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SUMMARY AND CONCLUSIONS

i. World output of palm oil has grown rapidly since the late six-

ties. World trade of palm oil has more than doubled between 1965 and 1975.

The rapid expansion of the oil palm acreage in Malaysia, Indonesia and the

Ivory Coast during the sixties will account for the bulk of palm oil sup-

plies that will come on the market between now and the early eighties. We

project that palm oil will increase its share in the international trade of

fats and oils from 3.7 percent in 1975 to 22.9 percent in 1985.

ii. In most developing countries per capita consumption of fats and

oils is far below that in developed countries. Since the income elasticity

of fats and oils consumption declines with rising per capita incomes, per

capita consumption is projected to grow faster in developing countries

than in developed countries, where it is approaching its saturation level.

Rapidly growing population in developing countries will magnify the income-

led increases in per capita consumption. Towards the mid-eighties demand

for fats and oils is expected to grow faster than total supplies.

iii. The demand for soft vegetable oils (soybean oil, cottonseed oil,

etc.) is projected to increase faster than the demand for hard oils (palm

oil, coconut oil, palm kernel oil) and animal fats. At the same time pro-

duction of hard oils will expand rapidly. Although hard oils compete with

soft oils in many end uses, the potential market for soft oils is consider-

ably larger than that for hard oils. Continued expansion of hard oil sup-

plies, mainly palm oil, will therefore depress their prices relative to

those for soft oils. In 1974 constant dollars the price of palm oil is pro-

jected at U.S.S320 per ton CIF European ports, by 1985. This corresponds

to U.S.Sf57 in terms of current dollars. (Soybean oil prices are projected

at U.S.$395 per ton in 1974 dollars, in 1985.).

iv. Oil palms produce more oil per unit of land than any other oil

crop. The potential for further increases in oil palm yields, coupled with

low production costs, gives palm oil a competitive advantage over other

fats and oils. Thus further investments in palm oil production are likely

to be forthcoming, even at current, rather low, prices of fats and oils.

v. Oil palm projects promise good economic rates of return. Since

oil palm is in many regions more remunerative than the alternative cash

crops that land and climate will permit, oil palm projects offer an excel-

lent opportunity to raise the incomes of low income groups. We recommend

that the Bank consider further lending for oil palm projects, if these -either

involve:

(a) producti~n, -by w inco gr ou-P , 'or

(b) production in countries in which domestic

sujyof fats and oils is insufficient to

meet the growing demand and where the palm

611 output from new investments will be con-

Numed domestically.



I. PALM OIL IN THE FATS AND OILS MARKET 1/

1. A sharp drop in prices for fats and oils paired with a steep in-

crease in palm oil exports during 1975 sparked a lively debate about the

impact of further investments in oil palm on the world fats and oils eco-

nomy. It has been argued that the rapidly growing output of palm oil might

seriously weaken markets for fats and oils. How likely this is can only be

assessed by looking at the market for palm oil in the context of the world

fats and oils economy, since the two are integrally related. This chapter

looks at the demand, supply and price situation during the next decade

(1976-1985). Chapter II outlines the Bank's past role in the development

of the palm oil industry and the main policy issues with respect to further

Bank lending for oil palm projects.

A. Demand

Substitutability

2. An important distinguishing feature of fats and oils is the degree

to which their fatty acids are saturated. Oils with a high percentage of

unsaturated fatty acids -- soybean oil, for example -- are generally liquid

at room temperature in temperate climates, and are thus called "soft" oils.

Oils or fats with a large proportion of saturated fatty acids, such as palm

oil, are usually solid or semisolid. In general, unsaturated fats and oils

are used for the manufacture of liquid fat products (salad and cooking oils).

Saturated fats and oils are the main ingredients in the manufacture of hard

fat products, such as margarine, shortening and soaps. 2/ Though previously

palm oil was only used for industrial purposes, improved fractionation tech-

niques now allow it to compete with other fats and oils in the manufacture

of margarines, shortenings, cooking fats, salad oils, confectionary and ice

cream. However, soft oils can be hardened through hydrogenation, and this

has expanded the range of fats and oils that can substitute for palm oil

and other hard (saturated) oils in these end uses. Dehydrogenation, the

transformation of saturated fatty acids into their unsaturated form, has

not proved economic.

1/ The term "fats and oils" is used in this paper for all fats and oils

generally classified as "edible/soap fats and oils"; these include

soybean oil, sunflower seed oil, groundnut oil, cotton seed oil,

rapeseed oil, olive oil, coconut oil, palm kernel oil, palm oil, fish

oil, butter, lard and tallow. In recent years, their combined pro-

duction accounted for about 97 percent of the total production of all

major fats and oils.

2/ Table 12, Annex I.
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3. Though technically most fats and oils are interchangeable, 1/

costs of refining and specific end-use requirements limit the range within

which individual fats and oils are actually interchanged. The need for cer-

tain chemical components (e.g. fatty acids) or certain physical properties

(e.g. flavor, color, smell, melting point) in a specific end-use gives the

oil or fat which has these components or properties a competitive advantage

over other fats and oils in that end-use ('specific demand'). 2/ Thus each

oil or fat faces two distinct markets: first, the market in which it has a

qualitative advantage over other fats and oils; and second, the market in

which it competes directly with other fats and oils. The size of the first

market of a fat or oil varies with the demand for the end products which

need its special properties. The demand for this oil or fat in the first

market is less price elastic than the demand in the second market. In the

first market, prices reflect the relative strength of demand and supply

for the individual oil rather than the market situation for all fats and

oils.

4. Unlike other hard oils, such as coconut oil and palm kernel oil

which have a large distinct market because of their lauric acid content,

palm oil has no physical or chemical properties which give it a qualita-

tive advantage over other fats and oils in current end-uses. Because there

is no specific demand for palm oil, its price depends on the overall situa-

tion for all fats and oils. Palm oil prices are most highly correlated with

those of other low-priced fats and oils -- fish oil, tallow and lard -- and

the medium-priced oils, mainly soybean oil and sunflower oil, which are widely

used in the manufacture of margarines and shortening. Palm oil's only effec-

tive competitor in the "inedible" market, tallow, is traditionally cheaper

than palm oil, which gives tallow a competitive advantage in three major

markets: the soap industry, the chemical industry and the animal feed in-

dustry.

1/ The correlation coefficients for prices of selected fats and oils con-

tained in Table 6, Annex I, indicate the close relationship that exists

among most fats and oils.

2/ Substitution between individual fats and oils is impossible if the

end product requires a certain fatty acid. Interchangeability is also

limited by consumer tastes and preferences; examples are olive oil and

groundnut oil which are marketed predominantly in their pure form be-

cause consumers prefer their flavor.
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CHART I

PALM OIL IMPORTS FOR SELECTED COUNTRIES (1961 - 1974)
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Growth of Demand and Imports

5. Worldwide, the consumption of fats and oils expanded steadily at

an average rate of 3 , ent per year from 1960 to 1975. 1/ Developed

countries account for more than half of world consumption and have been

the main export market for fats and oils produced in developing countries.

Within the developed countries the most rapid increase in consumption be-

tween 1960 and 1975 was recorded in Oceania, Japan and South Africa (7.0

percent per year), followed by Western Europe (3.0 percent) and North

America (2.6 percent). Among the developing regions, Latin America re-

corded the highest rate of growth in consumption (4.3 percent) followed

by Africa (3.1 percent) and Asia (2.5 percent).

6. Per capita consumption of fats and oils depends largely on in-

comes. In several developing countries annual per capita consumption is

less than 5 kilograms. In most developed countries it ranges from 25 to 30

kilograms. Statistical analysis of the fats and oils consumption pattern

shows that demand increases rapidly with incomes at low income levels. At

high income levels -- roughly those now reached in the United States and

some European countries -- the demand responsiveness of fats and oils to

increases in income levels off at about 30 kilograms per capita.

7. Regional consumption patterns of fats and oils generally reflect

regional production patterns and natural storage conditions# Economic pro-

tection and lower transport costs play an important role in the preference

for locally produced fats and oils. In temperate zones, soybeans, cotton-

seeds and sunflower seeds supply most of the oils needed in the manufacture

of margarine, shortening, and other fat products. In tropical and semi-

tropical zones, coconut oil and palm oil dominate vegetable oil consump-

tion.

8. Between 1960 and 1975 more than half of palm oil output has been

consumed in producing countries. About 90 percent of palm oil exports go to

developed countries. Germany, the Netherlands and the United Kingdom account

for almost 60 percent of world palm oil imports (Chart 1). While the shares

of the three European countries declined slightly during the past two decades

(1955-75), that of the U.S. has tripled over the last ten years.

9. The growing demand for palm oil in the United States largely reflects

movements in relative prices. The use of vegetable oils in consumer products

has increased at the expense of animal fats, as the latter's relative prices

rose, and the price of palm oil declined, relative to those of other vegetable

oils. About 85 percent of the palm oil the U.S. uses for edible purposes is

1/ All growth rates in this paper are compound growth rates between the

indicated end points, i.e. 3.4 percent is the growth rate from end

1960 to end 1975, and thus does not include growth in 1960.
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utilized in the manufacture of shortening, 1/ and only a small proportion

is used for margarine. (In the United States, shortening production exceeds

margarine production). In recent years, the trend has been towards increased

consumption of shortening at the expense of lard) In addition, shortening

made only from vegetable oils has gained at the expense of shortening contain-

ing both animal fats and vegetable oils, a shift which is likely to continue,

mainly because of the increasing awareness of the health risk associated with

consumption of fats and oils containing a high percentage of saturated fatty

acids.

10. India and Iraq have been the major net importers among developing

countries. During the period 1960-64, India's share in total imports of

palm oil had grown to 6 percent; however, it dropped to less than 2 percent

in the following decade (1967-75) mainly because of import controls imposed

by the Indian Government. Iraq's imports continued to increase.

Demand Forecasts

11. Projected world demand for fats and oils in 1980 and 1985, shown

in Table 1 below, largely reflects the real growth in per capita incomes

in 145 countries. 2/

Table 1: FATS AND OILS: DEMAND, SUPPLY AND PRICES

SELECTED YEARS

Item 1972 1974 1976 1980 1985 1974-80 1974-85
---------- 1,000 Metric Tons--------- Percent

DealdO 38,869* 46,411 45,360i 51,750 57,500 1.8

Supply 39,750 45,045 46,280 53,200 58,300 2.8 2.4

Fats & Oils

Price Index ** 64.0 100.0 51.2 46.5 52.2 12.0) -5.7

*Estimated. ** In 1974 constant U.S. dollars.

Sources: FAO (1972-74); IBRD (1976-85).

12. In many of the developed countries, at present the main market for

exports of palm oil, per capita consumption of fats and oils is gradually

approaching a saturation level, and no large increase in overall demand is

likely unless new products and end uses are developed. However, since its

1/ In the U.K. palm oil is used both in margarine and shortening production.

In the EEC, between 60 and 80 percent of the palm oil is used as as an

ingredient of margarine. Its use in shortening is less important. Com-

pared with the U.S., European countries use of of shortening is limited.

2/ The 1975 edition of the World Bank Atlas contains a list of these coun-

tries. See Annex II below for a brief note on the estimation method.
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price is expected to remain lower than those of its main competitors in

shortening, and will continue to fall relative to that of soybean oil, in

particular, demand for palm oil is likely to benefit from the growth in

shortening consumption.

13. As the potential for expanding consumption declines in developed

countries, an increasing share of the world production of fats and oils will

have to be marketed in developing countries. Demand for vegetable oils in

these countries is expected to rise steadily over the next ten years. Par-

ticularly marked increases in the demand for palm oil are expected in Nigeria

and Indonesia, both exporters at present. I/ Palm oil has a major advantage

over most other fats and oils -- it is comparatively inexpensive 2/ -- and

to some extent it will replace coconut oil both for edible purposes and in

the manufacture of soaps. The greatest scope for substituting palm oil for

coconut oil in developing countries is in cooking oil. To obtain a product

likely to be acceptable to consumers (who traditionally prefer coconut oil

for cooking), palm oil has to be fractionated, and the crude liquid frac-

tion (palm olein) has to be refined (de-odorized, de-colorised, and the

fatty acids removed) and then either blended with coconut oil or flavored

with coconut oil taste. In the refining process many of the nutritional

advantages of palm oil, such as its high content of vitamin A, are lost.

B. SUPPLY

14. During the remainder of the seventies, world production of fats

and oils is projected to grow at about the same rate as during the sixties,

and to increase by 18.1 percent over the 5-year period (Table 2). Given the

consumption forecasts shown in Table 1, production will exceed consumption

by about 1.5 million tons in 1980, and real prices for fats and oils (in

1974 constant dollars) will have to decline below their average level of

the sixties (Table 4, Annex I). This decline in real prices is likely to

reduce investments in oil bearing tree crops, and thus result in slower

expansion of production of fats and oils during the later part of the early

eighties. Because consumption of fats and oils is projected to increase

considerably faster than their production during this latter period, real

prices will rise again.

15. The supply of most fats and oils depends largely on price movements

in other markets. Not only are fats and oils extracted from a large number

of oilbearing materials, but many of them contain other, often more valuable,

products in addition to fats and oils. Many oilseeds are grown for the

I/ See paragraph 34 below.

2/ Food aid from developed countries, such as that from the United States

under P.L. 480, could make this price advantage ineffective. Subsi-

dized soybean oil exports severely limit the market potential of palm

oil (either domestically produced or imported) in receiving developing

countries.



- 7 -

high-protein meal they contain; lard and tallow are by-products in meat pro-

duction; fish oil and other marine oils (with the exception of whale oil)

are a by-product of fishmeal production. I/

Table 2: WORLD PRODUCTION OF FATS AND OILS, BY MAJOR GROUPS

Actual 1960, 1975, Projected 1980 and 1985

1960 1975 1980 1985

Item 1000 MT % Share 1000 MT % Share 1000 MT % Share 1000 MT % Share

Vegetable Oil 15610 58.4 29000 65.3 37000 69.6 41200 70.7

From:

Oilseeds /a 10785 40.4 21365 48.1 26900 50.6 29400 50.4
Tree Crops /b 4825 18.0 7635 17.2 1$100 19.0 11800 20.3

Animal Fats and

Marine Oils 11100 41.6 15420 34.7 16200 30.4 17100 29.3

Total 26710 100.0 44420 100.0 53200 100.0 58300 100.0

/a Includes soybean oil, sunflower oil, cottonseed oil, groundnut oil, and

rapeseed oil.

/b Includes olive oil, palm oil, coconut oil and palm kernel oil.

Sources: U.S.D.A. (1960-69); IBRD (1975-85).

Animal Fats

16. The share of animal fats 2/ in the world fats and oils market will

decline from 42 percent in 1960 to 30 percent in 1980, and 29 percent in

1985. Most of this decline will be caused by a sharp drop in lard produc-

tion. A steady increase in the price ratio between pork and lard has en-

couraged production of leaner hogs. A similar shift in demand towards

leaner beef will slow the growth of tallow production. Nevertheless, tal-

low will remain a major source of fat; its share in the production of all

fats and oils is projected at 10 percent in 1985, about the same as the pro-

jected share of palm oil and roughly half the share of soybean oil. The pro-

duction of butter is projected to increase much more slowly than during the

sixties. In most countries butter production has remained almost stagnant,

I/ It could be argued that continued low prices for fats and oils would

encourage producers to switch to crops other than oilseeds. Since

it is unlikely that producers of oilbearing tree crops (coconut, palm

kernel, palm fruit) would uproot their trees, producers of annual oil-

seed crops would have to bear most of the burden of adjustment. The

extent of such a switch is difficult to evaluate, since most of annual

oilseed crops are grown for their content of high-protein meal.

2/ Includes fish oil, tallow and lard.
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though it has grown significantly in countries with a support price system

for butter. The production of fish oil has grown at an average rate of 6

percent per year during the period from 1960 to 1975. With the projected

decline in fish catch in the coming years, this growth rate will drop to

less than 2 percent between 1980 and 1985 and the share of fish oil in the

overall supply of fats and oils will drop from 3.0 percent during 1967-69

to about 2.4 percent in 1980 and 1985.

Vegetable Oils

17. Since the early sixties, world production of vegetable oils has

increased faster than that of animal fats and marine oils: the share of

vegetable oils in the overall production of fats and oils grew by 7 percent-

age points between 1960 and 1975 (Table 2). We project that this trend will

continue and by 1985 more than 70 percent of the total supply of fats and

oils will come from vegetable oils. The expansion of vegetable oil produc-

tion largely reflects the rapidly growing demand for high-protein meals and

the steep increase in palm oil supplies. The increase in the market share

of vegetable oils opens opportunities for virtually any of the latter in view

of the high degree of substitution between them. For each individual oil the

rate of growth of supplies compared with that of competing oils does have an

influence on its relative price but this influence weakens as the market for

all fats and oils approaches equilibrium.

18. Soybeans dominate the world fats and oils economy. World soybean

oil output has risen from 3.5 million tons in 1960-62 to 8.6 million tons

in 1975, a rise of 14.5 percent. About 40 percent of world production is

exported. The largest quantity increase was recorded in the United States

where production nearly tripled, rising from 2.5 million tons in 1956-60 to

7 million tons in 1975. United States soybean production is expected to

reach about 48 million tons in 1980. An increase in soybean prices during

the period 1980-85 could bring soybean production in the United States to

50 million tons. Brazilian soybean production is expected to continue to

rise sharply to about 15 million tons by 1980 and 22 million tons by 1985.

China's soybean output has remained at about 10 to 12 million tons through-

out the last two decades; and since future production is likely to be tai-

lored to domestic needs, it is not expected to affect the world fats and

oils economy. Total world production of soybeans, including that of China,

is forecast to reach 70 million tons by 1980 and about 80 million tons by

1985. This corresponds to a world soybean oil production of nearly 12 mil-

lion tons by 1980 and 13.5 million tons by 1985, or a continuing share of

more 20 percent in the total supply of fats and oils. About 40 percent of

the soybean oil produced is likely to enter world trade.

19. World output of groundnuts increased at a diminishing rate in the

last decade, particularly after 1967. World exports of groundnut oil have

been stagnant since 1955, except for a shortlived increase during 1966-68.

Production is not expected to rise again at rates comparable to those in the

fifties unless vigorous expansion plans are undertaken.

20. World coconut production remained stagnant from the mid-1960s to

1970, and the improvement of the last two years was mainly due to favorable
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weather conditions. The development and use of high-yielding hybrid var-

ieties could increase production, but the effect would not be felt until

after 1980.

21. The production of cottonseed oil has grown slowly in the past

decade -- at less than 1 percent a year. A rise in supply occurred in 1972

and is expected to continue into the late seventies, due to the diversion

of cottonseed from direct feeding to oil extraction in some countries.

However, the long-term growth, linked to the growth of cotton production,

is not expected to exceed 1.7 percent per year.

22. Sunflower seed is mainly produced in centrally planned economies,

and output has stagnated in recent years. No great change is expected in

the period to 1985, and the area presently under sunflower in the USSR will

probably not be greatly expanded. The possibility of a large-scale intro-

duction of sunflower planting in the United States still seems remote.

23. Rapeseed originates mainly in Canada, Western Europe, the USSR

and Eastern Europe. Output has expanded recently, but it is not expected

to capture a large share of the growing market for oils.

Palm Oil

24. Production Characteristics. Oil palms produce more oil per unit

of land than any other oilseed crop (Table 10, Annex I). Their fruit con-

tains two oils: palm oil and palm kernel oil (the latter is extracted

from the seed. The trees' economic life lasts about 30 years. They pro-

duce their first crop during the third year after planting and reach peak

yields (2.5 tons per acre) between the eighth and tenth year; from then on

yields decline gradually (at about 2 percent per year). 1/

25. The production costs of palm oil are far below those of most other

vegetable oils. 2/ Although oil palms need between 1800 and 2200 mm. rainfall

regularly distributed over the year, about 2000 hours of sunshine, and suffi-

cient fertilizer (nitrogen and potash) to produce the high yields mentioned

above, they require little labor compared with other tree crops, such as

rubber. Most of the labor is needed for harvesting, which demands careful

handling of the fresh fruit bunches. Bruising the fruit results in a higher

content of free fatty acids, lowering the quality and price of the palm oil.

1/ Modern oil palm estates use selections that produce palm fruits with a

smaller kernel than those found in wild groves. Most exports of palm

kernel oil originate in West African countries, wich produce most of

their palm oil from wild groves.

2/ For example, the production costs of a metric ton of palm oil (ex.

installation in Malaysia) currently range from US$150 to US$190

(Table 11, Annex I). Because most fats and oils are recovered

jointly with other products (e.g., oil cakes, meats), the produc-

tion costs of fats and oils depend to some extent on the method

chosen for allocating the processing costs among end products.
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Thus to produce high quality palm oil (at low cost), harvesting and processing

have to be well synchronized. This requires good management and a well-main-

tained transportation network. The production of palm oil is more capital-

than labor-intensive.

26. The supply of palm oil is highly inelastic 1/ because harvesting

will continue even if palm oil prices should fall below variable costs. 2/1

There are two main reasons: (a) producers have few alternative production

possibilities, short of uprooting the palms; 3/ and (b) they would have to

collect the ripe fresh fruit bunches anyway, to prevent the occurrence of

pests and diseases in oil palms caused by overripe and rotting fruit. The

decision to extract the oil will depend largely on the direct operating

costs of the mill and the marketing costs for the end products (palm oil,

palm kernel oil, and palm kernel cake).

27. Growth of Production and Exports. During the sixties, palm oil

production grew at roughly the same rate (3.1 percent per year) as the pro-

duction of all fats and oils. Since 1970, the growth rate of palm oil pro-

duction accelerated more than 11 percent a year, compared with an annual

growth rate of 4.2 percent for all fats and oils. This steep increase in

the growth of the palm oil industry reflects the rapid expansion of oil

palm plantings in Malaysia and Indonesia. During the late fifties, about

two-thirds of the world's palm oil output was produced in Africa: two coun-

tries, Nigeria and Zaire, then supplied more than half of the world's palm

oil. Although still major producers, the combined share of these countries

in the output of palm oil dropped by 1974 to about 30 percent, slightly less

than Malaysia's share. 4/ From 1965-69 to 1970-74, Malaysia's production of

palm oil grew at an average annual rate of 25 percent (Table 7, Annex 1). 5/

1/ This statement refers mainly to palm oil produced on estates. The

supply from independent smallholders working at the fringe of oil

palm estates or collecting fruit in wild groves is more price-elastic:

These producers have usually a wider range of employment opportunities

than producers on smallholder estates, and they are also less concerned

about the danger of plant diseases caused by rotting fruits.

2/ Variable costs include the cost of picking the fresh fruit bunches,\

the cost of transporting them to the processing plant and the cost

of palm oil extraction.

3/ Intercropping is only possible during the first two years before the

canopy of the oil palm closes. Lack of sunlight makes intercropping

after that impossible.

4/ Civil disorders were a major factor behind the decline in palm oil

production in these two countries. Production was disrupted in

1964-67 in Zaire and in 1967-69 in Nigeria.

5/ See Chart 2.
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Though Malaysia is now the world's leading producer of palm oil, the decline

in West African palm oil production has recently been reversed, as rising

per capita demand for fats and oils has led to large investments in oil palm

in several West African countries.

28. World output of palm oil is expected to grow at an average rate

of 9.5 percent a year during the period 1975-80. Most of this expansion

is the result of plantings of the sixties, which are now reaching maturity,

and of improved yields. The real price of palm oil is projected to remain

around its current low level. Although this price is still well above the

production costs of efficient producers, it will be less than satisfactory

for marginal producers (independent smallholders and producers from wild

groves). Continued low palm oil prices and a strengthening of the markets

for natural rubber, which competes for land with oil palms in southeast

Asian producing countries, could slow the pace at which Malaysia and Indo-

nesia expand their oil palm acreage in the latter part of the forecasting

period. Overall, palm oil production is likely to expand at a slower rate

(5.1 percent a year) between 1980 and 1985.

29. Malaysia will account for a major part of the future increase in

output because of its extensive recent plantings of high-yielding varieties.

These plantings covered 290 thousand hectares of land between 1961 and 1971,

and there are plans to bring an additional 100 thousand hectares under oil

palm 'aiE7ing 1976-80. Malaysia's output may thus increase to between 2.2

million and 2.5 milion metric tons by 1980. By 1985, Malaysia's palm oil

production is projected to reach between 3.9 million and 4.0 million tons.

30. A smaller yet significant increase in output is expected in

Indonesia, where new plantings amounted to 25 thousand hectares in 1961-

71. Indonesia will have doubled its oilpalm acreage between 1972 and 1976.

Current plans indicate a further expansion by 50 thousand hectares during

1976-80, with an equally important contribution to additional output from

replantings and other forms of rehabilitation of old stands.

31. In West Africa, the Ivory Coast expanded the area under oil palm

cultivation to 30 thousand hectares by 1974. During 1974-80, palm oil out-

put is projected to increase by 85 percent. Nigeria is not expected to

raise its palm oil production significantly between 1976 and 1980; for the

remainder of the seventies output will remain at its current level of about

450 thousand tons. The Nigerian Government's plans for planting and replant-

ing have not materialized thus far: 90 percent of Nigeria' output comes still

from wild groves. As a result of aging trees and increasing difficulties in

finding the necessary labor for maximum exploitation of the groves, Nigeria

may become a net importer of palm oil by 1980.

32. World exports of palm oil followed roughly the expansion pattern

of palm oil production (Charts 2 and 3); they grew at an average rate of 2.8

percent a year between 1960 and 1970, slightly below the 3.2 percent growth

rate estimated for palm oil production. Towards the end of the sixties

exports began to pick up, reaching an average annual growth rate of 18.5

percent between 1970 and 1975. Malaysia, Indonesia and the Ivory Coast

accounted for most of the rapid expansion of palm oil exports.



- 13 -

CHART IV

PRICES AND EXPORT PRICE INDEXV OF SELECTED FATS AND OILS, 1960-75
(IN CONSTANT 1974 U.S. DOLLARS PER METRIC TON)
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33. An increasing share of the palm oil produced in West African

countries is consumed domestically. Between 1955 and 1974, palm oil ex-

ports from West African countries dropped by 60 percent. The drop was par-

ticularly evident in the case of Nigeria, whose market share fell from over

30 percent during the late fifties to less than one percent in 1974 (Chart

3). The decline in exports largely reflects the shortfall in Nigerian palm

oil production during the civil war years and its slow recovery, paired

with steadily rising domestic demand for edible oils.

34. Increasing consumption of palm oil in producing countries, mainly

in Indonesia and West African countries, is expected to slow down the expan-

sion of palm oil exports. We project that palm oil exports will grow at an

average rate of 11 percent between 1975 and 1980; the growth rate will decline

to 9 percent between 1980 and 1985. The share of palm oil in world trade of

fats and oils will increase from 6.0 percent during 1967-69 to a size closely

approaching that of soybean oil -- 17.5 percent in 1980 and 23 percent in

1985.

1/
C. PRICES

35. Although prices for fats and oils fluctuated widely during the

past two decades (1955-75), they displayed no clear trend (Chart 4).

Price fluctuations reflect simultaneous increases or shortfalls in pro-

duction and exports of major fats and oils. They are usually related to

changes in the normal weather pattern (typhoons that affect coconut har-

vesting in the Philippines, a drought that reduces soybean yields in the

United States, etc.) The sudden increase of fats and oils prices during

1973-74 was mainly the result of simultaneous production shortfalls in

coconut oil and groundnut oil.

36. We project a decline in real prices of fats and oils during

1975-80. The major assumptions underlying this projection are:

(a) An oversupply of fats and oils caused by:

(i) the rapid acreage expansion of oil-bearing tree crops

in recent years; and

(ii) the growing demand for oilseed meals;

(b) A declining market potential for fats and oils in developed

countries, where per capita consumption approaches the

saturation level. Demand for fats and oils in these

1/ In this section "price" of fats and oils refers to the weighted average

price of fats and oils.
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countries is likely to come mainly from the development

of new products or end-uses and population growth.

37. Prices of fats and oils during 1980-85 will depend largely on the

capability of developing countries to absorb the projected increase in fats

and oils supply. For this period, a slight rise in real fats and oils

prices is projected, on the assumption that producers will reduce plant-

ings in response to declining prices during the first half of the decade

and that developing countries will absorb an increasing share of the total

output of fats and oils.

38. Technological improvements in refining and manufacturing and the

resulting increases in interchangeability of fats and oils have had three

distinct effects on prices. First, prices have become more important in the

manufacturer's choice of oils (or fats). Second, price differentials among

fats and oils have declined. Third, the increased possibility of substitu-

tion has encouraged the use of cheaper oils, such as soybean oil and palm oil

at the expense of high-priced oils such as butter and olive oil. This has

tended to depress the general price level of high-priced oils.

39. The level of palm oil prices relative to those other fats and oils

depends on the share of palm oil in total fats and oils exports. Chart 5

illustrates the effect of increasing palm oil exports (relative to soybean

oil exports) on palm oil prices. The effect of increased supply on palm

oil prices is aggravated by the fact that the market for soft oils expands

faster than the market for hard oils (coconut oil, palm kernel oil, palm

oil). Although it is physically possible to substitute hard oils for soft

oils, the costs of dehydrogenation are high, and the rapidly growing output

of hard oils can be marketed only at lower prices than those of soft oils.

We project therefore a price differential of about 20 percent by 1985 between

palm oil and its main competitor, soybean oil. Soybean oil prices (in 1974

constant US dollars) are projected at 395 US dollars per ton (CIF European

ports) in 1985, whereas palm oil prices are projected at 320 US dollars for

that year.

40. - The declining trend of relative prices for palm oil (and other

hard oils) could be reversed through: (a) a reduction in refining costs

(easing the interchangeability of these oils with the soft oils in known

end uses); and (b) the development of new end uses.

II. IMPLICATIONS FOR THE BANK GROUP

A. Past Lending for Oil Palm

41. During the past ten years (1965-75), the World Bank Group has

participated in 22 oil palm projects, in nine countries: Benin, Cameroon,

Ghana, Indonesia, Ivory Coast, Malaysia, Nigeria, Papua New Guinea, and

Sierra Leone. Loans for these products totalled US$272 million. The



- 17 -

combined output of palm oil from these projects is estimated to reach 475

thousand tons by 1980, 700 thousand tons by 1985 and 745 thousand tons

by 1990. (Annex I, Table 14). According to Bank staff projections the

contribution of these projects to world palm oil supplies will be 10.3

percent in 1980 and 11.9 percent in 1985. 1/ Their impact on world fats

apd oils production is insignificant. Considering that the share of palm

ofI-in the production of all fats and oils is projected at 8.7 percent in

1980 and 10.1 percent in 1985, the output from Bank-supported palm oil

projects will add about 0.9 percent to total world supplies of fats and

oils in 1980, and slightly more than 1 percent in 1985.

42. We estimate that about 30 percent of the combined output from

these projects will be consumed in the countries of origin, and the remain-

ing 70 percent will enter world trade. The proportions vary between coun-

tries. Most of the palm oil produced from the projects in West Africa is

consumed domestically, while the bulk of output from those in South Asia

countries is exported. New oil palm projects in the latter region would

have a greater effect on the international market than new undertakings

elsewhere.

B. Bank Investment Policy for Oil Palm Projects

Economic Rate of Return

43. Projected yields and prices of palm oil and palm kernels are the

main elements in assessing the economic benefits of an oil palm project.

In the past, expected economic rates of return of oil palm projects sup-

ported by the World Bank Group were as high as 17 percent in West African

countries and between 16 and 20 percent in Malaysia and Indonesia. Oil palm
projects will continue to be profitable: First, because increasing oil palm

yields will compensate for declining palm oil prices. Even a decline in palm

oil prices below the level projected above will not reduce benefits if high-

yielding oil palm selections are planted. Second, because palm oil has the

lowest production costs among fats and oils.

44. About 70 percent of all Bank-supported oil palm projects have

involved production by small farmers. Palm oil is the main source of cash

income for most of these families and it enables them to participate more

fully in the market economy. For many areas in the tropics oil palm will

remain a more remunerative crop than the alternatives which land and cli-

mate will permit.

1/ The corresponding share for 1975 was 4.3 percent.
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45. Domestic consumption has claimed and will continue to claim an

increasing share of the palm oil output in West African countries. Several

traditional palm oil export countries (Nigeria and Zaire) may have to import

palm oil in the future. Further expansion of the palm oil industry in these

coutries would raise the per capita supply of fats and oils (and thereby

improve nutrition), and reduce the need fo finance consumption from foreign

exchange.

Recommendation

46. We have argued that investment in oil palm will remain profitable.

Thus we expect that private investors and, in some countries, government

agencies, will continue to finance oil palm projects. We suggest therefore

that the Bank limit its lending to oil palm projects which either:

(a) directly aid low income producers 1/, or

(b) reduce foreign exchange expenditures for

fats and oils imports of countries in
which domestic supplies will be insuffi-
cient to meet their growing demand.

1/ See: Rural Development and Bank Policies: A Progress Report, IBRD

Report No. 558.
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Table1 : WORLD PRODUCTION OF SELECTED OILSEEDS, FATS AND OILS (FAT OR OIL EQUIVALENT),

ACTUAL 1960, AVERAGE 1967-69, 1975 PROJECTED 1980 AND 1985

(In 1000 Metric Tons)

1960 1967-69 1975 19M01

Fat/oil 1000 MT % Share 1000 MT % Share 1000 MT % Share 1000 MT % Share 1000 MT % Share

Soybean Oil 3,295 12.3 5,358 15.5 8,550 19.2 11,900 22.4 13,500 23.2

Sunflowerseed oil 1,665 6.2 3,652 10.5 4,,070 9.2 5,200 9.8 5,00 9.3

Cottonseed Oil 2,165 8.1 2,310 6.7 3,005 6.8 3,6OO 6.8 3,700 6.5

Groundnut oil 2,555 9.6 3,248 9.8 3,245 7.3 3,600 6.8 3,800 6.5

Rapeseed Oil 1,105 4.1 1,655 4.8 2,1495 5.6 2,800 5.3 3.,000 5.2

olive oil 1,180 4.14 1,307 3.8 1,500 3.4 1,600 3.0 1,700 2.9

Palm Oil 1,250 4.7 1,382 4.0 2,925 6.6 4,600 8.7 5,900 10.1

Coconut oil 1,955 7.3 2,072 5.9 2,515 5.7 3,000 5.6 3,200 5.5

Palm Kernel Oil 440 1.7 383 1.1 695 1.6 900 1.7 1,000 1.7

Fish Oil i 462 1.7 1,058 3.0 1,250 2.8 1,300 2.4 1,400 2.4

Butter 3,855 14.7 4,017 11.6 5,135 11.5 5,300 10.0 5,500 9.4

Tatow 3,050 11.h 4228 12.2 5,085 11.4 5,500 10.2 5,900 10.1

Lard 3,733 14.1 3,988 11.5 3,950 8.9 4,100 7.7 4,300 7.3

TOTAL 26,710 100.0 34,658 100.0 44,420 100.0 53,200 100.0 58,300 100.0

Sources: USDA: 1960-69
IBRD: 1975-85



Table 2: WORLD EXPORTS OF SELECTED OILSEEDS, FATS AND OILS (FAT OR OIL EQUTVALENT),
ACTUAL 1960, AVERAGE 1967-69, 1975 PROJECTFD 1980 AT'D 1985

(In 1000 metric tons)

1960 1967-69 1975 1980 1985
Fat/Oil 2000 MT ( Share 1000 FT % Share 1000 T c Share 2000 MT 1 Share 1000 MT I Share

Soyboan Oil 1,h00 19.8 1,991 19.8 3,565 27.1 4,900 28.0 5,700 27.8
Sunflowerseed Oil 265 3.3 1,138 11.3 765 5.8 1,250 7.2 1,300 6.3
Cottonseed Oil 294 4.1 226 2.3 425 3.2 h60 2.6 510 2.5
Oroundnut Oi1 826 11.4 1,037 10.3 745 5.7 910 5.1 950 1.6
Raneseed Oil 92 1.3 h39 4.4 7L5 5.7 920 5.3 1,020 5.0
Clve Oil 69 1.0 82 0.8 63 0.5 100 0.6 110 0.6
Palm Oil 587 8.1 607 6.0 1,800 13.7 3,050 17.5 1,690 22.9
cconut Oil 1,152 15.9 1,182 11.8 1,1,25 10.8 1,650 9.4 1,750 8.5
Palm Kernel Oil 107 5.6 299 3.0 396 3.0 120 2.4 135 2.1
Fish Oil 222 3.1 672 7.7 600 h.6 740 4.2 790 3.9
Butter 126 5.9 5114 5.1 717 5.5. 790 1.5 830 .1
TAllow 1,076 14.9 1,4147 14.4 1,400 10.7 1,820 10.14 1,950 9.5
Lard 407 5.6 409 4.1 490 3.7 4110 2.5 160 2.2

TOTAL 7,243 100.0 10,043, 100.0 13,136 100.0 17,480 100.0 20,495 100.0

Sources: USDA: 1960-69
IBRD: 1975-85



Table: PRICES AND PRICE INDEI OF SELECT& FATS AND OILS 1/ CIF EUMIPE, 1960-1980 AND 1985

(In US dollars per metric ton)

Year Soybean Sunflower Cottonseed Groundnut Rapeseed Olive Palm Coconut Palm Kernel Fish Lard Butter Tallow Price Index

1960 225 243 235 326 219 585 228 312 317 155 21h 851 142 33.5
61 287 311 305 331 280 561 232 254 263 139 225 706 158 33.1
62 227 2h6 266 275 221 631 216 251 255 10h 218 822 137 30.5
63 223 236 243 268 215 8n1 222 286 287 160 216 900 111 32.3
64 205 255 250 315 252 586 240 297 299 203 251 931 168 34.1

1965 270 294 278 324 263 663 273 3118 353 217 293 918 200 38.2
66 261 263 333 296 244 661 236 324 271 196 282 833 180 34.9
67 216 212 378 283 206 690 22h 328 249 127 205 817 144 31.2
68 178 172 305 271 161 681 169 399 367 99 169 709 129 28.6
69 228 213 291 332 200 666 181 361 306 150 216 709 166 32.2

1970 307 331 354 379 293 699 260 397 h29 218 271 733 202 41.0
71 323 375 392 f1 295 727 261 371 335 221 262 1,048 196 h3.6
72 270 326 324 426 232 916 217 234 2h14 182 251 1,209 179 37.3
73 465 480 500 5h6 395 1,399 378 513 1191 32 373 975 356 59.1
74 795 983 939 1,077 745 2,174 669 998 1,010 559 602 1,216 448 100.1

1975 619 739 726 857 551 2,136 433 393 1439 344 179 1,669 340 75.5
76 376 600 645 675 390 2,350 370 340 360 330 410 1,760 380 62.4
77 16 615 648 711 416 2,168 397 403 423 337 383 1,719 370 64.5
78 h64 628 650 755 450 2,000 433 485 485 343 428 1,670 371 68.0
79 514 721 644 796 476 1,833 471 583 568 353 460 1,626 376 72.6

1980 568 689 640 836 506 1,675 509 693 657 361 509 1,568 361 76.3

1985 910 1,013 1,130 1,320 835 2,790 737 1,094 1,060 610 795 2,556 592 120.2

1f Descriptions:

Soybean Oil: Crude, US, CIF Rotterdam. Coconut Oil: Philippines/Indonesian, bulk, CIF Rotterdam. For 1973, Dutch, 5%, ex-mill;
Sunflower Oil: Any origin, ex-tank Rotterdam. prior to 1973, White Ceylon, 1%, bulk, ex-tank Rotterdam.
Cottonseed Oil: US, PBSY, CIF Rotterdam. Palm Kernel Oil: West African, CIF UK.
Groundnut Oil: Nigerian/oambian/Any Origin, CIF Europe. Fish Oil: Any origin, crude, CIF Europe. Prior to March 1973, Peruvian, semi-refined.
Rapeseed Oil: Dutch, FOB ex-mill. Lard: EEC refining quality, CIF UK. Prior to February 1973, US, Prime Steam, CIF UK.
Olive Oil: Spanish, edible, 1% drums. Butter: Dutch, bulk, unsalted, UK markets.
Palm Oil: Malaysian, 5%, CIF UK. Tallow: US, balk, bleachable fancy, CIF Rotterdam.

Price Index weighted by current world exports (1974-100).



PRICES A4D PRICE IkDEX OF SELECT FATS AND OILS 1/ CIF ELROPE, 1960-1980 AND 1985
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Table 5: AVEAGE PICE RATIOS OF SELECTD FATS/OILS
A:ND SOYBEAN, TREND ANALYSIS

Averaes- Tread Analysis

1955-64 2965-75 Intercept Slope t-Value R

Sunf3 ower . 109 108 1O.71 0.35 1.13 0.06

Groundnut 122 134 11.35 1.-7 2.89 0.31

Cotton seed 103 128 103.h 1.33. 1.91 0.16

Rape seed 104 91 108.96 -1.C5 3.91 0.45

Olive 265 296 238.26 3.91 2.06 O.18

Palm 93 86 9L.87 -0.118 1..3 0.06

Cocon'-, t 115 129 116.38 0.54 0.41 0.01

Palm kernel 115 - 121 113.94 o.36 0.31 0.01

Fish 65 68 63.76 0.29 0.68 0.02

Butter 336 308 3L4..92 -2.15 0.73 0.03

Tallow 64 67 64.38 0.12 0.14O 0.01

Lard 101 92. 110.07 -1.31 3.18 0.35

Source: Computed from-prices in Table 3.



Table 6: CORRELATION MATRIX OF PRICEOS FOR SFLECTED 1ATS AND OTIS

Sun- Ground- Cotton- Rape- Coco- PIli
Fat/Oil flower nut seed seed Olive Palm nut Kerne] Fish Butter Tallow Lard

Soybean .99 .7 .96 .98 .92 .97 .79 .24 .99 .69 .96 .96

Sunfl ower .98 .96 .98 .92 .97 .80 .2 . .71 .96 .93

G'rouundnut .97 .9 )t9 9 .1 . 9 .7h 9 8

Cottonseed .92 .93 .96 .3)! .8 .91 .66 .92 .87

Rapeseed .88 .9 .79 .1 .93 .63 .92 .97

Olive .21 .8

Palm .33 .2 .97 .62 .99 .9]

Coconut .98 .86 .32 .32 .69

Palm Kernel .90 .39 .89 .71,

Fish .60 .97 .9]

putter .6

Tall ow .91

Source: Cormuted from prices shown An Table 3.



Table 7: PALM OIL PRDUCTION IN MAJOR PpODUCING COUNTRIZS, FI=F-YEAR
A7FRAGFS AND PERCENTAGF SHARES 1955-7L 1/

1955-59 1960-64 1965-69 1970-74
Country 1000 MT Percent 1000 c Percent 1000 MT Percent 1000 MT Percent

Western Africa 536.06 46.69 763.64 59-93 750.98 53.88 995.23 43.02

Nigeria 433.26 37.74 497.98 39.09 Uil~60 30.9b 53340 23.6

Ghana 32.20 2.53 49.20 3.53 61.00 2.64

Liberia 39.94 3.48 40.48 3.18 41.20 2.96 7.00 0.30

Sierra Leone 36.20 2.84 41.40 2.97 58.00 2.51

Dahomey 13.80 1.20 38.30 3.05 32.92 2.36 42.60 .

Ivory Coast 7.06 0.61 22.86 1.79 70.50 2.19 91.48 3.95

Togo 1.=8 0.12 0.64 0.05. 2.80 0.20 C.70 0.20

cameroonl 13.50 1.61 38.64 3.03 48.36 3.47 57.60 29

Cent.African ReP. 0.14 0.01 0.88 0.07 0.64 0.05 0.50 0.02

Congo, PR 2.90 0.25 6.62 0.52 6.18 0.4L 6.14 0.27

.c Guinea 2.28 0.20 3.12 0.24 3.96 0.28 4.16 0.18
- 1.56 0.11 2.48 0.11

Gambia 0.42 0.04 1.-2 0.1 2.08 0.15 2.02 0.09

Guine., 8.80 0.69 13.80 0.99 4o.5° 1.75
Guinea-Bissau 6.40 0.50 8.00 0.57 8.00 0.35

Sto Tome,/P-incie 2.26 0.20 1.78 0.14 1.18 0.08 0.99 0.04

Angola 14.10 1.23 26.80 2.10 35.60 2.55 74.60 3.22

Fastern Africa 225.80 19.67 225.04 17.67 172.58 12.58 182.32 7.90

Tanzania 0.10 0.01 0.32 0.03 0.78 O.0 1.77 0.07

Burundi 1.42 0.12 1.00 0.08 1.00 0.07 1.00 0.04

Zaire 224.28 19.54 223.72 17.56 170.30 12.25 130.18 7.79

Latin America - Caribbean 17.56 1.53 27.67 2.18 53.48 3.84 92.16 3.98

Brazil - 0.10 10.22 0.73 0-78 0.29

Colombia - 0.01 0.00 9.72 0.70 38.62 1.67

Costa Rica 3.36 0.29 6.00 0.47 10.00 0.72 14.44 0.62

Ecuador - .46 0.04 2.52 0.18 6.00 0.26

cnd-as - 1.12 0.09 1.40 0.10 7.28 0.32

Mexico 11.92 1.04 13.36 1.05 13.00 0.93 n.32 0.49

Paraguay 0.78 0.07 3.94 0.31 5.12 0.37 7.72 0.33

Venezuela 1.50 0.13 1.50 0.12 1.50 0.11

East Asia - Pacific 218.64 19.05 256.00 20.10 416.86 29.90 1.o4.1 45.10

China ReP. .. 40.00 1.73

Indonesia 155. 2-2 13.52 147.52 11.58 176.42 12.65 273.72 11.84

Malansia 63.42 5.53 108.48 8.52 240.44 17.25 728.10 31.47

Philippilnes -1.49 m~6

Others 149.94 1._6 1.47 0.12

World Totl 100.00 1.273.82 100.00 1,393.90 100.00 2.313.52 100.00

1/ Production data for 1974 and 1975: 13RD estimte.
Source: FAO



Table 8: PAIL- om 0r =trrs IN mJOR ?otem COmrrrtS, 7I7E-YmAR
A7ERAGES AND PERWrA2E SFAPES, 1955-7L 1/

19c5-59 1960-,IA 1965-69 2970-7L
Count.- 1000 !' Percent 1000 ?T Percent ICO T Percent 100C MT Percent

WE3sw!R AFRICA 212.L6 36.76 191.67 31.30 105.-5 !4.96 86.02 6.39
Nigeria 1O.LO 31.21 117.6L 2L.11 65.23 9.25 5.96 .Lh
Ghana .06 .00 .30 .Ch -
Liberia .^2 .23 .02
Sierra Lone .62 .12
Dahomey 22.6L 2.20 11.61 1.9 10.A6 1.51 11.65 .P6
Ivory Coast 1.2L .20 .88 .1h .92 .13 48.90 3.62
Togo .66 .11 .L3 .07 0.00 .01 1.09 .08
Cameroon .L6 .04 8.26 1.3s 8.L2 1.19 7.35 .56
Cent. Afr. Ren. .01 .01 .00 0.00 .00 .00 .00
Congo, Peo. Pep. 2.99 .52 3.31 .54 0.66 .09 -
Ec. Guinee 2._1 .9 2.91 .7 5.03 .L2 3.00 .22
Gabon .09 .01 1.07 -15 .22 .X1
Gam-cia
Gui nes
Cuinea-aassau .60 .10 .07 .01 0.08 .01 .08 .00
Sao Tme/Prncine 1.33 .23 .95 .15 0.Z6 .07 .19 .01
Angola 9.79 1.52 15.L5 2.52 13.hL 1.90 '.3c .

FASTEa.!r AFRICA 16C.53 27.78 1L8.87 2Lk.31 12h.2k 16.21 89.98 6.67
Tanpania .08 .01 0.05 .00 .0 .00
Burundi -
Zaire 160.5i 27.71 1L3.79 2J1.30 11).19 16.20 3 89.97 6.67

T.T1 A:mICA-ARlBBEAN 16 .03 2.28 .37 3.67 .52 5.22 .38

Colomota
2esta ica .01 0.39 .06 .17 .02 .19 .01
Ecuador '
Honduras .15 .03 .Ls .02 0.83 .11 .49 -03
Mexico
?arauar 1.75 .28 2.67 .37 L.54 .33
7eneruela

ZAST ASIA-PAC-iTC 118.33 32.8 222.31 36.31 385.Lh 54.69 903.67 67.05
dhina Ren.
Idonesda 121.17 20.96 113.88 18.60 153.56 21.78 229.70 17.0L

Ma1aysia 67.16 11.62 108.k3 17.71 231.38 32.90 673.97 50.00
Philippines

EMNA 0.09 .01 .67 .h
aain .00 .00

Lebanon .00 .00
Portugal .67 .04
Stain 0.09 .01
Syrian Arab Rep.

OTHERS 16.1h7 2.85 47.01 7.67 95.93 13.61 262.15 19.45
Austria -
2elgium-Lurembourg 6.81 1.18 7.73 1.25 4.96 .70. 2.72 .20
Czechoslovakia .47 .08 -
Denmark .0 .01 .07 .01 1.59 .22 .1C .00
France .72 .12 1.65 .26 .65 .09 1.47 .10
Germany, FR 2.8R .119 3.12 .50 3.5L .50 7.2L .53
Hong Kong .0 .01
r.dia .02 .00 .00

Italy 0.10 .01 .lk .01 .61 .04
Japan .18 .02 .11 .01 .L3 .03
Mali
Netherlands .38 .76 5.45 .89 10.00 4.a1 k7.40 3.51
Nicaragua .24 .03
Niger .0L .01
Norway
Papua-New Ouinea k-33 .32
Singapore 27.02 h.1l 74.15 10.52 196.L3 1L.57
Sweden .67 .11 .28 .04 .16 .02 .5 .ch
Uganda .37 .06 .33 .OI .05 .00
United Kingdom .kk .08 .80 .13 .30 .04 .83 .06

OPID TTAL 577.95 100.00 612.23 100.00 7.7310 1.37.7 100.00

l/ Palm Oil export data for 1974: =RD estimate.

Scirce: FAO
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Table 9: CONTIED

1955-59 2960-64 1965-69 1970-74Country 1000 KT Percent 1000 hTe Percent 1000 Hr Percent 1000 !a Percent

LAC 3.95 0.66 5.2S 0.92 L.56 0.72 6.27 0.50Argentina 0.43 0.07 0.26 0.0Oh 0.05 0.00 0.05 0.00
Barbados 0.00 .00 0.00 .00 0.02 0.00 0.06 0.00
Brazil 0.41 0.06 0.00 .00 0.06 0.00 0.05 0.00
Chile 0.00 .00 0.CO2 0.07 1.43 0.2? 0.02 0.00
Colombia 0.52 0.08 1.11 0.19 0.00 .00 0.00 .00
Costa Rica 0.02 0.00 1.08 0.18 1.62 0.25 0.16 0.03
Ecuador 1.33 0.22 1.51 0.26 0.94 0.14 5.39 0."43El Salvador 0.00 .00 0.01 0.00 0.00 .00 0.00 .00
Ouatema)a 0.04 0.00 0.01 0.00 0.02 0.0 0.00 .00
Guyana 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Honduras 0.00 .00 0.29 0.05 0.00 .00 0.06 0.00
Jamaica 0.00 .00 0.02 0.00 0.00 .00 0.00 .00
Martinique 0.00 .00 0.00 .00 0.00 .00 0.01 0.00
Mexico 0.97 0.21 0.17 0.02 0.19 0.03 0.16 0.0:
Nicaragua 0.00 .00 0.01 0.C0 0.19 0.02 0.00 .00
Peru 0.00 .00 0.09 0.01 0.06 0.00 0.01 0.00
Trinidad 0.17 0.02 0.00 .00 0.00 .00 0.00 .00
Venezue2a 0.16 0.02 0.27 0.0 0.00 .00 0.00 .00-

OTHERS 532.52 90.13 178.28 84.11 521.97 82.,1 9h1.59 75.L5
Australia 0.39 0.06 2.19 0. L3 2.96 0.L46 10.01 0.30
Austria 2.59 0.43 1.28 0.22 0.19 0.03 3.2L 0.:
Bel Lux 1-1. 41 7.00 10.19 7.06 26.51 4.19 25.06 2.00
Canada 37.35 2.93 11.53 2.02 11.08 1.75 18.32 1.16
Denmark 12.OL 2.03 3. 5L 0.67 1.58 0.2L 8.56 0.68
Faeroes Isi. 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Finland 0.98 0.26 0.05 0.00 0.02 0.00 0.82 0.06
France 29.99 5.07 34.90 6.13 38.00 00 0 19.11 3.93
Germany FR 72.1h3 12.25 86.57 15.22 115.07 18.19 1150.140 li.2
Iceland 0.00 .00 0.01 0.00 0.00 .00 0.00 .00
Ireland 3.13 0.52 14.11 0.72 3.16 0.L9 h.25 0.3L
Italy 15.52 2.62 27.59 4.85 38.18 6.03 51.71 4.11Japan 19.77 3.34 15.30 2.69 25.70 1.06 70.35 5.63
Netherlands 80.B0 13.67 7L.50 13.10 69.32 10.95 137.56 11.02
New Zealand 0.00 .00 0.01 0.00 0.01 0.00 0.36 0.02
Norway 1.03 0.17 0.64 0.11 0.22 0.03 9.93 0.79
Portugal 9.73 1.64 14.29 2.51 15.18 2.U1 18.85 1.51
S. Africa 0.93 0.16 0.00 0.00 0.11 0.01 0.97 0.07
Spain 3.140 0.57 0.22 0.03 2.39 0.37 5.70 0.15
Sweden 1.98 0.33 2.03 0.35 2.54 0.L-0 7.50 0.60
Switzerland 1.53 0.25 1.55 0.27 2.59 0.0 h.93 0.39UK 197.05 33.35 136.70 24.01 122.85 19.h2 212.13 16.99
US 15.02 2.54 15.25 2.69 37.15 5.87 117.86 22.384
Yugoslavia 0.70 0.11 1.11 0.19 1.31 0.20 0.1 0.01

China PR 0.06 0.01 0.03 .0.00 0.32 0.05 0.00 .00Cuba 0.07 0.01 0.00 0.00 0.00 .00 0.00 .00
Czechoslovakia 0.56 0.09 0.72 0.12 0.79 0.12 5.27 0.42
Fungary 3.09 0.52 1.0 0.18 0.54 0.08 0.12 0.00
Poland 0.93 0.15 1.08 0.18 1.84 0.29 8.1l 0.67USSR 0.00 .00 1.22 0.21 2.06 0.32 0.00 .00

WORLD TOTAL 590.81 100.00 568.57 100.00 632.59 100.00 1,247.88 100.00
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Table 9: PALM OIL IPORTS BY MAJOR IMPORTINI CTNTPIES,
FIVE-YEAR AVEPAGES AND PERCENTACE SHARES

19c5-59 1960-6h 1965-69 1970-74
Country 1000 MT Percent 1000 MT Percent 1000 MT Percent 1000 MT Percent

FAST AFRICA 3.56 0.60 h.10 0.72 8.76 1.38 18.86 1.51
Kenya 1.52 0.25 1.76 0.30 5.91 0.93 13.36 1.07
Yozambioue 0.00 .00 0.00 .00 0.50 0.07 0.88 0.07
Niger 0.00 .00 0.00 .00 0.05 0.00 0.18 0.01
Rhodesia 0.57 0.09 0.36 0.06 0.30 0.01 0.50 0.01
Sudan 1.15 0.29 0.16 0.02 0.07 0.02 0.05 0.00
Tan7ania 0.04 0.00 0.06 0.01 0. 1 0.06 3.56 0.22
Uganda 0.28 0.01 1.76 0.30 1.13 0.22 2.29 0.18
ZambIa 0.00 .00 0.00 .00 0.06 0.00 0.c 0.00

WFS' AFRICA 2.86 0.18 3.61 0.63 6.61 1.0h 9.64 o.6(
Angola 0.00 .CO 0.06 0.01 0.31 0.05 0.05 0.Co
Cameroon 0.57 0.09 0.15 0.02 0.78 0.12 0.01 0.00
Car 0.00 .00 0.19 0.03 0.93 0.11 1.56 0.12
Congo 7R 0.00 .00 0.1C 0.01 0.08 0.01 0.L9 0.03
Dahomey 0.00 .00 0.00 .00 0.00 0.00 0.00 .00
Eq. uinea 0.59 0.09 0.00 .00 0.00 .00 0.00 .00
Gabon 0.00 .00 0.00 .00 0.00 .00 0.00 .00Garbia 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Ghana 0.00 .00 0.21 0.03 1.L5 0.22 3.78 0.30Guinea 0.02 0.00 0.00 .00 0.00 .00 0.00 .00
Ivory Coast 0.90 0.15 2.55 0.11 1.91 0.30 0.00 .00
Liberea 0.00 .00 0.00 .00 0.0h 0.00 0.00 .00Mali 0.00 .00 0.17 0.02 0.12 0.01 0.75 0.06
Sengal 0.20 0.03 0.01 0.00 0.73 0.12 1.,P6 0.1LSierra Leone 0.00 .00 0.02 0.00 0.12 0.01 0.11 0.00
Togo 0.58 0.09 0.15 0.02 0.03 0.00 0.00 .00

EAST ASIA AND PACIFIC 11.19 1.91 37.56 6.60 76.67 12.12 229.97 13.L2
Khmer Rpe. 0.19 0.03 0.00 .00 0.00 .00 0.00 0.00
China Rep. 0.08 0.01 0.00 .00 0.00 .CO 1.62 0.12
Fiji 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Hong Kong 0.02 0.00 0.00 .00 0.00 .00 0.17 0.01
Korea Rep. 0.28 0.04 0.00 .00 0.14 0.02 1.03 0.09
Malaysia 5.81 0.98 3.98 0.70 0.12 0.01 1.37 0.10Papua/Hi 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Philirnines 5.05 0.85 h.99 0.87 6.99 1.10 4.32 0.31Singanore 0.00 .00 28.5L 5.01 69.31 10.96 221.36 17.73Thai~and 0.03 0.00 0.05 0.00 0.08 0.01 0.10 0.00

SOUTH ASIA 26.97 4.56 31.13 6.00 8.39 1.32 33.70 2.70
Banglaaeh 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Burma .09 0.01 0.00 .00 0.00 .00 0.00 .00
Sri Lanka 0.00 .00 0.00 .00 0.75 0.11 0.50 0.01
India 17.h2 2.94 31.13 6.00 5.52 0.87 23.27 1.86
Pakistan 0.00 .00 0.00 .00 2.12 0.33 9.93 0.79

ENA 9.46 1.60 5.64 0.99 5.63 0.88 8.85 0.70Algeria 1.87 0.31 0.65 0.11 0.72 0.11 1.00 0.08
Bahrain 0.00 .00 0.00 .00 0.00 .00 0.00 .00Cyprus 0.00 .00 0.00 .00 0.00 .00 0.06 0.00
Iran 3.23 0.51 0.00 .00 0.00 .00 0.00 .00
Israel 0.12 0.02 0.37 0.06 0.78 0.12 1.08 0.08
Jordan 0.13 0.02 0.72 0.12 1.91 0.30 3.13 0.25Kuwait 0.00 .00 0.06 0.01 0.03 0.00 0.00 .00Lebanon 0.08 0.01 0.13 0.02 0.11 0.01 0.07 0.00Libyan AR 0.00 .00 0.01 0.00 0.06 0.00 0.12 0.00Malta 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Morrocco 0.41 0.06 0.27 0.01 0.06 0.00 0.00 .00Syrian 3.51 0.59 3.10 0.59 1.92 0.30 3.39 0.27Turkey 0.00 .00 0.00 .00 0.01 0.00 0.00 .00UAR 0.13 0.02 0.03 0.00 0.00 .00 0.00 .00



Tble 10: OI PALM YTFLDS

Age of Tree Kernel in Palm Kernel Palm Kernel

Years after FFB 011 in FFB Oil FFB Kernel oil 1/ Total Oil Cake 2/

Planting (MT/acre) (Percent) (MT/acre) (Percent) (MT/acre) (MT/acre) (MT/acre) (MT/acre)

3 2.40 15.00 0.360 3.6 0.086 0.040 0.400 0.042

4 4.80 16.50 0.792 3.9 0.187 0.088 0.880 0.091

5 7.75 17.75 1.376 4.2 0.326 0.153 1.702 0.158

6 8.95 19.25 1.723 4.5 0.403 0.191 1.914 0.195

7 10.00 20.00 2.000 4.5 0.450 0.222 2.222 0.218

8 10.50 21.50 2.258 4.5 0.473 0.251 2.509 0.229

9 10.50 22.00 2.310 4.5 0.473 0.257 2.567 0.229

10 10.30 22.00 2.266 4.5 0.464 0.252 2.518 0.225

11 10.10 22.00 2.222 4.5 0.455 0.247 2.469 0.221

12 9.90 22.00 2.178 4.5 0.446 0.242 2.420 0.216

13 9.70 22.00 2.134 4.5 0.437 0.237 2.371 0.212

14 9.50 22.00. 2.090 4.5 0.428 0.232 2.322 0.208

15 9.30 22.00 2.046 4.5. 0.419 0.227 2.273 0.203

16 9.10 22.00 2.002 4.5; 0.410 .0.222 2.224 0.199

17 8.90 22.00 1.958 4.5 0.401 0,218 2.176 0.195

18 8.70 22.00 1.914 4.5 0.392 0.213 2.127 0.190

19 8.50 22.00 1.870 4.5 0.383 0.208 2.078 0.186

20 8.30 22.00 1.826 4.5 0.374 0.203 2.029 0.181

21 8.10 22.00 1.782 4.5 0.365 0.198 1.980 0.177

22 7.90 22.00 1.738 4.5 0.356 0.193 1.931 0.172

23 7.70 22.00 1.694 4.5 0,347 0.188 1.882 0.168

24 7.50 22.00 1.650 4.5 0.338 0.183 1,833 0.164

25 7.30 22.00 1.606 4.5 0.329 0.178 1.784 0.160

* Yields are based on estates planted with higher yielding varieties (D by P palms), 60 palms

per acre.

1/ Assuming a ratio of palm oil to palm kernel oil of 90:10.

2/ Assuming a yield of 48.5 tons of cake per 100 Mr of palm kernels.

Source: IBRD



Table 11: ??.CDUlTION COSTS ON A 10,C00-ACFS OIL PALM ESTAT

U.S. dollars

Cost of estate to maturity 4,h00,000
Cost of road collection system 680,000

Cost of oil mill (30 tons of F.F.B. per hour) 1,600,0CO

Cost of staff and workers' quarters 600,000

Cost of administrative centres 80,000

Total establishment cost 7,360,000

Annual cost of capital

5 percent depreciation of US$5,200,000 260,000

10 percent depreciation on US$260,000 226,000

(buildings and machinery)
8 percent inter'st on US$7,360,000 588,800

Tota I,07h,800

Cost per ton of oil

Capital 68.00

Upkeep and cultivation 
26.00

Harvesting and collection 22.00

Manufacture 8.00

General charges 38-00

Forwarding 6.80

Bulking installation 3.20

Tax (ad valorem US$200) 17.50

Total cost per ton of oil f.o.b. 189.50

Source: Technical and Economic Aspects of the Oil Palm Fruit

Processing Industry, UNiIDO.



'"ab1,- 30 sc c 7:E:A CKOTPS OFFTS A lTD OILS

"- Main Iodine Solidificaticn Point
Fat/Oil Fatty Acid Number (Centi'rade)

Soybean Oil Linoleic 121-l12 -18 to -8
Sunflcwer Oil Linoleic 115-135 -19 to -16
Groundnut Oil Oleic 8L-105- -2 to 3
Cottonseed Oil Linoleic 101-107 2 to h
Rapeseed Oil Linoleic 94-105 0
Olive Oil Oleic 78-95 -9 to 0
Palm Oil Stearic/Palmitic LL-56 24 to 30
Coconut Oil Lauric 7-10 lb to 25

Palm kernel Oil Lauric 16-23 19 to 30

Fish Oil 'Linoleic 110-180 -4 to 2h

Tallow Stearic/Palmitic 45-55 30 to 38

Lard Stearic/Palmitic 53-77 22 to 32.

Scurce: IPRD



Table 13: PALM OIL PROJECTS IT 7T 1976-73 LENDINiG PRORM -

Pinancia -T ear Countryr Estimated Annual ield at
Full Production

(metric Tons)

Exprt Local n

17 Papua Mew Guirea -

1977 Ivory Coast 5,000 -
Cameroon - Socanam ih,000 -
Indonesia - SmaiLholder 1C,)0

197- Cameroon/Oamdev 1 ,500 -
Nigerin 12,000
Zaire 100,000 /2

/I in addition to each 1,000 tons of Palm Oil produced, about 100 tons
of Palm-Kernel Oil are Produced.

/2 RehabilJtation of existing nlantations.



T.ve ]I:

WORLD BANK FINANCING OF PALM GIL ON DEVELOPMENT- FY1965-75

2OJECTS/ ESTIVATED

FINANCIAL DATA PERIOD OVER 6/ 4/ SHARE OF PROD.

TOTAL PRO ECTS AMOUNT OF 4/ WHICH PLANTINGS 5/ PALM OIL - ESTIMATED PROD. ESTIMATED MAX. ANNUAL PROD~ AVAILABLE FOR

COUNTRY COST L OAN/CREDIT- PURPOSE CARRIELD OUT AREA- 1970 1975 1980 1985 1990 'EAR EXPORT

(US$Millions) (US$Millions) (Thousand hA) (Thousand Metric ons) (Thousand Metric Tons) (Pecentage)

CAMEROON
West 22.2 9.0 PRODUCTION 1967-74 7.9 - 7.4 20.7 22.4 22.0 1984 22.4 30

East 22.0 9.6 PRODUCTION 1968-73 9.0 - 7.3 26.7 27.6 26.0 1981 27.6 22

DAHOMEY
Hinvi 9.6 5.2 PRODCTION6 1968-70 6.0 - 4.3 10.1 9.0 9.0 1980 10.1 LOO

PROCESS

GHANA
Oi Palm 22.5 .13.6 PRODCTION& 1976-81 10.1 - - - 12.6 14.0 1990 14.0 -

PROCESS
INDONESIA

Ist North Sumatra 32.0 12.7 PRODUCTION& 1969-73 13.7 0.3 18.4 68.5 /8.0 67.0 1980 68.5 75-80

PROCESS

2nd North Seumatra 31.7 13.2 PRODUCTION& 1970-74 8.0 - 9.5 39.8 42.0 40.0 1982 42.0 75-80

PR OCESS
Ag. Estate Project 21.9 3.4 PRODUCTION& 1973-78 7.4 - - - - 28.0 1992 30.0 5

PROCESS
North Somatra Devt. 10.0 2.5 PRODUCTIONA 1974-77 3.3 - 1.0 5.0 12.0 L990 12.0

Project PROCESS

2/TRY CAST

2st il Palm 29.1 17.1 PREDUCTION& 1968-71 16.0 - 23.2 39.0 38.0 38.3 1979 39.0 20-60

PROCESS
e.' 2.2. Palnm '.7223222 _112~. -.3 - 9.0 1982 v.9

PR01
3rd Oil Pal, 12.3 2.6 PRODUCTION 1974-79 10.5 - - 17.8 30.8 30.0 2984 30.8 50-v0

MALAYSIA
1st Jengka 29.2 9.5 PRODUCTION 19t7-70 11.1 - 40.0 56.0 55.0 54.0 1981 37.0 160

2n1d Jengka 38.0 8.6 PRODUCTION 2971-72 6.7 - 6.5 32.0 30.0 27.7 1382 33.0 100

3rd .engka 49.8 15.0 PRODUCTION& 1973-76 0.0 7.0 .3.0 44.0 1987 .7.0 I00

PROCESS

Jehore Tenggara 89.3 40.0 PRODUCTION& 1973-76 26.2 75.0 123.0 110.0 1985 123.0 100
PROCESS

Keratong Land Settlement 98.7 36,0 PRODUCTION 1973-77 22.3 -5.0 ?0.0 90.0 2985 L00.2 100

NIGERIA 193 25.03I
Western Slate 34.0 27.0 PRODUCTION 2372-l0 2O.0 - - 2.6 17.8 25.3 199 25.3-

Eastern State .5 19.0 PRODUCTION&
PROCESS 1973-80 in. . - .8 23.3 35.2 1988 35.7

Mid Wentern State 59.8 29.5 PRODUCTION& 1971-82 R5.8 . - 0.8 24.0 38.2 199L 38.4
PROCESS

PAPUA NEW GUINEA
New Britain lst 2tage 3.3 1.5 PRODUCTION& 1969-72 1.9 - 5.7 8.4 8.5 6.0 1981 8.5 100

PROCESS

New Britain 2nd Stage 3.9 2.2 PRODUCTION 1970-75 3.1 - 0.7 12.6 14.4 14.0 1984 14.4 100

SIERRA LEONE
011 Palm 1 5.6 2.4 PRODUCTION& 1973-75 0.9 - 2.1 4.3 4.3 4.0 1981 4.3

PROCESS

TOTAL 677.9 272.2 219.0 0.3 125.1 475.0 .98.6 745.. 792.4

1/ Estimates are made on projections as at the time of appraisal.
2 Projects consist of some estate palm oil production. Principally they involve 'outgrower production;' with particular emphasis an

smallholder development.
3/ This inclods all ,roject coass.
4/ Only includes I palm portion onvent irom IBRD /IDA Loan or Credit.

/ Area and production figures include amounts resulting from rehabilitation of existing palms incluaed in the project.

/ A pproxumately 10% represents kernel oil production.



ANNEX II

METHODOLOGICAL NOTE ON DEMAND PROJECTIONS

1. The following model was used to estimate per capita demand for fats

and oils in 145 countries:

b
Q = a PIND

Y+c

where

Q = Per capita demand for fats and oils.

PIND = Price index for fats and oils

(1974 = 100), using current exports as weights.

Y = Per capita incomes.

Parameters:

a = 16.8

b = -0.125 (price elasticity of demand for all fats and oils).

c = 729.0

2. A distinctive feature of the demand for fats and oils is its high

income elasticity at low levels of per capita income, which declines as in-

comes increase. The income elasticity approaches zero as per capita consump-

tion reaches saturation. The first part of the model, a PINDb, determines the
saturation level of per capita fats and oils consumption, which is projected

at 27.2 kg in 1980 and 27.3 kg in 1985.

3. The 1975 edition of the World Bank Atlas contains a list of the

countries included in the demand projection for fats and oils. Per capita

incomes (in constant 1974 US dollars) were projected for 1980 and 1985 on the

basis of population projections prepared by the United Nations and the Bank's

latest projections of real GNP for these countries. In projecting demand, we

assumed that many developing countries will ration foreign exchange expendi-

tures for imports of fats and oils. Should this not be the case demand for

fats and oils in 1980 and 1985 could exceed projections by a margin of 2 to 3

percent.



Table 3: PALI OIL wRL Io-RS IN MAJoR iFoucIN cOUTTRIFS, FIVE-YEAR
AVFRAGES AM PERCENTAGE SHARES, 1955-7L 1/

19'5-59 1960-61 1965-69 1970-7L
Countre 1000 MT Percent 2000 MT Percent 1000 MT Percent IC00 MT Percent

WESTERN AFRICA 212.L6 36.76 191.67 31.30 105.L5 1L.96 36.02 6.38
Nigeria 180.40 31.21 147.6L 24.11 65.23 9.25 5.96 .L4
Ghana .06 .00 .30 .0 -
Liberia .x2 .23 .02
Sierra Leone .62 .1-
Dahomey 12.6h 2.10 11.61 1.20 10.36 1.5h 11.65 .P6
Ivory Coast 1.314 .20 .88 .214 .92 .13 48.90 3.42
Togo .66 .11 .L3 .07 0.09 .01 1.09 .08
Cameroon .L6 .0q 3.26 1.3L 8.12 1.19 7.35 .54
Cent. Afr. Ren. .01 .02 .00 0.00 .00 .00 .00
Congo, Poo. Rep. 2.98 .52 3.31 .54 0.66 .09 -
Ec. uinea 2.31 .L9 2.91 .L7 5.03 .12 3.00 .22
Gabon .09 .01 1.07 .15 .22 .01

Gambia
Guinea
Oulnea-Eassau .S0 .10 .07 .01 0.08 .01 .08 .00
Sac TePrincipe 1.33 .23 .95 .15 0.514 .07 .19 .01
Angola 3.79 1.52 15.1L5 2.52 13.4 1.90 7.35 .31

FAST!RN AFRICA 160.53 27.78 1L8.87 214.31 131.2 16.21 89.98 6.67
Tanrania .08 .01 0.05 .00 , .01 .00
Burundi -
Zaire 160.5! 27.78 108.79 2L.30 114.19 16.20 3 89.97 6.67

LATIN AMFRICA-CARIBBEAN .16 .03 2.28 .37 3.67 .52 5.22 .38
Brazil
Colombia
Octa Rica .01 0.39 .06 .17 .02 .19 .01
Equador
Honduras .15 .03 .14 .02 0.83 .11 .49 .03
Mexico
Para ,uay 1.75 .28 2.67 .37 L4.51L .33
Venezuela

EAST ASIA-PACIFIC 198.33 32.58 222.31 36.31 385.4 54.69 903.67 67.05
China Rep.
Indonesia 121.17 20.96 113.88 18.60 153.56 21.78 *229.70 17.04
Malaysia 67.16 11.62 108.43 17.71 231.38 32.90 673.97 50.00
Philippines

EMNA 0.09 .01 .67 .ch
5ahrain .00 .00
Lebanon .00 .00
Portugal .67 .0L
Snain 0.09 .01
Syrian Arab Rep.

OTHERS 16.L.7 2.85 47.01 7.67 95.93 13.61 ' 262.15 19.5
Austria -
Belgium-Luxenbourg 6.31 1.18 7.73 1.26 4.96 .70 2.72 .20
Czechoslovakia .47 .08 -
Denmark .01 .01 .07 .01 1.59 .22 .10 .00
France .72 .12 1.65 .26 .65 .09 1.7 .10
Germany, FR 2.8h .hL9 3.12 .50 3.54 .50 7.24 .53
Hong Kong .04 .01 -
India .02 .00 .00
Italy 0.10 .01 .14 .01 .61 .O4
Japan .18 .02 .11 .01 .L3 .03
Mali• -
Netherlands 1.38 .76 5.45 .89 10.00 1.L1 47.10 3.51
Nicaragua .2h .03
Niger .01 .01
Norway -
Papua-New Guinea 4.33 .32
Singapore 27.02 4.Ul 74.15 10.52 196.13 14.57
Sweden .67 .11 .28 .04 .16 .02 .54 .04
Uganda .37 .06 .33 .O4 .05 .00
United Kingdom .h .08 .80 .13 .30 .04 .83 .06

WORLD TOTAL 577.95 100.00 612.23 100.00 704.73 100.00 1,3L7.71 100.00

1/ Palm Oil export data for 197: IBRD estimate.

Scuirce: FAO



.3C.-,e 7-`!L :TCIKAL -- 7-IS CTFTS A-,D OILS

Oain Iodine Solidification Point
Fatty Acid Number (Centigrade)

Soybean Oil Linoleic 121-lh2 -18 to -8

Sunflower Oil Linoleic 115-135 -19 to -16

Groundnut Oil Oleic 8-105 -2 to 3

Cottonseed Oil Linoleic 101-107 2 to h

Rapeseed Oil Linoleic 9h-l05 0

Olive Oil Oleic 78-95 -9 to 0

Palm Oil Stearic/Palmitic hh-56 24 to 30

Coconut Oil Lauric 7-10 1L to 25

Palm kernel Oil Lauric 16-23 19 to 30

Fish Oil Linoleic 110-180 -4 to 2h

Tallow Stearic/Palmitic h5-55 30 to 38

Lard Stearic/Palmitic 53-77 22 to 32.

Source: IRD.



Tabl e 11: PRODUOTIiC COSTS ON A 10,000-ACF01 PALY ESTATE

U.S. dollars

Cost of estate to maturity 4,400,000
Cost of road collection system 680,000

Cost of oil mill (30 tons of F.F.B. per hour) 1,600,000

Cost of staff and workers' quarters 600,000

Cost of administrative centres 80,000

Total establishment cost 7,360,000

Annual cost of capital

5 percent depreciation of US$5,200,000 260,000

10 percent depreciation on US$260,000 226,000

(buildings and machinery)
8 percent interest on US$7,360,000 588,800

Total 1, 074, 80

Cost per ton of oil

Capital 68.00

Upkeep and cultivation 
26.00

Harvesting and collection 22.00

Manufacture 8.00

General charges 38.00

Forwarding 6.80
Bulking installation 3.20

Tax (ad valorem US$200) 17.50

Total cost per ton of oil f.o.b. 189.50

Source: Technical and Economic Aspects of the Oil Palm Fruit

Processing Industry, U1IDO.



Age of Tree Kernel in Palm Kernel Palm Kernel

Years after FFB 011 in FFB Oil FFB Kernel 011 1/ Total Oil Cake 2/

Planting (MT/acre) (Percent) (MT/acre) (Percent) (MT/acre) (NT/acre) (MT/acre) (MT/acre)

3 2.40 15.00 0.360 3.6 0.086 0.040 0.400 0.042

4 4.80 16.50 0.792 3.9 0.187 0.088 0.880 0.091

5 7.75 17.75 1.376 4.2 0.326 0.153 1.702 0.158

6 8.95 19.25 1.723 4.5 0.403 0.191 1.914 0.195

7 10.00 20.00 2.000 4.5 0.450 0.222 2.222 0.218

8 10.50 21.50 2.258 4.5 0.473 0.251 2.509 0.229

9 10.50 22.00 2.310 4.5 0.473 0.257 2.567 0.229

10 10.30 22.00 2.266 4.5 0.464 0.252 2.518 0.225

11 10.10 22.00 2.222 4.5 0.455 0.247 2.469 0.221

12 9.90 22.00 2.178 4.5 0.446 0.242 2.420 0.216

13 9.70 22.00 2.134 4.5 0.437 0.237 2.371 0.212

14 9.50 22.00. 2.090 4.5 0.428 0.232 2.322 0.208

15 9.30 22.00 2.046 4.5 0.419 0.227 2.273 0.203

16 9.10 22.00 2.002 4.51 0.410 0.222 2.224 0.199

17 8.90 22.00 1.958 4.5 0.401 0.218 2.176 0.195

18 8.70 22.00 1.914 4.5 0.392 0.213 2.127 0.190

19 8.50 22.00 1.870 4.5 0.383 0.208 2.078 0.186

20 8.30 22.00 1.826 4.5 0.374 0.203 2.029 0.181

21 8.10 22.00 1.782 4.5 0.365 0.198 1.980 0.177

22 7.90 22.00 1.738 4.5 0.356 0.193 1.931 0,172

23 7.70 22.00 1.694 4.5 0.347 0.188 1.882 0.168

24 7.50 22.00 1.650 4.5 0.338 0.183 1,833 0.164

25 7.30 22.00 1.606 4.5 0.329 0.178 1.784 0.160

* Yields are based on estates planted with higher yielding varieties (D by P palms), 60 palms

per acre.

1/ Assuming a ratio of palm oil to palm kernel oil of 90:10.

/ Assuming a yield of 48.5 tons of cake per 100 MC of palm kernels.

Source: IBRD



WORLD BANK/ INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO: Distt ibution List Below DATE: April 20, 1976

FROM: Kenji Takeuchi, Actin EPD/CE

SUBJECT: Seminar on Palm Oil Paper

Attached is a preliminary draft of the proposed paper on the
long-term market prospects for palm oil. The paper was prepared by
Mr. Peter Pollak of the Commodities and Export Projections Division at
the request of Mr. Knapp.

You and/or your nominees are invited to a staff review meeting
to be held:

Date: Wednesday, April 28, 1976
Time: 3:00 - 4:00 p.m.
Room: C-910
Chairman: Mr. Wouter Tims

Your comments in advance of the meeting, if any, will be
appreciated. (Contact Mr. Pollak, Room D-4l8, Ext. 4o6o).

Attachment

Distribution:

CPS: Messrs. van der Tak
Yudelman
A. Ray
Weiss

Regions: Chief Economists
Messrs. van Gigch

Vergin
Helmers
Roger Rowe
Haynes
Goffin

lFC: Mr. Qureshi

DPS: Messrs. Karaosmanoglu
Waelbroeck

Cleared with and cc: Mr. Tims
cc (with attachment): Messrs. Holsen

Grilli
de Vries
Pollak

Ms. Weaving
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INTERNATIONAL DEVELOPMFNT INTERNA1IONAL RANK FOR INIERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVLLOPMENT CORPORAT I ON

OFFICE MEMORANDUM
TO: Mr. M. Yudelman, Director, A&RD DATE: March 24, 1976

FROM: Wouter Tims, Director, EPD

SUBJECT: Forthcoming Paper on Palm Oil

This follows Mr. Knapp's request in the meeting we both

attended in his office on March 18, to update the 1973 palm oil paper.

My suggestion is, that the Commodities Division (Mr. Pollak principally)
take responsibility for drafting the part on the market situation and

prospects for oils and fats in general and for palm oil in particular.

The part on the Bank's role in the expansion of oils and fats production,

past as well as future, appears to me best done in your Department,

where already some of that work has been done particularly by Messrs.

Darnell and Bates. In addition, a brief discussion of the benefits to

small holders from Bank-supported oil palm projects would, in my opinion,

strengthen our argument for further Bank lending in oil palm.

I attach a copy of Chapter IV of the previous paper as a
possible format for the draft, and also the outline of our own contribution

to the joint paper. Mr. Pollak will try to have a draft ready by April 1

for internal discussion; I hope to be able to forward that part, after

my review, not later than April 6. If your part could be done within

the same time schedule, we might have a draft for review by the Regions

around April 16, and for Mr. Knapp before the end of that month. If this

is agreeable to you, you may like to inform Mr. Knapp accordingly.

Attachment

cc: Messrs."Karaosmanoglu
Chenery
Haq
Takeuchi
Pollak
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IV. IMPLICATIO0S FOR EAK GROUP INVESTMENT POLICY

24. Oil palm production is one of the sectors in which IBRD investment
has been active. The Bank Group has participated in the financing of
plantations of oil palm in Malayzia, Indonesia, the Ivory Coast, Dahomey,
Sierra Leone, Cameroon and Pcpa and New Guinea. Total loans made by the
Bank Group for oil pal projects in the last five years have amounted to about
US$ 100 million. In addition, a snail project in Ghana covering 5,000 hectares
has been appraised and several projects are under consideration in Malaysia,
Indonesia, Nigeria and the Ivory Coast (Table 14).

25. The expected economic rate of return on the Bank Group projects
appraised in the past four years has ranged from 7 to 17 percent in the West
African countries, from 16 to 18 percent in Malaysia and over 20 percent in
Indonesia. These calculaticrs were based on a projected paim oil price of
$160/ton "c.i.f. Europe". According to the projections presented here, the
price is expected to be about ?289 per ton c.i.f. Europe in 1980 dollars or
$200 in 1972 dollars (the price used for purposes of project evaluation), i.e.
higher than previously. Even the nrice at the lower end of the
projected range, i.e. $280 a ton, would come out higher than the previous
project evaluation base. Moreover, yield rates on newer varieties of oil
palm could possibly be raised 1/ and these two elements combined would result
in economic rates of return on future oil palm projects higher than those
calculated in previous appraisals, even allcwing for some increase in costs.
So the price projection for 1980 in such as to ncourzge further investment
in oil palm production on the basis of rate of return &cne.

26. New investments in oil palm plantings would generate additional out-
put mainly after 1980. The peak yield period of palma trees occurs around
the 10th year following planting, gradually diminishes until the twentieth yearand falls further with aging stands. 2/ The total productive life of the
tree is about thirty years. A large proportion of the increase in world
output from new plantings would come after 1980.

l/ In Malaysia, for example, the yield rates on newer varieties could
reach a ma-:cin of 6 tons of oil per ha, as ccz:ared with yield rates
of about > tcns per ha. on the present generation of varieties.

2/ For example, in. alaysia the yield rato per ha. on high yielding varie-
ties in average ervirornental conditions has been found to increase from
3,520 kgs. in the 6th year frzo planting to 5,145 kgs. in the 10th year;
thereafter there was a [radual decline in yields to 4,375 kg.. oer ha.
in the: 20th year and to lc).; in later years. ("Oil Palm Cultiiation in
Malaya" N.C. Williams and Y.C. Esu, University of Malaya Press, Kuala
Lumpur, 1970 as quoted by H.VA international N.V. Amsterdam in "Long-Term.
Prospcts for Palu Oil on the WJorld Market for Fats and Ctils".)
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27. Though prospect3 of danwnd for palm oil after 1980 have not been
analyzed in detail, if the trends projected to 1980 continue in the first
half of the next decade, uorld demand for vegetable oils will
rise faster than demand for all fats and oils combined until 1985.
However, nomre recovery of output of anmual cr'ops of vegetable oilseeds
competing with palm oil, notably groundnuts, may take place in the major
producing regions if prices remain for some time at their presently high
level. This would mean that pressure would be exerted in the medium term
on the world market prices of vegetable oils in general and therefore also onthe market price of palm oil, though there seems to be no reason to expect
the appearance of a serious excess of total supply over total demand.

28. The expectation of rising demand for palm oil in the developingworld may involve a greater rate of absorption of output in the producingcountries, but also greator iort needs in some countries where the pro-duction potential appears to be lower than prospective demand. Thus Bankinvestment in palm oil production, notably in certain African countriesmight alleviate possible foreign exchange problems arisizg from the n
for import outlays for consumOtion purposes. Afthoug investment in epaloil production for the donestic narket in sane of these ccuntries may entailthe use of Bank funds in arecs where physical yields Are relatively low, 1/palm oil invest'nents may still appear advantageous from the point of viewof the expected rates of return and of general development needs in the
countries concerned.

29. The Food and Agriculture Organization of the United Natiors (FAO)was consulted on the subject and have c-iZ'fered u s valuable cc-rents.Generally, the FAO st,,afLf zoncurs with the views expressed in this paperconcerning the prospectiva growth of crld supply and demand for ats andoils. Weraas investment in paLm oil for export should not be continuedat the fast rate of the L-cie nd earj svntis thr4ez t ecntinu av ese hter e %ez ire a od be con-tinruing S-ccrOC for some investne:r,' in replanting and newa planting f or expo.FAQ also agrees that greater a-,ention needs to be paid to increasing ou-put for domestic production in roducirn countries. in order to get
quick insults, rehabilit or. and nore efficient processing of palm fruitis being stressed in currznt project proposals of both the UEP and FAO.But future consumption raquire:ents in countries suc
large that investments in new com-nrcial plantings and appropriate pro-
cessing plants seem necessary,

For Instance, in Xalaysi aand Indonesia the yield of modern standsat full boar-'ng is a )outton of 4al oi, e-h. I h fia
courtries, yields fr plardtanricns acr noietis ran o
over 3 cns per h. in tvohre r Cast and certain parts of Zaire (upperreaches of th Zaire river in Ecuator and Hfaut-Zaire Provinces) toabout 1.8 tons per ha. in the r i parts of Zaire, ige-iacmey Caero anie oNhrgoueria ( lddayCab iercion and othor countries (yiels may of course vary con-siet>ni. each counr7)• Lower yields in Africa are due toinadecZuate rairfal and its uneven distribution over the year, inade-quate sunlight, and uype of trees.



Table 1 ISRD PARIIaPATION IN FINANCIlM OP PAIM OIL AND PAIN KENSL POWZCTION

Prnlets IrAn-isl Daeta Technitl _t_ _ __._-

Toa cos, Aaunt e-riodover Areak ?-aoilPe Kernels Shar of Production Eccroo rate
Poject/L L /redit Purpose which plantings lan atEstimated Max. Estirated Max. available for exeort of return

(tnatZy carried out Total en: 1971 Estimated PoJuction Arnual Production ctinated P"oduction AnRul Production Pair pal-o
1970 1975 1900 Year Inousand W >7 175 ifti Year Thousond oil kernes

netric tona . metric tons

(US nillion) (US$ dllior) (Thousand ha.)(Thousand he.) (Thou. metri, tons) (Thou. metric tons) (Percentage)

State of P.harg l1101
ist Jengia 20.0 9.5 Production !967-1970 11.1 11.1 - 40.0 56.0 1981 57.0 - li.c 13.0 1981 16.0 1co 100 16
2nd Jrzeng 20.0 8.6 Production 1971-1972 6.7 5.2 - 6.5 32.0 1982 33.0 - 2.0 8.0 1982 8.2 100 10 17

& Tocess.
3rd Jenga 23.9 11.9 P 1973-76 8.6 - - - 45.0 1985 50.0 - - 8.5 1985 10.0 100 50 16

& process.
2nd rti satra 21.5 13.2 Proction 1970-197 8.0 4.3 - 9.5 39.8 1982 42.0 - 2.3 9.9 1972 10.2 75-80 75-80 29

& process.

Paua and to ouima
2-t St-ge 3.3 1.5 ProductIon 1968-1972 1.9 1.7 - 5.7 8.4 1981 8.5 - 1-1 1.3 1981 1.4 100 100 n.a.

& procees.
Now Britain 2nd Stage 3.9 2.2 Production 1970-1975 3.1 0.8 - 0.7 12.6 1984 1h. - 0.1 2.1 Lo84 2.2 100 100

Csreroon
10.9 9.0 Production 1967-197 7.9 7.2 7.4 20.7 1984 22.4 - 2.1 6.3 1984 7.1 30 30 n.a.

East 14.1 7.9 Production 1968-1973 9.0 4.5 - 5.0 22.0 1982 25.5 - 1.3 5.3 1982 6.o 25 25 7

Linvi 8.2 4.2 Production 1968-1970 6.0 .6.0 - 4.3 10.1 1980 10.1 - 1.2 2.4 1979 2. 1oo 100 12
& rocess.

IvrjCGoac
lst Project 24.0 14.1 Production 1968-1971 16.0 16.0 - 23.2 39.0 1979 39.0 - 5.7 9.24 1979 904 5 5-60 12

& process.
2nd Project 6.5 2.6 Production 1972-1974 4.5 - - - 7.9 1982 9.9 - 1.9 1982 2.4 100 lo n.a.

& process.

Sierra Le!one f1 3.1g 2.4 Production 1973-1975 0.9 - 2.1 4.3 1981 4.3 - 0.8 0.9 1981 0.9 o 100 12
& process.

Tofmt 182,4 99.8 97.4 68.5 0.3 123.3 362.3 - 35.6 86.8

_1 Oil palm portion of cost of project and of I5LRD loan or credit, each including interest.

Area and production figures exclude Saounts resulting from rehabilitation and fertiliser which are included in value of loan/credit.

Incl uds the production frca 1,077 he. planted in the period 1968-1972 prior to conmencement of IBD project.

/ Includes one-third of the project unit cost.

ne - not evailrble.

Source: IM Projects Depart:nt.



Table 14: IBRD/IDA: PALM OIL PROJECTS AND PROJECTS WITH A
PALM OIL CCMPOUENT SCHEDULED FOR APPROVAL IN FY74

Amount
Country Project ($ million)

Nigeria Agric-Oil Pala 15.0

Ivory Coast Agric-Oil Palm III 6.0

Ghana Oil P -lm 5.0

Malaysia Jahore Tenggera 35.0

Keratong (Pahang)/l 20.0

Agric-Credit I A 25.00

Indonesia Estates V -/2

/l Subject to confirmation.

/2 N t yet established.

Source: IBRD, Regional Depa:t,ments.
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PALM OTT: 1SSUES AND MARKET PROSPECTS

1. Objectives. This paper servos two purposes, namely to provide

some background information on the palm oil industry and to assess the market

prospects for palm oil.

2. Supply of Palm 011. After a gestation period of about 3 years,

oil palms can be economically harvested for about 25 years. Considering

that yields are low during the first few years (Table 1), the potential supply

of oil palm products (palm oil, palm, ke'rnels, etc.) is well determined

until about 1980. After 1980, supply will be affected by changes in the

area planted with oil palm. The first part of this chapter deals with those

factors that have a major impact on the supply of palm oil (climatic conditions,

use of fertilizer, etc.). This will provide a basis for assessing the pro-

spects of palm oil supply. Because only a small portion of palm oil is consumed

in producing countries, export availabilities of palm oil closely reflect pro-

duction. The second part of this chapter focuses on the flow of palm oil into

international markets.

3. Market prospects for prlm oil. Preliminary projections point to

a dramatic increase in the supply of palm oil during the next decade. The

question whether these additional supplies can be absorbed without a sharp

decline in prices for fats and oils becomes therefore a major issue in assess-

ing the market prospects for palm oil. Fats and oils of the so-called

'edible soap' group 1/ make up more than 90 percent of the total output of all

I/ The label 'edible-soap' group reflects the dual purpose of fats and oils
in this category, m1inly the use for edible purposes (margerino, shortening,
etc.), and the use for inedible purposes (soaps, detergents, etc.).



Table 1 : OIL PALM YIELDS

Age of Tree Kernel in Palm Kernel Palm Kernel

Years after FFB Oil in FFB Oil FFB Kernel Oil 1/ Total Oil Cake 2/

Planting (MT/acre) _(ercent) (MT/acre) (Perccnt) (MT/acre) (MT/acre) (MT/acre) (MT/acre)

3 2.40 15.00 0.360 3.6 0.086 0.040 0.400 0.042

4 4.80 16.50 0,792 3.9 0.187 0.038 0.880 0.091

5 7.75 17.75 1.376 4.2 0.326 0.153 1.702 0.158

6 8.95 19.25 1.723 4.5 0.403 0.191 1.914 0.195

7 10.00 20.00 2.000 4.5 0.450 0.222 2.222 0.218

8 . 10.50 21.50 2.253 4.5 0.473 0.251 2.509 0.229

9 10.50 22.00 2.310 4.5 0.473 0.257 2.567 0.229

10 10.30 22.00 2.266 4.5 0.464 -0.252 2.518 0.225

11 10.10 22.00 2.222 4.5 0.455 0,247 2.469 0.221

12 9.90 22.00 2.178 4.5 0.446 0.242 2.420 0.216

13 9.70 22.00 2.134 4.5 0.437 0.237 2.371 0.212

14 9.50 22.00. 2.090 4.5 0.428 0.232 2.322 0.208

15 9.30 22.00 2.046 . 4.5 0.419 0.227 2.273 0.203

16 9.10 22.00 2.002 4.5 0.410 0.222 2.224 0.199
17 8.90 22.00 1.958 4.5 0.401 0.213 2.175 0.195
13 8.70 22.00 1.914 4.5 0.392 0.213 2.127 0.190
19 8 .50 22.00 1.870 4.5 0.333 0.208 2.078 0,186

20 8.30 22.00 1.826 4.5 0.374 0.203 2.029 0.181

21 8.10 22.00 1.782 4.5 0.365 0.198 1.980 0.177

22 7.90 22.00 1.733 4.5 0.356 0.193 1.931 0.172

23 7.70 22.00 1.694 4.5 0.347 0.188 1.882 0.168

24 7.50 22.00 1.650 4.5 0.338 0.133 1.833 0.164

25 7.30 22.00 1.606 4.5 0.329 0.178 1.784 0.160

Yields are based on estates planted with higher yielding varieties (D by P palms), 60 palms

per acre.

1/ Assuming a ratio of palm oil to palm kernel oil of 90:10.

/ Assuming a yield of 43.5 tons of cake per 100 MT of palm kernels.

Source: Mission Estimates.
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Ta.bl 2 CCT.. TICHT Y7TRIX OF PRICES FOR SELECTED FATS AND OILS

Sun- Groun-- Cotton Rape Coco- Pal
--:t/3 flower nnt seed seed Olive Palm nut kernel' Fish Butter Talow Ir3A

So-yean .y .97 .96 .98 .92 .97 .79 .h .95 .69 .96 .9L

.93 .96 .98 .92 .97 .CO .85 .95 .71 -. 3

G ron:: .97 .9h .94 .95 .81.8.93 .7L .93

Cotton seed .92 .93 .94 .6h. .35 .91 .& .92 - .7

Rare sFe .83 .95 .76 .81 .93 .63 .92 .97

Olf-e .86 .66 .71 .83 . 81. .8 . 5

Pal .83 .92 .97 .62 .95 .91

CCo - .98 .86 .32 .82 .69

h erne .90 . .39 .5 .7L

Fish .60- .97 .91

.62 .63

Source: Corrolaticn cceffecients were computed from prices shown in Table
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fats and oils. Commodities in this group are highly interchangeable.

Table 2 illustrates this point. The demand prospects for fats and oils as

a group therefore set the stage for an assessment of the demand prospects

for palm oil.

Price Outlook. This chapter ties together the findings of the

first two chapters--on demand and supply--and looks at their impact on

prices for fats and oils. Past trends of fats and oils prices, and their

relationships to each other, will provide the basis for the price outlook.

The price outlook will be presented in two parts; for the group of fats

and oils as a whole, and for palm oil. Two possible scenarios will be con-

sidered: the first' will assume a glut of fats and oils while the second

will assume a shortage.

5. Bank Lending. The last chapter deals with the Bank's role in the

world palm oil econony. Past Bank lendingmill be briefly reviewed. The

focus of this chapter will be on the impact of Bank lending on markets for

fats and oils. Together with price projections of the third chapter, this

will then provide the basis for recommendations on future Bank lending in

this commodity.

The findings of this chapter together with the price projections

developed in the third chapter will serve as basis for recommendations of future

Bank lending in this commodity.



FORM No. 89 INTERNATIONAL BANK FOR
(2.66) RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL DEVELOPMENT INTERNATIONAL FINANCE
ASSOCIATION CORPORATION

Date
ROUTING SLIP Mar. 23/76

Name Room No.

Messrs. Bell Stern

Chaufournier Please

Karaosmanoglu Yudelman

Tims Darnell

Baum

To Handle Note and File
Apnropriate Disposition Note and Return
Aooroval Prepare Reply
.omment Per Our Conversation

JFull Report Recommendation
information Signature
Initial Send On

Remarks

Palm Oil

Mr. Knapp thought you would be

interested in the attached in connection

with the recent meeting on this subject.

FrS k
R. S. Dosik - E 1231



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT | CORPORATION

OFFICE MEMORANDUM
TO: Mr. J. Burke Knapp, Senior Vice President DATE: March 19, 1976

FROM: Charles A. Cooper, U..SExecutive Director

SUBJECT: Palm Oil HeaiIlis

Attached are copies of John Bushnell's and

Dick Bell's statements yesterday on the palm oil issue.

I would like to call your attention in particular to

Pages 8 and 9 of Bushnell 's testimony.

Attachments



FOR RELEASE UPON DELIVERY
MARCH 18, 1976

STATEMENT OF JOHN A. BUSHNELL
DEPUTY ASSISTANT SECRETARY FOR DEVELOPING NATIONS

BEFORE THE SUBCOMMITTEE ON OILSEEDS AND RICE
OF THE HOUSE AGRICULTURE COMMITTEE
MARCH 18, 1976 AT 10:00 A.M. EST

Mr. Chairman and members of the Subcommittee, I appreciate
this opportunity to testify before you today on international
development bank lending for palm oil prpjects.

The role of the international development banks is to
assist the poorer countries to increase efficient, economical
production. The banks do not assist new production of items
for which market conditions are difficult or are estimated
to be difficult at the time of full production. Only
economical production for which there are good markets can
meet the twin objectives of the banks -- promoting expanded
output and incomes and establishing a project which can
easily pay the interest and amortization on the loan.

The U.S. Government reviews carefully the potential
implications of development bank projects for U.S. producers
as well as for U.S. consumers. Of course we suffer from
the limitation that no one has a perfect crystal-ball for
predicting the future. We supported considerable development
bank financing of palm oil -- particularly in the 1971-74
period when fats and oils prices were high. Given the long
lead times for these projects, it now appears that they
are just coming into production when fats and oil prices
are falling. Recently we have been advising the development
banks to proceed very cautiously, if at all, with projects
which will result in palm oil exports pending the completion
of studies which we hope will project accurately the market
situation a decade into the future.

I shall divide my presentation into four parts:

-- palm oil in the context of the world market for
fats and oils;
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-- the activities of the international development
banks in lending for palm oil production;

-- the status of market studies being undertaken
within the U.S. Government;

the role of the Treasury Department and the National
Advisory Council on International Monetary and
Financial Policies (NAC) in approving loans
of the international development banks.

Palm Oil

The Administration is well aware that increases in foreign
'palm oil production, partly financed by the international
development banks, are causing increasing concern for U.S.
producers of competing oils, particularly in the light of
recent market developments for fats and oils in general.

In the developing countries that grow palm oil for
export , particularly Malaysia and Indonesia, - countries
incidentally with per capita incomes of about $400 and $130,
respectively -- an increase in palm oil production was seen
in the 1960s and early 1970s' as a primary way to diversify
their agricultural economies and to help small landholders
who were eking out miserably low incomes on subsistence
farms. Rapid increases in demand for palm oil were
projected, particularly to meet the need for imoroved diets
in developing countries. Improving economic stability and
particularly helping improve rural incomes in Malaysia and
Indonesia were high priorities for the U.S. Government
because of the political importance of these Asian countries.

In the early 1970s, world demand for fats and oils
vaas increasing and prices were rising. In the 1972-75 period
soybean prices increased, on the average, to a level
which was 130 Percent above the average for the 1960-70
perijod. In 1975, world market conditions for fats and oils,
and most other non-fuel agricultural and mineral commodities,
changed markedly and suddenly. The worldwide recession
adversely affected the rate of consumption growth. At the
same time, the world supply of fats and oils from all sources
was increasing raoidly responding to the unusually high
prices of the preceding few years.
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U.S. palm oil usage in 1975/1976 is expected to increaseto 900 million pounds, or 7 percent of domestic U.S. fatsand oils consumption. Treasury's preliminary estimate isthat imports of palm oil have contributed three to fourcents of the 12-15 cent drop in soybean oil prices fromthe 1974-1975 level of about 31 cents per pound. Most ofthe remaining price decline is due to a nearly one billionpound increase in availability of soybean oil from 1974/75levels. The increase in U.S. palm oil imports reflects thetight soybean oil situation in recent years and a changein the historical price relationship between soybean oiland palm oil. For the years 1973-75, the spread betweensoybean oil and palm oil prices was significantly greaterthan in previous years. This price spread has now lessened
and the substitution of palm oil for soybean oil should be
less rapid with a resulting slower growth of imports.As indicated in the attached graph, current soybeanWT prices are well below the record highs of the last two
years, but they are substantially above prices prevailingin~h&late 1960's.

are very acutely aware of the problem of worldsupply and demand for fats and oils and any new palm oilprojects proposed by the international development banks.

The World Bank justified its lending for palm oilprojects on the basis of a comprehensive study issued inSeptember, 1973, ("Palm Oil Review and Outlook for BankLending"). This study considered the palm oil situationii the context of trends and future prospects of world demandCb.supply for fats and oils. The study concluded that worlddNW for fats and oils in general was expected to growrapidly enough to absorb the prospective increase in outputof these commodities as a group in the decade ahead withoutsnificant downward pressure on their market prices. Itconcluded further that demand for. all vegetable oils wouldloaw faster than for other fats and oils; the Bank expertsfe~t that .. larger. share of this demand than in the pastwould have to ae met from palm oil and soybean oil as aresult of the slower expected growth in supply of most competingJ Ils.- They also con~cluded that some downward adjustment:
of the real price of palm oil might be needed becauso itios not a perfect substitute for other oils. However asth eoverall world supply and demand situation for fa-s andoils in 1980 was expected to be in balance, the fall inthe price of palm oil relative to other oils was expected
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to be moderate, particularly since palm oil accounted fora relatively small share of world production of fats andoils.

According to the World Bank study, the increase in theshare of vegetable oils compared with other fats and oilsWas duevto a number of factors which were likely to be feltmore in developed than in developing countries. However,future demand for vegetable oils in developing countries wasalso expected to increase considerably faster in this decade,reflecting the risein incomes in these countries and thefact that the income elasticity of demand for the oils tendto -be relatively high at low income levels. For instance,asa result of the projected slow rowth of production in thehitherto main producin countries of Africa, some of theserountries were expected to become major importers of palm

Moreover , the World Bank study concluded that due to,the. gradual shift of consuaption in the developed countries.ayy from animal oils and fats and toward products basedon vegetable oils, including palm oil, the export demandprospects would remain favorable il the exo t demand
Al$. -in the next decade. n the Period to 1980 and

Though prospects of demand for palm oil after 1980were not analyzed in detail in the orld Bank study, if thetrends projected to 1980 continue in the first half of the.iaxte tdecade, world deand for vegetable oils will risef9aster than demand for all fats and oils combined until:1985.

eThe World Dank study indicated that, although physicalcyields were highest in the major producing countries of AsiacC(alaysia and Indonesia), investment in palm oil productionci- rla, remained attractive in some other countries, notablycln.Africa, given the alternative investment opportunitiesaavailalble to these countriesieivsmn potnte
uionilh tothesa coutries. By investing in palm oil pro-

jdLcqtion, the Dlank felt it could hrfr aeaPstv%-cQtribution to economic developent of some African countries.
SThe Bank study reports that the Food and AgricultureQrganizatio of the United 1Nations (FAO) generally concurred'Wit the views xressed in -thtorld Bank study. The FAO wascof the view that there was scope for investmernt in palmfoir projects both to produce limited additional Suppliesptand particularly, to increase supplies for domesticcon sumpt io n
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Loans for Palm Oil Projects

Over the past decade -- 1965-1975 -- the World Bank
(IBRD), the Inter-American Development Bank (IDB), and the

Asian Development Bank (ADB) have made 32 loans totaling
over $300 million for palm oil production in developing
countries. Twenty of these loans have been approved since

1970. A list of the palm oil projects financed by the inter-
national development banks is shown in Annex 1. Of course,
these development banks make loans for a great many development
projects -- in industry, power, transportation and other
sectors -- besides agriculture. Since 1970, the amount
of loans by these banks for palm oil accounts for only about
one percent of their total commitments.

Palm oil is one of the most difficult products to assess
in terms of development bank lending because of the very
long lead times involved. For most bank projects two or
three years are needed to develop the project before bank
approval. It then takes about two years from the time a
project is approved by the Executive Board until a palm
tree is planted. Thereafter, it takes three to five years
for the palm trees to begin producing oil. The peak yield
period of palm trees occurs around the tenth year following
planting. Thus projections of market conditions are needed
for many years into the future to deal with such projects.
As we have seen over the past five years, the fats and oils
market can change very rapidly.

In this conncction I would note that projects coming
to the boards of the banks last year and this year were
generally initiated in 1973 and 1974 when prices for
edible oils were unusually high. Moreover, the projects
approved in 1974 and 1975 s will probably not have an impact
on the aarknt until the 1980s. Incidentally only one of
the palm oil projects approved in 1975 is expected to
result in any substantial exports of palm oil; the projects
in Afr ica will provide palm oil mainly for consumpLion in the
producing country. This is not the case, however, for the
projects approved by the international development banks
in 1974.

Let me say a word now about the terms of the loans made
by the international development banks. In general con-
cessional terms have been extended to support production
for the domestic market - with export production generally
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financed at close to commercial terms. Half of the loans
were made on "soft" terms. The remaining 15 ,projects were
made on "hard" terms. Of the 16 soft loans made, 10 were from
IDA with terms of 50 years, including 10 years grace, and
a -service charge of 0.75 of 1 percent. These loans were
made primarily to the African countries. The four loans

.from the Inter-American Development Bank (IDB) were at
interest rates between 1 and 3 percent with terms from 16
to 40 years. These loans were to Ecuador (2), Honduras

-and Peru, all for domestic consumption. In 1969 and 1971,
the Asian Development Bank (ADB) made two loans to Indonesia

Sat 2.5 and 3.0 percent, repayable in 30 and 24-1/2 years,
respectively. The remaining 15 loans -- 11 of which were

7made since 1970 -- were extended on near market terms, mostly
by IBRD. Specifically, the rates ranged from 6.25 percent
in the mid-to-late 1960s to the present rates of 8.5 percent
for I-BRD and 8.75 for the ADB with terms of 20 to 25 years.

The most recent palm oil loan, the Gohor Lama Processing
Pilant in Indonesia, was made for 20 years, with 4 years
grace, at 8.75 percent, and the last IBRD loan to Malaysia

lin 1974, carried an interest rate of 8 percent with repay-
pient over 23 years.

If we use the estimated maximum annual production for
*each bank-financed project, the' total is 1.1 million tons,
or about 23 percent of estimated world production in 1980.
Approximately one-third, or 11 of the projects, are for
domestic consumption. Nevertheless, 72 percent of the
production-from total bank-financed projects is for export.

At this point, I would like to say a few words about
the-Administration's general position towards U.S. assistance
to thc-. developing countries through the international develop-

Rment banks. The United States is committed to assisting
,developing countries in their efforts to increase their
;food production and to raise the standard of living for
ithe very poor in these countries. Palm oil is one of the
-best crops for some of these countries to produce efficiently
"for domestic food uses and for earning the foreign exchange
!to buy goods from us that they need for development. The
United States supports assistance to developing countries
on both humanitarian and self-interest grounds since we are

,yonvinced that increased production is the only long-term

C solution to the ser ious food and income problems faced
.y these countrLes. Moreover, as countries prosper and their
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effective demand increases, their commercial import require-
ments rise. The consequent growth of developing countries,
we believe, is the best way to increase demand for traditional
U.S. exports in a magnitude far greater than any potential
initial displacement.

It is with this global view of world supply and demand
for edible fats and oils that the palm oil problem should
be viewed. We seek open markets in which flows of trade
are determined by competitive efficiencies. The importance
of this open trading system is crucial to U.S. agriculture,
particularly in view of our "full production" policy. In
1974/75, agricultural exoorts amounted to over $21 billion.
More to the point, soybeans and other U.S. oilseeds have
been among the largest of our agricultural exports. In
FY 1975 soybeans and products surpassed feed grains in
total value of exports, amounting to $4.9 biilion or
nearly 22 percent of total agricultural exports.

COur estimates indicate that bank-financed projects
involving palm oil accounted for about 20 percent of the
increase in world production from 1970 to 1975 and 16 percent
of:.the export increase for the same period. Palm oil currently
accounts for not quite 7 percent of world output of fats
and oils and is projected to rise to about 9 percent in
1980. Thus, involvement by these banks in palm oil production
represents only a small part -- less than one percent --
of-total world production of fats and oils. Palm oil trade
sources in Malaysia indicate that the development of the
palm oil industry in that country has been accomplished
principally with private funds and the World Bank has provided
only 7.percent of the required capital.

Future Fats and Oils Prospects and Palm Oil Loans

O lForecasting over the medium and long-term, in the
case of most commodities including fats and oils, is at
best uncertain. Difficult as these forecasts are, however,
they are necessary to suppor t objective decisions in the
U.S. interest. For this reason we are counting on the USDA
study- concerning fats and oils now underway to help us in
formulating a definitive U.S. position toward palm oil project
financing by the international development banks.
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Also the Food and Agriculture Organization (FAO) is
undertaking a long-term study of the world fats and oils
situation. Completion of this study is not expected until
early 1977. When completed, the FAO study should be helpful
in providing the banks with another appraisal of the demand
and supply outlook for fats and oils well into the 1980's.
The World Bank, on its part, is updating its study on the
outlook for fats and oils. This study will be completed
in July.

The current World Bank list of prospective projects
includes six proposals involving palm oil, and the Asian
Development Bank (ADB) is now considering two. Of these,
eight projects only one or two are likely to be ready for
consideration by the IBRD or ADB Boards before the USDA's
report and the interagency review have been completed.

The USDA's report and conclusions will be the basis
for a thorouqh interagency review of the U.S. Government
position on any palm oil projects proposed by the international
development banks. A working group of the National Advisory
Council has already been established to consider such projects.
As President Ford mentioned in his recent visit to Illinois,
this is also a matter that is being considered at the very
highest level in the Executive Branch.

I believe that there is substantial evidence that there
will be oversupply in the fats and oils market through 1980,
despite growiq demand, and for this reason the development
banks should back away from new projects for palm oil exports.
I have asd our Executive Directors in the banks to work
with their managements to find alternative products and
alternative projects for development bank financing. In
one case a development bank has already substituted other
products for palm oil in an agr i.culture development project.
If alternatoives are not possible, we are asking the banks
t~da.ay-conideration of newpalm oil projects until the
l ong-term a ret-studies are completed.

We would of course examine carefully any palm oil
project that might come to the board of a developDment
bank before these studies are completed. At this point,
we-i j .asury_ ould tend to go along with pro ects which
are sole y or prin cialy to sup py a d oi ~i C C r maret,
particularly if increased availability of palm oilwould
raise nutr it ion levels. Ne would not support projects that
were principally for export.
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The development banks are multilateral institutions

and do not necessarily respond to the wishes of a single

member - even the largest single member. Thus, on issues

such as the advisability of financing additional palm oil

production we proceed largely by convincing the staffs of

the banks and experts of other countries that our position

is correct. No organization in the world has a better

-reputation for its ability to analyze commodity markets

than the U.S. Department of Agriculture and all the banks

pay very close attention to the Department's views. However,

they have their own commodity experts, they maintain close

contact with the FAO, and they consult with commodity experts

of other governments. Thus, it is important for us to lay
-out clearly our analysis and our projections in order to

make a case.

As you have heard, Agriculture is now preparing such

a study. I am sure we shall convince these banks to halt

lendinq for palm oil if our analytical case is strong.
Some time is usually needed to develop a worldwide consensus

on such issues, but such a consensus does develop. I would

41ote that it is not in the interest of present palm oil

producers to have the banks lend for substantial additional

export production unless the market is strong. Nor is it

in the interest of the banks to make new loans that might
convert old loans into bad projects by reducing the price
of the export product.

As we look further ahead, there are a number of questions
whlich we have not vet analyzed in detail in Treasury which -

are relevant to the palm oil question. I do not know the

relative economies of production of palm oil as compared
'\ith soybean oil production. This is a very complicated
cuestion depending in considerable part on the market for

'other soybean products as well as on such things as the

ixchange rate systems of the palr oil producing countries.
Phere is a school of thought that, because palm oil can be

produced economically in soe parts of the world, its pro-
xduction will continue qrowinq and it will take an increasing
share of the fats and oils market. The basic issue will

reauire a great deal more analysis and consideration before
a convincing argument -- one way or the other- can be made.
I can assure you that we shall be devoting considerable
cttontion to this analysis in the U.S. Government.

L
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Role of Treasury and the NAC

I want to emphasize that all resources of the U.S.
Government are coordinated in taking a position on develop-
ment policies of loans. The National Advisory Council on
International Monetary and Financial Policies (NAC) is the
interagency group responsibile for coordinating U.S. partici-
pation in the international financial institutions.

I have attached as Annex II a description of the role
of th.e NAC in reviewing the proposed loans of the interna-
tional development banks. I want to stress that in reviewing
agricultural loan projects the NAC draws heavily on the
Department of Agriculture for advice on the world demand
and supply situation and the impact of proposed loans on
U.S. producers. I want to reiterate that the NAC does

not-support projects aimed at increasing production
of commodities where the outlook is for surpluses and
deOpressed prices. But it does encourage loans for agricul-
tural projects that assist small farmers and those that
increase production of food for domestic consumption in the
Oeveloping countr ies.

- In summary, Mr. Chairman, we fully recognize that the
international development banks have financed a considerable
expansion of palm oil production. However, the major issue
is not what has already been financed but what will be
financed in the future. We are very much aware that estimates
pf the future supply and demand situation for palm oil,
soybean oil and other fats and oils require careful
attention. We will make our studies available to the
Oevelopment banks as soon as they are completed. In the
peantime, we are discouraging new loans for palm oil produc-
lion destined for export.

Thank you, Mr. Chairman.
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Production and Exports of Palm Oil ANNEX I
F.nanced by IFI Projects
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ANNEX II

ROLE OF THE NATIONAL ADVISORY COUNCIL ON

INTERNATIONAL MONETARY AND FINANCIAL POLICIES

VIS-A-VIS THE INTERNATIONAL DEVELOPMENT BANKS

The National Advisory Council on International Monetary
and Financial Policies (NAC), which was established by the
Bretton Woods Agreements Act July 31, 1945, is responsible
for coordinating U.S. participation in the international
financial institutions, as well as the policies and practices

of all 'agencies of the Government which make, or participate
in making, foreign loans, or which engage in foreign financial,
exchange, or monetary transactions. In fulfilling these
responsibilities the NAC reviews proposed loans and credits
of the World Bank Group, the Asian Development Bank (ADB) and
the Inter-American Development Bank (IDB) with a view to
recommending to the Secretary of the Treasury instructions
to the U.S. Executive Directors in those institutions which
the NAC member agencies consider appropriate. This process
of coordinated review is followed in connection with all of
the proposed transactions of these institutions, whether
these involve construction of power plants, highway improvements

or the financing of projects designed to develop, or increase
the production and processing of agricultural products,
including palm oil.

NAC review is initiated, generally speaking, upon
receipt of a detailed proposal from the World Bank or one
of the other international development financing institutions.
These proposals are then carefully reviewed as to their
merits and consistency with both U.S. and Board policies, by
the NAC Staff Committee, which meets regularly every Tuesday
afternoon. Representatives of the NAC member agencies and
other interested agencies of the U.S. Government bring to
bear economic, political, financial and other technical
expertise during the SLaff Committee meeting. Specifically,
in the case of agricultural projects, representatives of the
Agriculture Department regularly participated in the NAC Staff
Committee meetingis and are given full opportunity to present
that Department's views on such projects for the consideration
of the NAC.

The recommendations of the NAC on loan proposals are,
after Staff Committee review and subsequent reference to
policy level officials of the NAC member agencies, embodied
in documents known as Actions. The member agencies, votes
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for each proposal are cast on the basis of those agencies'
evaluations of all of the relevant factors pertaining to
the proposal being considered, including such elements as
foreign policy considerations, consistency with international
institution lending policies, and the economic viability
and intrinsic merits of the proposal. NAC Actions approved
as a consequence of this review and voting process typically
state "The NAC advises the Secretary of the Treasury that
it recommends the U.S. Executive Director in the World Bank
(or other institution) take affirmative (negative or abstain-
ing) action on the proposal to finance a project involving..."

Upon receipt of the NAC's advice on given transactions,
the Secretary of the Treasury then instructs the U.S. Executive
Director in the International Financial Institution as to how
he should deal with a proposal in that institution's board.
In this connection, I would like to mention that authority
to instruct the U.S. representatives in the international
institutions, which was previously vested in the National
Advisory Council under the Bretton Woods Agreement Act, was
delegated to the Secretary of the Treasury under the provi-
sions of Executive Order 11269 of February 14, 1966, which
was the Executive Order reconstituting the NAC after its
abolition as a statutory body in 1965.

Members of the Committee may find it useful to refer,
in this connection, to ApTpendix A of the fiscal 1975 Annual
Report of the NAC to the President and to the Congress (House
Document 94-348) for fiscal 1975, where the activities of
the Council are descr imed in more detail.



Statement of Richard E. Bell
A si tant Secretary of Agriculturefor International Affairs and Commodity Programs

before the
House of Representatives

Subcommittee on Oilseeds and Rice

March 18, 1976

I welcome this opportunity, Mr. Chairman, to appear
before the Subcommittee on behalf of the Department of
Agriculture to discuss imports of palm oil.

As you are aware, Mr. Chairman, the sharp increase
in palm oil imports during the past 12 to 18 months is of
great concern to our agricultural community. It is also
of great concern to the Administration.

The Administration has underway two studies aimed at
developing additional facts which will help determine
future U.S. Government policy toward palm oil. One is
concerned with U.S. Government policy regarding loans

ade by international lending institutions. The other
concerns the more direct impact of palm oil imports on
our domestic oilseed production, and subsequent effects
on costs of living and living standards.

UntL these studies are completed, it will not be
possible for us to establish an Administration position
on eitncr of these issues. Therefore, my testimony
today will ne concerned with discussing the facts related
to palm oil imports, as we now know them, and their
implications.
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As you know, Mr. Chairman, we in the Agriculture

Department have already done some work on analyzing

recent developments in world palm oil production. Our

Foreign Agricultural Service recently completed a rather

exhaustive review of recent and likely patterns in world

-palm oil production and trade. This study will help

speed completion of the studies now underway.

Before discussing palm oil imports, however, I

believe it important that we remind ourselves that the

United States is the world's largest producer and

exporter of oilseeds and oilseed products. Also, over

the years, the United States has been a strong advocate

of freer international trade in oilseeds and oilseed

produc t s.

Exports are crucial to the well-being of the American

farmer. The produce from nearly one acre out of every

three acres harvested in the United States is exported.

The United States exports 60 percent of its production of

w.neat, 50 percent of its rice, nearly 50 percent of its

soybeans and soybean products, 40 percent of its cotton,

35 percent of its grain sorghum, 30 percent of its

tobacco and 25 percent of its corn.

In 1975, cash receipts to farmers from the sale of

oilseed crops totaled $8 billion. Oil seeds were second

only to grains as a cash crop.
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In Fiscal Year 1976 ending next June 30, we expect

to export $4.2 billion worth of oilseeds and oilseed

products. Again, these exports will be second only to

our exports of grains.

Production of vegetable oil in the United States is

mostly from soybeans and cottonseed. In 1975, these two

oilseeds accounted for nearly 90 percent of our total

vegetable oil production and nearly 75 percen't of our

total production of edible fats and oils, including animal

fats such as butter, lard and edible tallow.

Soybean oil is by far the dominant vegetable oil

produced and used in the United States. In 1975, it

accounted for 80 percent of total U.S. vegetable oil

production, and 65 percent of our total production of

edible fats and oils.

Soybean and cottonseed oil are joint products. In

other words, the oil is one of two products derived from

the crushing of soybeans or cottonseed. The other product

is vegetable protein, usually in the form of oil cakes

and meals used in the feeding of livestock to produce

meat, eggs, milk and dairy products.

The meal and cake produced from U.S. o-il seeds --

particularly soybeans -- are important to livestock produc-

tion not only in the United States but also in Canada,

Western Europe and Japan. Western Europe imports about



-4-

30 percent of the protein supplement it feeds to live-

stock. Japan imports about 90 percent. Most of those

imports come from the United States in the form of

soybeans or soybean meal.

While the United States is the world's largest

producer and exporter of oilseeds and oilseed products,

it is also a substantial importer of vegetable oils,

particularly from tropical areas. During the 5 marketing

years from October 1, 1969, through September 30, 1974,

U.S. annual imports of edible fats and oils averaged

1,084 million pounds and accounted for 9.6 percent of

all fats and oils used for food in the United States.

The vegetable oil imported during this period

included coconut oil, palm oil, palm kernel oil and olive

oil. Imports of palm oil were relatively modest, accounting

for about 27 percent of all imports and 2.6 percent of all

fats and oils used for food in the United States during

the period.

However, imports of palm oil increased dramatically

during the 1974/75 marketing year, more than doubling

those of the previous marketing year. Imports reached

757 million pounds in 1974/75 compared with 346 million

pounds in 1973/74 and a 5-year average of 296 million

pounds for the period from October 1969 through September

974.
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In 1974/75, palm oil accounted for 46 percent of all

vegetable oil imports, and 6.7 percent of all the edible

fats and oils used for food in the United States.

Palm oil imports are expected to increase even

further in the current 1975/76 marketing year -- reaching

a record 900 million pounds and accounting for 7.7 per-

cent of all edible fats and oils used for food in the

United States.

Palm oil has the physical and chemical characteristics

to allow it to be used in a wide variety of ways. In the

past, however, it has been mostly used in the United

States for shortening. For example, in 1974, nearly 90

percent was used for shortening.

Recent research work, however, has successfully

fractionated palm oil resulting in a liquid oil comparable

to peanut or olive oil in consistency and melting

characteristics. This means that palm oil will be able

to penetrate the cooking and salad oil market, a major

market area from which it previously was excluded.

One inherent drawback of palm oil, however, is that

it is a saturated oil, despite its being a vegetable oil.

The upsurge in U.S. imports of palm oil is associated

with the dramatic increase in world production of palm oil

since 1970. World palm oil production in calendar 1976

is expected to approach 3.2 million metric tons or about

7 billion pounds -- nearly double the production in 1970.



6

Part of the expansion in world palm oil production

during the past several years has been brought about by

loans from international lending institutions such as

the World Bank. I understand that 32 such loans have

been made for palm oil production and processing

facilities since 1965.

Much of the palm oil produced from plantatio'ns

and facilities financed by international lending institu-

tions has gone into export. More detail on this subject

will be supplied by the witness from the Treasury

Department.

I want to emphasize, Mr. Chairman, that the Agricul-

ture Department is not opposed to the United States

helping developing countries develop their agricultural

economies. In fact, we support, and are very much in

favor of such help. We do believe, however, that such

efforts should be directed primarily at helping raise

food production in countries which are chronically food-

d ef i it

We believe extreme caution should be taken when

providing assistance for production aimed at export. In

such circumstances, care should be taken to avoid dis-

rupting markets of other exporters, including both

developing and developed countries.



.7

The recent sharp increase in palm oil exports

undoubtedly has had the same impact on Philippine

coconut oil and Brazilian soybeans as it has on U.S.

soybeans and cottonseed.

The increase in world palm oil production during

recent years has been heavily concentrated in Southeast

Asia, particularly Malaysia and Indonesia. Production

in West Malaysia alone is expected to approach 3 billion

pounds in calendar year 1976 -- 2.1 billion pounds or

235 percent more than in 1970.

About 85 percent of the increase in world production

of palm oil during the past 5 years has gone into export.

Over 90 percent of the increase in Malaysian and

Indonesian plam oil production has gone into export

since 1970.

Production and exports of palm oil from Malaysia

and Indonesia are expected to continue to increase in

tne decade ahead. The gains in West Malaysia are expected

to be particularly sharp. Only about 60 percent of the

newly-planted oil palm trees in West Malaysia are at an

oil-bearing age. ihe remainder will begin to bear during

tie next 4 to 5 years. Oil palm takes 4 to 5 years to

reacn oil-bearing age. it reaches peak production after

about 10 years. It is commercially productive for 30 to

35 years.



Oil palm is nighly productive. Oil palm trees

)ielc 4,000 pounds or more of oil per acre. This is in

contrast to soybeans, which in the United States yield

about 300 to 310 pounds of oil per acre.

Since oil palm yields a much larger quantity of oil

per acre, production costs are low relative to soybeans

and other oilseeds grown in the United States.

We in the Agriculture Department believe that palm

oil can currently be produced in Malaysia for as low as

6 U.S. cents per pound, ex-plant. This cost of course

includes the cost of extracting the oil from the palm

f r u i t.

We estimate it costs about 2 cents a pound to move

the palm oil from the mill to export position in Malaysia.

The cost of fobbing and for freight to U.S. ports is

estimated to be an additional 1.5 cents per pound. There-

fore, Malaysian palm oil can be produced and delivered to

U.S. ports at an average cost of about 10 cents a pound.

iVported palm oil enters the United States free of customs

d U t y.

Soybean oil customarily is quoted at a Decatur,

linois, base point; while palm oil is quoted at ports

o; import. Generally, palm oil begins to sell in large

volumes whenever it is priced at the port 2 cents a pound

o- more below the price of soybean oil at Decatur.
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This means that soybean oil at Decatur can decline

to around 12 cents a pound before palm oil sold in the

United States is at a price that no longer covers the

cost of production in Malaysia. The current price of

soybean oil at Decatur is 16 cents a pound.

Palm oil is currently quoted at Gulf ports at 17,

cents a pound. Since this price is above that for soybean

oil, few new purchases are being made.

The current price for palm oil at Gulf ports reflects

an export tax and an export surcharge totaling about 3.75

cents a pound. The export taxes and surcharges are

variable. The Malaysian Government adjusts them upward

or downward depending on conditions in the world market.

It is important to recognize, however, that when

soybean oil prices decline in the United States, it

becomes necessary for soybean meal to carry a larger

share of the cost of producing soybeans. This, of course,

raises the cost of feed to livestock producers.

Economists in the Agriculture Department tell me

that the cost of producing soybeans in the Eastern Corn-

belt will be about $4.75 a bushel this coming season. I

am sure that some farm ers will say this figure is too

low. Others may say it is too high. I can only say that

it is the best that we have at present.
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Cost of production figures, of course, vary sharply

according to yields per acre. The $4.75 figure includes

costs excluding land of $2.25 a bushel and a land charge

of $2.50 a bushel. Land charges can be figured various

ways. This one is a composite -- or an average -- of

the various ways. Despite some uncertainty about it,

the cost figure will serve to illustrate the point that

I wish to make.

Assuming a production cost of $4.75 a bushel and a

crushing charge of 40 cents a bushel -- again, some

crushers may argue this is too low while others may

contend it is a bit high -- central Illinois soybean

growers and crushers would need to receive the equivalent

of $5.15 a bushel from the products derived from 1976

crop soybeans if costs are to be covered.

If soybean oil from the 1976 crop sells at 16 cents

a pound, 44 percent protein soybean meal will need to

sell for $143 a short ton if all grower and crusher

costs are to be covered. At 12 cents a pound, a meal

price of $162 is needed.

During the past 12 to 18 months, a disporportionate

share of the recent increase in world exports of palm

oil have come to the United States. This, in part, has

buen due to the strong U.S. import demand during this

pt riod.
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It also may be due to the fact that the United

States is the only entirely open major import market

for palm oil. The United States has no import quotas,

and charges no customs duty on palm oil imports.

This is in contrast to the European Community

which charges an import duty of 6 percent ad valorem

on imports of crude palm oil other than for technical

or industrial uses, 4 percent ad valorem on palm oil for

technical or industrial uses, and 14 percent ad valorem

on refined oil for food uses. Japan charges an import

duty of 8 percent ad valorem on both crude and refined

pa lm oil.

Although the U.S. import duty on palm oil is zero or

free, it is not bound at zero or free under the General

Agreement on Tariffs and Trade (GATT). It is bound at

3 cents a pound except that imported to be used in the

manufacture of iron or steel products or of tin plate or

terne plate -- estimated to be only about 3 percent of total

iKports -- which has a GATT binding of zero or free rate.

Both rates were bound in 1963 to Indonesia.

Thank you, Mr. Cnairman, I will be pleased to respond

t any questions you may have.



Table 1> PALM OIL PRODUCTION IN MAJOR PRODUCING COUNTRIES, FIVE-YEAR
AVFRAGFS AND PERCENTAGF SHARES 1955-74 _/

1955-59 1960-64 1965-69 1970-74
Country 1000 MT Percent 1000 MT Percent 1000 MT Percent 1000 MT Percent

Western Africa 556.06 46.69 763.64 59.93 750.98 55.88 995.25 43.02

wester ia 733-27 37.74 497.98 39.09 5TT~6 30.96 533.40 23.06
Nigeria 32.20 2.53 49.20 3.53 61.00 2.64
Ghana
Liberia 39.94 5.48 40.48 3.18 41.20 2.96 7.00 0.30

Sibera • .36.20 2.84 41.40 2.97 58.00 2.51

Dahomey 15.80 1.20 38.80 5.05 32.92 2.36 42.60 1.84

Ivory Coast 7.06 0.61 22.86 1.79 30.50 2.19 91.48 5.95

Togo 1.58 0.12 o.66 0.05 2.80 0.20 4.70 0.20

Cameroon 18-50 1.61 38.64 3.03 48.56 3.47 57.60 2.49

Cent.AfriCan ep. 0.14 0.01 0.88 0.07 0.64 0.05 0.50 0.02

Congo, PH 2.90 0.25 6.62 0.52 6.18 0.44 6.14 0.27

Eq. Guinea 2.28 0.20 5.12 0.24 5.96 0.28 4.16 0.18

Gabon • . 1.56 0.11 2.48 0.11

Gambia 0.42 0.04 1.42 0.11 2.08 0.15 2.02 0.09

Guinea 8.80 0.69 13.80 0.99 40.56 1.75

Guinea-Bissau 6.40 0.50 8.00 0.57 8.00 0.55

S-o Tome/Principe 2.26 0.20 1.78 0.14 1.18 0.08 0.99 0.04

Angola 14.10 1.25 26.80 2.10 35.60 2.55 74.60 5.22

Eastern Africa 225.80 19. 67 225.04 17.67 172.58 12.58 182.82 7.90

ETanzania 0.10 0.01 0.32 0.03 0.7 0.06 1.64 0.07

Burundi 1.42 0.12 1.00 0.08 1.00 0.07 1.00 0.04

Zaire 224.28 19.54 223.72 17.56 170.80 12.25 180.18 7.79

Latin America - Caribbean 17.56 1.53 27.67 2.18 53.48 3.84 92.16 3.9F

Brazil 1.28 0.0 1.2 0.753 .7 0.29

Colombia 0.01 0.00 9.72 0.70 38.62 1.67

Colobia -6 0.29 6.00 0.47 10.00 0.72 14.44 0.62
Costa Rica 3 o.46 0.04 2.52 0.18 6.00 0.26

Ecua 1.12 0.09 1.40 0.10 7.28 0.52
Honduras

Mexico 11.92 1.04 13.56 1.05 13.00 0.93 11.32 0.49

Mexico 0.78 0.07 3.94 0.31 5.12 0.37 7.72 0.)3

Venezuela 1.50 0.15 1.50 0.12 1.50 0.11

Fast Asia - Pacific 218.64 19.05 256.00 20.10 416.86 29.90 1,045.31 45.10

CEina Rep. .
40.00 1.75

Indonesia 155.22 13.52 147.52 11-58 176.42 12.65 273.72 11.84

Malansia • 5.55 108.48 8.52 240.44 17.25 728.10 31-47
Malaysia 1.49 0.06
Philippines

Others 149.94 13.06 1.47 0.12

World Total 1 148.00 100.00 1,273.82 100.00 1,59.90 100.00 2 2 100.00

l/ Production data for 1974 and 1975: IBRD estimate.

Source: FAO

EPD/CE February 1976



Table 14: PAIY OIL WORLD EXPO'TS IN MAJOR PRODUCING COUNTRIFS, FIVE-YFAR
AVEIRAGES AND PERCENTAGE SHARES, 1905-7L 1/

2950-59 1960-61 1960-69 1970-7L
Country 1000 MT Percent 2000 MT Percent 1000 MT Percent 1000 MT Percent

WESTERN AFRICA 222.L6 36.76 191.67 31.30 305.I5 1h.96 86.02 6.39
Nirgeria 180.L0 31.21 17.6L 21.11 65.23 9.25 5.96 .1b
Ghana .06 .00 30 .0 -
Liberia .02 .23 .02
Sierra Leone .62 .31
Dahomey ]2.61 2.20 21.62 1.A9 20.A6 1.51 11.65 .86
Ivory Coast 2.21 .20 .A .2i .92 .33 18.90 3.62
Togo .66 .1 .13 .07 0.09 .01 1.09 .08
Cameroon .L6 .01 8.26 2.31 8.2 1.19 7.35 .54
Cent. Afr. Rep. .02 .01 .00 0.00 .00 .00 .00
Congo, Peo. Rep. 2.9A .52 3.31 .5L 0.66 .09 -
Ec. Guinea 2.31 .L9 2.91 .47 5.03 .2 3.00 .22
Gabon .09 .01 2.07 .15 .22 .01
Gambia
Gui nea
Gulnea-Bassau .60 .10 .07 .01 0.08 .02 .08 .00
Sno Tnme/Princire 1.33 .23 .95 .15 0.51 .07 .19 .02
Angola 8.79 1.52 15.45 2.52 13.1U 3.90 7.35

FASTERN AFRICA 160.53 27.78 i8.87 24.31 131.21 16.22 89.98 6.67
Tanzania .08 .01 0.05 .00 .02 .00
Burundi
Zaire 160.51 27.79 18.79 2L.30 121.19 16.20 89.97 6.67

LATIN AMEPICA-CARIBBEAN .16 .03 2.28 .37 3.67 .52 5.22 .38
Brazil
Colombia
Costa Rica .02 0.39 .06 .17 .02 .19 .01
Equador
Honduras .15 .03 .1 .02 0.83 .11 -49 .03
Mexico
Para 7uay 1.75 .28 2.67 .37 L.51 .
Ve nez7Uel]a

FIST ASTA-PACIFIC 298.33 32.58 222.31 36.31 385.11 51.69 903.67 67.05
China Rep.

Indonesia 122.17 20.96 113.88 18.60 153.56 21.78 229.70 17.01
RAlavsia 67.16 11.62 108.13 17.71 231.88 32.90 673.97 50.00
Phil I ppines

ENIA 0.09 .01 .67 .0h
Tahrain .00 .00
Lebanon .00 .00
Portugal .- .67 .01
Snain 0.09 .01
Svrian Arab Rep.

0 THEFS 16.17 2.85 17.01 7.67 95.93 13.61 * 262.15 19.L5
Austria -
B21,ium-Luxembourg 6.81 1.18 7.73 1.26 L.96 .70 2.72 .20
Czechoslovakia .7 .08 -
Denmark .01 .01 .07 .01 1.59 .22 .10 .00
France .72 .12 1.65 .26 .65 .09 1.47 .J0
,ermany, FR 2.81 .L9 3.12 .50 3.51 .50 7.21 .53
Hor, K ng .01 .01 -
Ind!a .02 .00 .00

0.10 .01 .1 .01 .61 .01
Japan .18 .02 .11 .01 .43 .03
Mali
Netherlands 1.38 .76 5.15 .89 10.00 1.11 47.40 3.51
Ni caragua .2h .03
Niger .01 .01
Jorway -

Papua-New Guinea 1.33 .32
Singapore 27.02 h.41 7b.15 10.52 196.13 11.57
Sweden .67 .11 .28 .0h .16 .02 .51 .0
Uganda .37 .06 .33 .01 .05 .00
United Kingdom .11 .08 .80 .23 .30 .01 .83 .06

WORLD TOTAL 577.95 100.00 612.23 100.00 701.73 100.00 1,317.71 100.00

1/ Palm 012 export data for 1971: IBRD estimate.

Source: FAO

EPD/CE March 1976
PPollak
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Table 15: PALM OIL IMPORTS BY MAJOR IMPORTING COUNTRIES,
FIVE-YFAR AVERAGES AND PERCENTAGE SHARES

1955-59 1960-6h 1965-69 1970-7L
Country 1000 MT Percent 1000 MT Percent 1000 MT Percent 1000 MT Percent

FAST AFRICA 3.56 0.60 4.10 0.72 8.76 1.38 18.86 1.51
Kenya 1.52 0.25 1.76 0.30 5.9 0.93 13.36 1.07
Mozambique 0.00 .00 0.00 .00 0.50 0.07 0.88 0.07

Niger 0.00 .00 0.00 .00 0.05 0.00 0.18 0.01

Rhodesia 0.57 0.09 0.36 0.06 0.30 0.01 0.50 0.01
Sudan 1.15 0.29 0.16 0.02 0.07 0.01 0.05 0.00
Tanzania 0.01 0.00 0.06 0.01 0.1 0.06 2.56 0.32
Uganda 0.28 0.01 2.76 0.30 1.43 0.22 2.29 0.18

Zambia 0.00 .00 0.00 .00 0.06 0.00 0.01 0.00

WRST AFRICA 2.86 0.48 3.61 0.63 6.61 1.01 8.64 0.69
Angola 0.00 .00 0.06 0.01 0.31 0.05 0.05 0.00
Cameroon 0.57 0.09 0.15 0.02 0.78 0.12 0.01 0.00

Car 0.00 .00 0.19 0.03 0.93 0.11 1.56 0.12

Congo PR 0.00 .00 0.10 0.01 0.08 0.01 0.49 0.03
Dahomey 0.00 .00 0.00 .00 0.00 0.00 0.00 .00
Eq. guinea 0.59 0.09 0.00 .00 0.00 .00 0.00 .00

Gabon 0.00 .00 0.00 .00 0.00 .00 0.00 . .00

Gambia 0.00 .00 0.00 .00 0.00 .00 0.00 .00

Ghana 0.00 .00 0.21 0.03 1.15 0.22 3.78 0.30
Guinea 0.02 0.00 0.00 .00 0.00 .00 0.00 .00

Ivory Coast 0.90 0.15 2.55 0.11 1.91 0.30 0.00 .00

Liberea 0.00 .00 0.00 .00 0.0 0.00 0.00 .00

Mali 0.00 .00 0.17 0.02 0.12 0.01 0.75 0.06
Senegal 0.20 0.03 0.01 0.00 0.78 0.12 1.86 0.11
Sierra Leone 0.00 .00 0.02 0.00 0.12 0.01 0.11 0.00

Togo 0.58 0.09 0.15 0.02 0.03 0.00 0.00 .00

FAST ASIA AND PACIFIC 11.19 1.91 37.56 6.60 76.67 12.12 229.97 18.12

Khmer Reo. 0.19 0.03 0.00 .00 0.00 .00 0.00 0.00

China Ren. 0.08 0.01 0.00 .00 0.00 .00 1.62 0.12

Fiji 0.00 .00 0.00 .00 0.00 .00 0.00 .00

Hong Kong 0.02 0.00 0.00 .00 0.00 .00 0.17 0.01

Korea Rep. 0.29 0.0 0.00 .00 0.1h 0.02 1.03 0.08
Malaysia 5.84 0.98 3.98 0.70 0.22 0.01 1.37 0.10
Papua/NG 0.00 .00 0.00 .00 0.00 .00 0.00 .00

Pbilinrines 5.05 0.85 4.99 0.87 6.99 2.10 4.32 0.31
Singapore 0.00 .00 28.5h 5.01 69.31 10.96 221.36 17.73

0.03 0.00 0.05 0.00 0.08 0.01 0.10 0.00

s00TH ASIA 26.97 4.56 31.13 6.00 8.39 1.32 33.70 2.70
T7373egh 0.00 .00 0.00 .00 0.00 .00 0.00 .00

.09 0.01 0.00 .00 0.00 .00 0.00 .00
rinka 0.00 .00 0.00 .00 0.75 0.11 0.50 0.0h

a 17.12 2.94 34.13 6.00 5.52 0.87 23.27 1.86
Pakistan 0.00 .00 0.00 .00 2.12 0.33 9.93 0.79

EMENA 9.16 1.60 5.64 0.99 5.63 0.88 8.85 0.70
Algeria 1.87 0.31 0.65 0.11 0.72 0.11 1.00 0.08
Bahrain 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Cyprus 0.00 .00 0.00 .00 0.00 .00 0.06 0.00
Iran 3.22 0.51 0.00 .00 0.00 .00 0.00 .00
Israel 0.12 0.02 0.37 0.06 0.78 0.12 1.08 0.08
Jordan 0.23 0.02 0.72 0.12 1.94 0.30 3.13 0.25
Kuwait 0.00 .00 0.06 0.01 0.03 0.00 0.00 .00
Lebanon 0.08 0.01 0.13 0.02 0.11 0.01 0.07 0.00
Libyan AR 0.00 .00 0.01 0.00 0.06 0.00 0.12 0.00
Malta 0.00 .00 0.00 .00 0.00 .00 0.00 .00
Morrocco 0.41 0.06 0.27 0.01 0.06 0.00 0.00 .00
Syrian 3.51 0.59 3.40 0.59 1.92 0.30 3.39 0.27
Turkey 0.00 .00 0.00 .00 0.01 0.00 0.00 .00
UAR 0.13 0.02 0.03 0.00 0.00 .00 0.00 .00
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Table 15' CONTINUED

1955-59 1960-61 1965-69 1970-74
Country 1000 MT percent 1000 MT Percent 1000 MT Percent 1000 MT Percent

LAC 3.95 0.66 5.25 0.92 h.56 0.72 6.27 0.50
Arrentina 0.43 0.07 0.26 0.01 0.05 0.00 0.05 0.00
Barbados 0.00 .00 0.00 .00 0.02 0.00 0.06 0.00

Brazil 0.41 0.06 0.00 .00 0.06 0.00 0.05 0.00

Chile 0.00 .00 0.42 0.07 1,3 0.22 0.02 0.00

Colombia 0.52 0.08 1.13 0.19 0.00 .00 0.00 .00

Costa Rica 0.02 0.00 1.08 0.18 1.61 0.25 0.46 0.03

Ecuador 1.33 0.22 1.51 0.26 0.94 0.11 5.39 0.13
El Salvador 0.00 .00 0.01 0.00 0.00 .00 0.00 .00

Guatemala 0.01 0.00 0.01 0.00 0.02 0.00 0.00 .00

Guyana 0.00 .00 0.00 .00 0.00 .00 0.00 .00

Honduras 0.00 .00 0.29 0.05 0.00 .00 0.06 0.00

Jamaica 0.00 .00 0.02 0.00 0.00 .00 0.00 .00

Martinoue 0.00 .00 0.00 .00 0.00 .00 0.01 0.00

Mexico 0.87 0.1 0.17 0.02 0.19 0.03 0.16 0.01

Nicaragua 0.00 .00 0.01 0.00 0.18 0.02 0.00 .00

Peru 0.00 .00 0.09 0.01 0.06 0.00 0.01 6.00
Trinidad 0.17 0.02 0.00 .00 0.00 .00 0.00 .00

Venezuela 0.16 0.02 0.27 0.01 0.00 .00 0.00 .00

OTHERS 532.52 90.13 h78.28 84.11 521.97 82.51 9h1.59 75.5
Australia 0.39 0.06 2.h9 0.13 2.96 0.16 10.01 0.80

Austria 2.59 0.13 1.28 0.22 0.19 0.03 3.24 0.25

Bel Lux 11.1 7.00 10.19 7.06 26.51 1.19 25.06 2.00

Canada 17.35 2.93 11.53 2.02 11.08 1.75 18.32 1.16

Denmark 12.01 2.03 3.84 0.67 1.58 0.21 8.56 0.68

Faeroes Isl. 0.00 .00 0.00 .00 0.00 .00 0.00 .00

Finland 0.98 0.6 0.05 0.00 0.02 0.00 0.82 0.06

France 29.99 5.07 31.90 6.13 38.00 6.00 49.14 3.93
Gerrany FR 72.13 12.25 86.57 15.22 115.07 18.19 110.10 11.25

IcelanA 0.00 .00 0.01 0.00 0.00 .00 0.00 .00

Ireland 3.13 0.52 L.14 0.72 3.16 0.19 1.25 0.34

Italy 15.52 2.62 27.59 4.85 38.18 6.03 51.71 L.14

Japan 19.77 3.31 15.30 2.69 25.70 h.06 70.35 5.63
Netherlands 80.80 13.67 71.50 13.10 69.32 10.95 137.56 11.02

New Zealand- 0.00 .00 0.01 0.00 0.01 0.00 0.36 0.02

Norway 1.03 0.17 0.64 0.11 0.22 0.03 9.93 0.79

Portugal 9.73 1.61 11.29 2.51 15.48 2.44 18.85 1.51

S. Africa 0.98 0.16 0.00 0.00 0.11 0.01 0.97 0.07

Snain 3.10 0.57 0.22 0.03 2.39 0.37 5.70 0.L5

Sweden 1.98 0.33 2.03 0.35 2.5L 0.10 7.50 0.60

Switzerland 1.53 0.25 1.55 0.27 2.59 0.10 1.93 0.39

Ux 197.05 33.35 136.70 24.01 122.85 19.12 212.13 16.99
Us 15.01 2.51 15.25 2.68 37.15 5.87 117.86 11.84

yugoslavia 0.70 0.11 1.11 0.19 1.31 0.20 0.11 0.01

China PR 0.06 0.01 0.03 0.00 0.32 0.05 0.00 .00

Cuba 0.07 0.01 0.00 0.00 0.00 .00 0.00 .00

Czechoslovakia 0.56 0.09 0.72 0.12 0.79 0.12 5.27 0.12

Hungary 3.09 0.52 1.01 0.18 0.54 0.08 0.12 0.00

Poland 0.93 0.15 1.08 0.18 1.84 0.29 8.41 0.67
USSR 0.00 .00 1.22 0.21 2.06 0.32 0.00 .00

WORLD TOTAL 590.81 100.00 568.57 100.00 632.59 100.00 1,247.88 100.00

EPD/CE
March 1976



Table 16; PRODUCTION COSTS ON A 10,000-ACRE OIL PALM ESTATE

U.S. dollars

Cost of estate to maturity 4,400,000

Cost of road collection system 680,000

Cost of oil mill (30 tons of F.F.B. per hour) 1,600,000

Cost of staff and workers' quarters 60,000
Cost of administrative centres 80,000

Total establishment cost 7,360,000

Annual cost of capital

5 percent depreciation of US$5,200,000 260,000

10 percent depreciation on US$260,000 226,000

(buildings and machinery)

8 percent inter'est on US$7,360,000 588,800

'i'-a 
1-..907,000

Cost per ton of oil

Capital 
68.00

Upkeep and cultivation 
26.00

Harvesting and collection 22.00

Manufacture 8.00
General charges 38.00

Forwarding 6.80

Bulking installation 3.20

Tax (ad valorem US$200) 17.50

Total cost per ton of oil f.o.b. 189•50

Source: Technical and Economic Aspects of the Oil Palm Fruit

Processing Industry, UNIDO.
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ANNEX II

METHODOLOGICAL NOTE ON DEMAND PROJECTIONS

1. The following model was used to estimate per capita demand for

fats and oils in 145 countries:

Q = a PIND I

where

Q = Per capita demand for fats and oils.

PIND = Price index for fats and oils
(1974 = 100), using current exports as weights.

Y = Per capita incomes.

Parameters:

a = 16.8

b = 0.125 (price elasticity of demand for all fats and oils).

c = 729.0

2. A distinctive feature of the demand for fats and oils is its high

income elasticity at low levels of per capita income, which declines as incomes

increase; it approaches zero as per capita consumption reaches saturation. The

first part of the model, a PIND determines the saturation level of per capita

fats and oils consumptian; it is estimated at 27.2 kgs. in 1980 and at 27.3 kgs.

in 1985.

3. The 1975 edition of the World Bank Atlas contains a list of the

countries included in the demand projection for fats and oils. Per capita

incomes (in constant 197 U.S. dollars) were projected for 1980 and 1985 on

the basis of population projections prepared by the United Nations and the

Bank's latest projections of real GNP for these countries.
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4. Table 1, Annex II shows projected demand for 1980 and 1985 by

Bank regions. In projecting demand, it was assumed that many developing

countries will ration foreign exchange expenditures for imports of fats

and oils. Should this not be the case demand for fats and oils in 1980 and

1985 could exceed projections by a margin of 2 to 3 percent.



Table 1: DEMAND Ft FATS AND OILS ANNEX II
Estimated 1974, Projected 1980 and 1985 Page 3

19Th1980 191i5
Fats/Oils bemand Fats/Oils Demand Fats/Oils emand

GNP!/ Pop Total Per GNP/ Pop Total Per GNPI/ Pop Total Per
Capi ta CapRit Ca ta(1000 US$) (1000) (1000 MM (1000) (10 MT) tkg.) (1000 US$) (100) (1000 MT ( .)

Industrialized Countries 3,362,243 668,806 15825 23.7 4,436,655 704,341 16401 23.3 5,914,054 735,443 17118 23.3Centrally Planned 1,111,656 1,233,787 14525 11.8 1,423,844 1,327,717 16928 12.7 1,823,850 1,415,700 18283 12.9East Africa 31,428 159,965 878 5.5 38,400 190,084 1066 5.6 46,934 220,141 1204 5.4West Africa 32,991 139,523 909 6.5 43,221 147,585 1110 7.5 56,938 169,971 1320 7.8East Asia and Pacific 98,022 311,450 2516 8.1 138,301 370,966 3092 8.3 195,121 421,233 3750 8.9South Asia 101,146 797,017 3249 4.1 122,278 928,253 3907 4.2 147,911 1,052,585 4385 4.2MENA 322,181 282,948 4130 14.6 483,497 339,426 5202 15.3 715,054 381,920 5986 15.7Western Hemisphere 279,052 295,449 4379 14.8 373,942 355,659 5487 15.4 501,040 408,109 6254 15.3

Total Demand 46431 53200 58300

1_ GNP in 1974 constant U.S. dollara.
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FATS AND OILS

Summary

1. Since the early sixties, the demand for high-protein meals

has grown faster than the demand for vegetable oils and thus the market

prospects for high-protein meals will remain the key to the supply of

vegetable oils. The growing demand for livestock products in developed

countries will ensure a continued strong demand for oilseed meals, and

the prices of the latter are expected to rise in real terms during the

projection period (1976-85). The increase in oilseed processing for meals

will raise the supply of vegetable oils; in addition, the projected expan-

sion of livestock and dairy products will add to the supply of animal

fats and oils. A further increase in fats and oils supplies will come

from tree crops, mainly oilpalm.

2. An oversupply of fats and oils is likely to develop during

the first part of the projection period (1976-80). The market prospects

for fats and oils between 1980 and 1985 will largely depend on the capa-

bility of developing countries to absorb increasing supplies, since per

capita consumption in the developed countries will be close to saturation

levels by that time. It was assumed that despite potential foreign exchange

1/ The term "fats and oils" is used in this paper for all fats and oils
generally classified as "edible/soap fats and oils". These include
soybean oil, sunflower seed oil, groundnut oil, cottonseed oil, rape-
seed oil, olive oil, coconut oil, palm kernel oil, palm oil, fish oil,
butter, lard and tallow. In recent years, their combined p roduction
accounted for about 97 percent of the total production of all major fats
and oils.
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constraints, developing countries will indeed increase their share of

world fats and oils consumption. Thus fats and oils prices (in real

terms) are expected to rise slightly towards the mid 1980s. Since the

demand for livestock and dairy products will continue to expand during

the projection period, the market prospects for high-protein meals will

remain favorable.

Demand Outlook

3. Fats and Oils. During the past decade there have been

significant shifts in the consumption of fats and oils, away from animal

fats and in favor of vegetable oils, and within vegetable oils from hard

to soft oils. These changes reflect partly the increased supplies of

vegetable oils and partly the growing consumer awareness, in developed

countries, of potential health risks associated with the consumption of

highly saturated fats and oils.

h. Demand for soft vegetable oils (soybean oil, cottonseed oil,

corn oil, etc.) is expected to expand faster than the demand for hard oils.

While increasing supplies of soybean oil are likely to be marketed without

significant downward pressure on soybean oil prices, relative to those of

other fats and oils, increasing quantitities of palm oil will find a mar-

ket only at growing price discounts.

5. Between 1974 and 1980 world demand for fats and oils is projected

to grow at an average annual rate of 2.3 percent: Demand for fats and oils

largely depends on per capita income levels. The income elasticity of
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domand is high at low income levels, and almost zero at the present per

capita income levels of the developed countries. Annual per capita

consumption of fats and oils in most developed countries has reached a level

of about 25-30 kilograms; in many developing countries it is below 5 kg.

Considering the rapidly growing population of these countries, even a

small increase in their per capita incomes has a sizeable impact on

world fats and oils demand.

6. Regional consumption patterns of fats and oils generally reflect

regional production patterns and natural storage conditions. Economic

protection and lower transport costs play an important role in the pre-

ference of locally produced fats and oils. Most of the fats (margarine,

shortening) consumed in temperate zone developed countries are manufactured

from soybean, cottonseed and sunflower oils. Coconut oil and palm oil

dominate the vegetable oil consumption in tropical and semi-tropical

countries.

7. Between 1974 and 1980, industrialized and centrally planned

countries will each absorb about one-third of world fats and oils supplies;

the remaining one-third will be consumed in developing countries. Among

these, the Latin American region will claim the largest share (9.h percent)

of fats and oils supplies; South Asia will absorb about 7.0 percent, East

Asia Pacific 5.4 percent, West Africa 2.0 percent and East Africa 1.9 percent.

Demand is projected to expand somewhat more slowly between 1980 and 1985,

for two reasons. First, because of per capita demand for fats and oils in



industrialized countries will approach the stauration level. Second,

because it was assumed that major net importing (developing) countries

will face a foreign exchange constraint; and that as a result, per capita

fats and oils consumption in these countries will increase only slightly.

In South Asia, for example, annual per capita consumption is projected

to g ow from 4.1 kg. in 1974 to 4.4 kg. in 1985. During this period,

total demand will grow from 3.2 to 4.7 million tons, at an annual average

rate slightly above that of these countries' population growth.

8. High-Protein Meals. Because of their high protein content,

oilcakes are used increasingly in livestock feeding. Demand for livestock

and animal products is closely related to per capita incomes, and as incomes

rise, the demand for oilcakes continues to grow long after the direct per

capita consumption of fats and oils has reached its saturation level. The

long term market outlook thus appears to be brighter for oilseeds with a

high meal (protein) content than for those with a high oil content.

9. As noted in last year's forecast, demand for oilcakes is expected

to grow during the decade ahead, reflecting economic recovery in the OECD

countries. These countries are expected to account for the bulk of demand

for meal, but their share will decline as the portion of high protein con-

centrates in feed rations approaches optimum levels. Additional markets

may open up in Eastern Europe, the Soviet Union and some developing countries.

10. Scarce supplies of fishmeal and rising prices during 1973/74

reduced its utilization by pig and poultry producers, and encouraged the



substitution of soybean meal for livestock fattening. This practice is

expected to continue, and thus the demand for fishmeal and its price

premium over soybean meal are likely to be reduced.

11. A potential threat to the markets for high protein meals is

single cell protein (sCP), manufactured mainly from natural gas or

petroleum products, which can be used both as a component of animal feeds

and for direct human consumption. The market share SCP will capture depends

mainly on its price relative to the prices of proteins from existing sources.

Although several plants are now in operation, supplies of SCP products

have not had a significant impact on markets for high-protein meals, and

it is unlikely that SCP will affect these markets before the early eighties.

Supply Outlook

12. The supply of fats and oils is highly price inelastic, for

two reasons. First, the supply of oils from tree crops, such as palm oil,

coconut oil and palm kernel oil, is highly inelastic, and second, many fats

and oils are recovered as by-products in the processing of oilbearing ma-

terials (such as meals and meat). Though demand for each of these types of

products is separate and affected by different market forces, their supply

reflects the demand for both products. Thus the response to rapidly growing

demand for one product, for example high-protein meal, leads to rapidly

growing supplies of the other product, vegetable oil.

13. In the decade ahead (1976-85), production of fats and oils is

again expected to grow at an average annual rate of 2.6 percent as in the
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past two decades. Reflecting the continuing strong demand for livestock

products, most of the oil supply will come from oilseeds crushed for

meal, and from soybeans in particular. The projected expansion in live-

stock production will, in turn, increase the output of animal fats. The

supply of fats and oils will be further increased by the expansion in

the production of palm oil, as extensive plantings during the late 1960s

reach their productive stage. The growth of output of marine oils is

expected to grow at only 1.7 percent, as conventional fish resources have

already reached or surpassed their maximum sustainable yield. An increasing

share of future marine oil production will come from currently unutilized

species, most of them in polar waters. World production of fishmeal is

expected to increase, below the long term trend, at an average rate of

about 1.5 percent between 1976 and 1985.

Price Developments

1. Real prices of fats and oils (in 1974 dollars) displayed no

clear trend between 1960 and 1972. In 1973 they began to increase sharply,

mainly in response to a shortfall in supplies of lauric oils. Prices of

fats and oils and also of oilcakes advanced further in 1974, due to a 20.4

percent decline in the US production of soybeans, which was only partially

offset by increased output in Brazil. In 1974, prices for high protein

meals dropped because of the worldwide recession and a decline in livestock

production. A 17 percent increase in world soybean production combined



with good harvests of other oilseed crops 
during 1975 caused real prices

for fats and oils to fall to about their 
average level of the sixties.

Prices for most oilcakes declined only slightly.

15. Barring any major reductions in supplies, 
real prices for fats

and oils are expected to decline in the 
first half of the projection period

(1976-80) from their extremely high 
levels of 1974. In the second half of.

the projectin period, population growth 
and rising per capita incomes in

developing countries are expected to raise 
their domestic consumption of

fats and oils. Hence, prices for vegetable oils and fats are expected to

drift upwards again between 1980 and 1985. Projections as to their exact

level vary with assumptions as to the relative strength of supply and

demand factors.

Methodology

16. Yearly supplies of oilseeds were projected on the basis of past

growth rates. Projected growth rates were adjusted for some cropse to 
take

into account additional information on the future supply situation. It

was assumed that the total production of any oilseed crop will be crushed

in the year it is harvested. Knowledge of the oil and meal yields of each

crop allows the supply of the respective oil and meal in 
each year to be

calculated. For tree crops, the number of trees, their variety and age

composition provide a strong indication of their supply 
potential. However,

actual supply projections for tree crops are made more difficult by wide

year-to-year fluctuations in yields. The potential supply of annual field

crops such as soybeans and groundnuts depends largely on 
the relative



profitability of alternative cropm producers could plant. 1/ Fregent change

in relative price levels and production costs of annual crops widen the mar-

gin of error in projecting the production 
of annual crops. Projected growth

rates for the supply of oilseed crops reflect these 
factors. Projected

supplies therefore represent the most likely trend 
value for each year.

Actual supplies will probably fluctuate around 
projected trends.

17. The demand for fats and oils is projected 
for 145 countries

individually on the basis of projected (real) per capita incomes, popu-

lation and a price index for fats and oils. Prices for individual fats and

oils are determined simultaneously be world supplies 
of all fats and oils and

by the ratio between stocks and demand. 
Projected GNP determines the demand

for high protein meals.

18. Because oil and meal are recovered in nearly fixed proportions,

the prices of the ra material (oilseed) is determined by the combined

value of the extracted oil and meal minus the crushing 
margin. Given a

positive crushing margin and a set of projected prices 
for oil and meal, the

following relationship was used to project prices for oilseeds:

POSk = POLi YO + PMLI YM CMk

where

POSk = Price of the oilseed crop (k)

YO = Yield of oil (i)

YM = Yield of meal (j)

Ck = Crushing margin for oilseed (k)

Crushing margins were projected at 10 percent of the combined 
value of the

oil and the meal.

1/ It was assumed that the area of land suitable for the 
production of

annual crops remains fixed for the projection period.
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Table 3: WQRLD EXPORTS OF SELECED OILSFEDS, FATS AND OILS (FAT OR OIL EQUIVALENT),
ACTUAL 1960, AVEPAGE 1967-69, 1975 PROJECTED 1980 AND 1985

(In 1000 metric tons)

1960 1967-69 1975 1980 1985
Fat/Cil 1000 MT 5 Share 1000 1T 7 Share 1000 MT 5 Share 1000 MT c Share 1000 1, 7 Share

Soybean Oil 1,LO0 19.8 1,991 19.8 3,565 27.1 4,900 28.0 5,700 27.8

Sunflowrerseed Oil 2L-5 3.3 1,138 11.3 765 5.8 1,250 7.2 1,300 6.3
Ccttonseed Oil 294 h.1 226 2.3 L25 3.2 160 2.6 510 2.5
Groundnut Oil 826 11.4 1,037 10.3 745 5.7 9L0 5.4 950 L.6
Rapeseed Oil 92 1.3 h39 4.4 745 5.7 920 5.3 1,020 5.0
Olive Oil 69 1.0 82 0.8 63 0.5 100 0.6 110 0.6
Palm 04. 587 8.1 607 6.0 1,800 13.7 3,050 17.5 L,690 22.9
Coconut Oil 1,152 15.9 1,182 11.8 1,25 10.8 1,650 9.1 1,750 8.5
Palm Kernel Oil L07 5.6 299 3.0 396 3.0 120- 2.L4 h35 2.1
Fish Oil 222 3.1 672 7.7 600 4.6 740 4.2 790 3.9
Butter 426 5.9 51h 5.1 717 5.5 790 h.5 830 1.1
Tallow 1,076 14.9 1,447 11.4 1,400 10.7 1,820 10. 1,950 9.5
Lard 1407 5.6 409 4.1 490 3.7 1410 2.5 460 2.2

TOTAL 7,243 100.0 10,043, 100.0 13,136 100.0 17,480 100.0 20,L95 100.0

Sources: USDA: 1960-69
IBRD: 1975-85



Table4: PRICES AND PRICE INDEC OF SELECTED FATS AND OILS 1/ CIF EOROPE, 1960-1980 AND 1985

(In constant US dollars per metric ton)

Year Soybean Sunflowr Cottonseed Groundnut Rapeseed Olive Palm Coconut Palm Kernel Fish Lard Butter *all.v Price Index

1960 U.1.9 h80.5 46L..7 61..7 433.1 1,156.8 h50.9 617.0 626.9 306.5 h23.2 1,682.8 25-. 66.3
61 699.3 757.8 713.2 806.5 682.3 1,367.0 565.3 618.9 6h0.8 338.7 548.2 1,720.3 3S5-; 5.
62 L45.8 183.1 522.4 5L0-1 434.0 1,239.2 424.2 492.9 500.8 204.2 428.1 1,61L.3 26z. '.8
63 43L.9 460.2 L73.9 522.6 419.3 1,698.5 432.9 557.7 559.7 312.0 L21.2 1,755.1 275.
64 397.0 493.8 84.1 610.0 088.0 1,134.8 L-64.8 575.1 579.0 393.1 456.1 1,802.9 3:.3 66.1

1965 515.1 560.9 530.3 618.1 501.7 1,264.8 520.8 663.9 673.1 414.0 558.9 1,751.2 3!:-= 72-9
66 L86.8 490.6 621.2 552.1 . 55.1 1,233.0 44..2 604. 505.5 365.6 526.0 1,553.8 335. 65-0
61 399.8 392.4 699.6 - 523.8 381.3 1,277.1 41.6 607.1 460.9 235.1 379. 1,512.1 266.5 57.9
68 331.3 320.1 567.7 504.L 299.6 1,267.4 311.5 742.6 683.0 184.3 314.5 1,319.6 2. 53.2
69 .09.0 382.1 522.0 595.5 358.7 1,194.6 32h.7 617.5 518.9 269.1 387.4 1,271.7 27.: 57.7

1970 51".8 555.1 593.7 635.6 491.h 1,172.2 136.0 665.8 719. 415.9 .154.5 1,229.2 33-. -
71 510.0 592.1 619.0 696. 165.8 1,18.0 112.1 585.8 529.0 30.0 413.7 1,6545. 3>. .8

72 392.0 473.4 470.5 618.6 336.9 1,330.0 315.1 339.8 354.3 26L.3 36L.5 1,755.5 259.
73 569.2 587.6 612.1 668. 183.5 1,712.0 462.7 628.0 601.1 418.7 156.6 1,193.5 L35.3 72,3
74 795.0 983.0 939.0 1,077.0 745.0 2,174.0 669.0 998.0 1,010.0 559.0 602.0 1,216.0 I182 100.0

1975 510.7 6L5.5 634.1 78.5 481:3 2,127.7 378.2 343.3 383.4 300.5 418.4 1,157-8 29'. 66.0

76 308.3 492.0 528.9 553.6 319.8 1,927.2 303.4 278.8 295.2 270.6 336.2 1,13.3 311.6 51.2
77 31L.7 465.2 490.2 510.1 314.7 1,639.9 300.3 30b.8 320.0 25L.9 289.7 1,300.3 27-3
78 325.0 L39.9 455.3 523.9 315.2 1,101.1 303.3 339.8 339.8 210.3 299.8 1,169.9 259.2 47.6
79 335.0 470.0 19.8 518.8 310.3 1,194.8 307.0 350.0 370.2 230.1 299.8 1,059.8 24 7.3

1950 345.9 419.6 389.7 509.1 308.1 1,020.0 310.0 422.0 h00.11 219.8 310.0 954.8 219.5 6.5

1985 395.2 439.9 490.7 573.2 362.6, 1,211.5 320.0 475.1 460.3 264.9 345.0 1,109.9 257.1 52.2

1/ Descriptions:

Soybean Oil: Crude, US, CIF Rotterdam. Coconut Oil: Philippines/Indonesian, bulk, CIF Rotterdam. For 1973, Dutch, . ex-mill;
Sunflower Oil: Any origin, ex-tank Rotterdam. prior to 1973, White Ceylon, 1% bulk, ex-tank Rotterdam.
Cottonseed Oil: US, PBSY, CIF Rotterdam. Palm Kernel Oil: West African, CIF UK.
Groundnut Oil: Nigerian/Gambfan/Any Origin, CIF Europe. Fish Oil: Any origin, crude, CIF Europe. Prior to March 1973, Peruvian, sei-re'ined.
Raoeseed Oil: Dutch, FOB ex-mill. Lard: EEC refining quality, CIF UK. Prior to February 1973, US, Prime Steam, = 7K.
Olive Oil: Spanish, edible, 1% drums. Butter: Dutch, bulk, unsalted, UK markets.
Palm Oil: Malaysian, 5% CIF U!. Tallow: US,'bulk, bleachable fancy, CIF Rotterdam.

"rice Index weighted by constant world exports (1974100).
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Table 5: EXTRACTION RATES OF OIL, CAKE AND
PROTEIN FOR SELECTED OILSEEDS

(in percent)

Raw Protein
Crude Oil Oilcake Content of Cake

Soybeans 17.5 80.5 46.0

Cottonseed 17.5 59.0 4l.0

Groundnuts, shelled 44.5 55.0 52.0

Sunflowerseed hh.0 55.0 40.0

Rapeseed 38.5 59.0 3h.0

Sesame Seed 47.0 52.0 4o.o

Copra 63.5 36.0 22.0

Palm Kernels 46.5 52.5 23.0

Linseed 34.0 63.0 36.0

Castor Beans 45.0 n.a. n.a.

Other Oilseeds 33.0 60.0 37.0

Fishmeal n.a. n.a. 65.0
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Anniversary export markets next year. As a result, a loss of a tifth or 160,000 toca

10 Prkistani Wheat Output Up, U.S. fats and oils exports in 1976 are basis, from last vear.

Sufficiency Not Imminent targeted at just 4.25 million metric In other nortLern areas. Can , s

By Arif Malmood tons, oil basis, slightly over this year's rapeseed crop at .6 rnillion tons

12 Cocoa Output Emphasized in depressed volume. add 170,000 miiV'n tonsmre

Nigeria With foreign oil production expected to world supplies tli last year-- e

13 Crops end Markets to swell to 37 million metric tons in of 40 p-rcent. In inlia, an im.
1976, the United States is obviously peanut crop, totaling' 6.4 mailhon

This week's cover: no longer the "only store in town," and will increase oil suple'is by 2j p
Shrimp beats at Galveston, an im- foreign customers are sure to be shop- or 340,000 tons o r last vear.

portant center for the shrimping in-
dustry. The port of Galveston marks ping around. Brazil's bite into U.S. Olive oil is follo.ing suit in 19

its 152th anniversary in 'e75, and markets, for example, is likely to be -an on-year for producrion---.
U.S. frm exports have p!Eyed a key even bigger next year, especially since output projected to be rouhly 200
role in its growth. See page 8. the record soybean crop expected next tons or a sixth above the r.. d

spring could boost oil output by 20 1974/75 harvest.

Earl L. Put", Secreta'y of Agri percent. And moie Malaysian oil palm Bucking the trend is the Soviet Ln.

culture trees are now reaching bearing age. wherc a poor sunflowereed er-

Richard E. Bell, Assistant Secre- releasing huge quantities of this oil probably less than 5.5 milion

tary for International Affairs and into world markets. Will reduce oil supp-iles by a fifth

Commodity Programs Globally, production of fats and oils 500,000 tons belov 1974's-a

David L. Hume, Administrator, For- in 1976 is now estimated at 48.6 million likely to be remeded by importS
eign Agricultural Service tons'-6 percent or 2.9 million tons Brazilian beans, but which wil!r

Editorial Staff: above this year's rather poor showing. exports of sunfloweiseed oil in 1

Kay Owsley Patterson, Editor The increase is based on Northern
Patricia 0. MacPherson, Beverly Hemisphere crops already harvested OVING To the Southern Hemisp
J. H-orsley, G. H. Baker, Marcel- e M a
lus P. Murphy, Isabel A. Smith, in last-half 1975, combined with esti- and crops not yet harvested

John C. Roney. mates for Southern Hemisphere crops outlook is as follow s: Brazil---a

Advisory Becard: yet to be harvested in the first half U.S. competitor-is expected to Iia,-

AdchrdoAr:Smith, Chairman; of 1976. about 11.5 million tons of .an.

Gordon 0. Fraser, William Hor- In the Northern Hemisphere, the April and May v.ich will repre
ba!y, Richard M. Kennedy, J. United States, Canada, and India all 310,000 tons of o more ha ,
Don Looper, Larry B. Marton, registered net gains in oilseed produc- year's large volume--oa 20 percent
Arthur Mead, Brice K. Meeker, tion, while the Soviet Union chalked in fact. In the Phil pines, cop ra o---.
Jinay D. Mir.yard, George S.
Shanklin. up a loss this year. In fact, the spurt is expected to total nearly 2.4 n.

The Secretary of Agriculture has deter- in U.S. production, spearheaded by tons-up 150,000 :ons oil basis-
mined that publication of this perloIcal bumper soybean ciops, will be responsi- more than 10 percent over this year s
is necessary in the transaction of public
business requLredz ty law Cf this Dpart- blc for about 28 percent of the annual panded volume. Finally, output in
ment. Uise of freds for prwiu9 F'elgr World increase. The 1975 U.S. soybean five top palm oi producer-exp
Agricrutere has beer. aprproved Dy tSne fv o amoipoue-xl
Director, Office of Ian ement and crop at 1.52 billion bushels (November countries is forecast at 2.3 milion
Budget through Jana 30, 1979. Yearly
subscription rate: $34.35 aornestic, estimate) is 23 percent higher than -up 15 percent or 300,060 tons c.
$42.95 foreign; single copies 70 cents.
Order from Superinteneont of occu- Data as of November 19 this year's volume.
ments, Government Pr'inng Gice, curfipled
Washington, D.C. 20402. Cor-tents of 1975. Includes the oil equivalent of oiseeds From this sharply higher product;::.

Use o cornnicn maib andr ted freel. and a'nimal ard marine Os, calculated on world exports of fats and ohis in
does not imply acorroval or corstit% the basis of assumed ! extractioin rt5es ap- are slated to expand by perhaps aendorsement by USDA or roreign Agr- plicd to that pardon of each crop a eCUItUrbi Service. flo o st ial 5 i~lc -a--

for crushing and/or export and not aftni lion tons to nearly 15 million-la
crushLags. volume in history. The vast maj-
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of the expected trade thrust will be in U.S. imports of palm oil will continue ported duty-free at discount prices.

soybean, p.m, repeseed, and coconut to expand in 1976, although probably Competition from palm oil will continue

oils, most of wxhich are avalab!e for less rapidly than in 1975. In 1975, the for a good long while because many of

export--as opposed to gains in olive and United States took over 20 percent of the trees have been planted since 1960

peanut oil, which will be rctained for world palm oil exports, compared with and the economic life of the trees is

ionestic consumption. Even with ex- 13 percent in 1974. Added to coconut approximately 30 to 35 years.

ports advancing strongly, however, the oil imports, this import surge reduced The majority of the expansion is

2.9-imillion-ton production expansion U.S. soybean crushing and consump- underway in Malaysia, where oil palm

expected in 1976 for these oils means tion requirements in 1974/75 by the plantings began to expand significantly

stock ray rise sharply in certain top oil fraction of 40 million bushels of in the early 1960's, promoted in part

roduer-exporter countries, with soy- soybeans. by rubber producers suffering the ef-

bean stoc.ks probably heading the list. Next year, U.S. exports will probably fects of declining rubber prices. The

But in spite of the predicted upturn benefit from an expected rise in foreign success of these private oil palm plan-

in total world trade, U.S. soybean and oil consumption, although the lion's tations stimulated additional plantings

oil exports are likely to be well under share will be taken from the 1.5-million- and attracted the interest of the coun-

the peak levels aclieved during 1970-74 ton projected gain in foreign production. try's economic planners.

for the second consecutive year. In Apparent foreign consumption of oils Since the late 1960's, the bulk of

1976, U.S. exportswill account for only and fats is estimated at just under 39 Malaysia's oil palm expansion has been

12 percent of the oil trade growth- million tons in 1975-350,000 tons promoted by the country's Federal Land

compared vith 58 pericent of the annual under 1974's. Actually, however, con- Development Authority, which has de-

grosw th during the 1965-74 period. sumption probably remained about veloped smallholder estates with the aid

level with 1974's, owing to the large of foreign capital from several interna-

NUMIBER of factois cast a shadow stock levels that were built during the tional financial agencies. The United

on U.S. exports in 1975. Among 1974 production boom. States has traditionally been a significant

these were heavy gains in foreign avail- In brief, the world seems to be enter- contributor to these agencies ,which pro-

abilities; high prices for most oils and ing a period of more abundant supplies vide funds for a variety of development

fats, which may have reduced foreign of fats and oils. Producers are likely projects, including palm oil, in many

purchases and caused some reduction to continue to face increasing produc- countries.

in consumer stocks, as well as consump- tion costs, but prices are likely to be- Brazil's expanding soybean output

tion; discounted palm oil prices, which, come more competitive, as producing has been the second largest single

caused price-coiscious consumers to countries strive to move more of their source of competition for U.S. exports

use more of this lower-priced oil; products into consumption. of oils and fats in world markets. Bra-

economic uncertaintv. high unemploy- In view of this, a closer look at the zil's expansion basically has resulted

maent, aid reduced real incomes; and competition is in order, from four factors:

shrarply reduced U.S. tallow and grease The largest single competitive element * Nearly one-half of Brazil's soybean

output, which cut export availability. that the United States faces in world crop is produced in Rio Grande do Sul,

A key factor in this unusual year was markets is the large increase in palm where a large share of the area is dou-

the sharp decline in the 1974 U.S. soy- oil exports being generated in equatorial ble cropped with wheat. Because of the

bean harvest. U.S. producers tended countries such as West Malaysia, Sabah, Brazilian Government's desire to

to hold their soybeans in view of market Indonesia, and the Ivory Coast. achieve self-sufficiency in wheat pro-

uncertainty. Poor growing conditions duction, wheat acreage will likely ex-

fced the oil content of the 1974 U.S. THE DIE was cast years ago when siz- pand and further gains from double

crop, causing sore foreign customers Table acreages of this tree crop were cropped soybeans are expected.

to purchise increased quantities of established on plantations as an alter- * Brazil during the past decade has

Brazilian beans. native crop for rubber. In recent years, greatly expanded its cultivated soybean

Vegetable oil prices have for some an increasing number of these trees are acreage. Sizable areas, potentially suit-

time been in a cyclical dowvnturn-in coming to bearing age, while other trees able for soybean production, are still not

relation to meal prices-a trend that planted years earlier are already pro- under cultivation, so that additional

could be temporarily interrupted, but ducing larger yields as the bearing sur- acreage expansion from new land is

that will robably continue next season. faces of the trees expand. likely in future years if producer prices

This Near, however, the situation is Most of this production expansion is continue to favor this crop.

a little bi`tghter. Lower prices and im- not used locally but exported instead. • Most Brazilian farmers, unlike

proved economic conditions could Variable costs of production are rela- many U.S. farmers, prefer to grow soy-

boost demand and lead to a resurgence tively low and the product has been sell- beans rather than corn. Brazilian corn

of consumer stockbuilding. U.S. vege- ing at a substantial discount relative to yields on open-pollinated varieties with-

table oil prices have declined sharply other oils such as soybean and cotton- out nitrogen fertilizer are about the

in recent months-a factor likely to seed. The average oil palm plantation same as bean yields, but prices for soy-

stimulate domestic demand. In Novem- in major exporting countries produces beans have been nearly double those

her, U.S. prices averaged about 19 cents over 10 times as much oil per acre as for corn, so Brazilian farmers make

per pound--less than half those of the an average acre of U.S. soybeans. more money producing beans than corn.

same month a Near ago. Part of the reduction in U.S. soybean • Although most of Brazil's produc-

If palm oil prices remain significantly oil usage reflects the fact that large tion gains have been from acreage ex-

under soybean oil prices, however, quantities of palm oil have been im- pansion, yields have been trending up-
Continued on page 16
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U.S. Fats and Oils Exports U.S. Exports to Hong Kong turned to more normal huy', erns

Continued from page 3 Continued from page 8 after having made heavy of

U.S. rice during the Asian rk Thorntal.l.
ward and further gains appear likely. percent above the previous year's .S is trina the r ' irirpall.

Brazilian soybean yields have in recent 1,888,000 hundredweight. Major com- from tedited the i l;1o-
. .fromn the Umited States wereC over-

years averaged about 10 to 15 percent petitors continued to be the People's shadowed b) tho .e from I!..
under U.S. yields, but that gap seems Republic of China, with 13.2 percent Ref)IbliC Of China and -roa vich
to be narrowing. of the market; Taiwan. 6.8 percent; and last year held 54.6 and 39.o i'rccm

In 1976, soybean acreage expansion Israel, 2 percent. of the market, respectively.
in Brazil could get yet another boost as By contrast, U.S. lemon shipments Prospects for saes of U.S. rce con-
coffee producers plant some of their. to Hong Kong plunged 30 percent in tinue bleak for the first b.- f Uf fiscal
frost-killed coffee acreage in soybeans. the second half of fiscal 1975, while 1976 since the c&f --
The Brazilian Government has guaran- shipments of grapefruit remained of U.S. rice is About $90 ;,- n etric
teed soybean growers a minimum price virtually static, ton above that for I hai ric
of 75 cruzeiros per 60 kilogram bag for
the 1976 crop. compared with 60 per Belt-tightening contributed to sharp Hong Kong has also reen cut bk

bag in 1975. Thus, in current U.S. dol- declines in Hong Kong's wheat imports on its imports of fresh, chi.d and

Jar equivalents, Brazilian farmers will in the last half of fiscal 1975--off 30.3 frozen chickens, as well as onl n of
receive a minimum of $4.07 per bushel percent from fiscal 1974-but full year poultry wings--the main prodc.uct mov-

in 1976 compared with $3.89 a year takings of U.S. wheat were actually up ing from tihe United Statcs. Imports

earlier. The small relative change re- on a volume basis to slightly over 80,000 of the latter dclined fromrr a peak

flects the fact that Brazilian currency metric tons from 73,000 in fiscal 1974. 6,452 metric tons in January-Jine 1974

has been devalued against the U.S. dol- The U.S. growth came as share of the to 5,548 tons in the same- periol of

lar by some 20 percent in the past year. market rose to a peak 76.1 percent in 1975, while U.S. share of the market

A third competitive factor, which has July-December 1974 from 62.3 percent slipped from 71.2 percent to 65.5 per-
A in the same period of 1973. In the last cent. Major U.S. competitor' were the

been cyclical in nature, is the sharply half of the year, the share stood at Netherlands, \Vet Gerrna,i Canaada.
expanding copra and coconut oil exports 71.9 percent, compared with 53.8 per- and Denmark.
from the Phihppmes. This gain, which cent in January-June 1974, but volume On the briht side, U.S ntimed
largely reflects improved rainfall, is in-OntebihsdU..e mod

. .fof sales was down in that period, as to Hong Kong throughout inc' 1975
creasing competition this year and will

continue to do so in 1976. Like palm was value. after having gained a foothold

oil, a sizable part of this increase may Local millers believe another 50.000 in that market a year eaer Durin

find a home in the United States if metric tons of wheat will be imported fiscal 1975, Hong Kong's imprtsof

prices remain strongly competitive. in the first half of fiscal 1976, with U.S. eggs totaled around o'X1 gross,,

Yet another factor: Canadian rape- prospects for sales of U.S. wheat look- or about 2.5 pIcent of total .imports.

, ing good. The People's Repubbec of 0imna, by
seed production is making a comeback in good. T ole atep of t 'U d, ho
this year on increased acreage. Cormpeti- After making an unusually large m i. -

tion from this crop has been strong purchase of U.S. rice in the first half ing close to 90 percent ot al eg o-

from time to time in Japan, Europe, of fiscal 1974-61,344 tons, or 29 per- ports in fiscal 1975. 0; sa-)piers
. . - were C~~hailan n ouhKra

and other markets. Finally, expanding cent of all imports-Hong Kong re- %vere and ad South ho, c a

peanut production in Nigeria and Sene- duced such imports to only 500 tons -Based on a d. i firm

gal will likely lead to some stepped-up in the last half of fiscal 1975. The re- HARomo C. C t:nMPFAU

competition in European markets. duction came when Hong Kong re- U.S. Agricultural Olficer, on -Krng
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With lower soybean prices aid some pickup in 7 percent less than in 1975. Plantings are exjcted

economic activity, the demand for U.S. soybeans is to be down in the Corn Belt where soybean/ corn

strengthening both here and abroad. U.S. use price relationships favor corn. However, cuts are

during September-December 1975 was up a fifth also being made in the Delta and Southeast where

from the previous year's depressed levels, as both prospective cotton acreage is up sharply. Even

crush and exports gained. Nevertheless, soybean with the anticipated cutback in acreage, soybean

supplies are record large, and a sharp buildup in supplies in 1976/77 will be adequate, assuming

carryout stocks is anticipated. normal 1976 yields, because of the large carryo'ver

Prices received by farmers for soybeans dropped in sight next fall.

about $1 per bushel during September-December to Soybean supplies for the current marketing year

$4.28 in December. Prices over the balance of the total 1.7 billion bushels, a fourth more than in

year probably will fluctuate within a relatively 1974/75. This consists of the 1975 soybean crop of

narrow range, averaging below the $5.37 received 1,521 million bushels and carryin stocks last Sep-

during February-August 1975. The outlook for 1976 tember 1 of 185 million. Acreage harvested was up

U.S. soybean production, developments affecting slightly, but yields per acre were record high-28.4

demand, and the size of the 1976 Brazilian soybean bushels, or 5.2 above the drought-reduced 1974 bar-

crop to be harvested during April-May all lend vest.

uncertainty abaut the course of U.S. soybean prices With record supplies and somewhat lower prices,
the rest of the year. soybean use this marketing year is expected to

Early January planting intentions indicate total around 1.4 billion bushels compared with 1.2

about 51 million acres (20.6 million hectares) of billion in 1974/75. The rates of economic recovery

soybeans will be planted tlis spring, 3.6 million or and expansion in the livestock and poultry indus-

Approved by the Outlook and Situation Board
and Summary released January 30, 1976
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tries are contrihuting to expanded soybean utiliza- 33-cent level. Prices probably will stay rei ev
tion. Also, U.S. soybeans are facing toulgh foreign low the balance of this marketing year as k
competition, remain large.

The soybean crush in 1975/76 is forecast at Soybean meal output for 1975/76 may reac 19
around 800 million bushels, up some 100 million million short tons, more than 2 million abor- .st
from last season. Through December the crush year. Domestic use is expected to exceed 14 ru-on
totaled 277 million bushels, 17 percent ahead of tons, up nearly 2 million, as livestock feediin .eks

September-December 1974. There has been a sharp up in response to more favorable feeding rzios.
recovery in the domestic use of soybean oil and Exports may increase some from the 4.3 m.ion
meal, but exports are lagging year ago rates. Soy- ton level of 1974/75. Soybean meal prices ( pr
bean exports this season are estimated at around cent protein, Decatur) remained relatively -ble
500 million bushels, compared with 421 million during October-January averaging about S1> per
shipped in 1974/75. Inspections for export through ton compared with 81415 last year.
late January were running a fourth ahead of last Cottonseed oil supplies, at 1.2 billion pounde are
year's rate. Most of the increase is to West Euro- 15 percent below 1974/75. Domestic use may -tal
pean countries where livestock and poultry feeding 0.5 billion pounds and exports 0.6 biliion pe:ds,
has picked up in response to relatively low meal leaving small carryover stocks. Because o- the
prices compared with those of feed grains. smaller supplies and relatively strong demani cot-

Soybean oil supplies are now estimated at tonseed oil prices have commanded a higher -;an
around 9.2 billion pounds, up a billion from 1974/ usual premium above soybean oil. During 0:: ),r-
75. Domestic disappearance so far is up 12 percent January 1975/76, crude oil prices in the Missi- ppi
and for the entire marketing year may reach 7.2 Valley averaged 23 cents, 5 cents above so- -an
billion pounds compared with 6.6 billion last year. oil but sharply under year-earlier levels.
Exports during October-December were down 60 Commercial lard production is running a f orth
percent and for the year likely will drop well below below year earlier levels and for all of 19~ 76
the 1974/75 level of 1.0 billion pounds. Increased probably will drop below a billion pounds, so-e 15
foreign supplies of competitive oilseeds and fats percent under 1974/75 and the lowest on
arid oils-mainly palm and coconut oils-along Hog slaughter during October-Decenber was off a
with reduced P.L 480 shipments, are bearish fac- fifth and yields per hog are down 2 pe' ds.
tors. Based on these prospects, soybean oil stocks Domestic use and exports are both trailing ,-ar-
by next October I would rise to over a billion earlier rates. Despite the relatively tight supp v sit-
pounds compared with 0.6 billion on October 1, uation, lard prices (loose, Chicago) declined ::jn
1975. Soybean oil prices (crude, Decatur) have around 35 cents per pound in October to 17 c-; s in
declined from 21 cents per pound in October to 15 January. This is associated with the general drop
cents in late January. A year ago they were at the in all edible fat and oil prices.
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SITUATION AND OUTLOOK

1976 Soybean Planting Inteirons Down SOYBEANS

Based on the USDA planting intentions survey
Recrd uppi1 Resulted in Price Declines;

as-of January 1, farmers will seed 51 milion acres Record SurjIid P

to soybeans in 1976, compared with 54.6 million in Farm Storage Up Sharply

1975 and the record 56.7 million in 1973. Early The 1975/76 soybean supply totals 1,706 im:

season plans indicate acreage would be down 6 per- bushels (46.4 million metric tons), some 2o per

cent in the Corn Belt States and 8 percent in the more than the previous season's and a new re.d

Delta and Southeastern States where prospective high.
cotton acreages are up sharply. Prospective 1976 The 1975 soybean crop totaled 1.521 mi_ :.n

corn acreage, at 81 million, is up 3 million from bushels, the second laigest crop of re:

last year, while planned acreage of upland cotton, Increased acreage and higher yields resulted in h7:e

at 11.2 million, is up 1.6 million. increased produiction. The 1975 production was .5

The shift in plantings from soybeans to corn percent more than 1974's but 2 percent less : n

and cotton reflects the more favorable price pros- the 1973 record crop of 1,547 million bushels. e

pects for these commodities relative to soybeans. U.S. yield averaged 28.4 bushels per acre. rE

The soybean/corn price ratio of 1.8 to 1 in highest of record, and compares with 23.2 hu .

December 1975 favored corn plantings, and the for 1974 and 27.7 bushels for 1973. Farmers

prospective March 1976 price ratio (based on planted 54.6 million acres, an increase of 2 per:*nt

futures prices) is the same. A ratio of about 21, to 1 from the 1974 crop but 4 percent less than -.he

would be favorable for expanding soybean plant- record 1973 crop.

ings. Cotton prices also are more favorable this Favorable weather allowed harvest to prog'ss

year than last, while soybean prices have declined. faster than usual. Three-fourths of the U.S.

In late January spot cotton (1 1-16 mid Memphis) bean crop had been harvested by November 1 : n-

was 56 cents per pound compared with 36 cents a pared with 6S percent by November 1974 an 65
year ago. On the other hand, spot soybean prices percent on the average. By the end of Novenic

(No. I yellow, Chicago) were $S.48 per bushel in percent of the crop was harvested, still sh

late January versus $6.16 the same time in 1975. ahead of both 1974 and the normal pattcrn.

The 1976 feed grain, wheat, and upland cotton Prices received by farmers for soybeians (.in

programs have no set-aside requirements and no harvest fell $1 a bushel, from $5.32 in Septein -o

land will be removed from production under these $4.28 in December. During these harve:-s

programs. So with full a'gricultural production, the months prices averaged about $4.75 per b e

competition for acreage among soybeans, feed compared with $7.50 in September-December 1,--4.

grains, cotton and other crops reflect alternative While soybean use during these months ran a -

economic prospects for these crops, above 1974, supplies outpaced demand. There no

Flaxseed acreage would drop in 1976. by around government price support program for soyl ans

16 percent if January planting intentions are car- this marketing year.

ried out. Flaxseed supplies are relatively small this Soybean stocks in all positions totaled a re

marketing year, but prices to farmers have fallen 1,246 million bushels on January 1, 1976, ur >`

sharply along with other domestic oilseed crops. percent from a year ago. Farm stocks, at 5 ---

lion, weeu 2-ecet fffr7sok, :o
The above early season plans will be resurveyed lion, were up 2) percent. boff-farm stocks, a

in a later report to be released April 15 (March i million, were 32 percent above a year eaier.

former years). This report will indicate farmers' Total soybean disappearance for the 179 76

planting intentions just as the season gets under- marketing year is estimated at 1.4 billin buS .

way. Last year, soybean farmers trimmed their up about 15 percent but still less than the o

acreage plans from 57' million in January to 56.6 crop. As a result, carryover stocks next p
million in March, while 54.6 million were actually tember I will rise, possibly to around 330 m

planted. bushels.
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PALM OIL: ISSUES ANTD QUESTIONS

Background

1. During 1975 the United States imported 436,000 tons of palm

oil. This represents an increase of 133 percent over 1974 palm oil imports

of 187,000 tons.

2. This dramatic increase in palm oil imports occurred at a time

when the United States harvested a bumper crop of soybeans. Although soy-

beans are grown primarily for the high-protein meal contained in them,

which is used as a livestock feed, soybean oil is a valuable by-product

(Table 1). A decline in the price of soybean oil affects adversely the

oilseed crushing industry and the soybean producers. In January 1976 the

US Department of Agriculture released a report on this issue under the

title: Palm Oil, Historical Perspective and Future Prospects. The main

findings of this report surfaced a few days later in the US press. The

following are two examples:

(a) Dan Morgan in the Washington Post (February 1, 1976) says

that "A sharp increase in the volume of palm oil imported

into the US has caused the US Agriculture Department to

recommend that the Government reverse a long-standing policy

of helping poor countries plant palm trees and build process-

ing plants... The Department warned that duty-free imports of

the relatively cheap palm oil will severely hurt US soybean

cotton farmers." - The Washington Post adds that "A Treasury

Department official said the Government wotuld look with

'skepticism' on any new requests (of assistance) pending
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the complaetion of an Agriculture Department study of the

impact of the global palm oil boom".

(b) The Journail of Commorce (February 2, 1976) carried a

Commodity News Service story saying that "State and

Treasury Department sources conffirm that their commodity

experts are looking at the question of palm oil imports,

including the possibility of ending or limiting US aid

programs that help foreign palm oil producers". According

to this report, the experts "who make interagency food

policy are examining US bilateral aid programs that help

foreign pal.i oil producers and the position the US should

take on interantional agency programs that do the same

thing".

Issues and Questions

3. Which are the rajor palm oil producing countries?

Almost half of the world's production of palm oil comes from

Malaysia and Indonesia. Nigeria, Zaire and the Ivory Coast together

produce about a third of the world's production (Table 2).

4. Why do alaysia and Indonesia dominate the supply of palm oil?

First, palm oil acreage expanded mainly in response to a decline

in natural rubber prices during the early sixties. Then, in Malaysia

and Indonesia, most of the palm oil is produced on es :. Yields on

estates generally exceed those of wild groves in many West African coun-

tries. The bulk of palm oil is therefore likely to come in the future

from countries where estates (this includes small holder estates) dominate

the palm oil production.
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In what way does palm oil affect the US soybean producer?

Soybeans contain roughly 17 percent oil and 80 percent high-

protein meal. Both commodities are simultaneously recovered in the

extraction process. Soybean meal is a major component in livestock

feeds; soybean oil is used mainly in the manufacture of cooking oils,

margerine, shortening, and various non-food products. Technically,

most fats and oils are interchangeable. However, cost of refining and

specific end-use requirements limit the range within which individual

fats and oils can be substituted. Technological improvements in the

refining of vegetable oils brought palm oil into close competition with

soybean oil, rapeseed oil, and lard and other lower-priced fats and oils.

(The correlation coefficients computed from prices for major fats and oils

shown in Table 3 illustrate this point.)

6. Considering the high degree of interchangeability among commodities

in this group, it could be argued that a change in the supply of any

individual fat or oil will affect the prices of its competitors. As the

supply of an oil increases, its price declines and manufacturers of margerine,

shortening, soaps, etc. will substitute the cheaper oil for more expensive

ones--within the limits of their product ,pecifications. This is the under-

lying cause for the recent surge in US palm oil imports. The immediate

impact of these imports was a decline in prices for soybean oil and--to a

lesser extent--for soybeans.

7. Wasn't the drop in soybean prices accentuated by the charp

incveae in soTbean supplies?
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Recent estimates put the US 1975 soybean crop at 41.3 million

tons, the second largest after the 1973 second crop of 42.1 million tons.

This crop reflects favorable weather conditions which increased average

yields by 17 percent. US farmeors had expanded their soybean acreage only

at 2.h percent. (N-ote the importance of weather on soybean output.) The

following table shows that most of the other major soybean producing countries

recorded also significant increases in soybean production.

Wan Production ('000 tonnes)

Change
1970 1971 1972 1973 19714 1975 1971h-1975

TOTAL 41,809 43,554 47,A51 57,341 51,976 61,273 +17.9
of which:
USA 30,675 32,C06 314,581 42,108 33,569 10,110 +19.5
Brazil 1,509 2,077 3,666 5,000 7,500 9,600 +28.0
China 6,900 6,700 6,300 6,700 7,000 7,200 + 2.9
Indonesia 498 475 518 507 564 575 + 2.0
Mexico 2b0 250 375 510 -420 540 +28.6
Argentina 27 59 78 272 496 185 + 2.2
USSR 603 585 258 1423 360 4oo +11.1

Source: AGRA - Europe

8. What are the long-term market prospects for palm oil?

Su . The following table provides an overview of the supply

of major fats and oils. According to these projections, soybean oil will

continue to dominate the fats and oils mnarket. Palm oil will increase its

share from 6.6 percent in 1975 to 8.7 percent in 1980. Preliminary pro-

jections by the Bank's staff put the market share at 10.1 percent in 1985.



-5-

Table : WoRLD PRDq oN S SE C~ILSEEDS, lATS ACD OILS (FAT OR OL EQUIVALEIT),ACTUAL 1900, A:-; C676 9 , 1975 moJCTDF0 1980 A!' o985

(Ir 1000 Metric Tons)

1 30
Fat/0 il 1COo Shire 100 Share C000 ahre 1-oo S--re lo' Sh re
Scyben oil 3,295 12.3 5,358 15.5 8,50 19.2 1,o 22.! 33.2Sunflowerseed oil 1,55 6.2 3,652 10. 5 L,, 9.2 -9.8 5, - 9.3
Cottenseed 0il 2, 1 8.1 2,310 6.7 3,0:5 68 .8 6. 3,70o .3
Orcundmit oil 2,555 9.6 3,2L3 9.L 3,2L5 7.3 3 6. 3, O 6.5Rereseed Oil 1,205 L.. 1,655 8 2,1°95~
Olive Oil 1,20 L.7 1,307 3.8 1,500 3.5 1,600 3.0 1,700 2.9PC t. Oil 1,50 4.7 1,382 ,.0 2,925 6.6 ,600 8.7 5,900 10.1Coernutel 1 7155 7.3 2,072 5.9 2,512 5.7 3,0oo 5.6 3,200 5.5alm Kerel oil LLo 1.7 383 .- 695 1.6 So 1.7 1,oo 1.7Bith i 3562 1.7 ,058 3.0 1,250 2.3 1,30 2.5 1,Loo 2.LBut ter 3,855 15).5 L,017 21.6 525 1. ,2 00 553 9pn• ,33 la» 5,3c- 10. 0 5 ,0 9.bTalow 3,030 l , . 228 12.2 5,085 11. 5,S.2 5 0 20.1Lard 3,733 15.1 3,988 11.5 3,950 8.9 5,2oo 7.7 L,330 7.3
ToTAL 26,710 100.0 35,658 103.0 54,520 lo.0 53,200 lo.0 58,300 100.0

Sources: USDA: 1960-69
IBRD: 1975-85

M'arch 5, 1976

The following table provides an overview of the interna-

tional trade in fats and oils. It shows that palm oil exports will more

than double during the next 2.0 years (1976 to 1985).



Tahe : ORLD EYPORTS OF S7'C<D ORSEEDS, FATS AD 0 ~S (YAT OR 0~1 EQUIALENT),
ACTUAL 1960, A-AGE 1967-69, 197] POJECTED 1980 AD 1985

(In 1000 Yetric Tcrs)

- 10 1967-69 1975 1900 1
Fat/Oil 1000 MT 5 Share 1000 :T S Share 1000 MT 5 Share 1000 1- - Share 1COC MS Share

Soybean Cil ,0Loo 19.8 1,991 19.8 3,565 27.1 L,,900 28.h 5,700 29.3

Sun)flcwerseed CO 21+5 3.3 1,138 11.3 765 5.8 1,250 7.2 1,300 6.7

Cottonseed Oil 294 L .1 226 2.3 L25 3.2 L 60 2.6 510 2.6

Grcundnut Oil 826 11.1, 1,037 10.3 7L 5 5.7 940 5.5 950 L.9
Rapeseed Oil 92 1.3 L,39 h,.h 7L5 5.7 920 5.h 1,0?0 5.2

Olive Ci 69, 1.0 82 0.8 63 0.5 100 0.6 110 0.6

Palm Cil 587 8.1 607 6.0 1,800 13.7 2,780 16.2 3,660 18.8

Coconut Oil 1,152 15.9 1,182 11.8 1,L-25 10.8 1,650 9.6 1,750 9.0

Palm Kernel Oil Lo07 5.6 299 3.0 396 3.0 L20 2.L L35 2.2

Fish Oil 222 3.1 672 6.7 600 L.6 710 L.3 790 L.0

Butter 426 5.9 511 5.1 717 5.5 790 4.6 830 1.3
Tallow 1,076 1L.9 1,1L1L7 14.b 1,h100 10.7 1,820 10.6 1,950 10.0

Lard .407 5.6 1,09 L.1 L90 3.7 40 2.6- 460 2.4

TOTAL 7,2h3 100.0 10,03 100.0 13,136 100.0 17,210 100.0 19,465 100.0

Sovices: 1:960-69 EPDCE

Srs : 1975-85 March 5, 1976

Demand. Per capita consumption of fats and oils depends

largely on incomes. In many developing countries consumption is less

than 5 kilograms. In most developed countries it ranges from 25-30 kilo-

grams. Statistical analysis of the fats and oils consumption pattern shows

that demand increases rapidly at low income levels. Thus, considering

the population in developing countries, even a small increase in their per

capita incomes would create a large potential market for fats and oils.

Yet, whether those countries will be able, in the future, to translate

this potential demand for fats and oils into an effective demand remains

uncertain. Considering that fats and oils consumption in many developed

countries will expand only by a small percentage in the future, a large

portion of the world's fats and oils supplies will have to be marketed in

developing countries. Otherwise, prices for all fats and oils would drop
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sharply. Considering, in addition, the low production costs of palm oil,

such a drop in prices would affect primarily returns to the production of

higher-priced oils. The large increase in palm oil supplies during the next

five years (1976-80) will place Malaysia just behind the United States as the

world's second major exporter of fats and oils.

Prices. Bank's staff projects a decline in the general price

trend (in real terms) for all fats and oils during the first part of the

next decade (1975-80). The major assumptions underlying this projection

are:

(a) An oversupply of fats and oils caused by: (i) the rapid

acreage expansion of oil bearing tree crops in recent years,

and (ii) the growing demand for oilseed meals l/

(b) A declining market potential for fats and oils in developed

countries, where consumption approaches the saturation level.

An increase in the demand for fats and oils in these countries

is likely to come only from the development of new products

or end-uses.

The price trend for fats and oils during the second half of the next decade

(1980-85) will depend largely on the capability of developing countries

to absorb the projected increase in fats and oils. For this period, the

Bank's staff projects a slight rise in the general trend of price for fats

1/ Most oilseeds contain oil and meal in fixed proportions. The crushing
process separates these two products. Because they are joint products,
the demand for either product increases simultaneously the supply of the
other one.
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and oils. This projection rests on the assumption that producers will

reduce plantings in response to declining prices during the first half of

the decade, and that developing countries will absorb an increasing share

of the total output of fats and oils.

9. What is the impact of Bank lending for palm oil on the fats and

oils market?

During the past decade, Bank loans for oil palm projects totalled

about US $240 million. The combined output of palm oil from these pro-

jects is projected at L30,000 metric tons for 1980 and 610,000 metric tons

for 1985. The Bank's staff projects world production of palm oil to

increase from 2.7 million metric tons in 1974 to h.6 million metric tons

by 1980 and 5.9 million metric tons by 1985. Thus, the share of palm oil

produced by Bank-supported projects in total world production of palm oil

would be 9.h percent in 1980 and 1021 percent in 1985.

Considering that the share of palm oil in the total production

of major fats and oils 1/ is projected to increase from 6.6 percent

in 1975 to 8.7 percent in 1980 and to 10.1 percent in 1985, the increase

in total world supplies of fats and oils that is due to Bank-supported

projects would amount to only 0.8 percent of the world total in 1980; in

1985, this increase would amount to slightly more than 1 percent of world

total supply of fats and oils. Only a small portion of the palm oil is

consumed in producing countries. The Bank's lending for palm oil has

therefore a somewhat stronger impact on the international trade in fats

and oils. Considering that about 75 percent of palm oil from Bank-supported

projects move into export markets-, this woul; -. cease total exports of

major fats and oils by 1.9 percent in 1980 and 2.4 percent in 1985.

1/ These include soybean oil, sunflower oil, cottonseed oil, groundnut
oil, rapeseed oil, olive oil, palm oil, coconut oil, palm kernel oil,
butter, tallow and lard.
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10. Why does the World Bank finance oil palm pro jects in developing

countries?

The Bank finances projects that are economically sound and which

improve the economics of developing countries. F or many countries in the

tropical region, oil palm is the most profitable agricultural crop. The

expected economic rate of return on the Bank Group projects has ranged from

7 to 17 percent in the Western African countries and from 16 to 20 percent

in Malaysia and Indonesia. These economic rates of return reflect not

only the Bank's market outlook for palm oil but also its low production

costs compared with other fats and oils. (Higher yields from new palm

varieties would reduce production costs even further and encourage further

investments in palm oil.)

11. Isn't most of the palm oil frce Bank financed rojects for

domestic consumption?

Some rough calculations show that about 75 percent of the palm

oil from Bank financed projects would flow into export markets.
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Table : SOYBEANS: PRICE AND VALUE OF ITS PRODUCTS 1955-74

oil eal Total Crop Difference
Price Value/1 % Total Price Value/2 % Total Value Price Difference as % of

U:; Dollar2/N Value UDolrs/M Value US Pollars/MT Total Value

1955 295 51.63 38.6 102 82.11 61.4 133.74 111 22.74 17.0
56 31L 60.20 43.3 98 78.89 56.7 139.09 112 27.09 19.5
57 320 56.00 h3.6 90 72.L5 56.4 128.h5 106 22.b5 17.5
58 261 L5.68 38.1 92 7b.06 61.9 119.7h 9h 25.7 21.5
59 233 L,.78 31.8 95 76.L8 65.2 117.26 96 21.26 18.1

1960 225 39.38 35.0 91 73.26 65.0 112.64 92 20.64 18.3
61 253 L9.53 38.1 100 80.50 61.9 130.03 109 21.03 16.2
62 213 38.15 30.9 106 85.33 69.1 123.48 101 22.48 18.2
63 21'5 37.63 29.3 113 90.97 70.7 128.60 110 18.60 1L.5
64 228 39.90 30.7 112 90.16 69.3 130.06 111 19.06 14.7

1965 265 16.38 33.L 115 92.58 66.6 138.96 116 22.96 16.5
66 259 15.33 31.2 124 99.82 63.8 115.15 127 18.15 12,5
67 216 37.80 28.3 119 95.80 71.7 133.60 114 19.60 114.7
68 178 31.15 24.4 120 96.60 75.6 127.75 120 17.75 13.9
69 198 31-.65 27.1 126 93.38 72.9 128.03 107 21.03 16.4

1970 289 50.58 33.5 125 100.63 66.5 151.21 121 30.21 20.0
71 30" 53.20 31.8 124 99.82 65.2 153.02 128 25.02 16.1
72 240 L2.00 27.6 137 110.29 72.4 152.29 16 6.29 4.1
73 430 75.20 22.6 320 257.60 77.4 332.80 235 97.80 29.L4
7L4 795 139.13 45.7 205 165.03 54.3 3014.16 277 27.16 8.9

1975

/1 Based c7: an oil content of 17.5 percent.
72 Based cr 1 content of 80.5 percent.

Source: IBRD

EPDCE
2/26/76
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Table Palm Oil Production in Major Producing Couln tries, Five-Year Averages
and Percentage Slares 1955-74 1/

Country 1955-59 0%-c 4 1_913h74
1000 T Percen i >rcen' 1000 - .1000 -,reent

Western Africa 536.06 46.69 763.64 59.95 70 = 8 (. 995.2? 43.02Nigeria 1433.20 37.7 4 97.9d 39.09 T7 cO . 555.4 25.O6GhIn-a 32.20 2.535 4 20 3.53 61.o 2.64Liberia 39.94 3.48 40.48 3.18 41.20 2.96 7.00 0.30Sierra Leone 36.20 2.84 41.40 2-97 58.00 2.51Dahomey 13.80 1.20 38.80 3.05 32.92 2.36 42.60 1.84
Ivory Coast 7.06 0.61 22.06 1.79 30.50 2.19 91.48 3.95Togo 1.58 0.12 0.66 0.05 2.80 0.20 4:70 0.20Cameroon 18.50 1.61 38.64 3.03 L8.36 3-47 57.60 2.49Cent.African Rep. o.14 0.01 0.88 0.07 o.64 0.05 0.50 0.02Congo, PR 2.90 0.25 6.62 0.52 6.18 0.44 6.14 0.-27
Eq. Guinea 2.28 0.20 3.12 0.24 3.96 0.28 4.16 0.18Gabon -1.56 0.11 2.48 0.11Gamb i a 0.42 6.04 1.42 0.11 2.08 0.15 2.02 0.09Guinea 8.80 0.69 13.80 0.99 40.56 1.75Guino-a-Dissau 6.4o 0.50 8.00 0.57 8.oo 0.35
Sno Tome/Principe 2.26 0.20 1.78 0.14 1.18 0.08 0.99 0.04Angola 14.10 1.23 26.80 2.10 35.60 2.55 74.60 3.22

Eastern AfrIca 225.80 19.67 225.04 17,67 172,58 12.58 182.82 7.90Tanzani a 0.10 0.01 0.52 0.05 0.78 0.O6 ~ 0.07Burundi 1.42 0.12 1.00 0.08 1.00 0.07 1.00 0.04Zaire 224.28 19.54 223.72 17.56 170.80 12.25 180.18 7.79
Latin Aerica - Caribbean 17.56 1.53 27.67 2.18 53.48 .84 2.16 5.98Prazil C1 .23 0.10 10.22 0.75 6.78 0.29Colombia 0.01 0.00 9.72 0.70 38.62 1.67Costa Rica 3.36 0.29 6.oo o.47 10.00 0.72 14.44 0.62Ecuador 0.46 0.04 2.52 0.18- 6.oo 0.26Honduras - 1.12 0.09 1.40 -0.10 7.28 0.32

Mexico 11.92 1.04 13.56 1.05 13.00 0.95 11.32 0.49Paraguay 0.78 0.07 3.94 0.31 5.12 0.37 7.72 0.33Venezuela 1.50 0.13 1.50 0.12 1.50 0.11
East Asia - Pacific 218.64 19.05 256.00 20.10 416.86 29.90 1 o4.3i 45-10China Pep. 0 1.

Indonesia 155.22 13.52 147-52 11.58 176.42 12.65 273.72 11.84Malaysia 63.42 5.53 108.48 8.52 240.44 17.25 728.10 i.47Philippines . -.06

Others 149.94 13.06 1.47 0.12

World Tot-l 1 8.00 700.00 1. 8 1000 1- 5-Q0 100.00 313.52 1).00

1/ Production data for 1974 and 1 -
Source: FAO
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THE PROBLEM OF PALM OIL

Impact on American Commerce and Agriculture

A Statement by the National Soybean Processors Association

February 1976, Washington, D.C.



THE PROBIE OF PALM OT

Impact on American Cormerce and Agriculture

Every American President since John F. Kennedy has emphasized the economic
interdependence of the United States and other nations. But Americans are still
not adequately informed about the impact of many international economic forces
on the prices they pay and the quality of goods they purchase. A dramatic
example of that impact is now in the making: the prospective effect of imported
palm oil on domestic food markets.

Today, the foreign aid and foreign trade policies of the U.S. Government
with respect to the production and importation of palm oil portend serious
trouble for domestic food prices and domestic commodity markets. Those policies
need to be examined, and they need to be changed -- to avert that trouble. In
short, palm oil imports jeopardize the stability of our domestic cornerce.
There are four key facts which confirm this logic:

* An increasing tonnage of relatively cheap palm oil is being
imported into the United States, undercutting domestic producers
of competing oils, including soybean oil.

* The American taxpayer is indirectly subsidizing the foreign
production and importation of palm oil.

* Prospective damage induced by palm oil on the markets for U.S.
soybean oil will entail higher prices for soybean meal.

* Increased prices for soybean meal will cause both its reduced
usage in animal feeds as well as higher-priced feeds -- which
will in turn stinulate higher meat, poultry and dairy prices.

The conclusion is that current Government policy on palm oil will ultimately
bring price increases to the American supermarket. The solution is to change
that policy -- while there is still time.

Imports

Total imports of palm oil into the United States rose from 440 million
pounds in calendar year 1974 to 960.4 million pounds in calendar year 1975, an
increase of 1187 by volume in one year. In each of the last three months of
1975 -- October, November and December -- palm oil imports increased by over
100 million pounds from 1974 levels. The magnitude of imports is growing;
the six-year trend in palm oil imports is illustrated in Figure 1 (next page).

As the source for these soaring imports, palm oil exports from the
principal producing countries in Southeast Asia have experienced similar growth,
as illustrated in Figure 2. Moreover, a substantially larger share of these

1
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exports are finding their way to the United States. For example, in the first
seven months of 1974, slightly over 107 of West Malaysia's palm oil exports went
to the U.S. But in the first seven months of 1975, over 287 of the palm oil
shipped by that territory arrived at American ports.

The impact of recent palm oil imports on domestic American markets has been

serious. According to the U.S. Department of Agriculture (USDA), potential sales

of 43 million bushels of soybeans to domestic edible oil users have been lost as

a direct result of increased palm oil imports in 1975. Unfortunately, this damage
promises to worsen. USDA estimates that total palm oil imfports may well reach
one billion pounds for the calendar year 1976, representing an additional loss of

30 million bushels of soybean sales by U.S. growers to their customers. Beyond
1976, the prospects seem equally negative. In January 1976, USDA's Foreign
Agricultural Service stated: "If palm oil imports into the U.S. market expand
as projected, the implication is that oil production from 15 million bushels of

soybeans or mre than a half-million acres of soybeans will be displaced each year
for the next ten years." The reduction in farmers' income that this will occasion
will be appreciable; in 1975, an estimated $1.5 billion in farm income was lost as
a result of swelling palm oil imports.

The increase in supply of palm oil on the world market is not expected to
abate. Even palm trees that are already planted will produce 65%, to 75% more
oil by 1980 than is produced now (and future expansion of acreage is planned).
Figure 2 illustrates the expected growth in world palm oil production, through
1980. From 1975 to 1985, the actual gain in West Malaysia's palm oil production

is projected at 140%. Practically all of that gain will be exported to countries
including the United States.

Since palm oil is directly competitive with soybean oil and other vegetable
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oils in the United States, the price-undercutting inpact of subsidized and
therefore relatively cheap palm oil imports on soybean oil markets in the U.S.
is clear. But palm oil is available world-wide, and its increasing supply has
also cut into U.S. soybean oil sales abroad. For example, Pakistani purchases
of palm oil rose from 974 tons in 1973 to 129,329 tons in 1975, at the same
time that the U.S. share of Pakistan's imports of edible oils dropped from 90%
to 30% in that two-year period.

Subsidies

Most of the expansion in palm oil production is occurring in Malaysia,
where palm tree plantings increased significantly in the 1960's. In the last
several years, most of Malaysia's oil palm expansion has been promoted by the
Federal Land Development Authority (FLDA) of Malaysia. That agency has in turn
been aided by several international financial agencies -- to which the United
States has been the major contributor.

Indonesia is another chief producer of palm oil in Asia. In October 1975,
the U.S. Department of State endorsed a loan application by that country to the
World Bank, which will provide $11.3 million for subsidy of new palm oil
production. Indonesia will use that money to build a new palm oil processing
facility in Northern Sumatra. When it begins operation in 1980, the plant will
be able to produce over 25,000 metric tons of palm oil a year. All the palm oil
will be destined for export.

USDA estimates that the international financial assistance program for
palm oil -- underwritten in large part by the U.S. -- was responsible for
increasing world exports of that conmodity by more than 200,000 tons in 1975.
Between 1975 and 1980, international loans are expected to subsidize 45% of
all palm oil production.

Data on the cost of growing palms and producing palm oil substantiates that
U.S. supported financing has been a major factor. The cost of palm oil output
funded by private investment is approximately 30 to 5q, per pound greater than
the cost when subsidized by loans. Clearly, the rapid growth of palm oil
production has not been a free market phenomenon. The U.S. Government has been
directly aiding and abetting overseas competition for U.S. products.

Other Western governments have moved to counteract these artificial
advantanges possessed by palm oil, in order to permit their own domestic vegetable
oils to have fair opportunities in trade. The United States is the only nation
in the world that imposes no duties or other restrictions on importation of palm oil.

An Economist's View

Soybeans are the most important oilseed produced in the United States, and
are crushed to obtain both soybean oil (used in processed edible oils) and
soybean meal (used in high-protein animal feeds). Economists have noted that
in the past, production of edible fats/oils and production of protein feeds
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have been in reasonable balance in meeting global consumption requirements.
But the potential for imbalance is inherent in the structure of the market:
sources of demand for fats/oils, and sources of demand for protein feeds, are
completely independent of one another, while both kinds of comodities are neces-
sarily derived in quantity at the same time, from the same industrial process.

An economist might put it this
way: the explosion of palm oil sup-
plies threatens to upset the equili-
brium between the dual oilseed-based WORLD FATS & OILS
markets of protein-feeds and edible (CONS mPTION
oils. On the basis of current growth 40 Woe
rates in palm oil production, USDA
estimates that world fats/oils pro- *
duction by 1980 will probably exceed
consumption requirements, whereas 35

protein feed production will be less
than adequate. The economic data assune no ncrease n

that support this conclusion are 30
unmistakable.

Projected increases in palm oil USDA Estimate

production, together with production 25

of other oils except soybean oil,
will be able to satisfy projected
demand for fats/oils. -That promises
stagnating demand for soybean oil, 1965 1970 1975 1980

with the logical consequence of
subsequently limited production. But Figure 3
without growth in the supply of soy-
bean oil, there can be no growth in the supply of soybean meal. And the result

of less soybean meal will be a re-
duced supply of high-protein animal

WORLD PROTEIN FEEDS feeds, of which soybean meal consti-
CONSUMPTION tues two-thirds in the U.S. The
(million metric tons) further effect is less efficient

75 44% SBM equivalent livestock production.
Required to maintain
feed efficiency To be even more

x ' -- animal feeding efficiency, and de-
65 viation from optimum protein levels

Assumes no increase in feeding rations, are generally
in SBM production considered to be related in a "linear"

55 zfashion. In other words, 10% less
than optimum protein levels in a feed-
ing ration for animals results in 10%
less nutritionally efficient feeding.
With no increase in soybean meal sup-
plies by 1980 -- an effect of stagnant
soybean oil production caused by palm

16 17 1oil exports -- world production of
1965 1970 1975 1980 protein feeds is now estimated to be-

come 10% to 12% less in 1980 than it
Figure 4
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should be to maintain current feeding standards (Figure 4). That is how
constricted soybean meal supplies can lead to poorer quality meat as well
as higher prices for animal feeds.

A Businessman's View

A businessman or farmer might look at the problem posed by palm oil from
a different angle: what it costs him to produce, and the price he needs to
get for his product in order to make a profit.

Corn is the principal comnwdity competing with soybeans for acreage planted
by the Amrican farmer, and as a raw material from which animal feeds are
manufactured. Recent USDA data indicates that the ratio of production costs
between corn and soybeans is between 2.1/1 and 2.2/1. But currently the sales
price ratio between corn and soybeans (per bushel) is only about 1.8/1. Accord-
ing to USDA's January 1976 report on prospective plantings, farmers are reacting
to lower prices for soybeans (due to palm oil imports from subsidized foreign
production) by reducing intended plantings to 50.9 million acres in the U.S. --
six million acres below the 1973 level (before palm oil imports became a problem).
Clearly, farmers are not getting prices for soybeans sufficiently profitable to
induce their increased planting.

There is a similar and historical price relationship between soybean meal
as a protein feed and corn as a feedgrain (Figure 5). That relationship is used
as a basis for determining scientific
feeding standards. If the price of
soybean meal relative to corn goes SBM: CORN PRICE RATIO
too high, soybean meal will be re- 400

duced in feeding formulae, with the
result of nutritional inefficiency.
Note that condition in 1972, in Fig- crop year beginning
ure 5. A similar condition can be 340
projected for 1980, extrapolating
from current data on prospective
price increases for soybean meal, 280

caused by lack of growth in supply
-- which in turn will be caused

by the effect of palm oil on soy-
bean oil markets.

Palm oil's competition with
soybean oil will also affect the 160-

production of soybeans in the
future more seriously than it has
thus far. Assuming the cost of
producing palm oil will increase o60- '65 '66 '67 '68 '69 '70 '71 '72 '73 '74 1980

approximately 107 a year through 64

1980 (due mainly to inflation, a
good assumption), soybean oil would Figure 5
have to bring 15c per pound that year,
to be competitive. But if the processor of soybean oil has to charge 16c per
pound to compete with palm oil (a comparatively low price in terms of return on
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investment), the price he will have to charge for soybean meal -- in order
to be able to pay for soybeans at a price competitive with corn for planting
-- will be high enough to stop expansion of soybean meal usage in animal feeds.

Of course that higher price for soybean meal may well be more than the market
will bear, and that means the soybean processors will not be paying a corn-
competitive price for soybeans. The consequence of that is obvious: discour-
aging the planting and production of soybeans, when corn would be more profitable
to grow.

A Consumer' s View

The economist's view and the businessman's view of the problem of palm oil
are two sides of the sane coin -- a coin the consumer will have to pay in the
long run. If the market by 1980 finds it possible to bear the higher prices
for soybean meal supplies (necessary to maintain animal feeding standards), the
high-protein feed quantities involved would cost American consumers an extra
$8 billion. The American shopper will pay that tab in the form of price
increases for meat, poultry and dairy products.

Reduced production of soybeans will also hurt the American farmer. Soy-
beans are one of the nation's top cash crops; the option to grow soybeans on
a profitable basis gives the American farmer greater stability of income and
greater opportunity to improve his farming efficiency. Palm oil imports are
discouraging soybean production; the soybean grower is suffering along with
the processor.

What Must Be Done

If palm oil is allowed continued free and unlimited access to U.S. markets,
and if palm oil production continues to be subsidized by special loans supported
by American tax money, the result will be higher food prices for all Americans.
At the very least, the foreign economic policies of our Government should not
encourage higher food prices at home. At best, they should discourage unfair
competition for American products.

The National Soybean Processors Association has adopted three proposals
that it reconends the U.S. Government accept and implement:

(1) The elimination of U.S. support for international financing arrangements
that subsidize the production of oilseeds and other oil-bearing materials
exported in competition with U.S. oilseed crops.

(2) The adoption as policy of a plan which would lead to the negotiation by
the U.S. of a mandatory import quota of 1.152 billion pounds of palm
oil, which would become effective in 1978. The basis for the quota is
the volume of palm oil imported into the U.S. in 1975 (960 million
pounds), plus an increase of 10% per year through 1977 (not compounded).

The rationale for this approach is that it does not interfere with
current free trade in palm oil; it does not affect trees already in
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production; and it provides ample notice and a period of transition
for producers of palm oil.

(3) The adoption as policy of a plan which would lead to the establishment
of an import duty on palm oil, in excess of a duty-free base of
572 million pounds, to become effective in 1978. The duty-free base
as constructed is based on the 1974 level of 440 million pounds of
imports of palm oil into the U.S., plus 10% a year for 1975, 1976 and
1977. Imports in 1978 in excess of the 1974 base year, as adjusted
through 1977, would be subject to a duty equal or comparable to pre-
vailing world duties of other countries on the importation of palm
oil (particularly the E.E.C.).

The governments of other nations facing the palm oil problem have acted to
offset that conmodity's unfair advantages in world trade. The U.S. Government
must do the same.

Additional copies of this document, as well as copies of a new brochure
entitled "Palm Oil Imports: Risk for the Economy, Crisis for the Farm,"
may be ordered from the National Soybean Processors Association (NSPA),
1800 M Street, N.W., Washington, D.C. 20036.

NATIONAL NATIONAL SOYBEAN PROCESSORS ASSOCIATION
* SOYBEAN 1 1800 M STREET N.W.

ccOC I WASHINGTON, D.C. 20036
(202) 452-8040



Position of the National Cotton Council in Regard to U.S. Assistance to Palm Oil
Producing Countries and U.S. Imports of Palm Oil

The U.S. vegetable oil industry, including the cottonseed oil industry, is

quite important to the over-all well-being of the United States. The industry not

only plays a vital role in providing important food products for the American

people, the industry's exports also contribute significantly to the U.S. balances

of trade and payments. In other words, the industry is an important sector of the

U.S. economy. Consequently, if the industry is undermined by imports, the adverse

repercussions could have a detrimental effect on the whole U.S. economy.

The Council understands and appreciates that the United-States is committed to

help the less developed countries improve their economies and provide a better

livelihood for their people. The Council concurs in this general policy. However,

in helping these less developed countries, the United States should be realistic

and should not, at the same time, undermine any important sector of the U.S.

economy in order to assist these less fortunate countries.

The low-priced imports of palm oil by the United States generally depress the

American vegetable oil industry; in addition, U.S. consumption of the imported

palm oil could have detrimental effects on the health of the American people for

whom physicians have recommended a diet that is low in saturated fats; furthermore,

the imports of palm oil have an adverse effect on the U.S. balances of trade and

payments. Under the circumstances, the Council considers that the U.S. Govern-

ment should adopt the following policy in respect to granting direct and indirect

assistance to less developed countries:

(a) Direct U.S. Aid: U.S. assistance should be granted principally to
enable a country to become more nearly self-sufficient in the pro-
duction of a particular agricultural commodity; and U.S. assistance
should not be given to help a country become an exporter of an agri-
cultural commodity unless it is anticipated that there will be a long-
term world shortage of the commodity and substitutes therefor;
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(b) Indirect U.S. Aid: For aid granted by international organizations of
which the United States is a member, the United States should endorse
the granting of assistance which would help a country become more nearly
self-sufficient in the production of an agricultural commodity; but
the United States should not endorse the granting of assistance to help
a country become an exporter of an agricultural commodity unless it is
anticipated that there will be a long-term world shortage of this
commodity and substitutes therefor; and,

(c) Assistance to Palm Oil Exporting Countries: With respect to palm oil
exporting countries, the Council recommends that the United States
directly or indirectly, (through international organizations), help
these countries to develop additional markets for their palm oil
exports in diet-deficient countries where the palm oil could upgrade
the nutritional levels of the people's diets at a relatively low cost.

The Council considers that the suggested policy outlined above would be a

meaningful and justifiable posture for the United States to take in respect to

granting assistance to the less developed countries.

Furthermore, the Council understands and appreciates that trade must be

carried out on a two-way basis and that the United States must import as well as

export; and, the Council endorses the concept that through expanded international

trade, benefits can accrue to most countries, including the United States. However,

the Council believes that this objective can be attained in a meaningful way only

if imports into the United States are not allowed to become so great that they will

cause excessive interference with U.S. domestic markets which are so important to

the U.S. domestic industries; such a development could result in domestic pressures

for the United States to adopt a restrictive trade policy in respect to vegetable

oil imports. In this regard, the Council has recommended that the U.S. Government

take steps to provide reasonable restraints against excessive imports of vegetable

oils into the United States by negotiating bilateral or multilateral agreements

with the principal vegetable oil exporting countries whereby these countries would

voluntarily limit their exports of vegetable oils to the United States. It is
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considered that such agreements could preclude developments which would cause

severe interference with U.S. produced vegetable oils in the U.S. domestic market.

Furthermore, the Council considers that the U.S. Government should strongly urge

the governments of palm oil producing countries to place a moratorium on the

planting of additional trees for the production of palm oil for export until the

effective world demand for vegetable oils justifies the planting of more trees.

NCC/FO
8/3/76
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PALM OIL, H ISTOIiCAL PERSPECTIVE AND -FUTUPE PROSPECTS

Current Situation

Although palm oil prices in the United States at about 16 cents per pound
are cutrently not copetitive trith soybean oil prices at internal points,
U.S. irports of palm oil in recent months were up sharply and heavy monthly
imports will likely continue perhaps into the first: quarter of 1976. This
reflects the fact that palm oil purchases are made several m1,onths in
advance of delivery.

The sharp gain in U.S. monthly im orts of paln oil bepan in August 1974,
During the t5-.!ontL'h pcriod, August 1974 LYhrounrh Cet r 1975, U.S. palit
oil imports areraged 63.4 million pounds monthly---about double the 32.0--
million-pound monthly average during the January 1972-July 1974 period.
Importssin October 1975 were 100 million pounds--the second largest ever.
During calendar 1975, U.S. imports are e::ti" ted at 40V000 ton: or rore
thau double the 1974 volue.ic.

Although palm oil exports are making sharp gains, it is interestincg to
note that a substantially larger share of palm O-il exports are movi-'
to the U.S. market. For eample, '.-lest 'ialaysia's monthly export:;dur a
the January-July 1975 period show 134,100 metric tons or 28.5 percent of
the total moving to the United Stites, comparesd with only 40,800 tons or
10.1 percent of the total in the same 7 months of 1974. So althou';h West
Malaysia's exports reported during; the first 7 months of 1975 at 470,000
tons increased by 17 percent, the share moving to the United States at
134,100 tons more than tripled from the same lionthss in 1074, Official
Malaysian statistics do not report exports of refined, semi-refined,
or fractionated palm oils. In addition to the. reoported volume of crude
palm oil exports, West Malaysta is also cxporting substantially expanded
qualities of refined oils which are estimated to approximate 150,00 tons
during calendar 1 9 75--more than doubie the 1974 volume. A substantial
proportlon of this refined oil is now moving to the United States
(25,200 tons or 29 percent of the total during the January-July period).
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Since expiration of several 2 -year freighit contracts at the end of 1974,
the falaysian Palm.Oil Producers Associ:ition renegotiated a new 2 yearfreight contracts for shipping more than 300,000 tons of pali oil to
the United States and 500,000 tons to Eur:ope during calendar 1975 and

.1976. The contract called for tanker shipments which were scheduled to
have begun in March 1975.

ew Developments in Malaysia

Although tle rate of growth in new.plantings of oil palm has diminished,
sub3tantial future production exp~tasion is anticipated. The bulk of the
projected expansion in Malaysian nalm oi L output will be from trees
already, planted. This reflects the fact that only about 62 percent of
West Malaysia's oil palm plantings are now bearing. Even if no additional
trees were planted, Malaysia's palm oil production at current yields during
the next decade would be expected to rise by 60 percent or 700,000 tons.

We project that the actual gain in Uest Malaysia'] palm oil production
during the decade through 1985 will be nearly 140 percent to 2.8 million

& tons--1.6 million above this year's volume. This projection is based on
the following assumptions:

1. Harvested acreage expands: to 1.5 million acres or slightly
less than projected plant.ed acreage in 1980 or only 240,000
acres above the present level.

2. Yields continue to trend upward on:

a. Increased bearing surface of maturing trees.
b. Use of improved cultural practices and expanded use of

fertilizer.

The bulk of the new plantings in recent years reflects the activities of
the Federal Land Development Authority (FLDA) and the Rubber Industry.
Smallholders Development Authority. The FLDA is now the largest palm
oil producer in Malaysia and accounts for more than one-fourth of the
total acreage and 17 percent of this year's total output in Malaysia.

Because of Malaysia's relatively small population, projected at only
16 million people by 1985, we would anticipate that domestic utilization

-will absorb less than 5 percent of that country's projected expansion in
palm oil output. This allows for projected growth in population, as well
as expansion of more than 50 percent in per capita domestic usage. Thus
it is projected that virtually all of any continued expansion of palm oil
output in Malaysia will move into export.

Beginning in 1972, Malaysia sough: to improve her conpetitive position
in the world vegetable oil market by offering both crude and refined



rades of oit. In 1974 Malaysia':.; national vegetable oil refiningludustr-y doubled its capacity to )0,(0 tons, In 1975, seven new palmoil refiiiing and fraCLOinaLtinn plaInts were scheduled to begin, thereby
boosting capacity to riarly 200,000 tons. Consequently, Malaysia's
exports of refined palm oil and fractionated palm oil products such as -pnM 01i cand searin will rise !;harply, perhaps approximating 150,000tons in caendar 1975, or more than double the 1974 volume. There arelong range plans for further expaniion of refining and fractionationfacilties. The Perak State Economic Development Corporation (SEDC)will build a $60 million palm oil refining plant at Parit Buntar, withit cnpcity of 300 tons per day, protcing 90,000 tons of refined oilper year. Reportedly, 40 percent of money will be from foreign inves-tors. Al]to tche FLOA will build another $20 million plant at Johore in
cooperatiou with thec Japanese. This faeility is scheduled to be coin-pleted In 1977.

In addition to palm oil, the oil paLm fruit also yields kernels which arecrushed to produce palm kernel oil and palm kernel meal.- These productsiuimilar to copra products, are al:;o p1oduced in Unlaysia largely for
export.

As Malaysia's oil palm industry contlnues, to expand, there is keenawareness that the industry is becoming increasingly dependent uponexpanding export markets. In order to improve the quality Image ofMalaysian palm oil, the industry completed arrangements for the imle-
mentatton of a standard alaysian palm oil c.i.f. contract and plansare also underway for preparing a standard f.o.h. contract.

iJn ll' thi; Year Mlalaysian palm oil exports through Singapore willdrop sharply. This uf[cts the Fact that the new bulking installation11ear Jldir are with s;torage ca )acity of 32,500 tons began operationsIn F(bruary. This facility is jointly owned by the FIDA and private
COmuLes.

Alt'hough the United States and the European Community (EC) are majorcustomrs for alaysia's palm oil exports, Iraq has contracted to buyover 200,009 tons of palm oil during the July 1974-June 1976 period.

'oential Prod u orer pztmt )xDl in other Countries

The projected pa oil production Oxpansion is not limited to Malaysia,but it is cartainly dominated by it. ialays ia's palm oil output in
19835 (I;;cluinqr S ' !w: projeacd at nearly 3.2 million tons-1.9ill in above thn i9V estimated voluane . Another 0.5 million tons ofthe additi onal 0. 7 -miljtion-ton expAns ion in Yorld output is expected tocoo .Nom Inic -a and the Ivory Coa:;, ilere 75 percent of the expan-
sica or 375 ,000 ton W11. Also move into export by 1985.
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Although a number of other countries are located within a suitable
latitude for palm oil production where oil palm plantings have alreadybeen expanded, the projected gains from these countries during the nextdecade constitute an export growth potential for about 200,000 tons, orlcas tan 10 percent of the aggregate expected gain in output. Theanticipated gains largely reflect expanded oil palm acreage.

Consumption of Additional Palm Oil

The heavy concentration of projected output growth in a relatively smallnumber of countries with small populations means that the additionaloutput must be exported. During the 1975-85 period, the producing
countries are projected to absorb only 0.5 million tons of the 2.6-million-ton gain in palm oil output.

The EC, which is estimated to take about 0.7 million tons is projectedoptimistically to consume 1.1 million tons per year by 1985. This gain,if achieved, would account for 15 percent of the expected increase inworld exports.

Japanese palm oil consumption might possibly rise to roughly 0.2 milliontonn, accouuting for nearly 0.1 mlllion gain. This is based on the con-cept that Japan may seek to further diversify her sources of vegetableoil supply, while at the same tim- taking increased advantage of likelylower prices oils. To the extent that Japan's future palm oil consump-tion might exceed the projected level, it would likely displace potential
soybean oil consumption growth in this market.

The remaining palm oil consuming countries, outside the United States,accounted for only 12 percent of the world consumption growth duringthe 1965-72 period. However, this group of countries boosted theirpnlm oil consumption by 0.2 million tons or 80 percent during the 1972-74period. A key part of that rise came in Iraq and India.

In 1976; India's palm oil imports appear likely to decline following thisyear s bumper harvests of peanuts, cottonseed, rapeseed, sesameseed, andsafflowerseed. This will result in additional gains in palm oil avaIla-bilities to be absorbed in other 'ountries next year.

Although Iraq's potential for expinding palm oil consumption is limitedby its small population, India has great potential but is limtted by herpreferences and lack of foreign exchange. Beyond 1976, low per capitaavailabilities of all vegetable oils in India, together with increasingavailabilities of palm oil at relatively low prices, should result in asignificant long-term expansion. Although India has a serious long-termneed for vegetable oils, we doubt that India can be depended upon to
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consume a major share of the palm oil expansion by 1985. Other countriessuch as Iran and Pakistan may offer more potential.

However, there yet remains, about .i4 million tons of projected palm oilexpansion that cannot be tlogically assigned by country based on pasttrends, growth rates, or market share prorations.

At this point in tine, little more can be done than to indicate that palmof.1 will likely continue to grow :!s a proportion of output of all oilsand fats, perhaps exceeding 9 percent in 1985, compared with 6 percentin 1975 and less than 4 percent in 1965. The projection is based onthe assuiption that output of all other vegetable, animal, and marineoils and fats continues to grow by the 1965-74 trend volume of 1.0million tons per year. Actually [he Inelastic demand for oil, togetherwith projected above trend gains for all. oils, would tend to depress
oil prices thereby possibly discouraiging annual plantings of majoro.tltcaring crops. however, to the extent that the oil from some cropsrepresents only a minor part of its v un, production of those crops
would be less affete!d, thereby compou.nding the oil surplus problem.In addition, certain oil.,l and fats are byproducts, such as animal fats,whose production trends are not price responsive.

More importantly, world palm oil exports by 1985 will likely grow evenmore disproportionately relative to total exports of oils and fats. Ifpalm oil exports grow as projected, and all other exports grow at the1965-74 trendline volume of 340,On tons per year by 1935 pal oil
exports would account for over 20 percent of all fats and oils exports,compared with 13 percent in 1975 and less than 6 percent in 1965.

By 1985, 34 percent ol the oils produced are projected to move in exporttrade, compared with 28 percent in 1965. However, nearly 75 percent ofthe palm opl produced will need po re exported.

If project!en wre anywhere noar correct, the above situation would indi-cate thaL pol-ir oil will need to a':.counrt for an increasing share of theworld exporL mrn-tket. 0O1. palm p trgonce producing, will continue toproduce and aug nment exports during years of super abundant supplies, aselas durin cf below trend output. Even extended periods Ofdepressed oil pcWY wVl: not affect exports as long as the variableproduction cost (labo r ssitrg, and transportation) are covered.Lack of storage facvilties and adequate financing will likely preventpalm oil produce-r from building theIr stocks during periods of supera-mndant supply ia crder to achieve better price objectives.
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GivenU the sftiuatlon above, we would Pxpect a st zble portion of any palm
oil export expansion to mve to the United Statev: because:

1. The Un ted States is alroady proven major market for palm oil.2. The U.S. market has already domonstrated wore flexibility andgrowth potential thian any other major consuming' country.
3. Import quotos or import duties for palm oil are not imposedin the U.S. market, while other major markets, including theEC and Japan impose duties of 4 to 10 percent on crude and8 to. 14 percent on refined palm oils.
4. Shi pping rates from Malaysia to the United States are less thanto most European mrkets.

Assuming no change in tile duty structre or transportltion co:st differential,we havo arbitrarily :msum1e thl at one-h: 1f of the remaining 1 .4--million-ton,projected expansion ui ll move to The lin i ted State:; durin- the 1975-85period. Incidently, the proje cted growth to 1.1 million tons in U.S.palm oil imports by 1985 represen':s a volume which is more than doublethe projected 1965-74 linear trend in U.S. palm oil consumption. Inorder to achieve this increase, U.S. palm imports would have to registeran annual increase of 72,500 tons per year through 1985. Already durLngthe most recent 5-year period, 1970-75, U.S. palm oil imports are in-creasing by about 67,000 tons per year. In 1975 alone, the es.timatedincrease in U.S. imports will exceed 100,000 tons.

If palm oil imports inato the U.S. market expand a; projected, the impli-cation is that oil production fron 15 million bushel-s of soybeans or morethan a half million acres of soybeans will be dioplaced each year for thenext 10 years. In terms of cottonseed oLl, the 725,000-ton expansion inpalm oil imports during the next 10 year:s could wean displacement ofvirtually all domestic consumption of cottonseed oil.

World Si tuation and Outlook

World palm oil production in 1976 is forecast at 3.2 million Letric tons-315,000 tons above this year's estimited volume iiand 514,000 tons abovethe 1965-74 linear trend. Looking' beyond 1976, continued sharp gainsin output are projected, which largely reflect expanded acreage andhigher yields. Much of the inicrease resulted from international loans,
Factors Related to Tne reasec Pro'cl Lion and Trade

1. The United States ha; and conlinues, to underwrite varying percentagesof these loans which are beinj' used to expand foreign palm oil output.The International Financial Aw i;tnur-e program for palm oil is estimatedto be boosting world exports -.n 1975 by more than 200,000 tons or nearly12 percent. By 1980 the internationil palm oil loan prograti, whichtaxpayer funds have in part urderrLtten, are projected to add over1700,000 tons or nearly 22 percent.
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2. The major shinre, of the expanded output iq being moved into exportmarkets In zonipetition with 0her edible vegetnhle oil exports,

rather than being used to increase domestic consumption in theproducing countries.

3. Not only have world palm oil exports expanded sharply therebydisplacing U.S. exports abroad, but an increasing share of thisvolume has been flowing to the U.S. domestic market thereby
Causing:

-Displaced domestic consumption of edible vegetable oils.-- Diiplaced domestic crushing of oilseeds.
-- Oisplaced refining of some domestically produced vegetable oils.

4. The United States i; one of the major world markets for palm oilwhere no quantiiLvea re-strictions or import tariffs are beingapplied. Curit projections indic that even if no additionalloans foZ o i pAm expannsion were uiierwritten in the future, worldproductio and nxpdeci paln oil would continue to expand sharplyduring the n nxt dthcae. The (rpans Ion in palm oil production isprojeed to b ill the t of .6 million tons of which 2.3mwllion ton would 0 CpOrted by 1935. Current trends indicate that,With th U.Sd n arket re of any import restriction, a disproportionatetnd burdensO e Of the 15 projected expansion would be forced intothe U-S. marlt. T11n 5, U.S. palm oil imports are expected toapproxtrimae 400, 000 metric tons--more than double last year's volume.
S In 1975 U-. iiark et is expected to absorb nearly three-fifths oftha cut or er axports. U.S. imports of palm oil now

aCcount ur re tha o -fft of norld exports. If present trendsconti-nuc, w (,;in expct the! f-llowli, events to take place by 1985:
I-u I. it ivJ JA ,:ts will contini,. to absorb an increasing share--

u~ -ourth- f wold exports.
..p- oat; would nearly triple from this year's estimatedlm o . n 1 lion tons.

ofswill situbstantially exceed the combined volumeoif U. S. .I n aed oil exports.
a--P,lm oll~ wds c u 10 percent of the potential consump-tio"i B*(a I y and cott-onseed oils in the United States.

6. ! 11 Li u l to the problem of increasing palm oiln ,ou j;J h allo,',i tc, free market to allocate the
1 a r teduct Lu won] I permit maximum flexibility inconum-er px ; L formulations at the lowest possibleco n UP C Cu in all likelihood the United States willc i L ajor :hare of the future gains in availabil-It j, hVA3 l re-u.lt in depressed prices for domestically
ofll, tmreby reducina producer prices for raw



materinls and undermining processor crdshing margins. To the extentthat future soybean oil sales to lesser developed countries would bereduced by increased palm oil exports to these same countries, theexcess; oil would: (n) Depress o1. prices, thereby necessitating
higher meal prices which would restrict meal usage and increase
livestuck and poultry production costs, as well as costs to con-sumers; (b) Cause increased program administration costs in theevent an oil storage reserve progran was initiated; (c) Reduce
the relative profitability of producing U.S. soybeans, thereby
cutting harvested acreage and future supply availabilities ofsoybean meal for home consumption and export; (d) Discourage
exports of soybeans as foreign processors would he hard pressed
to find markets far their oil. In addition, the likelihood of lowprices for palm oil would be a sharp blow to some traditional*
palm oil producing countries where productivity has not kept pacewith new plantations in Malaysia and Indonesia. Also, developing
countries which depend on exports of vegetable oil other than palmoil would face stiffer competition and reduced foreign exchange forexports.

Palm Oil Output Boosted Sharp ly International Loans

World palm oil output has grown sharply and this growth is projected tocontinue for the next decade. International funding of this expansionit projected to contribute substantially to growth in production andexports.

International Privale World International
loann investments 1/ total loans as percent

--- of total

1,000 metric tons -Percent

Production

1970-75 307 887 1,194 26

1975-80 802 989 1,791 45

Exports

1970-75 210 848 1,058 20

1975-80 527 1,098 1,625 32

1/ Includes an undetermined volurce of expansion provided by the Agency
for International Development (AID).
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KyPo~ints_

The data clearly indicate that the impact of International Financial
As;intance programs for palm oil have already boosted world production
by more chan 300,000 tons. This expans3ion has accounted for more thanone-fourth of world palm oil expansion in recent years.

More than two-thirds of the palm oil production added by InternationalFinaijeal Aaistance programs is being exported. These expansion
assistnuce programs have expanded world exports by more than 200,000
tons--accounting for about one-fifth of the growth in world palm oiltrade in recent years.

The loans were spread over the 1965-75 period. Because oil palm treesrequire 3 to 4 years before bearing and do not reach their maximum
yield potential until 8 or 10 years, the bulk of the impact from theexpansion assistance programs will be (uring the next decade.

During the 1975-80 period, the palm oil expansion assistance programswill account for over 800,000 tons of output or nearly one-half theprojected growth in world palt oil output.

Of the palm oil output added duriug the 1 9 7 5 --8 0 period, more than two-thirds or about 500,000 tons will be exported.

The expdrt grouth projected for palm oil, output under assistance pro-gramn during the 1975-80 period is; expected to account for one-third
of the world palm oil export growth.

Beyond 1980, there will be yet a further sizable production and exportimpact from pa, lm oil expansion asuistance made under the 46 loans
appriovedl durlng the' 1965-75 period. Th.s reflects the fact that only
40 perct t( i the loans during thr 1965-69 period are for plantings
whhhave reached full production potential. Another 40 percentrpplied to the 1--74 period which, for the most part, have only

nto impact on p)oduction nad trade. Finally, the re-u. inp' 40 percnt '1: telan wJ11 affect plantings in the 1975-79
. h perio q expansion will not reach its maximum

potential *ui the

Alhough -thir ostance loans were made to
x io xpurts is projected

taai 1 reflects the fact that African
pontaionar, r lss produccive per acre as well as the

fa s o the increase in Vrican output will ben to i in onsuption requirements. Thus in a
r-h ure the u r copative advantae0 is being tested, it would

b ay n La a nproducers who, would be best able to compete
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rLc . Situation

Plim oil prices have historically shown a very high correlation with
soybean oil prices, therefore indicat ng substantial interchangeability.
Freight rates from. West Malaysia to the United States are reported to
be about $28 per ton or $5 per ton under comparable rates to West
European ports. Although freight rates have increased somewhat in
recent years, it is difficult to explain why the nonthly per unit value
of U.S. palm oil imports during the 1972-74 period, largely from 'Malaysia,
averaged only $17 per ton over Malaysian f.o.b. prices. Correspondingly,
European palm oil prices for the 1972-74 period averaged $115 per ton
over the average monthly unit value of U.S. imports and $132 per ton
over Malaysian f.o.b. prices.

Recognizing the fact that the United States does not have representative
monthly prices for palm oil, it is meaningless to point out that during
the second half of 1974, Malaysian monthly f.o.b. prices for palm oil
were s~jgnificantly above the average monthly value of U.S. imports,
since all vegetable oil prices were rising d'uring that period. U.S.
import values for palm oil no doubt were fixed at --ome earlier point in
time, probably in relation to some spread under the soybean oil price.

Assuming, that Malaysian palm oil is priced in some relation to U.S.
noybean oil during some previous period, a correlation analysis can
determine what time lag on U.S. soybean oil prices will best predict
monthly palm oil prices in Malaysia and the United States. These price
series lagged to achieve the best correlations are present in table 22.
Havitng adjusted the various price series lags, it can now be determined
what relative price changes have taken place since June 1974 which might
have shifted a larger share of palm oil exports to the U.S. market. The
relevant price averages and spreads are as follows in U.S. dollars per
metric ton:

Jan. 1972-June 1974 July_1974-June 1975

Soybean oil:
U.:- 404 758
Europe 417 778

Palm oil:
U.S. 308 537
Europe 388 555

U.S. soy oil less
U.S. palm 96 221
European palm 29 223

Palm oil
U.S. less Europe -80 -13

Soybean oil
U.S. less Europe -13 -20
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The price data indicate that during the January 1972-June 1974 pEriodpalm oil prices, basis Europe, aver.ged $80 per ton under those in theUnited States. The price spread for this period was clearly more thanenough to offset the added costs of import duties and transportationto the European market. During the same period, palm oil was pricedat $96 per ton under soybean oil in the U.S. market, but only $29 perton under soybean oil in the European market.

Beginning in July 1974, the sharp reduction in the prespective 1974U.S. soybean crop caused a sharp rise in all prices of vegetable oils.
Reflecting the uncertain soybean oil supply situation, soybean oilprices in the United States and Europe during the July 1974-June 1975period averaged more than four-fifths above the January 1972-June 1974period. Palm oil prices in the United States also registered sharpgains subsequent to June 1974, averaging about 75 percent over theJanuary 1972-June 1974 period. However palm oil prices, basis Europe,for the same period rose less steeply. As a result, the palm oil prices
in the United States moved up sharply in relation to European prices,
thus removing the Malaysian price advantage in the European markets.At the same time the soybean oil/palm oil price spreads in both Europeand the United States widened sharply. The resulting sharp discount
for palm oil prices caused increased palm oil usage in both Europe andthle United States.

At present the palm oil/soybean oil price spread has narrowed, thustemporarily removing some of the I)ressure for increased imports intothe United States. liover, we see this as only a temporary situation
because of the large increase in availabilities; of palm oil that must
be marketed internationally in the months ahead.

Reportedly, some of the palm oil expansion loans now being made arebased on projected prices of $300 to $330 U.S. dollars per metric tonf.o.b. Asian ports. Whether or not this price is achieved appearsirrelevant since variable _production costs, are now estimated to be inthe magnitude of $T4I'S dollars per metric ton for certain oil palm
plarntatiois in Asia.

In the future, it appenrs that the current vegetable oil situation canonly lead to depressed pric> "evels which would adversely affect theeconomies of all major producr-exporter countries.

If such projectiofn3 aCe correct, some course of action seems to be neededwhich would: (1) Discourage excessive future stimulation of palm oilproduction; (2) Equitably distribute the export supply of palm oilamong other developed countries and the United States; (3) Increasepalm oil consumption in oil deficit developing countries. The necessityfor impleenting these proposals is expected to become increasingly acute.
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Table 1.--Palm Oil: Production and exports, in
major producer-exporter countries and the

world, annual 1965-75 with projections for 1976, 1980 and 1985
(Tn 1,CO0 ric tons)

CAIoudar Wesit Ivory World
Year Malayial Sabah Indonesia Coast Zaire Subtotal Other total

Production:
1965....... 149 2 165 28 125 469 809 1,278
1966....... 186 3 175 28 130 522 799 1,321
1967....... 217 9 174 30 149 579 625 1,204
1968....... 265 18 188 31 203 705 691 1,396
1969....... 326 26 189 38 196 775 774 1,549

1970....... 403 27 216 52 201 899 816 1,715
1971....... 551 38 248 55 190 1,082 825 1,907
1972....... 659 72 269 93 190 1,283 860 2,143
1973....... 740 73 290 111 185 1,399 851 2,250
1974....... 942 88 351 145 174 1,700 894 2,594

1975 1/.... 1,175 125 370 155 165 1,990 919 2,909
1976 2/.... .1,400 150 396 174 168 2,288 936 3,224
1980 3/.... 2,400 300 525 250 150 3,625 1,075 4,700
1985 3/.... 2,800 375 725Y 300 125 . 4,325 1,200 5,525

Exports: (4/)
1965....... 141 2 126 (5/) 77 346 204 550
1966....... 181 3 177 (5/) 78 439 194 633
1967....... 180 9 133 (5/) 108 430 66 496
1968....... 268 18 152 (5/) 141 579 49 628
.1969....... 331 26 179 1 125 662 45 707

1970....... 372 29 159 13 119 692 50 742
1971....... 535 38 187 28 112 900 67 967
1972.....: 628 72 232 48 87 1,067 30 1,697
1973....... 740 73 258 55 70 1,196 22 1,218
1974....... 871 88 282 91 62 1,394 37 1,431

1975 1/.... 1,125 125 330 120 60 1,760 40 1,800
1976 2/.... 1,375 150 365 140 40 2,070 50 2,120
1980 3/.... 2,325 300 440 200 0 3,265 160 3,425
1985 3/.... 2,700 375 600 225 -50 3,850 250 4,100

1/ Estimated.
2/ Fotecast.
3/ Proijection.
4/ Includes unofficial estimates of refined and semirefined palm oil which are not
officially reported.
5/ Net imports.

A.
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Tahn, 7.--.nirnt.1 1 Firancial 'Inri 1I ut.-In for Oil Palm Production

.. .riol or E:%tir.t.ed 1rod!uction Amount. of Production
Aponey I Country t Arount : Area I :ivto Available for Export

. .illin 1,000
a t, t h.a._ (in 1,000 metric tons) PerContare . Number

African Develofmen. hank C. A.R!. 2.4 2.0 75-79 0 1 0
: Sierra Leone 3.6 3.0 73-77 0 9 0
? 2ierra Leonae 1.7 .0 74-78 0 Q

Total 1 7 =0

Anan Development Bank I nlayaia 2.8 15.8 68-71 57 142 100
v Indonesia 7.4 11.5 71-74 10 66 75
In!oneia 12,0 1,0 74-76 0 IL 100

Total 7 22

Furopaean Development :
Fund : Came-roon 6.5 4.4 67-71 7 16 25

t Cammroon 3.5 6.3 73-76 0 10 25
: Cameroon 10.4 10.0 73-76 0 16 25
t CA.R. 1.4 2.0 70-74 1 5 0
t Conyo (Dr.) 3.0 2.2 66-71 4 8 0
I Dahomey .5 h.0 66 10 15 25,

Vahomay 7.5 7.0 6P-71 11 28 25
t rhihomey 3.9 6.0 72-71 1 7 25

t Ivory coaat 36.5 32.0 70-73 25 96 75
s Togo 2.7 5.0 6-73 4 12 0
I Toro 1.0 1.0 73-76 0 2 0

To o 1.6 1.5 74-78 0 1 0
rM 3.A L.5 72-76 1 6 25

Total •

Europ.d Inveatment Bank I Ivory Con, 1. 2

inter-American Develop- t
rent v C.A.R. 2.4 2.0 75-79 0 1 0

Pank : Colombia 1.2 1.0 65-67 16 28 -0
a Ecuador 2.4 3.0 65-70 6 11 0
t Honduraa - 1.5 1.0 70-74 1 3 0
z Ionduras 3.0 2.0 77-80 0 0 0
I Ter.u .8 .5 67-71 1 2 0
a Siorra Leona 3.6 2.0 73-76 0 3 0
a Fierra leone 1.7 1.5 74-77 0 2 0

Total a 1C _ _ _ _

Intarnational Dank for
onraitotri)lon k Devalop-

amt C: ameroon 9.0 7.9 67-74 8 18 25
a Camvroon 7.9 9.0 60-73 9 24 25
a cnrroon 9.6 Ft.5 74-78 0 5 25 2

a 1hom-y 4.2 A.0 (.-70 13 32 25
SGhana 13.6 12.0 71.-78 0 11 0

a chana 17.0 14-0 71-78 0 16 0
: Tn onesia 12.7 13.7 6-73 24 93 75
s Indonetsia 13 2 8.0 71-74 7 146 75

a lvory Coat 11.1 19.0 6P-74 17 44 75
i Tvory Coast 2.' 10.5 74-79 0 8 75
- VaUlavnla 9.5 11.1 67-70 52 113 100
: DlAynia 0.6 6.7 71-72 12 77 100 1

a nlayia 11.9 8.6 73-76 0 31 100

I a Iapa 36.0 22.3 71-V2 0 17 100 2

N Prra 17.0 16.0 75-79 0 9 0
: 1jie ria 29.5 20.0 79-79 0 12 0

a N!ria ~ 19.0 16.0 75-79 0 9 0
: p n-uz N. Guinfa 1.5 1.-6 (,-72 6 15 100

ua N. Cuinea 7 7-75 1 100

Totid.

Iric nne over Amoint Available
preva.us acreage for Export

percenatage (Actual)
Crand Totals

,.. 75 80 1975 1980.

8.tern m r9 .10.5 10 5 214 50

a r-s 253.8 :%q.7 20 20 171 60

Tot] a. >.';2 :O .15 7 
1109 210 737

I, I ; ' jr !rrfl~e r~I)" -jr 1YLouJ. xCJC~q



Table 3 .-- West aysia: Palm oil estimated supply and distribution
arr: 196-731, forecast 1974-75

a- rojection 19'Ni, 1980, and 1985

?orpca2 roeti,

(In 1,000 metric tons)

3tcas, January 1............. .... 35 25 11. 36. 44 66 61 92 U5 150 200

P................ 265 326 403 551 659 7.0 942 1,175 1,L00 2,400 2,Pr0

r-- -- 2 4 1 -- 1 -. -.....2

Tc l py.. ........ 300 35 - 429 591 704 8%A 1,0cC 1,267 1,51' 2,550 - cm

Distribution:

.. . ....... 268 331 372 . 535. 625 724 813 975 1,175 1,900 C,200
- - - - - - - 3 16 59 150 200 425 600

Appare.t domestic disappearance......... 7 6 11 12. 10 5 2/ 40 27 40 75 200

Stocks, December 31.................. 25 1, 36 44 66 61 92 115 100 150 '00

Total distribution.................: 300 351 419 591 74 806 1,004 1,267 1,515 2,550 "0o

anti On acreace: unit
Total planted........: 1,000 acres - . 498 598 680 769 873 1,036 1,244 1,311 1,392 1,550 (J)
Esti-ated harvested..: 1,000 acres : 185 228 . 289 382 473 567 646 819 971 1,400 1,500

Earvested as a pro-
portien of total
planted area........: Percent : 37 38 43 50 54 55 52 56 60 85 Q/)

Yield per harvested Metric tons
area................: per acre : 1.43 1.43 1.39 1.44 1.39 1.31 . 146 1.43 1.44 1.71 1.87

zou:rce: Oil Paln Monthly Statistics of Malaysia and FAS forecasts.
] 'nefici] 'ztirtes. &xyorts of refined -alm oil not included in officially rc,orted

/ Fr;y2v c' crestinated duc to undcrcatimate of refined oil exports.
Not available.



Table ..-- Palm oil exports fra= Peninsular Malaysia to the United States
and total, 'nthly January 1972-July 1975

1972 : 1973 1974 1975as UU.S. as : ::U.S. as :U.S. as
U.S. Total : percent : U.S. : Total :Dercent : U.S. Total :percent : U.S. Total : percenta: tatal !of total :of total of total

-january...... 9.3 53.9 17.3 6.3 45.8 13.8 : .4. 53.6 6.3 17.8 61.6 28.9
FC- ryr... 5.6 48.5 11.1 10.2 42.0 24.3 2.4 54.1 4.4 18.8 59.5 31.6
March........ 5.1 38.6 13.2 5.9 66.6 8.9 5.7 52.4 10.9 14.6 82.7 17.7
April........ 6.4 46.6 13.7 10.2 68.6 14.9 5.4 67.7 8.0 20.6 88.7 23.2

.......... 9.1 48.4 18.8 9.3 61.8 15.0 4.8 52.0 9.2 21.2 51.0 45.6
June......... 8.6 37.9 22.7 7.0 42.1 16.6. 6.4 A3.5 10.1 12.5 56.8 22.0
July......... 11.8 46.6 25.3 5.0 49.5 10.1 12.7 58.9 21.6 28.6 69.7. 41.0

Subtotal... 55.7 320.5 17.7 53.9 376.4 14.3 40.8 402.2 10.1 134.1 470.0 28.5
August....... 1.0 39.5 2.5 - - 60.5 0 21.2 80.6 2.3

September.*... 13.9 65.7 21.2 17.6' 63.1 27.9 6.8 65.0 10.5

October....1.. 3.1 57.7 5.4 9.0 77.6 11.6 2.7 65.3 4.1

November.....: 10.3 56.3 18.3 4.1 62.2 6.6 17.6 79.4 22.2

December..... 0.5 75.9 0.6 4.0 73.5 5.4 16.6 -107.2 15.5

Total /... 84.5 615.4 13.7 88.5 713.3 12.4 105.9 799.9 13.3

I Totals may not add due to rounding.

Source: Oil Palm Monthly Statistics of Malaysia, Department of Statistics, Kuala Lumpur, Malaysia.



7able 5.-Paln Cil: Apparent consunption in selected comzres and the world /,
annual 1965-75, with 1976 forecast and projections for 1980 and 1985

(in 1,000 + tons)
: Palm oil producir countries: United :United : iest :ether- : Other :-- Tear ; ajr :Ohr ;Ttl :Saes;igo e lns ; E : Japan Iraq India Other World

M~ajo- Other States- :Kinjpdo-7 Gerranrv -lands E

195.....: 123 605 728 3 117 103 60 101 16 50 7 93 1,
19:.....: 83 6C5 688 314 150 115 61 107 20 36 11 99
1967.....: 149 559 708 29 99 99 57 110 22 52 8 2/ 20
1969..... 126 642 768 47 109 126 60 104 28 54 1 99
196q ..... 113 729 842 72 139 132 61 11? 42 58 0 R4

1970.....: 207 766 973 64 162 116 70 119 40 66 0 105 1;715.
1971..... 182 758 90 98 223 150 86 113 I1 78 1 11.7 1,"07
1972...... 216 830 1,046 196 208 151 105 131 55 82 1 1 2 2,1i3
1973.....: 203 829 1,032 177 244 152 95 155 100 105 52 138 2,250
1974 /..: / 306 857 1,163 187 296 133 96 150 115 125 53 276

1975 /..: 230 879 1,109 400 275 155 110 165 110 135 50 400 2,nC9
19" 6/... 21S 86 1,104 525 300 145 115 200 120 145 25 525 3,2. o
i7 &..: 350 1,5CC 1,4C 1, 3- 2 D 130 2.0 115 :,cC ,
19252/..: 450 1,2C 1,650 1,125 ACO 250 150 300 200 200 125 1,125 5,525

Data based on production plus net trade and do not include allowances for stock changes.
indicates stock depleation caused by a significant reduction in world output and stock building in the major producer-exporter countries.
SPreliminary.
o/ssibly over estimated due to the fact that no official Malaysian export statistics are yet available

for refined palm oil and only exports of crude palmo oil are officially reported.
Estimated.
Forecast.
Projected.



Table 6 .-- Palm oil: Proportion of palm oil consumption by selected
countries and the world, annual 1965-75 with

1976 forecasts and projections for 19?0 and 1985
(In percent)

PaLm oil producing countries:United :United :West :. Other
Year :.Maior Other Total :States :Kingdom :Germany :Nstherlands: EC Japan Ira : India Other World

5....... 9.6 47.3 56.9 0.2 9.2 8.1 4.7 7.9 1.3 3.9 0.5 7.3 100.0
...... 6.2 45.8 52.0 2.6 11.4 8.7 4.6 8.1 1.5 2.7 0.8 7.6 100.0

7.......: 12.4 46.4 58.8 2.4 8.2 8.2 4.7 9.1 1.8 4.3 0.7 1.8 100.0
5....... 9.0 46.0 55.0 3.4 7.8 9.0 4.3 7.4 2.0 3.9 7.2 130.0

9.. 7.3 47.1 54.4 4.6 9.0 8.5 3.9 7.7 . 2.7 3.7 0 5.5 10V^. 3

D....... 12.1 44.7 56.8 3.7 9.4 6.8 4.1 6.9 2.3 3.8 0 6.2 100.0
1....... 9.6 39.7 49.3 5.1 11.7 7.9 4.5 7.5 2.1 4.1 7.8 100.0
2.......: 10.1 38.7 48.8 9.2 9.7 7.0 4.9 6.1 2.6 3.8 7.9 100.0
3.......: 9.0 36.9 45.9 7.9 10.8 6.8 4.2 6.9 4.4 4.7 2.3 6.1 100.0
4....... 11.8 33.1 44.9 7.2 11.4 5.1 3.7 5.8 4.4 4.8 2.0 10.7 100.0

5 ... 7.9 30.2 38.1 13.7 9.5 5.3 3.8 5.7 3.8 4.6 1.7 13.8 100.0
6 ?....: 6.8 27.4 34.2 16.3 9.3 5.1 3.6 6.2 3.7 4.5 0.8 16.3 100.0

0 h/.... 7.4 22.4 29.8 21.3 6.9 4.2 2.8 5.1 3.4 3.5 1.7 21.3 100.0

5 4/.... 8.1 21.8 29.9 20.4 7.2 4.5 2.7 5.4 3.6 3.6 2.3 20.4 100.0

Less than 0.05 percent. 2j Estimated. 2/ Forecast. f/ Projection.

Based on Hata in Table ''



Table' 7.--Indicated popu!atian and per capita cgnsumption of palm oil
in selected countries and the world, 1965, 1970, 1975 estimate

and projections for 1980 and 1985
:West*

Year :and East :Indonesia : United :United :West :Netherlands: Other Japan Iraq India Other World

Malaysia : States :Kingdom :Gerany : EC

(in -illions of persons)

1965...,... 9.4 105.7 196.9 54.2 58.7 12.3 118.1 98.9 8.0 506.0 2,126.2 3,294.4

1970........ 11.0 119.7 204.9 55.4 60.7 13.0 122.5 104.3 9.4 564.8 2,351.6 3,617.3

1975 1/.... 12.5 137.0 216.5 56.2 62.6 13.7 127.3 110.8 11.0 630.0 2,592.4 3,970.0

1930 2/....- 14.3 , 156.8 224.4 56.9 64.1 14.4 132.3 117.6 13.0 702.5 2,853.7 4,350.0

1985 2/.... 16.4 179.4 232.8 57.5 65.6 15.1 137.8 124.8 15.2 783.2 3,147.1 4,775.0

Estimated
vnr cainta:

tion of . (In pounds per person)

palm oil:.

1965....... 1.9 0.8 W) 4.8 3.9 11.7 1.9 0.4 13.8 (2/) 0.1 0.9

1970....... 5.8 1.0 0.7 6.4 4.2 15.1 2.1 0.8 15.5 0 0.1 1.0

1975 1/.... 8.8 0.6 3.9 10.8 5.5 . 18.5 3.0 2.2 27.1 0.2 0.3 1.6

1980-L/....: 11.6 1.2 9.8 12.6 6.9 19.9 4.0 3.0 28.0 0.3 0.8 2.4

19854/....: 13.4 1.5 10.7 15.3 8.4 21.9 4.8 3.5 29.0 0.4 0.8 2.6

1/ Estimated. 2/ Projected on currentcompound annual growth rates. / Negligible. Projected on the basis of consumption estimates

indicated on Table 5 divided by popilation projections indicated above.
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Table 9 .- United States: Palm oil imports by cowuntryof origin, annual 1965-74 and January-.
September 1974 and 1975
(In 1,C00 metric tons)

Cou try ofr
oripn 1965 t 1966 1967 1968 1969 1970 1971 1972 1973 1974 Jnr-ber

:19741/: 51Africa:
icria.........,. 0 2.8 1.2 0 0 0 0.3 02air......... 1.1 1.3 0.3 1.0 0.9 0 0 0.5) 1.00.5 0 0 0 0T otal ....Toa.....: 1.1 L.1 1.5 1.0 0. 9 0 0.8 0. 2! 2/)12; .

Asia:
Indonesia..... .... 21.4 1.5 19.7 37.9 36.7 55.8 67.9 60.7 49.1 3hi .i.....:. 0 0 0 0.5 0.5 0 0 0
Siap ...... :. 0 0 0 0 0.5 0 0 1.6 0.5 0 0 3.6eSingaor ..... o 0 0 0 1.2 0 0 9.9 2.0 12.2 8.6 17.0ezt Malayia-.....- 0 - 7.8 25.8 31.5 20.8 45.5 11, I6 111.6 122.0 8. 17.9

ota • 1. 11. 12.0 75.4 220.9Total.... .8 30.2 263 145.5 7 7. 0. 194.5 174.8 133 15226
Others ... .. 0.1 0.1 6.4 0.3 0.6 0.8

3.0 34.4 29.1 46.9 72.4 63.9 102.9 195.6 175.6 186.6 117. 27. 3
f Preliminary. 2/ Less than 50 tons*

U.S. Bureau of Census.
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Table 30.-U.S. Imports of' palm oil., monthly
-'P-7h and Januairy-Oc Lobe r 1975

(Tn million pounds)

Month 1972 1973 : 1974 1975

Jtuary.... ... .... 44.3 25.6 26.4 48.8

37.6 65.7 18.8 56.1

March...........29.1 25.2 19.7 63.7

Apri.............. 36.8 26.5 22.0 29.6

kny.......... 24.7 16.5 41.3 64.8

Jue......: 58.3 47.1 13.3 69.6

84.6 36.7 25.3 131.1

August.......0....: 30.8 17.3 46.8 56.7

September.. ....... : 25.4 40.1 45.5 84.2

29.6 17.3 69.4 100.0

November..........: 12.2 41.3 35.2

December..........: 20.6 30.8 47.7

Total..... . 434.0 390.1 411.4

U.!;. Bureau of Census.



Table ll.--Palm oil: U.S. supply, disposition and price, 1965-75

S u o p l y : D i s p o s i t i o n :P r i c e p e r p o u n d
Stocks:: :Clarified, : : Malaya, 57.

Calendar : : : :Domestic :drums, : Tank : bulk, c.i.f.,
year : Impo ts Total GSA : Trade Total : Exports :disap- :truckload, : wagons, : European

1/' • : :pearance :New York : New York: ports

(In Million pounds) (In cents)

965......... 7 19 10 9 26 - - 2/ 30 : 15.8 13.4 12.4
966......... 76 9 - - 9 85 -- 2/66 15.1 12.7 10.7
967......... 64 33 - - 33 97 - - 2/86 14.8 12.6 10.2
96.........: 103 16 - - 16 119 . - - 2/97 : 14.5 12.0 7.7
969...;..... 160 28 - - 28 188 - - 153 12.5 11.2 8.1

970......... 141 35 - - 35 176 5 128 : 15.9' 13.2 11.6
971......... 217 43 - - 43 260 7 213 : 15.1 13.3 11.7

. 431 40 - - 40 471 38 340 : (3/) 10.6
973......... 387 93 - - 93 480 34 388 : Q/) 14.6 17.7
974.........: 411 58 - - 58 469 24 342 : (3/) 26.9 31.3
*n.-Sept'.
L975......... 605 103 - - 103 708 23 562 : /) (/) 19.5

Palm oil enters the United States duty free. 2 Reported factory consumption figures used for years in which it

xceeds calculated domestic disappearance. ./ Not available.

Source: C & D Table and U.S. price data compiled from Fats and Oils Section Economic Research Service
European.
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Table 12.--Palm oil: U.S. utilization, by products, 1965-75 1/

Food Nonfood

:Total
C domesticCalendar Shortening Margarine Other Total Soap Fatty Other Total : disap-

yearacids :: Pearance

(In Million pounds)

1965........... 13 - - - - 13 - - (2/) 17 17 301966........... 38 - - 14 52 - - (2/) 14 14 661967........... 61 - - 1 62 - - (2/) 24 24 861968........... 72 - - 4 76 - - (2/) 20 20 971969........... 110 - - 18 128 - -. (2/) 25 25 153

1970........... 85 1 14 100 - - (2/) 28 28 1281971...........: 175 1 18 194 - - (2/) 19. 19 2131972........... 287 1 42 330 --- . (2/) 10 10 3401973........... 333 7 35 375 - - (1) 13 13 383

1974.......... : 187- - 15 202 - - /) 8 8 2101975..........: 491 16 49 556 - - (2/) 6 6 562

I/ Mostly ERS estimates, as Census end-use data are limited in order to avoid disclosing figures for individualcompanies. 2/ Census disclosure. 7

Source: U.S. Bureau of Census data obtained from the Fats and Oils Section of ERS.
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.-..cestic di eara-ce c' selected oils =-
total eibl c'il as :~ years begwirrg

Ye0 -- ----- ail o~ oi = )- :c tton- : , e ?abi •s- -

oil - . c. .

34 1,590 4,687 6,31 1,522 -. 1 11 2 0 - -

A.-.... 3,5 ,337 6,7 1, 730 3,-32 11,2-9 1. Z.8

753,573 - 11,'80 0. 1.,

S 6 193,39 ,5 2.3
122 1,052 6,328 7,502 1,654 3,075 12,231 1.6

70.......... 182 SC0 6,253 7,325 1,622 3,238 12,185 2.5 1.
71•.•.••.... 351 834 6,L39 7,624 1,768 3,09 12 1

2....... 35 90 6685 8,21 ,86 269 12 ,555 2. 2

294 991 7,255 8,540 1,410 2,621) 12,5-- 3.4 2.3
7L........ 675 650 6,L50 7,775 1,420 2,530 11,725 0.7 5,5

75 3/....... 800 650 6,900 8,350 1,545 2,350 12,2,5 9.6 6.5

80 `....... : 768 397 8,438 9,603 1,519 2,019 13, 141 80 5:- 1,000 / 730 L 8,200 9,930 2 1,519 2/ 2,019 14687.Q/ 1,000 5/ 403 / 8,200 2/ 9,603 / 1,519 / 2,019 2 3,141

85 2./.......: 1,050 66 9,732 10,848 1,461 1,450 l7 97

Linecs - / Linear trend projeci-on based on 15- data. Frojecion, ee table T. eraer..ee rroection, f/ Residual.
Diata for 196'5-- 5 period from Fats and Oils Situation
Report, ERS, October 1975.



Table 14 .- U.S. exports of soybean and cottonseed oil and
U.S. palm oil imports and world palm oil exports with comparisons

annual 1965-76 with 1930 and 1985 projections
:U.S. palm oil

U.S. oil exports U.S. : World :imports as :U.S. palm oil imports as

Year : : imports of : palm oil :percent of :a percent of U.S. exports
Soybean : Cottonseed: Total nalm oil exorts :vorld exports :of soybean and cottonseed oils

1,000 1,000 1,000 1,000 1,000
metric metric metric metric metric
tons tons tons tons tons Percent Percent

1965.............. 553 256 809 3 550 0.5 +0
1966. ...... 94 84 478 34 633 5.4 7
1967.............. 515 34 549 29 496 5.8 5
1968.............. 434 27 461 47 628 7.5 10
1969..., .......... 403 118 521 72 707 10.2 14

1970..............: 681 170 851 64 742 8.6 8
1971..............: 784 182 966 98 ~967 10.1 . 10

1972..............: 595 216 811 196 1,097 17.9 24

1973.............. 439 248 687 177 1,218 14.5 26

1974 .............. 759 277 1,036 187 1,431 13.1 18

1975 1/ ......... 355 300 .655 400 1,800 22.2 61
1976 2/.. ........ 375 275 650 525 2,120 24.8 81

1980 /5........... 4/545 4/275 4/820 1,000 3,425 29.2 122

.1985 3/ ........... (/) (5/) 1,125 4,100 27.4 (-/)

I/ Estimated. 2/ Forecast. 3/ Projection. 4/ Based on Interagency Committee estimates as of November 11, 1975.

/ Not available.
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Table 15.--World Fats and Oil production and exports of palm and
total oils, comparisons, annual 1965-76 and

proiection for 1980 and 1985
World oil production 1/ World oil exports 2/Palm as per- : All oils and fats Palm as All oils and fat- Proportion exortedCalendar Palm : cent of total: :1965-74 :Deviation Palm percent : 1965-74 :Deviation Ppt Al

Xear : :oil production:_ Actual :trend :fro- trend of total : Actual : trend :from trend Palm oils
-Million Million Million million :Millfan Million Million Million:metric metric metric metric :metric metric metric metric:tons Percent tons tons ons :tons Percent . ns tons con Percent Zlreent

1965.. 1.28 3.6 35.31 34.69 +6.2 : .55 5.6 9.78 9.84- -. 06 43 281966........ 1.2 3.7 35.86 35.88 -.02 : .63 6.2 10.21 10.28 -. 07 48 281967........ 1. 0 3.2 37.20 37.06 +.14 : .50 4.6 10.79 10.72 +.07 42. '29
1968 .... 1.40 3.6 38.37 38.25 +.12 .63 5.5 11.41 - 11.15 +.26 45 301969........ 1.55 4.0 38.48 39.43 -.95 .71 6.3 11.19 11.59 -.40 46 29

1970. 1.72 4.3 39.93 40.61 -.68 .74 6.1 12.07 12.03 +.04 43 301971.l... 4.5 .42.25 41.80 +.45 : .97 7.7 12.65 12.47 +.18 51 301972........: 2.14 4.9 43.47. 42.98 +.49 : 1.10 8.3 13.31 12.91 +.40 51 31
1973........: 2.25 5.3 42.65 44.17 -1.52 : 1.22 9.2 13.31 13.35 +.04 54 31

..... • 2.59 5.5 46.80 45.35 +1.45 : 1.43 10.6 13.50 13.79 -.29 55 29
1975 3/. : 2.91 6.4 45.71 46.54 -.83 : 1.80 13.0 13.86 14.23 -.37 62 301976 4/. : 3.22 6.6 48.57 47.72 +.85 : 2.12 14.2 14.97 14.66 +.31 66 31.
Projections::
1980•. • 4.70 8.7 6/53.36 52.46 +1.40 :5/3.43 19.1 7/ 17.99 16.42 +1.57 73 3319•5•. ./ 5.53 9.2 6/59.86 58.38 +1.48 :5/4.10 20.1 7/ 20.36 18.61 +1.75 74 34
1/ Includes edible and inedible vegetable, animal and marine oils and fats. 2/ includes oil equivalent of seed exports.

4Forecast. 5/Poeto e al /IJn soleuvln fse xot .13/ EstimatLed.R.9391;S.E. = Projection see Table 1. 6/ Based on linear trend projection of world production of all oils less palm oil (Y=32.61 +. 1.03 x
R -.9391; S.E. =76) added to projected world palm oil production. 7/ Based- on linear trend projection of world .exports of A11 oils less palm,.oil (Y-9.10 +.34 x; R2 -. 9288; S.E. =..27) added to projected world palm oillproductio ts

rhC



Table 16 .-- Palm oil prices basis Malaysia, U.S. and Europe, with
spreads, monthly 1972-74 and January-September 1975

(Tn U.S. dc!1lars :er -metric ton)
:Malaysia : U.S. :U.S. less: Europe Eurcpe :Malaysia U.S. :U.S. less : Europe Europe

1/ 2/ :Malaysia 3/ : less Malaysia :year/Month : 1/ 2/ :Malaysia 3/ : less Malaysia

*72 :1974:
'anuary....: 228 239 11 193 -35 : Jamary...: 293 308 15 693 400
-ebruary...: 211 252 41 177 -34 : February..: . 355 354 -1 752 397
iarch......: 167 202 35 210 43 : March.....: . 341 467 126 710 369

pril...... 156 223 67 227 71 April ..... 482 450 -32 613 131........ 177 186 9 215 38 : May....... 436 499 63 611 175....... 162 187 25 207 45 : June...... 455 502 47 611 156

ruly ....... 167 169 2 210 43 : July...... 475 471 -4 639 164 5.ugust.....: 171 201 30 219 48 : August....: 518 504 -14 721 203
epte~e.ber..: 183 174 -9 225 42 : September.: 545 529 -16 714 169

)ctober .... 183 190 7 225 42 : October...: 588 587 -1 799 211
ovember...: 189 183 -6 215 26 : November..: 619 580 -39 765 146
)c,.bcr...: 188 178 -10 210 22 : December..: 659 635 -24 668 9
Average...: 182 199 17 211 29: Average..: 480 490 10 691 211

73: : :1975:
anuary....: 188 192 4 210 22 : January...: 627 688 61 552 i-75
ebruary...:• 189 182 -7 249 . 60 : February..: 650 607 -43 461 -189
arch...... 188 195 7 266 78 : March.....: 609 619 10 450 -159

pril...... 199 197 -2- 293 94 : April.....: 501 636 135 438 -63
ay........: 192 200 8 339 147 May....... 492 543 51 378 -114une....... 212 230 18 393 181 : June...... 397 507 110 332 -65

uly.......: 208 246 38 490 282 : July...... 368' 453 85 387 19ugust.....: 288 294. 6 • 557 269 : August....:' 311 420 109 452 141eptember..: 251 277 26 407 156 : September.: 323 396 73 417 94

ctober.... 302 354 52 422 120 : October...: 360 410
ovember...: 275 358 83 470 195 : November..: 397
ecember...: 321 385 64 583 262 : December..:

Average...: 234 259 25 390 156 : Average..:

Crudc f.o.b. Malaysian ports. 2 Monthly value of-U.S. imports divided by the monthly volte. 3/ Crude, Malaysia 5 percent bulk,i.f. North West European ports.

- ,--..- -- -. '-Ic 13 , -4 00 r



Table l?.-Falz oil prices it the United States ar.d Europe
vith spreais, on-thly 1 and January-Se;tenber 1975

-' . : Se/ro:e s:.. re. e rro /e

January....... 239 193 +46 192 210 -18 308 693 -385 688 .552 +136

February......: 252 177 +75 182 249 -67 354 752 -398 607 L461 +1146

YMarch......... 202 210 -8 195 266 -71 467 710 -243 .619 4.50 +1:9

April......... 23 227 -L 197 293- -96 450 613 -163 636 +138l

May....... : 186 215 -29 200 339 -139 499 611 -112 53 378 +165

June.......... 187 207 -20 230 393 -163 502 611 -109 507 332 +175

July.......... 169 210 -41 246 490 -244 471 639 -168 453 387 +66

Au'ust........ 201 219 -18 294 557 -263 504 721 -217 420 452 -32

September.....: 174 225 -51 277 407 -130 529 714 -185 396 417 -21

October.... 0... 0 224 -34 354 L422 -68 587 794 -212 t410

183 215 -32 358 470 -112 580 765 -185

.December ..... : 178 210 -32 385 583 -198 635 668 -33

Averape......, 199 211 -12 259 390 -131 490 *691 -201

if Monthly value U.S. paln oil imports divided by the monthly volumze.
,2 Palz oil crud :alaysia 5 percent bulk c.i.f. North West European ports.

4.



Table 18.--Soybean oil prices in the United States and Europe vith spread-s

monthly, 1972-74 and January-Se;tember 1975
(In U.S. dollars per metric ton)

1972 :-1973 1974 1975
U.S. :Europe :U.S. less U.S. :Europe :U.S. less: U.S. :Europe :U.S. less: U.S. : Europe : U.S. less

Month 1/ : 2/ :Europe : 1/ : 2/ :Europe : 1/ : 2/ :Europe • 1/ 2/ Eur pe

January.....: 2.40 249 -9 223 239 -16 : 631 665 -34 - 741 775 -34

February.... 243 246 -3 297 291 -4 : 802 780 +22 648 661 -13

March....... 258 258 0 306 311. -5 : 666 711 -45 642 622 -20

April....... 262 272 -10 331 333 -2 • 622 660 -38 622 624 -2

Ma.. 251 252 -1 377 373 +4 : 648 775 -127 520 516 +4

June......... 236 234 +2 425 455 -30 697. 788 -91 514 525 -11

July....... 227 226 +1 494 550 -56 .893 872 +21 606 578 +28

223 223 0 739 548 +191 955 922 +33 627 599 +28

September'..: 216 225 -9 536 508 +28 897 933 -36 539 551 -12

October..... 212 228 -16 509 531 -22. 933 1,045 -112 475 495 -20

November.... 212 240 -28 450 490 -40 891 943 -52 423

Decemberr. 214 234 . -20 573 603 -30 : 838 892 -54

Average..: 233 241 -8 437 436 +1 : 789 832 -43

1/ Soybean oil crude, tank cars, f.o.b. Decatur.

2/ Soybean oil crude, f.o.b. Dutch mills.

-A. . .



Table 1 Prices for F=lm and Soybean Oil, monthly 1972-74 and
Jr-e er.. er 1975

Ycnth lspYain l= l: e:s less: Soyra 2 eas less
?ai al- soy Plm soy Pal S oy L-1 o

January....... 239 2,40 -l 223 -31 308 631 -323 68 . 741 -53

Febr ry...... 252 243 +9 182 287 -1A5 354 802 -448 607 648 -41

Marc'......... 202 258 -56 195 3o6 -111 467 666 -199 619 4.2 -23

April......... 223 262 -39 197 331 -134 450 622 -172 636 622 +14

Yay............ 186 251 -65 200 377 -177 499 648 -149 543 520 +23

June.......... 187 236 -49 230 425 -195 502 697 -195 507 514 -7

July.......... 169 227 -58 2146 494 -248 471 893 -422 453 606 -153

August..... 201 223 -22 204 739 -445 504 955 -451 420 627 -207

Septenber..... 174 . 216 -42 277 536 -259 529 . 897 -368 396 539 -143

October..... 190 212 -22 354 509 -155 . 587 933 -346 360 475 -115

Noverber...... 183 212 -29 358 450 -92 580 891 -311 423

3ece-ber.. ... 573 -188 635 838 -203 }/ 415

Average..... 9 233 -34 259 437 -178 490 739 -299

lf monthly value U.S. palm oil imports divided by the monthly volume.

Crude oil, tank cars, f.o.b. Decatur.
}/ Preliminary as of December 4.



'able 20.-European Prices for Palm and Soybean Ou, onthly 1972-74-and
Ja runry-September 1975

(In U.S. dolars ter metric ton)
Ic72 19q7l_ 3 1975

-~- 'Palm y ov 2 'Fll •I Pa I r Soy 3/ " " 'Palm £/•SOY 2/ Pl •Soy 3lIess,; -o01: :lessy:: - :l soso less soy

aur... 193 249 -56 210 239 -9 693 655 +22 552 775 -223

FebruSry...: 177 246 -69 249 291 -42 752 70 -23 461 661 -200

Varch......: 210 258 -48 266 311 -45 710 711 -1 450 622 -172

April......:. 227 272 -45 293 333 -40 613 660 -47 438 624 -186

May........ 215 252 -37 339' 373 -34 611 775 -164 378 516 -138

June. . 207 234 -27 393 455 -62 611 788 -177 332 525 -193

July.......: 210 226 -16 490 550 -60 639 872 -233 387 578 -191

i 219 223 -4 557 548 +9 721 922 -201 452 599 -147

Sertember..: 225 225 0 407 508 -101 714 933 -219 417 551 -134

October....: 224 228 -4 422 531 -109 799 1,0L5 -2L6 410 495 -85

-ovenber...: -215 240- -25 470 ' 490 -20 765 913 -178 395 423 -28

December...: 210 234 -2h 593 603 -20 668 892 -224 3/ 381 415 -34

Average...: 211 241 -30 390 436 -46 691 832 -11

;/ 2oy..ean oil c-Ue, f.o.o. ..utch rils.
SPalm oil, crude, Malaysian 5 percent, bulk c.i.f. North West European ports.
9/Prelimirar as of December 4, 1975

C-7



Table 21.-Re.ative price discounts for palm oil in the U.S. and Drpe
with comparisons, monthly 1972-74 and January-September 1975

(I U.S. dollrs per metric tc.)
72 3. 197- :l-.19

"onth : :U.5. les:... : :Uj.S. less: :U.. les : :U... less
U.S. Europe -3a. _Uoe I- U.S. -.. rope U.-. E-urope

January....... '-1 5 +55 -31 -2 -2 -323 +28 -351. -53 -223 +170

Ferary...... +9 -69 +78 -105 -42 -63 -448 -28 -o -41 -200 +159

>arch......... -56 -48 -8 -111' -45 -66 -199 -1 -19s -23 -1"2 +11.9

April......... -39 -45 +6 -134 -40 -94 -172 -47 -125 +14 -186 +200

ay........... -65 -37 -28 -177 -34 -143 -149 -164 +15 +23 -138 +161

Ju'e.......... -49 -27 -22 -195 -62 -133 -195 -177 -18 -7 -193 +186.

July... . -58 -16 -42 -248 -60 -188 -422 -233 -189 -153 -191 +38

Au3t........: -22 -4 -18 -4415 +9 -454 -451 -201 -250 -207 -147 -60

September.....: -42 0 -42' -259 -101 -158 -368 -219 -149 -143 -134 -9

October.......: -22 -4. -18 -155 -109 -46 -346 -246 -100 -115 -85 -30

November......: -29 -25 -4 -92 -20 -72 -311 -178 -133 -28

December......: -36 -24 -12 -188 -20 -168 -- 203 -224 +21 -34

Average..: -34 -30 -4 -178 -46 -132 -299 -141

Summation of first differences indicated in Tables 19 and 20.



Table 22. --U.S. soybein :il prices correlated vi:b
:-l, - rccs ir ,-

!onthly 1977-71; andI ja.-.ury 1375 itc5m
(In U.S. dollars 7er e:tric ton)

:Soybean oi : P.1 1, . :Soybean oil: Palm oil
e!r/Month :U.S. 1/ :malaysia 2/: U.S. 3/ Euro-e 4/ :ear'Morth U.S. I' :Malaysia 2/: U.S. 3f :Europe 4/

1972: :1974:
January... 240 177 186 177 : January...: 631 436 499 752Februarv.. 243 162 187 210 :Februarv7.. 802 455 502 710March..... 258 167 169 227 : March. : 666 475 471 613

April.....: 262 171 20'1 215 : A ril ..... 622 318 504 611Jay....... 351 183 174 207 : Ma....: 645 545 529 611June...... 236 183 190 210 : June......: 697 588 587 639

July...... 227 189 183 219 : July.....: 893 619 580 721August..: 223 188 178 225 : August .... : 955 659 635 714September.: 216 188 192 224 : September.: 897 627 688 799

October... 212 189 182 215 : October...: 933 650 607 765November..: 212 188 195 210 : November..: 891 609 619 668December..: 214 . 199 197 210 : December..: 838 501 636 552
1973: .1975:
January...: 223 192 200 249 : January...: 741 492 543 461February..: 287 212 230 266 : February..: 648 397 507 450March..... 306 208 246 293 : March.....: 642 368 453 438

Ap'il..... 331 288 294 339 : April ..... 622 * 311 420 378May.....,-- 377 251 277 393 : May....... 520 323 396 332June......: 425 302 354 490 : June...... 514 360 387

July......: 494 275 358 557 : July...... 606 452August....: 739 321 335 407 August....: 627 417Septe-mher,: 536 293 308 422 : September.: 539 410

October...: 509 355 - 354 470 : October...: 475 395November,,: 450 341 467 583 : November..: 423 3P1Zember.. 573 482 450 693 : December..: 415

/ Soybean oil crude, tank cars, f.o.b. Decatur. 2/ Malaysian palm oil, crude, f.o.b. Malaysian ports, data advancedmonths to correlate with U.S. soybean oil prices. 2/ Monthly value of U.S. palm oil imports divided by monthly volume,
lata advanced 4 months to correlate with U.S. soybean oil prices. 4/ Palm oil crude, Malaysia 5 percent bulk c.i.f. NorthTest European ports advanced one month to correlate with U.S. soybean oil prices.



- -,! .52.23--`- '%-n -n4"S s fm-s:

: :General:5-.z- : K7 : Gerera: CSP :Te-rTrar-:
we alh /

Fal1e Cil
'Cr 4 e, in urt-ial or technical

......................... Free 6.4 2.4 8 10 4 - - Free Free
cOil o-c: than crude, industrial

an ni:l puossC ........ : 8 Free 8.8 4.8 8 . IC 4 -- Free Free
Cru-'e -il, nron-technical purposes: 6 Free 7.6 3.6 8 10 4 - - Free Free
Oil c',er than crude, non-techni-:

Cal ...... ,......,,,... 14 Free 12.4 8.4 8 10 4 - - Free Free

Soy!eqn Oil
Cru'c, inustrial or technical A B A 3 A 3
purposes...........••••.• . 5 Free 9 3 28 20 28 20 23- 17 - - 22.5 45

Oil other than crude, industrial
and technical purposes........ 8 Free 10.8 4.8 28 20 28 20 23 17 - - 22.5 45

Crude oil, non-technical purposes: 10 Free 12 6 28 20 28 20 23 17 - - 22.5 45Oil othcr than crude, non-techni-:
21 .............. ,..-.15 Free 15 6 28 20 28 20 23 17 - - 22.5 L5

Cottonleed oil
Crude, industrial or technical
rur;Oses.................. 5 Free 7 3 20 30 - 17 3 3C01 ntrer than crude inustrinl
n :i-al r- ....... 8 Free 8.8 4.8 20 30 -- 17 3 3
Cri oil, non-technia. purpose: 1C Free 10 6 20 30 - - 17 3 3
Cil rI ̀ -, :rue, non-techni-:

Cal rposs ................. 5 Free 13 20 30 -- 17 3 3

1/ EC can impose a countervailinh charge on imports of pal and other vegetable oils if the ZC believes imports have benefitted
osubidis or measures of ecuivalent effect. Such a charge has not been imposed on palm oil imports.

VZt.ire ad the Ivory Coast ae. rebers :f the lore Convention. "alaysia and Indonesia are not members.
:a-, oil will be eligible for 3TAn27 furds. The STABEX scher-e has not yet been implemented,

-ii, oil. cth-er than for the -naufacturc of iron or steel products or of tin plate or terr'.
plate is 3 cents per lb.; in other words, the bound rate of duty for palm oil other than for ;etallurgical purposes is 30/lb.
C Includes valaysia.J A: Acid content rore than 6 percert; 3: Acid content less than 6 percent.

Specific duty, in o/lb. All others ad valorem,
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App. ''clix A

PALM Off.

1l.8. Trigi* V lito '

The tarif hi story on pal m oil ha boon closely tied to other relatedo:il1 Such an coconut, or paIlm-kornol oill.. The Revenue Act of 1934. imposeda tnx of 3 cents por pound on the first domeotic processing of palm kerneloil and paln oil (oxcopt palm oil used in the manufacture of iron or steelprodicts, tinplate or terno plate or any subsequent use of palm oil residueresulting from the mninufacture of iron or steel products, tinplate or terneplate), and on derivatives (fatty acid, salts, etc.) of palm kernel oil.

The proesing tax provisorioS were carried over into the Internal RevenueCodo of '1954n s ecttion 4511. As.de from the processing taxes, which weretechm i cadly "iiteril " taxes, no vdditiooal duty was imposed on palm oil.The IroceCin I g taxos acted as import (titcs and wero subsequently incor-
porated into the Tariff Schedulo of the United StateS (TSuS), and IRSoct; i on )15,11 was roponl.1 ed.

T.i0 proceaning taxes voro imponed in *191', principnlly to protect domes-t ilI Ly produced vegottnIo oil in 111 thei r use in the production of edible
produl'tw(: such nas mrgarino. The Fact h Iit. the maj or use of coconut oil--the JiCnIihial oi.l :involved -- shitILed Ctoml food to :industrial use, the3 cooli,:. por pound procossing tax In sit:"pendcd in 1957 until July 1, 1960(i09-.84>3' see.3). That legislaion was followed by tho suspension in 1959,11:1o nLi Ju ly 1, 1960, of the procos.i.ng taxes on palm oil, palm kerneloLL, etc. (,T-86-37). The suspenion of all taxes was extended until July
I, 963 (i-86Ji3;) and further continued until July 1, 1966 (PL-87-859).

1n early 19657 I Coconut Oil User Commuui i tee made up of a large number of.S. Ij 0r using palm oils, including coconut, sought support of variousexecultivo rigencier for major chainiges in import duties of these oils includ-ing the rolpe1 ofr that portion of the dItLies on products derived from thoseoil that re flect the ftoreior proc ssing taxes. The bill (U1.R. 6568) wasIntrodluced in the louse oi March P', 1965, by Representative Eugene J. Keogh(Domoeerat, Nil York). A similar b1l (. I.R. 9808) subsequently was intro-druedl by Represuentative John J. Rhocls (Pepublican, Arizona). The HouseCommn. LIeu on WUiys and Means condu ctd ;o executive sonsion and public her-iigs. The United States Departrmnt of riculture (USA) was repro..;ented
at h a rings. On October 18, 1L965., the House adopted the Ways rand MeansComimi Lteo bill on voice vote. The Son;. Io Finnuce Committee ;ub-,eCuentlyn1i0 hld hCLings whore again the viow:; of USDA were presented ns favor-able to the removal of the proce..:;;ing es.

On Apri.1 13, 1966, Congress pa;scd PL-8)-388, Making the suspension of the
preOosiJing taxes of palm oil permainent.
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Appndix - 3

hll gal U.S. 1duty rto on pam, oji .1- zero or free. HIoweveIr, fo()r
piirponenl of nlegotintion pnlt oil is brokon down ia; follows:

T8IJ~ Deeip.__o Duty MVH

17 6. 34 P 0ilm1 14 i i ipor ed
tO be(2 u::,d :-InI the
manifacture of iron
or ateel prWoducts,
or if tin plato or
ter. e plate free

Pa*l i oil, other 3//lb.

Thano nro the rates that. were bouad Lo .ridonesia when the Rov i'skd C)riff
Schdbilo caine inLo effect on Septdmber 3, 1963. The 3 conitn por pound
duty oin pilm oil, other, included the former procosi.ng tax. The free
rate h.ua boon in offect sinco Apri1 13, 1966. Because the duLy On palm
o l, other, is bound at 3 conts po.r pound and notaL the procentlv legal
rntt of froo, logislative action would he required to iieccrwe ti w legal
rat. to 3 conto per pound. If the rato were rai.ed above 3 centn per
)(und compensation would be required. On Janunry 1, 19)8 palin oil was

bound free to the Bonolux. This binding became inoperit-ive whn the
hovJSiold ''iufi f iato wans ndoptd sifnee thio DonoleIux wan negotUioi Ling on be-
hnl I' or indoneni.n. The May 20, 1950 bindin ig of free to Liborinrt woa given
up by that country when it wilthdrvw from the GAPT' on Juno 13, 1953.

Palm oil dution in the EC-9 and Jipan are as follown:

EuropeanCoumnunity

BTN Description DutyJfIN one ipt5.iii onven ti onal Atonomoeu r NTet r

1.507DlAi Crude palm oil for Yaou, ido, A0CT
technical or indus- & Lome', froc
trial uses. 5%

1507D2A1 Crudo palm oil Yaounde,
other than for 9 9% AM(T &.. Lom
tochnical. or Temporary: 6% fra':
industrial uses. (inderinite)

1507D2^2 Other than Yaoijr1 to) hOCT
Crude palm oil 34Lm r

Note: The EC import duty applienble to major palm oil expori-tsn aould be
the conventional duty rate.
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JAPAN4

Duty
TN DescpGeneral Preforonr

1507111 Palm oil, Crude,
Rofined or 10% GSP: 14
Purified

Malny&aanExport Dution and Surchrtares on Palm Oil

The 4alaysian export duty on palm oil mo of October 1975 was U.S. -62.31per metric ton, nearly 50 percent below the June export duty of $122.-30por ton. Similarly, the orporL surcharge on palm oil fell to $7.1.5 per
ton in' October from $10-37 in Juno. Theeo changes represent the inlcreasLngcompetitivonons of palm oil in world markiets, since Malaysian export taxesare tied to current world prices, which deoclined more or less consistentlyduring 1975.

Malaysinn palm oil: Export dutica uid surchargus - 1975 (Jun.-Oct.)
(In U. S. dollars)

1975 U.S. dollars Duty Surcharge Total charges
per Ringgit

June .4200 122- 30 10. 37 132.67

July .4345 121-36 10.07 131.43

Augus t -3979 69. M 7.60 77.04

September .3932 64.56 7.31 71.87

October .3893 62.31 7-1-5 69.46

November .3892 1/

Docomhor .3866

1/ Not available.
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Appendi: - C

U. 8._Gove unent Contri.butiona t: u [ rniLonl inancial Ani
Sllport 1Pal7 Oil Devolopmenf. -

Relovrnn Agoni(n: IBD ( Int'rotiona Bnk for lcCo1[nstrucLtion a ind
Dovolopmeii t), AI (An-i.n11 Nevelopienit Bantk), [Dli (Inter-
Ame.rican 1)evelOpeiril Bankll) L/

Money conrii.buted by the Unitud Stes to interntnionn1.f inancial genciessupporting palm oil production becoies- part of a mibr;cription capital ba;o
for onch agoncy. The bao han; two part:: fid-nin capital and cnllable
capital (the amount a member must contiIbutc in cane of defaultY.Thebulk of funds actually looned (90 porcotit) origin:itcs -in private eapital
markets, acquired through agency bond isues nod organised joint--in-sevcralloIns.

The ratio of U.S. paid-in capital to thoen agencio,0 toll nnproved loans
does not give an accurato indication of hour many U.SI'. doll13:: are actuallyinvolved in overocas palm oil development projects. Two fac Lors imdko suchan association inappropriaLe: (1) Which projecLs use U.8. Government
dolltro cannot be pinpoint-ed; paid-inl dollntra from n11]. contg .bilt.i rigcount eu nro pooled together foi di.:-t 'i lbuLion; MO (') Lot L U."8. paid-ido] 1 a rn hnvo boon donated continuousl y :inco ]91111, ronderinug fut'i.i l anyofl'ort. Lo connect thoso dollrs v ith paCli oil projoct41 -- ai L of which libnvbooun iniLiated since 1965.

A more valid relationship can be estobi shed betwoon total cdloblo ca Ltaland total tnpproved loans. These callnblo funds, though not IirocLly pa.idin, are that part of the capil-al base which may be "called u1" should annRfiicy default on a bond. Growing in increments of n T to 2 poredn tannnaly, collable capital provides these agencies with n credit worthihn
thaL enlincos their bargnining position. when ontoring privne bond markot.

IBRD A DB -3n

Total approved loons _22. 2 L/(80.,,%) 1 13') 0),
Total callablo capital 27.71 1,838.6 19 9)

The total of 'loans grantod stays closo to the cn1atble capitaJl bane,.

1/ The United States is not a olbscrbing member of tho African Development
Bank, European Development lund, or European Investment Bank.

2/ A3 of June 30, 1975

.3/ As of December 31, 1974

L / Million US dollars.
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The link between privete cnpital soli eiLed by the agencies -- some of
which in used for palmh oil loans - and the dependability of the agencies
(due in part to the support of U.). collable capital) must be considered.

I1RD ADB 1DB

U1.S. riharo of
Total enlihible cogitl '.J( 1220.0 Total.,36 calb.- ca5%)scaiblecaitn 2/74(2"5.3/-) - -(6.) (4421

U. S. subscribed dollars (not paid in) constituto an appreciable amount ofonch agoncy's callablo base; in tlio cases the percentage is si.gnificant.
(The Asian Devolopment Runk loans are only 6 percent of the total palm oilloan funds). Therefore, ci nce th - ze of an agency's callablo capitalbane londs credit worthineso to I Ls bid ['or privat o funds, whatever succosothose a:oI-ncieni achievo in marketiig thei r bonds to acquire loamable fundsenn be partially ascribed, by inf-rence, to the largo share or U.S. moneypledged to their callnble capital bases.

Assuming the removal in part or whole of' this U.S. contribution to capitalfunds, the precise offect on future palm oil loans cannot be quantified.
The credit of those agencies might be damaged by such a removal; and prL-vato markets would most likely purchaso fewer bonds, thereby providing
fewer dollars for all prospective loans, not meroly palm oil projects.

But tLhe presence In thowo agencies or a capital bse contrlbuled in partby the United States, offers groundwork for exerting justiflable U.S.
concern thaL those Joann be decreased or redirected, which promote palmoil production in such volume that, their long-run effnects provo injuriouo:to the foreign and domostic marketing of' U.S. veget'able oils.
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