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GLOBAL OILS AND FATS BUSINESS: CHALLENGES IN THE NEW MILLENNIUM

WORLD OILS AND FATS
STRUCTURE

The world oils and fats structure has
indeed undergone major changes in
the last four decades. According to
a study by Gunstone (Inform,
2000), vegetable oils have displaced
animal fats as the major source of
oils and fats and secondly, palm oil
has witnessed a meteoric rise in the
ranking as shown in Table 1.

Global Oils and Fats Business:

A B S T R A C T

This paper outlines the world oils and fats supply and demand situation
focusing on production and disappearance, which is forecast to grow by
2.3%  per annum respectively by the year 2020.  Amidst this scenario of
continued growth, the oils and fats industry is expected to encounter various
challenges, namely resource constraints, lower productivity (yield), rising
cost of production, impediments to market access arising from agricultural
and export subsidies. In addition, in the effort to maintain continued market
growth and increased market share, the oils and fats industry would have
to intensify new product development and venture vigorously into more
value-added products.  Apart from this, the growing health concerns of
consumers and how they have dictated food legislation/regulations will also
be elucidated.  Issues of concern in this category include the formation of
trans-fatty acids arising from hydrogenation.  Increasing pressure exerted
by non-governmental organizations (third sector) will also be highlighted
with respect to food standard formulations and environmental protection
based on ecological balance.  Finally, the paper advocates the need for closer
co-operation amongst both producers and exporters of oils and fats so that
benefits are mutually reaped.
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     NEW MILLENNIUM

* Malaysian Palm Oil Board,
P.O. Box 10620, 50720 Kuala
Lumpur, Malaysia.

Butter, tallow and lard which
were ranked first, second and fourth
respectively have dropped to
seventh, fifth and sixth positions
over the review period. The share
of animal fats has declined from
37% of total oils and fats produc-
tion to only 19%, thus maintaining
vegetable oils as the dominant
category. Palm oil, which was
ranked tenth has moved up to
second place.
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TABLE 1. AVERAGE ANNUAL PRODUCTION OF THE  MAJORTABLE 1. AVERAGE ANNUAL PRODUCTION OF THE  MAJORTABLE 1. AVERAGE ANNUAL PRODUCTION OF THE  MAJORTABLE 1. AVERAGE ANNUAL PRODUCTION OF THE  MAJORTABLE 1. AVERAGE ANNUAL PRODUCTION OF THE  MAJOR
COMMODITY OILS COMMODITY OILS COMMODITY OILS COMMODITY OILS COMMODITY OILS AND FAAND FAAND FAAND FAAND FATS IN TS IN TS IN TS IN TS IN THE FIVE-YEAR PERIODSTHE FIVE-YEAR PERIODSTHE FIVE-YEAR PERIODSTHE FIVE-YEAR PERIODSTHE FIVE-YEAR PERIODS

1958 - 1962 AND 1996 - 20001958 - 1962 AND 1996 - 20001958 - 1962 AND 1996 - 20001958 - 1962 AND 1996 - 20001958 - 1962 AND 1996 - 2000

Source: Gunstone (Inform, 2000).

To t a l

1958 - 19621958 - 19621958 - 19621958 - 19621958 - 1962                      1996 - 2000                      1996 - 2000                      1996 - 2000                      1996 - 2000                      1996 - 2000

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2

 4.21
3 . 3 9
3 . 2 0
3 . 1 9
2 . 6 5
2 . 2 6
1 . 9 0
1 . 8 5
1 . 3 0
1 . 2 6
1 . 1 3
0 . 9 2

7
 5
1
6

 8
9

 4
1 0
1 1

2
3

1 2

 5.75
  7.65
2 2 . 8 4
  6.21
 4.62
 4.00
 9.14
 3.10
 2.42

1 7 . 9 3
1 2 . 5 6

0 . 7 3

B u t t e r
Ta l l o w
S o y a b e a n
L a r d
G r o u n d n u t
C o t t o n s e e d
S u n f l o w e r
C o c o n u t
O l i v e
P a l m
R a p e s e e d
L i n s e e d

The increasing role played by
vegetable oils is further confirmed
by the production statistics for the
period 1980 - 2000 (Tables 2 and
3). World oils and fats production
grew by 3.4% per annum (p.a) dur-
ing the period 1980 - 1990 and
3.6% for 1991-2000, attributed
mainly to the expansion in oil palm
and oilseeds planted area. Produc-
tion of palm oil in particular rose
by 7.2% p.a. to reach 21.7 million
tonnes for the period 1991 - 2000,
whilst soyabean oil registered a
growth of 4.8% to 25.5 million
tonnes for the same period.

The increasing supply availabil-
ity of oils and fats contributed to a
subsequent increase in world ex-
ports. In this respect, palm oil again
featured prominently as the largest
traded oil, accounting for 42.0% of
world exports, followed by soya-
bean oil (18.9%), sunflower oil
(8.1%) and rapeseed oil (5.2%).

World palm oil exports showed
a steady growth at 6.5% and 6.8%
p.a. during the periods 1980 - 1990
and 1991 - 2000 respectively, whilst
in terms of market share, it grew
from 30.5% in 1980 to 42.0% in
2000. Exports of soyabean oil, on

is projected to increase by 3.4% p.a.
amounting to 70.5 million tonnes
by the year 2020. Palm oil is ex-
pected to remain as the leading oil
exported, accounting for 51.2% of
total exports.  World oils and fats
disappearance is also expected to
follow suit rising annually by 2.6%
to reach 193.5 million tonnes by the
year 2020.  This increase is prima-
rily due to population growth at the
rate of 2.1% p.a and rising per capita
income, especially in developing
countries.

Both palm oil and soyabean oil
will continue to play a significant
role in all three categories, wherein
any fundamental changes in the sup-
ply and demand of these two oils
will have a significant impact on the
overall world oils and fats structure.
It is to be noted that beginning 2010,
palm oil is expected to supersede
soyabean oil as the number one oil
in terms of world production and
consumption (Table 3).

Amidst this scenario of forecast
continued growth, the oils and fats
industry is expected to encounter
various challenges in the global oils
and fats market.

CHALLENGES AHEAD FOR THE
OILS AND FATS INDUSTRY

Competitive Index

The MPOB has developed a world
competitive index for the four ma-
jor vegetable oils, namely, palm oil
(Malaysia and Indonesia), soyabean
oil (USA, Brazil and Argentina),
rapeseed oil  [European Union (EU)
and Canada] and sunflower oil (Ar-
gentina and USA). This competitive
index is based on 10 attributes,
which are considered reflective of
the competitiveness of oils and fats,
namely, price, image, supply
assurance, quality, functionality,
customer support services, cost of
production, yield, R&D and
subsidy. The outcome of the com-
petitive index developed by MPOB

RRRRRank orank orank orank orank orderderderderder M i l l i o nM i l l i o nM i l l i o nM i l l i o nM i l l i o n
t o n n e st o n n e st o n n e st o n n e st o n n e s

     29.16
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the other hand, grew by 9.3% p.a.
in 1991 - 2000 compared to 3.0%
p.a. for the period 1980 - 1990. Its
market share rose from 17.6% in
1980 to 18.9% in 2000. However,
exports of sunflower oil declined to
4.8% p.a. compared to 9.9% p.a. in
1980 - 1990. Likewise, rapeseed oil
saw a decline in exports to 2.9% in
1991 - 2000 compared to 14.0% in
1980 - 1990 (Table 2).

World disappearance of oils and
fats continued its upward trend dur-
ing the last two decades, rising by
3.8% p.a. in the 1980s and 3.3% in
the 1990s. Nevertheless, oils and fats
disappearance continued to lag be-
hind that of world output during
1990s. Amongst the 17 oils and fats,
soyabean oil continued to be the
major oil consumed, accounting for
22.0% in 2000. This was followed
by palm oil (19.3%) and rapeseed
oil (12.5 %) (Table 2).

World oils and fats production is
forecast to grow by 2.7% p.a. to
194.4 million tonnes by the year
2020.  Out of this total, palm oil is
expected to account for 25.4%, fol-
lowed by soyabean oil 21.3% and
rapeseed oil 12.9% (Table 3).

With regards to world exports, it
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Wor ld Production of  17 Oils/Fats 58 040 80 767 114 393 3 . 4 3 . 6

Palm oil 4 587 11 027 21 730 9 . 4 7 . 2
Soyabean oil 13 423 16 143 25 482 1 . 9 4 . 8
Sunflower oil 4 980 7 804 9 630 4 . 8 2 . 4
Rapeseed oil 3 476 8 176 14 237 9 . 1 5 . 8
Animal fats* 16 783 18 799 21 072 1 . 2 1 . 2

Wor ld Expor ts of  17 Oils/Fats 15 055 22 862 35 718 4 . 3 4 . 8

Palm oil 4 587 8 195 15 004 6 . 5 6 . 8
Soyabean oil 2 645 3 202 6 734 3 . 0 9 . 3
Sunflower oil 8 8 9 2 136 2 892 9 . 9 4 . 8
Rapeseed oil 4 8 0 1 588 1 816 1 4 . 0 2 . 9
Animal fats* 3 341 2 919 3 097 1 . 1 0 . 8

Wor ld Disappearance of  17 Oils/Fats 56 778 82 359 113 934 3 . 8 3 . 3

Palm oil 4 425 11 045 21 971 9 . 7 7 . 2
Soyabean oil 12 768 16 130 25 097 2 . 4 4 . 6
Sunflower oil 4 940 7 792 9 358 4 . 7 2 . 1
Rapeseed oil 3 427 8 144 14 261 9 . 2 5 . 8
Animal fats* 16 709 20 258 20 969 2 . 0 0 . 4

TABLE 2.TABLE 2.TABLE 2.TABLE 2.TABLE 2.          WORLD OILS WORLD OILS WORLD OILS WORLD OILS WORLD OILS AND FAAND FAAND FAAND FAAND FATS PRTS PRTS PRTS PRTS PRODUCTIONODUCTIONODUCTIONODUCTIONODUCTION,,,,,  EXPOR EXPOR EXPOR EXPOR EXPORTS TS TS TS TS AND DISAPPEARANCE,AND DISAPPEARANCE,AND DISAPPEARANCE,AND DISAPPEARANCE,AND DISAPPEARANCE, 1980 - 2000 (�000 t) 1980 - 2000 (�000 t) 1980 - 2000 (�000 t) 1980 - 2000 (�000 t) 1980 - 2000 (�000 t)

%%%%%
AAAAA vvvvv e re re re re r aaaaa ggggg eeeee

gggggrrrrrooooowth pwth pwth pwth pwth p.a..a..a..a..a.
1 9 8 0 / 9 01 9 8 0 / 9 01 9 8 0 / 9 01 9 8 0 / 9 01 9 8 0 / 9 0

1980            1990             20001980            1990             20001980            1990             20001980            1990             20001980            1990             2000
%%%%%

AAAAA vvvvv e re re re re r aaaaa ggggg eeeee
gggggrrrrrooooowth pwth pwth pwth pwth p.a..a..a..a..a.
1 9 9 1 / 0 01 9 9 1 / 0 01 9 9 1 / 0 01 9 9 1 / 0 01 9 9 1 / 0 0

Note: *animal fats including butter, tallow and lard.
Sources:  MPOB (2000) and Oil Wor ld Annual (1992�2000).

is as shown in Figure 1.
Among the four major oils, palm

oil is the most competitive oil, with
an average competitive index of
79.44%, followed by rapeseed oil

58.69%, soyabean oil 56.74% and
sunflower oil 54.14%. Within the
palm oil category, Malaysia enjoys a
slight edge over Indonesia in terms
of its competitiveness.

Resource Constraint

To increase the production of oils
and fats by 68 million tonnes over
the next 20 years to meet the rising
demand for oils and fats will
certainly require the marshalling of
resources such as land, labour and
capital. Although the world wit-
nessed a production increase of
more than 51 million tonnes in the
last 20 years, it is going to be more
difficult to achieve the same feat in
the coming years because of the
changing paradigm in resource al-
location in most countries. In the
case of land, it poses the challenge
of ensuring land availability for the
cultivation of oil-bearing crops. In
this respect, it is an established fact
that in most countries the existing
arable land is limited and new areas
will have to be increasingly opened
up for agriculture, thus competing
with other industries such as manu-
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Figure 1. Competitive index of  wor ld vegetable oils (%).
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facturing, property and other land
development projects. With increas-
ing urbanization in many of the de-
veloping countries, large tracts of ag-
ricultural land have been lost to such
industries, which give higher returns
on the land. The problem is further
compounded by the fact that even
within the areas identified as being
suitable for agricultural use, compe-
tition is increasingly taking place
between land use for grains, oil-
bearing crops and other food crops.

The opening up of new land ar-
eas is also constrained by the fact
that increasingly, governments are
committed to maintaining a certain
level of forest cover to ensure eco-
logical balance in the interest of pro-
tecting the environment. Amongst
the various oil-bearing crops, it is a
perennial crop like the oil palm that
can best serve this objective by pro-
viding continuous forest cover for
at least 20-25 years. Furthermore,
palm oil with its high yield, i.e. up
to 10 times more than oilseeds, will
serve to optimize the use of land to
meet the oils and fats needs of the
world. It is no surprise therefore that
many experts have predicted that
the palm oil industry is best placed
to meet the forecast rise in global oils
and fats demand.

Even in countries that have ad-
equate land with the necessary soil
and climatic conditions for cultiva-
tion of oil-bearing crops, the lack of

finance, technical know-how and
management skills have impeded
the development of this industry.
The possibility of developing such
areas through foreign investments
has also been hampered by limita-
tions, such as unsatisfactory land
tenure terms, security concerns,
government bureaucratic red tape,
political instability and inconsistent
government policies in the host
countries. These have been the
Malaysian experience in trying to
venture overseas in agriculture de-
velopment.  The financial crisis that
hit most of the Asian region in
1997/98 is still lingering in the
minds of major plantation compa-
nies, which, as a result, are increas-
ingly cautious of further offshore
investment to overcome land con-
straints domestically.

Overcoming the Productivity
Plateau

Productivity in most cases of
oilseeds and vegetable oils has
plateaued and remained static in
recent years. The world oilseeds
yield for the period 1990-2000 has
only improved marginally to 0.36
t/ha/yr (oil equivalent), whilst in the
case of palm oil, it has been hover-
ing around 3.0 - 3.4 t/ha/yr.

Most of the expansion in produc-
tion over the years has taken place
largely due to an increase in planted

area, rather than an improvement in
yield. As such, in view of the land
limitations, the challenge facing the
oils and fats industry in meeting the
rising oils and fats demand is to con-
tinuously improve on the produc-
tivity of oilseeds and vegetable oils.

In the case of oil palm, higher
yielding varieties have been attained
through advanced biological breed-
ing techniques, which can yield up
to 8 - 10 t of  palm oil per hectare
compared to 4 - 5 t from the cur-
rent crop. The challenge to Malay-
sia is to embark on an aggressive
replanting programme to replace the
palms that are no longer productive
with new varieties that are higher
yielding. The problem of delayed
replanting of old oil palm trees aris-
ing from better prices needs to be
addressed in order to ensure mini-
mal disruption to global palm oil
supply in the years to come.  In this
case, short-term commercial gains
seem to have taken precedence over
that of long-term benefits to be
derived through higher productiv-
ity of palms.

The development of GMO
soyabean has contributed to a sig-
nificant increase in yields. Notwith-
standing this achievement in in-
creasing productivity, it is still con-
fronted with reservations on the part
of consumers. The prevailing con-
sumer concerns over GMO oilseeds
and the subsequent apprehensions

Wor ld 17 oils/fats 114 393 154 308 194 428 2 . 7 35 718 53 348 70 552 3 . 4 113 934 153 290 193 490 2 . 6
Palm oil 21 730 35 381 49 420 4 . 1 15 004 26 180 36 100 4 . 4 21 971 35 926 50 306 4 . 1
Soyabean oil 25 482 33 874 41 394 2 . 4 6 734 9 875 13 031 3 . 3 25 097 33 132 40 489 2 . 4
Rapeseed oil 14 237 19 872 25 151 2 . 8 1 816 2 509 3 323 3 . 0 14 261 19 839 25 130 2 . 8
Sunflower oil 9 630 13 193 17 491 3 . 0 2 892 3 841 5 182 2 . 9 9 358 12 810 16 998 3 . 0

TABLE 3.TABLE 3.TABLE 3.TABLE 3.TABLE 3.     WORLD OILS WORLD OILS WORLD OILS WORLD OILS WORLD OILS AND FAAND FAAND FAAND FAAND FATS PRTS PRTS PRTS PRTS PRODUCTIONODUCTIONODUCTIONODUCTIONODUCTION,,,,,  EXPOR EXPOR EXPOR EXPOR EXPORTS TS TS TS TS AND DISAPPEARANCE�AND DISAPPEARANCE�AND DISAPPEARANCE�AND DISAPPEARANCE�AND DISAPPEARANCE� 2000 - 2020 2000 - 2020 2000 - 2020 2000 - 2020 2000 - 2020 (>000 t) (>000 t) (>000 t) (>000 t) (>000 t)

Note: f  - forecast.
Sources: MPOB (2000) and Oil Wor ld Annual (1992�2000).

P rP rP rP rP r o d u c t i o no d u c t i o no d u c t i o no d u c t i o no d u c t i o n       ExporExporExporExporExpor tststststs     DisappearanceDisappearanceDisappearanceDisappearanceDisappearance

Oils and fatsOils and fatsOils and fatsOils and fatsOils and fats 2000   2010 (f)  2020 (f)2000   2010 (f)  2020 (f)2000   2010 (f)  2020 (f)2000   2010 (f)  2020 (f)2000   2010 (f)  2020 (f) %%%%%
AAAAA vvvvv e re re re re r aaaaa ggggg eeeee
ggggg rrrrr ooooo w t hw t hw t hw t hw t h

p . a .p . a .p . a .p . a .p . a .
2 0 0 0 -2 0 0 0 -2 0 0 0 -2 0 0 0 -2 0 0 0 -
2 0 2 02 0 2 02 0 2 02 0 2 02 0 2 0

2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f) %%%%%
AAAAA vvvvv e re re re re r aaaaa ggggg eeeee
ggggg rrrrr ooooo w t hw t hw t hw t hw t h

p . a .p . a .p . a .p . a .p . a .
2 0 0 0 -2 0 0 0 -2 0 0 0 -2 0 0 0 -2 0 0 0 -
2 0 2 02 0 2 02 0 2 02 0 2 02 0 2 0

2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f)2000   2010 (f)   2020 (f) %%%%%
AAAAA vvvvv e re re re re r aaaaa ggggg eeeee
ggggg rrrrr ooooo w t hw t hw t hw t hw t h

p . a .p . a .p . a .p . a .p . a .
2 0 0 0 -2 0 0 0 -2 0 0 0 -2 0 0 0 -2 0 0 0 -
2 0 2 02 0 2 02 0 2 02 0 2 02 0 2 0
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on the part of manufacturers in us-
ing these oilseeds for food process-
ing is a set-back to the use of bio-
technology to increase yields.

In some countries where labour
is a problem, such as in Malaysia,
the need for mechanization is all the
more compelling as a measure or
strategy to increase yield productiv-
ity. Although mechanization in
oilseeds cultivation has proved to be
a success, it has not been necessar-
ily so in the case of perennial crops
like oil palm. The physical charac-
teristics of the oil palm tree and the
fact that it is grown on undulating
terrain poses a challenge in itself to
intensify research efforts in coming
out with better and commercially
viable mechanization techniques to
tackle such inherent problems.

Containing the Rising Cost of
Production

In recent years, the oils and fats
industry has witnessed a situation
of rising land, labour and other
input/raw material cost (Table 4).
The challenge here for the industry
is to institute the necessary steps to
contain or reduce this rising cost of
production, particularly so as the
prices of vegetable oils have gener-
ally declined over the years
(Table 5). One way of doing so is to
increase efforts in improving yield

and higher adoption of mechaniza-
tion and automation in all sectors
of the industry, from planting to
processing.

The Need to Eliminate Trade
Distorting Subsidies

Agriculture is very much a pro-
tected and subsidized sector com-
pared to other sectors. The need for
self-sufficiency for food and its stra-
tegic importance to the survival of a
nation have played a central role in
shaping government policies with
regard to agriculture, including the
oilseeds and oils sector. Hence, it
was only in the Uruguay Rounds
that a serious effort was made to ef-
fectively eliminate the adverse trade
distorting effects of protectionism
and allow comparative advantage
and production efficiency to prevail
under trade rules that are fair and
equitable and enforceable under
WTO. Of course, this was not fully
realized as many countries includ-
ing some developed countries
strongly resisted the total elimina-
tion of subsidies.

However, a start was made un-
der the Uruguay Rounds whereby
both the developed and developing
countries agreed to reduce agricul-
tural subsidies by 20% and 13%
respectively.  Although a new round
of WTO negotiations has yet to be

launched, negotiations on agricul-
ture have commenced as provided
for in the Agreement on Agriculture.
This presents an opportunity to
bring agriculture on the right track.
Domestic farm support programmes
must be reduced further or abol-
ished completely so that the prob-
lem of market distortion is tackled
effectively. Oilseeds and oils and fats
producing and exporting countries
should compete purely on the basis
of comparative advantage with the
intention to encourage efficient
producers. Hence, subsidies on
production, such as the Loan Defi-
ciency Programme in the US and the
Oilseeds Compensatory Payments
in the EU, lead to unfair competi-
tion as their producers are able to
grow oilseeds even when prices
are below their cost of production.
This is compounded by the
current practice of using export
subsidies, such as the US GSM-102,
EEP and other food aid pro-
grammes, which further distort the
free market.

In this respect, the challenge is
for countries from the various con-
tinents to harness their comparative
advantage both in terms of inherent
climatic conditions, ample labour
supply, land suitability, etc. to pro-
duce the appropriate oilseed or veg-
etable oil to meet the growing world
oils and fats demand.  For example,

S o y a b e a n U S A 4 9 3 4 3 7 3 3 1 2 4 6 2 9 0 2 2 7 4 4 3 4 1 8 3 3 2 5 4 2 3 7 6
o i l B raz i l 1 0 3 4 1 3 1 0 7 1 4 0 (178) 1 0 8 4 2 4 2 1 3 1 8 0 2 0 7 1 6 9

A r ge n t i n a (9) 1 1 2 1 1 7  (14) (194) (251) (65)   18   33 5 7 (22)

R a p e s e e d E U 6 5 3 7 1 7 6 9 4 6 8 7 8 1 2 7 7 9 9 0 0 8 6 8 9 9 9 9 2 0 8 1 2
o i l C a n a d a 4 8 9 4 6 0 3 6 8 4 0 1 4 7 1 5 1 2 4 8 0 4 4 4 4 5 0 4 1 5 4 4 4

S u n f l o w e r A r ge n t i n a 2 9 4 3 0 8 3 2 8 2 4 7 1 8 0 2 3 1 2 2 8 3 0 0 2 9 6 2 1 3 2 6 1
o i l U S A 4 6 1 4 6 4 3 1 6 2 4 4 4 3 9 4 7 1 3 9 8 3 3 3 3 7 7 5 3 8 3 8 2

Source: LMC International (1996).

TABLE 4. COST OF PRODUCTION, 1984/85 - 1993/94 (US$/TABLE 4. COST OF PRODUCTION, 1984/85 - 1993/94 (US$/TABLE 4. COST OF PRODUCTION, 1984/85 - 1993/94 (US$/TABLE 4. COST OF PRODUCTION, 1984/85 - 1993/94 (US$/TABLE 4. COST OF PRODUCTION, 1984/85 - 1993/94 (US$/ ttttt)))))

P rP rP rP rP r o d u c to d u c to d u c to d u c to d u c t C o u n t rC o u n t rC o u n t rC o u n t rC o u n t r yyyyy 8 4 / 8 58 4 / 8 58 4 / 8 58 4 / 8 58 4 / 8 5 8 5 / 8 68 5 / 8 68 5 / 8 68 5 / 8 68 5 / 8 6 8 6 / 8 78 6 / 8 78 6 / 8 78 6 / 8 78 6 / 8 7 8 7 / 8 88 7 / 8 88 7 / 8 88 7 / 8 88 7 / 8 8 8 8 / 8 98 8 / 8 98 8 / 8 98 8 / 8 98 8 / 8 9 8 9 / 9 08 9 / 9 08 9 / 9 08 9 / 9 08 9 / 9 0 9 0 / 9 19 0 / 9 19 0 / 9 19 0 / 9 19 0 / 9 1 9 1 / 9 29 1 / 9 29 1 / 9 29 1 / 9 29 1 / 9 2 9 2 / 9 39 2 / 9 39 2 / 9 39 2 / 9 39 2 / 9 3 9 3 / 9 49 3 / 9 49 3 / 9 49 3 / 9 49 3 / 9 4
WWWWW e i g h t e de i g h t e de i g h t e de i g h t e de i g h t e d
a v e r a g ea v e r a g ea v e r a g ea v e r a g ea v e r a g e
84/85 -84/85 -84/85 -84/85 -84/85 -
9 3 / 9 49 3 / 9 49 3 / 9 49 3 / 9 49 3 / 9 4
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Latin America, which is endowed
with suitable soil and climatic con-
ditions, a smaller population and
devoid of any farm subsidies, is bet-
ter placed than countries from North
America in terms of producing and
exporting oilseeds, such as soya-
bean.  By the same token, tropical
countries which are blessed with
ample sunshine hours and good
rainfall, coupled with ample labour
supply, are best suited to producing
and exporting palm oil.  In this way,
the problem of inefficient produc-
ers in subsidizing their domestic
oilseeds and vegetable oils sector
and subsequently exporting subsi-
dized oilseeds/oil and fats which
distort the world market oils and fats
situation will be reduced or elimi-
nated.

Impediments to Market Access

In the area of market access, es-
pecially with regard to import tar-
iffs, there has been substantial

progress achieved through the GATT
/WTO multilateral trade negotia-
tions to lower duties. This process
has been assisted by current think-
ing that market liberalization /glo-
balization, taking into consideration
the economic interests of develop-
ing countries, is the way forward for
enjoying economic growth on a
sustained basis.

Nevertheless, there continues to
be countries that use the import tar-
iff mechanism to protect their local
industries. There is a tendency for
these countries to raise import du-
ties whenever international prices of
vegetable oils decline so that domes-
tic prices are kept high to protect
their farmers.  In addition, self-suf-
ficiency programmes espoused by
these countries are supported by
prohibitive import tariffs on vegeta-
ble oils.

However, the concern of com-
petitive vegetable oil producing
countries is the tendency by some
nations to employ the use of non-

tariff barriers to restrict market ac-
cessibility.

Cases are a plenty where commer-
cial restrictions in the form of tech-
nical barriers are put in place under
the guise of protecting the health
concerns of consumers, but without
sufficient backing or results based
on scientific findings.  One exam-
ple is the case where RBD palm
stearin is not permitted to be im-
ported and consumed in the food
sector in some developing countries
when in actual fact that same
vegetable oil product has been ac-
cepted and widely consumed even
in developed countries. A looming
threat is the EU�s proposal to intro-
duce legislation regarding dedicated
vessels for the shipment of vegeta-
ble oils to the EU. Such a proposal
is certainly unnecessary as there are
already adequate measures in place
for the safe transportation of vegeta-
ble oils. Furthermore, such legisla-
tion will not only increase the freight
rate charged by ship owners, but

YYYYYe a re a re a re a re a r C rC rC rC rC r u d eu d eu d eu d eu d e P a l mP a l mP a l mP a l mP a l m S o y a b e a nS o y a b e a nS o y a b e a nS o y a b e a nS o y a b e a n S u n f l o w e rS u n f l o w e rS u n f l o w e rS u n f l o w e rS u n f l o w e r R a p e s e e dR a p e s e e dR a p e s e e dR a p e s e e dR a p e s e e d C o c o n u tC o c o n u tC o c o n u tC o c o n u tC o c o n u t TTTTTa l l oa l l oa l l oa l l oa l l o wwwww
palm oilpalm oilpalm oilpalm oilpalm oil kkkkkererererer nel oilnel oilnel oilnel oilnel oil o i lo i lo i lo i lo i l o i lo i lo i lo i lo i l o i lo i lo i lo i lo i l o i lo i lo i lo i lo i l

1 9 8 0 5 8 6 6 6 9 5 9 8 6 3 3 5 7 1 6 7 4 4 8 7
1 9 8 1 5 7 0 5 8 8 5 0 7 6 3 9 4 8 4 5 7 0 4 7 2
1 9 8 2 4 4 5 4 5 8 4 4 7 5 2 8 4 1 8 4 6 4 4 2 2
1 9 8 3 5 0 2 7 0 9 5 2 7 5 7 3 4 9 6 7 3 0 4 2 3
1 9 8 4 7 2 9 1 027 7 2 4 7 6 7 6 8 7 1 155 5 3 1
1 9 8 5 5 0 1 5 5 1 5 7 2 6 0 2 5 4 0 5 9 0 4 2 1
1 9 8 6 2 5 7 2 8 8 3 4 3 3 7 3 3 0 8 2 9 7 2 9 6
1 9 8 7 3 4 2 4 2 6 3 3 0 3 6 0 3 0 5 4 4 2 3 5 9
1 9 8 8 4 3 7 5 3 9 4 6 3 4 7 6 4 2 7 5 6 5 3 6 9
1 9 8 9 3 5 0 4 7 2 4 3 2 4 8 2 4 1 3 5 1 7 3 6 6
1 9 9 0 2 9 0 3 3 4 4 4 7 4 8 9 4 2 2 3 3 7 3 4 8
1 9 9 1 3 3 9 4 1 7 4 5 4 4 7 4 4 1 4 4 3 3 3 5 1
1 9 9 2 3 9 4 5 7 1 4 2 9 4 5 2 4 2 0 5 7 8 3 6 6
1 9 9 3 3 7 8 4 3 7 4 8 0 5 3 9 4 6 6 4 5 0 3 6 7
1 9 9 4 5 2 8 6 2 9 6 1 5 6 3 6 6 1 6 6 0 7 4 5 0
1 9 9 5 6 2 8 6 7 7 6 2 5 6 9 3 6 1 4 6 7 0 5 2 1
1 9 9 6 5 3 1 7 2 8 5 5 2 5 7 6 5 5 5 7 5 2 5 0 6
1 9 9 7 5 4 6 6 5 2 5 6 5 5 8 1 5 6 5 6 5 7 5 2 9
1 9 9 8 6 7 1 6 8 7 6 2 6 7 2 8 6 2 8 6 5 8 4 6 6
1 9 9 9 4 3 6 6 9 4 4 2 7 5 0 7 4 2 3 7 3 7 3 6 1
2 0 0 0 3 1 0 4 4 4 3 3 8 3 9 2 3 4 7 4 5 0 2 9 0

TABLE 5.TABLE 5.TABLE 5.TABLE 5.TABLE 5.      ANNUANNUANNUANNUANNUAL AL AL AL AL AVERAAVERAAVERAAVERAAVERAGE PRICES OF SELECTED OILS GE PRICES OF SELECTED OILS GE PRICES OF SELECTED OILS GE PRICES OF SELECTED OILS GE PRICES OF SELECTED OILS AND FAAND FAAND FAAND FAAND FATSTSTSTSTS:::::  1980 - 2000 1980 - 2000 1980 - 2000 1980 - 2000 1980 - 2000
(nor(nor(nor(nor(nor th-wth-wth-wth-wth-west Eurest Eurest Eurest Eurest Europe marope marope marope marope mar kkkkket - US$/t)et - US$/t)et - US$/t)et - US$/t)et - US$/t)

Sources:  MPOB (2000) and Oil Wor ld (2000).
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also lead to problems of availability
of vessels.

Another area of concern for veg-
etable oil exporting nations will be
to ensure that efforts at multilateral
levels, such as CODEX are not used
to introduce technical barriers.
Whilst it is acknowledged that im-
porting countries need to have food
standards/regulations and harmoni-
zation of quality standards under
CODEX aimed at protecting con-
sumer health and ensuring fair trad-
ing practice, it is also pertinent that
such standards/regulations should
not be trade restrictive and discrimi-
natory in nature. It should be based
on the principle of sound scientific
analysis and evidence, in order that
the standards ensure the quality and
safety of the food supply. Delibera-
tions by CODEX on the various
standards, codes of practice and
guidelines should not only consider
the aspect of health protection of
consumers, but also ensure that
there is minimal disruption to trade
so that vegetable oil exporting na-
tions can compete on a level play-
ing field.

Growing Health Concerns of
Consumers

Consumers� health concerns are
increasingly being manifested in
trade today in the form of food
standards and regulations, includ-
ing labelling requirements to keep
the public informed. Australia and
Japan, for example, set high food
standards such as the symbol (✓ )
from Australian National Heart
Foundation (NHF) and Japanese,
�JAS� Standards on food items to
meet the varied quality needs of their
consumers.

The most recent development is
the growing concern over the del-
eterious effects of trans-fatty acid on
health. The US Food and Drug Ad-
ministration is now in the process
of drafting regulations to label trans-
fatty acid. The palm oil industry has
made representation to ensure that

trans-fatty acid is separately labelled
to ensure that the public is appro-
priately informed. Vegetable oils
such as palm oil that need not un-
dergo the hydrogenation process in
the preparation of certain foods such
as margarine will not be faced with
this problem.

It is important that producing
countries do not resort to unhealthy
competition on health grounds that
ultimately serve to erode the confi-
dence of consumers in vegetable oils
as a whole. One may recall the vari-
ous smear campaigns on palm oil in
the past, with the aim of tarnishing
its image and reducing its exports
under the guise of health issues.
Fortunately for palm oil, the vari-
ous nutritional studies by various
independent overseas researchers
have vindicated its health and nu-
tritional attributes. Not only that, the
palm oil industry had the good sense
and magnanimity not to resort to
similar measures to discredit com-
peting oils.  The lesson from this
experience is not to resort to any
unhealthy competition, as consum-
ers today are very informed and
would even change eating habits if
there is even a specter of doubt on
the nutritional and health qualities
of vegetable oils. Hence, any form
of smear campaigns is not at all pru-
dent business thinking. What
should be emphasized is for the pro-
ducers to highlight or launch pro-
motional campaigns targetted at
shifting consumers� interest and us-
age from animal fats to vegetable
oils, which is healthier. However, if
this is not done, vegetable oil pro-
ducers, be it palm oil or soyabean
oil, have themselves to blame if in
the end, consumers were to ulti-
mately reduce their oils and fats
intake so as to take care of their
health concerns.

New Frontier for Commercial
Products

To maintain continued market
growth and to increase market share,

the oil and fats industry must inten-
sify new product development and
venture into downstream activities
with greater vigour. In the case of
palm oil, some refiners have ven-
tured into further downstream
processing of higher value-added
specialty fats and oleochemicals. The
diversification should not stop here.
Instead, the manufacturers should
go further into the manufacturing
and export of other value-added
palm-based products. There are
plenty of opportunities to do so,
especially in the area of health
products as palm oil is an important
source of natural minor components
(Table 6).

Some of these are high value
products  which are destroyed or
removed during the refining proc-
ess. The minor components, like
carotenoids, tocopherols and toco-
trienols, sterols, squalene, ubiqui-
nones, triterpenes, phopholipids,
glycolipids, terpenic and aliphatic
hydrocarbons, which are destroyed
or removed, present opportunities
for commercialization. So far, only
carotenes, tocopherols and toco-
trienols have been produced com-
mercially.

The use of vegetable oils to pro-
duce biofuel is another potential area
for new product development.  In
this regard, the soyabean industry
has initiated a campaign to utilize
soyabean oil as diesel fuel and they
have formed a Soyabean Diesel
Development Authority to help
market the fuel. Such a move will
help reduce the excess supply of
soyabean oil from the market which
will impact positively on soyabean
prices. When soyabean oil, which is
two to three times more costly to
produce than palm oil, is promoted
for use as diesel fuel, then there is
compelling reason for palm oil pro-
ducers to consider not only promot-
ing, but the full commercialization
of the use of palm methyl ester
diesel fuel in Malaysia. Currently,
with the prevailing high prices of
petroleum products (including
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diesel), this option looks very
promising.  In the EU, price com-
parison between vegetable oils and
diesel prices indicate that the former
is more expensive than vegetable
oils (Table 7).

With the growing concern for the
environment and  rising cost of
fertilizers, interest generated in
biomass utilization in terms of
revenue earnings has increased rap-
idly in the last decade.  For exam-
ple, 1 t of empty fruit bunch (EFB)
would have a fertilizer equivalent of
7 kg urea, 2.8 kg rock phosphate,
19.3 kg muriate of potash and 4.4
kg kieserite. At current fertilizer
prices, this would have a monetary

value of RM 12. Based on the 1999
palm oil production of  10.55 mil-
lion tonnes (MPOB, 2000), it is es-
timated  that  12.56 million tonnes
of EFB was produced in Malaysia with
a potential value of RM 151 million.

In addition, oil palm trunk has
also been utilized as a cellulosic raw
material in the production of panel
products, such as particleboard, me-
dium density fibreboard (MDF),
mineral-bonded particleboard,
blockboard, plywood and furniture.
From the viewpoint of logistics and
cost, EFB offers the best prospects
for commercial exploitation as raw
material for production of pulp and
paper.

THE CHANGING GLOBAL
TRADE PATTERNS

Addressing the Digital Divide

The global oils and fats industry
must keep abreast with develop-
ments in the arena of world com-
merce. Undoubtedly, Information
and Communication Technology
(ICT) is revolutionizing the way
business is done. Everyone is jump-
ing on to the e-commerce band-
wagon to stay ahead of competition.
There is no way that the oils and fats
industry can ignore this develop-
ment and  continue to do business
in the conventional way. Businesses
will have to invest in both human
capital and computer systems and
technology to be equipped to do
business through e-commerce. The
challenge is for the industry to en-
sure that it is not left behind in the
fast pace of the world of virtual com-
merce that is growing at an expo-
nential rate.

Emergence of the Megabusiness
Corporations

A related phenomenon is the
emergence of megabusiness entities.
It is already evident in most sectors
including the commodities sector.
The challenge to major producing

C o u n t rC o u n t rC o u n t rC o u n t rC o u n t r yyyyy           VVVVVeeeeegggggetaetaetaetaetabbbbble oilsle oilsle oilsle oilsle oils D i e s e lD i e s e lD i e s e lD i e s e lD i e s e l

United Kingdom RM 3.18 RM 4.57
F r a n c e RM 2.88 RM 2.96
G e r m a n y RM 2.77 RM 3.46
N e t h e r l a n d s RM 4.44 RM 2.72
I t a l y RM 2.85 RM 3.02
B e l g i u m RM 4.39 RM 3.13
A u s t r i a RM 2.77 RM 2.78
S w e d e n RM 5.32 RM 3.48
D e n m a r k RM 6.90 RM 2.76
F i n l a n d RM 5.76 RM 2.80

Source: MATRADE (2000).

TABLE 7.TABLE 7.TABLE 7.TABLE 7.TABLE 7.     VEGETVEGETVEGETVEGETVEGETABLE OIL ABLE OIL ABLE OIL ABLE OIL ABLE OIL AND DIESEL PRICESAND DIESEL PRICESAND DIESEL PRICESAND DIESEL PRICESAND DIESEL PRICES
IN IN IN IN IN THE EURTHE EURTHE EURTHE EURTHE EUROPEAN UNIONOPEAN UNIONOPEAN UNIONOPEAN UNIONOPEAN UNION (RM/litr (RM/litr (RM/litr (RM/litr (RM/litre)e)e)e)e)

ααααα -T-T-T-T-T βββββ-T-T-T-T-T γγγγγ-T-T-T-T-T δδδδδ-T-T-T-T-T % T% T% T% T% T ααααα -T-T-T-T-T
33333 βββββ-T-T-T-T-T

33333 γγγγγ-T-T-T-T-T
33333 δδδδδ-T-T-T-T-T

33333 % T 3% T 3% T 3% T 3% T 3

Palm oil 2 5 6 - 3 1 6 7 0 5 5 1 4 3 3 2 2 8 6 6 9 4 5 1 172
Soyabean oil 1 0 1 - 5 9 3 2 6 4 1 0 0 - - - - 0 9 5 8
Saff lower oil 3 8 7 - 1 7 4 2 4 0 1 0 0 - - - - 0 8 0 1
Corn oil 1 1 2 5 0 6 0 2 1 8 1 0 0 - - - - 0 7 8 2
Cottonseed oil 3 8 9 - 3 8 7 - 1 0 0 - - - - 0 7 7 6
Sunflower oil 4 8 7 - 5 1 8 1 0 0 - - - - 0 5 4 6
Groundnut oil 1 3 0 - 2 1 6 2 1 1 0 0 - - - - 0 3 6 7
Cocoa butter 1 1 - 1 7 0 1 7 9 9 2 - - - 1 2 0 0
Olive oil 5 1 - - - 1 0 0 - - - - 0 5 1
Coconut oil 5 - - 6 3 1   5 1 1 9 - 6 9 3 6
Palm kernel oil 1 3 - - - 3 8 2 1 - - - 6 2 3 4
L a r d 1 2 - 7 - 7 3  7 - - - 2 7 2 6

Sources:  Slover (1971), Gunstone (Inform, 2000) and Ooi (1999).

TABLE 6.TABLE 6.TABLE 6.TABLE 6.TABLE 6.     TOCOPHERTOCOPHERTOCOPHERTOCOPHERTOCOPHEROL OL OL OL OL AND AND AND AND AND TOCOTOCOTOCOTOCOTOCOTRIENOL CONTENT IN OILS TRIENOL CONTENT IN OILS TRIENOL CONTENT IN OILS TRIENOL CONTENT IN OILS TRIENOL CONTENT IN OILS AND FAND FAND FAND FAND FAAAAATSTSTSTSTS

TTTTTo t a lo t a lo t a lo t a lo t a l
T + TT + TT + TT + TT + T

33333

( p p m )( p p m )( p p m )( p p m )( p p m )

Oils and fatsOils and fatsOils and fatsOils and fatsOils and fats           TTTTTocopherocopherocopherocopherocopherololololol ( p p m )( p p m )( p p m )( p p m )( p p m ) TTTTTocotrienol (ppm)ocotrienol (ppm)ocotrienol (ppm)ocotrienol (ppm)ocotrienol (ppm)
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nations like Malaysia and Brazil is
to ensure that their businessmen are
fast to realize this and enter into
synergistic partnerships with appro-
priate partners in both the produc-
ing and importing countries in or-
der to have a share of the action.

Need for Non-Conventional
Marketing Approaches

Even as the world enters into the
21st century, there still remain some
segments of society that continue to
face problems to pay for their pur-
chase of basic foodstuffs, such as
vegetable oils. Many of these coun-
tries� consumption of oils and fats is
far below the WHO�s recommended
level of 30 kg per capita/annum.
Some of these countries, such as
those from Eastern Europe and
Central Asia, face serious foreign
exchange problems due to the poor
performance of their economies,
which have yet to fully adjust to the
market economy. Others, such as
countries in the Sub-Saharan region,
face the same problem due to poor
management of their economies that
has led to abject poverty. The net
effect is that these countries do not
have the required foreign exchange
to pay for their imports, including
the purchase of vegetable oils.

In view of this, the challenge that
lies ahead for producers and export-
ers is to increasingly adopt alterna-
tive modes of payment like coun-
ter-trade and barter trade as viable
payment options in Eastern Euro-
pean and Sub-Saharan markets
where forex difficulties are already
a permanent feature encountered
by businessmen. As such, dealing
in modes of payments other than
cash with markets in this region is
inevitable.

THE EMERGENCE OF THE
THIRD SECTOR

It is now acknowledged that Non-
Governmental Organizations (NGOs)
constitute the third sector besides the

government and private sectors in
formulating strategies for the bal-
anced development of nations. The
growing pressure exerted by NGOs
is being felt across all sectors of the
economy, including the oils and fats
sector. Everyday more and more of
these NGO representatives are in-
creasingly having their voices heard
at the various domestic and inter-
national fora on how best to use
planting materials, to plant, produce
and to market oilseeds and oils and
fats to meet the growing demand
of consumers. For example, the
prominence of Green Peace involve-
ment in food legislations and poli-
cies in Europe has significant bear-
ing on the marketing of oils and fats
throughout the world.

Whilst it is acknowledged that
NGOs have a significant role to play,
in protecting consumers� health and
interests, it is important that they
advocate standards which are based
on sound scientific analysis and evi-
dence that can be reasonably at-
tained by both developed and de-
veloping countries. Coupled with
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this, their views expressed must fully
take into consideration the long-
term interests and development
needs of the oilseeds and oils and
fats sector.

CONCLUSION

The demand for oils/fats will con-
tinue to grow in line with world
population expansion, with the fo-
cus centred on the four major oils.
And what is clear is that the oils and
fats industry will definitely face nu-
merous challenges and issues that
need to be addressed fully and in
an effective manner. The oils / fats
sector in both Malaysia and the
world at large will remain resilient
throughout this endeavour and suc-
cessfully surmount all these chal-
lenges.  In all this undertaking, close
co-operation is paramount not only
between vegetable oil producers, but
also between them and other related
industries. In fact as the saying goes,
There is enough room for every player
in the oils and fats sector.


