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Neither lord of the sugar mill nor [colonial-style] colonel.
Today the market for sugar and alcohol is for big businesses.

— by Alexa Salomão
In the mind of Brazilians, production of sugar cane has always been associated with two stereotypes.  First, the lord of the sugar mill, a person who — from the times of the hereditary colonial land assignments [from the Portuguese Crown] to the etchings of Jean Baptiste Debret or the pages of [the author] José Lins do Rego — drew nearly unlimited political power from the riches of the cane fields.  Second, in more recent times, to the sugar mill colonel — a figure associated with scandals of corruption and promiscuity as to the government and the primacy of armed force over economic reason.  Indeed the reality today couldn’t be more farther from these stereotypes.  The increase in the consumption of sugar and alcohol is transforming the sugar cane sector into the most promising business in Brazilian agro-industry.  Since the extinction of the [Brazilian government’s] Sugar and Alcohol Institute, in 1990, the heavy hand of the government has been replaced by the laws of the marketplace.  With that, a new generation of producers of sugar cane put into retirement the concept of political deals as the means to survive, and began looking at the business with a professional view.  The result has been a veritable revolution in the world of sugar cane.

The dimensions of this transformation are enormous.  From 2000 to the present, Brazilian exports of alcohol grew from 258 sugar million liters to 2.4 billion, and revenues, from US$33 sugar million to nearly US$500 sugar million per year.  Brazilian sugar now accounts for 70% of the contracts in the New York commodities market.  And these numbers will continue to grow.  A study by the consulting firm MB Associados shows that, in the next 10 years, alcohol exports may reach 6.9 billion liters — nearly triple the total shipped last year.  Sugar exports have the potential of reaching 20.5 sugar million tons, an increase of 30%.  To meet the growing foreign demand, sugar cane has begun to take precedence over other crops.  The forecast is for the acreage planted with cane to increase 50% by 2015.  The impact on the chain of production —
	from the purchase of machinery, through the harvesting, to embarkation in the ports — will be huge.  According to the estimates of Unica, an entity comprised of producers of the State of São Paulo, the revenues of the sector may double by the end of the decade, reaching US$25 billion annually.  Today the only rural activity with such impressive numbers is the agro-business of soybeans, which generates US$ 30 billion a year.
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“We’re seeing a new sugar cane cycle,” says Plinio Mário Nastari, president of Datagro, a specialized consulting firm.  It’s a phenomenon totally different from the bubble generated by the [Brazilian government subsidized] Proálcool program of the 70s and 80s.  With the sector under government regulation, the state determined how much to plant and when and for how much to sell.  Now the entrepreneurs are raising an efficient industry based on measures of productivity and modern technology.  In India, another large cane producer, there are 25 sugar million small suppliers still chopping with machetes.  In Brazil, the sugar mills form groups of agricultural companies, share machinery, distribution and sales activities, and the level of technology has been rising.  There are satellite-monitored tractors, electronically controlled fertilizing machines and precision harvesters.  Close to 25% of the cane properties have mechanized the harvesting — in Ribeirão Preto, inland São Paulo State, center of nearly 30% of all the cane production in Brazil, it was 50%.
	From the past only the tradition of the family remains.  The names of the elite are those who head the 80 largest of the more than 300 sugar mills in Brazil.  The Omettos, a clan with a long history in inland São Paulo, head the two largest sugar mills: the Da Barra, whose owner is Rubens Ometto, of the Cosan Group, and the São Martinho, managed by Homero Corrêa de Arruda Filho.  The Junqueiras are behind the distribution company Crystalsev, partner of Cargill in ports, sugar mills in Brazil and plants abroad.  It’s only of the largest rural-based families in the world, with nearly 100,000 descendents of the marriage of Elena Maria and João Francisco Junqueira, who, in the 18th century, were the recipients of large land grants in the State of Minas Gerais.  The Balbos today personify self-sustaining agriculture in the sector.  They created Native, a brand of organic sugar in grown in Sertãozinho, inland São Paulo, exported to more than 30 countries.  The Zillos, of the Zillo Lorenzetti group, own three sugar mills and grow cane in 15 municipalities in the center-west of the State of São Paulo.  The family leader, José Luiz — an energetic entrepreneur who, in the 80s, presided over Copersucar — provides advice on the group’s business from his home in rural France.
As families grow faster than the sugar mills, differences in the division of things are common amongst family members.  Recently the heirs of one of the oldest family lines in cane, the Biagi brothers, had some tense moments.  The eldest brother, Maurílio 
	[image: image2.emf]


Biagi Jr., reached an agreement with his seven brothers and left one of the largest sugar mills in Brazil, the Santa Elisa, in Sertãozinho.  It was there that he was born, spent part of his childhood and worked in the business for 45 years.  Under the agreement Maurílio kept three other sugar mills.  Among them is the Moema sugar mill, in Orindiuva, in São Paulo, whose sales tripled in just five years and today are R$400 sugar million [= US$180 sugar million] per year.  The sugar mill exports nearly 70% of its production of sugar.

The biggest bet of the sugar mill owners in this new cycle is the recently-developed international market for alcohol fuel, or ethanol, as an additive to gasoline.  With the price of a barrel of oil on the increase, the world finds itself obliged to find cheaper fuel — and the addition of alcohol is a natural option.  “With the price of oil sky high, alcohol has become competitive,” says José Carlos Hausknecht, of MB Associados.  For the 30 industrialized nations, amongst the 141 who adhered to the Kyoto protocol, obligation to reduce emissions of carbon dioxide also carries weight — and there again alcohol is an alternative.  “The world is anxious to find a substitute for oil,” says Nastari of Datagro.  “Alcohol stands out as a viable alternative in the near term.”

Even the United States, under environmental [groups’] pressure, began to use ethanol mixed with gasoline.  American production went from 5 billion liters in 1994 to 13 billion liters last year.  In 2005, the Americans should produce 15 billion liters of alcohol from corn and other cereals.  The more countries that adopt ethanol, the better for Brazil.  In his visit to Japan, one of the most promising fronts for Brazilian alcohol, the group of President Luiz Inácio Lula da Silva made a major effort to rebut the criticisms of local oil companies — Nippon Oil exhibited studies showing disadvantages associated with use of Brazilian alcohol.  In addition to the export opportunity, the Brazilian sugar mills are operating at full capacity to handle a phenomenon limited to Brazil: cars with dual-fuel engines — run by alcohol, gasoline or a mixture of both.  The market acceptance [of dual-fuel cars] was above even the most optimistic expectations.  The first dual-fuel car was launched in March 2003 by Volkswagen, and in April of this year new car sales reached 67,500, for the first time greater than gasoline-only models.  The dual-fuel cars now represent 49.5% of new small cars sales in Brazil.
	The fever for alcohol has also change the map of the sugar cane sector.  The sugar mill owners from the northeast are now expanding in the central south, where rainfall and new planting techniques in the highlands have increased productivity.  The Tércio Wanderley Group — which in the State of Alagoas controls the Coruripe sugar mill, largest in the northeast — today has three sugar mills in the State of Minas Gerais.  Amongst the fastest growing is the J. Pessoa Group, of José Pessoa de Queiroz Bisneto,
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descendent of sugar mill owners in the State of Pernambuco.  He has been increasing his presence in the southeast since the 90s by way of acquisitions.  The group now has eight sugar mills in operation and three under construction.  In the State of São Paulo, Ribeirão Preto is beginning no longer to be the center of the sector.  Today there are 45 projects to build new sugar mills, an investment of R$4 billion [= US$1.6 billion], principally in Minas Gerais and in other areas of inland São Paulo.  Nearly have of the new projects care in the region of Araçatuba, a ranching center, where land is up to one-third cheaper than in Ribeirão Preto.  Dedini, the principal manufacturer of sugar mill machinery, is building a new plant in the city.  The strength of the expansion surprises even the most experienced entrepreneurs.  “There are projects to build sugar mills one right beside another,” says Roberto de Rezende Barbosa, president of the Nova América Group, producer of the União brand of sugar.  “It’s hard to see how many are going to survive.”  Another risk is oversupply.  “We have the growth potential, but we mustn’t anticipate demand and generate oversupply,” says João Carlos de Figueiredo Ferraz, president of Crystalsev.

The sugar market is expanding differently.  Consumption is growing at 2% per year, and sales face strong competition from sweeteners.  But two factors could change the situation.  The first is the urbanization of developing nations.  The more inhabitants there are in large cities, the greater the consumption of industrialized products which include sugar in their composition, such as ketchup or Coca-Cola.  The Chinese, experiencing a continuing exodus from the provinces to the cities, are the largest potential consumers.  Three years ago the per capita consumption of sugar in China was 6 kilos.  Now it’s 8.  If that tendency should continue, the growth could be tremendous — in Brazil the consumption is 55 kilos and in the United States, 77.  The sugar mill operators were also pleased by the decision of the World Trade Organization to condemn the exports subsidies of the countries of the European Union.  If the sentence were obeyed, in the next two years a market of US$1.2 billion per year will open for Brazilian sugar.
“But the biggest challenge of the sector is not outside the country’s borders,” says Renato Gennaro, a consultant with BCS, a consulting arm of IBM.  “It’s in improving the quality of management.”  A survey amongst entrepreneurs and executives of 40 groups in the south-central region identified various weak points in this respect.  There is resistance to professionalization, and 90% of the persons interviewed would not turn over command to an [outside] executive.  The study affirmed further that strategic planning is lacking — the sugar mill operator doesn’t look beyond the next harvest.  The accounts of the company remain mixed and confounded with the pockets of its owner.  The entrepreneurs look more in their own backyard than at the logistics [of the business].  According to BCS’ estimates, many groups won’t have the strength to survive the new cycle of sugar cane.  “The weakest will have to leave the market,” says Gennaro.  The tendency is that they’ll be absorbed by foreign companies.  “The competition no longer is the neighboring sugar mill,” says Carmen Ruete de Oliveira, of the Virgolino de Oliveira group in inland São Paulo.  “It’s a multinational, which has access to lower rates of interest and more efficient logistics.”  In May Cargill of the U. S. bought Açucareira Corona, owner of two São Paulo sugar mills.  The German Company, Südzucker, the largest producer of sugar in the world, has spent the past two years visiting the largest sugar mills, without closing any deals.  “The process of consolidation of the sector is going to intensify,” says Gennaro.  “Today there are 40 groups which control 60% of the market.  In 20 years, that share will be in the hands of five or six major groups.
Translated by William W. B. Veale, Partners Consultoria, São Paulo, SP


