the EC and others in Europe, that there is no objection
to the need for changes to the EU sugar regime. It has been emphasised, however, that any reform should take
full account of the elements of price, timing and support. In this regard, Jamaica has clearly indicated that it
would require a remunerative price for sugar over a period of six years to undertake the necessary adaptation.

17. Long before the announcement of the latest reforms by the EC, Jamaica had begun to examine the scope
for diversification of the sugar industry and the alternative uses for sugar cane. Studies are ongoing in this
regard but the indications are that a reconfigured sugar industry could be developed that would focus on the
following:

— production of raw sugar for domestic and external markets;

— extraction of molasses for the local rum industry;

— production of refined sugar for the domestic market;

— production of fuel ethanol for the transportation sector;

— co-generation of electricity for possible sale to the energy sector; and

— the development of other sugar cane by-products such as xanthan gum, citric acid and fine chemicals.
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18. The success of these programmes will depend to a large extent on the level of investment that is made in
their development and more specifically on the length of the transition period that is provided for adaptation.
The Government of Jamaica remains committed to working with the EC and other interested parties in
ensuring the promotion of a viable and eYcient sugar industry that contributes to the goals of national
development and economic well-being of its citizens.

19. Jamaica is hopeful that the EC will reconsider the scale of the reforms it has proposed for the EU Sugar
Regime in order to avert the dire consequences for the economies of ACP sugar producing States. It is accepted
that changes will be necessary to the Regime but these should only be undertaken after due consultation with
all stakeholders including the ACP. This is would go a long way towards achieving the fair and equitable
provisions of the Sugar Protocol.

20. The level of support to be provided to ACP sugar producers under the AccompanyingMeasures will need
to be brought in line with that being oVered to European sugar beet producers and producers from Europe’s
outermost sugar producing regions. An adequate level of support will be essential to ensure the required pace
and scope of adaptation among ACP sugar producers is achieved.

23 September 2005

Memorandum by Mr Tom Meikle, Sugar Beet Grower

1. What are the non-market benefits of protection for sugar providers for the EU as a whole?

I can only speak about the environmental impact of sugar beet in the UK. As a farmer who has grown it for
many years and has a keen interest in conservation, (NFU and English Nature Farming for Wildlife winner
2004 and Silver Lapwing runner up in England 2004), I can say the environmental benefits are vast.

— Birds find sugar beet a very attractive crop; sugar beet is planted in March–April time, this allows
over wintered stubbles to be left on light land before planting; this benefits all farmland birds.

— Our sugar beet has no insecticide other than a seed dressing; optimumherbicide usage allows enough
weed numbers to provide seed for chicks and birds right through to the end of January; only one dose
of fungicide and small amounts of nitrogen are applied (over application of nitrogen will increase
impurities in sugar and decrease sugar content); all make it a very environmental friendly crop to
grow.

— Because 50 per cent of the crop is harvested after Christmas, the following crops are often set-aside
or a spring cereal; therefore sugar beet provides benefits for three years from just one crop. Sugar
beet is grown on our farm on a rotation of one in three years; so you can see that if it was removed
from the rotation it would have a major impact. We have a healthy population of corn buntings and
skylarks and also have lapwings, grey partridge and turtledoves—all species in decline.

— Small mammals like field voles and field mice also find sugar beet an attractive crop and so in turn,
it provides good hunting ground for barn owls, kestrels and buzzards. TheBarnOwlTrust says sugar
beet is their favourite crop.

2. Can sugar production within the EU continue?

At present, it costs between £16 and £19 per tonne to grow sugar beet; with the proposed cuts, the price could
drop as low as £17/tonne which would make it unprofitable to grow. It is assumed by some that if the price
does not fall as low as this and stays up in the low £20s, it will be more profitable than break crops like oil seed
rape, beans etc. But sugar beet is not a break crop; it is a cash crop because there is a yield reduction in the
following crop unlike beans, oilseed rape and peas which enhance the yield potential of the next crop. This is
partly because of the late harvest and the impact of the large harvest machinery used in winter conditions.

My farm is reliant on sugar beet for a large part of its profit; the cost of growing it has already been cut to a
minimum and I expect to see costs increasing over the next few years; increases in the price of oil will have a
significant impact on the cost of inputs, contractors and haulage.

Alternative crops would probably be wheat or oil seed rape. Growing these crops on a farm of our acreage
would make the farm unprofitable. It would need considerable investment in machinery or becoming even
more reliant on contractors. This would in turn mean looking for alternative income which has implications
for tax, agricultural relief etc as well as reducing the time needed for farmmaintenance and conservationwork.

If sugar beet acreage drops, the beet factories will become unviable in certain parts of the country. This in turn
will make it unprofitable to grow in certain areas because of the increase in haulage costs.
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3. Distribution of Payments

Compensation for sugar beet growers for loss of earnings etc should go to sugar beet growers. This would
enable beet growers to continue growing this valuable crop and in turn allow contractors, who are not growers
but have invested large amounts of money in machinery, to continue (eg £300,000 for a new harvester). Giving
the compensation allocated to sugar beet growers to all farmers would not make it compensation for loss of
income or investment inmachinery. It becomes almost irrelevant. Single FarmPayments on sugar beet ground
is not compensation when you consider that vegetable growers who received no aid in the past will get Single
Farm Payments as well as the extra sugar beet growers’ compensation, if the present proposals are
implemented.

Going from sugar beet into vegetable production could mean losing Single Farm Payments because
authorisation will not have been allocated, putting beet growers at a disadvantage to vegetable growers.

Sugar beet is too important a crop to drop before the full details of the EU proposals are finalised. It should
be from that date that a suitable period of adjustment should be given, not before.

21 September 2005

Memorandum by the Ministry of Rural Development and Food, Hellenic Republic of Greece

THE GREEK ANSWERS

A. African, Caribbean and Pacific (ACP) and Less Developed Countries

1. What are the implications of the proposals for the sugar industries, national incomes, environment and social well-
being of less developed countries currently dependent on concessional access to the EU market?

These countries recognise the need for reform. Nevertheless, they regard the Commissions’ proposals on price
reduction excessive. Therefore, they call for a reduction limited to what is strictly necessary to comply with no
more than the EU’s minimum future WTO commitments and compatible with sustaining sugar production
in their countries with remunerative levels of earnings. According to the ACPs the Commissions’ proposals
will have devastating eVects on their economies (development, employment, medical treatment, poverty,
drugs).

Sugar industry in these countries also needs a long-term perspective due to the fact that they have recently
reformed the sector and therefore need a long term transition to build a new and sustainable industry. This of
course will require significant financial resources.

2. Is the package of compensation proposed by the Commission likely to be enough to assist countries in a meaningful
way?

The amount of ƒ40 million provided for in the proposal is inadequate to enable ACP countries aVected by
the reform of the EU sugar regime to successfully adapt to the new market conditions. Moreover, one must
keep in mind that EU cannot make any firm commitments, despite ACP’s persistence, on restructuring until
the EU agrees on the 2007–13 Financial Perspectives.

According to ACP countries a long-term sustainable restructuring would costƒ500 million a year from 2007.

3. What calculation has been made of the economic cost to the EU of the future support for ACP countries and what
alternatives exist to ensure that the resources provided by the Union have maximum effect in stimulating development?

Commission called the ACP countries to come forward with strategic plans on how to support restructuring
so as to ensure that the resources provided will have maximum eVect in stimulating development and in order
to help the Commission estimate the potential budget which will be needed. The Commission underlined that
the ƒ40 million foreseen in the 2006 budget as restructuring aid for ACP countries in 2006 is only a start and
that volumes in the following period would be “considerably higher” without giving a specific number.



3193121015 Page Type [O] 06-12-05 20:26:29 Pag Table: LOENEW PPSysB Unit: PAG1

239too much or too little? change to the sugar regime: evidence

4. What are the potential impacts of the Commission’s proposed reforms of the sugar regime on non-ACP countries who
will potentially receive a much lower price for sugar than originally believed under the Everything But Arms agreement?

Sugar sector plays a vital role for the social and economic development of these countries. Sugar undertakings
represent models for the development of LDCs’ rural communities, creating employment, improving
healthcare and education, up-grading infrastructure and acting as a catalyst for progress and growth in
other areas.

The proposed 39 per cent cut in EU sugar prices would take away all the development impact of EBAby losing
millions in export earnings every year. In particular, for most of them the proposed price levels are inadequate
for building a sugar industry aimed at the EU market. In addition, for many LDCs that are also ACPs they
stand to lose substantially from the Commissions’ proposals. In that way it would be a serious threat to the
future of the industry in these countries. This evolution will unavoidably have a negative impact on people’s
every day life.

B. Impact on EU Industry

1. What are the non-market benefits that retention of protection for sugar provides for the EU as a whole?

First of all it is important to highlight that according to the last campaign data, the beet sugar sector employs
more than 500,000 farmers and subcontracted employees and 60,000 employees in the 234 undertakings in the
enlarged EU.

The Commission’s proposal will have a devastating eVect on farms and sugar industries working in the sector
leading to the increase of unemployment. The number of the sugar factories has already been reduced by one
third over the last 10 years. On the other hand, the creation of new production entities is exceptional, as it is
very capital-intensive.

Secondly, the sugar beet crop is a key component of arable farming as it helps improve soil structure and
fertility, while allowing cereal pests and diseases to be controlled. It is therefore an important part of overall
arable crop rotation with cereals, where it helps encourage sustainable farming practices and benefits the
environment.

2. Assuming that the internal non-market benefits are environmental and social (employment etc)—why should the
future amount and distribution of Direct Payments be determined on the basis of production of sugar in 2000–02?

In accordance with the rules of the Common Agricultural Policy (CAP) that was agreed in 2003, the vast
majority of aid to farmers will be paid independently of what or how much they produce. Under the new
system farmers will still receive direct income payments to maintain their income stability. These payments
would be estimated by using a reference period (2000–02), which is almost the same for all products. So the
same period is applying for sugar beet according to the Commission’s proposal.

Nevertheless, in the sugar sector another solution could be applied because the reform of the sugar sector has
been delayed. For example, the reference period could be decided by the member states themselves so it will
be diVerent from one country to another or by taking into account the three most productive years for the
sugar beet growers in the last five years. In this way the compensation would be adequate enough by using
objective criteria especially for those growers who will be forced to cease the sugar beet cultivation.

3. How robust are the Commissions calculations of the impact of sugar production within the member countries of
the EU?

The Commission avoided conducting a detailed impact assessment in order to study the socio-economic
repercussions, which the reform will have, both in the case of sugar beet producers and in the case of workers
in the industry and also the eVect which will have on the abandonment of certain rural areas in the EU.

More specifically, the Commission in its “updated impact assessment for the sugar sector” acknowledges in a
general way that with this proposal “only themost competitive sugar producingMember States, which would,
otherwise, be severely threatened under the no-reform option, will maintain a level of economic activity and
employment” without assessing the impact on the less competitive sugar producing member states or regions
which will move out of production leading them to poverty and unemployment.
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4. Can sugar production within the EU continue over the long term (i) at the prices proposed by the Commission?
(ii) in a liberalised world market? Which Member States have realistic prospects of maintaining production and
refining?

It is not only our estimation but the Commission itself acknowledges that with the proposed price cut
(39 per cent) more than half of the European sugar industry will have to close down and the regions that are
going to lose the sugar industry first, are those who need it mostly and cannot replace its value by something
else. This radical reform will primarily serve the interests of a few large EU sugar producers (in about five to
six countries) leading to the creation of oligopolistic market conditions, with little or no benefit for the end
consumers or third country suppliers.

5. What are the concerns of the new Member States, and has their situation been fully taken into account by the
Commission proposals?

The 10 new member states that became full members in May 2004 were not adequately prepared to meet the
new challenges. The diVerences in prosperity between the EU-15 and new member states are even more
pronounced in rural areas, because of a combination of lower income and higher unemployment. Therefore,
they had to modernise and restructure their sugar sector.

Moreover, the new Member States were waiting that they will benefit from full access to the single market
because of its relatively stable prices, plus direct payments (in order to gradually reach the full EU level) and
rural development measures. But with the Commission’s proposal and the 39 per cent price cut, only one year
after accession, anticipated gains due to the accession will disappear, potentially increasing the need to
eventually support their restructuring requirements through interventions financed by the EU budget.

6. What is the potential size of the market for isoglucose and other non-sugar sweeteners? In a market freed from quota
restrictions, how would this impact on the amount of beet sugar that could be produced in the EU?

Isoglucose as well as the other non-sugar sweeteners are products competitive to sugar. Therefore, the
Commission’s proposal to increase quotas for isoglucose would inevitably lead, in the long run, to a further
reduction of sugar quotas, let alone, in a market freed from quota restrictions.

C. World Trade Organization (WTO)

1. Will the reforms meet the demands for elimination of cross-subsidisation of EU “C” sugar (non-subsidised) exports
embodied in the WTO Panel ruling against the EU sugar regime?

At the proposed price cut the diVerence between the internal market prices and the export prices is not
significant to imply a cross subsidy for sugar “C”. On the other hand, if the diVerence is considered significant
it would be within the spirit of the WTO to limit sugar exports to WTO limits in volume of subsidised EU
sugar.

2. How far will the reforms meet the conditions of any new international trade agreement in the Doha Development
Round?

It is the first time that almost a 40 per cent price cut is proposed for a product and, in this case, without even
waiting for the results of the Doha Development Round in December. Most member states agree that the
reform of the sugar sector proposed by the Commission goes beyond the requirements for compliance with
the WTO rules. Therefore, the price reduction has to be limited to what is strictly necessary to achieve and
maintain a sustainable, eYcient, robust sugar production in the EU, within the price limits agreed in the
context of the WTO.
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D. Environment and Health

1. Such calculations as have been made visualise the environment in terms of “on farm” impacts on issues such as erosion
and biodiversity. What estimates exist of the global impact taking account of matters such as changes elsewhere in the
world in land use, water use and transport?

According to the CABE-WWF research on the “environmental impacts of sugar production” as far as water
use is concerned, sugar beet is not particularly sensitive to water availability and is principally grown in
temperature areas where sunlight rather than water availability would be expected to limit plant growth.

Moreover, sugar beet is generally grown as part of a rotation of crops. There is evidence that the use of rotation
reduces soil impact as well as improving decline in crop yields.

2. How significant are the changes in policy likely to be on consumption of sugar?

More than 75 per cent of sugar consumption in the EU is industrial. Therefore, it is doubtful that the final
consumers will benefit from this price reduction. In addition, there are serious concerns that the creation of
oligopolies in the EU sugar industry will in the long-run have adverse eVects on the EU market.

All research studies that have been conducted show that the reflection of the sugar price in processed products
(soft drinks or chocolate) isminimal. The only probable beneficiaries of this reformwill be big Food andDrink
companies and corporations, which will see their profits increased due to the transfer of funds from rural
regions and LDCs to them.

26 September 2005

Letter from the National Sheep Association to the Rt Hon Margaret Beckett MP

THE EU SUGAR BEET REGIME IN RELATION TO LIVESTOCK IN UK

We wish to draw your attention to the serious consequences of a regime change within the EU sugar industry
as it aVects the sheep industry.

Youmay already have had similar representations from theNFU, but wemake no apology for repeating them
as the organisation representing the sheep industry within the whole of the UK. Sheep farmers depend on a
viable and eYcient sugar beet growing sector in Britain for the following reasons:

(i) Within the arable rotations where sugar beet is a suitable break crop, it is environmentally beneficial,
and provides immensely valuable after-crop forage for grazing sheep (and beef cattle) in the form of
sugar beet tops. This supports an historic system of lamb over-wintering, as these are folded from
November to January conferring manurial inputs and helping reduce the application of artificial
fertiliser. The “golden hoof” (of sheep) is thereby promoted as a feature of good husbandry. This
also reduces the cost of lamb/sheep production to the benefit of the industry and exports.

(ii) As a result of (i) above, there is a benefit attributable to breeders of store lambs in hill areas who have
traditionally sold stock in autumn specifically to graziers who rely on sugar beet tops in East Anglia.
This also applies to draft ewes.

(iii) As you well know, another by-product of sugar beet is sugar beet pulp, in pellet or bulk, which is a
vital ingredient to many livestock rations—especially sheep breeding flocks before lambing. This is
a huge and successful spin-oV headed by Trident Feeds and the disappearance of this valuable feed
would hit sheep farming very seriously.We cannot over-emphasise this. Beef cattle are also fed large
tonnages of this excellent feed. It underpins many sheep enterprises in arable areas.

Regime change instigated by the Brussels Commission (price drop of 37 per cent, quota cut of 16 per cent) is,
in our view, a short-sighted and disastrous course to adopt for the UK, the most eYcient producer in the EU
Slogans like “lifting the third world out of poverty by stopping SB production” are farcical rhetoric. The
bizarre situation where Tate and Lyle (cane sugar refiners) are the biggest beneficiaries of export refunds on
sugar explodes the myth that British farmers are the culprits.

The British sugar beet industry is eYcient, balanced (only about 5 per cent being supplied to the domestic
market) and is an integral part of the sheep and cattle industry, especially in East Anglia where it is vitally
important to encourage mixed farming with livestock, to oVset intensive arable monoculture.

We remain deeply disturbed by this Brussels-led policy to destroy our home sugar beet industry. A price drop
of 37 per cent is, in itself, a disaster, andwith or without a quota reduction,many farmers will stop growing the
crop. The knock-on eVect to livestock nutrition will be serious and the environment in arable areas will suVer.
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We would request you to oppose and negotiate a much less harmful formula in Brussels than the one now
being postulated.

We remain available to discuss the livestock issues in more detail.

28 April 2005

Memorandum by Oxfam

1. Introduction

1.1 Oxfam4 welcomes the opportunity to submit its views to Sub-Committee D (Environment and
Agriculture) of the House of Lords Select Committee on the European Union on the European Commission’s
proposals to reform theEUSugarRegime. ReflectingOxfam’s primary concernwith the development impacts
of EU sugar policies, this submission will focus on the impact of reforms on African, Caribbean and Pacific
(ACP) countries and least developed countries (LDCs), as well as linkages to the World Trade Organization
(WTO) ruling and on-going negotiations on the Doha Development Agenda.

1.2 Oxfam has long called for reform of EU sugar policies to end export dumping and to improve market
access at remunerative prices for the poorest countries. We therefore welcome the Commission and member
states’ commitment to reform. However, we have a number of serious concerns about the Commission’s
proposals, many of which are shared by developing countries. These relate particularly to:

— whether the proposals will guarantee an end to overproduction and dumping;

— the impact of the proposed steep and rapid price cut on the ability of poor countries to fulfil the
potential of their sugar industries to contribute to poverty reduction; and

— the inadequacy of the proposed financial assistance to help poor countries adjust to the impacts of
EU sugar reform.

1.3 It is Oxfam’s view that the Commission’s current reform proposals do not oVer the best deal from a
development perspective. Indeed, they are likely to hurt, rather than benefit, the chances of some of the world’s
poorest countries to benefit from trade in sugar. This is of serious concern since Oxfam’s research in southern
Africa shows that sugar makes a substantial contribution to poverty reduction. Thousands of sugar workers
and producers already depend on sugar to earn enough to send their children to school, to buy food to feed
them, and to obtain at least some of the essential medicines they need when they fall sick. In countries ravaged
byHIV/AIDs, devastated by years of civil war, lacking infrastucture and investment, sugar oVers the potential
to make an even greater contribution in the future.

1.4 Therefore, Oxfambelieves that EUmember states, particularly theUK in its current role as EUPresident,
must steer the sugar negotiations to ensure that development considerations are given higher priority. In
particular, this would entail implementing a more gradual reform that allows a longer transition period for
poor countries to make the substantial adjustments that will be required. In addition, although many
European sugar producers will clearly face diYcult adjustments as a result of the proposed reforms, many
developing country producers will face more severe challenges and should be assisted as much as their
European counterparts. It is essential that the EU delivers a much more generous adjustment assistance
package (of as much as ƒ500 million a year from 2007) than is currently being proposed for poorer countries.

1.5 The achievement of a pro-development sugar reform during the UK presidency of the EU is needed to
ensure that the reforms will be implemented in line with the requirements of the recentWTO ruling and before
the expiry of the current EU sugar regime. It will also demonstrate good will on the EU’s part in the run-up
to the WTO ministerial conference in Hong Kong in December.

2. African, Caribbean and Pacific (ACP) and Least Developed Countries (LDCs)

2.1 The steep and rapid price fall of 39 per cent over two years proposed by the Commission will significantly
undermine the capacity ofmany poor countries to attract investment to build up sustainable sugar sectors over
the long-term. This in turn will undermine the potential of sugar to contribute to poverty reduction. While
some developing countries (including some LDCs) may be able to continue to export to the EU at the
proposed lower price, many others (particularly some relatively high cost Caribbean producers) will find it
diYcult to continue to trade.
4 Oxfam is a development, relief and campaigning organisation that works with others to find lasting solutions to poverty and suVering
around the world. Oxfam GB is a member of Oxfam International, a confederation of 12 development agencies that work in 120
countries throughout the world.
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2.2 ManyACP countries will facemajor economic and social costs as a result of EU sugar reform. InGuyana,
classified by the World Bank and International Monetary Fund as a Heavily Indebted Poor Country (HIPC),
35 per cent of the population already live below the poverty line. Sugar is the backbone of the economy and
some 30,000 jobs and the livelihoods of approximately 150,000 people (20 per cent of the population) are at
stake.5

2.3 This is not just an issue for ACP Sugar Protocol countries. Several LDCs with long-term potential to
develop competitive sugar industries will be aVected negatively by the proposed price cuts. Although these
countries will gain unlimited access to the EU market from 2009 under the Everything But Arms (EBA)
initiative, the value of that access will be substantially reduced as a result of the price cut. This is likely to reduce
their capacity to attract investment, generate employment and invest in socially and environmentally
sustainable sugar production over the long-term. In addition, the possible use of a safeguard measures by the
EU to limit LDC imports could further hamper investment in the LDC sugar sector.

2.4 The LDCs and ACP countries have called for slower and more gradual price cuts to allow for a more
realistic transition to new market conditions in the EU. Specifically, the LDCs have requested that the price
cut should not exceed 20 per cent. The development benefits of a more gradual approach to reform are set out
in the findings of the LMC International consultancy “LDC Development Dimensions” study (March 2005).
This concludes that a reform involving a price cut of around 20 per cent, compared with the European
Commission proposals, would generate an additional 145,000 permanent new jobs, attract an extra
$500 million in investment, and increase export earnings by ƒ300–ƒ400 per annum in LDCs.

2.5 Oxfam has also advocated an alternative approach to reform than that proposed by the European
Commission. Our proposals recognise that price cuts will take place as part of the reform process, but argue
for deep adjustments through quota cuts and increasedmarket access for LDCs. Specifically, Oxfam proposes
a cut of 5.2 million tonnes in the EU quota to end all exports, facilitate an increase in imports from LDCs and
realign domestic production with consumption. The cut could take place in two stages:

— an immediate prohibition on non-quota exports (needed to comply with the WTO ruling) and a
domestic quota cut of around 2.5 million tonnes; and

— a gradual further cut in quotas of 2.7 million tonnes over the period 2006–13 to accommodate an
additional 2.7 million tonnes in imports from LDCs.

2.6 Oxfam’s preferred reform option, to focus on cuts in EU production, is not currently on the table in EU
sugar reform negotiations. We are therefore pressing EU member states to steer the negotiations on the
Commission’s proposals in a direction that would reduce the costs and maximise the benefits to poor
countries. Specifically, Oxfam is calling for a more gradual cut in prices over a longer transition period of
between eight to 10 years. This would give developing countries more time to adjust and to take advantage of
any benefits arising from the reforms. An additional benefit of extending the reform period is that the
restructuring levy could be extended which would generate additional resources (beyond those needed to
compensate domestic producers) which could be channelled to help fund developing countries’ adjustment
strategies.

2.7 The UK government has estimated the costs of adjustment to EU sugar reform for ACP countries at
ƒ500 million a year.6 The meagre ƒ40 million proposed to compensate ACP countries in 2006 falls far short
of an amount commensurate with the magnitude of the economic impact these countries will experience. The
contrast between the proposed level of ACP assistance and the ƒ1,500 million planned to compensate
European farmers, as well as the ƒ4,000 million budget intended to pay for the EU restructuring scheme is
even more stark. This highlights the gross inadequacy of the proposed ACP Action Plan and demonstrates
the imbalance of the Commission’s proposals in focusing on the domestic aspects of EU sugar reform.

2.8 Oxfam is calling for the EU to provide an amount in excess of ƒ100 million in adjustment assistance to
ACP countries in 2006. From 2007, Oxfam would like to see substantially increased annual resources
channelled to help aVected ACP countries—as much as ƒ500 million a year—reflecting the severe socio-
economic impacts that many of these countries will experience as a result of the proposed EU sugar reforms.

2.9 Oxfam also supports extending additional assistance to all least developed sugar-producing countries—
not only those LDCs that are also ACP Sugar Protocol countries—to help them adjust to and make the most
of any possible opportunities arising from EU sugar reform. This is because of the sugar industry’s important
role in poverty reduction in those countries, and to help ensure the sustainable development of sugar
production. It is important to note that such assistance would be additional to the support required for
adjustment in ACP Sugar Protocol countries.
5 Figures from the Guyana Sugar Corporation.
6 UK Statement on accompanying measures to assist ACP producers in their response to EU sugar reform, March 2005.
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2.10 Adjustment assistance provided by the EU must seek to benefit the poorest and most vulnerable. Sugar
has made an important contribution to poverty reduction and has the potential to do so in the future.
However, there is no automatic link between employment in the sugar sector and poverty reduction. It will be
important to involveworkers’ organisation in the development of national adjustment strategies to ensure that
assistance will deliver benefits to the workforce. In implementing measures to improve the competitiveness of
the sugar sector, it will be necessary to guard against cost-cutting measures that impact negatively on poor
people working in the industry, such as cutting already lowwages or reducing the important social investments
made by many sugar companies. Resources could be targeted, for example, to improve local infrastructure
and to encourage the development of local value-added and processing. Where EU sugar reform is likely to
result in job losses, in addition to providing adequate redundancy schemes, it may be helpful to target
resources to oVer training or small business loans to for workers who lose their jobs.

2.11 Any assistance provided to the sugar industry inACP countries and LDCsmust help to ensure that sugar
production and processing is carried out in ways that maintain or improve the quality of the natural
environment. This means basing support to sugar development on the implementation of better
environmental management practices (eg more eYcient irrigation systems and integrated pest management)
and undertaking sustainability assessments of any adjustment assistance, including diversification
programmes.

2.12 Recommendations:

— The EU agrees a more gradual cut in price over a longer transition period, and a quota cut of around
one-third of EU production.

— The EU provides adequate finance for developing countries that will be aVected by EU sugar reform in
a timely and eVective way. At least ƒ100 million should be provided for ACP Sugar Protocol countries
in 2006 and as much as ƒ500 million a year from 2007. An additional sum should be provided for all
non-ACP Sugar Protocol LDC sugar-producing countries.

3. World Trade Organization

3.1 The overproduction and subsidised export of EU sugar surpluses poses unfair competition for more
competitive developing country producers, denying poor people and countries the chance to work their way
out of poverty. Since Europe is a very high cost producer of sugar, its position as the world’s second largest
exporter of sugar is possible only as a result of the complex system of direct and indirect export support
provided under the current CAP sugar regime.

3.2 Rival exporters have to adjust both to the lower prices and to price instability caused by EU sugar policies,
and to subsidised competition in third markets. Oxfam has estimated that EU sugar export dumping
translated into foreign exchange losses in the region of $500 million for Brazil, $150 million for Thailand, and
$60million each for SouthAfrica and India in 2002. The EU exports around 600million tonnes of sugar a year
to Africa; this competes unfairly with African producers seeking to supply their local and regional markets. It
is essential that the forthcoming EU sugar reform ends the pernicious practice of export dumping, but Oxfam
is not convinced that the Commission’s reform proposals would guarantee this.

3.3 The Commission’s reform proposals focus on steep price cuts as a means of tackling EU sugar
overproduction. However, European farmers will be compensated to the value of 60 per cent of the estimated
cost of the price cut through the Single Farm Payment scheme. Private storage and withdrawal subsidies will
still be paid in cases of low market prices. Production refunds will continue to be paid to major sugar-using
industries, such as confectionary and pharmaceutical manufacturers. In addition, a restructuring scheme
costing over ƒ4 billion will be made available to encourage the industry to give up quota. The Commission
hopes that these measures will lead to a 4 million tonne reduction in quota production and the end of “C”
sugar production. However, the impact on EU production levels will depend on the success of the voluntary
restructuring scheme andwhether the Commission stands by its commitment to implement furthermandatory
quota cuts in 2010 if needed.

3.4 Oxfam welcomed the recent WTO ruling against the EU’s sugar export regime. The WTO panel’s final
ruling supports Oxfam’s claim that all EU sugar exports are eVectively subsidised, since EU costs of
production far exceed the price at which EU sugar can be viably exported. Ending the export of “C” sugar,
as required by the WTO ruling, will be an important step towards ending indirect sugar export dumping.
Oxfam urges the EU to comply with the WTO panel on time and in good faith.

3.5 Oxfam has welcomed the EU’s commitment at the WTO to agreeing a credible end date for export
subsidies. We support the UK government’s proposal that the end date should be 2010, and believe that this
objective should be reflected in the agreement on EU sugar reform. However, we are concerned that the
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Commission’s proposals fall short of setting a clear goal to end overproduction or a timetable for ending
export refunds. Instead, the proposal states that export refunds “falling within the limits set by the EC’s
commitments in the WTO, should serve to safeguard the possible Community participation in international
trade in sugar” (paragraph 30, page 13). As a result, the Commission is missing an opportunity to send a signal
to the WTO negotiations that the EU is serious about eliminating export subsidies.

3.6 Recommendation: The EU agrees a clear timetable for the early and complete elimination of direct and
indirect EU sugar export subsidies. At the WTO, the EU must commit to ending the use of all direct export
subsidies by 2010.

4. Conclusion

4.1 Oxfam believes that EU sugar reform must end EU export dumping and give poor countries adequate
time, resources and meaningful market access to develop sustainable sugar industries where possible, or to
implement eVective adjustment strategies that avoid pushing them further into poverty.

4.2 As a priority, Oxfam calls on the EU to agree:

— A clear timetable for the early and complete elimination of EU sugar export subsidies.

— An eVective system to end EU over production.

— A commitment to prioritise the development needs of LDCs and ACP countries through:

— Shallower price cuts over a longer implementation period than the Commission is proposing.

— Accelerating and expanding market access for LDCs at remunerative prices.

— Providing an adequate and timely package of measures, worth at least 500 million euros a year,
to help ACP suppliers to adjust to EU sugar reform, as well as adequate additional adjustment
assistance for all LDC sugar-producing countries not covered by the current proposals.

13 September 2005

Memorandum by the Royal Society for the Protection of Birds

Introduction

1. The RSPB welcomes this inquiry and the opportunity to further contribute to the debate over reform of
the EU sugar regime. In the first section of this response, we have summarised the RSPB’s position on reform
of the EU sugar reform. In the second, we have addressed those questions posed by the Sub-Committee that
are of relevance to our expertise and interest.

The RSPB’s Position on Reform of the EU Sugar Regime

2. The RSPB advocates agriculture policies that support sustainable agriculture, characterised by profitable
farming systems, abundant wildlife, and thriving rural communities. We believe reform of the Common
Agricultural Policy (CAP) should result in amarket-led agricultural industry that produces public goods, such
as biodiversity, landscape, the historic environment, natural resources, and thriving rural communities,
according to consumer demand and public policy. Public policy that supports sustainable agriculture is
critical, as a liberalised market would expose Europe’s countryside to economic forces that do not recognise
environmental values. This support should be achieved by a combination of regulation against pollution and
degradation; by supporting and paying for public goods through the rural development regulation; and, by
enabling and educating consumers to opt for goods produced to high environmental standards.

3. The RSPB believes that all payments to farmers through the CAP should be in return for public goods such
as biodiversity, clean water, thriving rural communities and landscapes. The Commission’s reform proposal
is a first step towards this model. However, it will mean that the sugar regime will continue to lag behind the
rest of the CAP, and will fail to meet society’s expectations of a public support system that promotes
sustainable agriculture by using public money to support the public benefits of farming. This is particularly
unacceptable, given the current debate about future spending priorities in the EU.

4. The RSPB recommends that:

i. Direct support to sugar producers should be equivalent to that received on comparable farmland.

ii. Surplus funds from the sugar regime should be used to support and pay for the public benefits of
growing sugar in the EU and to support sustainable development in developing countries.

iii. Reform should support a sustainable sugar industry worldwide.
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iv. EU sugar production should be reduced where it is not sustainable.

5. We believe that these recommendations would deliver a regime that supports sustainable production and
give a fair deal to farmers in the UK, the EU and worldwide. They would also oVer the British and European
taxpayer better value for their money by linking a proportion of the sugar regime’s annual budget of
c ƒ1.5 billion to tangible public goods.

What are the implications of the proposals for the sugar industries, national incomes, environment and social well-being
of less developed countries currently dependent on concessional access to the EU market?

6. Those developing countries dependent on concessional access to the EU market will be adversly aVected
by the reform agreement as it currently stands, principally as a result of the cut in the EU sugar price. We do
not believe this justifies maintaining the inherently unsustainable system of artificially high internal prices for
sugar. Instead, the magnitude and phase-in time of the price cut should be such that it does not create shocks
that would force producers who would otherwise be eYcient out of production. In addition, more assistance
should be given to these countries, part of the funding for which should come from savings made in the EU
sugar budget. This assistance should be used to help those countries aVected to adapt to the new arrnagements,
and to support the development of sustainable sugar industries where appropriate.

Is the package of compensation proposed by the Commission likely to be enough to assist countries in a meaningful way?

7. The RSPB is very supportive of the Commission’s Action Plans as a mechanism to cushion the shock
caused by the reduction in the EU price for sugar, and to support the development of sustainable sugar
industries where appropriate, but considerably more funds than the current proposal—of ƒ40 million for the
18 African, Caribbean and Pacific (ACP) countries—are needed to deliver them.

8. To provide support into the future, the RSPB recommends that some of the additional funds required for
both the ACPs and Less Developed Countries (LDCs) should come from savings made in the sugar regime
budget by the reform. These funds should be used to support environmentally positive management of sugar
cane in these countries, as part of the Action Plans being prepared by the Commission. This is in line with the
UK Presidency priority of development in Africa. These countries do not have the public funds available to
support positive agricultural management as EU Member States do and, as a key player in the international
trade in sugar, it is our responsibility to ensure the sugar we buy is from a sustainable source.

What are the potential impacts of the Commission’s proposed reforms of the sugar regime on non-ACP countries who
will potentially receive a much lower price for sugar than originally believed under the Everything But Arms agreement?

9. Assuming the voluntary restructuring scheme successfully reduces production in the EU, the more eYcient
LDCs will be able to benefit from the access to the European market that the EBA agreement will provide.
However, others will not and the reduction in the price for sugar will further inhibit eVorts to introduce
sustainable production of sugar in these countries.

10. As with the ACPs, the EU has a responsibility to ensure the sugar we import from the LDCs is sustainably
produced to high environmental and social standards, otherwise we risk exporting the environmental impacts
of production to these areas. To achieve this, the RSPB recommends the extension of the compensation
package to the LDCs and the allocation of funds, part of which should come from savings made in the sugar
regime budget, to support them.

What are the non-market benefits that retention of protection for sugar provides for the EU as a whole?

11. In the UK there are considerable environmental benefits from growing sugar. The RSPB provided Defra
with a detailed analysis of the environmental impacts of UK Sugar Beet in response to their consultation in
April 20027. This evidence was supplemented with further detail in our submission to the previous Defra
consultation on sugar reform (January 2004). This information is supplemented below.

12. There are substantial benefits to wildlife from growing sugar beet compared to cereals in Britain. Up to
half the world’s population of pink-footed geese ((100,000) winter on sugar fields in northwest Norfolk and
the Broads. The geese depend on grazing the tops of sugar beet that are left over after harvest for winter food.
7 Defra (2002) Sugar Beet and the Environment in the UK. Report by the United Kingdom in accordance with Article 47(3) of Council
Regulation 1260/2001 on the environmental situation of agricultural production in the sugar sector.
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13. Sugar beet provides valuable nesting grounds for the stone-curlew (a UK Biodiversity Action Plan
species), while a range of species that appear in theGovernment’s Quality of Life Indicator for FarmlandBirds
are also known to use sugar beet fields for breeding or feeding opportunities. These include lapwing and, to
a lesser extent, skylark. However, the wildlife value of sugar beet is decreasing over time as the crop becomes
more intensively managed, making appropriate agri-environment schemes and support needed to retain the
benefits of growing sugar beet.

14. These non-market benefits are not necessarily restricted to the UK and may apply in other European
countries where sugar beet is grown without the aid of irrigation and with similar management to the UK,
however the RSPB is unaware of any evidence of these benefits in other EU countries. In areas of Southern
Europe, such as the Po Plains in Italy and the Castilla-Leon and Castilla-La Mancha areas in Spain, sugar
beet is an unsuitable crop for local conditions. It requires irrigation and intensive chemical inputs, and is one
of the crops responsible for directing water away from important wetlands, such as theDaimiel National Park
in Castilla-La Mancha.

15. The non-market benefits of growing sugar are not justification for protection of the European market,
they are justification for using CAP funds to pay farmers for these benefits where they exist. In the UK, the
RSPB believes that this would best be achieved in the short to medium term by:

i. Creating a national envelope for sugar to support the wider benefits of growing sugar, as detailed
above. National envelopes are provided for under Article 69 of the CAP reform agreement; they
allow Member States to retain up to 10 per cent of the decoupled payment ceilings to be used for
“specific types of farmingwhich are important for the protection or enhancement of the environment
or for improving the quality and marketing of agricultural products”.

ii. Introducing a pink-footed geese special option within Higher Level Stewardship. This would reward
those farmers who host pink-footed geese on their fields for good management for geese. The RSPB
submitted a proposal for this scheme to Defra.

Assuming that the internal non-market benefits are environmental and social (employment etc)—why should the future
amount and distribution of Direct Payments be determined on the basis of production of sugar in 2000–02?

16. The RSPB believes that all payments to farmers through the CAP should be in return for public goods
such as biodiversity, clean water, thriving rural communities and landscapes. This reform should take us as
close as possible to this model; we therefore propose that direct support to those who produced sugar during
the above reference period should be equivalent to that received on comparable farmland.

17. The proposal allocates funds for direct support for sugar to eachMember State, allowing them to choose
how much they use to support sugar and how much goes into the general Single Farm Payment (SFP) pot to
increase payments for all farmers. This means there will be a patchwork of diVerent support levels across
Europe, with the majority going into high payment rates in countries distributing their SFP according to
historic production patterns. If the UK were to put all the money to sugar, those who grew sugar during the
designated reference period would receive an average payment of £460/ha, or £10,000 each, compared to
c £220/ha on other lowland farmland. France has already indicated that it will put its entire allocation into a
Single Farm Payment for those who grew sugar, which will result in a subsidy of approximately ƒ700/ha.

18. This is neither desirable nor sustainable in the long-term. The SFP is attached only to the most basic of
environmental requirements (cross-compliance), and it will be extremely hard to justify to the public why those
who grew sugar in the past will receive such an inflated subsidy that is deliveringminimal public good. Settling
for such a scenario now, at a time when the CAP itself is under deep scrutiny, will only leave the system open
to criticism and justify calls for further reform.

19. Furthermore, this proposal will result in a patchwork of diVerent implementation scenarios across the
EU. In one country, those eligible for the sugar SFP may receive twice what their equivalents are paid in a
neighbouring country. This would be neither equitable nor in the spirit of a common European policy.

20. The UK should therefore seek to cap the SFP for sugar at a rate that is equivalent to other arable crops.
This could be achieved at the European level by limiting the level to which the sugar SFP could exceed the
normal payment to a maximum percentage of the average lowland SFP.

21. If this is not achieved at the European level, Defra should still implement the agreement in England so
that the sugar SFP is equivalent to that on other lowland farmland. Furthermore, Member States should be
encouraged to create national envelopes as defined in Article 69 in the CAP reform agreement to mitigate
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against any negative environmental and social impacts of the reform, and provide funds for supporting
sustainable sugar production and alternative land-uses.

22. Capping the SFP for sugar would leave considerable funds remaining, which we suggest should be used
for payments that have specific social and environmental purposes.

Will the reforms meet the demands for elimination of cross-subsidisation of EU “C” sugar (non-subsidised) exports
embodied in the WTO Panel ruling against the EU sugar regime?

23. One of the priorities of the reform must be reducing sugar production in the EU from the current levels
of 125 per cent to 150 per cent of consumption so that European sugar is no longer dumped on the world
market at the expense of poorer countries. The RSPB welcomes the voluntary restructuring scheme that has
been proposed as a first step to addressing this, but the Commission must monitor the scheme carefully and
be willing to propose mandatory cuts if EU production is not suYciently reduced. These cuts should be based
on a regional assessment of the environmental impact of beet so that reductions occur in the most damaging
areas. We suggest a transitional target for this reform of the EU producing a maximum of 90 per cent of the
EU’s domestic sugar consumption. This would address the environmental and social problems caused by over-
production, meet the demands made in the WTO Panel’s ruling, and leave room for increased imports from
the LDCs through the Everything But Arms (EBA) agreement.

Such calculations as have been made visualize the environment in terms of “on farm” impacts on issues such as erosion
and biodiversity. What estimates exist of the global impact taking account of matters such as changes elsewhere in the
world in land use, water use and transport?

24. One of the principal aims of the reform is to reduce the overall level of EU production. Our principal
concern is that the increased demand for sugar on the world market may result in the expansion of land under
sugar in tropical countries, at the expense of extremely valuable natural habitats. Brazil, for example, is the
world’s largest sugar producer, and has the capacity to further increase cane production, but growth in the
area under production is often at the expense of pristine habitats of international importance, including
the Amazon rainforest and the Brazilian Cerrado.

25. While the rainforest is at risk from conversion into agricultural land, Birdlife International partners in
Brazil have found that the habitat most at threat from the expansion of sugar cane production is the Cerrado.
The Brazilian Government have declared the Cerrado available for agricultural development. The Cerrado is
home to at least 10,400 species of vascular plants, 780 of fishes, 180 of reptiles, 113 of amphibians, 837 of birds
(the fourth highest level of bird diversity in the world) and 195 of mammals. Nearly two-thirds of the Cerrado
has been destroyed or severely degraded and sugar cane is one of the crops expanding into “new frontier” areas
of the Cerrado.

26. However, this is not an argument for excessive protection of the European sugar industry. The risk to
natural habitats posed by increasing the land area under sugar cane production can be minimised by ensuring
the sustainable development of sugar industries in the ACPs and LDCs. This would allow demand for world
sugar to be met by sustainably produced sugar in these countries, many of which are among the poorest in the
world. The British Government can assist in the protection of areas such as the Cerrado by increasing its
eVorts to encourage adequate protection of important areas such as the Cerrado at the world stage.

September 2005

Supplementary memorandum from the RSPB

THE ENVIRONMENTAL IMPACT OF EXPANDING SUGAR CANE PRODUCTION IN
THE CERRADO, BRAZIL

Summary

The Cerrado is the largest savannah region in South America and biologically the richest savannah in the
world. As Brazil’s second largest biome, covering 23 per cent of Brazil’s national territory, almost two-thirds
has already been completely converted or modified through man’s activities, primarily agriculture. Whilst
cattle grazing was the first activity in the region, crop production such as sugar cane and soy plantations are
advancing into new areas of the Cerrado as well as onto these pastures. Relatively high world prices and
comparatively low production costs in Brazil has seen a major expansion in soy plantations—factors which
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may be expected to be mirrored under full liberalisation of the sugar regime without sustainability safeguards.
The RSPB believes that fair trade under full liberalisation oVers protection to sustainable producers and
unique habitats such as the Cerrado.

The Biodiversity of the Cerrado

The Cerrado is comprised of at least 10,400 species of vascular plants, 780 of fishes, 180 of reptiles, 113 of
amphibians, 837 of birds (the fourth highest level of bird diversity in the world) and 195 of mammals. The
percentage of endemic species varies among taxonomic groups, from 3.5 per cent in birds to 44 per cent in
vascular plants (see table below). Insect life is equally rich in the area, for example, for only three orders of
insects (Lepidoptera,Hymenoptera, and Isoptera) scientists have recorded 14,425 species, representing at least
47 per cent of the species of those orders in Brazil.

Taxonomic Endemic Per cent
Group Species Species Endemism

Plants 10,000 4,400 44.0
Mammals 161 19 11.8
Birds 837 29 3.5
Reptiles 120 24 20.0
Amphibians 150 45 30.0

The Threat from Agriculture

Nearly two-thirds of the Cerrado biome has been destroyed, or severely degraded. Its soils are generally very
old, chemically poor and deep. Agricultural practices in the region are grazing and crop production, with the
expansion of the latter facilitated by irrigation and soil correcting techniques. Sugar cane is one such crop. It
is expanding into “new frontier” areas of the Cerrado such as Maranhão, in addition to being grown on land
converted from existing grazing regimes, such as in the Tocantins. The loss of native habitat in “frontier areas”
to sugar cane production would be expected to have a significantly detrimental eVect on the unique
biodiversity of the Cerrado and its natural resources (due to irrigation demands). Where production replaces
existing agricultural activity, its impacts will depend on the relative environmental value of the activity it
replaces. Where extensive grazing takes place, the losses would be expected to be greater as these can retain
higher levels of biodiversity compared to conversion of areas intensively overgrazed where land has been
already degraded.

Full liberalisation of the EU Sugar Regime without sustainability safeguards would be expected to incentivise
the further loss or degradation of this unique region. TheRSPB believes that such loss in order to expand sugar
production is not sustainable. Liberalisation must be accompanied with eVorts from all States to safeguard
internationally important habitats.

Memorandum by the Royal Thai Embassy

The Royal Thai Embassy presents its compliments to Sub-Committee D (Environment and Agriculture) of
the House of Lords Select Committee on the European Union (EU) and, with reference to the latter note’s
dated July 2005, regarding a Call for Evidence: Inquiry intoReform of the EU SugarRegime, have the honour
to enclose herewith an opinion paper on the aforementioned issue for your consideration.

The Royal Thai Embassy avails itself of this opportunity to renew to the Sub-CommitteeD (Environment and
Agriculture) of the House of Lords Select Committee on the European Union the assurances of its highest
consideration.

Opinion Paper

Thailand is of the opinion that any reform project must ensure full and timely compliance with the EC’s
multilateral trade obligations in the sugar sector. Thailand simply notes two issues that must necessarily be
considered in any attempt to modify the current EU sugar regime: (a) compliance with WTO rulings and
recommendations and (b) ACP preferential access to the EC market.
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In this regard, the following view-points should be taken into consideration:

1. Any reform undertaken by the EC must comply with the recommendations and rulings of the WTO
Dispute Settlement Body (DSB), as set forth in the reports of the Panel and the Appellate Body. This means
respecting the following EC annual commitments on sugar export subsidies, specified in Section II, Part IV
of its Schedule of Concessions, part and parcel of the WTO Agreement on Agriculture:

(i) export subsidies up to $499.1 million euros (budgetary outlay); and

(ii) sugar exports no grater than 1,273,500 tonnes.

found to be subsidised even in the absence of direct export refunds.

2. The EC may import as much sugar as it wishes from ACP countries and India, but must limit its export
subsidies in terms of both budgetary outlay and quantity of sugar, as detailed above.

Memorandum by Swaziland Sugar Association

Question 1: What are the implications of the EC proposal for Swaziland?

The immediate direct impact will be substantial revenue losses to the sugar industry. In addition to the direct
revenue losses, there will be negative ripple eVects both within and outside the sugar industry due to the
multifunctional and high profile role of the sugar industry in Swaziland. The cumulative negative eVect will
be so severe that unless remedial measures are implemented timeously, Swaziland will be a basket case. What
follows below is an elaboration of the implications of the EC proposal for Swaziland. Towards the end of this
submission will be an indication of the necessary remedial measures which would require an appropriate
adjustment of the assistance package proposed by the EC.

Impact on Sugar Industry Earnings

A direct impact of the reform of the EU sugar regime will be the financial loss on each tonne of exported sugar
as a result of the price cuts. Currently, Swazi sugar receives ƒ523.70 per tonne. This price will decline to
ƒ496.80 per tonne in 2006–07 as a result of the withdrawal of the-refining aid to EU cane sugar refiners. In
2007–08, the loss will rise to ƒ15.5 million after the first price cut. It will continue rising until it peaks at
ƒ24.5 million per annum from 2009–10 onwards. These losses are reflected in the following table:

Raw Sugar Price Quantity Losses to
Year (ƒ/Tonne) (Tonnes) Swaziland (ƒ)

2006–07 496.8 120,000 3,228,000
2007–08 394.9 120,000 15,456,000
2008–09 372.9 120,000 18,096,000
2009–10 319.5 120,000 24,504,000
2010 onwards 319.5 120,000 24,504,000

Currently, Swaziland is exporting 30,000 tonnes under the Special Preferential Sugar (SPS) Agreement. This
is the minimum tonnage that the ACP countries agreed for Swaziland to continue with because of its
traditional trading relations with Europe prior to 1975. The 30,000 tonnes is part of a total of 75,000 tonnes
for the so-called Group of Four (the other countries being Cote D’Ivoire, Malawi and Zimbabwe). The ACP
countries agreed that the 75,000 tonnes should be notified at the World Trade Organization to acquire a
permanent access quota into the EU. The current price received by Swaziland on the 30,000 tonnes is
ƒ496.80 per tonne. If access for this tonnage were to continue, then losses in 2007–08 would amount to
ƒ3.1 million. It would peak at ƒ5.3 million per annum from 2009–10 onwards. The following table reflects
the losses:

Raw Sugar Price Quantity Losses to
Year (ƒ/Tonne) (Tonnes) Swaziland (ƒ)

2006–07 496.8 30,000 0
2007–08 394.9 30,000 3,057,000
2008–09 372.9 30,000 3,717,000
2009–10 319.5 30,000 5,319,000
2010 onwards 319.5 30,000 5,319,000
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Thus, at the peak from 2009–10, the total annual revenue losses for Swaziland will total will reach ƒ29.8
million. This total is almost equal to the total aid allocation to Swaziland under the 9th EDF (2002–07) ofƒ31
million. It is also equivalent to 23 per cent of total Swazi exports to the EU in 2002 (which amounted to ƒ129
million). In short, the direct revenue losses to Swaziland will be substantial.

Impact on Other Sectors of the Swazi Economy

In addition to the direct revenue losses, there will be negative ripple eVects both within and outside the sugar
industry due to the multifunctionality aspect. Examples of negative eVects inside the sugar industry are
pressures on employment, wage incomes, provision of social services and ability of growers to service bank
loans. Examples of negative eVects outside the sugar industry are decrease in demand for sugarcane-related
inputs, foreign exchange earnings and government revenue.

The impact on government revenue can be divided into three distinct components. The first relates to the
reduction in the income earned under the Sugar Levy which is applied exclusively to proceeds derived from
the Sugar Protocol exports. In 2005, the Sugar Levy will generate ƒ3.6 million in government revenue, an
amount which exceeds EU annual aid disbursements in Swaziland. This revenue will start falling in 2006–07
and shall have fallen by two-thirds in 2012–13.

The second component of government revenue loss relates to corporate taxation paid by sugar sector
enterprises. The EU sugar price reductions will greatly reduce the profitability of Swazi sugar sales on the EU
market and this will be reflected in a decline in total turnover and hence taxable profits.

The third area of revenue loss relates to personal taxation. The sugar industry has been facing revenue losses
on exports to the EU for some years now, as a result of the strength of the South African Rand (to which the
Swaziland currency is tied on a one-to-one basis) against the Euro. This led to the introduction of cost-saving
measures, including retrenchments by some of the sugar companies. Consequently, this has shrunk the base
for personal taxation. Further cost-cutting measures in the face of EU price reductions will lead to a further
contraction of the base for personal taxation.

In 2003–04 the four major sugar estates in Swaziland contributed some £3.5 million to social services
(education, medical care, housing, water, sanitation, recreation and social welfare services) enjoyed by their
employees, households of employees and neighbouring communities. These expenditures have historically
been possible to sustain because of the extra revenue accruing to the Swazi sugar industry from sales under
the Sugar Protocol. With the imminent reduction in the EU sugar price, the financial sustainability of these
expenditures will be brought into question and could undermine the provision of social services in the sugar
producing areas, all of which are within the rural sector.

Impact on Smallholder Growers

The Swaziland sugar industry has been encouraging the entry of smallholder sugarcane growers and
supporting them through the provision of technical services (extension services, pest and disease control, cane
varieties, basic management training, etc). Government has also been using the entry of smallholder growers
as part of its overall strategy for poverty alleviation. In this connection, specific plans for the expansion of
irrigated smallholder farming have been under implementation since the early 1990s (with the initial feasibility
done in 1993 and updated in 1997). The expansion of the existing smallholder sector hinges around two major
irrigation schemes—namely, the Komati Downstream Development Project (KDDP) and Lower Usuthu
Smallholder Irrigation Project (LUSIP).

KDDP is at a more advanced stage of implementation and envisages bringing some 6,000 hectares under
irrigation with up to some 2,400 smallholdings being established. LUSIP envisages bringing some 6,500
hectares under irrigation, with up to some 2,600 farm-households (with 15,300 people) directly benefiting from
it. According to the technical dossier attached to the EDF Financing Agreement (Financing Agreement
No.6581/SW) LUSIP will benefit one of the poorest regions of the country, where the average per capita
income is only ƒ130 per annum compared to a country average of ƒ317. According to the EDF financing
proposal, the successful implementation of LUSIP would lead to a five-fold increase in the incomes of at least
2,000 farming households, as well as bringing access to clean water, better health care and more employment
opportunities.

In the case of LUSIP, the underpinning assumption is that the additional sugar produced would be sold on
the world market but in the context of continued high EU sugar prices. It was projected that with a local
sucrose price of E1,500 per tonne, additional net cash incomes of E8,000 per hectare planted could be
obtained. This is a significant boost to family incomes. (“E” denotes the local Emalangeni currency; with
ƒ1.00 roughly equal to E8.00).
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In addition, the injection of cash into the rural economy (which sugar based smallholder farm development
will bring about) is likely to generate considerable spin-oVs in economic activity—from haulage and other
transport services, through repair facilities and input supplies, to associated economic activities such as meat
and dairy production, as well as the provision of basic consumer services such as hairdressing. This additional
economic activity will, it is believed, generate at least asmany jobs as created in the smallholder-farming sector
itself. The EDF financing proposal placed particular emphasis on the important role LUSIP would play in
stimulating private sector development, through the creation of a multiplicity of small and medium sized
enterprises.

The implementation of smallholder farm schemes needs to be seen in a context where the World Bank
estimates that approximately 80 per cent of the Swaziland rural population live below the core poverty line of
approximately US$7 per capita per month. Symptoms of the poverty in which rural Swazis live include an
infant mortality rate of 91 per 1,000 live birth (a rate significantly above the average of 79.6 per 1,000 for
Africa), increasingmaternalmortality, life expectancy of 39 years (down from 57 years in 1996), anHIV/AIDS
infection rate exceeding 25 per cent for the total adult population, and an increase in tuberculosis infections
and diarrhoea infections.

The viability of KDDP was appraised at a time when the sucrose price was E1,500 per tonne. In the wake of
the recent strengthening of the local currency against the Euro and the US dollar, the price has declined to
E1,200 per tonne. This is already undermining the financial sustainability of the smallholder farmers
associations. For some farmer associations, this has meant little or no revenue for distribution to members
once loan-financing obligations have beenmet (since loan repayments aremet through stop orders placedwith
the millers). The proposed EU price cuts will lead to a further reduction of around E200 per tonne and most
of the smallholder growers would not be able to pay back their loans and would be forced out of production.
This would worsen the state of poverty in the rural sector.

Question 2: Is the compensation package proposed by the EC likely to be enough to assist Swaziland in a
meaningful way?

It is inadequate from three perspectives—namely, absence of commitment to enable additional duty-free
access, lack of necessary resources to prepare comprehensive strategies, and likely administrative delays in
releasing allocated funds.

Absence of Commitment to Additional Duty-Free Access to Offset Price Cuts

The Swaziland sugar industry is relatively cost-eYcient and would be able to survive at the proposed lower
EU prices, provided there is additional duty-free access. This access must be commensurate with the price cuts
so that the revenue eVect is neutral. This represents a crucial consideration, since it has a profound bearing on
the scope and nature of the restructuring challenge faced by the Swazi sugar sector. If the duty-free access to
the EUmarket is more than doubled, then the scale of the restructuring challenge facedwill be greatly reduced.
Equally, if appropriate trade policies are set in place in the Southern African Customs Union (which currently
absorbsmore than one-half of Swazi sugar) to promote the growth of regional demand for internally produced
sugar and sugar-containing products, then the scale of the restructuring challenge faced will once again be
greatly reduced.

Lack of Resources to Prepare Comprehensive Strategies

The EC has underestimated the diYculties faced in putting together a coherent and comprehensive country-
specific response strategy, as a result of two factors—namely, human resource and information constraints.
Most ACP sugar suppliers lack the necessary human resources to put together a comprehensive response
strategy to minimise the adverse impact of the EU sugar sector reform. In most cases, the available meagre
resources will have to be diverted at huge cost from core responsibilities to build the case for assistance.

In addressing the human resource constraint, the Swaziland Sugar Association (SSA) proposes that priority
be given to securing early financial assistance for the establishment of a dedicated restructuring management
unit. It is proposed that this unit be housed within SSA and that it works closely with government on the
national response strategy.
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Administrative Delays

Past experience of EU support to the restructuring of the Caribbean rum, rice and banana sectors suggests
an extended period of time will elapse between the nominal commitment of financial support and the actual
deployment of such financial assistance in support of restructuring activities on the ground. In the light of this
experience, the Swazi sugar industry is concerned that the assistance committed under the 2006–07 EU budget
for ACP sugar sector restructuring will not become available for actual deployment until mid-2007 or later.
This would mean that EU restructuring support would not actually be deployed to support in-country
concrete activities until after the price cuts have taken eVect and net revenues earned on sugar exports have
fallen dramatically.

EC Compensation Package in the Swazi Context

Swaziland’s share from the ƒ40 million announced by the EC to support sugar sector restructuring in the
18 ACP sugar suppliers in 2006–07 has been put at ƒ2–3 million. The EC has also indicated that an increased
level of funding would be provided in future years, but has not given any indicative figures. The proposed level
of EU is inadequate in the light of the substantial revenue losses to the sugar industry, reduced ability of the
sugar industry to provide social services, inability of smallholder growers to sustain their operations,
government revenue losses, and negative ripple eVects through the rest of the Swazi economy.

It is equally inadequate when viewed from the perspective of the investment and restructuring needs of the
Swazi sugar industry. Some ƒl–2 million per annum (for not more than eight years) would be needed to
provide interest rate subsidies to smallholder growers to restore them to financial viability. A further
ƒ8–10 million would be needed in initial capital investment to develop regional markets over the next three
years. In terms of diversification, ƒ3–4 million would be required to build up food safety compliance and
verification capacity, so as to open up the possibility of alternative food and agricultural exports to the EU
on a sustainable basis.

Question 3: What alternatives exist to ensure that the resources provided by the EU have maximum effect in
stimulating development?

The inadequacy of the current proposed package can be overcome through at least three avenues. One is a
commitment by the EU to allow Swaziland (and other ACP suppliers) additional duty-free access into the EU
market in step with the price cuts. At each step, the additional access must be suYcient to maintain the
previous level of sugar revenues earned from the EU. In other words, the price cuts must be compensated by
additional access. The question of the future level of duty-free access to be granted to Swazi sugar exports is
particularly vital from the perspective of the smallholder farming sector which has a big role to play in poverty
alleviation in some of the poorest areas of the country. The smallholder growers will gain not only from a
higher average sugar price than would have been the case otherwise, but also from additional revenue streams
to be created from the additional output (including a higher refining capacity, diversified regional markets and
co-generation from biomass). It is submitted that additional duty-free access would not result in a flooding of
the EUmarket. Rough calculations indicate that additional access of at least 350,000 tonnes per annumwould
enable the Swaziland sugar industry to oVset much of the EU price cuts.

The second avenue is fiscal support in the form of annual grants to government equivalent to the proceeds of
the Sugar Levy expected in 2005–06 (amounting to ƒ3.6 million). This should be on condition that
government sets the Sugar Levy at zero. The funds released from this transaction would then be available to
the sugar industry for restructuring purposes.

The third avenue is to enable Swaziland (and other ACP suppliers) early access to funds for restructuring
purposes. It should be possible for Swaziland (and other ACP suppliers) to get money from the NIP funds
whose disbursement is scheduled for 2006–07 and later. In other words, it should be possible to “borrow” from
existing EDF/NIP resources with the promise that there will be a reimbursement from the EU restructuring
facility once it is provided for in the EU budget as from 2006–07.

Experience of EU support to restructuring of major economic sectors in the Caribbean (rum, rice and
bananas) suggests that current EU procedures will result in delays of two to three years in actually deploying
any assistance in support of concrete initiatives in ACP countries. This is wholly inadequate, given the scale
of the challenges faced in Swaziland. Innovative approaches are required. In this context, it is proposed that
annual government budgetary support be set at the level equivalent to the proceeds of the Sugar Levy
(amounting to ƒ3.6 million per annum). This support programme should extend over the eight-year
timeframe of the EU sugar sector assistance programme. In parallel with this, the government of Swaziland
should abolish the Sugar Levy and replace it with a Restructuring Levy to be paid directly by the Swaziland
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Sugar Association into a “Restructuring and Diversification Fund”. This fund would then provide, financial
resources for the support of specific targeted restructuring and diversification initiatives designed to minimise
the adverse eVects of the EU sugar sector reform on the Swazi economy and society. A dedicated restructuring
management unit would be financed out of this new Fund and would be the one responsible for compiling a
comprehensive response plan for Swaziland.

This relatively simple initiative would not only address the most direct of the impending revenue losses which
the government of Swaziland will face as a consequence of EU sugar sector reform, but would also provide a
“no-strings attached” fund of quick disbursing assistance to support sugar sector restructuring and
diversification. The appropriate management and control structures to run such an initiative are currently
being explored.

16 September 2005

Memorandum by Which?

ABOUT WHICH?

1. Which? is an independent, not-for-profit consumer organisation with around 700,000 members and is the
largest consumer organisation in Europe. At EU level we are members of BEUC, the Bureau Européen des
Unions de Consommateurs.We are entirely independent of government and industry, and are funded through
the sale of our Which? range of consumer magazines and books.

Introduction

2. Reform of the sugar regime is urgently needed for consumers. The current regime penalises consumers
through restrictions on competitive imports, the imposition of a levy to fund the export of surplus sugar, and
the quota system that limits competition and restricts eYcient sugar production. The costs of the levy, the
market ineYciencies and the restraints on competition are all ultimately met by consumers in the form of
higher prices. This is particularly regressive in its eVects. European consumers currently suVer all the
disadvantages of a protectionist external policy, and none of the advantages that might be expected if there
were a competitive internal market in sugar.

3. Through the levy, UK consumer of EU-produced sugar in Europe are forced to finance an unethical policy
of dumping surplus EU sugar on the world market, to the disadvantage of some of the world’s poorest
countries. We therefore welcome moves to reform the regime, although the Commission’s proposals fall short
of what is required in a number of respects.

4. The Committee poses a number of questions, many of which are primarily for the industry and the ACP
countries to address. Our submission focuses on two specific areas of the Committee’s Inquiry which relate to
the interests of consumers.

The Market for Isoglucose and Other Non-Sugar Sweeteners

5. Which? urges the abolition of anti-competitive restrictions on the production of alternative sweeteners in
order to encourage innovation and the development of new low-cost alternative natural sweeteners. The policy
of propping up uneconomic sugar production by hampering the production of competitive alternatives was
never justified, and looks even harder to sustain in a more liberalised sugar market.

6. Which? opposes the proposal that consumers should, through a levy, foot the bill for restructuring a sector
that has already received generous support overmany years. If however it is considered appropriate to provide
funds for the restructuring of the processing industry, then it should be done in a transparent and accountable
way through public expenditure, and not through a hidden tax on consumers.

7. If however there is to be a levy to finance the restructuring scheme, then we would want to see alternative
sweeteners excluded from it. It is wholly unacceptable to impose, via the levy, the costs of restructuring the
sugar industry on those consumers who choose alternative products.

8. Which? is currently looking at the wider issues associated with sweeteners, and our wish to see the removal
of economically protectionist measures in this sector should not be regarded as an endorsement of sweeteners
generally or specifically in preference to sugar.
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Possible Effects on Consumption of Sugar

9. Sugar is an important ingredient of many home made and manufactured foods and drinks and consumers
are entitled to expect that the price of such a basic ingredient should be established by a competitive, eYcient
and economically sustainable market.

10. Unfortunately, none of these adjectives apply to the current sugar regime, and the Commission proposals
will only partially provide a remedy. Even with the proposed price cuts, EU sugar prices will remain
substantially above those on world markets. The retention of quotas, which maintain ineYcient production
and stifle competition, will also limit the extent to which the benefits of reform are passed on to consumers.

11. Which? believes that it is essential that overall levels of sugar consumption are reduced. It is sometimes
argued—generally by those with an interest in defending the status quo—that the sugar regime acts in the
interests of public health as it creates artificially high sugar prices in the EU and thus discourages
consumption.

12. We do not think that it is helpful to confuse these two issues. In our view, public policy objectives are best
achieved by measures that are targeted, eVective and proportionate. We cannot therefore accept that a policy
based on market-distorting quotas, overproduction, subsidised exports and damage to some of the world’s
poorest countries can be justified.

23 September 2005

Memorandum from H.E. Mr Jan Winkler, the Ambassador of the Czech Republic

POSITION OF THE CZECH REPUBLIC TO THE PROPOSAL OF EU SUGAR REFORM

Since the beginning of time, Czech lands were among leading European, and for a certain period of time, world
producers and exporters of beet sugar. As a part of Austro-Hungary, they were, for many periods of time, the
second largest exporter of sugar in the world. Subsequently, Czechoslovakia in the period between the World
Wars, had an active commercial contact with British Islands, for a long time, Czech sugar was delivered to the
immediate vicinity of His Majesty, the King George. However, following the Second World War, a
development started in Czechoslovakia that resulted in a moral as well as physical obsolescence of the whole
field. For this reason, events of the year 1989 are thus considered as a coming opportunity for Czech sugar
beet production and processing to make up for lost development and reaching the level of advanced sugar
producing countries. The way taken in the last 15 years and reached results only confirm competitiveness of
Czech sugar beet production and processing.

Since the start of negotiations on the reform of EU sugar system, the Czech Republic has been expressing its
support to this prepared step of the EU. At the same time, it understood necessity of the whole process,
especially in the context of WTO panel and agreements that will significantly open EU sugar market for
imports of sugar from the least developed countries beginning the year 2009.

With regard to its historical traditions, production capacities and references, the Czech Republic was thus
taking the reform texts quite rationally and objectively. At the same time, however, it also followed its essential
priorities and requirements of which the most important one concerned direct payments in the old as well as
new member states.

The Czech position was formed by the experience gained also after the year 1990 when the Czech Republic
went through a significantmodernisation and restructuring process for producers of sugar beet as well as sugar
processors. Just to provide a certain picture, we can state that during not even full nine years beginning the
year 1990, reduction in the number of sugar mills from 54 to 11 occurred, however at maintaining the same
volume of produced sugar in the country during one sugar beet harvest. In this period, the Czech Republic
gained a valuable experience in the field of a completely liberalised sugar market with the level of sugar price
around ƒ350 per one ton. The Czech Republic is aware of the fact that, in a relatively short period of time,
the prepared reform process will be quite painful. Despite this fact it believes that it will create an environment
for a further continuation of beet and sugar production in Europe in the competitive regions where the British
Islands belong to with no doubts.

In the above context, a reform position of the United Kingdom is thus very close to the Czech Republic. The
Czech Republic believes that it is necessary to finish the work on the reform still this year with regard to the
WTO deadlines and termination of validity of the existing EU sugar regimes by 30 June, 2006. Any eVorts to
hamper or split up the reformwill have negative impacts for thewhole European space. In this sense, the Czech
Republic cannot agree with the adjustments of the proposed reform regulations. For this reason, it supports
British Presidency in order to finish the work on the reform in a successful way. The Czech Republic wishes
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the United Kingdom every success in this eVort and, at the same time, acknowledges its current co-operation,
objective and very collegial approach.

14 November 2005

Memorandum by the World Wildlife Fund UK

Summary

WWF welcomes the opportunity to contribute to this Select Committee inquiry. WWF have long called for
changes in EU sugar policies to end export dumping, to improve market access for poor countries and to
improve environmental management. Whilst WWF welcomes the commitment to reform the sugar regime,
we have serious concerns about the European Commission’s 22 June proposals. Europe has a unique
opportunity to create a more just and sustainable global sugar market but without changes to the current
proposals, that chance could be missed.

The distortion of the EU sugar regime on world markets harms people and nature across the world. European
over-production damages the environment in the EU as well as depressing the world price for sugar. Along
with restricted access to the EU for developing countries and unfair competition from dumped sugar, this
results in lower earnings for sugar exports. In developing countries this translates into lower environmental
and social standards.

There must be genuine cuts in European production and an end to all the hidden, in-direct and complex
subsidies, refunds and grants that will continue to allow the European industry to compete unfairly with
developing countries and cause environmental damage in Europe. Europe needs to import at least twice as
much sugar fromdeveloping countries as it does now. TheEUmust extendmeaningful help to both traditional
“sugar protocol” importers, and non-sugar protocol least developed countries (LDCs).

Specific recommendations:

— There must be a review of these reforms in 2010.

— Total EU production must be cut to c 12 million tonnes a year.

— Quota cuts should be based on environmental criteria.

— No additional quota should be created.

— All market management tools should be reviewed to ensure there is no cross-subsidising of
production, use or export.

— The Single Farm Payment should not over-compensate beet farmers; it should be modulated and
must include tougher environmental standards.

— Budget savingsmust be re-directed to the development budget aimed at helping developing countries
adjust to reform.

— There should be no public support for bioethanol in the EU.

— Europe should open its markets fully to sugar imports from LDCs now rather than only in 2009.

— The EU should seek to implement the price cut over a longer time period to allow LDCs to adjust.

— Europe should oVer significantly more assistance to the 18 African, Caribbean and Pacific (ACP)
countries that are exporting to the EU now, recommending a target of ƒ500 million a year.

— Europe should oVer adjustment help to non-Sugar Protocol LDCs.

1. Introductory Remarks

1.1 The EU produces some 20 million tonnes of sugar a year yet consumes only 16 million tonnes. It imports
two million tonnes and regularly exports five to six million tonnes. The EU sugar market is heavily distorted
and as a consequence distorts world markets. This distortion harms people and nature across the world. As
an international environmental organisation WWF is concerned about the negative impacts of policies such
as the EU sugar regime on sustainability across the world.

1.2 Europe over-produces sugar, stifles demand for imports and directly and in-directly subsidises the
dumping of sugar on world markets at below the true costs of production. As a result developing countries,
in particular, face depressed world prices, restrictions on their access to the EUmarket and unfair competition
in third countries.
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1.3 In Europe the environmental consequences of over-production result from the high level of pesticide and
water used on beet crops particularly when grown in inappropriate regions. The nature of the sugar regime,
the high guaranteed price and the allocation of quotas across the EU, means that sugar beet is unsustainably
irrigated in a number of Mediterranean river-basins.

1.4 Outside of Europe, alongside the impact the distortion of world sugar trade has on earnings, poverty
alleviation and labour conditions in some developing countries, there are also environmental consequences.
Where sugar is grown irresponsibly valuable habitat is lost, water is overused, soil eroded and degraded and
land, air and water are polluted by pesticides, fertilisers from sugar fields as well as by smoke and waste
products from sugar mills. In some regions ineYcient irrigation of sugar means that unnecessarily large
amounts of water are used. In others, water becomes polluted with silt or chemicals. Better management
practices are widely available that address many of these impacts and sugar can be grown in ways that are
good for nature. Cane can help prevent soil erosion and wildlife can co-exist in well-managed plantations.
Unfortunately, due to the depressed nature of the world market and unfair competition from subsidised sugar
exports, the sugar industry in many countries is unable to invest in these practices.

1.5 WWF have long called for changes in EU sugar policies to end export dumping, to improvemarket access
for poor countries and to improve environmental management. Whilst WWF welcomes the commitment to
reform the EU sugar regime, we have serious concerns about the European Commission’s 22 June proposals.
Europe has a unique opportunity to create a more just and sustainable global sugar market but without
changes to the current proposals, that chance could be missed.

1.6 Firstly, the EU must guarantee an end to the negative impacts the sugar regime has on the world by
reducing its production significantly and ending the dumping of European sugar. Secondly, Europe needs to
significantly increase the import of sugar from developing countries and invest substantial resources in
improving the environmental, social and economic sustainability of the sugar sector in those countries.

1.7 Unfortunately there is no guarantee that the first of these will happen and there is little evidence that the
EU is willing to do the second.

2. There is No Guarantee that these Reforms will End European Over-Production and Dumping

2.1 WWF welcomes these reforms as a first step towards ending the over-production and dumping of
European sugar. However we need assurances that, combined with very generous compensation, expanded
quota and new payments for renewables, the, largely voluntary and market led, measures designed to cut
production will work.

2.2 WWF is particularly concerned that there is no eVective mechanism to end environmentally damaging
sugar production in Europe. Irrigated beet in southern European Member States is undesirable and the
removal of unsustainable irrigated sugar production from such river basins is an urgent requirement. Whilst
the introduction of environmental cross-compliance to the sugar compensation payments is welcome without
key environmental legislation such as theWater FrameworkDirective as part of the system it will be ineVective
in tackling this issue.

2.3 In addition the proposals contain no clear strategy for ending sugar export subsidies and the Commission
is missing an opportunity to send a signal to theWorld Trade Organization negotiations that the EU is serious
about its commitment to do so.

3. These Reforms Offer Little Help to Developing Countries

3.1 The proposals from the European Commission singularly fail to address the need to ensure that sugar
contributes to environmental improvement and poverty alleviation in developing countries. This is a major
failing in the proposals which must be addressed urgently.

3.2 Genuine pro-development reform must result in increased sugar earnings in the poorest developing
countries. This, together with adequate support, will help them raise environmental standards and contribute
to alleviating poverty. Therefore, reforms must not only end over-production and dumping by Europe, but
must also stimulate greater imports from developing countries by oVering better market access and adequate
levels of targeted aid.

3.3 The EU should explore ways in which it can manage the transition to a more sustainable price level over
a longer time period than proposed. This will give developing countries a period, including after EBA, at an
attractive price that will in turn attract investments in the longer-term sustainability of their industries.
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3.4 Some developing countries will be negatively aVected by EU sugar reforms and they must be provided
with adequate and timely assistance to adjust. Traditional ACP suppliers have been oVered minimal
compensation compared to EU farmers.

3.5 Europe will not fully open its borders to sugar from the Least Developed Countries until 2009 (when the
Everything But Arms agreement is to come into force) and by then these countries will face a price 39 per cent
lower than their European counterparts have enjoyed since 1968. In themeantime the EU is oVering absolutely
no assistance to help non-Sugar Protocol LDCs to ensure that they are able to benefit from improved access
to Europe after 2009.

4. Europe Must Move Much Faster to Re-balance Where it gets its Sugar From

4.1 Europe needs to import at least twice as much sugar from developing countries and we need to radically
increase imports now and not only in 2009. We need to extend meaningful help to both traditional importers
to the EU but also to the world’s poorest countries that have been unfairly excluded from our markets and
unfairly out competed in third markets by dumped EU sugar. We need genuine cuts in European production
and we need to end all the hidden, in-direct and complex subsidies, refunds and grants that will continue to
allow the European industry to compete unfairly with poor farmers in developing countries.

ANSWERS TO SPECIFIC QUESTIONS POSED BY THE SELECT COMMITTEE

African, Caribbean and Pacific (ACP) and Less Developed Countries

1. What are the implications of the proposals for the sugar industries, national incomes, environment and social well-
being of less developed countries currently dependent on concessional access to the EU market?

1.1 Given the concerns expressed above about the eVectiveness of the reform proposals in cutting EU over-
production, cross-subsidised exports and stimulating imports many developing countries are rightly
concerned about the reform package. These concerns focus on the timing and depth of the price cut and its
impact on earnings by traditional suppliers and potential earnings and therefore likelihood of attracting
investments by Least Developed Countries. WWF accepts that in the long-term a price cut is required—and
that the 39 per cent cut proposed still oVers an attractive price to some developing countries.

1.2 The environmental impacts of reform in Sugar Protocol countries depend on two factors:

— The fate of land taken out of sugar production in less competitive countries, for example the small
island states. The environmental impacts of such changes are uncertain and depend on responses to
declining sugar incomes, including whether strategies which follow alternative land uses and
livelihoods or expanded and intensified sugar production are pursued in order to squeeze costs. One
particular concern will be the shift from sugar to coastal and fisheries exploitation.

— How and where sugar production expands in those that will be able to compete. The concern is that
any country seeking to export will expand rapidly and possibly unsustainably to fill a vacuum left
by other countries leaving the market.

1.3 The indirect environmental impacts of reformwill depend on the ability of those countries gainingmarket
share to capture the development benefits of expanding sugar exports. While sugar clearly provides foreign
exchange earnings and employment for many tropical developing countries, the development benefits of the
sector, particularly for the very poor and the environment, are not always obvious.

1.4 Sugar in many countries relies heavily on low-cost hired labour. In terms of poverty it will be this part of
the population that will be most aVected as price-based competition increases. Notably, production is
expected to shift from those countries that are more labour-intensive to those with lower labour requirements
and costs. The possibilities for improving wages or workers’ standards of living under these conditions are
poor. Also, at least in some places, the poor spend a large proportion of their income on sugar. While sugar
cannot be considered a staple in the same class as grains or oils, it nevertheless plays an important role in many
diets and a price increase on the order of 40 per cent will aVect poor consumers substantially.

1.5 These concerns are not an argument to slow or minimise the pace of reform but demonstrate the need to
put a great deal more eVort and resources into managing the process and ensuring that developing countries
in particular survive and prosper as a result.
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2. Is the package of compensation proposed by the Commission likely to be enough to assist countries in a meaningful
way?

2.1 Those countries that might be able to supply Europe at the new price deserve targeted help to ensure the
economic, social and environmental eYciency of their industries in order to grasp the opportunities presented
by reform. Many investments in environmental performance will also make sugar industries more eYcient by
reducing direct and in-direct costs such as the volume of irrigation water required.

2.2 Those countries that will not be able to produce at the new price equally need help to develop sustainable
alternatives to sugar.

2.3 WWF is very supportive of the principle and practice of the accompanying measures proposed by the EU
but we feel that the budget proposed is wholly inadequate. Studies show that Sugar Protocol country losses
alone amount to ƒ250 million a year. To compensate for this alone and to then stimulate investments in the
sugar sector or alternatives requires funding of at least ƒ500 million a year.

2.4 Given the very generous oVers of compensation and restructuring aid to the European industry we believe
that the EU is obliged to think as creatively and generously about how it can oVer similar help to Sugar
Protocol countries.

2.5 WWF would like to see budget savings from reform in the EU being channelled into the accompanying
measures through a levy on the industry.

4. What are the potential impacts of the Commission’s proposed reforms of the sugar regime on non-ACP countries who
will potentially receive a much lower price for sugar than originally believed under the Everything But Arms agreement?

4.1 If the reforms result in an end to the dumping of EU sugar and a greater level of imports from developing
countries to the EU then even at a lower price it should be beneficial to a number of Least Developed
Countries. However, the greatest threat is the one posed by the lack of help being extended to these countries
to invest in the sustainability of their industries. Without adequate help LDCs will not be in a position to
benefit from either regional markets unaVected by EU dumping or from greater access to and demand from
the EU market itself. Help must be given to ensure that this demand can be met by sugar produced to high
environmental standards in countries where it can significantly contribute to poverty alleviation.

4.2 Without such help the threat of unsustainable expansion in LDCs or in countries like Brazil, which is
already geared up to export sugar, poses environmental threats which are not acceptable. These arguments
should not be used to justifymaintaining sugar productionwithin the EUbut tomanage the process of shifting
our consumption to developing countries.

4.3 The European Commission points out that the Everything But Arms agreement held no guarantee of a
price for sugar to be imported. It uses this argument to deny any need to oVer adjustment packages similar to
those available to Sugar Protocol countries. However WWF believes that the EU has a responsibility to
support the sustainable expansion of LDC sugar for the environmental and social benefit it could bring to the
world’s poorest countries. Further funding needs to be extended to LDCs, such as Ethiopia, Sudan, Burkina
Faso and Nepal who will not currently benefit from the existing accompanying measures.

4.4 WWF advocates the use of budget savings from reform for assistance to LDCs.

Impact on EU Industry

5. What are the non-market benefits that retention of protection for sugar provides for the EU as a whole?

5.1 Sugar beet is a break crop in intensive arable farming systems in the UK which reduces inputs over the
rotation, reduces pest incidence and therefore pesticide use, provides winter food for migratory birds.
However the same benefits could be delivered through a mix of environmental standards and targeted agri-
environment schemes and in arable farming in general rather than in beet alone. Standards should include
reduced and targeted use of pesticides, creation of buVer strips and areas of wild habitat around farms,
retaining hedges and river banks, plantingwinter forage and feed forwildlife, and retaining stubble overwinter
rather than autumn sowing.

5.2 In some cases, however, the environmental costs of beet out-weigh these benefits. Sugar beet does not
compete well with weeds—it requires a higher rate of herbicide application than cereals or oil seed rape and
greater cultivation. As a winter crop this exposes soil to erosion and compaction. Massive volumes of soil are
also lost during harvest—in the UK some 350,000 tonnes a year.
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5.3 In particular DEFRA raised the prospect of increased demand for irrigation as climate changes since beet
is grown in the east of the country and on light sandy soils.

5.4 WWF generally applauds the eVorts by the European beet industry to reduce its environmental impacts.
We also welcome proposals such as environmental cross-compliance which will address remaining issues.

5.5 Excessive water usage for irrigation is the single most important environmental impact from sugar beet
in Europe particularly in Mediterranean regions but, as climate changes, increasingly in northern Europe as
well. Whilst environmental cross-compliance will be introduced it does not include any obligations linked to
sustainable water use or to the EU’s Water Framework Directive. Therefore, it is unlikely to address issues
like irrigation where sugar production continues of where decisions are made to shift into alternative crops.

5.6 Furthermore, there is no plan to target restructuring aid at areas where sugar has environmental
problems—for example in southern Member States where irrigation is a real problem. Nor is there a
recommendation (as in the reform of the olive oil regime) thatMember States transfer quota within a country
based on environmental criteria.

5.7 WWF is not convinced of the desirability of investing in the production of bio-ethanol from beet in the
EU. The lifecycle carbon-balance of beet derived alcohol is not as favourable as the use of agricultural or
forestry biomass for direct heat and power production or bio-ethanol derived from sugar cane. The option to
include sugar beet in the existing limited budget and area of crops attracting EU support for renewables poses
the danger of swamping the scheme and distorting the future growth of the sector due to the existing capacity
to grow sugar beet. In addition, as with any intensively produced crop,WWF is concerned at the biodiversity,
pollution and habitat impacts of large scale beet production whether for sugar or alcohol.

6. Assuming that the internal non-market benefits are environmental and social (employment etc)—why should the
future amount and distribution of Direct Payments be determined on the basis of production of sugar in 2000–02?

6.1 There is no reason to do so at all. As with the CAP as a wholeWWF believe that public payments received
by farmers should be based on the delivery of specified public benefits. The vast majority of the CAP should
be delivered through targeted grants and schemes to deliver those benefits whether environmental or social
rather than through a system of income support tied tominimal and already existing legislation and standards.

World Trade Organization (WTO)

15. Will the reforms meet the demands for elimination of cross-subsidisation of EU “C” sugar (non-subsidised) exports
embodied in the WTO Panel ruling against the EU sugar regime?

15.1 WWF welcomes these reforms as a first step towards ending the over-production and dumping of
European sugar. However we need assurances that the, largely voluntary and market led, measures designed
to cut production will work.

15.2 European farmers will be compensated for 60 per cent of the price cut in the form of a Single Farm
Payments—a total of ƒ1.54 billion a year. Private storage and withdrawal subsidies will still be paid in cases
of low market prices. Production refunds will continue to be paid to high sugar using industries, such as
confectionery and pharmaceuticals. 1.3 million tonnes of extra sugar and sweetener quota is being created and
over-production is being further legitimised by continuing to “turn a blind eye” to sugar for chemical and
alcohol uses. Sugar beet will qualify for set aside payments and for aƒ45 per hectare payment for renewables.
A restructuring aid worth over ƒ4.2 billion will be made available to encourage the industry to give up quota.
All this amounts to a very generous oVer to the European sugar industrywhich has already benefitedmassively
from 40 years of market management.

15.3 The European Commission hopes the reforms will lead to a four million tonne drop in quota production
and the end of C production, which will be necessary to comply with the recent WTO ruling. That could
amount to a total reduction of eight million tonnes, which is what WWF estimate is needed to end dumping
and accommodate increased ACP & LDC imports. However, eVective production drops will depend on the
success of the voluntary restructuring, whether the signals to withdraw from production out-weigh the signals
to over-produce and if not whether the European Commission stands by its commitment to use compulsory
quota cuts if needed.

15.4 WWF believe that a mid-term review of these reforms in 2010 is needed to ensure that they are having
the desired impact.
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Environment and Health

17. Such calculations as have been made visualize the environment in terms of “on farm” impacts on issues such as
erosion and biodiversity. What estimates exist of the global impact taking account of matters such as changes elsewhere
in the world in land use, water use and transport?

17.1 In addition to the issues raised above about the need for adequate adjustment help for Sugar Protocol
and Least Developed Countries; the need to enforce meaningful environmental standards on EU sugar
production; alternative methods of delivering the biodiversity benefits from beet and concerns about support
for bio-ethanol as a fuel WWF has a number of other concerns.

— Arguments have been put forward by those seeking to maintain high levels of EU production based
on the low foodmiles of European grown beet compared with imported cane.WWFbelieve that this
is a spurious argument. Sugarcane is bulk shipped rather than flown or moved by road and therefore
a relatively low impact method of transport. In comparison the EU crop is transported to the point
of processing by lorry. British Sugar takes delivery of something like 500,000 lorry loads of harvested
beet a year.

— As the world’s cheapest producer and biggest exporter, Brazil is likely to be a major beneficiary of
amore liberal European sugarmarket. Brazil has focused a great deal of eVort on developing export-
oriented agriculture for commodities like soy and sugar. The costs, in terms of environmental
damage to natural habitats and freshwater ecosystems, have been massive, as have been the impacts
on the livelihoods of poor communities. Of particular concern is the possible expansion of sugar
production into the Cerrado savannah of Brazil, already subject to massive pressure from soy
production for export.

— Whilst there is some evidence from Brazil that new investments in export orientated sugar can be
more eYcient and environmentally sensitive than existing sugar production this is in no way a given.
The recent history of Brazilian sugar has been a dash towards the export of the lowest cost and lowest
quality sugar which does not bode well for the uptake of better environmental practices.

— An additional concern is that in a liberalised world market any Least Developed Country seeking to
export will have to compete at the lowest world price forcing similar cost cutting through sacrificing
environmental standards.

17.2 WWF argues that these concerns are not reasons not to reform but arguments for why the EU needs to
consider the external impacts of reform and how best to manage those impacts through ensuring fairer trade
and better aid.
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