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All of this suggests a growing scope for imports, particularly from Brazil, which continues to enjoy
competitive advantages in terms of production costs, infrastructure and sustainability compared with
other first generation biofuels. Higher than expected growth raised our 2008 baseline for ethanol
production there by 100 kb/d versus last year’s projection. While capacity expansion delays and higher
sugar prices may continue to undermine near term growth, the higher baseline and better medium term
growth prospects put Brazil’s production 155 kb/d higher
for 2013 versus last year’s forecast. We have also factored
in higher biodiesel expectations for both Brazil and
Argentina, which by 2013 should produce a combined
40 kb/dmore than envisaged in last year’s outlook.

Of course, downside factors still persist. Notably, the US
continues to maintain a 54 c/gal (about 14 c/l) import
tariff against Brazilian ethanol. In addition, Brazil’s own
export infrastructure – storage, terminals and pipelines
– must continue expanding to allow for greater offtake
opportunities outside the domestic market.

Europe
OECD Europe continues to represent the largest downward revisions in our forecast. While poor
production economics persist, an increasing mélange of government policy may undermine the
attainment of ambitious long term usage goals. The EU maintains a target of 5.75% renewable fuels,
by energy content, in the transport pool by 2010 and a 10% renewable fuels mandate for 2020. Yet,
the roadmap to achieve these goals has fragmented, both in terms of targets and fuel quality
standards. Germany, accounting for 1/3 of Europe’s production, has (as of mid June) still not
confirmed its 2009 usage requirement with the upper and lower houses of parliament differing over
a proposal to reduce the biofuels quota from 6.25% to
5.25%. The government has already reduced exemptions
on excise taxes for biodiesel. The UK and the
Netherlands have scaled back medium term targets.
Moreover, the European Commission recently assessed
that the EU is likely to miss its 2010 target, with a 4%
biofuels share looking more realistic than 5.75%.

We have revised down our baseline 2008 OECD Europe
production by 25 kb/d, mostly due to lower than
expected ethanol volumes. Declining production in
2009 and growth the following year back to only 2008
levels leaves the 2011 2014 outlook trending 30 40 kb/d lower than last year’s. Based on our
estimates of future European gasoline and diesel demand, our production estimate would satisfy
only a 2.5% share of 2010 transport demand, implying significant scope for imports.

Yet, imports also face barriers. In March, the EU imposed duties on B99 biodiesel (pure biodiesel
with a small quantity of diesel) from the US to stem the perceived unfair advantage garnered by
imports stopping to add a small amount of diesel to earn a tax credit (so called ‘splash and dash’).
As of early June, EU member states seemed to support extending the tariffs for up to five years.
While the measures may have curbed about 25 kb/d of supplies coming from the US, they are
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