The Global Oils and Fats Business



The March of Globalisation

Despite soaring petroleum prices and continuing fears of a US dollar meltdown, the corporate world remains healthy. This can be largely attributed to the embrace of the virtues of globalisation where one fifth of the worlds’ wealthy nations try to integrate with the poorer rest of the world. Much depends on the continual consumer demand from high-technology serviced economies as well as managed growth in newly industrializing countries that are keeping global inflation low with cheap goods and services. However the main thing fuelling these past years of prosperity is the availability of cheap energy and fuel, particularly oil. In the absence of unexpected economic shocks, e.g. from crude petroleum or energy, the global economic growth will be sustainable if wealthy nations manage to control their economic excesses while large emerging economies do not create wastage in unproductive activities. However, in the midst of relative prosperity from trade, the efficiencies generated from international competition can create conflicts; therefore there is a need to rebalance the struggle of human need for security and the quest for higher standards of living for the disadvantaged. The inequitable distribution of wealth is well acknowledged but the inequitable global distribution of resources is now being questioned.

One of the effects of globalisation can be seen in the somewhat deflationary impact it has had on the costs of agricultural commodities. So it is with the decline of power wielded by unionised labour and (to a lesser degree) that of governments in market-oriented economies. Even the notorious farm subsidies in N. America or the farm lobby in Europe are slowly losing credibility but unfortunately only at a snail’s space. 

Adaptation to intense market competition and restructurings in the corporate sector can be brutal yet essential and is happening from Japan to the US. Likewise for developing countries such as in S.E. Asia, the previous financial crisis brought home the realities of globalisation and thus the ensuing need to implement needed corporate restructurings. Those companies which failed to undergo painful restructuring exercises after the last financial crisis would not have returned to full corporate health even as the impact of the crisis has now receded and the overall regional economy continued with its rebuilding. Some of these companies include among their number the government linked companies (GLC) that essentially control the major share of corporate wealth in most ASEAN countries. And now the forces of globalisation and WTO policies are impacting them. Globalisation and WTO initiatives can seemingly provide virtuous directions for the world but yet remain much feared within national political confines. An increasingly liberalised environment of rising competition from improved efficiencies will only heighten conflicts between the advantaged and the disadvantaged.

Globalisation, Growth and Green Oils? 

Globalisation, it may be noted, remains sustainable only if economic growth continues to generate more wealth to preserve a virtuous cycle: – continuing consumer demand for goods and services, uptake of commodities and energy by manufacturing, reinvestments in plants/equipment/employment and a general increase in productivity. 

The growing pressure for productivity increases leads a scramble for talented managers, highly skilled workers, good management strategies and use of high technology tools. Such growth not only generates the demand and consumption of commodities but also causes massive gaps in the personnel talent bank. 

Talented business managers and skilled professionals are finding borderless employment opportunities and developing countries will be much constrained to be able to meet similar offers. Competent executives may have been expected to be best produced from local institutions but this is unlikely to result as the experience in practical skills in projects or teamwork is not easily acquired. More importantly cultural barriers to cosmopolitan practices of multinational businesses will always be present and the acquisition of the needed soft skills may be just too slow for rapidly changing times.

The present world concerns are now focused on the need for energy and sustaining a “green” planet in the face of inevitable massive industrial growth and emissions. Thus, the prospects for agricultural commodities, especially edible oils, could never been better. One does not need to look far beyond the soaring costs of petroleum and energy to illustrate this point, e.g. the cost of petroleum diesel has exceeded those of edible palm oil and biodiesel. Also, the advantage of edible oils such as palm over other oils encompasses the present world’s need for trans-free, semi-solid fats requiring no partial hydrogenation. 

However, with all these advantages the price of CPO, although favourable for efficient producers, is still languishing below those of other major oils (soybean and canola) that require more processing costs in hydrogenation and interesterification. Much of the problem is that food oils and fats are sophisticated products and are consumer-sensitive and developed countries can afford to pay more for poorer choices even if they have erred on perceived ideas of safety and health. 

In a brand-conscious world it is not sufficient just to have a good product, the product needs to be manufactured and well presented to the consumer in his country. Companies that have a vertical integration with downstream manufacturing activities in consumer countries are more likely to benefit from the unprecedented need for trans-free fats. However, penetration of developed countries’ markets had never been smooth be it for cars or food, where good reputation and hard-earned brand equity are all important. 

Where integration of the supply chain from production to manufacturing and customer used to be sufficient, in recent times specialisation is also required to cater to customers’ changing perceptions – low fat, medium fat, high fat but low “carb”, balanced fats, structured fats, trans-free fats, specialty culinary oils, etc.

Even as opportunities for many agricultural commodities have never been better from the food and energy needed to fuel the world’s growth, the many impediments facing S.E. Asian suppliers need to be overcome. Many companies are unfortunately GLC-controlled companies, some having returned poor shareholder values even with favourable vegetable oil prices. Towards growth and profitability, there is a need for good management and also entrepreneurial strategies towards downstream manufacturing and procurement in consumer countries. Such business requirements may not favour management with bureaucratic experience that can be too dependent on licensing, expectations such as for tax incentives, and negotiated government-to-government tariff barriers or such new initiatives; but all these will be too slow or changeable and are less likely to be highly profitable or productive for companies. It is similarly futile to wait for liberalisation to WTO-like free or fair trade that does away with most farm subsidies, export incentives or other tariff/non-tariff barriers. Even though protectionist policies are not sustainable in the long term or that rich farm lobbies may already be diminishing, national food security and socio-economic concerns are unlikely to be compromised in any significant way very quickly.

The present world’s energy crisis will provide opportunities for producers of renewable energy and carbon-neutral oils but not without new impediments from the environmental lobby. Yet many nations, S.E. Asian countries in particular, have been unprepared for such opportunities or to face impending environmental impacts that can be either positive or negative. 

Greening the environment by growing trees, whether palm or forest species, should be much welcomed if more good environmental practices are followed by the companies involved. It is the general lack of environmental concerns that typifies most developing countries and this needs to be changed in view of the global demand for “clean and green” agricultural products. There are ample capacities for both preserving biodiversity and replanting secondary or logged-over forests. 

On the biofuels front, whereas Europe is well ahead in adapting to this transition by provision of tax subsidies, infrastructure and new-generation diesel engines, little has happened in S.E. Asia except for the recent trial introduction of diesel-biofuel blend, even as the impediment of fuel subsidies still need to be overcome. Biofuel energy need not be confined to biodiesel, newer technologies are appearing such as conversion of ubiquitous biomass cellulose to bioethanol or conversion to electricity and fed to the electric power grid. Presently available petrol engines have been made flexi-fuel so that they can run on pure ethanol or petrol blends. Hybrid electric-petrol cars equipped (hopefully soon) with new advanced batteries that have just appeared, can do much to save energy and reduce air pollution.

Concluding Notes
The threats of globalisation, soaring commodity prices, an uncertain US$, volatile markets, unsustainable agricultural practices and even the threat of nuclear-material terrorisation, are only straws in the wind. Many fail to see the forest for the trees - that continuity of the present civilisation is dependent on cheap non-polluting energy. Until this can be solved, serious adjustments to the use of available sources of energy, including and especially production of oils, have to be made if the planet is to sustain 6 billion people aspiring to have first world living standards. Producers of food oils and renewable energy now have more important roles to play and likewise will be challenged to move upwards from low-wage and low-technology production activities.

 [ASEAN = Association of S.E. Asian countries for trade; “carb” = carbohydrate; CPO = crude palm oil; GLC = government-linked companies; trans fats = structurally transformed fats from partial hydrogenation of usually soft oils such as soyoil and canola to provide various degrees of solid fats; WTO = world trade organisation]
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