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Conditions and perspectives of Russian sugar market development

Abstract. The article deals with the conditions of the sugar market in the Russian Federation and its regulatory methods. These
methods determine the efficiency of the sugar beet growing branch and the sugar industry. To solve the problems of the domestic
sugar market it is necessary to improve its organisational and economic mechanisms and pay attention to interbranch relations
between all elements of the production chain of the sugar beet subcomplex. The aim of this investigation is to estimate the current
condition of the domestic sugar market and reveal effective ways of its development, which will promote good food supply security
related to the domestic sugar and sugar-containing production and increase the effectiveness of entities of the sugar beet industry.
The investigation shows that the implementation of the national project and various programs in the agricultural sector has reduced
the share of produced sugar materials by 10% due to imported raw. Sugar beet production is the most profitable direction in
agriculture per 1 ha of agricultural crops. Under the favorable price environment, sugar beet growers can quickly increase their
gross yield. However, sugar produced from sugar beet by Russian factories can be competitive due to import duties and direct
state support of sugar beet growers. This is due to natural factors determining the advantage of sugar beet at a higher level
of productivity and sugar content. The reduction of loss in production contributes to the growth of competiveness of domestic
sugar, the improvement of storage and transportation of beet sugar can be done due to the reclamation of material and technical
resources of the transport and storage sectors.

The Customs Union enables Russia to increase export potential of sugar and sugar-containing production forming a favuorable
price environment for sugar producers by the redevelopment of surplus. Another way to increase the capacity of the sugar market
is the intensification of the growth of manufacturing output of sugar-containing products, the share of which is 40% of the sugar
consumed in the country. Realisation of investment projects determining the growth of manufacturing output of sugar-containing
products should be carried out comprehensively with the modernisation of production infrastructure of the sugar beet subcomplex.
The success of this depends on the effective state regulation of innovative and investment processes in terms of setting-up a
favorable investment climate for businesses. It includes the preferential level of rate per cent for a period of scientific and production
cycle in the branch.
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CTaH i nepcneKTUBM PO3BUTKY PUHKY LyKpy Pocii

AHoTauiAa. Y cTatTi AOoCnioXYTLCA CTaH PUHKY LYKPY Ta MEeTOAM MOro perynioBaHHA, WO BU3HAYaloTb eeKTUBHICTb
yHKLiIOHYBaHHA ranysi bypAKiBHMLTBA Ta LyKPOBOi NPOMMUCOBOCTI. MeToo AocnigXeHHA € OUiHKa CTaHy BITYM3HAHOIO PUHKY
LYKPY Ta BUABNEHHA ePeKTUBHNX HANPAMIB Or0 PO3BUTKY, AKi CMPUATUMYTb 3MiLHEHHIO NPOAOBONBbY0i 6€3MeKu Ta MiABULLEHHIO
e(heKTUBHOCTI AiANbHOCTI Cy6’eKTIB  LYKPOOYpAKOBOI NPOMWMCNOBOCTI. AKTMBaUiA pPOCTYy MPOMMUCIIOBOrO BMPOBHMUTBA
LlyKPOBMICHMX MpPOAYKTIB, YacTKa AKOro cknagae nuwe 40% CnoXxmBaHOro B KpaiHi LyKpy, € pe3epBoM AnA 36inbleHHA
€MHOCTI pUHKY UyKpy. Peanisauia iHBECTULINHMX NPOEKTIB, IO A03BOMAOTL HAPOCTUTM NOTEHLian NPOMMCIOBOr0 BUPOOHMLUTBA
LyKPOBMICHMX MPOAYKTIB, MOBMHHA MPOBOAMTUCA KOMMIIEKCHO pa3oM i3 MoAepHisauieto BUPOOHMYOI iHDpaCTPyKTypu
LyKpOBYPAKOBOro NiAKOMMNEKCY. YCNix LUbOro 3aneXuTb Bid e(DEKTUBHOMO PErytOBaHHA AEPXKABOK iIHHOBALINHO-IHBECTULIMHNX
npoLeciB Ha OCHOBI CTBOPEHHA CMPUATAMBOrO iHBECTULIHOIO KniMaty AnA 6i3Hecy, BUpaXKxeHHAM AKOro 6yae ninbrosuii pieHb
NPOLIEHTHOI CTaBKM 3a KpeavTamy Ha BianoBiaHi TEPMiHWM TPUBaNOCTi HAYKOBO-BUPOBHNYOrO LMKNY B ranysi.

Knio4yoBi cnosa: Liykop; LlyKpobypAKOBUIA MiAKOMMNEKC; BypAKIBHULITBO; PUHOK LIyKpY; €DEeKTUBHICTb.
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CocTofHue u rnepcneKTUBbI pa3BUTUA PbiHKa caxapa Poccuu

AHHOTaumA. B cTaTbe nccnenyloTca COCTOAHNE PbiHKA caxapa U MeTobl ero perynmposaHua, onpegenatolme aPeKTMBHOCTb
hyHKLIMOHMPOBaHWA OTPaCcny CBEKNOBOACTBA U CaxapHOW MPOMbILLNIEHHOCTY. Lienbio nccnenosannA ABNAETCA OLEHKA COCTOAHWA
OTEYeCTBEHHOro pblHKa caxapa W BbifABMEHWe 3MMEKTUBHBLIX HanNpaBNeHUN ero passBuTUA, KOTopble 6yayT cnocobcTBoBaTb
YKPEMnNeHWo NpoA0BObCTBEHHOV 6€30MaCHOCTUNMNOBLILLEHNIO3HEKTUBHOCTN CYGbEKTOB CaxapOCBEKONbHON MPOMbILLIIEHHOCTY.
AKTV/BaumMA pocTa MPOMbILLNIEHHOTO MNPOM3BOACTBA CaxapocodepXallumx MPOoAyKTOB, Ha OO0 KOTOPOro Moka MnpuxoautcsA
Tonbko 40% noTpebnAemMoro caxapa B CTpaHe, ABMAETCA pPe3epBOM ANA NOBbIWEHNA eMKOCTU pbiHKa caxapa. Peanusauun
WHBECTULIMOHHbIX MPOEKTOB, MO3BOMAIOLLMX MOBbLICUTbL MOTEHLMAS MPOMBbILLIIEHHOrO NPOM3BOACTBA CaxapocoaepXKallmx NpoayKTos,
[OMKHa NPOBOAUTLCA KOMMIEKCHO C MOAepHU3aLmen NPOn3BOACTBEHHON MHPACTPYKTYPbl CaxapocBEKONbHOMO NOAKOMIIeKca.
Ycnex aToro 3aBucuT OT aMEKTUBHOIO PerynnpoBaHnA rocyaapcTBOM MHHOBALMOHHO-MHBECTULIMOHHbBIX MPOLIECCOB Ha OCHOBE
co3paHua ana 6usHeca 6naronpuUATHOTO MHBECTULMOHHOMO KNMMaTa, BblPaXXEHHOro B NPEAOCTaBMEHUN fIbrOTHOW MPOLIEHTHON
CTaBKW MO KpeauTam Ha CPOKW COOTBETCTBYIOLME ANUTENbHOCTU Hay4HO-NMPON3BOACTBEHHONO LKA B OTPac/u.

KntoueBble cnoBa: caxap; caxapoCBEKOMbHbIN NMOAKOMMNEKC; CBEKNOBOACTBO; PhIHOK caxapa; ahheKTUBHOCTD.

1. Introduction

Sugar is a valuable and rather cheap source of calories.
Its high level of transportability and its suitability for long-term
storage determine the possibility of its export potential, which
enables to create food reserves. The sugar market, as well as
the sugar beet market, has one of the main positions in the
structure of regional market of the agro-industrial complex of the
Russian Federation. As a result, this market becomes an issue
relevant to the national strategic interests. The condition of the
sugar market and its regulatory methods have a great impact on
the functioning of the sugar beet growing branch and the sugar
industry by means of realisation of its economic interests or, in
other words, bringing the consumer the final product.

The increase of wholesale prices for sugar in 2014-2015
has raised the profitability of sugar production and cultivation
of sugar beet, determining crop growth under this cultivation.
However, prices for sugar have a high level of volatility, seaso-
nal dependence on changes in correlation of demand and sup-
ply. According to the existing system of the sugar market, we
can expect that its stability will be a factor of development of
the sugar beet subcomplex. In the short term, it is necessary
to solve recent organizational and economic problems of the
market and to start creating new facilities paying attention to
the modernisation of the existing sugar mills and industrial en-
terprises which produce sugar-containing products.

Taking into consideration the high level of dependence of
subcomplex on the prices for sugar, another top target is to
broaden capacities of sugar-containing production. Even pri-
ces fixed at the level of 2015-2016 will provide a stable and
rather high level of profitability as for sugar producers and for
producers of sugar beet. The price for sugar beet depends on
the price for sugar. Consequently, the solution of the problems
of the domestic sugar market requires the improvement of the
economic management mechanism and the development of
interbranch relations between all elements of the production
chain of the sugar beet subcomplex.

2. Brief Literature Review

Both developing and developed countries try to increase the
growth of their exports by providing a high level of processing,
creating a huge amount of gross value added. As a result, deve-
loped countries may face tough competition from the part of de-
veloping countries due to the increasing of the quality level of their
sugar export and its derived products [1]. According to C. Bonnet
and V. Requillart, the reform of the EU sugar market has led to a
significant reduction in prices for sugar [2]. In such a case, more
developed countries use their possibilities in terms of WTO regu-
lations to protect the domestic market and to support domestic
producers (75-80% of the global sugar market is subject to state
regulation and limitations). In the United Kingdom, they use quo-
ta redistribution and support with regard to prices for products of
their sugar producers. In such a case, the research carried out by
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C. R. Giha, A. Renwick and M. Reader shows that such a «su-
gar strategy» enables to support more effective British producers
and to pay for sugar beet more mitigating effects of the reform [3].
Producers of sugar and sugar cane also suffer from finan-
cial pressure of monopolies, thus income diversification can be
considered to be one of the ways to improve their vitality [4]. In
particular, in 2008 year there was a program introduced to sup-
port businesses in the U.S.A. which convert sugar into ethanol.
According to this program, surplus in the sugar market will be
sold to producers of ethanol [5]. This program shows that the
government of the USA is ready to compensate for the costs of
sugar overproduction. Public limitation of consumption of im-
ported sugar-containing production is another form of support.
It is presented as a tax on sweeteners. At the same time the
government protects a healthy lifestyle and healthy eating [6].
As a result, imports of products which contain sugar, will de-
crease, in particular the import of confectionery, although the
domestic demand will increase greatly (by 5-6 million tons of
raw sugar), and the growth of prices in the global sugar mar-
ket will be insignificant (approximately 1 cent per pound) [7].
At the same time such programs in developed countries
aimed to support domestic sugar producers have a negative im-
pact on farmers of developing countries. The econometric inves-
tigation done by S. Mittal and J. J. Reimer shows that prices for
sugar in India depend on the world prices, which is why Indian
farmers pay attention to price signals of the markets in deve-
loped countries in medium and long term [8]. Putting a gradual
stop to preferential prices in the EU and a reduction in quotas
leads to crises in the sugar branch in many developing coun-
tries. In their investigation, the authors presented a model con-
cerning a 30% reduction in sugar production for the economy of
Fiji. It shows that the reduction of gross domestic product of the
country was by 2.3-2.5% [9]. According to the linear program-
ming model, used in the research by Y. M. Hamada (2014) [10],
in the growing season in Upper Egypt and Middle Egypt the culti-
vated land of sugar cane and beet sugar will decrease by 7.26%,
having the optimal structure of sowing and at the same time
Egyptian sugar export will decrease by 130 million US dollars.
Allocation of export quota for sugar in the EU is also an important
factor preventing effective development of the sugar beet indus-
try in Ukraine. This problem is also relevant to other directions of
agricultural production, determining the problems of land tenure
and at the same time preventing the realisation of the great agri-
cultural potential of the country (Moskalenko A., 2015) [11].
Developing countries can stand the competition from the
part of developed countries following the example of moder-
nization of the sugar branch in Brazil. This modernisation is
based on the growth of demand for sugar and ethanol, the two
products obtained as a result of processing of sugar cane. The
results of the investigation carried out by A. Deuss (2012) [12]
reflect to the fact that future sugar cane plantations should be
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located in areas capable of
generating a higher rate of
economic growth. This idea

Tab. 1: The main parameters of development of beet sugar subcomplex
of the agro-industrial complex in the Russian Federation in 2005-2015)

has a practical continuation Indicators Years Departure from
i ; iaati i 2005 2011 2012 2013 2014 2015 2015 year
in Otur tmvfeslggathjs in thel Gross yield of sugar beet, thousands of tons | 21,420 | 47,643 | 45,057 | 39,321 | 33,513 | 39,031 17,611
context or hussias socia Sugar beet crops, thousand ha 805 | 1292 | 1143 | 903.8| 918.7 | 1022.2 217.2
and economic conditions. Level of yield of sugar beet, dt/ha 282 392 409 442 370 388 106
Firstly, it is essential to es- Sugar recovery, % 13.96 | 13.00 [ 12.51 [ 12.95] 15.09 15.17 1.21
timate innovative suscepti- Produced sugar, thousand tons 5,600 7,087 5,308 4,940 5,269 5,743 143
bility of agricultural produ- - from sugar beet, thousand tons 2,503 4,722 4,838 4,428 4,604 5,133 2,630
cerg able gto becomg «the - share, % 44.7 66.6 91.2 89.6 87.4 89.4 44.7

. it -from sugar cane, thousand tonnes 3,097 2,365 470 512 665 610 -2,487
point of economic growth» - share, % 55.3 | 33.4 89| 104| 126 10.6 -44.7

in the branch, generating Source: Calculated by the authors according to the statistical data by All-Union Association of Sugar Industry

synergies [13]. Secondly, it
is necessary to give an es-
timate of the cultivating competiveness of sugar beet producers,
which is determined by a multiplicative estimate of economic
and technological efficiency of using arable land by farms [14].

3. The purpose of the article is the investigation of condi-
tion within the domestic sugar market of the Russian Federa-
tion defining effective directions of its development, which will
contribute to strengthening of food supply security in sugar and
sugar-containing production and to increasing the efficiency of
entities of the beet sugar subcomplex.

4. Results

According to the International Sugar Organization [15], the
leading sugar producers in the world are as follows: Brazil -
35 million tons, India - more than 26 million tons, the European
Union (with Germany and France being the largest producers) -
18 million tons, China - 12.5 million tons. The Russian Federa-
tion with its production of 5.7 million tons is among the top ten
countries. Under such conditions, Brazil is the main sugar ex-
porter in the world (68% of its production is exported), whereas
China and the European Union are large-size net importers of
sugar. However, there exists a dependence on the imports of
sugar and sugar-containing products despite the rapid pace of
the production growth of sugar beet and production facilities of
sugar mills. Brazil and Belorussia are the most important and
partners of sugar supplies. The reason of it is that according to
the existing production technology wholesale selling price for
sugar made from sugar beet by Russian sugar mills (even in-
clusive of customs duties) cannot compete with the price for
imported raw sugar. The cost value of sugar cane and sugar
made from sugar cane is lower according to natural factors,
which provides a higher level of yield and sugar recovery per
1 kg of raw materials (sugariness), while the duration of the pro-
duction season in other countries is much longer.

The launching of the national project in agriculture in Rus-
sia has contributed to a significant increase in the number of
farms cultivating sugar beet (the number is 2,100). The main
centres to cultivate sugar beet for manufacturing are situated
in the regions of Central Federal District (50-55%), Volga Fe-
deral District (20-22%) and Southern Federal District (18-20%).
Although a number of producers can reach the level of yield of
60 tons per ha and it is up to the rate of European nations, the
average Russia’s yield of sugar beet has been much lower for
3 years running and equalled only 40-41 tons per ha (Table 1).

Furthermore, the yield of sugar beet for manufacturing fluctua-
tes greatly from year to year, which leads to rises and falls of pro-
duction of sugar made from sugar beet, and it determines the vo-
latility of wholesale prices. As a result, there is a low-level of in-
vestment attractiveness due to the instability of the profitability of
producers of sugar beet for manufacturing and of sugar produ-
cers, though this branch is the most profitable per 1 ha of crops, as
well as potato farming, in the structure of the agro-industrial com-
plex. For this reason, to achieve indicative the indicator set in the
branch program known as «Development of sugar beet subcom-
plex in Russia in 2013-2015» in terms of the volume of gross yield
of sugar beet (more than 37 million tons) and sugar production
(more than 4.6 million tons), it is necessary to conduct a thorough
estimate according to the analysis of other tasks of the program.

On the one hand, the needs of the domestic market in sugar
production are provided by more than 90% due to the growth of
gross yield of sugar beet according to the obvious positive chan-
ges (in 2005, 55% of sugar were produced from the purchased

sugar cane; by 2015 year its value had reduced to 10%). On the
other hand, this program is realised due to the extensive factors,
although a variety of problems has not been solved yet. There is
still a high level of loss when storing and transporting sugar, as
well as when processing it by sugar mills. The development of
processing facilities of the sugar industry is very slow. The rea-
sons for this are the following: new factories have not been put in-
to operation for a long time; for the past 5 years the reconstruction
and modernisation have helped to increase productive capacity
(per 1 factory) only by 14% on average, most of the used equip-
ment does not correspond to the modern technical level. That is
why it is impossible to do away with the lag in the capacity of daily
processing of sugar beet if compared with European competitors.

Setting-up the Customs Union has given an opportunity to
increase export potential of sugar and export potential of con-
fectionery industry to the Union member countries, primarily to
Kazakhstan. It will contribute to the reorganisation of the surplus
of produced sugar and sugar-containing products in the period
of low wholesale prices, reducing the amount of sugar supply
in the domestic market and creating a favourable price environ-
ment for sugar producers. However, it is necessary to promote
logistical support for domestic companies, which should be pro-
vided by the necessary quantity of rolling equipment and pre-
ferential railway tariffs for the transportation of their products.

At this stage, there is a relatively high level of direct con-
sumption of sugar (35-40 kg per capita) in Russia according
to national features and traditions of the domestic sugar cane
agriculture. With regard to various estimates, the share of di-
rect consumption reaches 60% on average, although in the last
decade there has been a decreasing trend [16]. As a result, less
than half of gross output of sugar is used in industry, though this
ratio is from 60% to 70% of the sugar production in developed
countries used by manufacturing enterprises to produce sugar-
containing final products. The basic sugar mass in the domes-
tic economy is used to produce confectioneries (64-67%). The
share of the other directions is smaller: soft drinks (11-12%),
milk products (8%) and horticultural products (7%). Therefore,
the perspectives of the expansion of the domestic sugar mar-
ket have a significant reserve due to activation of the growth of
manufacturing output of sugar-containing products.

5. Conclusions

The country’s sugar market plays an important role in
strengthening of food security and full import substitution with
domestic sugar and sugar-containing production. Therefore, ac-
tivities for its sustainable development should be aimed at im-
proving conditions for trade operations, enhancement of the ef-
ficiency of its members, provision consumers with qualitative
and affordable products. It determines the comprehensive mo-
dernization of both the sugar beet subcomplex of the agro-in-
dustrial complex and those industrial branches which use su-
gar as a raw material to produce the final product, the result of
which will be the enhancement of efficiency of sugar production
and the growth of sugar market capacity.

The primacy of the comprehensive modernisation of the in-
dustrial infrastructure is determined by the duration of innovative
and investment cycle, while sugar beet growers may increase
the volumes of production of sugar beet under the conditions of
the favourable price environment in a short period. The growth
of efficiency of sugar production is determined by the possibili-
ties to increase production capacities due to the introduction of

Zyukin, D., Svyatova, O., & Soloshenko, R. / Economic Annals-XXI (2016), 161(9-10), 47-50

49



ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

new sugar mills and the modernisation of functioning sugar mills
and it is also done without any prejudice to the deterioration in
the quality and the volume of production output to extend the
seasonal period of sugar beet processing. The second priority is
to improve material and technical resources related to transpor-
tation and storage facilities of sugar beet, which will help to re-
duce the loss of production while storing and transporting sugar.

To realise these directions in terms of the strategy project
of the development of the food and pharmaceutical industries
in Russia in 2013-2020, it is planned to raise investments in the
sugar industry at the rate of 94.2 billion rubles. To build new fac-
tories and to perform a reconstruction of 32 sugar mills in the
medium term there will be the overall volume of investment of
75.3 billion rubles (which includes 53.7 billion rubles relevant to
the originated loans). Nevertheless, we are of the opinion that in
the conditions of practically double devaluation of the rouble at
the high level of branch import dependence, to realise the pro-
gram at the fixed time, it will be necessary to attract huge invest-
ments. In this case, according to the optimistic script correction

should be no less than 20-30% of the planned level (18-27 billion
rubles, or 250-370 million euros). Only credit resources can be-
come sources of equalising the difference due to the fact that
the investment market in Russia is in the doldrums under the
conditions of the imposed financial sanctions. Increasing of the
level of refinancing rate in the country determines the growth
of credit costs, which means that budget costs are also deter-
mined by it when using such an instrument of support as gi-
ving subsidies to refund part of interest payments. In the condi-
tions of the structural crisis in the Russian economy there are
not any reserves of financing to solve all the above-mentioned
problems. This explains why the efficiency of the modernisation
of the sugar industry depends on the state ability to control and
to provide conditions for solid investment, to instate and guaran-
tee low-percentage loans for a reasonable period for the scien-
tific and production cycle in investment complex. The implemen-
tation of economic regulation can be effectively done though the
system of state institutions, keeping in mind that the industrial
development fund has priority in this system.
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