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Global Weekly Sugar Editorial
Last week we wrote about the key takeaways from the Dubai 
Conference, focusing mainly on Brazil, India and the new kid in the 
sugar block, oil. However, there were other two topics that caught the 
attention of the room: the EU and Thailand. This week we take a closer 
look at the challenges from these two other big players.

The EU got the keynote spotlight
The conference was opened with a presentation from the Cristal Union 
group suggestively entitled “Sugar: mission possible”. Looking at the 
sugar yields the speaker outlined the agro-industrial competitiveness 
of the EU sugar that shows average yields of about 11.7 mt per hectare 
(in 2014-2017 period) compared with 9.7 mt/ha seen in CS Brazil, to 8 
mt/ha in India and to 7 mt/ha in Thailand.

Even though the EU sugar market is a mature market with a lot of 
progress made in the past years (especially in terms of yield 
improvement and liberalization), there is still plenty of room to improve 
production in most competitive regions. On the contrary, 5-15% of EU 
beet regions are structurally uncompetitive and quick solutions might 
be difficult to find here (as sugar yields go from as low as 6 mt per 
hectare in Finland and Romania to more than 12-13 mt/ha in France, 
Belgium Spain and the Netherlands).

Therefore with EU prices dropping more than the world market prices, 
many EU producers have witnessed the worst ever financial 
performance in the 2017-18 season. Hence, even if generally beet 
provided better returns than alternative crops for many years, farmers 
in the most uncompetitive regions (and not only there) might move 
away from growing beet to cultivating other crops that offer better 
remuneration rates (such as wheat, rapeseed, corn or even potatoes).

The post-quota market conditions could lead to another restructuring 
wave in the EU and to growth only in the most competitive regions as 
there are major disparities between the EU producers operating in 
different regions. About one fifth of existing sugar factories are 
confronted with structural competitive disadvantages and cannot 
compete at current prices shown in the London No. 5 market. 
Depending on the sugar factory, production costs in the EU might vary 
between $270 and $560 per mt.

Still, most EU producers are in sound financial shape, with four out of 
the first seven major producers showing a net financial profit in 2017-18 
against a market that has often traded below the cost of production, 
while the other three major producers have minimum losses below the 
Eur400 million mark each. In order to maximize profits, many 

The two other big players

producers are also using different diversification strategies going from 
0% to 88% of net sales but diversification has shown that it could be 
successful most of the time, but not necessarily always.

Therefore from a total number of producing countries equal now to 18, 
the restructuring and consolidation phase could lead to just 12-15 
producing countries by 2025, with 70-90 factories (from 105 currently) 
and an increase in the production volume per factory to 240,000-
260,000 mt from 191,000 mt at present. Therefore, the total EU28 
sugar production will not suffer and was estimated by the Cristal Union 
speaker to stay in a range of 18-22 million mt (including ethanol) by 
2025 from 20 million mt now.

In terms of supply and demand, Cristal Union is forecasting EU28 sugar 
production standing at 17.5 million mt for 2020 and at 19 million mt for 
2025 (no ethanol included) and consumption at 17.5 million mt and at 17 
million mt respectively. Therefore, the EU28 could be in balance in 
2020 and in a surplus of about 2 million mt by 2025, which might hit 
the international market. If we add imports of 1.5 million mt considered 
for 2020 and of 1 million mt for 2025, exports could reach 1.5 million mt 
by 2020 and about 3 million mt by 2025. The outcome of Brexit could 
be an 800,000 mt deficit market.

The speaker also outlined that the following years would be dominated 
by a challenging regulatory and political context with more and more 
distortions of competition in and outside the EU, with export subsidies 
and direct payment schemes, while the public might increase 
questioning the EU food and agricultural models that would lead to 
environmental constraint and eventually hurt sugar consumption.

Macros are also important and influencing the EU business
On a macro level, a possible stronger euro could hurt the exports or at 
least diminish any margin that domestic producers might have when 
sending their product abroad. With general EU elections to be held in 
May 2019, the question will be when the European Central Bank stops 
quantitative easing and finally increases interest rates, which would 
translate into a stronger euro against the dollar and against a basket of 
other currencies. Considering that the ECB balance sheet is now above 
Eur4,500 billion heading towards the Eur5,000 billion mark, up from 
January 2009 when it was below Eur2,000 billion and up from January 
2004 when it was even below Eur900 billion, a possible halt to QE in 
the following 6 to 12 months and an increase in the interest rates 
wouldn’t be a big surprise.

On the other hand, confronted with no real wage growth (close to 0% 
per annum) and little economic growth, with the GDP level close to 
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recession in different EU economies, it looks like the EU might need 
further financial easing methods to increase its economic growth. 
Therefore it will be interesting to closely watch the ECB policy in the 
coming months.

A speaker from Rabobank estimated a GDP growth rate in the EU close 
to 1.4% for 2019 and at 1.6% for 2020, down from 1.8% in 2018, while 
the EUR/USD pairing was forecast dropping from the 1.135 level to 1.13 
in three months’ time, 1.12 in six months and to 1.15 in 12 months’ time 
as there is a risk in having a strong dollar in the following year.

Thailand adapting to new regime
The Thai panel gathered representatives from two local producers — 
Rajburi Sugar and Khonburi Sugar — from the consultancy company 
LMC International, and trading group RCMA. Thai production has been 
growing impressively over the past 10 years, which combined with a 
much smaller growth in domestic consumption means that every gain 
in production is translated into exportable surplus. Domestic 
production increased from 6.5 million mt in 2009-10 to a record 14.6 
million mt in 2017-18. This season, the figure is expected to come down 
on lower acreage and potentially lower yields but the key question is: 
will the industry continue to grow in the future?

But starting with the current 2018-19 crop, the consensus built in the 
panel and aligned with market talks is for 125 million mt of cane and 

13.5 million me of sugar. Given the surprises from the region in the 
past, the audience questioned whether there was room for an upside 
to this number, considering that the crushing progress to date is ahead 
of last year. Again there was a consensus amongst the panellists 
saying the figures are not comparable because 1) the crush has started 
two weeks earlier this year and 2) the weather has been much drier 
than last year meaning the harvesting was much smoother. Both 
millers agreed that this year they expect the crop to end much faster.

Looking ahead to 2019-20, the dry weather this season has been 
impacting plantings and, therefore, the expectations for next crop. 
Moreover, alternative crop prices — cassava in particular – are much 
higher than in the previous planting season, so a further decrease in 
acreage is expected in certain regions. The supplementary payment 
was critical for cane in the past but this year the additional payment 
may not be enough to prevent some switching.

During the discussion, one miller highlighted that the switch to 
alternative crops may be mitigated by the fact that new millers will 
incentivize growers to plant cane anyway, as a way to guarantee the 
raw material for their new processing units. Moreover, in many cases 
farmers have loans from the mills and a longer-term view on the crop 
which shall also mitigate the degree of the switch away from cane. All 
in all, panellists agreed that 2019-20 crop could be 12 million mt or 
below, with the majority of the impact expected on raws.

Returning to future prospects, the context changed significantly for 
Thai millers in 2018, with new challenges created by low world sugar 
prices as well as the sugar policy reform. The key changes of the reform 
were the abolition of fixed domestic prices, of quotas for domestic 
sales, as well as the levy on domestic sales to finance the Cane and 
Sugar Fund. The consequences were that uncertainty and competition 
have increased, and domestic prices have been dragged down.
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But the prospects for the industry remain quite good. Thailand is by far 
the main supplier of world market in the region and it is surrounded by 
large domestic markets in deficit, such as Indonesia, Malaysia, China 
and Korea. This means that the current challenges won’t jeopardize 
future growth. From the greenfield licenses that were awarded back in 
2016, only three were built — two started in 2018-19 and one is due to 

start in 2019-20. The remaining licenses have an expiry date and 
strategically millers will not want to lose this opportunity. They will 
continue to invest even if they start small. In the short term, however, 
the key reason delaying greenfield investments has been the 
environmental assessment and not the challenging context. Most 
certainly Thailand will continue to be a hot topic for years to come.


