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Introduction

I deem it to be a highlight of my professional career to be delivering this Lecture, established in recognition of the man who evokes so much admiration and respect in our industry. My earliest memory of Tan Sri Bek-Nielsen is of a young man with clean cut features whose photograph I saw in the Annual Report of the Tata Oil Mills Company in Bombay. I was an undergraduate at Bombay University and my father was a shareholder in the company popularly known as TOMCO. The Tatas had just invested in their new joint venture UNITATA and shareholders were eagerly looking forward to the “goose that would lay the golden egg”.

The concept of an Indo-Malaysian-Danish successful enterprise fascinated me. Most young men in those days were fascinated with the more colourful printed stuff coming out of Sweden and Denmark! The Danes were of course known for much more. In Bombay we had witnessed the enormous success in the field of engineering of the two Danish engineers Henning Holck-Larsen and Soren Toubro. Therefore, the case of yet another Danish engineer being involved in an Indo-Malaysian company excited investors. And how right they were. To use a Roman expression, Borge Bek-Nielsen has lived up to every expectation and he came, he saw and he conquered, in the nicest possible way.

Recent History 

When Dr Soon contacted me in the second week of May this year to invite me to deliver these lectures, the palm oil market was still in the doldrums. To be precise, the MDEX CPO futures were hovering around 750 Ringgits. The previous attempt of March and April to push prices higher had been a spectacular failure. The credibility of the government-sponsored move to burn CPO or underpalm oil as fuel had been reduced to ashes and the mood was one of despondency.

Wasn’t it therefore remarkable that immediately after the announcement of the name of this year’s Tan Sri B. Bek-Nielsen Foundation Speaker, the market began to rally? Indeed we saw a glorious rally that stretched all of 550 Ringgits and peaked at 1300 in early August. This rally confirmed three important points:

· First, it called an end to the long cruel bear market which had lasted exactly 30 months.

· Second, it confirmed one of my pet economic mantras which I keep repeating – The night is darkest just before dawn.

· And Third, it proved beyond doubt that people were wrong to brand me as Mr Bearish or Dr Doom!

Let me assure you Ladies and Gentlemen, it does not bother me one bit if my forecast is bullish or bearish. It also does not bother me whether my forecast comes true or does not come true. What matters to me is that I present to my audience a true and honest evaluation of the fundamentals as known to me. At the remarkable GODREJ organisation where I work, we take pride in being the first Indian friends of palm oil. It was GODREJ that first introduced RBD palm olein in consumer packs to the Indian housewife in 1976. 

Our study of palm oil price behaviour stretches over 3 decades. It would be impossible to discuss such a long price history within the constraints of this lecture. However, I can assure you that I have drawn many lessons and conclusions from this rich 30-year history. That is how it was possible to warn you that the cruel bear market could run for 30 long months. For the purpose of this paper, I shall simply treat you to my conclusions and omit the methodology that has been used. That will retain the charm and the mystique of my lectures rather like the buxom lady that you cannot take your eyes off – you wonder if they are real or silicone or just a wonder! It is always better to endure a question mark than to find that the fizz is flat!

The Remarkable Bull Market of 1993-1998

We begin our analysis with the extended bull market in Palm oil prices which commenced in 1993 and defied gravity for almost 5 years until December 1998. I am sure most of you will remember vividly the latter part of that rally, spurred by the climatic disaster in the form of the El Nino drought of 1997 (Fig. 1).

Kuok versus Kuok!

The glorious 5 year bull market can be said to have commenced in December 1993 and its foundations lay in the country that has been so crucial and important to 
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     Figure 1. Crude Palm Oil cif Europe 1986-2001

palm oil price behaviour – the country of my birth India. 

I still vividly remember that fateful day in April 1994 when India liberalised the import of RBD palm olein by the private sector. The previous day, RBD palm olein prices had ended at USD 440 FOB. They had been inching upwards on the basis of rumours that India might liberalise.

The new kid on the block, Wilmar Trading led by the visionary Kuok Khoon Hong, had been quietly accummulating a position in CPO and palm olein from USD 390 onwards, thanks to its perspicuous understanding of India. Once the announcement came from New Delhi (as usual, in the form of a clumsily drafted ambiguous notification which no one could understand), prices jumped to USD 470 FOB amidst hectic trading. Then Sardar Anoop Singh, the buccaneering head of oil trading at Kuok Oils and Grains drew a deep breath, adjusted his turban and laid open his stall – rather in the manner of the legendary J P Morgan during the Great Crash of 1929. He announced to a nervous market – “I buy Olein – every drop at USD 500”.

This action of Kuok Oils and Grains ensured that nobody bought anything below 500 and set the scene for one of the great bull markets of our time. That night I wrote a report entitling it Kuok versus Kuok, reminding me of the film Kramer versus Kramer. European traders in Rotterdam were left far behind and they shook their heads in disbelief as the Indian juggernaut took everything in its stride. By December 1994 prices peaked at USD 750 FOB. A Demand Driven Bull Market if ever there was one.

As prices rose, India felt compelled to reduce its import duty on Palm particularly on RBD palm olein. Each cut in import duty kept the embers of the bull market alive. Then towards the end of 1996 we had the first signals of the El Nino phenomenon. The economic slowdown in this part of the world led to currency weakness and propelled the KLCE to dizzy heights. For a solid period of 12 months, from January 1998 to December 1998, the KLCE CPO futures refused to let go of the magical 2200 Ringgit level. It was the stuff of legends and a bull market that you in Malaysia will not easily forget (Fig. 2).
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    Figure 2. MDEX CPO 3rd month, 1981-2001

Did you have a forewarning of this bull market?

Yes. Those of you with long memories will remember that in March 1997 at my first Price Outlook Forum paper, I quoted a favourite expression of President Ronald Reagan “You ain’t seen nothin’ yet”. By mid 1997 this demand driven bull market had developed a powerful second wind and had become a supply driven bull market. 

In my next paper in March 1998 I invited you to visualise yourself on the bridge of the TITANIC when the iceberg had just come into view. Would the Titanic of world vegetable oil prices, steaming ahead at 36 knots, be able to deflect herself away from the iceberg by means of demand rationing? Or would there be a price explosion?

And then the bear market?

The bull market, driven in its later stages by the irrational exuberance of Indian importers, lasted until December 1998. Technically, it came to an end the day Brazil devalued the REAL. In my next paper at Price Outlook in March 1999 I told you, “Titanic has been devastatingly holed and is taking in water by the hour”. I warned that we were facing a sinister cocktail of rising supply mixed with flat demand.

What led to the dramatic bear market?

What broke the back of the bull market was the rise in plantings of rapeseed in Europe and Canada and the big rise in plantings of sunflowerseed in Argentina. High prices bought new acreage of oilseeds particularly of high oil-bearing seeds.
In 1997-98 Argentina produced an extra 1.5 million tonnes of sunseeds with a crop at 7.2 million tonnes. Brazil produced an extra 5 million tonnes of soyabeans. Between 1996-97 and 1998-99 world production of rapeseed increased by almost 6 million tonnes.

In macro terms let us see how high prices bought new acreage all over the world: World production of the 10 major oilseeds including copra, palm kernels and castorseeds increased by 26 million tonnes between 1996-97 and 1997-98 from 260 million tonnes to 286 million mt. 

As against this expansion of oilseeds thanks to high prices, let us see what happened to demand: High prices strangulated demand which grew by only 8 million tonnes from 266 to 274 million. 

Ending stocks increased by 9 million tonnes and by the end of the next year, 1999, prices virtually halved. Such are the cruel laws of economics. A rise in production of just an extra 10 percent led to a decline of almost 50 percent in price levels. It halved the market value of the whole industry. 

The lessons of this bear market

The first lesson for Malaysia is to realise how desperately important it is to forecast supply and demand accurately and to manage stocks intelligently. It is surprising that the entire palm oil industry in Malaysia and in Indonesia does not employ a single reputed economist who has a keen grasp of the worldwide fundamentals. The industry does not invest in research or in realistic supply and demand forecasting. Some of the multinational trading houses do a much better job as they employ high class people and invest a great deal of time, energy and resources in research. Tan Sri B. Bek-Nielsen has blazed a new trail in research and development in the technicalities of Palm Oil and its derivatives. His lead on the technical side needs to be followed up on the commercial side so that Malaysia can smooth out the peaks and troughs of this market.

I want you all to focus on the very crucial impact of changes in the production of high oil-bearing seeds. This factor is going to have a profound impact once again on our markets this year and the next.

The second factor that affected prices was the level of import duties levied by India on vegetable oils, particularly on RBD palm olein. During the year 2000, import duties on palm oil products were raised very substantially. 

The third cause of the bear market was the introduction in 1998-99 of the system of Loan Deficiency Payments in the United States of America for soyabean farmers. The LDP threshold of USD 5.26 per bushel effectively meant that the United States had embarked upon the biggest agricultural subsidy programme in history. The US farmer grew soyabeans not for the market but for the US tax payer! The aim of this clever scheme appeared to be: Price support to domestic farmers while keeping world prices at very low levels so as to put the South American soya farmers out of business! It has cost oilseed farmers all over the world, and the plantation settlers in this part of the world, many billions of dollars in lost earnings. It is a crying shame that the world’s greatest Free Enterprise Nation has been writing the most protectionist chapter in the timeless book of World Agriculture! It is a gruesome form of Orwellian doublespeak and the sooner the US introduces a new Farm Bill, the better for the hapless oilseed farmers of the world.

So to sum up, the bear market lasted exactly 30 months from December 1998 to May 2000. It was not the higher production of palm oil that broke the back of the bull market. It was the huge increase in oilseed acreage bought by high prices which broke its back. Sunseed, rapeseed and soyabeans have a lot to answer for. And so do Indian import duties.

Yet, paradoxically, these are the very ingredients that have brought the cruel bear market to an end and will fuel a recovery. The most important lesson to be learnt is that palm oil prices are affected by annual oilseed crops, particularly high oil-bearing oilseeds such as rape and sun. 

The Current Year Outlook

The year 2001 is characterised by a sharp decline in the production of high oil-bearing seeds. Low prices have done their job very successfully. As they say, the cure for low prices is low prices. Low prices have led to a big switch in acreage in Canada, away from rapeseed and in Argentina away from sunseed. Added to that, the weather has been unhelpful in Europe leading to smaller rapeseed and sunseed crops. Finally, high prices of mineral oil and the green lobby have led to greater use of rapeoil in biodiesel in Europe. 

We have lower production of sunseed by almost 4.5 million tonnes this year. In fact over the last 24 months, sunseed has been a disaster. Remember the peak production of sunseed in Argentina in 1997-98? It was 7.2 million tonnes. In 2000-01 they produced exactly half of that and with the current crop we shall be lucky to get even 3 million tonnes. Russia and the Ukraine have also suffered a drop of almost 2.5 million tonnes in their production of sunseed. 

The drop in sunseed production has led to lower sunoil production by almost 1 million tonnes. The full impact of this lower production of sunseed will be felt in 2002 when sunoil production may falls by another 1 million tonnes. 

Rapeseed production in Canada this year will be only 4.8 million tonnes against 7.1 million last year and 8.8 million in the previous year. Together with lower production in Europe and India, rapeseed availability in the year 2001 will be lower by about 5 million tonnes. This has reduced Rapeoil availability by 1 million tonnes in 2001 and will further reduce rapeoil availability by another half million tonnes in 2002. 

Adding fuel to the fire, biodiesel usage takes away almost an extra one million tonnes of rapeoil in Europe annually. 

This year’s incremental Supply and Demand (S & D)

All this leads to a lower availability of vegetable oil by almost 3 million tonnes this year. To this we must add the annual normal growth in consumption of almost 3 million tonnes as a result of a rise in population and rise in living standards. 

To balance this shortfall, we have a rise in palm oil production during 2001 of almost 1.5 million tonnes in Malaysia and Indonesia combined. The production of lauric oils is up by almost 1 million tonnes in the year 2001. And soyabean oil production is up by almost 1.5 million tonnes as a result of higher production of beans (Table 1). 

How do the figures stack up? As against an additional requirement of almost 6 million tonnes, we have only 4 million tonnes of additional production of oil. You do not have to be a rocket scientist to see that the balance 2 million tonnes will have to come out of a draw-down of stocks.

Table 1. 2001 Incremental S & D

	
	Lower Supply
	Higher Supply

	
	Million tonnes
	Million tonnes

	Sun oil
	1
	

	Rape oil 
	1
	

	Rape Bio Diesel 
	1
	

	Palm oil
	
	1.5

	Lauric oils
	
	1

	Soya oil
	
	1.5

	Normal Growth
	3
	

	Stock Draw-down
	
	2


Table 2. 2002 Incremental S & D

	
	Lower Supply
	Higher Supply

	
	Million tonnes
	Million tonnes

	Sun oil
	1
	

	Rape oil 
	0.5
	

	Soya oil
	
	1.5

	Normal Growth
	3
	

	Stock Draw-down
	
	3


The Year 2002

The scenario gets even tighter as we move into the year 2002. There may be a recovery of about 2 million tonnes in sunseed production in Russia and the Ukraine. The latest information from India suggests at best a slight recovery in the rapeseed crop. If we do buy fresh acreage in Canada, it will not be harvested until November 2002. 

The incremental S & D for 2002

The net balance for the calendar year 2002 can be seen as follows: Lower sunoil by almost 1 million tonnes as a result of the delayed effect of lower sunseed production. Lower rapeoil by half a million tonnes. Flat levels of palm and lauric oils. The only increase will be in soya oil of 1.5 million tonnes which will offset the lower sunoil and rapeoil (Table 2).

Where will we find the additional 3 million tonnes required in 2002 for normal growth in consumption as a result of rising population and rising living standards? We shall once again have to deplete our stocks. 

However, let us not get too alarmed by this, shall I say?, Chilling Scenario for 2002. History teaches us that higher prices quickly buy new acreage. Rapeseed acreage in Canada and in Europe will expand, sunseed acreage in Europe and in Argentina will expand and price sensitive markets like India, Pakistan, China, Indonesia and Africa will curtail consumption. 

Before I go on to discuss the Prospective Price Outlook, I would like to record my appreciation of the statistical records of my friend Thomas Mielke and his remarkable publication OIL WORLD which I have read every single week and more recently every week-day over the last 24 years. Though I have often differed with Oil World’s opinion of Price Outlook, there is no hiding my admiration and respect for their research. 

Price Outlook

Let us now look at the likely effect on prices of these fundamentals.

The tight fundamentals for the year 2001 have been manifesting themselves since the second quarter of the year and led to the exciting rally in CPO futures of almost 550 Ringgit in June and July. The rally fizzled out as it became a case of Too Much, Too Soon. CPO production picked up in August, Indian import duties began to bite and most importantly, palm oil ran ahead of its competitor soya oil just as South American bean oil production was set to peak. 

More recently, since early October, the tight fundamentals have grown even tighter. The Malaysian palm oil industry has also exercised extra-ordinary self-discipline and self-help. Efforts to support the price levels – both overtly and covertly have been better managed. 

In Sydney at the 72nd IASC Congress in September, I made a forecast that from the end of October, palm oil would be virtually on its own and would enjoy a PURPLE PATCH. Palm oil would enjoy the cheery cocktail of lower production and lower competition from bean oil. This Purple Patch will last until the South American new crop comes on stream? in April 2002. My earlier forecast was for a good rally of about 300 Ringgits. Given the current fundamentals, I feel I was a bit too conservative. The current fundamentals warrant a CPO price level of about 1300 Ringgits over the next 3 months. 

It is quite possible that our markets will display their usual irrational exuberance and rush towards 1500 before sanity reverts. Given the current fundamentals, bean oil needs to make progress first and must reach USD 400 FOB Argentina or USA before palm oil attempts to break out of 1300 and scale higher levels (Fig. 3). 
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        Figure 3. Crude Palm Oil versus Crude Soybean Oil, 1986-2001

If palm oil production in Malaysia in 2002 turns out to be really as low as the current forecasts of the MPOA (at 11.5 million tonnes for 2002), we can see CPO futures rise to levels higher than 1300 and perhaps even to 1600. 

Price Outlook for 2002

For the better health of palm oil prices, what palm oil must NOT attempt to do is to move ahead of bean oil prices. Level pegging is the most that can be tolerated by the market. Once again, the swing factor will be India. India has infinite capacity for substitution. Given the import duty preference for bean oil by India, palm oil will suffer huge loss of market share if it moves ahead of soya oil.

Looking ahead to the Second Quarter of 2002, I feel Palm will come under pressure from South American bean oil. I must remind you NEVER to forget the price sensitive consumer in India, China, Pakistan, Bangladesh and Africa. Higher prices will reduce the figure of 3 million tonnes of annual growth in consumption that we have factored into our matrix. I expect palm oil to be under pressure until stronger demand from India and China in July and August comes to its rescue. The last quarter on 2002 could once again see higher prices as competition from South America subsides.

There are yet more factors to consider: 

How will the impending El Nino pan out in 2002? Only time will tell.

How will China’s entry into the WTO affect prices? It is quite possible that China will once again switch to importing soya oil rather than soyabeans. In that event, the outlook for soya oil and for palm oil turns more bullish and the outlook for soyabeans dims somewhat. Should China play the game by the rules, CPO futures are likely to scale 1600 by March 2002. Palm, soya and rapeoils will all benefit and biodiesel will become uneconomic. The second quarter of 2002 could present us with a very exciting market outlook. India may have to give way to China as the prima donna of the vegetable oil world.

Will higher prices buy more acreage in 2002 and in 2003?

Yes, they certainly will. The first increase will be seen in Europe, Canada and in India. China may not see any increase because of the deleterious effects of its entry into the WTO. Rape and sunseed acreage in Europe and in Canada will definitely expand. Later in 2002 Quarter 4 we could see substantial increase in acreage of sunseed in Argentina. So my advice is not to be too bullish on prices for 2003. 

Price Outlook for 2003

The world is seeing great technological strides in farming. GMO seeds are truly wonder seeds. Biotechnology and better inputs are raising productivity even in the developing world. The biological cycle of the oil palm must turn positive after a period of rest and recuperation in 2002. Above all, the slower economic growth in many parts of the world and the high prices will put a brake on consumption.

On the other hand, an El Nino inspired reduction in palm oil production could set the cat amongst the pigeons. 

It is an inescapable fact that the long term trend in prices of vegetable oil and oilseeds in real terms is downwards. I do not think we are about to buck that trend. So let us not be too carried away for 2003.

We must not forget the bin-bursting surpluses of grain in the world in recent years. Acreage can be very easily shifted to oilseeds. In India, we shall soon have 81 million tonnes of stocks of rice and wheat. India needs a buffer stock of only 16 million. The rest is an enormous burden on the national exchequer of almost 4 billion dollars annually. The government must resort to desperate measures to divert land from cereals to oilseeds. High oilseed prices will help to do so from next year. 

Therefore it is my belief that a price level of between US$ 400 and US$ 500 per tonne will be good enough to ensure adequate vegetable oil supplies for mankind over the next several years.

God is Kind to Consumers

One of the lessons of history is that spikes in price levels are only triggered by natural disasters such as droughts, flood or typhoons. It is no secret that the depression in the coconut oil prices coincides with a remarkable typhoon-free period in the Philippines. I am a true believer in the bounty of the Almighty. Therefore, my analysis does not take into account any possibility of a natural climatic disaster. 

For prices to make that quantum leap from US $ 400 to US $ 600, there has to be a natural disaster like a severe drought in one of the main producing or consuming countries. With more and more land being irrigated and the use of GM wonder seeds, the ravages of drought have also been largely contained. Therefore, historically, in real terms, vegetable oil prices are on a downturn over the last 30 years. 

Conclusion

Forecasting prices very far forward is a very delicate and difficult job. If it were not, we would not be trading so vigorously on the various commodity exchanges. It is a brave man who sticks his neck out year after year. I therefore caution you on any long term price forecast. I am however more confident of the outlook for the next 12 months. The year 2002 is almost upon us and there is no doubt that we are headed towards higher prices. 

In conclusion, may I congratulate Tan Sri B. Bek-Nielson on the completion of 50 glorious years in his adopted country. May I wish you all the very best for the good times ahead. I am sure the New Year will be happy and prosperous.

In March 1997 I first introduced you to the Titanic as we steamed ahead into that memorable bull market. Titanic stood for the Biggest, the Best and swept away the Oscars of Bull Market prosperity. All I can say now is “Welcome Aboard once again ”, Ladies and Gentlemen, Welcome on board the Titanic.
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