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Introduction

The global oils and fats business has many facets but in this paper only two key issues will be considered, namely, what is special about the oils and fats market? and how is this reflected in the market prices?

What is Special about the Oil and Fats Market?
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Edible oils and feed meal are important commodities in the world market. For, edible oils are ingested daily in huge amounts by the world’s population, while feed meal, which is an important source of protein in animal nutrition, is likewise in great demand by countries with a vigorous livestock industry. Animal proteins are in general of higher biological value than plant proteins and the livestock industry will continue to play a key role in meeting human protein requirement. Finally, the continuous growth in the world’s human population has resulted in a rising demand for edible oils and meal. Of interest is the finding (Fig. 1) that the demand for oils and fats and that for protein meals grow at more or less the same average annual rates. This trend can also be seen in the annual change in global demands for these two commodities, albeit with some time lag (Fig. 2).

Figure 1. The Trend in World Markets for Oil and Meal
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Figure 2. Annual Growth Rates in World Demand for Oil and Meal

The Balance between Oil and Meal Demand

There are about 17 oils and fats in the world market and these are mainly of agricultural origin. It has long been recognized that these oil-yielding agricultural products also yield protein to differing extents and thus have been commercially exploited, in some cases simultaneously (e.g., soybean), for production of oil and protein meal. In such cases it is to be expected that the price of an oil is not only driven by the demand for it but also by the demand for its co-product, in this case, protein meal. Thus there is a balance between oil and meal demand and the price of one product may affect the price of its co-product. In summary of the many aspects of this topic, the following are to be noted:-

· There are no other major agricultural sectors that are driven by two such different end-products.

· The impact of the oil and meal markets affects leading sources of oil (notably oil palm and soybean) in very different ways

· The growth in meal demand fluctuates more than that for oil, but the volatility of meal demand growth seems to have lessened.

We shall see how the oil and meal markets impact on the oil palm and the soybean industry.

Figure 3. Total Output of Leading Vegetable Oils


Figure 4. Total Output of Vegetable and Animal/Marine Oils and Fats

Output of Oils and Fats Worldwide

Though there is a variety of oils and fats in the world market, four oils, namely, soybean, palm, rapeseed and sunflower oil dominate the trade from the quantitative standpoint. Fig. 3 shows the total output of the four leading oils from 1976 to 2000. The rise in output of palm oil and of rapeseed oil from 1988 and 1993 respectively reflect mainly the increased area of land devoted to the cultivation of these crops by the producing countries. Fig. 4 shows the outputs of the four leading oils relative to the combined output of other vegetable oils and that of oils and fats of animal and marine origin. It is clear that soybean and palm oil by virtue of their high output are the two important determinants in the world oil market. Thus we can conclude:

· Palm oil and rapeseed oil outputs have expended most rapidly

· Soybean oil has grown at a similar rate to oils and fats as a whole, thus maintaining its global market share

· The losers have been animal fats and oils like cottonseed and groundnut

World Trade in Vegetable Oils and Refined Oil

The world trade in the four leading vegetable oils from 1976 to 2000 is shown in Fig. 5. The sharp rise in palm oil supply to the world market from the mid 1980s was due primarily to increased production in Malaysia and Indonesia. Soybean oil supply also shows an upward trend from 1995 due to increased world demand from protein meal, which, in turn, caused an increase in the cultivation of soybeans.

It must be pointed out here that apart from increased acreage in palm oil exports, other factors contribute to the growth in palm oil exports. To mention a few important factors, they are the high productivity per harvested area of the oil palm (4–5 tonnes oil/year/hectare), the R & D of the Malaysian palm oil industry on, say, oil palm agriculture, agronomy and breeding and the extension of the R & D findings to the Indonesia industry; and the development of the refining sector with R & D on end-uses of palm oil. Indeed, it has been predicted that further R & D in oil palm agriculture may well raise the unit yield by 50% or more.

Crude palm oil (CPO), the export item of the oil palm industry, has progressively been supplanted by refined palm oil, as more and more refineries were commissioned in Malaysia. In consequence, the foreign trade in refined oils has seen an increasingly prominent role played by refined palm oil. The following summarises the current situation in the foreign trade in refined oils:

· Palm oil’s dominance of overseas trade in oils is even stronger for refined oils

· If one excludes local cross-border trade, such as US-Canada, palm oil accounts for well over 90% of foreign refined oil trade

· However import tariffs are lower, for crude oil  than refined, and so some major RBD (refined, bleached and deodorized) oil importers like China and India have been switching to crude oil imports rather than refined oils.


Figure 5. Exports of the Four Leading Vegetable Oils

Don’t Forget that Many Countries Import Seeds for Crushing rather than Importing Oil

The global oils and fats business is a dynamic one, with the interplay of opposing and complementary forces, push-pull mechanism and the formulation of new trade policies by countries to meet with perceived threats and opportunities. As mentioned above, previous importers of refined oils have now opted to import crude oils as much as possible. Thus there is an increased tendency among oil-importing countries to import oil seeds for crushing rather than to import oil. This trend became evident by 1995.

China stands out as an example of switching to import oil seeds for crushing instead of importing oil. Fig. 6 showing the net imports of oil seeds, oil and meals from 1995/96 to 2001/02 illustrates clearly the commitment of that country to this policy shift and the consequences, notably a decrease in meal imports and a relatively unchanged level of oil imports that was needed to prevent any possible shortfall in supply from oil produced as a result of seed crushing. As can be seen from Fig. 7, most of the seeds that were imported went into meal production, (the curve describing direct and indirect meal imports resembles that for the importation of oil seeds in Fig. 6 in the period from 1998/99 to 2001/02), with the oil that was produced as a co-product contributing to the direct and indirect oil import volume. The increased feed meal is destined for animal protein production to meet the needs of an increasingly affluent population.


Figure 6. China’s Net Imports of Oilseeds, Oil and Meals


Figure 7. China’s Net Direct and Indirect Imports of Oil and Meals

International Trade in Vegetable Oils

The situation regarding international trade in vegetable oils can be summarized as follows:

· Palm oil now accounts for close to half of foreign trade in vegetable oils.

· China shows however the importance of seed imports as an alternative to oil imports, with benefits accruing to the country concerned.

· This indirect trade in oils (in seed) keeps seed oils a major competitor to palm oil in deficit markets.

The Productivity of Different Oil Bearing Crops

Let us examine the productivity of the four crops, the oils of which lead in the global oils and fats market, as well as their productivity in meal. Fig. 8 shows the average yields of oil per harvested hectare in the period 1990–2001, while Fig. 9 depicts the average yields of meal per harvested hectare in the same period. Being a perennial, oil palm’s much higher yield of oil per harvested hectare vis-à-vis that of the annual seed crops is very noteworthy. It is anticipated that as the oil palm trees in Indonesia mature further, the average yield of palm oil per harvested hectare would match that of Malaysia. As can be seen from Fig. 9, the average yield of meal per harvested hectare under soybean, be it grown in the U.S.A., Brazil or Argentina, is higher than that of sunflower and of rapeseed. This coupled with the vast areas in the U.S.A., Brazil and Argentina under soybean cultivation causes soybean meal to have a pivotal role in the global meal market.

The relative contributions of oil and meal to the total revenue of each crop are shown in Fig. 10. It can be seen that while the oil palm industry depends on almost entirely its oil revenue for its financial health, the seed oil industries depend almost equally on the revenues garnered by their oil and meal products. Indeed, in the period 1990–2001, meal revenue was greater than oil revenue in the soybean industry. 

The sum up this section, the following conclusions may be drawn:

· Oil palm is by far the most productive crop in its oil yields per hectare.

· Including meal income, Malaysian oil palm earned three times the revenue per hectare of soybean crops.

· Only soybean producers among the major suppliers of oilseeds earned most of their product revenues from meal.

Figure 8. Average Yields of Oil per Harvested Hectare, 1990–2001

Figure 9. Average Yields of Meal per Harvested Hectare, 1990–2001

Figure 10. Average Oil & Meal Revenues per Hectare, 1990–2001

Keeping the Balance between Different Oil Crops

People in the global oils and fats business perceive that the productivity advantage of oil palm may seem to be a recipe for further substantial gains by crude palm oil (CPO). Developments in the oil palm industry lend support to this perception. Two questions naturally come to mind: (1) What happens if palm oil grows at the expense of soy, rape or sunflower oil? (2) In particular, how would this affect the meal market balance? The obvious answer to these questions is to keep the balance between different oil crops. 

Three eases need to be considered under this strategy: 

Case 1

If we simply assume that by 2012 palm oil over lakes soybean oil in being the leader of the oil market, leaving the shares of rapeseed and sunflower oil unaltered, then the world would be faced with a shortfall of 5% of its meal needs. This situation would not be sustainable; and in practice, it would force up meal prices and boost soybean output; thereby allowing soybean oil to regain market supremacy from palm oil.

Case 2

If we assume that soybean oil’s share of the market is steady, with palm oil expanding its share at the expense of rape and sunflower oils and displacing soybean oil as the Number 1 oil within 20 years, then by that date the world would have a shortfall of 3.5% in its meal needs. That, too is unsustainable and the same mechanisms as in Case 1 are set in motion, thereby enabling soybean oil to recapture its market share at the expense of palm oil. 

Case 3

The world’s need for protein meal is under-pinning soybean demand. This indirectly restrains the growth of the oil palm industry. Therefore, if global meal and oil supply are to grow in step, the most likely balance between crops will see soybean continuing to be the largest source of oil for the next 20 years. One such balance is illustrated in Fig. 11. 

Figure 11. Shares of the World Oil Market Where the Meal Market is Always in Balance

How are the Special Characteristics of the Global Oils Market Reflected in Prices?

The performance of a commodity in the market depends in part on its pricing. If its price is considered high by buyers, its volume of sales will be sluggish and stocks will increase. Conversely, if its price is considered attractive, there will be buyers galore, resulting in a depletion of its stock. The edible oils and protein meal are no exception to these general mechanisms of the market place.

As seen above, the global oils and fats market has special characteristics, due to the position held by soybean as the source of two important agricultural products, namely edible oil and protein meal. Its price and stock will therefore affect two markets. In the preceding section we have discussed three scenarios in which the premier position of soybean oil may be challenged by palm oil and the mechanisms that are called into play to correct any undesirable consequences. Therefore, the question: How are the special characteristics of the global oils market reflected in prices?, merits consideration here.

Fig. 12, 13 and 14 show respectively the trend in real (inflation adjusted) prices of palm, soybean and coconut oil from 1950 to 2002, while Figs. 15 and 16 show respectively the price trends of soybean and soybean meal over the same period. It can be seen that the price trends of the three edible oils are similar, falling and rising in step, as to be expected of commodities of the same market and the overall trend over the period is one of falling prices. (The rises seen in the mid 1970s and 1980s are in fact responses to the upheavals in the global economy). Interestingly, while soybean and soybean meal prices did go up like the edible oils in the mid 1970s in the wake of the petroleum crisis, they did not behave in the same way in the global economic recession of the mid 1980s unlike the edible oils. Thus we see in the 1970s the oils and meal markets responded in the same manner to the petroleum crisis, as reflected in the prices of the two types of commodities, while in the 1980s they responded differently to the global recession, with the oil prices surging upwards while those of soybean and soybean meal remained at their pre-crisis levels. The coupling of the oils market to the meal market and uncoupling depending on the prevailing factors are special characteristics of the oils market.

Figure 12. The Trend in Real (Inflation Adjusted) Palm Oil Prices, 1950/2001

Figure 13. The Trend in Real (Inflation Adjusted) Soybean Oil Prices, 1950/2001

Figure 14. The Trend in Real (Inflation Adjusted) Coconut Oil Prices, 1950/2001

Figure 15. The Trend in Real (Inflation Adjusted) Soybean Meal Prices, 1950/2001

Figure 16. The Trend in Real (Inflation Adjusted) Soybean Prices, 1950/2001

Lessons from Comparing Prices

Comparing prices of oils with those of soybean and soybean meal has enabled us to learn the following:

· Oil prices have declined more rapidly over the past 50 years than meal prices.

· This reflected how market mechanisms ensured supplies of soybeans (and hence meal) at a time when palm oil was gaining ground as a very cost-competitive oil, thus threatening soybean oil’s supremacy.

· Price volatility is greater for tree crops than for crops planted annually, whose producers can react fast to imbalances

What Can We Say about Today’s Prices?

To begin with, let us see what are the determinants of oil prices. Fig. 17 gives the details of the trends in oil prices and stocks over the period from June 1996 to the first quarter of 2002. It can be seen that:

(1) there is an inverse relationship between world vegetable oil prices and clearly identifiable palm and soybean oil stocks

(2) Among these stocks, Malaysian palm oil stocks are a particularly valuable indicator of the true trend in oil stocks

Figs. 18, 19, 20 and 21 show respectively the current prices of palm oil, soybean oil, soybean meal and coconut oil in relation to their long run trends. It can be seen that, for the most part, the current prices of the three oils were below their respective trends, while for soybean meal the current price was close to the trend except for the period Jan. 1999 – Jan. 2000, in which the price was below the trend.

Figure 17. The Relationship Between Oil Prices and Stocks


Figure 18. Current Palm Oil Prices in Relation to Their Trend

Figure 19. Current Soybean Oil Prices in Relation to Their Trend


Figure 20. Current Soybean Meal Prices in Relation to Their Trend

Figure 21. Current Coconut Oil Prices in Relation to Their Trend

Figure 22. Comparing Long Run Price Trends


Figure 23. Comparing the Volatility of Agricultural Product Prices

The Behavior of Oilseed Product Prices

On this topic the following conclusions can be made:

· All product prices have suffered persistent declines in real terms.

· Oil prices have fallen more steeply than those for meals or soybeans.

· Products derived from tree crops seem to have more volatile prices than those made from annual crops.

How do Price trends for Oils and Meals Compare with Those for other Agricultural Products?

In the period from 1950–2002, the % rate of long run real price decline for each of the edible oils, namely soybean, palm and coconut oil is greater than most other agricultural products except rubber (Fig. 22).

Among the agricultural products considered, coffee tops in price volatility, based on the trend from 1991–2000, while soybean shows the lowest (Fig. 23). Palm oil’s price is more volatile than soybean oil’s, with that of coconut oil intermediate between the two. The price of soybean oil is inevitably affected by that of its stiff competitor, palm oil, hence the price volatility of soybean oil is greater than that of soybean meal.

Today’s Price Outlook

Oil prices are now close to their trends (see Figs. 18, 19 and 21) and are encouraging higher plantings of oilseeds. In the short run, Indian buying to replenish its oil stocks will give prices a lift but world prices will not move much further above trends unless:

(a) recent year-on-year increases in CPO stocks end (remember the link between world output and Malaysian stocks); and/or

(b) the forecast strong growth in S. American soybean output fails to materialize; and/or

(c) the global economy ends its weakness.

Conclusions about the Global Vegetable Oil Sector

1. The vegetable oil sector is one of the most dynamic agricultural markets, with growth averaging around 4%/year, and with no sign if a slowdown. The oil sector receives impetus from the market for feed meal (oilseed meal), the world demand for which is growing at virtually the same rate. The output of soybeans therefore remains high to ensure a continuous supply of raw material for production of soybean meal for the market. In the process soybean oil is also produced and this enters the oils market to challenge palm oil which now dominates the world trade in oils.

2. The need to balance the growth in oil supplies with that in meal supplies will make it difficult for palm oil output to overtake soybean oil production for a very long while. One of the striking consequences of the rapid expansion in palm oil output has been to cause real oil prices to fall more rapidly than those for meal. This has worked to the competitive advantage of the soybean producers.

3. We have seen that tree-based oil crops such as palm and coconut oils, suffer greater price volatility than annual crops like soybeans. After the price recovery of the past 18 months, oil and meal prices are now more or less at their long run trend levels. This is now encouraging a supply response from annual oilseed producers that should prevent prices from running ahead.

Annual Change in Global Oil & Fat Demand (Average = 3.5%)





Annual Change in Global Meal Demand (Average = 4.2%)
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