

Prices of Two Oils Shadowed by Politics

The rapid rise and fall of petroleum oil prices have given rise to new optimism after the plunge of most economies into recession at the start of the new millennium. Instability of the Arab lands could still be a cause of future concerns especially if a new ideology, resulting from failure of some cultures to adapt to the modern digital age, turns global. Lower petroleum prices will mean renewed growth of developed and developing countries and improved GDP will increase demand for edible oils and perhaps lead to higher prices. There is continued long-term optimism for edible oils as the world’s greatest consumers, viz China and India have yet to even fulfill WHO’s healthy fat intake even as the West have been consuming as much as a worrying > 40 % oil en. Long-term outlook of edible oil prices, however, has been seen in decline for the past decades and will continue in this direction in view of productivity gains resulting from scientific advances in agriculture. Short to medium term problems remain uncertain due to US farm subsidies although China’s WTO entry has provided optimism.

US Farm Bill

All eyes will be on the US Farm Bill, which will expire in September 2002 and is to be replaced by another. The new draft bill proposes to increase subsidies to a massive USD170 billion over 10 years but was not approved at the US Senate and will be reconsidered in 2002. The US tax payers are paying dearly to support farmers who would otherwise not grow extra crops to be exported in essentially subsidized form. With a looming US budget deficit, the Bush administration is less likely to continue such large subsidies but to show some leadership and abide by the WTO rules. Some modified form of subsidy will still be likely and may not be directly for agriculture, i.e. corn, cotton, soyabeans, wheat, rice, sugar and dairy. While trade distorting, subsidies are still allowed by WTO if they are accorded to the “green box”, presumably environmentally based; even then quotas are still allowed and can be imposed. However “citicism of” unfairness of farm support is only slowly galvanizing within the US: there are states that receive disproportionate amounts of subsidies and other gross inconsistencies (e.g. Fortune 500 millionaires, developers and city dwellers with nothing to do with agriculture receiving subsidies, and only an estimated 20% actually going to producers). By subsidizing US farmers to overproduce will only help to drive down world’s agricultural prices (including those for oilseeds and at a time when many agricultural products are at or already finding historical lows) and the overall result will be counter productive. Meanwhile the world awaits that some good old fashioned common-sense will come to play when the leadership in US reconsiders the new Farm Bill. But in the market place, there is a need to contend with the cruel logic of capitalism to be ever alert to changes, political developments, stocks, production changes, wages, etc., in step with supply and demand, excepting unavoidable climatic disasters.

ASEAN is Recovering but Needs New Directions

The world has seen a bad recession in 2001 after earlier years of excesses while optimists are looking to a V-shaped recovery as the weakening of petroleum prices may provide a catalytic boost. Meanwhile the world’s second largest economy is still mired in recession in an L-shaped economic scenario with as yet little prospect of U-shaped recovery to pull S.E. Asia out of the slump. The world still needs a rapid economic recovery of North America, where the sharp recession has exposed that the U.S. is not willing to be subject to free capitalistic market forces with the Government providing massive bailouts, subsidies and resorting to crony capitalism (American-style). However, presently ASEAN will have to urgently reinvent itself as a grouping in the face of globalization. While efficient and low cost manufacturing will continue at a slower pace due to the emergence of China and India, it is clear that competition will dampen the previous strong growth relying on cheap exports with contributions from FDIs of foreign multinational companies. When manufacturing practices used to be “just-in-time” where production moves in step with stock-checks to match delivery orders using the marvels of modern digital technology, new manufacturing will now also have to contend with security and have a “just-in-case” inventory management. With large trading and consumer blocs around the world that have previously absorbed Asian exports, it is clear that ASEAN needs to push forward to become a large trading bloc to create and sustain local consumption as well. The financial crisis has also forced Asia’s conglomerates to restructure and be more focused, better managed professionally and be more competitive. There is unlikely to be a compassionate face in globalisation, even with WTO, each country must be equipped with internal laws to protect themselves while having to negotiate carefully for fair and equitable trade. Over the longer term ASEAN will have to change from being just imitators/followers of goods and technology to  creators/innovators of products and services and transform their own conglomerates and upcoming SMEs to be multinationals. In the passage to this future the region will need to identify and concentrate on existing and new opportunities and find talent, capital and partners to exploit them. 

[ASEAN = association of S. E. Asian countries; FDI = foreign direct investment; GDP = gross domestic product; SME = small and medium enterprise; WHO = world health organization; WTO = world trade organization] 
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