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Foreword

The workshop on the 'EU commodity market development: Medium-term agricultural
outlook’ is part of an annual workshop series on market modelling and development!®.
The workshop is an integral part of the intensive validation procedure of the results of
the European Commission’s report on 'Prospects for EU agricultural markets and income’.
It provides a forum for presentations on preliminary projections to 2030 of EU
agricultural commodity markets and for discussing in-depth the EU prospects in a global
context.

This report contains a summary of the presentations and subsequent discussions from
the 2017 workshop, held on 19 and 20 October at the University Foundation in Brussels
(Belgium). The workshop was jointly organised by the Sustainable Resources Directorate
(D.4) of the European Commission’s Joint Research Centre (JRC) and the Directorate-
General for Agriculture and Rural Development (DG AGRI).

Participants in this year's workshop included high-level policymakers, modelling and
market experts from various countries, stakeholders from the agri-food industry, and
representatives from international organizations, such as the Organization for Economic
Co-operation and Development (OECD), the Food and Agriculture Organization of the
United Nations (FAO) and the World Bank.? Special attention was given to the sensitivity
of the projections to different settings and assumptions (e.g., uncertainties regarding
macroeconomic conditions, specific policies, supply and demand drivers).

Comments made during the workshop were taken into account to improve the final
version of the '‘Prospects for EU agricultural markets and income, 2017-2030’. The final
outlook report, previous versions, background information on how projections are made
and the methodology used for analysing market uncertainty are available online:

http://ec.europa.eu/agriculture/markets-and-prices/medium-term-outlook/

Previous workshop proceedings are listed in the Annex 4.

Please note that the views expressed are those given and presented at the workshop and may
not in any circumstances be regarded as stating an official position of the European
Commission or of the other institutions that participated in the workshop.


http://ec.europa.eu/agriculture/markets-and-prices/medium-term-outlook/
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Abstract

The workshop 'Medium-term Outlook for the EU Agricultural Commodity markets' is an
integral part of the intensive validation procedure of the results of the European
Commission’s report 'Prospects for EU agricultural markets and income'. It provides a
forum for presentations on preliminary medium term projections of the most relevant EU
agricultural commodity markets and discussing in-depth the EU prospects in a global
context. This year the workshop was held on 19-20 October in Brussels. The workshop
was jointly organised by the Joint Research Centre (JRC) and the Directorate-General for
Agriculture and Rural Development (DG AGRI). Participants included policy makers,
modelling and market experts from various countries, as well as stakeholders of the
agri-food industry. This document summarises the presentations and discussions on the
macroeconomic and energy assumptions associated with this outlook, and on each of the
EU agricultural markets addressed: biofuels, cereals and oilseeds, sweeteners, milk and
dairy, meats and wine. Additionally this year international challenges, environment and
climate change were also discussed.



1 Introduction

Giovanni De Santi (JRC Ispra), Tassos Haniotis (DG AGRI) and Giampiero Genovese
(JRC Seville) set the scene for the workshop on the medium-term outlook for the EU
agricultural commodity markets by presenting challenges and drivers for the Common
Agricultural Policy (CAP) of the EU and providing background information on the EU
agricultural outlook and its yearly construction process. Giovanni De Santi opened the
workshop and highlighted the importance of policy and science working together. He also
pointed at the medium-term outlook as a good base for discussion between stakeholders.

1.1 Agricultural policies at a crossroads - Global challenges and
drivers for change: any lessons from the Common Agricultural
Policy?

Mr. Haniotis (DG AGRI) highlighted the importance of the agricultural outlook exercise, in
particular the annual construction of a baseline and the use of scenarios in answering
policy questions. He started his keynote by emphasizing the importance of the CAP which
is not only important for agriculture but also transcends to other areas, such as
environment. He also pointed out that the present outlook extends until 2030, which is
an important milestone for the international policy agenda (i.e. Sustainable Development
Goals).

He presented the CAP debate by pointing at the achievements and the shortcomings of
the CAP reform path, and drivers and challenges in the future. Among the achievements,
he reported about the closure of the gap between world and EU farm prices (thus
increasing EU farmers' competitiveness), the importance of turning the EU into a net
agro-food exporter, and the provision of relative income stability in a very volatile
income and price environment. Among the shortcomings, he mentioned the need for
improving environmental performance in EU agriculture, investing in research or
innovation-driven productivity growth, and designing a simpler and more equitable CAP
able to provide a safety net to farmers. Among the drivers and challenges, he mentioned
the changing commodity, economic and price environment, the changing trade
environment (from multilateral to regional trade agreements), and the new climate
change, environmental and sustainability priorities.

Figure 1: Evolution of the Common Agricultural Policy in terms of payment types
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Mr. Haniotis touched upon some of the issues that the CAP is currently facing. The first is
the slight increase in coupled support in the last few years as a response to price
volatility, payments that could potentially be in the WTO blue box (see Figure 1), while
the large part of the payments are now decoupled. The second issue is the distinction



between voluntary and mandatory policy measures, and the third is the cost of the CAP
in the future. He also pointed at the fact that commodity prices are decreasing and will
likely stabilize to a new plateau. He mentioned that the number of natural catastrophes
worldwide has been rising, especially in the years between 2006 and 2016.

In order to increase the environmental performance of the CAP, part of the payments are
now made conditional on "greening" measures. However, a simpler CAP requires simple
environmental measures. To this respect, he mentioned that there is a debate on
whether to link "green" payments to mandatory or voluntary measures and which criteria
are required to fulfil these measures and qualify for the "green" payments.

Finally, Mr. Haniotis concluded his presentation by stressing the importance of turning
tensions about the future CAP into synergies. Among the tensions, he mentioned the
trade-off between economy and environment, the contradiction between subsidiarity and
simplification and the difficulty of including more technological advances in agriculture
and, at the same time, preserving jobs. In his opinion, these tensions have to be
transformed into synergies. Among the synergies, he mentioned finding the right balance
of support between private and public goods, between EU, Member States, and farm
responsibilities, and enhancing resilience through addressing the jobs and growth
challenges in rural areas and along the food chain. The main questions to be addressed
by the future CAP will be deciding the policy target (i.e. the farm or the land), better
exploit and evaluate the potential of new technologies, and rethink control performance
processes.

1.2 The EU agricultural outlook process

As an introduction to the workshop, Giampiero Genovese (JRC Seville) provided
background information on the EU agricultural outlook and its construction process,
emphasizing the importance of this workshop in the overall validation process of
commodity market projections, which are ultimately needed for supporting policy with
scientific evidence. Receiving feedback from market experts allows for the development
of a realistic starting point for the design and update of EU agriculture and rural
development policies (e.g. in the case of the 'greening policy package').

Since 2008, the European Commission publishes annually the EU outlook on medium-
term agricultural market developments (10" anniversary this year). In essence, the aim
of this outlook is the consolidation of a medium-term reference timeline for the purpose
of counterfactual policy analysis at the EU level. This comprises a set of baseline
projections that are derived under assumptions governing macroeconomic factors
(e.g. GDP, inflation, oil prices, exchange rates, consumer prices, population growth) and
EU and non-EU region-specific policy settings. The baseline assumes normal weather
conditions and the absence of production disruptions due to plant and/or animal
diseases, elements that are typically subject to scenario analysis.

The OECD-FAO medium-term agricultural outlook is revised and updated by the
European Commission after its publication, which this year occurred on the 10™ of July
(Figure 2). In close collaboration between the Agricultural Modelling and Outlook Unit of
DG AGRI and the Economics of Agriculture Unit of JRC, new model developments and the
latest EU agricultural short-term figures are incorporated, macroeconomic factors and oil
prices updated, and further information and feedback from market experts included into
the medium-term baseline. At the core of this process is the so-called baseline week, an
intensive technical exercise organized on a yearly basis in early October in Brussels.
During this week, JRC and DG AGRI examine and consolidate a preliminary baseline
using the Aglink-Cosimo model. This is accomplished with consistency checks, model
re-fitting, as well as subsequent feedback from the DG AGRI market units until
consensus on the preliminary projections across markets is achieved.



The preliminary agricultural market projections are presented in the EU outlook
validation workshop (this year on the 19" and 20" of October), which is documented
herein. Comments made during the outlook workshop are then taken into account to
further improve the market projections. The final version of the ‘Prospects for EU
agricultural markets and income’ is presented and published in December at the EU
Agricultural Outlook Conference in Brussels (this year taking place on the 18" and 19" of
December).

Figure 2: EU agricultural outlook process
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Source: Slides of G. Genovese (JRC Seville)

The core tool used to generate the medium-term projections is the European
Commission's version of Aglink-Cosimo®. Aglink-Cosimo is a recursive, dynamic, partial
equilibrium model for global agricultural commodity markets®. It covers 93 agricultural
commodities (with 40 world market clearing prices) and produces annual supply,
demand, price, and trade estimates for 44 individual countries and 12 regions. It is
developed, maintained, and funded by the OECD and the FAO Secretariats with a defined
group of users from national administrations and research institutes in member
countries.

The standard version of Aglink-Cosimo facilitates the elicitation of a deterministic
baseline that serves as best-guess market developments in the medium term. To take
into account unequivocal uncertainties that accompany agricultural markets, the EU
outlook is supplemented with a partial stochastic analysis module that is maintained at
the JRC. Every year's workshop presentations included variability ranges in commodity
price projections that consider alternative macroeconomic environments, yield levels, and
oil prices.

In addition to the partial stochastic analysis, deviations from the baseline are examined
with a series of deterministic counterfactual scenarios where assumptions with respect to
major drivers of the EU agricultural markets are altered and model variables are shocked

3
4

See http://www.agri-outlook.org/abouttheoutlook/
See model documentation at
http://publications.jrc.ec.europa.eu/repository/bitstream/JRC92618/jrc92618%200nline.pdf



http://www.agri-outlook.org/abouttheoutlook/
http://publications.jrc.ec.europa.eu/repository/bitstream/JRC92618/jrc92618%20online.pdf

exogenously. This year's workshop included presentations of alternative scenarios
pertaining to (i) the effects of climate extremes on European markets for the main crops
(i.e. wheat, maize, barley) (section 4.2), (ii) the potential for India to become a
Skimmed Milk Powder (SMP) exporter on the world market (section 7.2), and (iii) the
effects of a total import ban from the EU due to pandemic avian flu on EU meat markets
(section 8.2). Finally, this year's workshop included presentations with other partial
equilibrium models that focus on the member-state (MS) level: the Common Agricultural
Policy Regionalised Impact Modelling System (CAPRI) in section 6.1 and the Agricultural
Member State Model (AGMEMOD) in section 8.2.



2 Macroeconomic and energy context

Macroeconomic factors such as GDP growth, exchange rates, trade agreements, and
energy prices are important elements in the generation of the baseline. This year's
presentations on macroeconomic and energy projections, given by Pierluigi Londero
(DG AGRI), Diego Iscaro (IHS Markit), and Mark Routt (KBC), are documented below.

2.1 Preliminary EU outlook, 2017-2030

In his presentation, Mr. Londero (DG AGRI) mentioned the assumptions made regarding
trade relationships between the EU and other countries. The EU outlook assumes that the
2014 Russian ban on imports of agricultural products (incl. pig meat) will remain in place
until the end of 2018, and thus EU exports to Russia will start partially recovering in
2019. However, since it takes time for markets to re-adjust, the actual timing of the
temporary ban and scale of EU recovery are dependent on domestic production.
Furthermore, only ratified free-trade agreements (FTAs) are considered in the baseline,
such as the FTA with Canada. He also emphasized once more that this is an EU-28
outlook exercise.

With regard to the CAP, on the one hand, voluntary coupled support (VCS) is integrated
on the basis of MS declarations. The integration of greening measures (i.e., area-based
payments owing to beneficial for the environment practices) is more complex. The
impacts of the greening requirement for crop diversification are assumed to balance out
at the aggregated level, although it is recognized that country-level impacts may differ.
Permanent grassland is assumed to remain stable throughout the projection horizon
(33% in total arable land), whereas fallow land will decrease from 6.7% (2015) to 6%
(2026). The requirements on Ecological Focus Areas (EFAs) are taken into account
thanks to increasing planting of catch crops, protein crops, and soybeans.

Figure 3: Oil price assumptions in the EU Outlook (2017-2030; USD/bbl)
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The sharp drop in oil prices since mid-2014 can be attributed to a slowing world demand,
record supply increases (e.g., shale oil from North America), and the decision by the
Organization of Petroleum Exporting Countries (OPEC) to leave its production target
unchanged. In the EU outlook, projected oil prices rebound, in the short term, slower
than the respective OECD-FAO and World Bank figures, but faster than what the IHS and
IEA conclude in the years 2017-2019. After 2021, it is assumed that oil prices will keep
rising at a similar speed as OECD and IHS. In nominal terms, oil price per barrel is
expected to go up from 51 USD (2017) to about 105 USD (2030), thus underpinning
rising commodity prices (Figure 3).



In the current outlook, an appreciation of the EUR/USD exchange rate is expected with a
subsequent stabilization at 1.24 USD/EUR by the end of the projection period. GDP
growth in the EU is expected to remain stable at 1.4% (EU-15) and 2.5% (EU-N13).
China’s economic growth is expected to slow down (4.2%), whereas Brazil and Russia
will likely soon recover from recession and stabilize at around 3% and 2%, respectively,
slightly above and below the projected US economic growth, respectively.

2.2 Presentations by invited experts and discussion

In his presentation, Diego Iscaro (IHS Markit) stressed that economic growth is projected
to accelerate to its highest level in six years in 2017, led by developed economies.
However, IHS projects this momentum to remain in place during 2018/19 but
increasingly adverse demographics and a downward trend in capital growth should lead
to a gradual deceleration of global growth during the medium- and long-term. He also
reaffirmed the importance of the GDP world projections in the Outlook years, with a fiscal
policy more supportive than in previous years. Central banks will only tighten monetary
policy gradually. Even though a labour-supply growth slowdown (due to demographic
trends) and a downward trend in capital stock growth (due to lower global savings and
investment rates) will make factor accumulation slower, productivity gains from new
technological advances will moderate these impacts and allow positive growth rates.

Saving rates of developing economies increase as incomes rise in the early stages of
economic development, but they will moderate and decline in the later stages as
populations age. Emerging economies will continue to grow at a much faster rate than
developed economies and their share of world GDP will be larger in 2030 compared to its
current level (especially Asia, except Japan, and Middle East and North Africa).

The Brazilian Real and the US Dollar are expected to slightly depreciate over the Outlook
period, while the British Pound slightly appreciates until 2021 and then stabilizes. The
Swiss Franc instead depreciates until 2021 and then slightly depreciates during the
Outlook period. Mr. Iscaro pointed out that while the EU will continue running a surplus,
the US will continue running a deficit even if slightly decreasing.

IHS projects oil prices to increase gradually over the forecast horizon as higher prices are
required in order to meet expected oil demand growth plus oil field depletion. Mr. Iscaro
retains that price of crude oil is increasing over the Outlook period in nominal terms until
approximately 100 USD per barrel but increasing more moderately until only slightly
above 75 USD per barrel if inflation is excluded (i.e. real prices, Figure 4).

Figure 4: Nominal and real price of crude oil
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Mr. Iscaro reiterated that main risks are possible if macroeconomic projections were not
as good as we expect, let alone if geopolitical tensions could result in a war.
Uncertainties remain about the rate of total factor productivity expected in the future and
a potential for China to increase its debt. Populist political pressures could result in
higher protectionism and Europe as a region could be stagnating. On the positive side,
demand and reform implementation could be stronger than expected.

According to Mark Routt (KBC), long term energy demand continues to grow, albeit at a
slower pace. The balance in the energy market, following his projections, remained
unchanged in the main sectors between 1990 and 2016. On one hand, 78% of supply
'was, is and will remain' composed of natural gas, coal and oil, while, on the other hand,
approximately 80% of demand will be coming from transport, industrial and power
generation. However, demand for oil is shifting to petrochemicals (with Asia driving this
global petrochemical demand), while demand for gas is shifting to the power sector.

Oil price remains higher in the near term until 2019 because OPEC and other countries
are successfully limiting supply. However, according to Mr. Routt, US supply of crude oil
and natural gas continues to grow to match global demand (Figure 5).

Figure 5: Near-term crude oil and natural gas forecasts
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Moreover, oil stocks still remain high globally in both absolute and relative terms even
though supply catches up with demand. This implies crude oil price is slightly depressed
in the medium term. Asian demand growth-especially for gasoline- is eroding regional
refining capacity surplus. Oil prices will finally rebound at the end of the Outlook period
and match closer the development of the EU projections. When prices will become
higher, the US will produce and export more.

More cuts to oil production in the near term by the OPEC countries are limited by the
Initial Public Offering on Saudi Aramco to be expected in 2018. If Venezuela and Mexican
Gulf stabilize, output could increase quite strongly. Oil demand could become lower if
new engine technology spreads (Compression Ignition Gasoline Engine, entails 20%
more efficient use of fuel expected to be produced in 2019). From the policy point of
view, uncertainties in oil prices could come from decarbonizing regulations, which could
reduce demand by driving costs higher for customers. Additional policy uncertainties
pertain to the possibility that biofuel mandates are eased or repealed and to a potential
policy-driven substitution of fuel cars for electrical vehicles.

During the open discussion the issue of high fossil fuel demand was raised, especially in
light of technology development towards electric or more efficient engines. Mr. Routt

10



explained that the Internal Compression engine, which would increase efficiency in fuel
use by 20%, represents a lower cost to society than electric vehicles. This possibility
sparked more interest together with the statement, during his presentation, that a low oil
price would make simpler a transfer to electrical vehicles. Mr. Routt explained that with a
low energy cost in the next 2-3 years it is time to accelerate the adoption of alternative
fuels because price differentials are relatively low. From a policy perspective, it is less
costly to switch from normal fuel cars to electrical cars in a moment when oil prices are
low. In other words, incentives to make customers switch to electrical cars are lower in
this period of low oil prices. We know also that electrical vehicles do not substitute
economically with normal fuel vehicles.

Another point raised was the goal of the international community to reach a maximum of
2 degrees increase in temperature over pre-industrial levels to mitigate climate change.
Mr. Routt reiterated that new technologies resulting from the implementation of carbon
taxes should be spread to countries like China where the use of coal is widespread.

Regarding the development of interest rates in the near future, Mr. Iscaro said that it is
difficult for interest rates to rise with large injections of liquidity, as it has been done in
the EU until now. The main problem is the credit worthiness. If this happens, the bank
perception of risk should go down even if the interest rates will rise. Credit conditions in
the near future should be positive. Moreover, Mr. Iscaro explained that interest rate
volatility would go down if world GDP growth were to improve.

Mr. Routt also explained that shale gas production has been disruptive for oil markets.
However, the OPEC has not reduced production keeping the price low for a long period.
In his opinion, there is no problem in continuing fracking gas and oil. However, the price
of fracking has gone up and efficiency has gone down.

11



3 Biofuels

The development of a biofuel market in the EU is relatively recent. It emerged in the
early 2000s in order to comply with biofuel consumption mandates defined by EU
legislation. The mandates will likely remain a driving force of this market until 2020. The
post-2020 period is more uncertain in the absence of clarity on future targets. The
presentations of the preliminary outlook results, presented by Sylvie Barel (DG AGRI),
and the two following discussants Claus Keller (F.O. Licht) and Rohaise Low (LMC) tried
to disentangle the likely medium-term impacts from a policy perspective.

3.1 Preliminary EU outlook, 2017-2030

In presenting the preliminary outlook results for EU biofuel markets, Sylvie Barel
(DG AGRI) underlined that the current rate of increase in domestic biofuel consumption
will not be sufficient to fulfil the mandate of the Renewable Energy Directive (RED) by
2020. Therefore, the outlook assumes a rising consumption of biofuels in the next three
years, up to 6.4% of the energy used in transport by 2020 (a slight decline with respect
to the previous outlook's 6.5%). Accordingly, the share of fuel attributed to first-
generation biofuels will be limited to 4.4%, which is far below the recently established
EU-level threshold (7%) for food and feed based fuels. After 2020, total domestic use of
diesel and gasoline is expected to further decrease owing to energy efficiency in the
transport sector. However, much is unknown about the biofuel policy context after 2020.
Thus, the preliminary outlook assumes that EU biofuel consumption will remain stable in
terms of the share of total energy used for transport after 2020 (Figure 6).

Figure 6: Assumed share of biofuels in EU transport energy
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Over the 2017-2030 period, the ethanol production is expected to remain stable around
7.5 billion litres with limited relative change in source feed stock used (the RED2 limit
was not implemented in the preliminary outlook). The EU biofuel market remains
dominated by biodiesel, mainly produced from domestic rapeseed. The initial increase in
biodiesel consumption over the projection period will principally come from non-
agricultural sources, particularly waste oils and second-generation biodiesel. After 2020,
biofuel production is expected to decrease, following the decline in domestic use due to
energy efficiency improvements.
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3.2 Presentations by invited experts and discussion

Claus Keller (F.O. Licht) presented his expectations regarding EU biofuel developments.
With respect to the current situation, he highlighted that the EU member states are not
on track to meet their RED 2020 obligations for biofuels in transport energy, with some
member states being far behind their 2020 mandates. He pointed out that there is no
significant dynamic movement seen to meet the targets, which might be due to a lack of
legal provision that would force member states to start renewable energy use in
transport before 2020. Therefore current biofuels demand is far below the 2020 target,
which should not be forgotten when discussing 2020 - 2030 projections, especially when
talking about possible demand losses after 2020. Mr Keller stated that the current
performance of member states regarding biofuel market shares varies widely between
member states. This is due to a mixture of national differences in, for example, biofuel
quota levels, fuel taxation, blending standards, sanctions and penalties for not meeting
the targets, volumetric/energetic/GHG-based targets and subsidies, co-processing of
plant oils/use of hydro treated vegetable oils, and tax waivers, also for pure biofuels and
high blends.

Figure 7: EU Biofuels Capacity Utilization in 2017 (Mio t)
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In the post-2020 era, Mr. Keller sees overcapacities in the crop-based biofuels sector,
mainly for FAME (Fatty Acid Methyl Esters) (Figure 7), but if applied, the European
Commission’s proposed targets under the Clean Energy Package would require a
significant investment in advanced biofuel production capacity. However, Mr Keller stated
that the preconditions for such an investment in advanced biofuels (long-term horizon,
established technologies) do not exist. Several cellulosic ethanol projects are in the
pipeline and some industrial capacity exists, but there is no experience with the majority
of advanced biofuel production pathways at an industrial/commercial scale. Mr Keller
therefore does not expect a quick breakthrough in coming years with regard to advanced
biofuels, with growth being slow, even under high oil prices.

Rohaise Low (LMC) stressed that the policy environment in the EU remains uncertain,
restricting growth in the biofuels industry. The most recent proposals for the RED post-
2020 include a lower cap on crop-based biofuels of just 3.8% by 2030. Moreover, major
changes in trade barriers are underway with anti-dumping (AD) duties for both ethanol
and biodiesel being lowered or revoked. LMC's standard forecasts are based on (i) the
current RED legislation (as passed in 2015) with a 7% cap on crop-based biofuels and no
ILUC included in the GHG calculations, (ii) countries permitting the use of E-10 by 2020
and E-15 by 2030 for ethanol, and (iii) a B-7 blend wall for biodiesel (FAME). Ms. Low
presented the LMC forecast, which expects total EU gasoline and diesel demand to peak
around 2020 and then decline towards 2030 due to an increase in fuel efficiency and use
of alternative fuels. In the period to 2020, low crude oil prices will support demand for
transport fuels. In general, the LMC forecast is quite similar to the Commission’s
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preliminary outlook projections, albeit the former is marginally higher. With respect to
ethanol consumption, LMC sees EU ethanol fuel consumption at almost 7 billion litres by
2030, with the growth being driven by the increasing blending mandates in the member
states and increasing use of higher blends (E-10 and E-15) outweighing falling gasoline
use. The ethanol blend in gasoline is expected to reach 5.7% (energy content; equivalent
to 8.7% volume) by 2030. On the other hand, second generation ethanol is expected to
continue having only a small market share at around 250 million litres by 2030. For EU
ethanol production, LMC expects that EU production will follow the increase in demand,
allowing EU net imports to remain quite stable at current levels. As the EU ethanol
production capacity is currently underutilised, output can be increased in the short term
without additional investment. Currently EU domestic production is expected to be
competitive relative to the world market, although the end of anti-dumping duties on US
ethanol could lead to trade increases.

Turning to biodiesel, Ms. Low outlined that here the consumption growth to 2020 will also
be mainly driven by rising mandates, and consumption may peak at over 17 million
tonnes. The share of renewable diesel is expected to grow over the forecast period,
reaching 43% of total biodiesel demand in 2030. Moreover, the proportion of biodiesel
made from waste oils/fats is also expected to grow. Overall, the energy contribution of
biodiesel to the diesel pool is seen at 7% by 2030, and if double counting is included the
figure is close to the 10% RED target. The forecast of LMC for blend and net trade of
biodiesel is similar to the EC projections. Imports are expected to rise over the forecast
period following the end of AD duties on Argentine and Indonesian biodiesel. However, if
these AD duties are renewed, then domestic production will have to rise further to meet
demand in the region. HVO (Hydrotreated Vegetable Oil) biodiesel is expected to
contribute to around half of the output growth, as new plants are currently in the pipeline
and existing producers will continue to expand capacity. In total, LMC forecasts biofuel
consumption in the EU to reach 17 Million Tonnes of Oil Equivalent (MTOE) in 2030, down
from a peak of 18 MTOE in 2020. Ethanol would only have a share of just 21%, partly
due to its lower energy content. This is equivalent to 6.4% of energy content in fossil
fuels, which is slightly more optimistic than the Commission's estimate due to higher
biodiesel demand (Figure 8).

Figure 8: Total biofuel consumption in the EU: LMC forecast versus EC preliminary outlook
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Source: Slides of R. Low (LMC)

Ms. Low highlighted three points that could alter the current projections significantly: (i)
Anti-dumping duties on US ethanol, and Indonesian and Argentine biodiesel are set to be
cut or expire, which could have a significant impact on the domestic EU biofuels industry;
(i) The proposals of a lower crop-based biofuel cap under the RED to 2030 could
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substantially cut EU biofuel demand, with the impact on ethanol being most significant,
as there is very little waste-based production and cellulosic technology is still struggling;
(iii) A move towards GHG mandates could see a shift in the EU biofuels market, as these
mandates would give higher incentives to lower carbon fuels such as waste-based
biodiesel and advanced ethanol.

In the open discussion following the presentations, the impact of the RED2 limit of 3.8%
for 1% generation crop biofuels was discussed. Participants highlighted that there are also
some policies in place after 2020, as for example the programs for incentivising biofuels
in Germany will probably continue post 2020. It was also mentioned that French and
German farmers would likely try to strongly oppose that crop-based biofuels production
would drop to zero in a post-2020 era.

Regarding second generation biofuels, it was stressed that feedstocks for advanced
production of biofuels could be considerably lower than expected in the projections due
to lack of investment (i.e. 49 million litres projected while 800 million litres estimated).

It was discussed whether biofuels should play a higher role in decarbonizing the
transport sector and if a faster take-off would take place with stimulating policies. It was
mentioned that the political stimulus might not be strong enough to stimulate stronger
investments. However, considering a long-term perspective in an ideal world,
investments should stimulate growth in for example biofuels from cellulosic.

Participants also highlighted that second generation biofuels are still about 10 years
away, which raised the question if policy could increase the speed of adoption of
respective technologies.

With respect to the assumptions on the trade of cooking oil, participants stressed that it
is growing fast and there is huge potential, especially with the right incentives. Cooking
oil is costly to recover, but it is happening and there is a market for it. Especially policies
in the US, but also in the EU, drive the development in cooking oil use for biofuels. As
California moves to higher carbon targets, other countries are expected to follow, which
will lead to increasing prices and incentivise other countries to collect more used cooking
oil. It was also stressed that it is not very economic to collect cooking oil at the
household level because this is too expensive. One participant highlighted that the price
of used cooking oil is more expensive than refined palm oil, which represents an
economic incentive to produce waste. Especially in the context of indirect land use
change (ILUC) and the objective to reduce food use for biofuels, waste needs to be
considered for the biofuel production and therefore incentives might have to be
reconsidered. In this context it was stressed, that we are already using twice as much
used cooking oil in 2016 than in 2014 (now at 2 million tonnes). A key role in the
increase of used cooking oil for biofuels production is played by Brazil and the US as they
require the oil in biodiesel production.

In the US non-waste animal fats (tallow) count as much as waste. In this way non-waste
animal fats would accrue to the US, while the EU will have to use waste animal fats.

It was stated that if we shifted tallow from other uses into biofuels, this would put
pressure on previous uses (mixed feeds), which would need to be replaced by vegetable
oils.

From the petroleum side, there were also concerns about the International Marine
Organization (IMO) stopping sulphur in marine fuels, possibly mandating biofuels into
marine transports and that the IEA, in an effort to decarbonising transports, would
suggest including biofuels into aviation.
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4 Cereals and oilseeds

After several years of production surpluses, global markets for arable crops show signs of
stabilization. In this context, this Outlook presents possible medium-term market
developments to 2030 and counterfactual scenario analyses to further reflect on
uncertainties. Seth Meyer chaired this session and introduced the keynote speakers,
Koen Mondelaers (DG AGRI), Thomas Chatzopoulos (JRC Seville), Andrée Defois
(Tallage) and Thomas Mielke (Oilworld), who analysed the situation of the cereals and
oilseeds markets in the EU from different angles.

4.1 Preliminary EU outlook, 2017-2030

Koen Mondelaers (DG AGRI) presented the draft Outlook projections for Cereals,
Oilseeds, Protein crops and Land use to 2030. He paid attention to the current situation
in cereals markets, with an all-time high for demand and ample stocks stabilizing
markets, as consequence of consecutive years of over production (see main market
drivers in Figure 9).

He stressed the continued outflow of arable land over the projection period, although at a
slower pace than in the past, with some stabilization of land use for cereals. Cereal yield
increases are expected over the medium-term, although below the world average yield
increase. This is justified by the current regulatory framework and the appearance of new
technologies, such as remote sensing and precision farming, reaching agro-economic
potentials by the end of the period. This pictures a situation with ample opportunities to
export mainly wheat (i.e. Africa as the most dynamic importer) but also barley, and an
attractive feed market led by the firm poultry and pig production.

Regarding the use of cereals for biofuel, wheat and maize will remain the main
feedstocks, although the projections are not so optimistic due to the lower demand for
biofuels (see session 3).

Figure 9: Main market drivers for EU cereals
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Source: Slides of K. Mondelaers (DG AGRI)

In the oilseeds complex, soybeans (i.e. imported soybean meals, imported soybeans and
domestic soybean) dominate the contribution to feed demand substituting imports of
other protein meals. Soybeans are eligible for voluntary coupled support and keep an
upward production trend, although area is still small in the EU. Similarly, protein crops
are expected to recover in the EU due to favourable the policy environment. Less area
harvested and moderately higher yields are expected for rapeseed, mainly linked to the
less dynamic developments of the biofuel sector. Food keeps being the main use of
vegetable oils.
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Cereal prices are expected to steadily increase over time in nominal terms (Figure 10).
When introducing macroeconomic and yield uncertainty into the analysis, domestic wheat
prices display higher variability above the baseline than below.

Figure 10: EU cereal prices and uncertainty
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4.2 Presentations by invited experts and discussion

Thomas Chatzopoulos (JRC Seville) presented a scenario analysis on how EU cereals
markets could be affected by climate extremes. The presentation roots on ongoing work
within the JRC exploratory project 'Concurrent Climate Extremes and Shocks on
Agricultural Markets'. Extreme meteorological conditions are expected to occur more
frequently and last longer in the future. In this context, the aim of the project is to
‘stress-test’ crop yields in key agricultural regions to understand the short-to-medium
term impacts on domestic and international markets. For this reason, the model used to
derive the Outlook projections was extended with an explicit representation of agro-
climatic conditions (Figure 11).

Figure 11: Linking commodity markets to climate extremes.
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In the scenario presented, the extreme agro-climatic patterns that occurred in the EU in
2003 (very unfavourable) and 2004 (very favourable) were simulated to recur in 2018,
one at a time. The analysis highlighted significant yield, production, price, and trade
effects that could be observed in either scenario. For instance, if the 2003 agro-climatic
patterns recurred in 2018, EU wheat exports could fall significantly, potentially
dethroning the EU to the 4™ export position. It was also shown that cereal markets
stabilize rather quickly (2-3 years after the shock), and that asymmetric market
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responses in the analysis were the result of 'uneven' shocks and endogenous market
adjustments (Figure 12).

Figure 12: Changes in trade and stocks for wheat, maize and barley due to climate extremes
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Andrée Defois (Tallage) commented on the EU Outlook projections by comparing them
with 'Stratégie grains' from Tallage. The general view is a slightly tighter market for
wheat, a bit heavier EU balance sheet for barley (subject to the current Saudi and China
demand) and a balance sheet for maize based mainly on imports (Figure 13). She
estimated wheat production lower than in the EU Outlook due to higher expectations for
sugar beet and barley area expansion. Regarding maize projections, she was less
optimistic than the EU Outlook, factoring in the increasing competition in the world
market. In general, Tallage expects cultivated area quite stable and yields with moderate
increase (on trend). However, these projections are subject to many uncertainties linked
to regulations (new farming technologies and ban of certain pesticides) and changing
climatic conditions.

Figure 13: EU cereals production projections
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On the demand side, Stratégie Grains projects stagnation in the use of cereals for
ethanol production, partly compensated by an increased demand for other industrial
uses, such as starch and isoglucose production (Figure 14). Barley demand will likely
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increase, although moderately. These factors (high domestic demand and limited options
to produce) are expected to exert some pressure on EU exports, which Tallage presents
as less bullish than in the EU Outlook.

Figure 14: Human and industrial use projections for maize use.
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Thomas Mielke (Oilworld) presented his views for oilseeds. His main take-home message
was that world market prices will determine the EU market, since the EU-28 only
accounts for 6% of global production and the world oilseeds output was more than
doubled in the past 20 years. Therefore, EU competitiveness relies on the marginal
producers worldwide.

With respect to rapeseed, he stressed the fact that the EU is the world leader in rapeseed
and canola yields, but that yields are decreasing and competitiveness is being lost. For
the projection period, however, he was more optimistic than the EU Outlook (Figure 15).
For sunflower the production prospects are less dynamic.

Figure 15: Rapeseed and canola world production by country (Mio t).

Forecasts
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EU-28 22.00* 22.90* 20.49 24.29 21.81 15.48
ClS. 6.00* 4.80* 2.76 4.65 3.35 0.57
Canada 24.00* 21.50* 19.73 16.41 12.90 7.67
China 8.20" 6.80" 5.70 10.00 13.66 13.18
India 7.80% 7.20% 7.00 5.00 6.00 6.21
Australia 5.00* 4.35% 4.42 3.47 1.90 1.43
Oth. ctrs. 5.20* 4.25% 3.44 3.19 2.25 1.76

WORLD 78.20*  71.80* 63.54  67.01 61.87  46.30

Source: Slides of T. Mielke (Oilworld)

Of specific importance for the EU are soybeans, as about 75% of EU demand for oilseed-
based proteins is imported as soya grains or soybean meals, with Brazil as the world
leader of exports. Mr. Mielke stressed the fact that regulations could have a major impact
in the soya markets in the EU. To date a 'zero tolerance' policy is in place for soya and
soybean meal imports (i.e. no traces of genetically modified varieties), but the world
market exports about 90% of genetically modified (GM) soybeans.
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Another important aspect raised by Mr. Mielke is the rapid increase of world demand for
oils and fats, mainly soybean and palm oils. Regarding palm oil, the production process is
very labour intensive and that for the past three years a labour shortage has been
experienced by the main producing countries, with wages increasing and yields
decreasing. In 2019 and 2020 a slowdown of production in Malaysia and Indonesia is
expected (i.e. expansion of plantations is not taking place anymore), what will make the
world balance for oils very tight (Figure 16). This situation could create some
opportunities for EU rapeseed oil production.

Figure 16: Short-term prospects for production of oils and fats (Mio t).
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During the open discussion of this session it was mentioned that the simulated extreme
climate events take place after planting, and so the yield effect is a production change
over the planted area. Regarding the optimistic increase in feed use for poultry
production, it was mentioned that the feed conversion ratio (i.e. quantity of feed divided
by quantity of animals) is expected to continue improving in the EU and that also
sustained low maize prices make poultry production more competitive.
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5 Sweeteners

The EU sweeteners market is entering a transition period due to the recent expiry of
sugar quotas this year, what makes the analysis of the market very uncertain. In this
session Holger Matthey (FAO) introduced the keynote speakers, Sylvie Barel (DG AGRI),
Pierre-Henri Dietz (Tereos) and Claudiu Covrig (S&P Global Platts / Kingsman).

5.1 Preliminary EU outlook, 2017-2030

With a rapid transition to a more liberalized market, the main issue in the analysis is to
separate short from medium-term effects, especially in light of the 20% sugar production
increase in 2017 versus 2016. Sylvie Barel (DG AGRI) presented the Outlook projections
for sugar to 2030, focusing on the question of 'what can be expected following the
increased EU-28 post-quota production?' In order to answer this question, she focused
on the main market drivers: consumption, world prices, trade and biofuels.

Regarding consumption, Ms. Barel stressed the fact that sugar is consumed in many
forms representing a sizeable proportion of total energy intake by EU citizens. However,
consumer preferences towards healthier diets together with the existing regulatory
framework are driving down the consumption of sugar (average annual decrease of
0.5%) and making the consumption of alternative sweeteners increase (i.e. isoglucose
moving from 5% in 2017 to 10% of EU sweetener market by 2030) (Figure 17).

Figure 17: Sweetener consumption in the EU.
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World sugar production is expected to increase by 27% by 2030, with half of the
production increase to happen in Brazil, India and the EU. The end of quotas makes EU
prices more volatile and exposed to world price fluctuations leading to a lower gap
between the EU price and world prices, with the EU price around 50 Euro above the world
price. In the long term domestic sugar production is expected to stabilize about 8%
above quota production, as the high production figures of 2017 can be considered a
reaction to the new environment that won't be sustained.

Lower imports (1.5 Mio t by 2030) are also expected as a consequence of the end of the
sugar quota and the increase of domestic production. This mainly affects raw sugar
imports from EPA/EBA countries. At the same time, exports are increasing over time (2.4
Mio t by 2030), even if strong competition in the world market will be a limiting factor to
trade (Figure 18).

Last but not least, the end of the quota system in the EU allows for more flexibility for
switching between sugar and ethanol production. Therefore, it is expected that 10%
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more sugar beets will be directed to ethanol production in the EU, raising ethanol
production to 14% of total sugar beet consumption.

Figure 18: EU-28 sugar trade in the EU Outlook.
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5.2 Presentations by invited experts and discussion

Pierre-Henri Dietz commented on the EU sugar projections, mainly focusing on the short-
term developments. In his view, the recent change in the EU sugar regime makes
comments on sugar projections a complicated task. According to him, the EU sugar
market has moved "from an environment of attractive prices but limited volumes to a
model with lower margins but more arbitrage opportunities". With the title of his
presentation (i.e. "EU to become the largest white sugar exporter?") he challenged the
audience.

For Mr. Dietz, the end of the quota means that idle production capacity can be activated.
In other words, sugar producers could reduce their fixed costs by increasing the length of
the beet campaign, a situation that is already happening as it can be seen in Figure 19.
Therefore, in his view, a significant increase in sugar production can be expected (20 Mt
expected in 2017/18), making the EU trade swing from a net importer to a net exporter
position.

Figure 19: Length of beet campaign per country.
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More arbitrage opportunities are likely to appear in a post-quota market environment.
For refineries, sugar or ethanol production decisions are driven by market conditions.
Similarly, consumers can chose between sugar and iso-glucose, so that sugar prices
become more and more affected by grain prices. Pierre-Henri concluded by agreeing with
his provocative question as he sees the EU as likely to become the largest world exporter
of white sugar in 2018, becoming another alternative for importers.

Claudiu Covrig (S&P Global Platts / Kingsman) focused his presentation on the main
elements affecting world sugar markets. Whereas world sugar production is expected to
experience in 2017/18 the highest increase in global production in the past 7 years
(7.5%), consumption is only growing by 1%, what provokes a considerable imbalance in
world markets. The EU consolidates its position as the third largest world sugar producer
(Figure 20). This will come with increased competition for land in the EU, since in a
liberalized market sugar beet growers can increase their area at the expense of other
crops.

Figure 20: Top global sugar producers (Oct/Sept basis).
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The increase of sugar production and associated exports together with a context of lower
world sugar prices can lead the EU sugar sector to face some competitiveness problems.
The EU producer costs (ranging from 18 to 21 cts/Ib) are far from Brazil (ranging from 13
to 16 cts/Ib). Moreover, higher competition from Middle East and North America (MENA)
countries is expected, which are becoming an important centre of sugar refining and
consumption. Out of the top 8 global refineries that account for an estimated capacity of
about 11.3 Mio t per year, 4 are from the MENA region, totalling an estimated capacity of
around 5.55 Mio t a year

Regarding trade, world exports of raw and white sugar are expected to decrease in 2017.
However, the EU can see increased export volumes (Figure 21). Before 2006 the EU used
to be net exporter, but the WTO export cap led the EU to turn into a net importer. This
situation is expected to reverse and between 2017 and 2027 the EU will experience net
export volumes ranging from 0.5 to 3.9 Mio. t as a result of exports reaching 5.5 Mio. t.
and imports ranging between 1.5 and 2.5 Mio. t.
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Figure 21: EU historical sugar exports.
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Mr. Covrig forecasts production higher than the EU Outlook due to the higher crude oil
price and the change in PETROBRAS policy to adjust gasoline prices on a daily basis (i.e.
closer relationship between sugar prices and crude oil prices), what could send sugar
prices higher. Moreover, decrease in sugar consumption and higher isoglucose demand
would give more export availability of European sugar.

During the open discussion it was argued that only world sugar prices in the 410 to 450
dollar per tonne range (at EUR/$ exchange rates around 1.17) and good yields would
allow the EU to cover its production costs. Furthermore, it was stressed that the white
sugar premium only affects refineries re-exporting sugar and to be profitable those
refineries would need a white premium above the threshold of 70-75 dollar per tonne.

Another issue discussed was the 'insurance' effect of sugar beet production for farmers
during the quota regime. Participants indicated that farmers would need to engage in
sugar beet cooperatives and set a price fixed for at least a two year period to have a
stable position in the market. Moreover, the share of sugar beet going to ethanol is likely
to decrease to 10-12% by 2030, since the ethanol market is becoming a grain-based
market (corn and wheat).

There was also some discussion regarding the downward trend in sugar consumption.
Sugar consumption has not changed in 50 years; the only change has been how it is
consumed with an increased share of consumption coming via processed products.
Moreover, sugar is exported to a large extent in food products and not only in raw. In
turn, isoglucose production can reach 2 to 3 Mio tonnes according to the EU starch
industry.

The future trade with EBA countries was also addressed during the discussion. Here no
major effects are expected for the bulk of these countries, with some redirection of
exports to e.g. South Africa and keeping imports of special varieties (i.e. organic sugars).
However, some problems to export for some Caribbean islands might appear.
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6 Agriculture and the Environment

In this session two invited experts analysed several aspects related to agriculture
production and environmental issues. In particular, the first presentation was dedicated
to ammonia emissions from agricultural activities and the second presentation provided
an overview of EU environmental legislation linked to agriculture.

6.1 Presentations by invited experts and discussion

Frank Dentener (JRC Ispra) focused his presentation on ammonia (NHs) emissions from
agriculture. The agricultural sector is responsible for 92% of the total human emissions
of ammonia in the atmosphere (Figure 22), of which 80% are from livestock and 20%
due to the use of mineral fertilizer. Atmospheric ammonia is particular important in the
formation of particulate matter (PM2.5) that contributes to the degradation of air quality.
In the EU-28, around 400,000 premature human deaths are attributable to air pollution,
to which a substantial contribution comes from ammonium nitrate. The negative impacts
of this pollutant are also on natural vegetation and ecosystems (i.e. through N-deposition
that leads to eutrophication). Due to the natural atmospheric motions, the impacts of
ammonia can occur also very far from its sources (i.e. transboundary effects).

Figure 22: EU-28 - Reported national ammonia sources and emissions.
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With respect to possible future ammonia emissions by 2030, Mr. Dentener analysed the
main emission drivers and compared the projections provided by the Member States, the
outcomes of the CAPRI model (i.e. baseline results) and the limits imposed by the
National Emission Ceilings Directive (NECD, Directive (EU) 2016/2284°). The main
socioeconomic drivers for agricultural NH3; emissions are related to demographics, GDP
growth and purchasing power, developments at the world markets and consumer
preferences, especially regarding demand for meat and milk products. The major
technological and agronomical related drivers affecting the nitrogen balance, are
increasing crop production efficiency (i.e. higher yields), mineral fertilizer use, and
livestock related factors like animal numbers, production efficiency, and herd
composition. The NH; emission factors are in turn affected by the management practices,
such as grazing vs. indoor livestock keeping, manure and fertilizer handling (i.e. storage
and application), as well as weather conditions. Mr. Dentener's analysis shows that
according to projections provided by the Member States (MS) 21 MS will not reach the
2030 NHs reduction target, as the 2030 projections by the MS are similar to a stagnation
of emissions at 2020 levels. However, the CAPRI model projections appear more
optimistic since they consider possible emissions reductions due to technological progress

5 http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3A0J.L .2016.344.01.0001.01.ENG
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and better nitrogen use efficiency in livestock and crops over the next years, which would
leave only five MS not reaching their targets.

Building further on the CAPRI projections, Mr. Dentener estimated that the projected
reduction in NH5; emissions would imply around 9.800 premature deaths avoided between
2008 and 2030 (Figure 23)

Figure 23: EU-28 premature deaths avoided by NH3 emission reduction between 2008 and 2030.
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Claudia Olazabal (DG Environment), presented an overview of the principal EU
environmental Directives linked to agricultural production. Building on the EEA report
(2015) 'State of the environment', Ms. Olazabal first outlined that environmentally-
harmful farming practices might undermine the long-term sustainability of agriculture
and the ability of agro-ecosystems to provide services beyond food production. Ms.
Olazabal rapidly presented the complex and articulated EU legislations and initiatives of
"EU biodiversity strategy for 2020" (ambiguous target to stop biodiversity loss by 2020);
"Natura 2000" (the biggest network of nature protection areas in the EU, designated
under the Habitats Directive and Birds Directive, which require a targeted and continuous
agricultural management); Water Framework Directive (2000/60/EC) (setting the
objectives and rules for water protection ); Nitrates Directive (91/676/EEC) (preventing
water pollution caused by nitrates from agricultural sources); ambient air quality and
cleaner air for Europe Directive (2008/50/EC) (setting maximum concentrations of air
polluting substances). She also outlined possible future measures for maintaining or
increasing soil organic matter, such as catch crops, winter cover, buffer strips, mulching,
etc.

Summarising, Ms. Olazabal stressed the importance of considering these different
environmental aspects within the agricultural outlook, since a sustainable agricultural
development has to be the basis for the market projections as otherwise legal
mechanisms could be triggered by legal boundary limits (Figure 24).
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Figure 24: Flowchart of the link between the agricultural market outlook and environmental
legislation/obligations.
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The open discussion following the presentations was mainly focused on implementation
of the presented directives at MS level and their impact on agricultural market
developments. For example, it was stressed that the medium-term market projections
have to be coherent with environmental legislation requirements. For instance, NECD
targets are clearly limiting the further increase of livestock numbers in the Netherlands.
This might not necessarily mean that production in the Netherlands will have to be
reduced, but it has to be produced differently than in the past. As another example, the
experienced problems in some German regions to respect the Nitrates directive were
mentioned. The way the law was implemented in Germany made very difficult for hot
spots (i.e. vulnerable zones) to comply with the targets. However, Germany and other
MS are moving towards more tailored approaches, which might be more difficult to
establish but should lead to better environmental performances.

Precision farming was discussed as a technology that is good for the environment while
at the same time having also economic benefits for the farmers. However, depending on
the specific technology, it requires relative high investments not economically viable for
all farm types and sizes. Participants expect that technological progress will help
widespread the use of precision farming in the future.

A further point discussed was how far environmental legislation and related restrictions
are actually considered in the EU Outlook. In general, constraints from environmental
legislation are not explicitly included in the Aglink-Cosimo model but they are usually
taken into account in the short and medium-term projections given by market experts.
Moreover, the Commission pointed out that environmental issues are typically addressed
by other models (see presentation by Frank Dentener) and that the JRC's integrated
modelling platform for agro-economic policy analysis (iMAP) is used to complement the
agricultural market outlook with other analysis that also takes specific environmental
aspects and restrictions into account.
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7 Milk and Dairy Markets

Sophie Hélaine (DG AGRI) presented the preliminary EU outlook for the EU milk and
dairy markets, and Hans Jensen (JRC Seville) presented an uncertainty scenario related
to a potentially enhanced role of India on the international SMP market. Christophe
Lafougére (Gira) and Mirko Watjen (DMK) commented directly on the preliminary EU
outlook results and presented some further details regarding observed and expected
developments on the milk and dairy markets.

7.1 Preliminary EU outlook, 2017-2030

The preliminary outlook results for the milk and dairy markets were presented by Sophie
Hélaine (DG AGRI). She pointed out that the main driver for EU dairy market
developments is a growing global and EU demand, especially for cheese, butter and
cream, but also the demand for powders remains high. The strong demand developments
will support an increase in milk prices. Conversely, the biggest challenge over the
medium term might be the decrease in liquid milk consumption in the EU.

EU milk production is projected to be about 182 Mt by 2030, which would be an increase
of 1.4 Mt per year and implies the second highest production growth in the world behind
India. EU milk deliveries will also grow to 174 Mt by 2030, with the deliveries in the EU-
N13 set to increase from 76% in 2016 to 86% by 2030. Regarding demand for milk and
dairy products, the preliminary market outlook shows a continuous growth in world
import demand. However, with an annual increase of about 16 million t of milk
equivalents/year (+1.7%/year) this growth is expected to be lower than the growth over
the past decade. India is expected to show the biggest production increase (+6 Mt/year),
whereas China will remain the biggest importer, with annual import increases of about
3.7%. The EU is projected to benefit from the increasing world demand, showing an
increase in its market share.

EU dairy exports are projected to expand by 500 000 t/year (in milk equivalent), which is
more than 1/3 of the world trade growth for cheese, SMP, WMP and butter. EU exports
especially increase for cheese. SMP export growth is slowing down compared to the last
decade, but the share of EU exports in global SMP trade is further increasing, almost
reaching 37%. Currently the EU intervention stock levels are equivalent to three months
of production and the working assumption for the market outlook is that the stocks will
be released in 2018 and 2019.

The annual domestic EU consumption increase of dairy products is projected to be about
800 000 tonnes, mainly driven by increased consumption of cheese and other dairy
products (i.e. milk that is put into other products not specifically followed in the market
outlook, like lactose, casein, cream for ice cream), but also SMP consumption increases
(especially for chocolate, fat filled milk powders (FFMP), and baby food). Cream use is
also set to continue its growing trend, while yogurt consumption could rather stabilise. In
contrast, EU-28 liquid milk consumption will continue decreasing by 0.5 kg/capita per
year (i.e. the decrease in EU-15 outweighs the increase in EU-N13, leading to a net
decrease in EU-28; Figure 25, left panel). As one of the underlying reasons for the
decline in liquid milk consumption, Hélaine pointed out the increasing number of people
skipping breakfast, as for example in France the share of children skipping breakfast at
least once per week increased from 13% in 2007 to 29% in 2013. On the other hand,
especially the consumption of cheese is further increasing over the projection period,
with especially the EU-N13 exhibiting a lot of potential for further consumption increases
(Figure 25, right panel).
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Figure 25: Per capita consumption of liquid milk and cheese (kg/capita)
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Dairy product prices are projected to further increase, with the actual large gap between
EU butter and SMP prices to decrease progressively, and go back to the normal price
relationship after the stocks are emptied. The EU dairy herd is expected to further
decline, but at a slower pace than was examined before the milk quota abolishment (the
number of cows is expected to increase especially in Ireland). However, environmental
constraints can play an increasing role for dairy herd developments in some member
states. A decrease in the dairy herd size is especially projected for the EU-N13, mainly
driven by productivity growth. In the EU-28, a slowdown in yield growth is projected,
especially due to an increase in organic milk production and a change in breeds. By
2030, the share of organic milk is assumed to be about 10% in the EU-15 and 6% in the
EU-N13. In general, yield is expected to grow slower for organic than for conventional
milk production: +0.5% per year for organic and +1.5% for conventional in the EU-15;
+1.5% per year for organic and +3% for conventional in the EU-N13).

7.2 Presentations by invited experts and discussion

Hans Jensen (JRC Seville) presented a “what if*-scenario focusing on the dairy sector in
India looking at what could happen if India were to become a net exporter of SMP in the
near future. Mr. Jensen first presented some background information on the dairy sector
in India. India has the world largest dairy herd, with 122 million heads and a milk
production of 160 million t in 2016. Production increases by around 4.5% per year, but
the production structure is very small scale, as almost 90% of livestock is held by 122
million holdings of less than 4 ha, on average having 1.8 heads, of which 1.1 are female
cows. About 40% of the milk is consumed on-farm and 60% is sold on the market (of
which 17% is commercialised through cooperatives and private companies). The outlook
for India projects an annual milk production increase of 6 million t (3.2%), which is the
highest growth rate in the world and would result in a milk production of 219 million t by
2026. Even though it is expected that more milk will be sold through organised
commercial channels, India is projected to produce only for the domestic market and no
change in its net trade position will occur over the projection period. Mr. Jensen also
underlined that there is a large vegetarian population in India who loves dairy products,
but, compared to other countries in the region like Pakistan, the actual and projected per
capita consumption of dairy products suggests that there is still ample room for further
consumption increase in India (Figure 26).
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Figure 26: Per capita consumption of dairy products (kg/capita)
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Mr. Jensen presented a scenario that analysed what might happen to the world and EU
dairy markets if India were to suddenly become a net exporter of SMP, as it did in 2013.
The scenario setting reflects an opportunistic one year net exporting position in the
future, i.e. not a permanent one, assuming that India would export 256 000 tonnes of
SMP in the year 2024 (capturing 10% share of the global market).

Scenario results indicate that the modelled export increase of Indian SMP would decrease
world market prices for SMP by more than 6%, and would lead to a decrease of SMP
exports in the EU (-86 000 t), USA (-64 000 t) and New Zealand (20 000 t) and to an
overall increase in world SMP exports (+56 000 t). However, results indicate that the
one-year shock (i.e. one year of Indian SMP exports) would impact the international
markets only in the year of the shock, i.e. 2024, and would be almost completely levelled
out by 2025. The increased SMP exports would negatively impact the global exports of
butter/ghee®, which would decrease by about 13 000 t at global level, 6 000 t in the EU,
and 8 000t in New Zealand, and result in an increase in the world market price for
butter by 2%. While the impact would last in New Zealand also in the following year,
2025, EU butter exports would increase by 2 000 t compared to the baseline. The Indian
SMP exports would also lead to increases in global cheese exports of 3 000 t in 2024,
especially from the EU and USA (both +7 000 t), but both countries would experience
decreases of about 2 000 t in the following year.

Looking a bit closer into the production effects in the EU, Mr. Jensen showed that in the
year of the shock SMP and butter production would decline by 4.3% and 0.6%,
respectively, whereas an increase for cheese (0.3%), WMP (0.5%) and fresh dairy
products (0.7%) is projected. The EU farm gate milk price is projected to decline by
0.7%. However, under the assumption that India would only enter the SMP global
market for one year, also the EU market balances would return to their baseline levels
within two years.

Summing up his presentation, Mr. Jensen stressed that India is mainly focused on its
domestic market, but as SMP is a by-product of Ghee, it can be processed when prices
are attractive on the world market, which means that India could actually rapidly enter
the world market. The scenario results showed that this could indeed lead to disruptions
in EU dairy exports, but the impact on the EU milk price would remain rather small.

6 Ghee is a class of clarified butter, commonly used in South Asian and Middle Eastern cuisines.
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Christophe Lafougére (Gira) commented on the European Commission's preliminary
outlook results and presented his expectations regarding future developments of dairy
markets, focusing on world dairy consumption growth and especially on whey. Presenting
Gira's dairy consumption forecast, Mr. Lafougére indicated an increase in world dairy
consumption of 2.5% (77 million t) between 2017 and 2022. However, if India were not
considered, the consumption increase would be only 1.4% (29 million t), i.e. India
accounts for about 62% of the global dairy consumption growth. The main contributors
to the global consumption increase, after India, are China, EU, and US. Especially China
seems to be important in this context, as they only recently confirmed that they might
probably never be self-sufficient in dairy production. Looking closer into the global
consumption growth in the period 2017-2022, Gira expects very similar trends for fresh
dairy products and drinking milk to the period 2017/18, with the lowest growth rate for
drinking milk (despite the largest consumption volume) and a strong growth for fresh
dairy products. Whey will still experience the fastest growth, but volumes will remain
limited.

With respect to consumption in the EU, Gira expects drinking milk consumption to
decline, whereas a strong growth is expected in whey consumption. Moreover, the
forecast shows stagnation in fresh dairy products and negative growth for drinking milk,
the products with the highest consumption volumes. Mr. Lafougére stressed that the
Commission's market outlook foresees two major changes with respect to the production
of drinking milk and yoghurts, namely a strong decrease for drinking milk and a rebound
of yogurt production. Gira's forecasts show also a decrease in the consumption of fresh
dairy products, but, contrary to the preliminary Commission outlook, they do not expect
a big growth for yoghurt consumption. On the other hand, the Gira and the Commission
projections are quite in line with regard to cheese production and exports, whereas Gira
is more optimistic for the development of cream production due to an increase in export
demand.

Looking closer into the consumption growth in China between 2017 and 2022, Lafougére
outlined that yoghurt is expected to lead the consumption growth in terms of volume.
The assumption that the main products consumed are fresh and drinking milk reflects the
expectations for a continued strong growth in ambient and chilled yogurt consumption in
China. Furthermore, cream consumption is also expected to increase considerably, driven
by demand from the bakery sector. Following the consumption trends, China is expected
to import big amounts of cream and also cheese. Mr. Lafougére stressed that, in total,
China will import more than Russia before the import ban. Taking the focus to dairy
commodity imports in Sub-Saharan Africa (SSA), Mr. Lafougeére highlighted that the
growing demand for dairy products in SSA is not met by production, which pulls dairy
imports. SSA dairy imports increased by 4.1% annually between 2006 and 2016, and
Gira forecasts a further annual increase of 4.7% between 2017 and 2022. Powders are
the main products imported, of which Fat Filled Milk Powder (FFMP) has become the most
important one with a share of 55% in SSA dairy imports in 2017, driven by its lower
prices.

Setting a special focus on whey production and consumption, Mr. Lafougére underlined
that production growth in the three top producing countries (EU, US and China) is still
accelerating for the concentrated products, but not spectacularly so. On the other hand,
global whey consumption still shows high growth in all world regions (Figure 27). The
demand is driven by nutritional products and infant formula for which Gira forecasts
annual growth rates of 6.2% and 4.2%, respectively, for the period 2017 to 2022.
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Figure 27: Global technical milk protein powder consumption by product and region, in 2017 and
2022 (1000 t protein weight)
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In his presentation, Mirko Watjen (DMK) gave first some insights on structural change in
German dairy farming, highlighting the increased dynamics in the last years with respect
to the decrease in dairy farms (from 94 000 farms in 2010 to 75 000 farms in 2015), a
stagnation and then increase in the number of dairy cows prior to the milk quota
abolition, and an increase in the cow milk produced from 26.629 million t in 2010 to
32.685 million t in 2015. Mr. Watjen pointed out that there are clearly two different
phases in the structural change of German dairy farming, showing a moderate
development in the period 2000 to 2010, and an accelerated development since the year
2010 until today. Setting the milk price and raw milk supply in context, Mr. Watjen
showed the growth of milk supply in comparison to the previous year and compared it to
the raw milk price developments for the period from 2014 to September 2017 (Figure
28). He highlighted the long period when farmers suffered from low milk prices, as well
as the strong fluctuations of the milk price (a feature that is most likely to stay in the
future).

Mr. Watjen underlined the importance of policy regulations (concerning fertilizer use,
storage of feeding stuff, animal housing systems, and emission protection laws) and the
social acceptance of animal husbandry (concerning issues of animal welfare and
environmental protection) as the two most influencing factors that will determine the
future dairy production development in Germany in the short and medium term.

Commenting directly on the EU milk and dairy market outlook, Mr. Wé&tjen confirmed that
the EU will be an important global dairy supplier, but he sees more challenges for the EU
milk supply due to the same social and environmental reasons he had mentioned in the
context of German dairy production. With respect to demand he also expects both
growing local and global demand for cheese and butter, but he is less optimistic than the
EU outlook for SMP, as he sees the high SMP intervention stocks as quite difficult to sell.
Maintaining an average milk price level of 40 cents/kg will also be difficult as price
volatility will rather stay, which will require new tools to deal with the volatility.
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Figure 28: Setting milk price and raw milk supply in Germany over time
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In the open discussion it was underlined that the EU outlook is a pure balanced
approach, assuming that the EU SMP intervention stocks will be released to the market.
Some participants stressed that there is strong potential for milk production increases in
the EU, and therefore the EU milk production might grow faster than expected in the EU
outlook. The robustness of the EU cheese market projections was discussed: participants
agreed that the outlook for EU cheese can indeed be considered as quite robust. Some
participants pointed out that SMP production grew fast in the past and that it is not clear
why this would not maintain in the future. In this sense participants indicated that the
export picture for SMP might actually be brighter than projected by the Commission.
With respect to FFMP it was highlighted that it is difficult to track down, as there is not
much data available. However, there is a growing market for FFMP as it is the cheapest
way to get fats and proteins, and it is becoming a real ingredient itself.

One participant raised the question on the influence of different exchange rates on the
EU dairy market development. The exchange rate is indeed considered as important,
mostly for imports and demand, as could be seen in the past for cheese. In this context
an uncertainty analysis could be helpful to capture possible impacts of different exchange
rate developments.

Regarding organic milk production, the importance of the growing market was
underlined. However, it was emphasized that conventional milk production is also doing a
lot for sustainability, which helps to compete with organic premium products. One
participant also stressed that the GHG impact of organic milk production is higher than
the one of conventional milk production (in terms of GHG emissions per kg of milk),
which puts its sustainability into question.

Commenting on the local capacity of milk production in Africa, it was highlighted that
there is growing production (and potential) in East Africa, but an increase in West Africa
is considered complicated due to investment constraints. However, growing income will
lead to increasing demand for dairy products in Africa. Further discussion points were the
limited milk production increase in New Zealand due to environmental constraints, and
the limited production increase in India due to its small production structures.
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8 Meat Markets

Preliminary projections with regard to the medium-term development of EU meat
markets were presented by Benjamin Van Doorslaer (DG AGRI). A scenario analysis of
the potential production and consumption impacts of a counterfactual avian flu outbreak
in the EU was presented by Simone Pieralli (JRC Seville). Petra Salamon (Thiinen
Institute) presented an overview of beef markets at the MS level, while Lukasz Dominiak
(KRD-IG) and Michel Rieu (IFIP) discussed the prospects and challenges of the EU
poultry and pork industries, respectively.

8.1 Preliminary EU outlook, 2017-2030

According to the preliminary EU meat market Outlook, presented by Benjamin Van
Doorslaer (DG AGRI), global meat consumption to 2030 is expected to grow by 1% p.a.
mainly due to increasing population in the developing world. Stagnation in developed
economies, such as Canada and the EU-15, however, keep the rate of increase at a low
level. Global imports are expected to rise by 2% p.a. owing to increasing demand in
developing countries particularly for poultry and beef. Population change, income growth,
sanitary and food safety concerns, and environmental and animal health regulations will
remain major factors impacting the dynamics of world meat markets.

The Outlook foresees low rates of change in per capita annual consumption of meat in
the EU (-0.1% in EU-15, 0.3% in EU-N13). Increasing demand for poultry is generally
expected, while pigmeat consumption will go up only in EU-N13. Domestic demand for
beef and veal follows a downward trend, whereas demand for sheep and goat meat will
remain relatively stable (Figure 29).

Figure 29: Consumer baskets in the preliminary EU Outlook, 2017-2030 (retail kg/capita)
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Poultry production and exports are expected to rise by 5% and 19% (2030 vs. 2014-16)
due to increasing demand both at the domestic and international levels, the latter
absorbing about one-third of the former. Pigmeat production is projected to grow at a
slower pace (2%) due to declining domestic demand, rising environmental concerns, and
competition on the world market. Pigmeat exports are more pronounced (12%),
reflecting potential gains from the end of the Russian ban in 2017. Chinese import
demand, however, shows signs of slowing down and thus, poses an uncertainty.
Domestic beef production and exports are projected to drop by 7% and 21% in 2030
following the corresponding declines in EU dairy herd, domestic consumption, and import
demand in non-EU Mediterranean regions. Sheep and goat meat production will slightly
increase and stabilise (4.6%), though export prospects seem unfavourable due to high
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competition on international markets. At the end of the projection horizon, domestic
producer prices are expected to eventually stabilise and clear at the levels of 1,683 EUR/t
(pigmeat), 1,810 EUR/t (poultry), 3,930 EUR/t (beef), and 4,470 EUR/t (sheep),
respectively.

8.2 Presentations by invited speakers and discussion

Simone Pieralli (JRC Seville) presented a scenario analysis of the potential production
and consumption impacts of a counterfactual avian flu outbreak in the EU. Considering
the absence of technological breakthroughs that may cure the virus, which provokes
rapid death in the affected animals, the scenario assumes: (a) a two-year ban on poultry
imports from the EU (2018 and 2019); (b) an EU-wide culling of poultry that reduces
domestic production by 25% in 2018; and (c) a drop of domestic poultry meat
consumption by 10% in 2018 and 2019 to reflect the potential loss of consumer trust.

Figure 30: EU poultry net trade (left axis; 1000 t, ready to cook) and price variation (right axis;
percentage variation) - scenario results against the preliminary EU baseline, 2017-2030
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Due to massive culling of poultry that would otherwise be destined for export, the results
show that domestic production drops by 22% and 15% in the two years of the ban to
slowly recover by 2022 (Figure 30). This production cutback leads domestic producer
prices of poultry to increase by 11% in 2018, drop by 12% in 2019 as production
resumes, and to eventually stabilise by 2022. Similarly, consumer prices increase by
4.3% (2018) and drop by 5% (2019), thus leading food consumption of poultry to also
fall (-12% in 2018, -8% in 2019). In the first year of the ban EU imports increase by
16%. However, the drop in consumption and subsequent take-up of production lead to a
greater fall in imports in 2019 (-51%). The most notable cross-price effect can be found
for beef and veal (4.5% drop in 2019). Domestic poultry inventories fall by 22% and
15% in the two years of the ban reacting to oversupply. Domestic meat markets fully
recover by 2022.

At the same time, Ukrainian, Egyptian, and Philippine imports in 2018 decline by 5.3%,
10.5, and 6% respectively, to smoothly resume over the following years. The domestic
and international supply gaps are filled with increased exports mainly from your Ukraine
(5.5% in 2018) and Brazil (12.6% in 2018). As every region trades with the world
market in the model, bilateral trade flows cannot be directly inferred.
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In closing his presentation, Mr. Pieralli explained that consumption and trade of meat
adjust relatively smoothly. Nevertheless, exports could take up to five years to recover.
Depending on the trade position of the EU and the bilateral agreements in place at the
time of an avian-flu pandemic, more limited or dramatic consequences cannot be
excluded. As a general caveat, the model does not allow for a differentiation between the
various types of cuts or their quality.

Lukasz Dominiak (KRD-IG) expects a small increase in EU poultry production and
consumption, the former being more dynamic (esp. in EU-N13) than the latter. His
presentation centred around the idea that imposing stricter standards on domestic
poultry production regarding food safety, animal welfare, and environmental protection
may take away the competitive position of the EU on international markets. While large
investments have been carried out with regard to compliance with the farm-to-fork
principle, production in various countries from which the EU imports (e.g., Brazil,
Thailand, Ukraine) have little to no regulation on the use of GM feed, meat-and-bone
meals, and ammonia emissions. As one-fourth of the breast meat consumed in the EU
comes from non-EU regions, Mr. Dominiak raised the issue of quality-to-price regarding
imports ('does the quality of poultry imports justify a high import price?”). To exemplify
this point, he explained that while average production costs in the EU after slaughter
equal 1.5 EUR/kg c.w.e., Brazilian and Ukrainian production costs are about 30% lower
(Figure 31).

Figure 31: International comparison of primary production costs of broilers, 2015

19
17
117
89
USA THA BRA ARG RUS

m Cost farm level m Cost slaughter

160 -
140 -

120 -

100 ~

80 -

60 -
40 -

20 +

eurocent per kg carcass weight

0 A

UKR

Source: Slides of L. Dominiak (KRD-IG)

Mr. Dominiak closed his presentation questioning how the EU can satisfy the expectations
of domestic consumers (e.g., on welfare, growing strains, GM feed) while remaining
highly competitive at the international level. He believes that this could be achieved upon
diversifying domestic production to adapt to changing consumer preferences, and by
negotiating reciprocal standards at the international level to retain international
competitiveness.

Michel Rieu (IFIP) started his presentation by commenting on the preliminary pigmeat
projections. Driven mainly by exports, EU pigmeat production has been high over the last
three years with a potential to increase even more. For this reason, Mr. Rieu considers
the absence of variability in the market projections too optimistic. He outlined four
factors that may change this picture in the medium term. First, domestic pork demand at
the household level is going down, and so does consumption of fresh and processed pork
in big Member States. Second, Chinese import demand shows signs of slowing down
(Figure 32), which implies that the EU may have to start looking for new markets. Third,
global competition is growing. Production and exports particularly from the US, Brazil,
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Russia, and Ukraine have been steadily increasing over the last two decades. Finally,
sanitary outbreaks (e.g., avian flu, African swine fever) in large specialized farms or
regions of high density pose a huge challenge for the sector and, given the absence of
technological breakthroughs regarding animal treatment, may close the door of many
export markets. Mr. Rieu believes that strong coordination is required to deal with such
outbreaks not only among Member States but also between the EU and Eastern Europe.

Figure 32: EU exports of pig meat to third countries (left; 1000 t per year) and to China (right;
1000 t per month)
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Mr. Rieu added that the perception of the public regarding various aspects of pigmeat
production, such as the treatment of animals or negative environmental impacts, has to
be restored. It is, therefore, under the responsibility of companies, professional bodies
and governmental entities to do so without increasing the cost of production to an extent
that will endanger the competitive position of the EU; otherwise, domestic demand will
continue to fall.

Petra Salamon (Thidnen Institute) presented beef market developments at the main
Member States with AGMEMOD. In 2030, the picture differs by Member State. Production
will go down in France, Spain, Romania, Germany, and Poland, but the gap is growing in
the latter two due to increasing consumption (Figure 33). On the other hand, increasing
net indigenous beef production and decreasing consumption is foreseen for the medium
size producers (Italy, Ireland, the Netherlands, Belgium, and Austria), which are
expected to translate to exportable surplus. Overall, production is generally declining,
though consumption in EU-N13 is slowly increasing due to rising population. Dairy herds
dominate the development of beef production in the big four (France, Germany, UK,
Italy), but an increase in beef herds is also foreseen for some Member States (e.g.,
Poland, Romania).

Regarding trade within the EU, a slight increase in net imports is expected mainly for
Italy, Spain, the Netherlands, and Poland, coming mainly from France, Germany, Ireland,
Romania, and Hungary. Ms. Salamon concluded her presentation by listing the main
uncertainties regarding the medium-term development of beef markets, which boil down
to environmental and animal welfare obligations, the BREXIT, and changing consumer
preferences.
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Figure 33: Net indigenous beef production and use in selected Member States
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Following the presentations, in the open discussion some participants highlighted the
importance to differentiate among the various cuts of meat in the Outlook. As the current
structure of the model leads to projections that are presented as aggregates, the idea of
a split based on quality was mentioned (e.g., premium cuts vs. cheap cuts). Although the
panel recognised that such a distinction would give a clearer picture on potential market
development paths, interactions with the world market would be difficult to model
without all involved countries keeping records of transactions per type of cut.

It was also mentioned that EU meat markets may be under pressure, but different types
of meat are under pressure in different countries. The Outlook projections are presented
as aggregates, and so the ‘problematic’ meat-country combinations are difficult to infer.

Another issue questioned was the potential impacts of an African swine fever outbreak.
Mr. Van Doorslaer (DG AGRI) explained that the market projections assume no sanitary
epidemics, thus naturally leading to the absence of abrupt drops or jumps in the baseline
figures. He mentioned that a corresponding scenario will be considered for presentation
in the 2018 workshop.

At the end of the session the overarching question was why meat consumption in EU-N13
remains low. A number of factors were mentioned by the participants (higher prices,
lower quality, different consumer perceptions towards meat), albeit no clear consensus
was reached. Mr. Dominiak expressed the opinion that, if the picture changed in the
medium term (i.e., if consumption in EU-N13 followed that of EU-15) this could happen
only for poultry, as EU-N13 consumers show slowly signs of increasing willingness to pay
more for cuts of higher quality. Finally, he mentioned that the Chinese market is a rather
complicated one, and the EU should explicitly direct its exports on big or rapidly
developing cities rather than on remote areas that are more likely to be self-subsistent.
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9 Wine

In this session Ferdinand Meyer (BFAP, University of Pretoria) introduced the keynote
speakers, Marijke van Schagen (DG AGRI), Maria José Real Dias (Instituto da Vinha e do
Vinho, Portugal) and Stefano Baldi (Nomisma), who analysed the situation of the wine
market in the EU from different angles.

9.1 Presentations by invited experts and discussion

Marijke van Schagen from DG AGRI presented the main elements of the Outlook
projections for the wine sector. As the Aglink-Cosimo model does not cover wine, these
projections are based on in-house expertise with no price effects. This edition of the
outlook has seen a change in the methodology used and thus cannot be compared to last
year's edition.

From a demand perspective two main drivers will define the landscape of wine
production: the continuation of (i) decreasing per capita consumption and (ii) export
growth. In the EU-15 per capita consumption decrease slows down due to increased
sparkling wine consumption, while in the EU-N13 increasing incomes and shift from beer
to wine will lead to stable and even slowly increasing per capita consumption (Figure 34,
right). However, as EU-N13 only represents 11% of total wine consumption in the EU the
overall trend during the projection period remains at a -0.1% p.a. (Figure 34, left). In
terms of destination, direct other uses will halve during the projection period.

Figure 34: Wine domestic use in the EU (left) and consumption in selected MS (right)
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As far as export markets are concerned, despite increasing competition worldwide a
1.6% p.a. increase is foreseen driven mainly by wines protected by Geographical
Indications (GI). At the same time imports will increase too, focusing on bulk wine for re-
bottling in the EU for domestic consumption (Figure 35). Against this trend in
consumption, supply will also see a reduction of 0.2% p.a. which comes from a reduction
in area of 0.7% despite increased yields. The latter is the result of old vines being taken
out of production and partly replaced by new, more productive ones in GI regions.
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Figure 35: EU wine trade balance.
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Maria Joao Real Dias, from the Portuguese Institute of Wine and Vine, confirmed the
trend on vine abandonment and highlighted the restriction to vine plantations that exist
at the regional and varietal level, driven by national policy or GI regulations. The
increased yields are driven mainly by the possibility to mechanize production and the use
of new cultivars adapted to climate change, which will bring higher temperatures and less
water availability. Migration of planted area to the north is an ongoing process as an
adaptation strategy and climate change will be the main restriction to wine production
expansion. The decrease in consumption will be reinforced by health concerns that might
limit sales and GI policies which in some areas set minimum prices. EU wine production
will continue to find markets overseas helped by promotion of EU GI's and the fact that
the new world values EU wines, in particular China and the USA. Overall, her outlook
sees a world market for wine where the current production surplus of 20 million hl will
steadily disappear (Figure 36).

Figure 36. World's wine consumption and production.
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Stefano Baldi (Nomisma) confirmed the plausibility of DG AGRI's projections; however
three factors might challenge the assumptions. Production reduction might not happen as
there is increasing pressure to expand planted area in profitable (i.e. high-end GIs)
regions. Exports might not develop as positively as expected as also new world wines are
increasing in quality and reputation. Moreover, our competitors are signing free trade
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agreements with main export destinations where EU imports still face tariffs, and thus
price advantage (Figure 37). Last, consumption might reverse its decreasing trend if
mature markets such as Spain, France, and Italy stop their decline and sparkling wine
consumption continues to increase.

Figure 37. Free trade agreements effects on global trade
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During the open discussion some participants discarded the impact of limited availability
of plant protection products in the EU as a potential handicap for production expansion
and highlighted that climate change would be the main limiting factor. Already in 2017
adverse climate conditions had impacted wine production in France and Italy reducing
volumes by 18% and 26% respectively. All wine producing regions are moving towards
high end value segments which will make EU's dominant position in this segment more
difficult. Last, the emerging sparkling wine segment is assumed to continue as there is
no clear substitute, and the emerging of cheaper sparkling wines compared to
champagne also boosts demand.
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10 The Outlook in Terms of Value Added

Within this session the Outlook was presented in value added terms. For this, DG AGRI
uses an ad-hoc income module for the EU based on statistics coming from the Economic
Accounts for Agriculture. Additional presentations focused on the cost structure of EU
agricultural production and the calculation of agricultural trade in terms of value added.
Mariusz Migas (DG AGRI) introduced the keynote speakers Barthelemy Lanos (DG AGRI),
Claus Deblitz (Thinen Institute), Harry Smit (Rabobank) and Jared Greenville (OECD).

10.1 Preliminary EU outlook, 2017-2030

Barthelemy Lanos (DG AGRI) introduced the main drivers leading to EU income
developments in the Medium-Term: income, value of production, intermediate costs and
workforce. The presentation of these drivers is can be seen as summary of many of the
developments presented in previous presentations

Income per work unit in the EU is projected to increase in nominal terms while
stagnating in real terms. This development is the results of several factors. First the
declining trend in agricultural value of production in current prices, which has prevailed in
the EU-28 since 2012, is expected to change sign in the near term. The increase in the
agricultural value of production will be larger in the EU-N13 (4+3%) than in the E15
(+2%). On the cost side, intermediate costs have stayed relatively stable over time (i.e.
feed and energy fertilizers holding the largest share) and are expected to rise in the
medium-term mainly due to higher energy prices (i.e. oil prices are expected to double in
nominal terms) and inflation. Feed costs, in turn, are expected to remain relatively
stable. Last, workforce is expected to continue decreasing to 2030 (less than 9 Mio in
2030). Income per agricultural working unit (AWU) is relatively stable during the outlook
period in nominal terms (see Figure 38).

Figure 38: Agricultural workforce developments in the EU Outlook
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Mr. Lanos concluded his presentation by mentioning that these results need to be put
into perspective, assumptions do not reflect the particularities of costs in the agricultural
sector due to lack of data. For instance there is no differentiation between wages in rural
and urban areas.

10.2 Presentations by invited experts and discussion

Claus Deblitz (Thinen Institute) presented some results from the agri benchmark
network regarding the profitability of enterprises of pig and beef production from an
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international perspective. Among other aspects, he showed a comparison of price levels
between EU farms dedicated to sows, pig fattening and beef production, against a
benchmark pool of farms in other world regions. In comparison, the EU is not price
leader against all countries anymore. For example, prices in the US, Australia and
Canada caught up and prices in China exceed the EU prices. Also, prices (and costs) in
many South American countries increased relative to the EU, albeit remaining below but
with a smaller difference than in the past. Costs of production revealed as relatively large
in the EU compared with other countries but with quite some diversity (see Figure 39).
This diversity is what allows EU top farms to compete with average farms of non-EU
competitors.

Figure 39: Total cost of beef production 2016: EU farms versus the rest of the world
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For pigmeat, he presented results for sow farms as considerably better than for finishing.
The main reason is the level of the piglet price. High piglet prices tend to result in
profitable situations for the sow enterprise and diminising profitability in the finishing
enterprises. For beef, the highest potential is seen outside Europe, mainly in pasture
systems in South America. Even if EU remains as a high cost beef producer, the gap
seems to have narrowed in the last years.

Harry Smit presented the view from RaboResearch Food & Agribusiness on agricultural
production trends and their impact on demand for fertilisers. He started his presentation
by stressing that, after a tight situation between 2007 and 2013, agri-commodity
markets are currently at a 'downcycle’ mainly due to overcapacity in input industries,
especially in the fertilizer markets, which will probably hold for the next 4-5 years (see
Figure 40).

Compared to previous years exchange rate volatility is expected to decrease with a
stronger Euro. He also highlighted the need to take into account the variability of crop
rotations across the world when analysing agricultural markets.

Regarding agricultural profitability, he compared farmer margin's estimates up to 2018
across a series of countries. This showed significant variability even within the EU. For
instance France has experienced growing farm gross margins for the last couple of years
while in Poland they remained stable. Input costs (i.e. fertiliser, crop protection, seed,
fuel and land rent) have not changed significantly. When looking at the UK and
Netherlands, UK farmers have profited since 2016 from a weakening of the Pound and
the Netherlands has seen its farm margins decreased due to a low potato price (i.e. it
needs to be noted that potato area in the Netherlands represents 41% of cropland).
Looking at the US, one can see a stable evolution of farm margins, with land rents

43



representing the largest cost share in the Midwest and seeds in the Midplains. Differently,
Brazil (Mato Grosso) farms have suffered important increases in costs due to a weak Real
(i.e. high exchange rate against strong currencies in the world) since 2013. Last but not
least, Australian (South Wales) margins are expected to be significantly lower in 2018
due to drought conditions.

Figure 40: Agri-Commodity Cycle
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Jared Greenville (OECD) presented results of the analysis of agro-food trade in value
added terms. He stressed the fact that world agro-food trade is shifting from trade in
bulk commodities to greater trade within global value chains. With this change, trade in
value added is also becoming a better measure of the economic activity associated with
agro-food trade. Considering global value chains (GVCs) in food and agricultural markets
is of importance since it captures the production process for a final good, bring into the
light international linkages (mapping economic activities in different places) and are of
rising importance globally (i.e. products becoming produced 'partially' in one location).

Looking at trade in value added reveals the central importance of China in world agro-
food markets. China stays as the main country both in exports (i.e. exports that are then
processed somewhere else and become part of that country's exports) and imports (i.e.
imports from other countries that are used domestically to be exported as further
processed goods).

The nature of trade linkages for the EU show a picture of global sourcing of value added
to underpin EU exports that are concentrated on regional markets. For the outlook, with
increasing trade within GVCs, the impact of policies are likely to increase due to
compounding effects along the value chain and a general patterns of tariff escalation.

In general, strong growth in trade in value added has been observed over the past 10
years. Looking at the different agricultural commodities, sugar cane emerges as the
agricultural sector that has experienced the highest value added export growth (see
Figure 41).
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Agricultural sectors in terms of value added export growth

Figure 41
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11 International Issues

Tassos Haniotis (DG AGRI) opened this session lamenting the fact that the discussion on
BREXIT would be absent as the presenter from AHBD had to cancel his participation.
However, the studies on the impact of BREXIT on UK agriculture by AHBD are already
publicly available. The discussion was thus limited mainly to two topics: the role of
energy prices and the impact of new technologies on farm income.

John Baffes (World Bank) expressed his concerns regarding a new mid-to-long term
period of low agricultural prices which would resemble the 1985-2003 period. Impact on
food prices is mainly driven by cost-side considerations and not from demand. Demand,
leaving aside some policy driven hiccups such as biofuels and short-term impacts of
extreme weather events, will remain stable and will become largely decoupled of GDP
growth as Engel's Law is confirmed with existing data. The overinvestment on energy
production capacity during the 2011-2014 period together with reduced GDP growth
expectations of emerging economies forecasts a long period of low energy prices, and
therefore cost pressures on food production are not foreseen. The Outlook projection
period will most probably be a time of low output and input prices for agricultural
commodities. The other potential disruption in agricultural markets (the agricultural
policy agenda of the Trump administration) does not seem to be so disruptive. The public
works investment program is not significant enough to impact on metal prices, and
energy policy will have little effect on prices as shale developments guarantee low prices.
The only remaining risk is the revision of NAFTA, which could disrupt international
commodity markets, but there is no clear signal of where that revision might lead to.

Olli Honkamaki (Valtra) discussed the potential of new technologies disrupting the
agricultural landscape. Farmers are not different from any other consumer segment; they
want technology in their machinery. In a situation where farm consolidation is taking
place, farmers need information on their activities to make money. Data and mobile
access to it are already available in the sector, data are used to optimize machinery
maintenance and also farm performance. The farming sector is the ideal area for
deployment of autonomous vehicles as they don't work on roads, and the same applies
to drones. Currently industry is lagging behind demands of farmers for new technology
developments, and investment on R&D must not be underestimated.

The open discussion focused mostly on the plausibility of large scale technology
deployment. There were concerns about farmer adoption capacity, however the
representative from Valtra highlighted that this technology is already being used, and
those who get in contact with it want to have it at their disposal when investing in
machinery renewal. Moreover, contrary to mainstream thinking, internet unavailability is
not limiting the use of data in farming as satellite-based alternatives can be used.
Another argument put forward that went against current thinking is that of technology
displacing labour. The Valtra representative turned the argument around and believed
that technology is allowing farming to continue where there is no labour willing to work
in. While human inputs will still be needed, the amount of land a single person will be
able to control will continue increasing. However, it is true that this technology is not for
everyone. The technology has been developed for markets that can pay for it, mainly the
EU and the USA, so Africa may lag behind. There are also some sectors where there is
just no innovation. The gap between those who innovate and increase efficiency and
those who not and lag behind will only grow in the future.

There was also some discussion on the probability of low price projections for the
agricultural sector. Low prices seem at odds with a situation of population growth, GDP
growth, and climate change impacts. But population growth is already being taken care
of by technological progress and GDP growth does not really affect agricultural markets,
as again Engel's law shows increased income focuses on other types of consumption.
Regarding the reduction in volatility also predicted, John Baffes discarded geopolitical
tensions having an impact on food prices, recent developments in markets show that
contrary to expectations prices both of energy and commodities remain stable despite
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high political uncertainty. While this could be explained by excess liquidity in markets due
to loose monetary policy, it is probably related to the fact that once governments
withdrew from market intervention in the 1980's, now markets are just too big for any
single government to have an impact on them even if they wanted. This however,
doesn’t preclude instability being caused by big financial players. The other source of
volatility remaining is climate change and extreme weather events, and indeed volatility
can increase if the latter become more common.
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List of abbreviations and definitions

AGMEMOD  Agricultural Member State Model

AD Anti-dumping

AWU Annual working unit

CAP Common Agricultural Policy of the EU

CAPRI Common Agricultural Policy Regionalised Impact Modelling System

C02 Carbon dioxide

cwe Carcass weight equivalent

DDGs Dried distillers grains

DG AGRI Directorate-General for Agriculture and Rural Development

EBA Everything But Arms

EFA Ecological Focus Area

EPA Economic Partnership Agreements

EU European Union

EU-N13 EU member states that joined in 2004 or later

EU-15 EU member states before 2004

EU-28 EU member states (2017)

EUR Euro (currency of the Eurozone)

FAME Fatty Acid Methyl Esters

FAO Food and Agriculture Organization of the United Nations

FFMP Fat Filled Milk Powder

FTA Free trade agreement

GDP Gross domestic product

GHG Greenhouse gas

GI Geographical Indications

GM Genetically modified

GVC Global value chains

HVO Hydrotreated Vegetable Oil

ILUC Indirect land use change

iMAP Integrated Modelling Platform for Agro-economic Commodity and Policy
Analysis

JRC Joint Research Centre

MENA Middle East and North America

MS EU member state

MTOE Million Tonnes of Oil Equivalent

NECD National Emission Ceilings Directive

OECD Organization for Economic Co-operation and Development

OPEC Organization of the Petroleum Exporting Countries
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PO
RED
SMP
SSA
UAA
UK
us
usb
VCS
WMP
WTO

Producer Organization
Renewable Energy Directive
Skimmed milk powder
Sub-Saharan Africa
Utilized agricultural area
United Kingdom

United States of America
US dollar

Voluntary coupled support
Whey milk powder

World Trade Organization
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Annexes

Annex 1. Workshop Agenda

DAY 1-19 OCTOBER 2017

08:30 Registration and welcome coffee
SHUD S EEED BACKGROUND OF THE WORKSHOP
Session 1
Welcome and background Giovanni De Santi, DG JRG
Tassos Haniotis, DG AGRI
Workshop introduction Giampiero Genovese, DG JRC
9:30 - 10:30 MACROECONOMIC CONTEXT
Session 2 Chair: John Baffes (World Bank)
(10 min) Baseline macro and policy assumptions Pierluigi Londero, DG AGRI
(20 min)  Presentations Diego Iscaro, IHS Markit
Mark Routt, KBC
(30 min)  Open discussion All participants
10:30 - 11:00 Coffee break
11:00 — 12:00 BIOFUELS
Session 3 Chair: Céline Giner (OECD)
(15 min)  EU agricultural outlook Sylvie Barel, DG AGRI
(20 min)  Presentations Claus Keller, FO licht
Rohaise Low, LMC
(30 min)  Open discussion All participants
12:00 - 13:15 Networking lunch
13:15 - 14:45 CEREALS AND OILSEEDS
Session 4 Chair: Seth Meyer (USDA)
(15 min)  EU agricultural outlook Koen Mondelaers, DG AGRI
(15 min) How could EU cereals markets be affected by Thomas Chatzopoulos, DG JRC
climate extremes?
(20 min)  Presentations Andrée Defois, Tallage
Thomas Mielke, Oilworld
(40 min) Open discussion All participants
14:45 - 15:15 Coffee break
15:15 - 16:30 SUGAR
Session 5 Chair: Holger Matthey (FAO)
(15 min)  EU agricultural outlook Sylvie Barel, DG AGRI
(20 min)  Presentations Pierre-Henri Dietz, Tereos
Claudiu Covrig, Platts
(40 min) Open discussion All participants
16:30 - 17:30 AGRICULTURE AND THE ENVIRONMENT
Session 6 Chair: Doris Marquardt (EEA)
(10 min) EU Outlook on environmental indicators Frank Dentener DG JRC
(15 min) The environmental framework Claudia Olazabal, DG ENV
(35 min) Open discussion All participants
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DAY 2 - 20 OCTOBER 2017

08:30 Registration and welcome coffee
09:00 Warm-up Ignacio Perez Dominguez DG JRC
Fabien Santini, DG AGRI

9:15 - 10:45 MILK AND DAIRY MARKETS
Session 7 Chair: Philippe Chotteau (IDELE)
(15 min)  EU agricultural outlook Sophie Hélaine, DG AGRI
(15 min)  Scenario on SMP exports from India Hans Jensen, DG JRC
(20 min)  Presentations Christophe Lafougere, GIRA
Mirko Watjen, DMK
(40 min)  Open discussion All participants
10:45 -11:15 Coffee break
11.15-12:45 MEAT MARKETS
Session 8 Chair: Francois Cadudal (ITAVI)
(15 min)  EU agricultural outlook Ben Van Doorslaer, DG AGRI
(15 min)  Scenario on avian influenza Simone Pieralli, DG JRC
(30 min)  Presentations Petra Salamon, Agmemod

Lukasz Dominiak, National Poultry Council
Michel Rieu, IFIP

(30 min)  Open discussion All participants
12:45 - 14:00 Networking lunch
14:00 — 14:45 YINS
Session 9 Chair: Ferdinand Meyer (BFAP)
(10 min)  EU agricultural outlook Marijke van Schagen, DG AGRI
(20 min)  Presentation Maria Jodo Real Dias, Instituto da Vinha e do
Vinho
(15 min)  Open discussion Stefano Baldi, Nomisma
All participants
14:45 - 15:15 Coffee break
15:15 - 16:15 INCOME, COSTS and VALUE ADDED
Session 10 Chair: Mariusz Migas (DG AGRI)
(20 min)  Income Barthelemy Lanos, DG AGRI
(30 min)  Presentation Claus Deblitz, Agribenchmark

Harry Smit, Rabobank
Jared Greenville, OECD GVC
(20 min)  Open discussion All participants

16:15-17:00 THE INTERNATIONAL CHALLENGES AHEAD

Session 11 Chair: Tassos Haniotis, DG AGRI

(45 min) Round Table discussion David Swales, AHDB
John Baffes, World Bank
Olli Honkamaki, Valtra

17:00-17:15 Closure
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Annex 2. List of participants

Name Surname Affiliation

Marcel Adenauer OECD

Laura Aguglia European Commission

Defois Andrée Tallage

Alessandro Antimiani European Commission

Alexander Anton EDA European Dairy Association
Pedro Arruda International Sugar Organization
Peter Baader European Commission

John Baffes World Bank

Andrew Baird Fonterra Europe

Stefano Baldi Nomisma spa

Martin Banse Johann Heinrich von Thinen Institute
Sylvie Barel European Commission

Jean Marie Barillere Comité Européen Entreprises de Vins
Jesus Barreiro-Hurle European Commission

Julia Beile European Commission

Maria Bielza European Commission

Michela Bisonni Agra CEAS Consulting

Maria Blanco Universidad Politécnica de Madrid
Silke Boger European Commission

Laurent Bontoux European Commission

Manuel Boss European Commission

Maria Jodo Braga Instituto da Vinha e do Vinho, I.P.
Frangois Cadudal ITAVI

Gérard Calbrix ATLA

Andrea Capkovicova European Commission

Thomas Chatzopoulos European Commission

Philippe Chotteau Institut de I'Elevage

Maria Christodoulou Agra CEAS / Informa IEG

Juan Corbaladn Spanish Agrifood Cooperatives
Vincent Cordonnier European Commission

Claudiu Covrig Kingsman - S&P Global

Michel De Knoop European Commission

Els De Rademaeker European Commission

Giovanni Di Santi European Commission

Claus Deblitz Johann Heinrich von Thinen Institute
Manuel Del Pozo Ramos European Commission

Frank Dentener European Commission

Frangois J. Dessart European Commission

Pierre Henri Dietz Tereos

Lukasz Dominiak National Poultry Council

Trevor Donnellan Teagasc

Julia Duquet Louis Dreyfus

Guy Duren European Commission

Philippe Dusser AVRIL

Mohamed El Aydam European Commission
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Name Surname Affiliation

Thomas Fellmann European Commission

Klaudia Feurle Eucolait

Maria Fladl European Commission

Louisa Follis BUNGE

Valeria Forlin European Commission

Jean-Pierre Garnier Agriculture & Horticulture Development
Board

Giampiero Genovese European Commission

Céline Giner OECD

Jared Greenville OECD

Benjami Guixens DanTrade

Andreas Guth ePURE

Emélie Halle Groupe Avril

Tassos Haniotis European Commission

Kevin Hanrahan RERC - Teagasc

Sophie Hélaine European Commission

Philipp Hildebrandt UECBV

Olli Honkamaki Valtra

Aurora Ierugan European Commission

Diego Iscaro IHS Markit

Juliette Jacques Starch Europe a.i.s.b.l.

Hans Jensen European Commission

Roel Jongeneel WECR

Marjo Kasanko European Commission

Claus Keller F.O. Licht Commodity Analysis

Gerardus Klaassen European Commission

Muriel Korter CAOBISCO

Mykyta Kuzmenko Louis Dreyfus Company Suisse S.A.

Elisabeth Lacoste CIBE

Christophe Lafougeére Gira

Barthelemy Lanos European Commission

Jurgita Lekaviciute European Commission

Fabrice Levert INRA

Carl-Johan Linden European Commission

Pierluigi Londero European Commission

Rohaise Low LMC International

Doris Marquardt European Environment Agency

Nicolas Martin FEFAC

Carlos Martin Ovilo European Commission

Timothee Masson CGB

Holger Matthey FAO

Ferdinand Meyer BFAP University of Pretoria

Seth Meyer United States Department of Agriculture

Fabio Micale European Commission

Thomas Mielke ISTA Mielke GmbH

Mariusz Stefan Migas European Commission
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Name Surname Affiliation

Koen Mondelaers European Commission

Davide Nicodemo European Commission

Stefan Niemeyer European Commission

Claudia Olazabal European Commission

Zulema Olivan Tomas European Commission

Tuuli Orasmaa European Commission

Klaas Osinga LTO Nederland

Benoit Pages Arvalis Institut Du Vegetal

Ignacio Pérez Dominguez European Commission

Daniel Pérez Vega ASSUC

Arnaud Petit Copa-Cogeca

Simone Pieralli European Commission

Norbert Potori Research Institute of Agricultural
Economics

Jakub Puzniak AGRA CEAS Consulting

Fabien Ramos European Commission

Katrin Reincke IFCN AG

Marie-Christine Ribera Comité européen des Fabricants de Sucre

Michel Rieu IFIP - Institut du Porc

Christophe Rouillard European Seed Association

Mark Routt KBC Advanced Technologies

Petra Salamon Johann Heinrich von Thinen Institute

Fabien Santini European Commission

Verena Schitz Deutscher Raiffeisenverband

Alessandro Sciamarelli EuroCommerce

Harry Smit Rabobank

Claude Soude FOP - French oilseeds producers union

Kai-Uwe Sprenger European Commission

Antony Starr European Commission

Birthe Steenberg AVEC

Tiffanie Stephani Fertilizers Europe

Jean-Michel Terres European Commission

Axel Tonini Swiss Federal Office for Agriculture

Benjamin Vallin European Commission

Benjamin Van Doorslaer European Commission

Myrna Van Leeuwen Wageningen Economic Research

Marijke Van Schagen European Commission

Ivo Vanderlinden European Commission

Ricardo Varanda Ribeiro European Commission

Jana Votoupal European Commission

Mirko Watjen DMK Deutsches Milchkontor GmbH

Jarrett Whistance FAPRI-MU

Verena Wolf Johann Heinrich von Thiinen Institute

Justyna Wrobel European Commission

David Zaitegui Pérez European Commission

Marcin Zarzycki European Commission
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Gabor Zsugyelik European Commission

Marta Zuluaga Zilbermann Cargill NV
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Annex 3. Workshop presentations

Session 1: Background of the Workshop

Tassos Haniotis (DG AGRI)

Climate linked loss events in dramatic increase

Haturs catastrophes workiide - rumber of events

The CAP, its Challenges :: a1
and the role of - ML E———E
Research and Innovation ol Baa. o | 1k

TN R
SifIINRRRARRARARAARRAER
abrsopcal svets Cxmstotopeal vers

saroiogis vanes: Tepiat o, ata a8, anvactve st oca s
o e s o oteens
Soxrce: 2047 Hinchener Rickverscherings-Gusalichat, Geo ks Rosaarch, NatCaiSERVICE (lamuary 7017)
- |
LJ 2 L] 2
Greening” questions and challenges
Summarising the CAP debate
— ‘ MODERNISATION 1
Achievements of the CAP reform path
+ Bridging the gap between world and EU farm prices, thus increasing competitivencss o e
+  Turning the EU from a major trade player for both exparts and imports into a net agro-food exparter = Que: pWhich criteria to li 1% layer? -
« Providing relative income stability within a very volatile income and price environment Py o
esear
2 * f ]
Shortcomings of the CAP reform path Tnnovation | fumm e e e - Results
«  Despite progress, the of EU requires further improvement Advich izl
+  Productivity growth is mainly driven by the outflow of labour, and less by research or innovation - ‘ Cross compliance ‘ -
. »
+  Questions on equity, safety net and simplicity of the CAP are still hotly debated SQuestion: Qolyi regutatory Slements Incxded
Drivers and future challenges ‘ SIMPL!CAT‘ION ,
- The changing commodity, economic and price enviranment |
«  The changing trade environment - especially the shift from multilateral to regional agreements
. New nge, and broader priorities e

Turning tensions into synergies
Tensions that the future CAP has to address

Main issues for the future CAP debate:

public money for private and/or public goods? + The sconomy versus the environment - and the impact of cost pressure on environmental ambitions

o Eu
o S «  Subsidiarity versus simplification - especially with respect to EU value added priorities
w10 Ev-12 Euts s )
» e | o « Jobs versus growth - the difficult, but also promising Impact of new technologies on agriculture
o v o I o .
Y Synergies that the future CAP has to develop
a0 ] = | Py, *+  Find the right balance of support between private and public goods - both face market failures
. LHR oo +  Redefine the balance between EU, MS and farm responsibilities to simplify and avoid policy failures
N . +  Address jobs and growth challenges in rural areas and in the food chain - to enhance resilience
bl | I I I I I I 1 i Main questions that the future CAP has to reassess and address
o oo
IEEEEEERR LR HER +  Better targeting requires a clear cholce of the main target - Is it the farm or its land?
s e «  Shift towards requires a of control logic (what, why, how)
MDiaceupled s +  Technologies (especially of EU-lead) provide major opportunities, but meet resistance in their use
;
Source: DG AGRI,

Reports and data available at:
Commodity price changes in recent years Bt S U S 0.0

https://ec.europa.eu/agniculture/policy-perspectives/index_en,htm
(010 = 10m)
o0

https://ec.europa.eu/agricuiture/policy-perspectives/impact-asses:

index_en.htm
https://ec.europa.eu/agriculturs/markets-and-prices/index_en.htm

https://ec.europa.eu/aq

https://ec.europa.eu/agr

https://ec.euro;

u/agricult

https://ec.europa.eu/agriculture i ising/2017 en

Thank you for your attention!

Sourca; Warld Bank,
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Giampiero Genovese (JRC Seville)

Prospects for
Agricultural Markets
and Income in the EU
2017-2030

- Background -

Workshop on 'Commodity Market
Developmentin Europe - Outlook’
Brussels, 19 and 20 October 2017

Giampiero Genovese &
Thomas Fellmann (JRC)

European Commission
and Rural

& Joint Research Centre

DG Agr

EU Agricultural
Outlook

What?

- projections of agricultural markets and income,
with focus on the EU and time horizon 2030

- Not as a forecast of what the future will be, but
a description of what may happen under a
specific set of assumptions, which at the time of
making the projections were judged plausible

Why?

- To better understand markets and their dynamics

- To identify key issues for market and policy developments

- To have a benchmark for assessing the medium-term impact of
future market and policy issues

Why every year?

- Because of new developments (e.g. oil price, policy, etc.) which
may change the framework and hence the Outlook results

Joint efforts
DG AGRI & JRC

Outlook Process

How?
Starting point: OECD-FAO Outlook
(model, baseline 2017-2026)

New model
developments

Incorporation of
Short-Term Outlook

Update of macroeconomic
& policy assumptions

Draft of the EU Outlook
< Checking results, model debugging we

Baseline week
Discusslons with DG AGRI market experts; adjusting the model

Preliminary Outlook & uncertainty assessment
JRC/DG AGRI Outlook workshop

Incorporation of comments, final medel adjustments

Joint efforts
DG AGRI & JRC

Starting point: OECD-FAO Outlook
(model, baseline 2017-2026)

New model
developments

Incorporation of
Short-Term Outlook

Update of macroeconomic
& policy assumptions

Draft of the EU Outlook
< Checking results, model debugging s

1 1

Numerous repe
and model nd]ustment:

59

Joint efforts
Outlook Process o DG AGRI & JRC
> —a
Mo surung point: OECD-FAO Outlook
‘model, baseline 2017-2026)

Outlook Process

New model
developments

Incorporation of
Short-Term Outlook

Update of macroeconomic
& policy assumptions

Draft of the EU Outlook

< Checking results, model debugging ..

Baseline week

Discussions with DG AGRI market experts; adjusting the model

Joint efforts
DG AGRI & JRC

Starting point: OECD-FAO Outlook
(model, baseline 2017-2026)

New model
developments

Incorporation of
Short-Term Outlook

Update of macroeconomic
& policy assumptions

Draft of the EU Outlook
< Checking results, model debugging s

Baseline week
Discussions with DG AGRI market experts; adjusting the model

Preliminary Outlook & uncertainty assessment
JRC/DG AGRI Outlook workshop

=

Evaluation
Workshop
Annually organised
by JRC and DG AGRI

=«

140+ market &
modelling experts,
food industry and
other stakeholders

Joint efforts
DG AGRI & JRC

et

How?

Does uncertainty matter in agricultural commodity markets outlook?
= Partial Stochastic Analysis: yield and macroeconomic uncertainties

Starting point: OECD-FAO Outlook
(model, baseline 2017-2026)

Update of macroeconomic
& policy assumptions

Draft of the EU Outlook
< Checking results, model debugging '

New model
developments

Incorporation of
Short-Term Outlook

Baseline week

Discussions with DG AGRI market experts; adjusting the model

Preliminary Outlook & uncertainty assessment
JRC/DG AGRI Outlook workshop

Incorporation of comments, final model adjustments

inal EU Agricultural Outlook
Publication & DG AGRI Outlook Conference

EU Agricultural
Outlook

taken into account -> implemented by JRC, DG AGRI, OECD, FAO

Possible price paths for soft wheat in the EU (€/t)




EU Agricultural y EU Agricultural

Outlook : Outlook

Does uncertainty matter in agricultural commodity markets outlook? " .
= Partial Stochastic Analysis: yield and macroeconomic uncertainties Scenario Analysls on PANDEMIC AVIAN FLU

taken into account -> implemented by JRC, DG AGRI, OECD, FAQ - Scenario on the effect of a trade ban on EU exports due to a pandemic
EU-wide avian influenza (Aglink-Cosimo)
Possible price paths for soft wheat in the EU (€/t)

- What is the effect of widespread culling of infected animals on EU
trade?

- What is the effect of panic outbreaks among EU consumers on prices,
production and trade?

€
H
H

..The answers in the MEAT session TOMORROW at 11.15

EU Agricultural
Outlook

EU Agricultural

Outlook

Does uncertainty matter in agricultural commodity markets outlook?
= Partial Stochastic Analysis: yield and macroeconomic uncertainties
taken into account -> implemented by JRC, DG AGRI, OECD, FAQ Uncertainty analysis to accompany the Outlook

Possible price paths for soft wheat in the EU (€/t) — Apart from the stochastic subsets and the deterministic scenarios

Additional analysis to accompany the Outlook
- EU Member State results for meat markets (AGMEMOD)

— Environmental indicators (CAPRI)

EU Agricultural
Outlook

Scenario Analysis on CLIMATE EXTREMES

Thank you
for your attention

- Scenario on the effect of extreme climate in EU (Aglink-Cosimo)

- What would the EU market impacts be if climate extremes occurred
next year?

- Climate extremes, price extremes?

Serving society
Stimulating innovation
Supporting legislation

‘Duros Zunic - Fatoka.com

..The answer in the CEREALS session TODAY at 13.15

EU Agricultural
Outlook .= Modelling tools

Scenario Analysis on INDIA EXPORTING SMP

Agro-Economic Modelling Platform (iMAP) |

hosted by JRC in cooperation with DG AGRI —E————
- Scenario on the effect of India being an exporter of SMP (Aglink- widely used, robust and scientifically acknowledged tools
Cosimo) partial equilibrium (PE) and general equilibrium (CGE) models
-~ What is the possible impact of India entering into the World SMP Modelling tools used for EU baseline and

uncertainty analysis
AGLINK-COSIMO (EU module of OECD-FAO model)
in conjunction with

market in 2028 for the EU?

CAPRI (highly disaggregated in regions and products)
AGMEMOD (EU Member States)

MAGNET or GLOBE (multi-regional, multi-sector CGE model)
IFM-CAP (Farm model, based on FADN farms)

©Rabert Soen - Fotolis.com

..The answer in the MILK and DAIRY session TOMORROW at 9.15
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Uncertainties

Partial Stochastic Analysis

» Partial stochastic (probabilistic) analysis (of about
40 macroeconomic and 85 yield variables)

* Macroeconomic uncertainty (GDP index, GDP

deflator, CPI, exchange rate, oil price)
Based on vector autoregressive model extraction and a
copula simulation to consider correlation within countries

» Yield uncertainty for crops (cereals, oilseeds, SUGAI | ;.. sochastic analysis
beet and cane) and milk st th Bunpan Commtsters versien
Based on cubic detrending extraction and a copula of the AGLINK-COSIMO modet
simulation to consider correlation within correlated zones
* Stochastic model is run 1000 times, of which more
than 99% solve
» Similar methods are also used by the OECD-FAO JRCIPTS Reference report:
N N N A A A Burrell, 2. Ni-Naate (2013)
(Araujo-Enciso, Pieralli, Pérez-Dominguez, 2017,

forthcoming)

Session 2: Macroeconomic Context

Pierluigi Londero (DG AGRI)

The 2017 EU
Agricultural Outlook
Workshop

Macroeconomic and
Policy assumptions

Brussels, 19-20 October

Trade assumptions

* Russian import ban:
« until end 2018 (inc. pork sanitary ban),
= in 2019, partial recovery

+ longer term development, depends on change in domestic
production

* Only ratified Free Trade Agreements (FTA) in:
- Canada included, but not Japan

* Agreed development of tariff quotas for all FTAs

* EU-28 outlook (includes UK)
1

CAP assumptions 2017

* No fundamental changes since last year

« Voluntary coupled support included
* Greening:

Crop diversification: no change in area allocation at EU aggregated
level

- Permanent grassland share in arable land decreases less than
without greening measures, now stable at 33% until 2030

- EFA: above minimum requirements mainly thanks to:
— Catchcrops
— Anincrease in protein crops and soybeans area (also in link to coupled payments
for such crops)
— Lessfallow land

Macroeconomic
and energy price assumptions

* Largely based on Global Insight trends as from 2019
* Specific assumptions for
« Qil price

+ EUR exchange rate
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Diego Iscaro (IHS Markit)

Global Economic Outiook

Global Economic Outlook

19 October 2017
9 , Senior Principal = .
diego.iscaro@ihsmarkit com //“\\< IHS Markit

onscmranl 92017 HS Mae’

Growth outlook for selected regions/countries

Average real GDP growth rates
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Key global assumptions used in our baseline forecasts

Slower factor accumulation due to slowdown in labor-supply growth (due to demographic
trends) and a downward trend in capital stock growth (due to lower global savings and
investment rates).

Productivity gains fram new technological advances will moderate the impact of the secular,
long-t i i
g- in factor

Central banks will only tighten monetary policy gradually.

Saving rates of developing economies increase as incomes rise in the early stages of
economic development, but they will moderate and decline in the later stages as populations
age.

Most advanced economies generally avoid imposing y
regulations on their economies.

Most emerging markets will not backtrack on their economic reforms on any large scale.

The global trend toward more flexible exchange-rate regimes and greater capital mobility will
continue.

B —

Developed world’s share of world GDP is expected to
fallin 2030

Region's share of world's GDP
E3

Parcentage
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Other hsa Packic Middle Eastard  Hoth America  Other Americas.
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Exchange rates projections
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Crude oil prices are expected to grow gradually

Price of Dated Brent crude oil
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Main risks to our long-term forecasts

+ Populist political pressures result in higher protectionism.
« Palitical gridlock and/or weak governments fail to implement reforms.
- Central banks’ exit from very accommodative monetary conditions (debt trap?).
« Secular stagnation is a risk, particularly in Western Europe.
- Collapse in asset prices drives a new global financial crisis.
« Sharp correction of current accountimbalances.
+ Ongoing geopolitical tensions.
- Increasing income inequality can weigh down on growth.
- Positive:
+ Pent-up demand may boost medium-term growth.

« Reform implementation may be stronger than expected.

ey T —

1HS Markit Customer Care
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Mark Routt (KBC)

AYokogawa Company

EU Agricultural Commodity Markets

Macroeconomic Context; Energy

~
D. Mark Routt

Chief Economist, Americas

SﬁERlOR RESULTS. SUSTAINED.

Relative Global Energy Supply by Source
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Long Term Energy Supply / Demand Conclusions

+ Forecast global energy demand growth slowing

= From 1.9% to 1.3% thru 2030 on slowing global population growth
+ Coal Gas Qil ~80% of Supply

+1% N +2% 4% S

; L

‘ ‘ Petrochemicals
+ Power Industrial Transport ~80% of Demand

+5% T% +1%

Hydrocarbons as both an energy and chemical source, can not be
meaningfully replaced globally, before 2030

NANCED TECHNDLOGIES

Asia Drives Petrochemical Oil Demand Growth

Global Petrochemical Feedstock Demand, ‘000 bpd Plastics Consumption and GNI
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Near-Term Price Forecasts
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Summary Near Term Oil Market

« Qil demand growth and OPEC supply culs slowly rebalance the global oil market
+ Owersupply unlikely to be resolved before 2H18 (earliest)
+ Oil stocks remain high globally in both absolute and relative terms.
« Asian demand growth—especially gascline—eroding regional refining capacity surplus
+ As /when prices do rise, even more US energy production / exports.
» About half of global supply growth is in natural gas and NGL's (ethane, propane)
« NGL demand growth is strong as new petrochemical facilities come on-stream in US, Asia
« Regulations increase product prices, drive refining investments and impair demand
= IMO stimulates some refiners ahead of 2020 to resolve emerging fuel oil imbalance
Tighter product specifications in US, China and India
«+ Higher carbon costs will always be passed on to the consumer

Main Price Forecast Factors
Crude Oil

+ Recent OPEC* supply discipline - Supply discipline required at least

- Cumulative delay in many oftshore / end-2018, more likely 2019
production FIDs US Light Tight Oil (LTO) supply
|

economic =350/bb
Positive global product demand e
growth at low absolute energy prices + Selected offshore FIDs proceeding

+ US GOM, Brazil, Mexico GOM
Natural Gas

« Time is required for liquefaction,
transport and regasification facilities

« Current global supply surplus

Slow global demand swing to lower
carbon natural gas; Asia particularly

= More US LNG Export facilities under-way

TCHROLOGE S

US LTO efficiencies continue to grow,
albeit a slower pace

+ Technologytransfersto Vaca Muerta
Venezuela stabilizes, output booms
Mexican Gulf offshore booms

New engine technology spreads

Price Forecast Wildcards

OPEC* builds larger producer coalition

= Price rise higher, faster than base case

Lower prices, longer, eventually drives
supply curve below demand curve

Pouicy

Carbon regulations drive ‘cost’ higher

. Compression Ignition Gascline Engine; +20%
more efficient MY2019

Producer country current-account
deficits force increased production

+ Electric Vehicle substitution—still
aspirational

+ Biofuel mandates eased / repealed

Aramco IPO drives higher production

TCHROLOGE S

AYokogawa Company

Thank You
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Session 3: Biofuels
Sylvie Barel (DG AGRI)

turopean
Corerin

Food feed biofuel consumption hits the RED 2
The 2017 EU limit at the end of the baseline period

Agricultural Outlook
Workshop

Biofuel share in transport energy
7%

i

g & &F R R S S |, g, ]
1'»"1“1“‘9%“'5”»“';“'5"9'5"5"\91“'»“

wmmTotal biofuel wmmRED accounted Food feed biofuel === RED2 limit

T
& £ 2

Biofuels

o roNow
£E?$

Brussels, 19-20 October

Source: DG Agricuiture and Rural Development
(draft haseline)

Increasing oil prices increase biofuel

competitiveness Biofuel blending remains below blend walls

Fuel use in the EU28 and oil price Biofuel volume share in gasoline/diesel

Overall road transport energy

. 8%
use going down 0 120
+ Oil price gzsn - 100 ™7
« Energy efficiency regulation g n g 6%
+ Member State initiatives H 200 7% V 50 2 5%
I~
150 60 %
~
* Biofuel demand ~—— — %
" 100 140
« Increased biofuel
competitiveness 50 20 %
« Lower overall liquid transport 1%
energy effect on share based o 0 0% . N o
targets SRR AT A
: SRR PRy
gh - b EU Diesel use —EU Petral use —Oil prica (right axis) — biodiessl —— Ethanol
Source: DG Agriculture and Rural Development . N
(draft baseline) and DG CLIMA reference scenaria Source: DG Agriculture and Rural Development
POLES) W (e baseline)

EU biofuel use is strongly driven by policy Biodiesel production expected to decrease

post-2020

Policy driven demanq Biofuel share in transport energy Biodiesel production Ethanol production
* 10% of renewables in 6% 97

transport energy by 2020 g |

5% =14 =

« Preference for advanced = FE

biofuels, including UCO 4% 212 2

and other residues B ool @ 67
= 7% cap on food and feed 3% 5 |

based biofuels 1

2% 4
+ Post-2020 s N

« Outlook assumption is 1% M

status quo oo 21
= Stronger focus on SR S SR r Y 2 1

advanced biofuels AP 159m“"P\m“"m“ﬁ@x'\‘?’w“wfé’w@‘\'w?mm&w“a o o+ B B B B N BN
* Other renewable energy afood feed bicfuel 2nd generation biofuel 2005 2010 2015 2017 2020 2025 2030 2005 2010 2015 2017 2020 2025 2030

sources " Mai; » Wheat

o madvanced biofuel =Vegetable olls = Waste olls ®Other waste = Other coarse grains @ Sugar beets
* Limit on food and feed = Molasses wAgricultural residues

based biofuels Source: DG Agriculture and Rural Development Source: DG Agriculture and Rural Development mOther sources

EER (cat baseline) {drat baseline)
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Questions

What trend is expected for fuel use?
What drives the biodiesel vs. ethanol share?

How will share in feedstocks evolve?

Will second generation and advanced biofuels
take off?

Claus Keller (FO Licht)

The future of the

. EU biofuels market
Claus Keller 1
F.O. Licht Commodity Analysis

- European Commission workshop

- on the medium-term outlook for

the EU agricultural commodity
markets,

Brussels, tober 19, 2017

EU - Biofuels Market Share

(% cal.)
;- m Crop-based biofuels ~ m Advanced biofuels
5
4 1
3
2
14
D+ T T T T !
2011 2012 2013 2014 2015 2016 2017
Source: F.O. Licht
[ YT —— o

The current situation of the EU biofuels in transport market - key facts:
- Not on track to RED target, neither for crop-based nor for other biofuels
- No significant dynamic

- Performance if member states offers a very mixed picture

i spsecssnnns o

EU - Biofuels Market Share

(% cal.)
6.5
6.0 7
55
7 M———
45 4
4.0 T T T ! .
2011 2012 2013 2014 2015 2016 2017
—Biofuels share under RED  —Physical biofuels share
Source: F.O. Licht
[ Y Y ——— ]
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Why biofuel market shares differ between member states:

Biofuels quota levels

Fuel taxation

Blending standards

Sanctions and penalties for not meeting the targets

Double counting/ratification of RED

ic/energetic gas-based targets and subsidies
Co-processing of plant oils/Use of hydrotreated vegetable oils
- Taxwaivers, also for pure biofuels and high blends
There is no legal provision which forces member states to start renewable energy use in

transport before 2020
© Fo Lo rarvusness metgence o

The European Commission’s Clean Energy Package — the proposed quotas:

- Decreasing cap for crop-based product

Rising minimum for alternative energy in transport including advanced biofuels, beyond
UCOME/TME/fuel ethanol from molasses (Annex IX B}

- Cap for established non-crop-based biofuels (see above)

© Fo e rgsness nsngence [+



EU - 2017 Biofuels Capacity Utilization umma

(min tonnes p.a.)

Current biofuels demand is far below the 2020 target; this must not be forgotten,

25 when discussing 2020-2030 projections

= Capacity mUse

20 The Clean Energy Package requires a signifi i in ad d biofuel
production capacity. But the ditions for such an i (long-term
15 horizon, established technologies, ...) do not exist.
10 The political logic speaks against the proposal.
.
0 |

Fuel ethanol FAME HvO
Source: Licht Interactive Data
[+ JLIT e ———. b @ ro e sgmusness mesgence o

The EU biofuels sector — key points:

Thanks you for your attention

Decreasing cap for crop-based product

Rising minimum for alternative energy in transport including advanced biofuels (Annex If you subscribe to World Elhanol & _Biofuels Report, for online help and support,
IX A) , beyond UCOME/TME/fuel ethanol from molasses (Annex IX B) please contact our helpful Client Services team:

Telephone: +44 (0) 20 7017 6242
Email: agrahelp@informa.com

Cap for the non-crop-based biofuels listed in Annex IX B

If you are not a subscriber, for more information or to request a FREE web demo of
World Ethanol & Biofuels Report:

Telephone: +44 (0)20 7017 7578
Email: marketing@agra-net.com

ps: .agra-net. thanol-and-biofuels-report

[ YT — (] [ YT re— U]

Some thoughts on EU biofuels post 2020:

Overcapacities in the crop-based sector, mainly for FAME.

No need for new capacity in Annex IX B

Several cellulosic ethanol projects are in the pipeline and some industrial capacity exists,

but there is no experience with the majority of ad d biofuel di at
an industrial/commerical scale (except for tall oil-based biodiesel, methane from straw,
biomethanol)

- What is the final stance on palm oil?

- How much potential offers the fossil fuel market for biofuels?

L Y —— o
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Rohaise Low (LMC)

Demand for transport fuels is set to fall

Total gasoline and diesel demand in the EU-28
380 -- LMC forecasts total
gasoline and diesel
300 ---- demand in the EU to
H peak around 2020 and
E 250 - - then decline toward
3 2030 as fuel efficiency
2 0 and use of alternative
- fuels rise.
-
z 150 - In the period to 2020,
3 low crude oil prices
2 100 N will support demand
w for transport fuels.
g
= 50 - - Our forecasts are
LMC EU Ethanol Outlook marginaly igher than
. S S S . the Commission's.
2010 2015 2020 202 2030
19* October 2017 —uic —c

©2017 LMC International Al rights reserved

Table of Contents
Assumptions

Ethanol demand and supply outlook

Ethanol consumption will rise to 2030

Fuel ethanol supply and demand in the EU

Y Fuel ethanol consumption
is forecastte reach
almast 7 billion fitres by
2030. Growth s driven by
member states increasing
blending mandates and
increasing use of higher
blends (E-10 and E-15)
outweighing falling
gasclineuse.

The ethanol blend in
gasclineis expectedto
reach 5.7% energy
content) by 2030
aquivalent to 8.7%
velume.

Ethanl §80 (MTOE)

Forecast assumptions

B =mmenes == 1.5% 2" generation ethanol is
2010 2015 2020 2025 2030 expected toremain a

wConsumption  memProduction  me=Nettrade & Blend (o) small part afthe market
at around 250 milion

litres by 2030.

Policy will remain a key driver for biofuels LMC forecasts lower imports than the EC

« The policy environment in the EU remains uncertain, restricting growth in the LMC ethanol forecast compared to EC forecast (2030)
biofuels industry.
LMC's forecastsses
production rising with
demand in the EU
allowing netimports to
remain fairly stable
eround current levels.

— The most recent proposals for the RED beyond 2020 include a lower cap on
crop-based biofuels of just 3.8% by 2030.

— Major changes in trade barriers are underway with anti-dumping duties for
both ethanol and biodiesel being lowered or revoked.

EU ethanol capacity is
currently underutilised so
output can grow in the
short term without

* LMC's base case forecasts are based on: additional investment

Domestic productionis
expected tobe
competiive relative to the
world market, restricting

— Countries permitting the use of E-10 by 2020 and E-15 by 2030 for ethanol 2 . . imports. However, the

— The current RED legislation (as passed in 2015) with a 7% cap on crop-
based biofuels and no ILUC included in GHG calculations.

Demand & trade (MTOE], blend (%)

e . e end of AD duties on US
— - ethanol may see trade
A B-7 blend wall for biodiesel (FAME) Fusl consumption Nattisds % Blond (0.6} i ¥

17 LNC Intemational. Al rights reserved.
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Biodiesel demand is forecast to peak in 202 Points to watc

Biodiesel supply and demand in the EU « Anti-dumping duties are set to be cut or expire on US ethanol and
" - Growth to 20201 mainly Indonesian and Argentine biodiesel. These could have a
driven by rising mandates significant impact on the domestic EU industry.
14 - 7.5%  toseeconsumption pesk
- o oo milentomnes « The proposals of a lower crop-based biofuel cap under the RED
Renawable diesel will . . .
10 - es%  make upa growing to 2030 could drastically cut biofuel demand, the impact on
g . s g ittt ethanol would be the most significant as there is very little waste-
E 6 - 55 B s e ofotal basedlproductmn and cellulosic technology is still struggling to
B o, 5oy 2030 make its mark.
| The proportion of . .
3?2 45%  biodiesel made from + Amove toward GHG mandates could see a shift in the biofuels
Boo- do el market in the EU. As yet only Germany and California have these
2 - 35%  Ouerall the energy in place but several other countries are considering implementing
4 ELOR S rinitpo them. These would give higher incentives to lower carbon fuels
o e “a o o £ 7% by 2030 Including such as waste-based biodiesel and advanced ethanol.
mm—Conaumption  memProduction  memNettade s Blendiec)  double couniing brings
this figure close to the.
10% RED target

& 2017 LUC Intemationsi International. Al right

LMC biodiesel forecast higher than EC
LMC biodiesel forecast compared to EC forecast « Will the EU impose trade restrictions on biodiesel and ethanol
“ LMC's and imports in the future?
trade of bicdiesel .
P — 2030 Simlar o frase of the £¢ + Whatare the prospects for E5/E10 and B7 blend walls being
g 7o T :sen"srmefnmcasl llfted?
H ise ow
PR NN B e e e *+ How likely is that the crop based limit on biofuels will be lowered
- and janbicdiesel to 3.8%.
s i Ifthese are renewed
E : H I B oratmmn * Whatis driving the decline in transport fuel consumption? What
] g;ﬁ;ﬁmm inthe impact will electric vehicles have in the period to 20307
£z - ) ) . )
5. L. o smecisdiote » Will the adoption of advanced biofuel mandates have a material
. half of output growth as impact on advanced biofuel production?
new plants are currently
e £ Lue £e e E¢ in the pipeline and « How many other states will move towards a GHG mandate
Consumption Net trade % Blend (e.c.) existing producers will ) N .
continue to expand system? What impact will these have on future biofuel demand?
capacity.

International, Al right

Overall LMC estimate a blend of 6.4% biofuels (e.c.)

Total biodiesel consumption in the EU LMC vs EC

New York Kuala Lumpur
4 Floor, Clarendon House 1641 Broaiway 50308
n . . In total we forecast 5Zg;rnmarkev Street New York, NY 10023 Menara 1
biofuel consumptionin ford OX1 3HJ USA No. SKia\Ea:D%?‘r;ﬂsar
the EU to reach 17 MTOE 59200 Kuala Lumpur
in 2030, down from a T +44 1865 791737 T +1(212) 586-2427 T 'Slﬂg‘;z(slgi‘mﬂ
: e P 1008 917 it
H Tfo@me couk wioimcny.com info@ime Kl com
E respensible for just 21%
2 of the total, partly due to
H its lower energy content www.Imc.co.uk
= This is equivalent to 8.4%
s of energy contentin fossil
: fuels, slightly more ©LMC International, 2017
° optimistic then the EC All nghts reserved
13 estimate due to higher
biodiesel demand.

This presentation and its contents are to be held confidential by the client, and are not to be disclosed, in whole or in part, inany
manner, to a third party without the prior written consent of LMC International

=LACfuel ethancl  mLMChiodiesel 4 ECfuel sthanol  EC biodiesel
While LMC has endeavoured to ensure the accuracy of the data, estimates and forecasts contained in this presentation,
any decisions based on them (including those involving investment and planning) are at the client’s own risk.

LMC International can accept no liability regarding information analysis and forecasts contained in this presentation '
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Session 4: Cereals and Oilseeds

Koen Mondelaers (DG AGRI)

Outflow of agricultural land

The 2017 EU ...at slower pace
Agricultural Outlook
Workshop
200 afallow
180
160 Epermanent crops etc.
Land use 140
Cereals, oilseeds and protein crops 2150 = permanent grassland
E 100 mfodder
E gg mother arable
Brussels, 19-20 October 40 woilseeds
23 u cereals (excl. rice)
2005 2015 2025 2030
?durl:,rffegagg‘:eg)ntu\mm and Rural Development —

After years of production surplus Relative stability in area in cereals
... first signs of stabilization ... but main cereals gain

« Cereals and ollseeds: several years of worldwide beneficlal agroclimatic conditions
+ Demand is at all time high while some supply constraints

~
o

World stock levels and stock-to-use Grains & Oilseeds price index =Rye
600 25% 350 60
m Other cereals
500 / - . 50
250
400 . = 40 mDurum wheat
H 200
] £
2300 ]
£ 200 to 120 =30 = Maize
100 s
5%
oo 50 20 uBarley
o 0% o 10
12/13 13/14 14/15 15/16 16/17 17/18 eo eo ea ‘JO ‘Jo
= oybean —maize @t fct B T e 0 = Common wheat
= wheat —Grains S-to-U (right axis) 2005 2015 2025 2030
Source: IGE monthly report, 28/09/2017 Source: IGC, 28/09/2017 (January 2000=100) Souree: D6 Aaricsture. and Rural Developent
I (draft bseline) | s |

+ Competition from other uses « Competition from other uses
+ Crop allocation: drive towards specialisation and scale * Crop allocation: drive towards ialisation and scale
economies

= Close to biophysical and agro-economic potential

= Catching-up in some regions
= Regulatory, economic and agro-climatic constraints

= New technologies: remote sensing, precision farming etc
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While yield growth low in the EU

Annual wheat yield growth between 2007 and 2017

4%

Russia Ukraine Canada

RaEN
2% P A
B \
i
1% i
\
0% \

USA \OERU 4 World

Y
mRussia mUkraine mCanada wUSA wEU mWorTd

3 year averages taken
Sources: DG AGRI, DECD-FAO Outlook 2017

Market drivers

» strong demand for cereals

= in particular EU wheat but also barley

While yield growth low in the EU

Annual wheat yield growth between 2018 and 2030

A%

Russia Ukraine Canada

mbetween 2007 and 2017

3 year averages taken
Sources: DG AGRI, DECD-FAO Outiook 2017

N

f( hJ

2% 5 \
' \
1 1
1% i
! 1
\ i

0% . A i

. :
usa NI world

= between 2018 and 2030

2005 2017 203
Source: DG Agriculture and Rural Developmant (draft baseline)

... S0 opportunities remain to export wheat

Imports (Million t) and main
destinations

Exports (Million t) and main
origins EU-share=18%

2005 2017 2030

... while gap with world level remains high...

Market drivers

Soft wheat Maize
12 12 + strong demand for cereals
10 10 W—-——i « in particular EU wheat but also barley
8 8 |
Feed
gﬁx/'\/\/_'—_'_ 2, ;
= = —_—
4 4 + Increased milk yields
—— « Firm poultry and pig production
2 2
0 v T T [} T T T T Biofuels
EEEREEEEE R BBSNZIS2Z24dI82R
288coccoocoooooo cEs8ccocoocococcoco
NARARNARAANRA NN RRRRRNARARANSS A

—EU-15 —World

Source: DG Agriculture 2nd Rural Development
(draft baseline)

—EU-15 —World

« Limited growth in domestic oilseeds
+ Increased maize use for ethanal

-

e

... within the EU

Domestic feed use dominates EU cereal use

the yield gap closes further...

...stimulating maize

200
180
Soft wheat Maize 160
12 12 140
10 10 | 120
£ 100
8 8 T a0
s S~T— &
£ 6 £ 6 - 80
= P = 7 v T a0
s LY .
2 2 0
~ °
5 2
O . 0 g S
C@oNTOBONTO DO CmOoONTO®ONTEO®O A
EESONIEERANIRER SESHNIEZRHSRER 4
88coooooooooo S6copbooo0o0o000 b4
RRRRRRRRARRRRRER RRERRRERSR/RR/RRR 2
——EU-15 = =EU-N13 —World —EU-15 —World = =EU-N13 Total Wheat

Source: DG Agriculture and Rural Development
{draft baseline)
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2012-2017

2025
2030

Maize

Source: DG Agriculture and Rural Development

(draft baseline)

2012-2017

Barley

2030

m Exports

= Biofuel

u Feed

= Food and industrial

2025
2030

2012-2017

Other cereals



Feed use will also dominate oilseeds
...soybean gains

millien tonnes

u Soybean meal from domestic
preduction

mSoybean meal imports

= Soybean meal produced from
imported beans

mOther protein meal imports

mOther protein meal use

2010 2020 2030

Souree: DG Agrculture and Rural Development
(draft baseline)

25 25 -
20

g

E 15

8

c

210

H
5 5

2005 2010 2015 2020 2025 2030
mbiofuel use mfood use Mother use

- . mnet imports (excluding palm oll)
= production based on imported
seeds
Vs, = production based on domestic crap
o Source: DG Agriculture and Rural Development
(draft baselne)

2005 2010 2015 2020 2025 2030
mnet imports of palm oil

... having effect on rapeseed production
Annual area and yield change

© between 2000 and 2017
© between 2017 and 2030

Annual yield growth (%)

1 2 3 4
Annual area growth (%)

Source: DG Agriculture and Rural Development
(draft baseline)

Protein crops expected to recover in the EU

Area (1000 ha)
1800

1600 -

1400 - P
1200
1000 I
0 . )

2005 2010 2015 2025 2030
wfield peas EU-15 mbroad beans EU-15
=field peas EU-N13  mbroad beans EU-N13

Source: DG Agriculture and Rural Development
(draft baselne) N

NoB O @
© o o o
© © 6 o

...but area of protein
crops remains small
in total...
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2500

2000 ’
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500
0 - L :

2005 2010 2015 2025 2030
wfield peas EU-15 ®broad beans EU-15
wfield peas EU-N13  wbroad beans EU-N13
=soya beans EU-15  wsoya beans EU-N13
Source: DG Agriculture and Rural Development
(draft baseine)
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EU cereal prices still affected by exogenous

factors
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- - Intervention price--- 2.5% interval - 97.5% interval

Source: DG Agriculture and Rural Development
(draft beseline) E
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Questions

. |Will main cereals become more dominant in area?
Yield stagnation in EU-15? Precision farming potential?
How fast catching up in EU-N13?

Wheat exports: competition from Russia and Ukraine
in our export markets?

Bio-economy and industrial uses?

Meals more important in oilseed complex?
Vegetable oil for food use?
What about rapeseed?

" | Protein crop area to stabilize or not?
Potential of domestic soybean production?




Thomas Chatzopoulos (JRC Seville)

Scenario implementation: '‘template’ years

2003 (high CSI - 'bad'year) 2004 (low CSI - ‘good' year)
112 million t prod. 150million t prod.

A® A

a
5t

Wheat

54 million t prod.

2
2
B csi<1
CsI=0
- B csis1
s
Climate, weather, and extremes Main assumptions
» What are extremes? = Scenario #1: extremely unfavourable conditions in 2018

> no universal definition » what if the 2003 CSI patterns recurred?
> usually high/low values or tails
= Scenario #2: extremely favourable conditions in 2018

= 'Climate’ or 'weather' extremes? » what if the 2004 CS1 patterns recurred?

» frequently used interchangeably

= Only EU wheat, maize, and barley are directly affected

= Broad definition based on duration
» hours to days — weather extremes
> weeks to months — climate extremes = Growing conditions for other EU crops, crops in the rest of the

world, and across the remaining projection years are 'normal’

= In this case study:

- climate extremes roughly two Sourcer FCC (2012) = Extremes occur during critical stages after planting (flowering,
months before harvest rain filling)
> no climate change! 4 14
2 B
Linking commodity markets to climate extremes Results: yield and production, 2018/19
= Combined Stress Index (CS“ — developed at JRC - Extremely bad conditions (51) [l Extremely good conditions (52) |
» composite indicator of agro-climatic extremes, 1980-2010
» heat waves, drought, excess soil moisture 0%

» occurrence, frequency, intensity, timing, spatial coverage
» explains global wheat and maize yield variability by 40%-60%

84 76
» incorparated —for this scenario— into the economic model that 10% 176 =
is used to derive the Outlock projections e H
» statistical methods to derive sensitivity of yields to extremes
-10%

-20%
Supply
{ e HCnmhlmdsnu- e Corori 30%
Trade wheat maize barley wheat maize barley
Yield (t/ha) Production (million t)
3 Vertical axis shows relative changes over the baseline. Numbers within bars show final levels. T
Production variability and the CSI Results: trade and stocks, 2018/19

EU-15 EU-N13 ‘ I Extremely bad conditions (1) [l Extremely good conditions (52) |

100%
® 75%
= § 50%
]
E 25% 13
E o 15 17 81
& @ base P — —
H E] 13 16 76
5 g 25%
g 4
g -50%
P -,
a B
H -100%
wheat maize  barley wheat maize barley
S S N exports imports exports  gnd stocks (million t)
R ] {million t)
e e . Vertical axis shows relative changes over the baseline. Numbers within bars show final levels. s
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Results: prices, 2018/19

[ B Extremely bad conditions (s1) [N Extremely good conditions (s2) |

20%
10%
base
151
163 185
-10% 139 121 ==
148
-20%

wheat maize barley feed wheat' maize* barley’
Producer price (EUR/t) World price (USD/t)

Vertical axis shows relative changes over the baseline. Numbers within bars show final levels.
*No. 2, hard red, US f.o.b., Gulf. 2No. 2, yellow, US f.o.b,, Gulf. *Feed barley, Rouen f.o.b. ®

Results: market dynamics (example of barley)

1on ]
%1 Production o Domestic price
base- . — ——
base - — — ——
=]
0%
LA -
e ae mm wm wm e 2o 20 2021
0%
0 Exports
L ...smooth recovery by 2021/22
baze = — for all three crops
o
-20%
08 0w 0 ;20
W Extremely (2018) [ E: ¥gor 2018)| 0

Thank you
for your attention

europa.eu
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Caveats

CSlis a recent index developed for descriptive purposes
» projected data not yet available

Single-year shocks
= ongoing work on stochastic events (concurrent and recurrent)
including alternative macroeconomic assumptions

Model limitations
» no distinction between rain-fed and irrigated crops
~ no distinction between different cultivars

The likelihood of the examined scenarios is difficult to estimate
» more negative extremes are expected

Takeaways, marketing year 2018/19

The potential impacts of climate extremes in the EU are visible
on market fundamentals

Most extreme changes in terms of crop returns
» positive: +37 EUR/ha (barley, S1)
» negative: -120 EUR/ha (maize, S1)

Asymmetric market response to extremes
» uneven shocks and market adjustments

Significant trade effects in 2018/19, albeit markets recover
smoothly

» wheat exports (S1): Russia > USA > Canada > EU

» near-zero trade balance for maize (52)




Andrée Defois (Tallage)

BARLEY: despite expected recovery in stocks,
Stratégie grains view tighter than Commission

Outlook Workshop

i  Production expected
Cereals and oilseeds higher by SG (aren)

v Consumption expected -
higher by SG but exports s
lower

October 19 2017

Andrée Defois / andree@tallage.fr

fa age (
oo maks Ta age Main EU cereal markets
) ) MAIZE: imports to stabilize and then decrease
Tallage / Stratégie grains according to EU commission and Stratégie
. Tallage was set up in January 1993 grains
Owned by 3 associates and fully independent from any other v Feed consumption
organisafions expected lower by SG

. The company's main activities centre:
— on the publication Stratégie grains (Monthly reportand Web
service) - strategie-grains.com HI consumption expected
— the production of specific analytical services higher by SG

FEEEETEESE

. Tallage is not involved in any trading or grain production Stocks/use ratios'di Forant

Tallage main mission is fundamental analysis: forecast supply and due to markeling.years
demand in order to predict how prices can move but rather stable in both
forecasts

rckkgz Main EU cereal markets 2 TO(%Q@ Main EU

Tallage / Stratégie grains Rather stable cultivated area since 2010, no big change to 2020
Our analysis products include: r
Reports on grain, oilseeds and sugar . Since 2010, the decline in
. . main crop area (blue line)
e has stopped (pasture
= excluded)

,‘ % . Within arable land, the
A i\ cultivated area (green ———

line) increased between

Web service: «rcoic-2rais con with permanent to SG data 2010 and 2014 and then
Commissioned studies and specific analysis (China, impact of sugar reform etc) has remained about stable
Tc(%g@ Main EU cereal markets 3 rc{kga Main EU cereal markets 7

SOFT WHEAT: Stratégie grains view slightly

tighter than Commission Cereal area expected about stable in the near future

Between 2000 and 2014, EU soft wheat area (Mha)
soft wheat area increased

slightly before stabilizing —
No large change expected for
the coming years with
evolution limited by sugar
beet increase

. Production expected
slightly lower by SG due
to area differences (due
especially to higher SG
assumption for sugar beet

‘:f tid il i diddddd

area increase) sharp il
around 2010 ~Small recovery =
n expected for the 2018 harvest Barley and maize area (Mha)
. Consumption (other than (in North EU)

feed) expected structuraly

After the recent pick of

higher by SG 2013/14, maize area capped s
- by low margins — recovery s
- expected to be slow due to FEFEE S
L SIS { elobal pressure
TG kgﬁ) Main EU cereal markets 4 rG %go Main EU cereal markets 8
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soft wheat yield (t/ha)

Yields expected moderately up
by 2024/25

- Around 6.3 t/ha for soft wheat

- Around 5.3 tha for barley

- Around 7.5 vha for maize

About 7 to 10 years for EU 13 to
catch up with EU 15

New cultivating technology to perley vield /ha)

benefit revenue more than yields (N[ _+
" ﬁ
Climatic swing factor? H

Ta( oge. HIT

Meain EU cereal markets

Production in moderate growth

Main cereals EU
production (Mt)

“msize
1500 backey
1000 50k whest

50,0

&>
#91@\? @S" Q«@ &6‘3\ & &.(‘ e& eg\‘ éu\‘ G& &&

 EU: +25 Mt of cereals between 2017 and 2024, +10 Mt for soft wheat and +8
( Mt for maize and barley
fo\age

Main EU cereal markets. o i 10

Bioethanol: preduction capped close to 3 Mt due to debate for after
2020

'EU Consumption (Mtoe) s a2 2o 2my e 019 2020 zom sorz
imioethano| 17 28 27 2.7 29 28 29 29 24

IDiesal consumption 200.7 198,5 2120 245 2141 2124 247 2149 2151
{Biodesel content in gasoine (% Energy) 3.9% 5.6% 5.0% 5.1% 5.2% 5.3% 54% 54% 54%

499 49w 40m 49

{incorporation (mluding double counting % Energy)

cereals use for bioethanol

T o
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-
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+/ No big potential for cereal use increase

lse

Main EU cereal markets

Animal feed: stabilization of total feed produced by beginning of
20

EU cereals feed use vs compound
feed production

Production of industrial compound feeds in

EU28
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Human and industrial use: starch production to lead growth, in
maize consumption especially

EU whast human and industrial e

@ N
55
g, “ biofuels
a5 = starch
w0 = milling
&
“p‘, 1sp\\ w@@ ._\i‘a' s,s\ o &\‘#.,9‘:&9
no B maiae haiman and industriad use
Isoglucose to account for e |
between1 to 1.5 Mt growth me
between 2016 and 2021 for o
maize and around 0.5 Mt 10
max for wheat o I
mlll

vs’”\aéé&ﬁo‘ﬁ

Meain EU cereal markets e U ]

Tﬂtq;g?,_

Human and industrial use: moderate growth only for barley under
the lead of malt demand

130
EU barley human and industrial use
Mt 110 1 « others
= biofuels |
® malting
so !

RS

& o &P
6@0”@’ ety |

Main EU cereal markets oo P I A
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WHEAT: EU balance-sheet to remain rather tight short term even
with small export growth (capped by Black sea availabilities)

Production soft wheat
(mt)
o Exports soft wheat
“ — vy
b
w | | »
10 u
ﬁ;llll I" o ""
o 5
SIS 58 | i
2 e e stocks/use ratio soft
1&@1&“}\& @“a«“‘@‘@“‘y‘* - wheat (%)
1%
o
o
ot
o
SR G S PO P
fal\age Main EU S

BARLEY: EU balance-sheet to get heavier by 2020 but highly
subject to Saudi and Chinese demand

Production barley (Mt)

Exports barley (Mt)

asszusassea

stocks/use ratio barley

o

& e‘;«ﬂ‘ S

"c

Main EU cereal markets



MAIZE: EU balance-sheet rather balanced by 2020 based on
lower exports but imports remaining high

Exports maize (Mt)

Production maize (Mt) i
- W I I I I t | stocks/use ratio maize
: 2 e 8

T P &m -\"'J‘ o ™t

E Il I I I ' I I I I Imports maize (Mt) : .
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Thomas Mielke (OilWorld)

Rapeseed & Canola Yields (T /ha)
Oilseed Outlook ) 7 zoorzo0s

Presentation at the Workshop Cereals and Oilseeds in Brussels on 19 Oct 2017

Thomas Mielke, ISTA Mielke, Qil World,
Global Market Research on Oilseeds, Oils and Meals

Feel free to contact me for assistance at <thomas.mielke@oilworld.de>

RN

7
|
2
7z
Z
7z
Z
Z
%
A

Total EU-28 Ukrane Canada Australis  India  China
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Company Profil and Services Rapeseed & Canola Yields (T /ha)

= ISTA Mielke GmbH — publisher of OIL WORLD - was founded in 1958 4 >
2001-2005
= ISTA = International STatistical Agricultural i 35 W 20201
= Leading private authority for global research and market analyses for 3 5 jﬁ;‘; . H
oilseeds, oils & fats and oilmeals 25
= Independent, not involved in trading, unbiased information ’
= Providing monthly and quarterly world supply and demand balances 15
= Daily, weekly and monthly reports. Also a Chinese Reportin Mandarin. 1
= We would be grateful to have you as our customer. Do not rely on 08
secondary sources. Take a free 3-week trial at www.oilworld.de 0
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RAPESEED & CANOLA World Production by Counts Mn T

Global Impacts from

Oilseeds Global Production of 10 Oilseeds 1617 1415 09M0 4105
EU-28 20.49 24.29 21.81 15.48

In the past 20 years 201718 -~ 563 Mn T

10 Qilseeds, by country Cls. 276 4.65 335 0.57

- world output of — Ty m—| Canada 1973 1641 1290 767

soybeans more than [crmen]

doubled from 158 Mn T in T [emrn] | China 570 1000 1366  13.18

1996/97 to an estimated .

idia it Comar 1o ] India 7.00 5.00 6.00 6.21
Australia 4.42 3.47 1.90 1.43

-and of 10 oilseeds from

gt Oth_ctrs. 344 319 225 176
WORLD 63.54 67.01 61.87 46.30

-The EU-28 accounts for
only 6% of world output

Oct 19, 2017
Provider -- Unbilased, - - Since 1958 © www.ollworld.de

Oct 19, 2017
Your Provider -- Unbilased, - - Since 1958 ® de
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SUNFLOWERSEED : World Production by Country (Mn T)

1617 1415 09/10  04/05

EU-28 8.50 9.05 712 6.42
C.lSs. 2829 2049 14867 8.82
Argentina 3.30 3.00 265 373
China 275 2.38 1.96 1.70
India 0.29 0.39 1.00 1.35
Turkey 1.47 1.35 0.85 0.65
Oth. ctrs. 510 4.70 5.08 3.81
WORLD 49.70 4136 33.33 26.48
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- - Since 1858 © www.ollworld. de

Provider - Unbiased,

SOYBEANS World Production Cou Mn T

1617 14115 0910 0405

WORLD 348.49 32002 259.43 216.40
Thereof to.

Eu-28 245 187 1.07 1.16
C.L.8. 7.7 6.58 213 0.91
Canada 6.46 6.05 3.51 3.04
USA 11692 10688 91.47 8502
Argentina 55.50 60.00 53.50 3970
Brazil 114.08 97.18 68.69 §3.05
China 156 1215  14.98  17.40
India 1050 8.50 8.40 5.80

et 1
Provider - Unbiased, - - Since 1858 © www.ollworld. de

EU-28: Usage of 12 Oilmeals & Importance of Soya Meal

About 75% of EU-28 80
demand for oilseed-
based protein is 70
Imported In form of  gp
soybeans or soya

50 |
meal ... Total Imports [,.N—-—-\_‘_____
Saybeans in meal eq.)

Mn T

Usage

—

Important to 40
understand for EU 30 [sgyameattmports
regulators!!
20
10
0

2002 2004 2008 2008 2010 2012 2014 2016
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EU-28: Usage of Major Meals (Mn T)
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Rapidly RisingWorld Demand
of Qils & Fats 17 Oils & Fats : World Consumption

Total Usage inMn T

Average demand growth in
past 5 seasons:

Total peryear +6.5MnT

Biofuel +1.7MnT
Foodiother +4.8 MnT
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Provider - Unbiased,

Palm oil

is of major importance in the
global oils & fats market

Provider - - Unbiased, --Since 1958 © www.oilworld.de

Sizeable increase in palm oil imports (up 4.2 Mn T in Jan/Dec 2017)

17 OILS & FATS : World Production (Mn T) 17 OILS & FATS : World Exports (Mn T)
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Palm oil output and stocks

The labour shortage contributedto
lower than expected

reduction of palm oil yields below
potential.

Longerharvestintervals, less loose-
fruit collection and delayed replanting

In the 10 years to 2016 wages for
Malaysian plantation employees
virtually doubled, thus significantly
raising production costs!

Lack of replanting

Partly less effective fertilizer
application

1L worLp|
R

Your Provider -- Unbiased, --Since 1958 © www.oilworld.de
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Malaysian palm oil yields

MALAYSIA: Annual Palm Oil Yields (T/ha)

BIODIESEL & HVO: Worid Production by Country { Mn T)
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Session 5: Sweeteners

Sylvie Barel (DG AGRI)

The 2017 EU
ricultural Outlook
Workshop

Sugar

Brussels, 19-20 October

What can be expected following the increased
EU28 post-quota production?

Consumption?
- m
J
Biofuels?
Source: DG Agriculture and Rural Development

Production?
(Short Term Outlook autumn 2017)

Sugar intake in EU28 ranges

between 7% and 17% of total
energy intake
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... while health concerns put pressure on
sugar consumption

energy intake

contents

Consumer preferences for
healthier and more
sustainable food are growing
Food industry revisits its
recipies to reduce sugar

Soda taxes have been o

WHO recommends reducing
daily intake of free sugars to
less than 10% of total

EU28 sugar consumption

3

Million tonnes
&

17

oy

: . v
introduced in several Average annual decrease of -0.5%

Member States

Source: DG Agriculture and Rural Development

R (ot voseine)

Lower EU white sugar prices (EUR/t)
more exposed to world price fluctuations
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... and consumption of alternative sweeteners

takes off

Sweetener consumption
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= sugar consumption isoglucose consumption

Source: DG Agriculture and Rural Development

(draft baseline)

Market drivers

But world sugar production expected to

increase by 27% by 2030

250

Million tonnes
- - Y
g8 8 8

v
o

|

av 2012-2016
= Brazil

2017 2020

2025 2030
India wWEU28 wmRest of the world

Sources: DG Agriculture and Rural Development
Rl (ot boseline) and OECD-FAO 2016 outlook
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Lower EU sugar price will disincentivise
exports to the EU

* End of quota results in a EU28 sugar trade
significant shift
* Imports:
+ Originate mainly from
EPA/EBA countries
« Decrease mainly in raw
sugar imports
* Exports will fluctuate
around 2.4 million
tonnes

Source: DG Agriculture and Rural Development
(draft baseline)

Market drivers

Al
*’(."” World prices and trade

Biofuel
.’\‘-: iofuels

10% more sugar beets directed to ethanol
production in the EU28

* End of quota allows for more flexibility for switching between
sugar and ethanol production

« It is expected that some segmentation in prices in sugar beet
for sugar production and for ethanol production will remain

2016 2030
11%

B

- = Beets for sugar production
Source: DG Agriculture and Rural Development 7
(draft baseline) “ » Beets for ethanol production



High 2017 sugar production is not expected to
last but remains 8% above quota production

EU28 sugar production

] 20.1 19.3

Source: DG Agriculture and Rural Development

B (ot boseline)

Questions
How strongly will sugar reduction campaigns
influence sugar consumption?
What trend is expected for industrial sugar use?
And the trend for isoglucose consumption?

Will the EU28 white sugar premium be
maintained?

re the higher exports sustainable?

Will the segmentation between sugar beet price
niNJ for sugar production and for ethanol production
remain?

81

Million tonnes
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EU28 sugar balance
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Source: DG Agriculture and Rursl Development
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Pierre-Henri Dietz (Tereos)

EU to become the largest
white sugar exporter?

Pierre-Henri Dietz
October, 2017 — Brussels

& Tereos

End of quota: unleashing idle production
capacity

= Under quota system, EU sugar plants were underused (restricted sugar outlets)

« With the end of quota, sugar producers aim to reduce their fixed costs by
increasing length of beet campaign

» Duration of beet campaign likely to expand by 20% (but not evenly distributed)

®

Length of beet campaign per country
0
g0  Fofdays

u5 Years Avg
1718

FRA GER POL UK NDL CZ BEL

8s2sEBEE

source: Tereos

< Tereos TEREOS - OGTOBER 2017

17/18 EU sugar production forecasted at 20 MMT

EU28 beet acreage and sugar yield EU28 sugar production

aree o [
i) G
2000 o 200
B s
—supw o0
1200 Lt no
0 s oo
1800 10
1500 ns 1000
1400 "o
100
1300 105
1% 100 1200
a0 0s
120 » T cace sas 2 sunz e 1ane sars wwve wr 1

+ Farmers answered positively to sugar mills: 17/18 beet acreage = highest over 10 years
* Thanks to good weather conditions, 17/18 beet yields likely to be highest over 10 years

= 17/18 EU sugar production likely to reach 20 MMT (25% yly increase)

-~
« Tereos

Eto move from net importer to net exporter

EU-28 S&D (min MT) 16/17 17/18
159 mw—p 20.0
17.7 w— 175
32 w— 11

1.4 we—) 38

Sugar production
Sugar consumption
Imports

Exports

yly increase of sugar production (>4MMT) leading to a significant 17/18
surplus

Imports likely to decrease significantly ; isoglucose unlikely to take a significant
market share in the short term

= EU moving from being one of the largest importers to becoming a
significant exporter

-~
« Tereos
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More arbitrage opportunities in post quota

market environment

« No more constraints for producers to sell sugar

—»sugar/ ethanol production arbitrage driven by markets conditions

= Similar arbitrage for consumers with sugar and isoglucose

—sugar demand to be affected by grain prices

London Sugar and Ethanol price (in sugar eq.)

EU: Export sugar price vs Ethanol price {in sugar eg.)

EU Ethanol production (beet based)

MO% ) Index

1205 100%=08/09
550 — Expot sugar price.
100%
500 —— Exmani prie (n sgar eq.)
0%
™
o o
.o o
. prun: o
=0
NoW16 Jan-17 Mar17 AQR1T uni7 AugtT Sep-1T Now1T P E S
« Tereos EREQS - OCTOBER 20

EU to compete with other exporters and
refiners on the world market

White premium (ie spread btw refined and raw

hi r rters — 1
White sugar exporters — top10 sugar on world market)

MMTHy 2018 Avg 2014-2016 130

usDIT
EU-28 40 1.4
Thailand 37 34
BrazilCS 33 28 100
India 18 24
UAE 14 11
Pakistan 12 06 ]
Guatemala 11 1,2
Ukraine 05 02
Colombia 04 04 0
Serbia 02 02 ar-16  octe18  aviel? oot

+ EU likely to become the largest white sugar exporterin 17/18

= Additional EU export putting pressure on competitors like refiners (as
reflected on the white premium)

S Tereos TEREOS - OCTOBER 2017

Conclusion

EU producers are moving from a model with attractive prices but limited
volumes/flexibility to a model with lower margins but more arbitrage
opportunities.

EU sugar Supply and Demand likely to become much more dynamic.

EU is poised to become one of the largest white sugar exporter, offering
another alternative for importers.

-~
« Tereos

P o N
3 lereos

Looking forward,
keeping close



Claudiu Covrig (S&P Global Platts / Kingsman)

S&P Global
Platts

CHALLENGES AND
OPPORTUNITIES FOR THE EU
SUGAR INDUSTRY

Dr. Claudiu COVRIG,
Sr. Analyst Agriculture
S&P Global Platts / Kingsman

MEDIUM-TERM OUTLOOK FOR THE EU
AGRICULTURAL COMMODITY MARKETS

Organizer: EU Commission (DG JRC and DG AGRI) “
October 19, 2017, University Club Foundation, Brussels

PLATTS ANALYTICS

S&P Global
Platts

GENERAL OUTLOOK

GLOBAL SUPPLY AND DEMAND: HEADING TO A SURPLUS
YEAR

Global production surplus/deficit and raw sugar
price average (Oct/Sep basis)

min mtry o

i 1771150

8.78 9.13

10

10

-5

-15.98 2

20 10
O AL T AN ROCRC O PO TR A et

2017-18 surplus seen at 3.87 million mtrv. It was expected higher but less sugar production
expected in CS Brazil (more sucrose to be shifted to ethanol) and Cuba was hit by Hurricane
Irma

2016-17 ended in a deficit at 2.03 million mtrv

Still, the world produced 26.78 million mt more sugar than it consumed between 2006-07 and
2017-18

smans (DG JRC 8 DG AGR). Brussels, October
19,2017 3

GLOBAL: LOWER AND LOWER INCREASE IN
CONSUMPTION!

World production trend (national crop year) World consumption trend
2pg MR %0 min mtrv (national crop year basis)

190
180
170 +

160

« 2017-18 (national crop year): The highest increase in global production in the past 7
years. Alow increase in global consumption

« 2017-18 (Oct/Sep): Production growth: +4.66%. Consumption growth: +1.1%

ing: - JRC & DG AGRI). Brusssis, .
Otober 19, 2017

©
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TOP GLOBAL SUGAR PRODUCERS

Top10® Oct/Sep basi 11000 min]
- sugar producers (( ep basis)

€S Brazil =2017-18 = 2006-17

30 ncia
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o

= The EU-28 is part of the top 3 world sugar preducers
= CS Brazil, India and the EU-28 represent 42.5% -44% of global sugar production

Cladu COVRIG | ) (0 JRG §.DG AGAN), Brusssls
Gelaber 18,2017

TOP GLOBAL SUGAR CONSUMERS

Tnp 11sugar cansumers (Oct/Sep basis) [1.000 mtrv]

Indip =201718 = 2016-17

8
€581
10
lw-m
Hassio
[

« Generally the top 10 sugar producers can be also found in top 11-12 sugar consumers

» The EU-28 is the second largest consumer in the world

* India, the EU-28 and China have a share of about 34% in global sugar consumption

Clauguc Prats - G JRC 6 DG AGRI) Brussels
October 18, 2017 &

TOP 6 SUGAR PRODUCERS’ SHARE IN WORLD TOTAL

2017/18: Top 6 sugar producers' share of world total 2011/12: Top 6 sugar producers' share of world total
W CS Brazil Windia MEU-28 @ Thailand M China MUSA wOthers & CS Brazil &india WEU-28 & Thailand M China ® USA 1 Others

Top 6 producers' share in world total was on a downtrend to 60.2% in 2017/18 vs 62.42% in 2011/12

Other producing countries are increasing their share: Pakistan (at 4.4% vs 2.9%), Russia (at 3.7%
vs 3.1%), Guatemala (at 1.6-1.7% vs 1.4%), Mexico (at 3.5% vs 3.1%)

o s JRC & 0G AGRI), Brusssls
October 18,2017 7



EU-28: PRODUCTION COULD EASILY BE HIGHER

iy EU-28 SUGAR PRODUCTION (October-September) uma EU-28 average sugar yield
225 —euren
00 200

SEETTESTETESS et s s s s s s s e sy

*figures include ethanol
Production was indirectly capped by the WTQO regulations on exports but the potential is
there

Abumper crop is expected this year - this shows the EU can produce more

With no quota and no export cap the 2017/18 season looks promising

Sugar yields have considerably improved during last years. If this will continue,
production could surpass the 19-20 million mt mark and reach maybe 21 milion mt
(including ethanghys pextr iy 0C AR, Brusseis.

e 1

SUGAR BEET GROWERS MIGHT HESITATE BETWEEN
CROPS

Some questions for producers:

+  What do they get from beet business now? z‘x" 20 SUGARBEET ACREAGE
+ Minimum beet purchasing price for quota 2000
production (EU: from €26/mt) -
+ Flexible in the crop switch (replant each year) 250
depending on price signals o0
From October 2017 onwards: no minimum : II
prices for beet? zsa

+ Competition between crops
+ No production security anymore

fffwfﬁyﬁffﬁf#& &

Sugar beet advantages

(producers vs refiners):

= No dependence on the white premium

= Efficiency (significant investments
made)

Stocks:
+ Stocks could hit the world market very fast (if
global prices make economic sense)

+ In the past the EU managed to carry from
one year to another maximum stocks of 3.5-

3.7 million mt. Most probably this shall not
happen again

o (DG JRC 8 DG 4GRI), Brussst, B
Oclaber 18,2017

PRODUCTION COSTS: AT THESE GLOBAL PRICES
ONLY BRAZIL COULD STILL BE A COMPETITIVE
PRODUCER

ctsib Costof production fob equiv.

= higher range
 Iower range

;w’i“ “Wd Wﬂ o 5\

Producing sugar below 15¢/lb remains a Brazilian affair

At current New York prices only Brazil could be competitive

Production costs (FOB equiv) in CS Brazil are still below 14-15 centsilb (at current $/BRL
exchange rate)

Crsuo (DG JRC 8 DG 4GRI), Brusssts
Oclaber 18,2017 ®

BRAZIL: COST OF PRODUCTION EX-MILL AND FOB

SUGAR F FOB win  CS Brazil raw sugar cost ex-mill
em) 4 | mMinsugar cost ex-mill - Max sugar cost ex-mill
22
% {
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‘Source: Flatts

Hote: Incude coptol costs

+ Average ex-mill costs (with no capital costs included) increased from 347 BRL/mt in 2008-09
season to 480-485 BRL/mtin 2010-11, to 590 BRL/mt in 2011-12 to and went up to more than 785
BRL/mtin 2016-17

« Capital costs/charges vary from 1 -1.2 USc/lb for the mills in very good financial shape to 2.6 c/lb
for mills that are struggling (or struggled in the past)

«  Minimum FOB production costs formills in good financial shape are now at 13.6-13.9 ¢/lb mark
while on the upper side they are close to 15.1-15.3 ¢/l for mills with higher capital costs

- 18,
207 1

TOP 6 SUGAR CONSUMERS' SHARE IN WORLD TOTAL

2017/18: Top 6 sugar consumers' share of world total 2011/12: Top 6 sugar consumers' share of world total

W CS Brazil % india WEU-28 # Indonesia M China W USA w Others I CS Brazil &India M EU-28 ® Indonesia M China B USA w Others
S Brazil;

Top 6 consumers’ share in world total on a small downtrend to 49.5% in 2017/18 vs 50.8% in
201112

Other producing countries are increasing their share: Pakistan (at 3% vs 2.8%); Mexico (at2.9% vs
2.7%)

R RI). Brussels,
October 19, 2017 2

WHAT ABOUT THE EU-28 DOMESTIC DEMAND?

* Domestic sugar consumption is generally on a slight downtrend. In 2017-18 it is expected to be
down 1.2% on the year after 2 years of stagnation

+ Possibly more isoglucose to be used in the future (if grain prices stay low) and replace part of
sugar consumption

+ For 2017-18 we consider isoglucose demand at 1 million mt vs 720,000 mt in 2016-17

*  Around 1.7 = 2.7 million mttg of imports should still come every season (Oct/Sep basis)

=8 676,925 mt; duty of Eurd8/mt
BALKAN 200,000 mt; no duty

FTA 287,380 mt; no duty

EPA-EBA

NON ACP-LDC unlimited quantity (farmula
related/safeguard threshold); no duty
ACP-LDC 1.9 million mt {formula
related/safeguard threshold); no duty
ACP-NON-LDC 1. 6 million mt {formula

no duty
*African, Caribbean and Pn(lf(s!n!zs (ace)
* Least Developed Countries (LDC)

(CHBUIU COVRIG (KINGEMASAR Giobal Plats) - Prassemascntn £C (DG JRC & 0G AGRI) Bruasels, -
Octater 18,2017

EU DELIVERED PRICES IN FREEFALL

Regional EU Spot Delivered

Prices * EU delivered prices continue to fall as
660 —Westemn Europe! we head toward the new crop
——Medterranean Europe « European ex-mill prices are not far
610 4 o
from being competitive on world
580 market
* On the month DDP NW Europe
510 dropped to Eur388/mt from Eur489/mt.
DDP Mediterranean dropped to
460 Eur418/mt from Eur495/mt
« Due to its quality and logistics EU
410 1 sugar could be preferred in MENA
region after 2017
360

Al
RELEEECE R ECE TR

Europe would still have an important
DD D a2 0 09 0 210 10 10 N0 100 N0 A A
IS s S S A N battle: re-conquering old trade routes

" o JRC 406 ACR)) Brussels
Octopse 18, 2017 "

WHITE PREMIUM COMING OFF ITS HIGHS

WHITE SUGAR PREMIUM July/August white premium
($ime) "
. s
.‘.;: “!VLI A
80 o Lﬂ“ -
s
o : I /‘ iy
Mar/Mar %
60 =

84

® A4 48
F5op16 Hov18 Jan7 Marl? Map1? W17 Sepd7 ,,v\h,fe ef:v‘g&#sf 9&(@’? ‘hﬁ‘ ’k
The March/March white premium hit life of contract lows at $53/mt in September. EU producer
pricing, exports from Pakistan and expected higher availabilities from Thailand, pushed the
white premium down
The July/Aug white premium was healthy, it expired at $102/mt aided by a global shortage of
deliverable whites. Thailand was the only viable origin, as Indian and Central American origins
were mostly sold out. Strong demand from East Africa — primarily drought-affected Kenya --
also boosted demand
The low white premium is expected to significantly reduce demand for raw sugar

Brusses, .
Octobar 19, 2017




COMPETITION IN MENA: THE RISE OF MIDDLE EAST
REFINING

Top 8 Global Refineries

(min mt/yesr) o o5 s 2 25 3
e I
[Rizhao, China)
Covital Group
(Bojaia, Akgeria)
Mommve I
(Dubat UAE)
proepell
(Lagos, Nigeria)
Sevols (USC)
(Jeddsh, SeuciA)
Thames Refinery
UK)
ElhedBetory
vea)
Lousiana Sugar Cane Refinery  Potentisl capecity
(Gramercy, USA) wEstimated capacity

The MENA region is becoming an important center of sugar refining and consumption

In the top 8 global refineries that account for an estimated capacity of about 11.3 min mt
per year, 4 are from the MENA region, totaling an estimated capacity of around 5.55 min
mt a year

Kings - DG JRC 8 DG AGRY), Brussses,
October 18,2017 .

CAPACITY USE IN MENA IS KEY

SUGARREFINING CAPACITY IN MENAREGION
milion mtryr) MENA ESTIMATED SHORTAGE/SURPLUS BY 2018

L —

| — - 2 TR {milonnthy)
Moroccs e——

i —
Saudi M}‘;E — = 15 W SurplsDefciton capacty rates

Sugan—— i = Refiring capacity surplus 1 2018

0, e— - )

e R Refingcapacity splus n 2016

Yoren a—- . Refiing capacity 2015-16)
Onen) K"‘“{Wa — = Consumption (2015-16) 0
I 1 Aitond capactyby 2018 i
70 o
Jusgi\ — S ——
0 1 2 3 & = 718% 5% 0 8%

« There is likely to be a capacity surplus by 2018-19

«  With an estimated 4.6 min mt of new capacity expected to still come online in the region
by 2019 we will surely see an impact of this surge in capacity regionally, globally, and, in
particular, on the white sugar premium

i JRC 8 DG AGR), Brussels, October
19,2017

S&P Global
Platts

WHAT ABOUT THE TRADE?

WHAT ABOUT THE TRADE? WORLD EXPORTS
EXPECTED LOWER FOR THIS YEAR

Development of global raws exports D of global whi ports
minmtry so0s | 4 min e 23.02 2
T g 2
'38.03 38.18
36 20
34 18
33.92 18.21
o * e
> L) N\ L A
S e »\ FPENFCIIR o 0 @ a®  ® g ®
_@\ ST PR S8 @ 9P o g @ e
*China not importing much
audu COVR JAC 803 KGRI, Bussels
Geceer 10 2017 1

EU-28: EXPORTS COULD BE MUCH HIGHER

J—— EU-27/EU-28 historical exports
8 il EU-27/EU-28 historical imports
B :
a0
6 35
5 30
s 25
3 0
15
2
L "
‘ ITI| ITI“II
a0 -
© gag2 e
a\a‘\\w“d‘\\‘q\\e‘\“ § EEEREE E
rx.éée@ m@m@‘\ SESSS 888 E§§ Sidairad
 Raw mwﬂk[N] WRefined imports [wv)

Before 2006 EU used to be netexporter. The WTO export cap determined the EU to
turn into a netimporter

From 2017-18 on the EU is expected to become a net exporter
2017-2027: Net export volumes

Clause - IRC & DG AGR), Brussals, 0
Octoser 18, 2017

EU-28: TO REGAIN THE SHARE LOST IN GLOBAL
EXPORTS?

Major whites exports players in 2016-17 Major whites exports players in 2005

u Thailand
urozi S
Thailend i
asoaics Cteraio
i IUAE & Gulf
27 aPaisin
®Guatemalo ‘Ugmn
UAE & Gulf i eiveg
ot Brozil NNE
Syria
RCA.0G AGRI Brssets, 2

October 19,2017

S&P Global
Platts

SO WHAT'S NEXT FOR THE EU-
287

EU-28 CONSUMPTION FORECAST: POTENTIAL
SCENARIO

EU-28 sugar consumption trend (assumption): linear
- Losing every year an average of 0.45%
- Losing the difference in isoglucose consumption yearly increase as a substitute for sugar

G, ainst sugar
demand

Latestexample: The newrish tax to be applied from April 2018 (30c/itre ifthers are over 8g of sugarper 100m/
and 20c/ltre [f 5 Rm ~f mtiman e 1A

in the form of new tax on sugar-sweetened drinks will also hit sugar

EU-28 sugar consumption (histarical and forecast) min mtwy
18.0 25
e -=Sugar LHS)
70 + 20

55
0 10
us
140 | 0s
135
130 00

ST &@ée@ép«?ﬁv f’&f ’%’(E 1456 —s“@

JRC § DG AGRIL BTUs815. )

Saeoer 8 2907



EU-28 PRODUCTION FORECAST: POTENTIAL
SCENARIO CONCLUSIONS

Higher yields to compensate for eventual drops in surface

Big groups to keep on encouraging farmers to plant beet by insuring minimum prices

- ) - The change in Petrobras policy in Brazil to adjust gasoline prices on a daily basis brings a
Sugar prices are more and more linked with crude oil prices closer relationship between sugar prices and crude oil prices. We are in a new

10 years sugar production forecast made more sense when quotas were there. Now mare sugar/ethanol world. Higher crude oil prices could send sugar prices higher

accurate are the 2 - 3 years forecasts when we have a befter view on decisions taken by farmers This could incentivize sugar producers in Europe

and on the forward sugar price curve
The decrease in sugar consumption and higher isoglucose demand would give more
Tt EU-28 sugar praduction (historical and forecast) export availability of European sugar

World sugar demand still expected to increase even if at lower rates

9.0

18.0 The EU-28 exports could be much higher in the following years and reach levels seen

o before the WTO cap
180 EU-28 imports to stay in the 1.7-2.7 million mt range
150 The premium between EU-28 sugar prices and world prices is expected to considerably
140 narrow. As soon as the EU-28 sugar volumes will hit the international market domestic
. sugar could still trade at a premium (extra volumes are cleaned from the tape)

Lkl LSS SIS

Claudiy COVRIG (Kingseman/SLP Giobal late) - Presentafonts EC (DG JRE & DG AGRY, Busses, 24
October 18, 2017

=

- JRC &DG AGRI), Brussels,
October 19,2017 %

EU-28 EXPORTS FORECAST: POTENTIAL
SCENARIO THANK YOU KINDLY FOR YOUR ATTENTION!

mtwy [EU-27/EU-28 sugar exports (historical and forecast)
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“Availability of containers to move the sugar could be tight for now

*The completion of the sugar terminal in Antwerp is a positive signal of the EU's capability to export

ml

Email: claudiu.covrig@spglobal.com

Skype: claudiucovrig-kingsman Phone: +41 78 865
63 92

Yahoo IM: claudiucovrig
WeChat: Claudiu79
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- Brussels, JRC &DG AGR), Brussels,
] Octover 19,2017 2
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WHITES EU-28 IMPORTS FORECAST: POTENTIAL
SCENARIO

DISCLAIMER
mlnslmiq EU-27/EU-28 sugar imports (historical and forecast) Use: oare: ‘Dat’) Jout

" ot
Teproduce. distibule,retansmt resel

i o v. oerthan 35
aumortzaoty parentor oier eatty Mt itbsing

feez s Frans

o S e e oL R
: I ol L U T
" e e e
- GUARANTEE THE ADEQUACY, ACCURACY, TMELINESS OR COMPLETENESS OF THE DATA OR ANY COMPONENT THERECF OR ANY
o :
05 ORDINGLY. ANY ussncr THE DAM SHOULD NOT RELY ON ANY RAn»G OR OTHER OPRION CONTAINED THEREM IN MAKING ANY

§%§§§ HEEH

88 5283

K ALY ERRORS, OWISSONS OR DELAYS M e DATA' THE DATA AND ALL COMPONENTS THEREG AHE PROVIDED ON At A5

85Z8oonIsenEa8IRRg A 0 OUR USEOF T DATA AT YOUR OV
225823 B A i - 11 EVENT NATSOE ER SHILL PLATS, 12 FFLATES OR HER TR PARTY LICENSCRSSE LUBLE FOR MY
503gcocoooog8oo0 INDIRECT, SPECIAL. SNCIDENTAL PUNITIVE OR CONSEQUENTIAL DAMAGES. INCLUDING BUT NOT LIWMTED TO LOSS OF PROFITS. T
NENNNRANNNESNRSRNRIRASN USSSES, 0 LOST TME O GUGDWLL EVEN F 1Y HAVE BEEH ADASED OF THE FOSSIBLITY OF SUCHANAGES. & THER I CONTRACT
 Raw imports (rv) ‘W Refined imports (wv) TORT, STRICT LABLITY OR OTMERWASE
S s onaf S Globel A g 6380, Nopuon o i lcalon a0 cKcopied, O reansted ot o3
PLATTSANALYTICS  isntusedmihout pric eiten auhoccaion tom
Claudu COVRIG (Kings manVSAP Giob lats) Prasantation o EC- (DG JRC & DG AGR), Brisssls, RCADG AGRY, Brusseis
Oclaber 19,2017 2 Genbes 19,2017 0

S&P Global
Platts

CONCLUSIONS

86



Session 6: Environment and Climate Change
Frank Dentener (JRC Ispra)

National Emission Ceilings Directive (NECD)
The European Commission’s science
and knowledge service

Air pollution travels across countries: the EU-wide NECD (2016)
sets national emission reduction targets for a number of
substances, like SO,, NO,, and also NH;

The objectives are defined for each MS as relative reductions
compared to 2005 emissions- resulting from negotiations
informed by multi-criteria optimisation

EU-wide NH; emissions need to be reduced by 6 % in 2020 and
19 % in 2030 - compared to 2005

Advise on which fertilizers to use, and NH; emission reduction
technologies.

Countries report emissions and can provide projections for 2020
and 2030.

- European n European
1 Commission 4 Commission

National Emission Ceilings Directive

(NECD):reported EU NH; emissions

AW
. ; ) European Environment Agency = )]
EU Outlook on environmental indicators: ""t

Ammonia (NH3) emissions

| ]
: .
i =
Frank Denten 23, Jean-Michel Ter ; i H
Franz Rita Van Dingenen, Mihaly Him i
19-20 [ —

htps: /o eea,europa ev/cata-and-mapst - drective-data-
[ titps: [
Commission 5 Commission

Why do we care? NH; emission impacts on National Emission Ceilings Directive

public health and natural vegetation (NECD):reported EU NH; emissions

+ 92 % of the NH; emissions are agricultural- manure (80%) and WS armlesions lkton MMyl reported by S - SUZH totad

s000
mineral fertilizer (20 %)
as00
+ Health: formation of the aerosol component ammonium nitrate, e . E
which is part of particulate matter (PM2.5/PM10) o Total NH, emission '_/’ :
-
+ EEA report (2017): in the EU-28 400,000 premature deaths o NS -~
attributable to air pollution- substantial contribution from 300 e
ammonium nitrate 3600 . - Extrapolation of 10 year fFémg:| 7
a0 Agricultural NH, emission
+ Vegetation: contribution to excessive N-deposition on semi- 2200 -19 E;“
natural ecosystems- leading to eutrophication
3505 1006 3007 3008 1503 330 011 301 3013 1914 313 016 7017 014 0T 630 3021 TOTE 073 04 5 S0 2037 08 7079 230

+ Need for assessment of agro-economic drivers
of future NH3 emissions
- European

m European
Commission 6 Commission

87



What is driving NH; projected emissions

until 2030 ?

Distance to NECD-target in 2030 Member
States projections

9 Macro-economic

§ import-export Consumer preferences
] Demographics demand for meat and milk
g World markets srenllEE
"g GDP growth and purchasing
1% power NH,

emissions

§ -, Nitrogen balance NH; emission factors
B E Increaswng crop production Grazing-indoor

£ 5 Ef‘ﬁc‘ency_yye‘ds Manure and fertilizer
Bl Mineral fertilizer "
o2 management practices

Animal numbers, production
efficiency, herd composition Weather

- European
7 Commission

NH; Emissions in the EU28

2008-2030 scenario’s

NH3 emissions [kton NH3] in EU28

4000
3500
3000 -7 % al numbers (LSU) -9%
2500 re N output -5%
iction:
2000 -10 % L38e +8%
1500 E— +dairy +23%
1000 -13% in (N) +12%
E— ———
s00 Cereal production +8%
. [I— (S Cereal Area 1%
2008 2030 Mineral N fertilizer =0%

An overall increase in production efficiency of meat,
milk+dairy, and cereals

Improved manure management

Mare efficient N-use and less NH; losses

n European
8 Commission

NH; Emissions in Germany

2008-2030 scenario’s

Grazing
NH3 emissions [kton NH3] in Germany Manure storage+handling
600 Manure spreading
= Mineral fertilizer

500
w00 -18 % mal numbers (LSU) -13%
e N output -2 %
-8% ion:
0 14 % +19 %
200 -dairy +27 %
(N) +22%
100 [IR— SR — production +4 %
17 % Cereal Area =0 %
0 —_— Mineral N fertilizer -17 %
2008 2030

Above EU average increase of production, but also more efficient
Less mineral fertilizer and better manure supply efficiency to

crops - European
o Commission |

NH; Emissions in Poland

2008-2030 scenario’s

Grazin
NH3 emissions [kton NH3] in Poland * Manure spreading

400 = Mineral fertilizer

350 +2%

300 numbers (LSU) -11%

250 +2% N output +12%

200 +10 % +39%

150 +12 % airy ] +28:A7

o5 — C N production +36%

S Cereal production +9%
[— Cereal Area -8%

Mineral N fertilizer +19%

2008

+ Large increase in production of meat and dairy products
+ Less than EU average improvement in manure and

mineral fertilizer use efficiency -

88

NH3 emissions distance to 2030 NECD target [3]

Austria
oaignm

= Stagnation @ 2020 emissions

= 2030 M5 projection

+ Not all Member states provide projections
« 21 MS not reaching the 2030 NH; reduction target
« MS 2030 projections similar to a stagnation of
. emissions at 2020 levels |

—
— — = Sgasion 81020 smisions.
etan — o
I — = 2030 5 poiction
= —
e
rotane i—
—— =
P R —
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« Technological progress in CAPRI and emissions reductions
more optimistic than MS in reaching NECD target
.+ Only 5 MS do not reach targets. n European

Commission

Premature deaths avoided by NH; emission
reduction (CAPRI projection)-2030 vs 2008

Premature deaths avoided by change in NH3 emissions between 2008-2030

®e — ®

= Premature Death avoided within country

= Premature Death avoided in other country

United Kingdorm
2500 3000

Calculated with results from the EMEP FASST atmospheric model
Transboundary transport is important

EU28 9,800 Premature Deaths avoided between 2008-2030
Compare to road traffic accidents 26,000 in 2015

§
H
H
§
§
H

Conclusions

Ammonia is an environmental problem affecting human health- and
semi-natural ecosystems.

NH; emission projections in CAPRI suggest that in many MS
improvement in production efficiency can be large enough to comply
with NECD in 2030, but they are substantially more optimistic than
MS. Animal and crop production efficiency improvements vary across
countries, depending on crop and animal production systems in
place.

Substantial improvements in public health and societal benefits by
reducing NH; emissions.

Nutrient (N) management is also key to understand NH; emissions:
from farms to aggregated Member State emissions.

- European
14 Commission



Impact of agriculture on Particulate Matter:
CAMS Copernicus Atmosphere Service

(opemicus

AI0_[nresnaid exceedance or 50 4G . i 4843 Year; 015, 13™ March

o
3 oo B forecast using
2 current
| emissions
.1 Everywhere in Europe -

Particulate Matter episodes occur in
early spring- associated with
agriculture

" | Forecast with

=" 3 policy scenario:
- 30 % reduction
of agricultural

emissions
EEEEESERREL]

frank.dentener@ec.europa.eu

« Reducing NH; would bring Particulate Matter
closer to limit values

« But not in the remit of local air quality
managers

- European |
Commission 17 Courtesy, L. Rouil- Iners, 2017

Extra's Comparison of 2008 MS reported NH;
emissions and CAPRI

700 In this study CAPRI 2008
7 emissions where harmonized with

. MS reported emission |
= NEED Tota (2017 subiw)
= casi st

s00

w0

00

0

i ' I I i

I I . m_ I i I adl _ o=

- European AT OB BG WG 1 DK B R OFRODE NE WK MW T WM R R S S B S U
Commission

Claudia Olazabal (DG-ENV)

Overview of EU environmental EEA - State of the environment
Ieglslatlon linked to agricultural Report 2015

Key trends

The long-term sustainability of agriculture and the
ability of agro-ecosystems to provide services
beyond food production is being undermined by
environmentally-harmful farming practices. These
cause soil degradation and water contamination, as
well as declines in pollinators, the loss of natural
ClatdisOlsotbe biological control of pests and diseases, and of

Head of Unit - Land use and management

DG Environment plant and animal genetic diversity

European Commission

EU AGRICULTURAL OUTLOOK- October 2017
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EU Biodiversity Strategy
Habitats and Birds Directives

The EU Biodiversity
Strategy for 2020

EU Biodiversity?trategy

UN Convention on Biological Diversity

— 3 ture of the EU 2020 Biodiversity Strategy
¢ 2020 headiine target
g the loss of biodiversity and the degradation of ecosystem
esin mwhyzm.mmwmhumf
b ipth o bal

NATURA 2000-
The biggest network of protected

National List of
proposed sites
(pSCI)

Importance (SCI)

ngclalAre;s of
nservation

\ =)
_I‘s”’ NATURA 2000

(site protection & a species protection pillars

18,2% of EU land (c. 6% of
marine area), iIN 27 500 site

| Nine biogeographical
| regions

‘ Alpine: mountain chains wit
and cold, harsh climaf
peaks, including the

estuaries. The Gulf Stream system brings mild
| wintess and cool summess.

Black Sea: the western and souther shores

a \ania. The Danube d
marshes, lakes and islands, s

B Boreal: Europe’

& Arctic Circle;forests co jor

% which she irds.
A Continental: the heartiand of Eur uch
Il of it agricultural tries
(| fromErnce toPoland. Ho contrast
B Akineregon Mecaronesiun regins with cold winters
o e el Macaronesian: made up of Europe’s volcanic

- D Bocesegin stepoicrogon can:the

Jerranean: Europe!
s, with mountains, grassla g
and extensive coastiines.

Fact 4: The network is g
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Natura 2000 and agriculture

a very important share of the Natura 2000 habitat
types and species are strongly dependent on the
maintenance or imitation of traditional agricultural
practises

some of these species and habitats are extremely
sensitive to land use changes (e.g. switch from
moving to grazing, etc.), hydrological changes and/or
fertilisation

main threats are intensification and land
abandonment

need for targeted & continuous agricultural
management

ultimately, dependency on viable agricultural
systems !

Planning tools
Biogeographical regions- Process with
Strategies

Sites - Natura 2000 Management Plans

the sites to maintai pi status

strong legal protection atsite level, although new activities or developments are
notautomatically excluded

Species- Species Action Plans

Wider Biodiversity - National (Regional )
Biodiversities Strategies



Important information sources

+ Farming for Natura 2000:
http://ec.europa.eu/environment/nature/natura2000/management/docs/FA
RMING%20FOR%20NATURA% 202000-final%20guidance. pdf

= Habitat types dependent on agricultural practises:
http://ec.europa.eu/environment/nature/natura2000/management/docs/FA
RMING%20FOR%20NATURA%202000-ANNEXES%20A-D-final.pdf

+ EU-wide Natura 2000 database: https://www.eea.europa.eu/data-and-
maps/data/natura-8

+ Natura 2000 Viewer: http://natura2000.eea.europa.eu/

+ EU-wide Article 17 datase: https://www.eea.europa.eu/data-and-
maps/data/article-17-database-habitats-directive-92-43-eec-1

+ Article 17 Reporting Viewer:
https://bd.eionet.europa.eu/article17/reports2012/

e River Basin Concept -
integrated river basin management

PSivefanditsivatershed)

Scope

all water bodies,

( including transitional waters and coastal waters.
all impacts on waters

all pressures

Objectives

Protect and enhance fresh surface and ground
waters, as well as coastal waters

* No deterioration
Achievement of good—Ecological
and chemical - status by 2015

Special protection for drinking water resources

2010

Z

Planning tool
River Basin Management Plans-

1. -description of the characteristics of the river basin district,

2 -asummayorsignificant pressures and impact ot humanactiviyonthe

status of surface waterand groundwater

3 - d Aticle 6 and Annex IV;
4. -mapofthe i anda inmap fo fthe results
5 -alistof the environmental objectives established andofinstanceswhers use

has been made of exemptions
6. -a summary ofthe economic analysis of water use

-a summaryofthe Programme or programmes of measures.
including the waysin which the objectives shall be achieved;

-aregisterofany more detailed programmes and management
PIlans forthe river basindistrict desling with particular SUb-basins, sectors, issues
or water types. togetherwith a summeary of theircontents;

9 .a y Ppublic infor measures taken, their 7
€, -2 st of competent authorities
the background d the actual

~

@

ts and the changes o the pian made as &

Programme of measures (Art. 11)

*Basic measures

Measures ynder = *Urban Waste Water Treatment Directive (91/271/EEC)
isti *Nitrates Directive (91/676/EEC)
islati « Industrial emissions Directive (2010/75/EU)
Article 1.3 (2) :2:.:‘19 and Habitats Directive (79/409/EC and 92/43/EC)

+ Cost recovery

+Safeguarding drinking water
o +Controls over abstraction
Additional WFD +Emission contrals for point and diffuse sources
basic measures +Controls over hydro-morphological alterations
Article 11.3 (b-1) «Prohibitions on direct discharges to groundwater
+Eliminating/controlling pollution by priority
substances and reducing pollution by other

substances
« Supplementary measures
Supplementary  , 1,50 measures designed and implemented as needed on top
measures of the basic measures, with the aim of achieving the objectives
Article 1.4 established pursuant to Art.4. To be defined by Member States.

River Basin Concept

91

WFD Implementation Reports
WISE electronic delivery

“ ENVIRONMENT

About us Policies Funding Legalcomplance News & oureac

WFD Implementation Reports

0 assess the prog:

——r—rc Eerarert Fertan e public aboutthe s
. o5 (Mach 2015)
o the Ruve Basin (overber 2012)
nd regart on mons
1.0 the first stage of March 2007)

http://ec.europa.eu/environment/water/water-
framework/impl reports.htm



. . b AIR quality
Nitrates Directive- prevent water

pollution caused by nitrates from o e
agricultural sources e

What are the main sources of primary air pollutants?

pican 15 see 3 s source o sources o
etk on e sources 0 see the a poen # caumes

Air quality today in the EU

owe * Health & Environment Impacts
>400.000 premature deaths each year

(10 times the amount of people dying prematurely n traffic]

Monitoring

>30% EU citizens exposed to air pollutant

levels above EU standards

Reduction of

e W"E’:ﬁ >90% EU citizens exposed to air pollutant
caused by - - = levels above WHO guidelines
nitrates from
agricultural EU limit WHO * Socio-EconomicImpacts
sources and values quidelines
External costs: €300-900 billion
) e """“" - 436 million restricted activity days
g et 4 B L L LU L I L1 LT I
ki v o o IPIRIIIEEE = PRPIRRIENE Oirect cconomic costs: €23 bilion
e oo IHEIIEEERY - PRRERRERYY e
Agricuttural
(Puﬂk.e ) Source: EEA

Clean Air Policies in Europe - An Overview
Nitrate Vulnerable Zones designation wadoos "0 oo Ambient Air Quality Directives
3 M“mﬂ Maximum coneentrations of

air polluting substances

NVZ Status

- Teritory designated as VT

Momber States applngthe whole
ooy “epeasch

() o comee

National Emission
Ceilings Directive
National emission totals

(50,, NO,, NMVOC, NH;)

Source-specificemission
standards

-Euro and fuel standards

Industrial Emissions Directive

~Energy efficiency standards
R A TS SR

Planning tools

Planning tools The Ambient Air Quality Directives

Codes of Good Practice (voluntary)
Action Programmes

Directive 2008/50/EC on ambient air quality and cleaner air for Europe, and
Directive 2004/107/EC relating to arsenic, cadmium, mercury, nickel and
polycyclic aromatic hydrocarbons in ambient air, Oblige Member States to:

Measures
+ When to put fertilisers (closed periods) * Achieve objectives for ambient air quality;
» How to store manure * Maintain air quality where it is good and improve it in other cases;

»  How much fertilisers to use
- Where NOT to use fertilisers
» Where to put barriers (buffer strips near water courses)

+ Assessambient air quality in their territory and obtain information on
ambient air quality in order to help combat air pollution;

+ Make information available to the public;
Practices in EU Member States to apply balanced fertilization
Mandatory crop specific application standards
Mandatory soil sampling, mandatory nutrient balance
accounts, other methodologies, using various approaches
and indicators (e.g. field balance vs.farm gate balance) [ ]

+ Promote cooperation between the Member States in reducing air pollution.
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Planning tools
Air Quality Plans and Air Quality Measures

The Ambient Air Quality Directive - air quality plans

General information and details on measuring stations

Nature and assessment of pollution (incl. trends)

Technigues used for air quality assessments

Origin of pollution (incl. source apportionment)

Details of measures and estimate of improvement of air quality

planned, and the expected time required

Planning tools

National Pollution Control Programmes

Member States sha
Programmes (NAP(C

Setting out the n
reduction comm

reductions

Improve long-te E - 2. gments
Enhance coordi #d local
level: better con| tion

Better cross-sec] 'y areas)

Special focu

While no planning tools
at EU level , there is
data to determine the
needs and guidelines
on soil measures

Possible measures for
maintaining or increasing SOM

» Catch and Interin crops | winter cover ! butter stips
 Cholce of appropriats cropsicrop rotations

» Incorporation of crop residues

» Use of manure and organic soll improvers ke compost
» Conservation tilage | muiching

» Adjusting stocking rates

+ Requiating controried burning

» Restricting uncontrolied burning

~ Growing ire-resilient piant communities

» Change of arable to grassiand

» Reduce at

ton
» Increase of water tabie o restore cultivated peat soils

The link with Agricultural OUTLOOK

Unsustainable
Agriculture “w:g‘re;d‘::i‘::ﬁ(i“ Legal constraints
impacts agricultural yields
State of the
Environment
Triggers
Environmental legislation
||

Thank you for your attention!
Claudia.Olazabal@ec.europa.eu
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Session 7: Milk and Dairy Markets

Sophie Hélaine (DG AGRI)

Diverging consumption trends

Per capita consumption
The 2017 EU Share of individuals skipping at least 1 (kg/capita)

Agricultural Outlook breakfast per week in France o |—— | Liquid milk
Workshop 2 o —
30 29% 40
30 TN
25 20 === ==
21%
10
) ) 20 ) o
Milk and dairy products 15 13% 18% FFIEL S TE PP P
10 ——EU-15 =-=-=-EU-N13
21
s 19
o 17
Entants Aduttes 15 —CHEESE
Brussels, 19-20 October w2007 w2013 3 T
mo et
Source: CREDOG, 2013 CCAF survers: kP -
A =
" . N N st —
« EU-28 liquid milk consumption LIS ELLIIFSP IS S LS
will continue decreasing by 0.5
ko/capita per year —— U5 =m- UL

tiote: For chasse, bresk n tme series in the £U-15 n 2013
‘Source: OG Agncukure ndfurs Developmen (drsft bessine]

EU domestic consumption to expand

Annual change In EU dairy product
+ 800 000 t per year consumed in consumption (1000 t of milk eq.)
the EU

Mainly cheese and the other dairy 400
= Strong local and global demand for cheese, butter, cream preducts 300

SMP too (for chocolate, FFMP, baby 200 |
food...)

m:,j | ] .-I.‘_l

« Demand for powders remains high

+ Big challenge: decrease in liquid milk consumption in the EU

« Cream use will continue growing r
-100 +
+ Yogurt consumption could stabilise 00 .
« Demand is supporting milk price increase * While liquid milk consumption will - .3pq |

continue decreasing

. “‘*‘&“’&v‘&\ & fc J”i &£ & lepe &
s &
S *\&‘

=2007-2017 =2017-2030

P ———
o 2o
E e cumn s oo i

EU exports to expand

. by 500 000 t/year (in milk equivalent)
thoth lower than in the paSt decade More than 1/3 of world trade growth for cheese, SMP, WMP and butter

Continuous growth in world import demand

Global dairy market
annual Increase (Mt of milk eq.) EU exports )
+1.7% per year in world 1.8 (1000t of product weight) Share of EU exports in global trade
consumption and production, i.e. 1.6 1,400 40%

+16 Mt/year

1.4 1,200

+1.7% per year in world imports
of SMP, WMP, Cheese and Butter

| 35%
1,000 0% 1
o 25%
India to increase most 800 1 20%
production (+6 Mt / year) 08 600 | 15% |
China remains the first world ve 400 + 10%
importer, with imports up by 0.4
3.7%/year 0 200 | . 5% 1
EU market share to expand L . ‘ ° S o

g 2 Cheese SMP  WMP  Butter
Total WMP  SMP Cheese Butter 6"’0& Ea a\“,.t“i“@}‘é &€

®2007-2017 w2017-2030 2007 w2017 2030 = 2007 =2017 = 2030

Wate: Baced on trade of SME, WM, cheece and butter in mik equisient (total solds).
Saree: DG AQriculturt nd AUt DeSEmant (e baseine]
Source: DG Agricultune and Aural Develoemant (draft basine) —
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Do we produce too much SMP in the EU? Higher EU milk collection in the EU
EU SMP balance sheet
1000t)

( EU milk production (Mt)
*+ EU SMP stocks 2,000 0

EU milk production up to 182

Mt by 2030
+ End 2016: 351 000 t ; v
= +1.4 Mt
+ Purchase in 2017: around 30 000 t 1300 2 150 / year
= 27 highest growth in the world
+ Stock level = 3 months of o / ) behind India
production A z 100
+ Working assumption: release in * E‘l‘t' bm“:od;)"ve”es up to 174
2018 and 2019 5 Y
* EU SMP exports * Faster growth rate in the
1 EU-N13
= Boosted by low prices and by 2 - N
demand in the long-run & 2000 2005 2010 2015 2020 2025 2030 * Rate of deliveries from 76% in
+ EU SMP use Private stocks == [ntervention stocks wFarm useRdirect sales 2016 to 86% in 2030 in the EU-
~Production ——Exports wDeliveries EU-N13
= Increasing for FFMP, chocolate, ——Use mDeliveries EU-15
baby food... Source: DG Agricukture and Aurel Develogment (draft baseine)
Sourca: D Agrctur s Rursl Ovvelopment (ot basane) [ |

. . ) - Higher EU milk collection in the EU,
Dairy product prices (EUR/t): back to normal price driven by productivity growth

relationship Butter/SMP after stocks are emptied

+ Slowdown in yield growth mEU cow number (M heads) and yleld (kg,'::ﬂwﬂ)ﬂ
Large gap between EU butter and SMP A !

prices to decrease progressively Milk price {EUR/100kg) + Because more organic milk and
EUR/T change in breeds:
5,500 55
5,000 50 - - Share of organic milk assumed in - 6,000
! e 2030 = 10% in the EU-15, 6% In
4,500 the EU-N13

a0
ao00 — = - Lower growth of yield for organic
3,500 N\j 20 production (EU-15 +0.5% per year, 3,000
2000 - A . vs. +1.5% in conventional, EU-N13
) " +1.5% per year for organic cows vs
2500 20 +3% in conventional)
2,000 157 . N . 0 v ' v 0
1,500 10 YA A . _Decrease in dairy herd mainly 2000 2005 2010 2015 2020 2025 2030
e LLEESS SIS E IS E P in the EU-N13 u Dairy cows EU-N13
FEIAESSTSESF TS EES - 'Eﬂ milk e?li( - ‘:";’: milk e + In the EU-15, number of dairy = Dairy cows EU-15
—sMp —bButter o e cows in 2030 > 2013 4 Yield EU-15 (right axis)
""" =t percen o Yield EU-N13
‘Source: DG Agricultuns and Aural Developmant {draft Daseing) —

Questions

Robustness of EU cheese consumption growth
and EU cheese exports?

Any possibility to stop the decline in liquid milk?
Do you share the SMP use picture?

Moderate EU supply increase

Can the number of dairy cows remain that high
+ Back to dairy herd decline but at a slower pace I . in the EU? Which yield increase potential?

« Environmental constraints to play an increasing role What is the potential for EU organic milk
production development?

Do you expect environmental legislations to
limit more milk production development?
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Hans Jensen (JRC Seville)

India's Dairy Sector: Scenario Description
Could India become a Dairy Net Exporter in the near future?

» What if India exported SMP (as did in 2013 }?
Scenario on the preliminary baseline
» Opportunistic net exporting position in the future (not a permanent

feature).

» Year 2024 selected

v

Assumption: What if India exported 256.000 t of SMP

>

Capturing 10% share of global market
EU Agricultural Outlook Workshop
19-20 October 2017, Brussels
H. Jensen & |. Pérez Dominguez
European Commission, DG JRC

=

Background Market Impacts: Change in SMP Exports
(1000 t)

» With 122 million heads & 160 million t of milk produced in 2016

India has the world largest dairy herd 300
»> P has been g g by 4.5% p.a. =0
200
» Almost 90% of livestock is held by 122 mill. holdings of less than 150
4 ha (average 1.8 heads, 1.1 female cows)
100
> Roughly 40% of the milk is consumed on-farm and 60% is sold o World
on the market (with 17% g p 0 9 o = india
and private companies) L] e
" 20 6 15 WEU
-100 a5 mUSA
-150 = New Zealand

2024 2025

Milk Outlook for India (I) Market Impacts: Change in Butter/Ghee Exports
(1000 t)
2016 2026 % p.a.
Animal heads (million heads) 122 140 1.3 4
Yield (kg) 1309 1572 1.9 2
Milk production (million tonnes) 160 219 3.2 2 0
Milk price 26 48 6.2 0 !
Consumption dairy (kg/person) 19 24 2.2 -2
Population (million) 1327 1468 1.0 a 3
GDP 7.0 . World
SMP exports (1000 ton) 15 £ 5 N
B mIndia
+ Milk production is expected to grow by 6 Mt per year: highest 10 - wEU
growth in the world 12
+ For domestic market only RUE I "usa
+ Nochange in Net trade 16 # New Zealand
« More milk through organised commercial channels 2024 w5

Milk Outlook for India (II) Market Impacts: Change in Cheese Exports
Per Capita consumption of dairy products, kg/year (1000 t)

50 8 7

7
40
6
0.
20 = Fresh Dairy Products. 4 - 3
m Other Products 2
w0 N 2 World
o mindia
2016 | 2026 | 2016 @ 2026 0 § 0 .
India EU Pakistan 0 0 wEU

Note Solid milk basis, calculated by adding the amaunt of fat and non-fal solids together for each product 2 2 2 mUSA

+ Large vegetarian population who love dairy products  New Zealand

2024 2025
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Market Impacts: EU Exports 2024

EU exports Share of EU exports in global
(1000 t of preduct weight) trade

32

10591087

19 19

Cheese  Butter SMP wMp Cheese  Butter SMP wMP
Base M Scenario Base W Scenario

o,

Market Impacts: Change in world market prices
(%)

30
20

20
10 %7 03 o
0.0

<10 - 05
20 4 smp
-30 m Butter
40
50 u Cheese
6.0 -
70 - 63

2024 2025

Market Impacts: EU 2024

Changes in EU production
Change

1000t %
SMP -76 -4.3
Butter -15 -0.6
Cheese 28 0.3
WMP 4 0.5
Fresh Dairy
Products 312 0.7

EU Farm gate milk price declines by 0.7%
With no change in stocks

Concluding remarks

» India is mainly focused on its domestic market

> However, SMP is a by product of Ghee and can be processed

when prices are attractive on the world market

» India can rapidly enter the world market

» Leading to a substantial decrease in EU exports of SMP

But the impact on EU milk price remains small

Thank you
for your attention

Hans.Jensen@ec.europa.eu

Joint Research Centre

Serving society
Stimulating innovation
Supporting legislation



Gira

Christophe Lafougére (GIRA)

European
Commasion

World dairy consumption growth
Special focus on Whey

2017 - 2022

Gira

Production of Drinking milk and Yogurts

Two major changes expected by the Commission

Drinking milk Yogurts
00 — 2500
[
M Misn .7 2000
-500.0
3 1500
& +1,0000 g 1000
8 s00
-1,5000
00 ——mm ——
-2,000.0 500 deltal7-16  delta18-17  delta 57

The 2017 EU Agricultural Outlook Workshop
Brussels, 20" of October

Christophe Lafougere
clafougere@girafood.com

WEU Commision  Gira ®EU Commision ®Gira

* Two major changes expected by the Commission:
A strong decrease for drinking milk
+ A rebound of yogurt production

Gira

Dairy Consumption - 2017 & 2022
700,000 25%

600,000

500,000

100,000

[

Gira

Dairy Consumption Change 2017-2022
CAGR 17/22: +2.5%

Contributions of GDC Countries (excl. India) to
Consumption Change Between 2017 and 2022

Othors: 14%

China: 27%
Mexico: 6%

Russia: 7%

USA: 1206

Global Consumption Growth - 2017-2022

Lowest growth rate for drinking milk but largest

consumption volume; Strong growth for fresh

Consumption Growth in GOC Countries (excl. India) 2022 vs 2017 products
5,000 |
o
8
T 4000 Erosh Dairy Products
o 3%
8
8
£ 3000
- Cheese
§g 1%
o 2000 .
E
£ Drinking Milk Whey
| . i o A -
g wp 18% e [ ]
H am a " &
i Cream
17%
oo Low 20m 30%
9% CAGR 2022 vs 2017
Source: Gira GOC17
Notes: 1.The size of the sa wtion @ in 2 2.ndia was excluded
3

Gira

Consumption Growth in the EU - 2017-2022

Drinking milk consumption set to decline; Strong

growth in whey consumption

Consumption Growth in the EU 2022 vs 2017

Volume Growth (‘000 tons pw) 2022 vs 2017
8
8

Cheese
o7 )
400 Whoy
30%
200 Frosh Dairy Products  Solid Dairy Fats
oo 08% wwmp
] ", b
o I
: Cresm P
o5 11%
Drinking Milk
400 oA
. .
0.0% 10% 20m 30%
9% CAGR 2022v8 2017

GiraGDC17

volume in 2022
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Gira

Production & Exports: Cheese

Similar expectations for Production & Exports

Cheese production

200
. Il m_

deha 1716

Gira

delta 1817

EU Commision M Gira

300.0
2500

g 2000
150.0

g 1000
50.0
00

Cheese exports

200
, 150
g
g 100
|
. |
delta 2217 delta 1716 delta 1817 delta 2217

®EU Commision  mGira

Production of Cream
More growth expected by Gira
thanks to export demand

Cream
= HE lI
delta 17-16  delta 1817 delta 22-17

®EU Commision W Gira

= Stronger increase of production expected by Gira (mostly for export growth)

Ira
DAIRY CLUB

Consumption Growth in China - 2017-2022
Yogurt expected to lead consumption volume

growth

Consumption Growth in China 2022 vs 2017

3,500

£
g

Volume Growth (‘000 tons pw) 2022 vs 2017

wmp

Drinking Milk
21%

™1

-
Fresh Dairy Products
83%

Cream
Cheese
aa%  sMP 12%

57%
Solid Dairy Fats
¥ aan 7%

0.0% 1

Source: Gira GDC17

0% 20% 3.0%

40% 50% 60% 7.0% B0%  9.0%

10.0%  11.0%

% CAGR 2022 vs 2017

olume in 2022



SSA Dairy Commodity Imports
DAIRY CLUB Growing demand not met by production... pulling imports

SSA Dairy Commodity Imports, 2006-2022f

2022117
SSA Dairy Commodity
Imports, 2017 HTRpa
R 2017-22
H Volume &
é e T
E 600 WCheese +23kt
3 e +3gkt
Ei oo mane a3k
- WERP +124kt
0
v . 4236kt
CERERERRRE A 5 oomn
B o
Powders are the main productimp i i by WMP
FFMP has become the most important, driven by its' lower price point
+ Brand loyalty for FFMP products has grown rapidly 9

ira Special Focus on Whey
DARYCLE - Growth still accelerating for the concentrated products,

but not spectacularly so
Production Growth of Whey Products in Top 3 Producing Countries

Standard Whey owp wec wel

o

g
2

3
3

Growth Rate (%p.2.)
e a
2

2

2017/18 201722 | 201718 2017/22 | 201718  2017/22 | 201718  2017/22
60C17

i in top 3 whey producing countries: U, AR, and US. 2. The size of the bubbles is progs

onal to the 2022 production volume.

Whey: Global consumption
DAIRY CLUB High growth everywhere

‘Global technical milk protein powder consumption by product
and region, in 2017e and 2022f (ktons pw)

+4.1% pa.
h
é 600 1%pa.
.0 = Cthers
g +6.5% p.a. u Caseins
F 400 aMECMPL
= DWP
300 e

g +6.4% p a. — = WRCRI
g 200 - 2022
E
§ +4.1%pa.
S 100

0

EU China § Amenca  Others

Soure Girs based on ZNE, ADPY, NASS, Doy Austals, Ststatcaz | Gil sad sck ststcs |1

99

3 Whey: Global consumption
DAIRY CLUB Demand driven by Nutritional products

Global milk pi

and Infant formula

by end-

user legmerm in 20179 and 2022f (ktons pw)

900
+6.2% p.a.

500

700
? +4.2%pa.

60O

+2.6%p.a. = Others

B0 = Cassins
2 - =MPCMA
£400 “owP
g +1.5%pa. wWPCWR
E 300 — -2022
S 200

100

o
Ifantformula Mol oducts  Deiry products  ther food sectors

Sourca: G based on ADPY, amicies and inferveus

NATURAL THISIS HOW YOU SPOT

Taste Slightly sweet

SColotrll White

NoSoapy ™\
feeling if rubbed
Texture between fingers

heating remains white

Effect on No change in
storage colour

Ifurea  Weakly positive
present (light yellow)

SYNTHETIC
Bitter
~ Whlte

Soapy feeling
if rubbed
between f ingers

when boiled

Turns yellowish
after a while

Highly positive
(intense yellow)

12



Mirko Waitjen (DMK)

- Group

EU Dairy Market Outlook

Mirko Watjen, DMK Market Intelligence

21. October 2017

Agenda

Structural change in German dairy farmi
k Supply & Valorisation
Comments on the EU Market Outlook 2027

fa)

- Group
EL Workshop an the Medum.-Term Outioak for Dairy 2110207

Germany’s largest dairy cooperative
- owners: DMK eG and DOC Kaas
23 locations around Germany in ten federal states e
and two locations in Hoogeveen in Holland .-
Approx. 7,200 employees =

==
A :
e A O -7

EUR5.1bn 8,600
L T
7,200
e Tarm Otokfor Doy 20102017

A broad portfolio to meet the most exacting of
requirements

EU Workshop on the Medium-Tern Qutiook for Dary 21102017

Agenda

DMK at a glance

Structural change in Ge

Milk Supply & Valorisation
Comments on the EU Market Outlook 2027

D

EU Workshog an the Mecium. Term Outiook for Dairy 21102017

Structural change in German dairy farming -
Increased dynamics in the last five years

Dairy farms [1.000] Dairy cows [mic]

- P

a u
=
= " N - o
N a2
P

PEEPEFEELFESEETS  FEPEFEPPPEEREERS

Cow milk produced [m{] Dairy cows per farm

23288
2

ssuEBEEE
3
&
\
i
L}

nmf’é"fﬁé’!(ﬁ!ﬁ@“e“e“f—e“e" FEEPFEI S PSS
- Group

EU Workshap on the Medium- Temn Otiook for Dy 21.10.2017

Structural change in German dairy farming -
Inci d dyn in the last five years
Two different phases in the structural change:
Mederate development in the period of the year 2000 to 2010
Accelerated development since the year 2010 until today

ifferent phases of structural change

2000-2010 -3.6% -0.9 % +29% +0,4 % +1.3 %
2010-2015 ~4,4 % +0,5 % +5,1 0% +2,0 % +1,8 %
- Group
Ut o e e O P
Supply:

Milk Production Germany 2017

bk Milk Production Germany
corracted to 30 5 a2
28
27
26
25
244
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Souce! BLE. weaky raperts
2017: Jan - Sep: - 1,6% (- 375 Mio. kg)
Sep2017:+2,5%
> Group

EU Workshop on the Medium-Term Outiook for Dairy 2110207

Closure of dairy farms and raw milk price in
context

First halfyear 2016 First half-year 2017
336 dairy Farmers 212 dairy Farmers "

1
20 1
1
= 1
s 70 I
) !
i
LE
i
2w
P
10
o
e
Sarkidar
i umter cb closire =ik price (inctig) e Reducton Programorraw ik peocionin
GeRE
- Group - Endorne mancsisesrin g

EU Workshog an the Mecium. Tarm Outiosk for Daity 21702017

Influencing factors as determinants of future dairy
production in Germany

Influencing factors (short and medium term) for the dairy production
in Germany/EU:
- Political Regulations:
Change of the fertilizer ordinance in Germany/EU
Laws about storage of feeding stuffs
Political restrictions for agricultural buildings (animal housing systems...)
Emission protection laws..
« Social acceptance of animal husbandry:
Animal welfare
Environmental protection
Industrial animal husbandry

- Group
U Workahop an the Medium-Term Oufioakcfor Day 20102007



Agenda
DMK at a glance
Structural change in German dairy farming

EL Workshop an the Medum.-Term Outioak for Dairy 2110207

Changes in milk supply drives world price

O Change in world milk price

O Change in national milk price

O Change in dairy farm economics

Change in milk supply
drives world price

Result: more / less milk

?

EU Workshop on the Medium-Tern Outiook for Day 21102017

Milk Supply & Valorisation
Supply follows valorisation with a time lag

Milk Supply & Valorisation

Vaiceieation (hg)

Tota! Changa (1 000 1)

—Valorisston GER ButeMidP
—Totsl Alat 12 monthe

EU Workshp an the Medium.Tern Outiook for Dairy 21102007
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Agenda

Comments on the EU Mal

EL Workshop an the Medum.-Term Outioak for Dairy 2110207

Comments on the EU Market Outlook 2027

+ EU will be an important global supplier
-L? Wilk Supply » - Supplyfolawsvalorsation wih a time lag
i Demand

forsocial ! reasons
H Stocks

€ Prices ‘

fa)

- Group

- Growing local and global demand cheese/butter

» + SMP povderis the challenge

more focus on international free trade agreements

+ Butter stockstighter than SMP

+ High intervention stocks SMP difficultto sell
+ What should be the future safety net?

Milk fat rather drives than milk protein
Average milk price level of 40 ctkgis difficuft
« Volatility in prices will stay —new tools needed

EU Workshop on fhe Medium-Tenm Cutlosk for Dary 21102017

Thank you very
much for your attention

EL Workshop an the Medum.-Term Outioak for Dairy 2110207



Session 8: Meat Markets

Ben Van Doorslaer (DG AGRI)

Steady growth in world meat consumption

Change in world imports of meat products and live
o SR The 2017 EU Outlook: animals 2030 vs. 2017 {milion tonnes carcass wesght)

8 Agricultural Outlook

+1 % per year in

workshop world consumption 25
+2 % per year in
world imports 2.0

Main drivers: 15 -
population and income
growth 1.0
convenience and price 05
Brussels, 19-20 October religious guidelines .
0.0 -

social and environmental
concerns, ... Poultry Pig Beef Sheep

Different consumer baskets in EU-15 and
EU-N13 (kg/capita)

0 EU-15 EU-N13
80
WORLD DEMAND
70 70 -
08
60 60 -
50 Sheep/goat 50
DOMESTIC DEMAND
40 u Beef/veal 40 -
= Poultry
30 = Pork 30 -
20 20
10 - 10
) . . ) .
1997 2007 2017 2030 1997 2007 2017 2030
Hole: cansumpion i retal weight
‘Source: DG Agricatum anc Rural Devlopment (arah ssina) EE

Changes in EU production and exports

Changes in per capita meat consumption (2030 vs 2017, '000 t)

1.2
10 China 800 5% () Growing EU demand
= 600 s of wi s
) orts of wings, legs and
2 o8 ) '.‘,\ offal; competing world market
2 light decrease 400 1% =
g 06 : increase 200 2% Decline in EU demand
¢ 4.6% Decrease in cow herd
04 | o - =™ Decline in demand from
B Canada . ) 21% -45% Mediterranean region
£ 02 World: +0.1% / year -200 Niche export markets
E -400
Zoo T Slightincrease in EU demand
5 -600
0.2 Poultry Beef & veal Pig meat Sheep &
meat goat meat
0.4 mGross production  mExports Ight Increase In EU demand
-2 -1 1 2 3 4 5 6 7 Lack of compet|
Absolute change between 2030 and average 201517 (kg) ot the aroducton of beefSvesiand shemsacat ncludes the net trade af bve animals:
i asain) o TRt ok 3172026 Source: DG Agricutum and Rara Deveicpmant (arah baseiin) [
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More than 88% of EU meat production goes to EU market

Beef: 7.5 million t

E Poultry: 15.4 million t

World and EU prices (EUR/t)

Pigmeat: 24 million t

m exports
m domestic

Sheep&goat: 1 million t

5000 5500

4500 5000 %
4000 g 14500,
500 4000
~RES
2500 fE # Nz
2000 2000
1500 1500 ===
1000 1000

Main drivers: Main drivers:

+ EU consumption + EU consumption

* EU cattle herd + Worldtrade / price

« World market price
Source:0G Agrcturs nd urs vt (6 basaine) | s | ot price presecons npomind terms

World and EU prices (EUR/t)
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Main drivers: Main drivers:

« EU production potential « World price/imports

* EU consumption + EU consumption
+ World import demand

Source: DG Agriculture and Rural Development (draft baseiine) Hote: prce projections in nominal terms

Take away messages

Meat consumption: EU-15= stable; EU-N13=
catching up, but first signs of stabilisation

Different patterns by meat type

Increasing world meat demand, especially for

poultry and beef, not much room for pig meat

Slowly increasing EU meat production (600 000
tonnes or 1.3% by 2030)

88-95% of production to EU consumer
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Questions

* How much will meat consumption go down in the EU by 20307

How high is the EU export potential of pig meat ?

What are the limits to EU poultry production (if any) ?
What will be the decline of the EU beef herd ?

Is the trend in EU sheep consumption reversed (or not) ?

EU prospects report and data available at:
http://ec.europa.eu/agriculture/markets-and-prices/medium-term-outlook/index en.htm

OECD-FAO Outlook at:
http://www.agri-outlook.org/

Short term outlook at:
http://ec.europa.eu/agriculture/markets-and-prices/short-term-outlook/index_en.htm

Thanks

Declining beef and dairy herd

Suckler cows

Milk cows

I

s

S s s

Souree: 0 Agrilbur andRurs evtsgment (e ol baseie)



Simone Pieralli (JRC Seville)

Hitting two birds with one stone?
Production and consumption impacts of an EU-wide avian flu
outbreak

[t haseli

on the p v

EU Agricultural Outlook Workshop
19-20 October 2017, Brussels

S. Pieralli & |. Pérez Dominguez
European Commission, DG JRC

Background

> Avian flu is a highly (in EU no
> Highly pathogenic avian influenza has different strains
» Since 27t October 2016, many cases of flu in 19 Member States
» Main effects:

« on animals: requires culling of infected birds

+ on humans: prevention requires thorough cooking

» Main producers affected: Poland, UK, France, Germany, Spain, Italy

» EU is the third largest exporter (1.6 million t) and third largest importer
(0.9 million t)

» EU net exporter but 1/3 of exports are concentrated in four countries
(Ukraine)

Background

w00

Background

Why a trade ban scenario?

v

EU banned imports from Ukraine end 2016, but since February 2017
regional ban is restricted to the South region

» Many countries (; g which Ukraine) could resp y against EU

v

What would happen in the case of a total ban on imports from the EU due to

a pandemic avian flu in the EU?

Scenario g
Scenario description

» Two-year ban on poultry imports from the EU in 2018 and 2019 with

F y prod 1and cor F d ptions

» First year destroyed production for approximately 3 months (2 cycles, -25%
production)

¥ Media reports on Avian Flu outbreaks -> Decrease in EU consumption in first

and second year of the ban (-10% consumption)

Results

# Volatile EU poultry price o=

» Strong drop in net trade during the years of the ban

1000

B

400 2200
0
5200
aom
- am
R - g

‘= EU Outlook Net Trade s SCEN Net Trade wm @EU Poultry price (%, tight axis)

Saurce: Prefminary DG Agricultur

i Bural Development (draft baseine)

Results
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Saurce: Preiminary DG Agricultur

i Rural Development (draft baseine)

= |
Results g '

European poultry exports and imports under scenario ban

2014 2015 20 200 zm.l‘m\n‘mm 2021 2012 2023 3094 2025 m&.mn.)ﬂx 08 200
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Source: Preiminary DG Agnculture and Rural Development (draft baseine)



Results

2.5th pescentile

w=97.5th percentile ====2.5th percentile =m=Baseline == Scenario

Source: Preiminary DG Agnculture and Rural Development (draft baseine)

Results
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Saurce: Prefminary DG Agriculture and Rural Development (draft baselne)

Results

» Exports: EU replaced by world leaders

sonm

6692
A 14
[
am —\
1 3679
000 t \
] No212
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\
| N
103 55 30 %
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Source: Preiminary DG Agnculture and Rural Development (draft baseine)

Conclusions §=4

Thank you
for your attention!

simone.pieralli@ec.europa.eu

Joint Research Centre

Serving society
Stimulating innovation
Supporting legislation

Results

» EU Beef and Pork price volatility (in %)
a0

% i 193
200 | 7\ ~
o0 [N} \J

1
300 \ 1
S
s

+* & + + & L &

== =EU Beefprice  wmmmEL Pork price

Source: Preiminary DG Agnculture and Rural Development (draft baseine)

Results

» Extreme consequences of a ban from EU imports

» Volatility of poultry price in the EU

» Slow pick-up of EU exports in the years following the ban
» Slightly higher net trade for Ukraine

# Volatility in markets caused by EU poultry export ban

» Higher exports for world market leader
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» Imports: volatility caused by EU poultry export ban
so0
a% == aUkraine

— et

A A A S R

Saurce: Prefminary DG Apriculture and Bural Development. (draft baselne}



Results Avian flu scenario lll
» Exports: EU replaced by world leaders > Block 2018 and 2019 and drop in production of 10% and 10% drop in
- e emtieane consumption
1200 LY o s
. m—EU Ouiock SEMSCEN3  em eEU Poultry price (%, right asis) 5%
§oo .

00+
103 1500
-~

&

LI AR A S R

Source: Preiminary DG Agnculture and Rural Development (draft baseine) Source: Preiminary DG Agnculture and Rural Development (draft baseine)

Avian flu scenario |

> Block EU exports in 2018 and 2015%2 Aglink-Cosimo
T mmEU Outock  mmmEUBAN o= wEU Poxtty peice (o right st e » Recursive-dynamic partial equilibrium multi-commodity market
g I I I I we model of world agriculture
o . q I I I I I I I I I e > Aggregate: 44 countries, 12 regions, 93 commodities, 40 world
e o prices
° . : . I I l l I I I l om > Medium-term baseline projections (10 years)
s “ s » System of non-linear equations
ol \‘ 1011 - # Production, consumption, imports, exports
- rld.i" 1500

A A A A A A

Saurce: Prefminary DG Agriculture and Rural Development (draft baselne)

sL

Avian flu scenario ll

=y

# Block 2018 and 2019 and drop in production of 10% Aglink-Cosimo

mEmEU Outicok  WEMSCEN?  em @EU Poultry price (%, right asis) 2200

o 1 s E15, cuv E15_CK_PP = EUN_CK_PP
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K
EUN_CK_QP: EUN_CK_QP = E15_CK_QP+NMS_CK QP ,
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Source: Preiminary DG Agnculture and Rural Development (draft baseine)
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Petra Salamon (Thiinen Institute)

A\ Agrood prjecions Change in Beef Production (Net Indigenous)

~,
710\ for EU member states

Selected MS, 2030 versus average 2014-16

» Most changes are limited
- 1000t %
Beef Markets Development at MS-level - Decressesin FR, DE
Application of AGMEMOD 400 - Slight decreases PL, RO, ES 0%
00 + Increases i IE, NL, BE, AT o
Petra Salamon, Martin Banse, Josef Efken (Thiinen Institute), Roel Jongeneel, Myrna van Leeuwen, 200 20
David Verhoog (Wageningen Economic Research), Kevin Hanrahan (Teagasc), including
information from market experts - 3 ’ 100 " n - ] - 10%
: . PRSI B - S,
THUNEN 4 o n
-100 = -10%
. -200 ~ - -20%
-300 -30%
-400 -40%
R DE UK mw ES PL IE NL BE AT RO SE
min1000tons i percent
Brussels slides Petra Salamon WAGENINGEN COBASC ege
October 20, 2017 20/10/2017 ‘ Medium-Term Outiook UNIVERSITY & RESEARTH ; ®: [THUNEN

Dairy Cows - Change in Herd in Selected MS

Highlights: Beef Markets until 2030

2030 versus average 2014-16, in 1000 animals and %

« In general increase in milk production

Demand 1000 heads « Differences in productivity gains
* Use per capitawill mostly decline (FR, IT, NL), increase in DE « Highin PL, NL, RO, ES compared to FR, IT, AT, IE, affect dairy cow
« Totaluse moderated in EU-15, but augmented in EUN-13 MS by population change z i ;‘:;':’;’:d!wmwhmmm
Production 0 o
* Dairy herd dominating beef production 200 20%
+ Some MS beef herd increases, especially in EU-13 (CZ, PL, HU, RO) 100 10%
Production and use quite balanced, slight increase in net-imports ° | 5 B - § : -, - . | 0%
Uncertainties -100 I ! H L -10%
* Demand developments -200 -20%
* Environmental obligations, animal welfare regulations -300 -30%
+ Embodiment of BREXIT for UK and EU-27 MS -400 -40%
+ Exchange rates Eurozone — Non-Eurozone -500 -50%

R DE UK T E PL E N BE AT RO SE
win 1000animals  m in percent

Slide2 Petra Salamon WAGENINGEN
Medium-Term Outlook UNVERSITY & RESEARCH

20/10/2017

Petr:
Medi

. slides
* | THUNEN 20/10/2017

alamon WAGENINGEN
1-Term Outlook UNVERSITY & RESEARCH

Beef Production (Net Indigenous) and Use Suckler Cows - Change in Herds in Selected MS
Selected MS, 2014/16 and 2030, in 1000t 2030 versus average 2014-16, in 1000 animals and %
In 2030 1000 heads %
N - N + Suckler cow herds declining in most MS
S creelor O ot s P w00 + Exceptions are in EUN-13 (PL, RO, and others) %
+ In medium size producers (PL, TE, NL, BE, AT) 200 | * But EUN-13 stocks are low 0%
significant exportable surplus (due to beef from
the dairy side) 300 + 30%
+ In FR deficit is closing (production |, use | |) 200 20%
+ In DE deficit is growing (preduction | , use 1) 100 + = . n n 10%
0 v T s T —r By ——=—=—1 0%
- AR R o
-200 - L -20%
300 -30%
-400 -40%
500 -50%

FR DE uk T FR DE Uk m (3] PL IE NL BE AT RO SE

Production, 2014/16  m Production, 2030  m Use, 2014/16  mUse, 2030 Hin1000ankmals  min perceat
Slide3 Petra Salamon WAGENINGEN cf“&"' . Slide7 Petra Salamon WAGENINGEN .
20/10/2017 | Medium-Term Outlock UNIVERSITY & RESEARCH T + | THUNEN 20/10/2017 | Medium-Term Outlock UNMERSITY & RESEARCH T + | THUNEN

Apparent Use per Capita in Selected MS
Retail Weight (kg/head) and Change in Population (%)

Intra-EU Trade in Bovine in Selected MS
Average for 2014 - 2016

Negative trend in use per capita:
EU-13 decline in use augmented by population
EU-15 decline in use lessened by population increase

H Me trade {export —import] in 1000 heads
@ = 25 Net-imports {export — import]
@525t
02425 Net-exponts (expont ~impert)

kg/fcapita

Net-trade
143 intra-£U Net-Exports in 1000 heads

BB ot et Euports in 1000 heads
- Net mport)

mports
[

Source: Comext

EU-13 PL RO EU-15 DE m ES FR UK NL
#2010 ®W2015 W2020 2025 2030 m Population 2010-30, in % & e 2o
slided Petra Salamon WABGENINGEN CORASC gee slide & Petra Salamon At iut et srunciem
20/10/2017 | Medium-Term Outlook UNvERSITY & RESEARTH k;, ‘8 | THUNEN 20/10/2017 ‘ Medium-Term Outlook :, AGMEMOD

LI ———
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Intra-EU Trade in Bovine in Selected MS

Average for 2014 - 2016

H Me trade {export —import] in 1000 heads
@ = 25 Net-imports {export — import]
2510 425

(D>425 Net-exponts (export - import)
Trade Flow

+— 20000 heads - $50 000 heads
= 50000 heads - <100 00D heads

= >100 000 heads

« Trade in calves (> 60% calves)

« Imports by specialised producers or
deficit regions

+ DE andPL -> NL, BE especially calves,
integrated production system

+ ES imports mostly calves (except from
BT)

= IT imports more mixed

Petra Salamon
/2017 Medium-Term Outlook

Total Trade in Bovine in Selected MS
Average for 2014 - 2016

() Nettrade (export~import]in 1000 heads
@ = 25 Net-imports {axport ~ impont)
@> 25025

D>425 Net-exports (export - import)
Trade
154 Overall Net-Exports in 1 000 heads.

BE  OversluNet Exports in 1000 heods
(= Netmport)

Source: Comext

AL Aghiood projectons

slide 10 Petra Salamon
20/10/2017 | Medium-Term Outiook %,
(I p———

Total Trade in Bovine in Selected MS
Outlook 2030

Net-trade (export —import) in 1000 heads
@ = 25 Net-imports {export — import]
@525t

D425 Net-ewpons (expont ~ impart)

Trade
294 Ouerall Net-Exports in 1 000 heads

Overa£0 Nt Exparts in 1,000 heads
- Netmport

+ Surplus in animals increasing in FR, DE,
IE, RO, HU

+ Fatting in some countries not
‘competitive (DE)

= MS with highly vertical integrated
systems may increase imports (BE)

= Environmental restrictions (NL)

~ Deficit regions increase imparts of live

- animals

Slide 11 ‘ Petra Salamon

2041 Mediurm-Term Outlook

Highlights: Beef Markets until 2030

Demand

* Use per capita will mostly decline (FR, IT, ES), increase in DE

« Totaluse moderated in EU-15, but augmented in EUN-13 MS by population change
Production

+ Dairy herd dominating beef production

« Some MS beef herd increases, especially in EU-13 (CZ, PL, HU, RO)
Production and use quite balanced, slight increase in net-imports
Uncertainties

* Demand developments

* Environmental obligations, animal welfare regulations

* Embodiment of BREXIT for UK and EU-27 MS

* Exchange rates Eurozone — Non-Eurozone

WM R fuod projeciens

LTI p————

Slide 12 Petra Salamon
20/10/2017 | Medium-Term Outleck

* How will the domestic use of beef evolve in MS?
*  Will EU become a net importer of beef
*  with a declining in use of beef and an increase in milk production?
*  What impact has sexing/hybrids in different MS?
* Share of organic milk in 2030
*  impact on productivity increase?
* What effect has the exchange rate
* inPL, UK and others?

slide13 Petra Salamon WAGENINGEN COEISC 920
20/10/2017 | Medium-Term Outiook NIVERSITY 6 RESEARTH .| THUNEN

On behalf of the AGMEMOD Partnership

Questions to

Petra.salamon@thuenen.de

slide14 Petra Salamon WAGENINGEN g
20/10/2017 | Medium-Term Outiook UNiveRSITY & RESEARCH THUNEN

Selected Factors Influencing Beef Production

2016 - 2030

[ PR o [uk [ [ es [ P | ® | | BE | AT | RO SE|

[Beef production (%) 7% 2% G% 1% G%  10% 1% 7%

Suckler cows versus total cows
Beef exports/production (%)
Voluntary coupling beef

Dairy under quota abolition
Environmental constraints
|Animal welfare concerns

[ pr— | TTRPRR  ———

« DE, FR, UK, BE, NL facing relatively many constraining factors
« PL, [E, ES, RO have many supporting factors

« Changesin production not always reflect these:

+ Influence of live trade

slide15 Petra Salamon WABENINGEN
01 Mediurm-Term Outlook € s

THUNEN

Features of AGMEMOD - Focus on Member States

AGMEMOD (AGricultual MEmber states MODelling)

« Partial equilibrium, net-trade model
= Econometrically estimated behavioral equations
« Here top-down embedded in EU-Com Projections
* Features
— Partnership at Member State level
— Often applied within Member States
~ Data from national and EU sources (short-term outlook, price dashboard, COMEXT
discrepancies between EU and national sources)
— Intensive feedback and dialogue
* between policy makers and AGMEMOD team
* between market experts and AGMEMOD team
* between national agencies and AGMEMOD team

slide16 Petra Salamon WAGENINGEN : *
20/10/2017 | Medium-Term Outleck univERs e N . 8- | THUNEN



Apparent Use per Capita

Retail Weight (kg/head) and Change in Population (%)

Apparent use includes all domestic uses by households, firms and governments:
Apparent use = Production + imports — exports

Therefore it comprises manifold disappearances including

eaten quantities (households, restaurants)

waste in households including parts which are not edible (fat, bones, perished
meats)

waste in restaurants, cafeterias, in shops etc.

processing into other food items and into other products

animal feed (pets)

changes in stocks (firms, government, households)

Most of those items go unregi: dor datais ilabl

Data from households panel and market balances do not fit very well

slide17 Petra Salamon WABGENINGEN CORASC gee
20/10/2017 | Medium-Term Outlook UNvERSITY & REBEAREH L 80| THUNEN

Beef Production (Net Indigenous) and Use

Selected MS, 2030, in 1000t

In 2030
1000t + Big 4 use is higher than production, gap partly
1600 closing except for DE (growth in use)

+ In medium size producers (PL, IE, NL, BE, AT)
1400 -+ significant exportable surplus, mostly growing

due to increase in milk production
Unclear situation for UK
Only few MS with balanced situation

FR DE UK T E PL IE NL BE AT

® Production ® Use

LWAEENINEEN

Slide18
20/10/2017

Petra Salamon
Medium-Term Outlook

Extra-EU Trade in Bovine
Selected MS, Average for 2014 - 2016

H Me trade {export —import] in 1000 heads
@ = 25 Net-imports {export — import]
@525t
D425 Net-ewpons (expont ~ impart)
Trade
105 Eutra EU Net Experts in 1000 heads

Trade Flow
—  >20000 hoads - £50 000 heads
= >50000 heads - £ 100 000 heads

= >100000 heads

« Extra-trade in live animals still imited, but
increasing

- Provision by FR, RO, HU, ES, DE
+ Breeding animals

+ Animals for slaughtering

* Calves

slide19 ‘ Petra Salamon

WABGENINGEN CORASC gee
20/10/2017 | Medium-Term Outlook UNvERSITY & REBEAREH L 80| THUNEN
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Net-trade in Beef (Excluding Bovine), 2016

Net-Importer (>10% of Produdtion)

Net-Exporter (>10% of Production)

Net-Trade < 10% of Productiion

g

WAGENINGEN w,:.
pot syl o | THONEN

slide20 Petra Salamon
20/10/2017 | Medium-Term Outlook

Net-trade in Beef (Excluding Bovine), 2030

Net-Importer (>10% of Produdtion)

Net-Exporter (>10% of Produdtion)

Net-Trade < 10% of Production

g

+ Few countries changing

+ DE turns into net-importer

* FR, CZ no longer clear
net-importer

Slide21 Petra Salamon WAGENINGEN CaEasC ¢
20/10/2017 | Medium-Term Outlook UNIERSITY & RESEARCH & . THONEN




Lukasz Dominiak (National Poultry Council)

(Krp
z; IG

NATIONAL POULTRY GOUNCR.
CHAVSER O COMMERCE.

EU Poultry Industry
Prospects and Challenges

z Dominiak

Director KRD-IG
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PL and EU Market Data

PL Market Data
Poultry Production and Export
in 2004-2016 and 1-VI1 2017 (in 1000 tonnes)

EU market situstion for Poultry

EU Main Producers
( 1000 Tonnes product weight)

se00 Experts EU production forecast of Poultry Meat
L - 153 -
1500 son - -
v
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Source: GUS [Cantral Statistical Offica)

PL Market Data
Comparison of Poultry Meat Production Increase
in I-VII1 2012 and 1-VIIl 2017 (in 1000 anﬂEs}

1 764 thousand tonnes in

“2012 w2013 w2018 w2005 w2016 @R

I

PL Market Data
Pork/ /Beef Consumption
2004-2016 (kg per capita)

EU market situation for Poultry

IMPORT / EXPORT QF POULTRY
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EU Consumers Expectations

EU has already highest standards
in the world in terms of

= Food Safety,

* Animal Welfare,

-
"

= Animal Health,

o=

« Environment

sustainable feed for our future

e
U E

&

.

The EU Poultry Sector has made
HUGE investments to comply

with farm to fork principle = not
always appropriately recognized

avec

EU Consumers Expectations

Consumer expectations are still very high:
* More welfare, IHNE THK
* Slow growing strains,

* Access to outdoor,

* Non GMOs,

Specific Case of South Africa

« Unjustified protectionist measures
~ Anti-dumping,
- Safeguard,
~ spsfollowing Al
+ SAimplements measures
neglecting agreement signed with
the EU and International standards

UNACCEPTABLE!!!

+ Clear risk of imposition of safeguard duty on 35%

* No double remedy can be accepted (NL, DE, UK)

+ COM needs to "show some teeth" (using the threat of retaliation)
for countries not respecting international agreements

Brexit... Main Questions

A huge amount of poultry meat
both directly and indirectly

portedinto UK from 3rd countries per year
s

Wil EU27 have to "absorb’ 400,000-500,000 t?

+ What willit do to the prices?

* Does the production in EU27 has to go down?

a.v.e.c. position:

Allocate the quota on historical data on both direct

avec

and indirect trade

Organic...
Over 500,000 t of poultry meat produced in EU27 per year
The EU poultry sector has adapted by isimported into UK

diversifying... BUT conventional w:::z‘;f::::ome prices?

production should still be recognized as a production with *+  Does the production in EU27 has to go down?

high food safety, good animal welfare and fine
environmental protection providing great value for money!

avec

Higher Standards —
Impact on Competitiveness on World Market

EUROPE

ewocant per kg carcass weight

mCost farm level WCost siaughter

Hame. FLLIL van, 2017, Compettveress o
rascral compatcan
5 0p. 121

e iapeiogn S s, R avec avec

1'tab Vel

How to Remain Competitive?

The EU Commission has to demand that
imports from 3rd countries has the identic
high standards all along the food chain.
What about poultry meat from Brazil
Thailand and Ukraine?2?

The standards have to be promoted and

explained at International level

We welcome the work already done
but more needs to be done.

The Future:
Labelling of origin (EU/non EU + name of 3rd o )

i s Asia’s Global Influence
The EU consumer needs to be informed , - -

abour the origin of their food e ’ 1 4

The imports has to have the identic high
standards as European Poultry Meat
Already VERY open... Imports 2016'
Poultry meat 895,000,

~ Beef = 300,001,
Sheep = 206,000,

- Pork=19,000t
25% of the breast meat consumed in the
EU is coming from 3rd Countries!!!

Future threats

9.8 billion people by 2t

- Short term Ukraine, \ - s
Long term Russia and maybe Canada X Europe is the only W
« We should accept imports if we have < which will shrink by 20 PP
reciprocal access; India will surpass China in terl
South Africa,

of population size in 2024
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9 out of the top 15 megacities in the
world are in Asia...and growing fast

New York New Delni
20m m
ko, 24m (+20%) B [ being
s Karachi m
25m (+25%) } Yaen 23m (+44%)
ol 20m o439 | Boad
566 cities in-Asia already Vg ‘ ..
& | L Tok
have > 500,000 péople | 'S | | | o
y 3 o 39m (+5%)
. = % o defaneiny a. 00 (5%
,, o 12m \
,vsimdﬁ‘ﬂ%?;?.m' Lot Sagues 14m (117%) | [ ] S;wngnax
m 20m
16m (+23%) | X 28m (+40%)
= e =
Manila
sa0 Paulo Hom (6N 12m
o1 [20m Mumbai 16m (+33%)
2025 123mE15%) | puenosAires  |20m
14m 27m (+35%) 2m
16m (+14%)

88% of the next billion into the
middle class will be in Asia

~0 7
7 q" O/ ciworid's middie class consumption
; /O vin come from Asia by 2050 3500

Global Middle Class Spending (PP, 2011 billon 5) 38
Source: Beookings] -

= Sub Soharan Alca

5 Cantral s Suth Amcica

-

2400

China to leap ahead on high-income households.
Regior, Jobal 730 rtan aggregate High- 1oome houssholds
o

Shift eastward in urban economic power
Region gobal 0P

‘The Asian Century’

Europe
%

112

Asia will account for 60% of global animal
protein growth from 2015 to 2025

Global market change by volume (2015 to 2025)

25,000
Firtver g% | Firsttien: 7% %
I.'lllll.----__ I

5000
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WPoultyy MPork mBeef WSheep  Egg:
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Low consumption per capita in Asia
signals huge growth potential

Avefage per.capita co Meat consumption (Poultry meat), Kilograms/capita

CONCLUSIONS

A further increase in the EU poultry production (more dynamic) and consumption (less dynamic) is expected. However, one should
bear in mind the fallowing factors that may negatively impact this growth:

« Amarket shift - increased production of different-than-conventional poultry meat (diversificatios
following the expeetations of EU consumers,

- Th i completely from thelr diet (increased vegan/vegetarian trends),

 Introduction of EU law enabling Member States to restict or profibit the use of GMOs for animal eed,

+ Continued failure to resolve the of MBM (PnP) use g of

more dynas

ALthe global level:

» Decreased competitiveness of the EU poultry sector an the global market — due to imposing stricter regulations concerning
production standards (high food safety, animal welfare, environmental protection, etc.),

+ European Commission nat assuring that the impaets from Third Countries have equally high standards all along the food ehain,
* Danger of increasing poultry meat import quotas for Third Countries (Brazil, Thailand, Ukraine),
« Brexit and its impact on the EU poultry market (both offensive and defensive interest),
+ Lack of strong EU support for offensive interests of the European poultry sector (South Afrca, China),
 The continuing threat coming from the outbreaks of Al - crucial need of Third Countries. accepting regionalisation.

Thank you for your attention!

L.dominiak@krd-ig.com.pl




Michel Rieu (IFIP)

Price situation due to exports, but /‘mp

Pork exports to third countries To China (‘000 t/m)
(“000 try)

2,900

2,800

2,700 2016
Future developments and challenges -

in the EU pork sector 250

2,400
2,300
2,200
2,100 2015
2,000

1800 50 S S S S S S S|
2010 2012 2014 2016 JFMAMUJJASOND

a0 L2017

Michel Rieu
Head of departement of Economics

Two remarks
on the EC's Outlook results for pork

® Outlooks seems “flat”... zgggg W
(confirmed by data) 2000 Production 12000 [ pork supply balanc

® Obviously, they are trends 21,000 in 1000 t cwt

500 + Pork trade
in 1000 t cwt

: 20,000 Consumption {tt) 11000 -
L] autttherehare risks © 0 18 2 = 3 Slaughter 2000 Exports
at can happen... =000 10000
and break the trends 2500 1500
® Even total meat consumption 2000 9000 -
Total Exports
m A significant increase s e 5000 | on 000
1,000 Consumption
of exports to third countries | % 1© 18 2 2 X 200 a00
. . Per capita
® That allows a slight increase 300
N " Source IFIP from USDA
in production 00— By 5000 - it o
9 95 00 05 10 15
u Areal gamble 20 BF 90 9 00 05 10 15
05 10 15 20 25 30

UE production at the highest

m ASF (African Swine Fever) present

000t cwe
24,000 m Baltic Countries, Poland, The Czech Republic
® Mostly in small farms and by wild boars

23,500 ® From Russia and passing through Ukraine and Belarus

23000 ® There is no vaccine against this disease (virus)
® Any outbreak in a large specialized farm and in

22500 region will close the door of many export markets
® Strong coordinated action required

22,000 m between Member States and the EU authorities

21500 ® With Russia, Belarus and Ukraine

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 ® Ahuge challenge!

A—TTTE)

UE Consumption sharply declining

Household purchases (% 2016/15)

0.0% —
A% I | @
-20% |

-30%

-40% .
o Thank you for your attentlcy/
-60% =2 W= 4 L £5
0% 0 Processed O Freshpork \\_! . 4 . ﬁ L
1615 16115 16/15 1615 1815
Germany Spain ftaly UK France ‘ www.ifip.asso.fr

m Attacks on meat products in the papers

® Germany : pillar of meat consumption, pork goes
down while beef increases, because of a lower price

a——()
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Final remarks / ifip

m Restore confidence

m Aresponsibility for companies, professional bodies and
governmental entities

m Otherwise the demand will continue to fall.
® Main concerns: humane treatment of animals,
harmlessness of products, environmental impacts...
® But that will increase the costs of production
m Endanger the European competitiveness
® ... unless the competitors follow the same way!
® Many risks that could break the still development
of the European pork sector

Source : ffip, d'aprés Eurostat, USDA et Sindicame

EETTTTT——T  eswTTEl)

Session 9: Wine

Marijke van Schagen (DG AGRI)

The 2017 EU
Agricultural Outlook
Workshop

* Per capita consumption slightly decreases
Wine
« A steady growth in export

Brussels, 19-20 October

Foreword Small decline in EU domestic use...

EU domestic use
» Not embedded in the maodel (Aglink Cosimo)

Million h Ifcapita
= Domestic use will decrease by 0.2% 180
per year. 160 |
* Projections on supply and demand, based on expertise * Strong decline of ‘other uses' of wine 140
(distillation, vinegar, Vermouth...) to 120 | 26
continue, but at slower pace 100
. . . . N . hi i {
* Change in methodo_logy implying changes in estimated E:;ié Egglf;‘:jgi';?;;’;;ﬁ",‘;:; in 2: "
apparent consumption the last decade. w0 |
+ Expected slowdown in the decline of 20 |
per capita wine consumption in the o

24
EUto 0.1% per year. 2000 2010 2020 2030
= Wine consumption
u Other use

mPer capita cons. {right axis)

ate: Merketing year
B ‘Source: DG Agriculture and Rural Develogment (draft basaine)
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....and diverging trends in MS

= Inthe EU, wine consumption per

capita declined by 0.5% per year in
the last decade.

per capita wine consumption in the
EUto 0.1 % per year

- Recently break in trend in certain MS,
due mainly to sparkling wine

- Substitution between beer and wine

Expected slowdown in the decline of

I of wine
60 (1/capita)
50
20 |

1]
P
— R —E§ —IT —DE
o UKe=eBGenn ROmmn L

015

w >= 30 years
=10 to 29 years
"3 to 9 years

m < 3 years

2
[ |
| |
i
| |
| |
i

%
%
A

Steady growth in EU exports

Increasing global demand mainly
from US, China

Strong competition from other wine
producing countries: Chile, Australia.

But sustained growth in EU exports
(+ 1.6 %) expected to closeto 27
million hlin 2030, driven by:

- Sparkiing wines
- EUGI's wines

Small increase in imports

EU trade balance (million hl)

30

= |

204-_-7 -
§157 —
& 10 .____,_,__-—-—-——-'

N

2010

Imports

2016 2030

mm sparkling bottled smbulk s must -s-balance

[ [ —

« Further outflow of old vine yards

« Partially replanted

» Increase of average yields

Small decline of EU wine production

EU wine production expected to
continue declining (-0.2 % per year)
In the EU, vineyard area declined by
more than 1% per year in the last
decade

Slowdown on area outflow expected
to -0.7% per year

- Abandonment of less productive
vineyards

- Further expansion of Gls area

Yield to further expand slowly to
close to 58 hi/ha

Wine production
Vineyard area and yields

2005

2015

=Vinified production (1000 hi)
Yield (hi/ha)
=Area (million ha) - Right axis

[ [——

2030

115

Small decline of EU wine production

Wine production

EU wine production expected to Vineyardarea and yields

continue declining (-0.2 % per year)

In the EU, vineyard area declined by
more than 1% per year in the |ast
decade

Slowdown on area outflow expected
to -0.7% per year

- Abandonment of less productive
vineyards

- Further expansion of Gls area

Yield to further expand slowly to
close to 58 hi/ha 2005 2015
=Vinified production (1000 hi)
= Yield (hi/ha)
=Area (million ha) - Right axis

2030

[ P ————

Questions
Which future trend for consumption in main
consuming countries and EU-N13?

Will EU exports to US and China keep on
growing?

Which room for imports on EU market?

Replacement of old vineyards with new
plantings?: to what extent?

How will the average yield develop?

1000 hi

200,000
180,000
160,000
140,000
120,000 |
ioooo0 [ N R R R URERRBRURRARRRRAUNABRERY
Y S S S SSSSESEESSEEESEESEEEEES
60,000
Y/EIEEEEEENEEEESEENEE E EEE R EEEE
20,000
0

Total Ending Stocks—Vinified production —Domest
— Imports —Exports

‘Source: DGAGRE, M3 natfication, COMEXT



Maria Joao Real Dias (Instituto da Vinha e do Vinho)

TOP 5 - WORLD PRODUCERS

WINE MARKET

STITUTO
DA VINHA
E DO VINHO,

MEDIUM-TERM OUTLOOK
FOR THE EU AGRICULTURAL
COMMODITY MARKETS

MARIA 10A0 o
REAL DIAS 01z 2014 2015 208

BY. 0N

OUTLOOK WORKSHOP, 20 OCTOBER 2017

1 4566 MAE MN0 K0 00 |a me%
2 41548 421 G850 AT000 4300 | az%
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TOP 5 - UE PRODUCERS

INSTITUTO
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E DO VINHO,
= /“\C_/«< s
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= —rrance
s0000 Ene
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. Farigal
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> France asw @i wsw a0 650 e am
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WORLD WINE PRODUCTION TOP 5 -NON EU PRODUCERS

rooom
EVOLUTION 2000-2016 00m

millons hl
310

2000 2001 2002 2008 2004 2005 2005 207 2008 2009 2010 201 2012 2013 2014 2015 forecast o
206

PT PRODUCTION

WORLD PRODUCTION

6 MILLION HL 2 Aol ) ) ponla so%

267 MILLION HL 2 e g i s
N 2016 (2% WORLD PRODUCTION) 4 Southafrica 10569 10982 11500 ) 1050/Y 0%
5 chie 1255 1280 000 1 101000 19,5%

Byon

WORLD WINE PRODUCTION - 2016

INSTITUTO
DA VINHA
E DO VINHO,
France
43,5 Miohl
’ Allemagne
S, 9,0 Mioh!
Espagne ?\
USA " .
23,9 Mioh! 39,3 Miohl .
Italie k
50,9 Miohl
Chili Australie
W 3,0 hi
101 Mioq‘ i w
Afrique du Sud 2
{ Argentine 10,5 Mioh!
9,4 Miohl

Production de vin en Mio hi

EXPORTS

Brow
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TOP 5 - WORLD EXPORTERS TOP 5 - WOLRD IMPORTERS
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WINE WORLD CONS

WINE WORLD PRODUCTION AND

CONSUMPTION

EVOLUTION 2000-2016
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MEDIUM-TERM OUTLOOK FOR THE EU
AGRICULTURAL COMMODITY MARKETS

Stefano Baldi (Nomisma)

WINE CONSUMPTION PATTERNS

B WL \ \
ANbrseisore WINEVONITOR in leading markets
WINEMONITOR
Nomisma pomisma * Market downturn
Bruxelles, October 19-20, 2017 ‘ ' *+ Daily wi.neconsurnersdecraa.sa:wlnn became
from daily beverage to occasional

A,
& Premiumisation of sales: drink less but better
—

Changing habits towards lower alcoholic drinks

Wine became very popular replacing beer

It is increasingly common to drink wine at meals y

Session 9 - WINE

* Consumersare more knowledgeableand educated ™=
about wine 4
STEFANO BALDI + Growing role of Millennials (mainly in US): they will ‘*’
Project Manager Wine Monitor WA drive the growth of wine sector in upcoming years R
wvenseserit - Nomisma, Agriculture and Food Industry Unit  wiNEMONITOR
WL EU MEDIUM TERM OUTLOOK Wi Future trends in wine consumption
WINEMONITOR Comments WINEMONITOR patterns

2020/21 2005-2016 2018-2030
Vinified production 138.133 162.500 05%  02%

of which 5 main producer MS 147,675 1 03%  01% - G e T oL
other EU MS 880 14825 13135 22%  A,0% ‘ sers
Domestic use @ 151.696 148.229 0,7% 0,2%

00

Direct consumption 129.696 129475 03% 0,0%
per capita 24,50 25,30 2500  05%  01%

Other uses 18.000 22.000 20 2,7% 1,2% Natural wines {envi lly 23% inable wines, less pesticides..)
Imports 145500 1400 (i5500) 11%  08%
- R o

Exports 0.996 21791 6 1,6% 1,7% , less Local varietals 16%
Total Ending Stocks @ 152.118 161055 01% 0,5% .
) B ) Organic 13% | Screw cap 11%
with the main

‘What do you expect to be the forth it i tion trends in your

Envirnmt-sustainable packaging 23% | Natural wines [environmentally 21%

Fi are pply/d: d trend
. 2017: domestic use should not be affected by the crop shortfall. Stocks and ‘ '
exports will likely decrease Natural wines (envimmt-sustainable  25%

. 2030: will the new MS (i.e. Romania, Bulgaria, Slovenia, Hungary) increase their Local varietals 35% _ L

production? Will China invest in the industry? Will the EU increase imports from o N wines, less pesticides..)

extra-EU countries? reantc 19% | |ocal varietals 14%
. Italian area (and output) expected to level off . North ++ / South - - Smaller bottles (0,375) 1% | organic 12%
e winemonitar it 2 wawinemanitor it G

SOUTCE; WING MOTITOr NOMISTS CONSUMEr SUTVey

WAL Freetrade agreements effects on global Future trends in wine consumption
WINEMONITOR wine trade WIHEMONTOR patterns: not only organic...

Chinese market share (value) trends of top wine exporters USA: On the shelves of the storesyou usually go shopping to or in the
restaurants/wine bars you usually go to, have you ever seen any certified-

6a% sustainable wine with some of the following brand logos on the label?

2011 2016

o [ France | 9% | oo |
o | 5% | 257

Yes, and I've purchased 17%

certified-sustainable wine
Yes, there are several
0% bottles but I've never
bought any

@ b @
20% .—.—_"__/‘- . 50 14801 B
Spain 5% 6% No, but | would be -20%
— St 1 —

% No, and | do not care
2011 2012 2013 2014 2015 2016 anyway
00 _&ln @ [ | oo
;— N - (2005) (2015J CONSUMERS | have never noticed it
ad valorem tariff Tariff reduction from 14% in Tariff reduction from 8,4% in
14% (bottled wine) 2005 to 0% in 2015 }_ 2016 to 0% in 2019 ‘ e 5
WL WINE LIFE CYCLE A Future trends in wine consumption
WINEMONTTOR in some international markets WINEMONITOR patterns: sparkling wines...?/1
26,5 SPARKLING WINE CONSUMPTION (2016/2011 % var. by country)

WINE CONSUMPTION —>

Q ‘ . 36,7 Norway —00% 82%

20,7 68%
A D/O"‘\‘;D 38,0 Sweden _20% 33%
3 l.“ 32,5 > -
% = T Switzerland - o
o ITALIZATION Canada I ——
E T REVITALIZATIO 50%
65%
Japan I 0,
9
UK = 63%
g USA —To0 37% Other
sparkling
i l ltaly 6o 21%
H
: 0% CHINA:
France —
INTRODUCTION ; GROWTH |  MATURITY DECLINE 'W’é% Other sparkling: +259%
German h Champagne: +10%
TIME s Yy -3% pag
o inemonitor it 3 premp———" 3

Source: Nemisma Wine Monitor on Euromanitor
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Future trends in wine consumption

WINEMONITOR patterns: sparkling wines...?/2 W'”;%\lm“’ THANK YOU FOR YOUR ATTENTION!
WINE EXPORT TREND 2006-16 (index; 2006=100) \
200 =@ STEFANO BALDI

179 — .
Project Manager

Agriculture and Food Industry Unit
SPARKLING
S NOMISMA spa
124 051 6483197
stefano.baldi@nomisma.it

TOTAL WINE

100 www.winemonitor.it
80 : : : : www.nomisma.it \)
WINEMONITOR
& @S O D b e R Nemisma
S S S N N
PrrTT—— S rpr—— "
Source: Nomisma Wine Monitor on GTI
Future trends in wine consumption
WINEMORITOR patterns: e-commerce
Share of internet retailing in total off-trade sales (% volumes)
19.3% 2016 W 2011
10.3%
6.7%
4.3%
"l "m
China UK France Germany Italy

wewwinemonitor. it

@ & 0O 6 ¢

Source: Nomisma Wine Monitor on Euromonitor

Session 10: Income, Costs and Value Added

Barthelemy Lanos (DG AGRI)

Nominal income per work unit in the EU-28...

The 2017 EU to increase
Agricultural Outlook 5 25000
Workshop 2 0
[

15000

Income prospects 10000
5000
o

&

Brussels, 19-20 October

WInrealterms ®In nominal terms

‘Source: 0 Agrculturs and Aursl Oevelopment (dreft bazaiing) Bl
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Farm income drivers

Value of production

Slight declining value of production in the EU-28...

Agricultural value of preduction (at current prices)

397.5 billion EUR in 450
2016

'3

@ 400

5 350

100 billion EUR B 300

growth over the

period 2000-2016 250

200

150

Strong increase of 100
oilseeds for the past

decade : +9% =0

a
T TS

Services

wFruits
Animals
Gilseeds

=Animal products
nCereals
Source: Economi scoaunts of sgriarture

ather non-madeled produ
Vegetables and hor iculbral products

cts

Relatively stabl

270
240

e intermediate costs...

210 -
180
150
120
90
60
30

Billion EUR

0
2005 2006 2007 2008

2009 2010 2011 2012 2013 2014 2015 2016
= Seeds = Feed = Energy & Fert
uPPP = Maintenance M&B mAg services

mOther goods & services

Source: Economi scoaunts of sgriarture

Intermediate costs

350
300

...are expected to rise by 2030

Annual growth
2016-2030

250

200
150
100

50

C)

0

D o & 0 A = B 0 ) Ak o
A e P Ry E R

S P s

wSeed wFeed wEnergy & Fert.

3% Agricultural services

to keep on expanding

5.6 % Qil price to double in
the outlook period
1.6 %

Slowing down of feed

1.5% costs increase

® S

= Other

...to increase in the outlook period

Agricultural value of production (at current prices)

600
< Cereals
S00
'E' Livestock
2 400 Oliseeds
H
Milk

Non-modeled
products

]

R T U T, PR S Y, .3 +2.3%
ST T A d Y P L Ry Rt .

T F ST S S

mServices Non-modeled AG products = Modeled AG products

ﬂ Intermediate costs

+3.0%
+0.3%
+2.0%
+4.4.%
+2.3%

EU-15 EU-N13

+3.2%

430 billion EUR 90 billion EUR

1000 EUR

v
'\f’b@ '»dahn.““b@o B AP

o B O A 4k o A D

. T ey L Y A )

F S S S
~=EU-15 ~——EU-N13

Saurc: 0G Agrcuture and Aursl Deveopmant (dreft basaing)
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Continued decrease in agricultural workforce
(AWU) assumed

Million AWU

$ & & P

L ®

o b fo ] T ‘b«l
ST PSS
—eu-2s

—EU-15

—EU-N13

Relatively stable real income per work unit in

the EU-28
5 30000
E] Driving factors
< 25000
H - Inflation
“ 20000 affecting the
costs
15000
= High prices
for fuel
10000
- Results
5000 relative to
other sectors
0 - of the economy
. - S
o % o
I A A
mEU-28 mEU-15 = EU-N13

Questions for you

- Slow down of the outflow vs. we come back to
the trend before the economic crisis ?

- In a large outflow assumption, what would this
mean for other economic sectors in rural areas ?

The assumption is a linear link between
agricultural investments and inflation; Would

you expect diverging trends ?
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Thank you for your attention

Another workforce assumption...
for discussion

35000

30000

Million AWU
1000 EUR/AWU

0 R
SesseseseRitess & & & & &

—EU-28

——EU-15  ——EU-NI13 WEU-28 WEU-15 BEU-N13

‘Source: 0 Agricuturs and urs Development (drsf bassine)

1000 EUR

—EU-N13

80000
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20000
10000

S R R )
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‘Source: DG Agriculture and Rurs! Development (drat bassine)



1000 EUR/AWU

o - -
SEEE OSSR
—EU-15 EU-N13

—EU-28

‘Source: DG Agriculture and Rurs! Development (drat bassine)

Claus Deblitz (Agribenchmark)

=_iagri benchmark .

THUNEN

Global Supporter 28 JOHN DEERE

Profitability of pig and beef production

Claus Deblitz and network members

agri benchmark Beef and Sheep Nef nchmark Pig N

Brussels EU-COM
20.10.2017 Medium-term outlook 2017

Pig results

EU-COM
Mid-term outlook 2017
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Mid-term profitability of the sow enterprise 2016

(Total returns - cash costs — depreciation)

EUR per 100 kg total liveweight
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Claus Deblitz and network members
Profitability of pig and beef productio

"
I

20.10.2017 THUNEN

Total cost and returns of the pig finishing enterprise
2016
USA (InterPIG data)

EUR per kg carcass weight g p
a0 total cost:

1% Opportunity cost
o EU Asia Brazil Russia =

E = Cash cost

50 |- @ Pork retums
200

Es.0.2300 -=
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Mid-term profitability of the finishing enterprise 2016
(Total returns - cash costs — depreciation)

EUR per 100 kg carcass weight
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Beef results

Brussels agri benchmark
20.10.2017 Beefand Sheep Conference 2017

Beef price levels for selected countries 2016

EU-farms vs. rest of the world

= CA/US on EU level

USD per 100 kg carcass weight = AU/ CN higher
600 600 " AR, NZandBR lower |
500 500 85
400 400
300 300
200 200
100 100

o 0

-\E‘i“ 5 853 o wvg:ag A US AR BR CN AU NZ
= e 53 :,-!s FHE
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ot Ol bkt Comomet 35 i

Beef price levels for selected countries 2014 — 2016
averages of agri benchmark farms

USD per 100 kg carcass weight
1,000 = Overall tendency: stable to increasing slightly |
300 ®  2016-2015: less variation than previous year |
= Xrate impact less than 2015
800 | 2014 ®W2015 2016 | a significant price drops in CAand US
700 = significant increases in AU

AT DE FR ES IT UK IE CA Us AR BR CN AU NZ
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Total cost levels 2016

EU-farms vs. rest of the world

USD per 100 kg carcass weight
1,200 1,200 * Cost levels I.I'\ most non-EU countries
lower than in EU .
= but much closer than in the past
1,000 1,000

EU top-farms can compete with

average of non-EU cpmpetitors
800 800
600 600
400 400
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Finishing: Total cost by production system 2016

Different cost compositions

Other ® Feed prices mostly affect silage and grain-finishers.
. . = Land pric pasture 1]
USD per 100 kg carcass weight ~ Capital | Ty high costin all systems but with regional e
1,000 = Land
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ishing: Mid-term profitability 2016 by production

system (total returns— cash costs— depreciation)

+ Highest growth potential in countries with traditional

USD per 100 kg carcass weight grazing systems and sufficient rainfall (South America,
200 parts of Africa)
* Combination of pasture backgrounding / pre-finishing
200 and grainefinishing n dryer areas
o ‘ IMI
100
Ll |I| i “ll ,,.;.....||.|.|||.|.| ” ]
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o i
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400
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Production, net trade, cost of production
and type of country 2015/16

* China has high costs, Russialow production, bath are net importers.

USD per 100 kg carcass weight sold
* Except for New Zealand, big net traders are mostly beef countries.

L * The biggest net not
500 | = UsA: igh proshuction does not coincide with 2 big net trade.
* Despite high cost the EU-counties regained a net exporter position.
00 (! i
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The agri benchmark beef supply curve 2016

USD per 100 kg carcass weight sold

Total cost (USO per 100 kg CW
00

More than half of “agri benchmark Beef” is
produced at USD 420 per 100kg CW and less,
stronglyinfluenced by Brazil and the US.

10% 0% 0% W% s0% 0% 0% 0% 0% 100%
Pe f agri countries’
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Conclusions

* Pigs: sow results good and finishing less good (piglet pices), closed systems positive

* Beef: together with other OECD countries (CA, US, AU), EU remains a high cost
producer but the distance to South America is much less than in the past

* Highest potential for beef is seen outside Europe, mainly in pasture systems in South
America, or combination of pasture with grain-finishing

China’s potential will probably rather harvested in pig and poultry than in beef

* Russiais similar but has already started to produce beef for export and has respective
expansion plans

* agri benchmark’s contribution to the Outlook could be
* Provision of farm-level results and expertise from our annual analysis

* Application of the Outlook-Projections to calculate the development of costs,
returns and profitability for agri benchmark typical farms

£ g benchmark
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agri benchmark — passionate about facts

= agri benchmark

THUNEN

Claus Deblitz

Thiinen Institute of Farm Economics
Bundesallee 50
38116 Braunschweig, Germany
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Harry Smit (Rabobank)

Agricultural Production
Trends in Europe and Impact
on Demand for Fertilisers

View from RaboResearch Food &
Agribusiness

Harry Smit, 29 October 2017
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Currency volatility expected to 4
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Farmer Crop Plans Vary Worldwide 4,
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Farmer Crop Plans Vary Worldwide 4,

Rababank
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Brazil pressure mounting, $
Australia severely down Rtk
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Jared Greenville (OECD)

Global trade in value added in
agro-food

Jared Greenville
Trade and Agriculture Directorate, OECD

Medium-term outlook for the EU agricultural
commodity markets workshop
19-20 October 2017

@)0ED

@))OECD
%) Trade in agro-food products is more "global”

Sectors producing food source their inputs internationally

« Backward participation in value chains
= "buying from GVCs"

Food products also get used producing other food products
= Forward participation in value chains
= "selling into GVCs"

Interconnections mean policies have wider impacts on markets
« Trade tariffs and NTMs = "cumulative effect"

@))OECD

)) Global Value Chains (GVCs) — what are they?

Value chains: a production process for a final good
+ Full range of activities from concept to final good
* Represent all the links between industries

GVCs focus on international linkages (trade)

* They map the flow of value added — represents the domestic value
or activity that goes into the trade

+ Maps the links between economic activities in different places

GVCs are of rising importance globally

* Products not produced where they are consumed and increasingly
in ‘parts’

@))OECD

» Global trade shows strong growth in intermediates
(real values)

Agriculture Food
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Annual compoundgrowthrates

@))OECD
)) What is trade in value added?

Represents the value created domestically that is traded
+ Retumns to factors of production domestically sourced by
any given industry

Represents the domestic returns from trade
+ What actually accrues to local producers

@))OECD

» Value added content of direct exports by sector,
world averages
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@) OECD
» How has the source of agro-food value added
trade changed? (2004-2014) coiumn shows source of foreign
value added in own exports.
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» Which countries have been most important in this
growth? (2004-2014)
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@) cECD @))0ECD
Which sectors have experienced value added

» export growth? (real) » Contact us
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Y Key messages

« Strong growth in trade in value added over past 10 years

« But linkages are not even
= China play a large role in trade in value added in agro-food — critical to

agro-food GVCs
+ A number of countries with strong agro-food value added growth
are not the same as those with strong gross trade growth
« Much greater in developed regions
. Going forward, further development of GVCs (and trade in value
added) likely more influenced by policy

= Crossing boarders and compounding effects
« Negative influences of distorting domestic support
* More reliant on other sectors (services in particular) for growth

.

Session 11: International Challenges

No presentations
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Annex 4. Previous workshop proceedings

Proceedings of previous workshops are available from the JRC Science Hub website
(https://ec.europa.eu/jrc/en):

Bartova, L., M'barek, R. (eds) (2008). Commodity Modelling in an Enlarged Europe.
November 2006 Workshop Proceedings. AGMEMOD Report V. JRC Scientific and Technical
Reports, European Commission, EUR 22940 EN/5. http://ftp.jrc.es/EURdoc/IJRC42096.pdf

Bartova, L., Gay, S.H., M'barek, R. (eds) (2008). Commodity Market Development in
Europe - Outlook. November 2007 Workshop Proceedings. JRC Technical Notes,
European Commission, EUR 23377EN. http://ftp.jrc.es/EURdoc/IJIRC44305.pdf

Fellmann, T., M'barek, R., Gay, S.H. (2009). Commodity Market Development in Europe -
Outlook. November 2008 Workshop Proceedings. JRC Technical Notes, European
Commission, JRC 51276. http://dx.doi.org/10.2791/47044
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Fellmann, T., Hélaine, S. (2011). Commodity Market Development in Europe - Outlook.
October 2011 Workshop Proceedings. JRC Scientific and Technical Reports, European
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Fellmann, T., Hélaine, S. (2012). Commodity Market Development in Europe - Outlook.
October 2012 Workshop Proceedings. JRC Scientific and Policy Reports, European
Commission, JRC 76028. http://dx.doi.org/10.2791/38411

Fellmann, T., Santini, F. (2014). Commodity Market Development in Europe - Outlook.
October 2013 Workshop Proceedings. JRC Scientific and Policy Reports, European
Commission, JRC 85607. http://dx.doi.org/10.2791/78384

Suta, C-M., Araujo Enciso, S.R., Pérez Dominguez, I., Fellmann, T., Santini, F. (2014).
Commodity Market Development in Europe - Outlook Workshop 2014. Proceedings. JRC
Scientific and Policy Reports, European Commission, JRC 92558.
http://dx.doi.org/10.2791/669705

Ronzon, T., Santini, F., Araujo Enciso, S.R., Fellmann, T., Pérez Dominguez, I. (2015).
Medium-term outlook for the EU agricultural commodity market - Proceedings of the
October 2015 workshop. JRC Scientific and Policy Reports, European Commission, JRC
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Chatzopoulos, T., Fellmann, T., Jensen, H. (2016): EU commodity market development:
Medium-term agricultural outlook. Proceedings of the October 2016 workshop. JRC
Conference and Workshop Reports, European Commission, JRC104101,
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GETTING IN TOUCH WITH THE EU
In person

All over the European Union there are hundreds of Europe Direct information centres. You can find the
address of the centre nearest you at: http://europea.eu/contact

On the phone or by email

Europe Direct is a service that answers your questions about the European Union. You can contact this
service:

- by freephone: 00 800 6 7 8 9 10 11 (certain operators may charge for these calls),
- at the following standard number: +32 22999696, or
- by electronic mail via: http://europa.eu/contact

FINDING INFORMATION ABOUT THE EU

Online

Information about the European Union in all the official languages of the EU is available on the Europa

website at: http://europa.eu

EU publications

You can download or order free and priced EU publications from EU Bookshop at:
http://bookshop.europa.eu. Multiple copies of free publications may be obtained by contacting Europe
Direct or your local information centre (see http://europa.eu/contact).



http://europea.eu/contact
http://europa.eu/contact
http://europa.eu/
http://bookshop.europa.eu/
http://europa.eu/contact

Publications Office

JRC Mission

As the science and knowledge
service of the European Commission,
the Joint Research Centre’s mission
is to support EU policies with
independent evidence throughout
the whole policy cycle.

Dhyril) EU Science Hub

] ec.europa.eu/jrc

u @EU_ScienceHub

n EU Science Hub - Joint Research Centre
m Joint Research Centre

EU Science Hub

doi:10.2760/847534
ISBN 978-92-79-76930-6

=
T
(=]
Dy
&
D
A
N
i
m
T
=



