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Executive Summary

European tallow markets face a structural supply-demand mismatch in 2026, with waste-based feedstock demand
strengthening under RED Il mandates whilst domestic supply declines amid lower slaughter volumes. Category 1
and 2 mixed animal fats, trading at €845-892/tonne in 2025, remain the marginal feedstock for HVO production
but are increasingly constrained by rendering capacity limits and the 50% tariff on Brazilian imports, creating a

po‘ren‘rio“y disrup‘rive supp|y gap in the second and third quarters of 2026.

Market Context: Tallow's Evolving Role in Biofuels

Tallow—rendered beef fat—has transformed from a commodiiy of morgino| commercial interest info a strategic feedstock
for the European renewable fuels cornp|e><. This shift, crysfci”ised over the past five years, reflects two converging forces:
the structural collapse in traditional tallow end-uses (soap manufacture, animal feed) and the regulatory determination
b\/ EU po|icym0kers to render waste-based |ipid5 the primary supp|y source for nydrofreofed vegef0b|e oil (HVO) and

biodiesel production.

The European Union processed approximately 18 million tonnes of animal material annually through rendering
operations as of 2025, producing an aggregate of rendered animal fats (Categories 1, 2, and 3) for distribution across
o|eochemico|, food, phormoceuiico|, and energy sectors. Of these vo|umes, the biofuels sector consumed a material
Frocfion—opproximofe|y one-third of Category 3 animal fat producfion in 2025—with proportions frending upword under

successive Renewable Energy Directive iterations.

Regulatory architecture now reinforces this trajectory. The RED Il framework classification of tallow as an eligible
advanced biofuel feedstock, combined with fresh SAF (sustainable aviation fuel) production obligations entering their

second year in 2026, creates structural demand growfh that domestic rendering capacity appears inodequofe to sofisfy.

Supply-Side Dynamics: The EU Rendering Industry

The European rendering sector operates within fignf bio|ogico| constraints. Tallow supp|y follows s|ougn’rer cyc|es,~ total
volumes remain hostage to livestock production patterns, herd health dynamics, and trade flows. In 2025, the EU
rendering indusfry faced headwinds on both fronts. Mon’rn|y pig s|ougn’rer declined 8% against the itive—\/ecrr average in
the Jonuory—Ociober period, whilst pou|iry and beef s|oug|’1ier remained under seasonal and cyc:|ico| pressure. These

reductions direcHy translated to lower Category 1, 2, and 3 fat recovery.

The market tightened accordingly. During 2025, Category 1 and 2 mixed animal fat prices climbed to €892/tonne
(December) after opening at depressed levels, with an intra-year trading range of €122/tonne (13.7% volatility). Low raw
material 0voi|0bi|i’ry at abattoirs and rendering facilities persis’red fhrough summer seosonci|ify—ordincrri|y a period of
ornp|e supp|y—indicofing structural undersupp|y rather than cyc|ico| fign’rness. This persistence signo|s that the EU is

opprooching the economic carrying capacity of its livestock s|oughfer base for waste fat recovery.
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Trade dynomics compound the constraint. Brazil, the world's |orges’r exporter of tallow and animal fats, faced a 50% ad
valorem tariff on US-destined shipmenfs beginning August 2025, and elevated duties have porfio”y redirected Brazilian
flows to Europe. Tallow imports into the EU from Brazil increased approximately 40% on a year-to-date basis through
Ju|y 2025. However, this relief is femporary. The tariff regime creates uncertainty over sustainable supp|y po’rns, whilst

alternative destinations (Singopore, Southeast Asia) are now competing for Brazilian volumes.

Category Classification and Regulatory Eligibility

EU and UK regu|o’rions c|ossify animal fats into three categories, each with distinct end-use e|igibi|i’ry and processing

requirements. Understanding this framework is central to feedstock sourcing and regulatory compliance.

Category 1 animal fats derive from diseased livestock or specified risk material (SRM) and are ineligible for human
food and animal feed. Under RTFO and RED III frameworks, they are eligible for biofuel production and oleochemical
conversion with minimal additional processing verification. Category 1is the most stringently regulated but commands

the strongest po|icy incentives.

Cafegory 2 animal fats are rendered from abattoir carcasses and offal not meeting Category 3 standards. These are
eligible for technical applications, specialty chemicals, and—critically for biofuel markets—HVO and biodiesel production

under RED 111. Category 2 has become the backbone of EU waste-fat feedstock supp|y,

Cafegory 3 animal fats are rendered from meat producfion byproduc’rs fit for human consumption and hence e|igib|e
for food, pharmaceutical, and cosmetic end-uses. Category 3 is explicitly excluded from biofuel production eligibility
under RED Il1, restricting ifs use fo non-energy opp|icofions despife its technical suifobihfy for HVO synfhesis. This

restriction creates the effective supp|y poo| for the biofuels sector: Category 1 and 2 on|y.

In 2025, Category 3 bone fat prices in Northwest Europe ranged from €970/tonne (December) to €1,100/tonne
(March), whilst Category 1 and 2 mixed fats traded in a narrower band (€845-892/tonne). This premium reflects

consumer and regu|ofory demand for Food—grode fat, not technical superiority.

Demand-Side Drivers: HVO, Biodiesel, and Oleochemical Competition

Tallow demand in 2026 is driven by three primary sectors: renewable diesel (HVO), biodiesel, and oleochemica

conversion. Each sector competes for limited feedstock supp|y, creating a comp|e>< demand curve.

Hydro*reofed vegefob|e oil (HVO) producﬁon in Europe has exponded from niche volumes five years ago tfo mainstream
feedstock utilisation. HVO specificofions require hydrogeno’rion of ’rrig|yceric|es over noble metal co’ro|\/sfs fo produce
poroﬁ(inic hydrocarbons matching petroleum diesel cetane and stability requirements. Tallow—with its high saturated
foHy acid content (po|mific and stearic acids dominate beef fat composifion)—produces excep’riono”y nign cetane HVO,

and several major refineries have optimised conversion infrastructure speciﬁco”y for tallow feedstock.

Across the EU, HVO refining capacity has expanded to approximately 4.5 million tonnes per annum by late 2025, with
at least 60% of installed capacity fed by waste |ipic|s (tallow, UCO, animal fats). The margin spreod between HVO
product prices and low-carbon feedstock costs has remained positive throughout 2025, incentivising aggressive
procurement. Some EU refiners have secured |ong—ferm supp|y contracts for tallow at premium prices to secure feedstock

availability.

Biodiesel production—FAME (fatty acid methyl ester) technology—remains substantial but faces margin pressure. FAME
producfion consumes 15-20% of EU animal fat supp|ies, often competing with HVO for the same raw material poo| at
lower conversion premia. Biodiesel has also faced oversupply in certain markets in 2025 as SAF production scaled,

connibo|ising morgino| FAME demand.

Oleochemical conversion of tallow to fo’rfy acids and derivatives (soaps, defergenfs, cosmetic ingredienfs, lubricants)

remains a sfeody offtake, fypico”y accounting for 30-35% of total animal fat utilisation. Oleochemical p|onfs run at
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stable utilisation rates and compete less oggressive|y on price, accepting mu|ii—yeor contracts at formulaic pricing. This

sector provides a floor for tallow demand but does not drive the margin expansion observed in 2025.

The net effect: HVO refiners, Focing regu|ofory mandates (FuelEU Maritime, ReFuelEU Aviation) and customer demand
for carbon-neutral fuels, are bidding oggressiveiy for tallow supp|y, creating a morgino| buyer with substantial e|os’rici’ry

of demand at prices below USD 1,400/tonne.

Price Dynamics and Competitive Positioning

Tallow pricing reflects a three-way competition with used cooking oil (UCO) and vegetable oils in the biofuel feedstock

hierorchy, Each feedstock occupies a distinct sus’roinobihiy tier and economic position.

Q3 2025 Pri Carbon Premi Fossil
Feedsfock rice 2025 ange (USD/MT) (o] golelg] remium vs rossi

(USD/MT) Diesel

845-892 EUR (7920-970
Tallow (Cat 1&2, EU) 1,411 USD) +65-75%

Used  Cooking  Oil

1,200 1,070-1,420 USD +70-80%
(UCO) ’
Soyb Oil t,
oybean  Oll = (spot, o5 800-1,100 USD +30-40%
EU)
R d Qi t,
opeseed Ol (spot gog 750-1,050 USD +20-30%
EU)
Figure I: Comparative biofuel feedstock pricing and carbon policy incentives, Q3 2025

During 2025, tallow and UCO traded in a narrow band relative to vegetable oils, reflecting their shared status as waste-
based feedstocks under RED Il eligibility structures. UCO commanded a modest premium—typically €100-150/tonne—
owing fo its perceived lower contamination risk and higher free ioi‘ry acid voriobi|i‘ry tolerance in FAME syn‘rhesis.
However, UCO supp|y g|obo||y has faced collection cho”enges (aging restaurant base, consolidation of food service),

and some analysts expect collection volumes to plateau in 2026.

Tallow, in contrast, benefits from bioiogiccﬂ suppiy fundamentals. Siough‘rer is continuous and po|i‘rico||y difficult to
restrict; hence, tallow supp|y has a degree of regu|0’ror\/ protection that UCO lacks. Where UCO faces structural
collection constraints, tallow faces only the economic question of whether rendering economics justify fat extraction and
processing. This distinction made tallow the morgind| feedstock of choice for HVO refiners seeking volume cerfainty in

2025 and is likely to persist into 2026.

Vege‘rob|e oils (ropeseed, soybeon, sunﬂower) have been de facto excluded from new biofuel b|ending in several EU
jurisdictions effective 2025, p|ocing them at a systematic disodvon‘rdge. deeseed oil, the dominant EU-grown vege‘rdb|e
oil, faced ceiling prices of €1,050/tonne in 2025 and was increasingly confined to non-biofuel oleochemical and food

opp|ico’rions,

Tallow's feedstock economics have decoup/ed from commodify bulk oil prices. The divergence reflects po/icy

prei(erence for waste materials and the closure of non-renewable end-markets (soap, ge/c:fin). In the current

marginal buyer construct, tallow is effectively the swing producer for HVO refined biofuel.
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Regulatory Framework: RED Il and Waste Classification Dynamics

The Renewable Energy Directive (RED I11), effective from January 2025 across the EU, codified tallow as an advanced
biofuel feedstock in the waste and residue category. This classification delivers two material benefits to tallow-based
HVO and biodiesel producers: (i) simplified sustainability accounting (waste materials are deemed to have zero
opportunity-cost land-use change emissions); and (ii) enhanced compliance credit accumulation under FuelEU Maritime

and ReFuelEU Aviation mandates.

RED Il defines e|igib|e feedstocks ’rhrough a negative enumeration: materials are waste-based unless exp|ici’r|y listed as
virgin crops. Category 1 and 2 animal fats fall cleanly into this definition. Category 3, owing to its human-food eligibility,
occupies a regu|0’ror\/ gray zone but is conservo’rive|\/ treated as non-waste under most competent ou’rhori’ry

interpretations, hence ineligible for advanced biofuel carbon credits.

The FuelEU Maritime obligation, requiring 2% sustainable fuel blending in maritime bunker deliveries from 2025,
contributed substantially to 2025 tallow demand. ReFuelEU Aviation's SAF blending requirement—still ramping at 2% in
20925, set to climb to 6% by 2030-has created incremental HVO demand, though some refineries have substituted

syn’rhefic aromatics and syn’rhe’ric alkanes for Wosfe—|ipid HVO to reduce feedstock pressure.

Tariff and trade policy have introduced new regulatory complexity in 2025. The US 50% tariff on Brazilian tallow,
coup|eo| with EU on’ri»dumping proceedings against certain animal fat exporters, has created a {rogmen‘red g|obo|
market in 2025. EU domestic supp|iers and foriﬁc—odvonfoged origins (Australia, New Zealand, select Asian exporters)
have gained relative pricing power. Some analysis suggests tariffs may persist through 2026, structurally elevating EU

tallow costs relative to other g|obo| regions.

Forward Outlook: Q2-Q3 2026 and Full-Year Perspective

The outlook for tallow markets in 2026 is constrained by a near-term supp|y crisis and a medium-term structural

’righfness.

Q2-Q3 2026 view: The seasonal trough in tallow availability (late spring and early summer) traditionally occurs as
spring s|0ugh*er cyc|es wind down and summer s|ough‘rer volumes, fhough elevated, produce lower fat recovery (|igh‘rer
carcass weights, heat-stressed animals). In 2025, this trough was exaggerated; seasonal dips extended into July. Multiple
market participants signal expectations of similar or worse seasonality in 2026, with some forecasting Category 1 and 2

prices reaching €950-1,000/tonne in the April-June window, before recovering modestly into Q3.

A material risk is the entry into force of further EU biofuel b|eno|ing mandates and the fu”—yeor impact of ReFuelEU
Aviation at 6% equivalency in certain compliance regimes. If HVO refiners respond by bidding aggressively for tallow
during the Q2-Q3 trough, spot prices could breach €1,050/tonne, creating margin inversion for certain secondary

biodiesel producers and rendering operations.

2026 fu"-year view: Assuming moderate slaughter volume stability (no major disease outbreaks or trade disruptions),
EU tallow supply is expected to remain flat to slightly lower than 2025 levels, circa 6.5-6.8 million tonnes for Category 1
and 2 combined. Demand, by contrast, is forecast to grow by 8-12% versus 2025, driven by HVO volume growth
(industry capacity utilisation moving from 65% to 75-80%) and incremental SAF and maritime fuel blending.

This demand-supply imbalance is likely to manifest as: (i) sustained pricing at elevated levels (€850-950/tonne as a
trading range, versus a 2024 average of €680/tonne); (ii) increased reliance on imported material, particularly from
Australia and South American exporters outside the US tariff regime; and (iii) growing vo|ofi|i’ry, as HVO refiners

negotiate spot purchoses at prices well above forward contracts, creating whipsow dynomics in cash markets.

The outlook assumes no major trade po|icy shifts. However, if US tariffs on animal fats are extended or reciproco| tariffs
imposed on US feedstock imports, the EU market could face acute supply shortages in H2 2026, with prices potentially

exceeding €1,100/tonne and margin compression across the HVO refining sector.
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Key Risks and Monitoring Priorities

Several asymmetric risks warrant active monitoring into Q3 2026. First, disease outbreaks (African swine fever, avian
influenza, bovine spongiform encephcﬂopofny) pose acute supp|y—side tail risks. A major outbreak could reduce s|oughfer
volumes by 20-30% within weeks, creating a severe feedstock shortage. The EU herd base remains vulnerable,

por’ricu|or|y in Eastern European producﬂon zones.

Second, trade po|icy shifts represent a structural risk. The ongoing US administration has signo”ed protectionist intent;
further escalation against ogricu|ruro| exports could disrupf imports and frigger re’r0|io’rory tariffs against US feedstock,
po‘ren‘ricr”y s‘rronding Brazilian material and e|evo‘ring EU spot prices durob|y. Conversely, a ropid de-escalation could

unlock Brazilian supply, potentially depressing prices in H2 2026.

Third, refiner operational decisions on feedstock diversification could shift demand. Several major HVO refiners have
begun pi|o’r programmes on tallow-free syn‘rhe‘rics and o|go|»derived |ipids. If these prove commercio”y viable at scale,
tallow demand grow’rh could underperform consensus expectations, creating inventory risk for refineries and rendering

operators ho|ding long positions.

Fourth, regulatory clawbacks on RED Il waste classifications warrant monitoring. Some EU member states have
proposed amendments to narrow Category 1 and 2 e|igibi|ify or introduce ’rroceobihfy burdens that could increase
compliance costs. Such changes would reduce the policy premium supporting tallow prices and could trigger a 5-10%

price correction.

Finally, oversupply in downstream biofuel markets poses a demand tail risk. If HVO or biodiesel product prices
co||opse due to over-capacity, refiners may reduce feedstock procurement, depressing tallow bids. The refinery margin

dynamics in 2026 will be material to the feedstock demand curve.

Conclusion

Tallow markets have entered a phose of structural demand grow‘rn co||iding with constrained bio|ogic0| supp|y. The
European rendering indusrry is now a core supp|y risk asset for the renewable fuels comp|ex, with feedstock 0voi|obi|iry
likely to determine regional HVO production rates and compliance optionality under RED Il mandates. Prices are
expected to remain elevated and volatile through 2026, with Q2-Q3 representing a particularly tight window. Traders
and refiners should monitor s|oughfer trends, import flows, and refinery scnedu|ing decisions with heignrened attention.
The market offers tactical opporfunities in supp|y—con5’rroined periods but carries material basis and fiming risks for

ou‘rrign‘r |ong positions.
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