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Preface

On December 1, 1986, at the request of the Committee on Finance of the
U.S. Senate 1/ and in accordance with section 332(g) of the Tariff Act of 1930
(19 U.S.C. 1332(g)), the U.S. International Trade Commission instituted
investigation No. 332-240, U.S. Global Competitiveness: Oilseeds and Oilseed
Products Industry. The Commission was asked to provide information on, and
analyze, measures of the current competitiveness of the U.S. industry in
domestic and foreign markets; the.competitive strengths of U.S. and major
foreign competitors in these markets; the nature of the main competitive
problems facing the U.S. industry; the sources of these problems and to what
extent they are transitory or reversible situations as opposed to fundamental
or structural problems; and the competitive strategies of U.S. and foreign
industries and the importance of global markets to future competitiveness.
The Committee selected the oilseeds and oilseed products industry for analysis
" "because of its status as our second largest agricultural industry and export,
and its importance in a wide variety of commercial uses." 2/

Notice of the investigation was given by posting copies of the notice of
investigation at the Office of the Secretary, U.S. International Trade
Commission, Washington, D.C., and by publishing the notice in the Federal
Register (51 F.R. 46947, Dec. 29, 1986). 3/

The Commission held a public hearing on this investigation as well as the
five others in this series (investigation Nos. 332-229 through 332-233) at the
U.S. International Trade Commission Building in Washington, D.C., on February
24, 1987. The National Soybean Processors Association testified at the
hearing. 4/ The American Soybean Association submitted a written statement.

In the course of this investigation the Commission collected data and
information from questionnaires sent to the 9 largest U.S. soybean processors.
In addition, information was gathered from various public and private sources,
industry meetings, foreign fieldwork in Argentina, Brazil, and Malaysia, and
public data gathered in other Commission studies and from other sources.

1/ The request from the Committee on Finance is reproduced in App. A.

2/ The specific request for a study on oilseeds and products from the Committee
on Finance is reproduced in App. B.

3/ A copy of the Commission's Notice of Investigation is reproduced in App. C.
4/ A list of witnesses appearing at the public hearing is shown in App. D.
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" 'EXECUTIVE 'SUMMARY .

011seeds (part1cularly soybeans) are :the second most 1mportant field crop
grown in the United States. In 1986. soybeans were'raised on about 460, 000 -
U.S. farms, with a farm value of nearly $10 billion. Industrial processing of
soybeans and other oilseeds into vegetable oil and oilseed meal, and from there
into various consumer products, is‘also important:to the U.S. economy, with
1986 shipments of o0il and meal valued at about $22 billion, and with total
employment in the entire fats and oils 1ndustry of 34, 000 persons In 1986, .
U.S. exports of oilseeds and oilseed products totaled: $6 3 billion, about
20 percent of total U.S. agricultural exports and 3 percent:.of all U.S.
merchandise exports. The downstream impact of the 1ndustry'on U.s. consumers
. is also important: vegetable oil is a primary ingredient .in such . 1mportant
food products as margarine, cook1ng and . salad oils, “and baklng and frying
fats; and oilseed meal, which is used in animal feed, is a’'major source of
nutrients for poultry, hogs, cattle, and other livestock. Table A presents an
industry and market proflle for 1982 86. : : .- .

The U.S. o1lseeds and 0118eed products industry is.an 1mportant case(study
of U.S. competitiveness not only because of its 1mportance in U.S. agriculture
and U.S. trade. In addition to its size, the-industry has important structural
characteristics that may give insight into factors affectlng the competitive-
ness of many U.S. industries. Such structural characteristics include a high
degree of concentration, especially by conglomerate firms:; the.importance of
multinational enterprises; the influence on productlonxand trade from both
domestic and foreign government policies and programs; and, the sensitivity of
U.S. exports to exchange rates .and economic conditions. in foreign markets.
Moreover, the U.S. industry 'is. facing aggressive new competltlon from producers
and exporters abroad that are expanding with the aid of government support
low costs of labor and’ other 1nputs, and’ technology transferred from u.s.
sources, 1nc1ud1ng the U:s. Government : :

»

The pr1nc1pa1 f1nd1ngs of thrs’1nvestigation are as‘follovs:

1. World markets for oilseeds and oilseed products
.0 World markets for 01lseeds and oilseed products have grown v

s1gn1f1cantly in recent;years 7 . . -
i .\;:‘ - . s " .

Worldwide consumption of oilseed products has increased significantly in
the last several years in response to rising consumption of meat- and
vegetable-oil-based food, products.‘ Apparent consumption of ollseed meal grew
rapidly between 1980 and 1986 .in..responseé to growing -demand- for and production
of meat products, peaking at nearly 100 million metric¢ tons 1n 1986.  Worldwide
apparent consumption of - vegetable oil‘followed a similar rising trend between -
1980 and 1986 Vegetable oil; consumptlon peaked ‘at nearly 47 million metric.
tons in 1986, up-from'the 36 million metric tons consumed in 1980. Globally,
vegetable oil consumptlon is more w1despread than meal,- w1th 51gn1f1cant
growing markets -in develop1ng countrles S
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Table A :

Profile of U.S. oilsccd industry and market, 1982-86
fbsolute Percentage
change, 1986 change, 1984

Item 1982 1983 1984 1988 1986 from 1982 from 1982

Net sales (million dollars):
farm sales of soybeans.......... eeeeceeee. 12,800 12,800 10,800 10,600 9,600 (2,800) (23)
Shipments of soybean processors............ - 8,600 9,060 10,000 10,800 13,300 2,700 n
Shipments of fats and oils industry........ 16,800 17,100 19,600 21,000 21,900 5,100 30

. Profits (soybean processors):
Gross profits (crushing margin) per
bushel crushed (in cents per bushel) 1/.. 2 z ” 35 2 4 14
Net profits of 9-leading
. processors (million dollars)............. . 63 29 » u ) 10 16
Ratio of net profits of 9-leading ‘
processors to net sales (percent)........ .9 4 A 1.4 .9 0 0
Capital expenditures (9-leading
soybean processors): -
Total (million dollars).......cccevvevnsee 61 52 53 [ 14 b3 .n 18
Ratio of domestic capital
expenditures to net sales (percent)....... .9 8 7 7% S | 0 [}
" Soybean farms (thousands) 2/......c..cenuenes 811 498 485 472 -~ 40 (51) (10)
. Soybean harvested acresge (million acres).... [1) (%] [ [*] 59 (10) (19)

Soybean mills: : .

Actual number 2/........c0icuveninecenannns 80 76 74 n (¢4] (¢))
Crushing capacity 2/ (millien bushels . :

POr YOAM). ... iviireriiiatiiiicecrnasiees 1,550 1,550 1,550 1,5%0 1,550 0 0
Capacity utilization (percent) /.......... 71 [+ % (1] ] 4 -

Industrial employment:

" Total employees engaged in production of— )

- Soybean meal and oil (1,000) 2/.......... ? [ [ ] [ ] 8 (1) 1)
All fats and oils (d0).........ccovenenes » » 3 35 » “(5) (13)
" ‘Production and related workers
engaged in the production of —
Soybean meal and oid (d0) &/......coevves - é ¢ 6. ] s 1) (17)
.. A1l fats and oils products (do).......... 29 23 44 26 5 (8) (18)

Production: ' : '

' - Soyheans harvested (million bushels)....... 2,190 1,636 1,861 2,09 2,007 (183) (8)
Soybean o0il (million pounds) 1/............ 12,040 10,872 11,88 11,617 12,703 663 6
Soybean meal (1,000 tons) I/............... 26,714 22,75 28,529 24,951 27,553 e 3

Exports: .

Soybeans (million pounds).........vev.cc0e. 56,163 50,054 42,955 38,640 47,053 (9,110) (16)
Soybeans (million dollars).........cccoe0ee 6,218 5,913 5,419 3,889 4,316 (1,902) (1)
Soybean meal (1,000 shoet tons)............ 6,047 7,152 4,97 5,198 6,568 (2719) (a)
Soybean meal (willion dollars).. censses 1,811 1,527 1,017 (.74 1,224 (187) 13)
Soytiean oil (willion pounds).... tereeee 2,087 3,72 2,2 1,29 1,1% (867) (42)
Soybean oil (million dollars).............. . 486 424 %2 0 A 2353 (233) '(48)
Subtotal of soybeans and products
(nillion dollars).........ccceeneeaeee. 8,118 7,864 7,100 5,191 5,79 (2,322) (29)
Total of all oilseeds and products )
(million dollars)........ceovvennnnnee. 9,015 8,578 8,258 5,826 6,335 (2,680) (30)

Iwports: ’

Vegetable oils (million pounds):........... 1,558 1,802 1,617 2,108 2,568 1,013 5
Yegetable oils (million dollars)........... 3% 2 672 630 w7 101 26

* Total of all oilsecds and products
(uillion dollars)....... sevicessesnaten 456 559 764 722 554 % 21

fpparent consumption: o ' R
Soybean crush (million bushels) 1/...... 1,108 ” 1,030 1,053 1,165 57 s
food fats and oils (williom pounds) }/.. 12,500 12,500 13,600 14,000 14,000 1,500 12
Protein weal (million toms) 1/........ .o 22,100 19,800 22,700 22,000 22,200 100 v

Trade balance: . . !

Oilseeds (million dollars).......... veun 6,598 6,082 5,98 4,022 4,808 (2,1%0) (33)
Yeqgetable oils (million dellare)........ 524 b -] $90 200 150 (I78) Nn)
Protein weal (million dollars).......... 1,436 1,550 1,01 873 1,224 (212) (15)

Total (willion dollars).............. . 8,559 8,015 7,49 5,10% 5,701 2,778 (32)

Inports to consumption ratio:

Oilsecds (percent)........... e . ¥y ¥y 74 ¥y V ¥y -
Protein meal (wrcgnt) .................. 1 1 2 2 2 ¥ -
fooy fats and oils (percent)............ 12 14 12 15 10 [ -

1/ Crop year basis, beqinninng in October of the year shown; dats

Depariment of Aqgriculture in Auqust 1987,

for 1986767 are preliminary estimatecs of the U.S.

2/ Estimated by staff of the U.S. International Trade Cosmussion.

3/ Less than 0.5 percent.



The major factors driving increased worldwide demand for oilseeds and
oilseed products are real income levels and. population growth. - Rising per
capita incomes around the world ‘have stxmulated consumer’ demand for meat and:
other food products such as margarine and cooking oil, whxch 1n turn has
boosted the demand for oilseed meal and vegetable oils. ~

': o Soybean products have decl1ned in 1mportance in world markets for

-olilseed products

- World consumptlon of . soybean meal 1ncreased at an annual rate of . -
0. 8 percent between 1980 and 1986, while. overall’ ozlseed meal consumptlon
¢ increased by 2.5 percent annually.  As a result, the share of world oilseed
' meal consumption accounted for by soybean meal fell from 68 to 62 percent
during -this period. At. the same time, world consumption of soybean oil grew

* by 1.4 percent per year, compared with an annual growth rate of 4.5 percent

. for all vegetable oils. Consequently, the share of world oil consumpt1on

~ ‘accounted for by soybean oil fell from 34 percent in 1980 to 29 percent in
_1986 . , ,

_ Soybeans. soybean meal. and soybean o1l all lost market share in world
export trade. Between 1980 and 1986, world exports of soybeans declzned by
10 percent and their share of world oilseed exports fell from 82 to 76
percent. World soybean meal exports increased by 21 ‘percent. during this
period, but their share of world exports of oilseed meals declined from 81 to
74 percent. A decline in world soybean oil exports’ of 11 percent ‘during
;. 1980-86. contributed to .its loss of export market share for vegetable oil,

N droppxng from' 31 percent to 21 percent

o Future demand for oilseeds and 01lseed Eroducts is llkelx to grow, the
. ;- growth rate in vegetable oil demand w1ll probably sugpass that in meal

ademand

As~the uorld's populatlon becomes not only more affluent but larger. food
demand increases. The world's populat1on has grown 51gn1f1cantly in recent
years, espec:.ally in developing economies, continuing a historic trend. As a
.result, income and consumption growth rates in developing countries currently
. .exceed those in- developed countries and will probably continue to do so.
‘Vegetable oil .demand is relatively h1gh in developlng countrles, where it:is a
supplement to .other food staples as incomes rise; meal demand is strong 1n
developed countries where meat. demand is ‘high, Thus, 0il demand is lxkely to
.~ .continue to grow faster than.meal demand, which has implications for oilseed
- markets. Historically, oxlseed markets have been fueled by meal demand and
vegetable o0il demand has had a secondary effect on such markets The ’
relatively high growth of oil demand will benefit U. s. soybean producers less
than European rapeseed and sunflowerseed producers, ‘because soybeans have a
proportionately smaller oil content and:a higher. meal content than either
‘. rapeseed or sunflowerseed Most affected will be palm 0il producers such as
Malaysia, for which-oil markets are- paramount and meal markets are
1nconsequent1al



xvi

2. World suppliers of'dilseeds and oilseed products

. 0 The United States is the. world‘s largest producer agd eggo~ter‘of”
oilseeds and oilseed products. Other important suppliers include
Brazil, Argentina, the European Community, and Malaysia. ‘

The United States has long been the largest oilseed producer and exporter,
concentrating its production and trade in soybeans. U.S. exports of oilseeds
(principally soybeans) accounted for 74 percent of world trade in oilseeds in
1986. Other important suppliers of soybeans are Brazil (4 percent of world
trade) and Argentina (11 percent).  Most exports from Brazil and /Argentina are
in the form of processed soybean products, particularly soybean meal. In
1986, Brazil supplied 39 percent of world trade in oilseed meals, the United
States supplied 31 percent, and Argentina, 22 percent. The European Community
(EC) is another important oilseed producer, but concentrates its productxon on
rapeseed and sunflowerseed, not on soybeans . The EC .is also a major oilseed
product consumer and the major importer of oxlseeds and oilseed meals, but
accounts for a small share of world exports in such products, An 1mportant
producer and exporter is Halaysxa, which dominates world output and trade in
‘palm oil, a major competitor for vegetable oils made from soybeans and other
‘oilseeds. . Malaysian palm oil exports accounted for 45 percent. of uorld
vegetable 011 trade in 1986 :

3. nU.S 1ndustry prof1le

) The U S. o1lsged product 1ndustrx 1ncludes AG0,000 soybgan farmers in
nearly 30 Statgs, and 13 firms operating over 70 soybean processing

Because soybeans are the princlpal 01lseed produced in the United States,
accounting for nearly 90 percent of U.S. oilseed production, the Commission
‘focused its-investigation on soybean farmers angd Processors. Other U.S.-
produced oilseeds, such as. peanuts and cottonseed are not exgmined in detail
wAn thls 1nvestxgatlon :

" The soybean ‘farm. sector con81sts of several hundred thousand farmers each
-producing soybeans and, typ1cally, a varlety of other crops such as wheat and
corn.- Soybean production takes place in nearly 30 States, mostly in the Great
Lakes- reglon and the Northern Plains, .with additional production in the
"Mississippi delta and southeastern United States. All.soybean farmers are
“small in relation to the U.S. market, but many. farms have joined cooperatives
to market their soybeans more effectively. Cooperatives in some States also
own and operate processing plants and directly export both unprocessed
-soybeans and soybean meal and 011 : . .

Soybean proce351ng is- undertaken by 13 fxrms operating over 70 plants
U.S. soybean proce581ng plants are among the most modern and eff1c1ent in the -
world. It is a capital-intensive process, utilizing large machines and
requiring large quantities of input (in turn requiring rail or other bulk-
transport facllltles) to keep plants operating efficiently. The principal
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variable cost (otner than soybeans) is energy; labor is-not a significant
expense. Processors operate on small gross margins; soybeans are typically
90 percent or more of the ex-plant value'of'the processed meal and oil.

o Several U.S. processors are vertically 1ntegrated upstream into soybean
farming and dpwnstream into processed consumer products. Most are also
diversified into a variety of agricultural products. %3

Several processors are directly involved in soybean farming or have
invested in joint ventures with farm cooperatives. . This ensures supplies of
soybeans in tight markets and in some cases allows processors to share in the
exporting of soybeans overseas, including to U.S.-owned processing plants
abroad. ‘Some large firms also produce and market livestock feed and pet food
- produced from soybean meal and further process margarine and other consumer
food products from soybean oil. Most such products are marketed either to
institutions or to other food companies for the latter's brands; few soybean
processors package consumer products under thelr own brand labels

Most soybean'processors are highly diversified agricultural concerns. :
Some of the world's largest agricultural conglomerates are involved in U.S.
soybean processing, including (in alphabetical order) Archer Daniels Midland,
Bunge, Cargill, and Continental Grain. Internationally, other firms enter the
soybean-processing picture, most importantly the Europe-based Unilever, which
also markets food products in the United States through its Lever Brothers .
subsidiary. Few soybean-processing firms view their soybean operations as
pivotal to their existence; many entered the business after developing in size
and experlence in processing and marketing other commodities. :

o The larger U.S. soybean processors are also multinational enterprises
operating oilseed processing and marketlng facilities in several EC and

South Amerlcan countrles

A central characteristic of the structure of the U.S. soybean-processing
 industry is the dominant position of multinational firms, including the above-
mentioned conglomerates. ‘These firms play important roles in foreign oilseed

processing and marketing; indeed, by some reports, the influence these firms
have over U.S. processing and trade is surpassed by their influence over world
trade, since they have easy access “to international transporation and marketing
channels and, through their: diversification and overseas operations, to vital
market information that smaller domestic rivals are unable to obtain.

4. U.S. market

o U.S. markets for soybeans and soybean products have undergone a varlety
of changes 1n recent years.

The rapid growth of foreign markets has increased the importance of
exports in U.S. shipments and reduced the influence U.S. firms have over
prices. Following several years of -strong markets ‘and rising prices prior to
1981, export markets in the 1980's have softened as foreign production and -
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trade has expanded. Faced with declining prices, the U.S. Department of ,
Agriculture (USDA) has drawn soybean supplies out of the market to prop up U.S.
prices; this has served to maintain farm incomes, but it has also raised
soybean costs for soybean crushers and exporters faced with declining prices in
export markets. As a result, many U.S. plants are operating at reduced
capacity or not at all, and U.S.-based processors are expanding their foreign
-investments in an attempt to escape relatively high U.S. soybean prices as well
as circumvent foreign trade barriers. Despite declining U.S. soybean prices
since 1983, the share of world markets held by the U.S. industry has declined.

o Following rapid increases in the 1970's, U.S. prices for soybeans,
soybean meal, and soybean o0il have declined during the 1980's.

_ Average annual soybean prices (undeflated) at the farm level rose rapidly
during the early and mid-1970's from under $3.00 per bushel to nearly $7.00 per
bushel. Prices continued to rise, but more slowly, in the late 1970's, reach-
ing highs in 1979 of $7.57 per bushel and in 1983 of $7.81 per bushel. Prices
dropped sharply after 1983; by 1986, the average price was $4.80 per bushel,
and the forecast average price for 1987 is $4.85 per bushel, less than two-
thirds the record 1983 level.

, Average annual prices for soybean meal and oil have followed a similar
trend, rising rapidly in the 1970's to peaks in 1980 for meal and 1983 for
0il. Since those peak years, average prlces fell by 27 percent for meal and
by 50 percent for 011 in 1986.

5. Levels and trends in U.S. trade

" o Exports are an important market for U.S. soybean producers and
. Processors.

Over the past decade, approximately 40 percent of the U.S. soybean crop
has been exported as beans, while soybean processors have exported about
26 percent of their soybean meal and 17 percent of their soybean oil. When
these quantities of meal and oil exports are converted into soybean-equivalent
measures, the share of the U.S. soybean crop sold abroad increases to approx-
~imately 55 percent. U.S. exports of soybeans, soybean meal, and soybean oil
compete in world markets with a large number of other oilseeds, meals, and
fats and oils from other countries, largely on the basis of price, although
real or perceived qualitative differences are sometimes important factors.

There have been few or no U.S. imports of soybean products in most years.
However, U.S. imports of a significant competing product, palm oil, rose from
between 1.7 and 3.5 percent of the total U.S. vegetable 011 supply between 1978
and 1985, to 4.3 percent in 1986.

o U.S. exports of soybeans, soybean meal, and soybean o0il have declined
from their 1979-81 record levels.

U.S. soybean exports climbed from a range of 200 to 300 million bushels
per year in the 1960's to a record 929 million bushels in 1981. However, such
exports plummeted shortly thereafter to 598 million bushels in 1984, recovering
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partlally by, 1987 to'a forecast 650 million bushels, or 70 percent of the 1981
peak. As a share. of productlon, U.s. exports increased from a range of 35 to
40 percent durlng the 1970's to 47 percent in 1981, and then dropped to 34 per— -
cent in.1987. . v

Exports of soybean meal followed a trend 51m118r to that of exports of
soybeans, rising from 2 to 4 million short tons in the 1960's to a record
7.9 million short tons in 1979. Since then, exports have fallen to as low as
4.9 million.short tons in 1984 and are forecast at 6.7 million short tons in
1987, or 85 percent of the 1979 peak As a share of product1on. meal exports
rose from 25 to 27 percent during most of the 1970's to a- peak of 29 percent
in 1979. By 1984, this share had fallen to 20 percent. and in 1987 is forecast
at 24 percent . .

) Soybean oil exports have been even more volatlle than meal exports in
recent years 0il exports 1ncreased from around 1 billion pounds in the mid-
1970's to a record 2.7 billion pounds in 1979 but ‘dropped sharply during ,the
next. 7. years to 1.1 billion pounds in 1986. ' Such exports are forecast to-
.recover in 1987. to 1.5 billion pounds. Just over half the 1979 peak. The share

. of oil productlon destined for. export peaked at 22 percent in 1979, fell to

9 percent by 1986. and is expected to rise to 12 percent in 1987. Exports of
soybean oil to less-developed countries, particulacly those burdened with

- external debt, have declined sharply, down by 64 percent between 1980-81 and
1985-86, a decline that accounted for about .one-seventh of the overall decline
in such exports.. .

6. Leadingrcompetitive factors

o Ollseeds and 01lseed products are homogeneous commoditles, and price is
the principal com principal- competitive factor in domestic and world trade. The

JOth—product nature of meal and . 011 product1on can create complex'
prlce relatlonshlps o )

. The homogeneous nature of o1lseeds and the hxgh substltutabllxty between
d1fferent oilseed types make their markets highly price-competitive. Within
countries, there are no. appreciable differences in the quality of soybeans
produced by different farmers, and between countries (e.g., the United States
versus Argent1na) weather- or 5011—1mparted qualxty differences are effectively
d1scounted by prices in international markets. For different oilseeds (e.g.,
soybeans versus sunflowerseed), their meal or oil is highly substitutable in

" most meal or oil uses, and S0 the1r pr1nc1pa1 competitive difference lies in
jvrelatlve meal/oil content. For given meal and oil pr1ces (and differences in
' proce581ng costs), such meal/o1l content differences are reflected in differ-
ences in market prices for the oilseeds themselves These price differences
are generally constant; therefore. a change in soybean prices will cause a

. corresponding - change in sunflowerseed or’ other oilseed prlces. and vice versa.
~ As-a result, U.S. soybean exporters face direct competltxon ‘not simply from
other world soybean exporters but from world exporters of many substitutable
o1lseeds as well.



The same high degree of price competitiveness is true for world trade in
oilseed meal and oil, which are also homogeneous products. The price relation-
shlps between meal and oil of different oilseeds are generally less. complex
than for oilseeds themselves because of the single-product nature of these
commodities; meal demand is unaffected by demand for vegetable oil, and vice
versa. However, supply-side market fluctuations can be complex, such as when
rising oil prices induce increased supply of oil and of 1ts joint product,
meal, which would in turn tend to depress. meal prlces

o. Favorablg transportatlon costs and 1nfr structure development increase
the global comgetltlveness of the U.S. indust gx

, The Unlted States has an advantage over 1ts maJor soybean rlvals. Braz11
and Argentina, in the cost of shipping soybeans to major markets in Europe and
Japan. For example, the freight cost for U.S. soybeans shipped to Rotterdam
in 1986 was $12.62 per metric ton, compared with $16.50 for Brazil and $18.50
for Argentina. .The U.S. advantage in transportation cost can be explained by
the shorter ocean distances between these importing areas and U.S. ports, by,

. depressed barge rates on the ‘Mississippi vaer, and by the higher transport-
ation costs that Argentina and Brazil incur in. getting soybeans from the farm
gate to the port the result mainly of the lack of a low-cost inland transport-
ation system 1n these countries. In contrast, U.S. soybeans can be sh;pped
from any major. produ01ng State to port by truck, barge, or train.

' However, althougb the Unlted States maintalns a transportation cost
advantage over Brazil and Argentina, the f.o.b. cost of soybeans in the United
States is higher because the fixed costs of soybean production are higher in
the United States than in either Brazil or Argentina. The f.o.b. cost of U.S.
soybeans in 1986 was about $268 per metric ton, compared with $242 in Brazil

- and $185 in Argentina. Thus, the U.S. transportation cost advantage is more

than offset by its flxed cost dxsadvantage

o Government 1ntervent10n in the United States and_in other g__ntr1es
has contr1buted to_the decl1ne in U.S. shares of world markets.

" The USDA operates awloan-support program;for soybean farmers, triggered
by domestic prices falling below an annually adjusted price floor. A major
purpose of this program is to stabilize and. support U.S. soybean prices by
inducing farmers to -default on the loan and surrender their crop.to USDA
inventory when prices reach the price: floor, thus forcing a withdrawal by the
USDA of -soybeans from .the market. . Only occasionally necessary in the past
‘because of strong markets, the program has become important in recent- years as
-export prices have fallen. However, by supporting U.S. soybean prices, the
loan-support program has caused U.S. exports of soybeans to be less competitive
with less-regulated foreign supplies. .In addition, it keeps U.S. processors’
soybean costs artificially high, preventing them from competing as effectively
in world meal and oil markets. .As a result, U.S. shares of world export
markets for soybeans and soybean products have declined in recent years.

Forelgn government practices also adversely affect U.S. exports _An
important example is the EC Common Agricultural Policy, which has boosted
domestic oilseed output in this important U.S. export market, causing a decline



in EC demand for oilseed imports. The program keeps imported oilseeds from -
being price competitive with local supplies, and by encouraging the growth of
the local proce551ng sector, also reduces the EC demand for imported meal and

oil. - : . e

0 Global economic conditions and trends in exchange rates contr1bute to
declining U.S. export performance.

The worldwide recession of the early 1980's and the foreign-debt crisis.
suffered by many developing countries have slowed demand for U.S. exports of
oilseed products in several important markets. Demand in developing countries
depends on rising incomes;. the combination of recession, foreign debt, and a
strong U.S. dollar prior to 1985 dampened such demand, and, in some cases,

" encouraged foreign production to reduce dependence on U.S. exports.

Developing country debt problems have persisted to the point that they -
are now a medium- to long-term phenomenon. Contiuned slow growth of the world
economy precludes easy opportunities to work off debt, so that, absent other
breakthroughs in easing their debt burden, incentives remain high for such
soybean competitors as Argentina  and Brazil to continue government programs to
enhance and expand exports of .oilseeds and their products.

While recent deprec1at10n of the dollar may beneflt some sectors of the
U.S. economy, that prospect is not so clear for oilseeds. Because major
export producers include developing countries with debt problems, their
currencies have continued to depreciate against the dollar through mid-1987.
Most growth in demand for oil is in developing countries which are expanding
their own sources, protecting their markets, and permitting little if any
appreciation against the dollar. .Thus two of what might be considered
transitory aspects of the present outlook appear unlikely to reverse patterns
and will probably continue to adversely affect U.Ss. producers and exporters of
oilseeds and oilseed products.

7. Outlook for 1988 and beyond

o The U.S. industry has built up several competitive strengths in inter-
national trade that will continue to be important in the future.

-The competitive strengths of the U.S. industry include high crop yields
and soil productivity, efficient transportation systems and other
infrastructure, and sophisticated marketing abilities, both domestic and
global. These strengths are largely the result of industry efforts, the
success of which has come about in part from experience in the production,
processing, and marketing of other agricultural products. Also significant,
particularly for crop yields, is government-sponsored research and
development, especially that of the USDA.
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o Despite these competitive strengths, the U.S. industry faces numerous
external impediments to international growth.

‘Such impediments include barriers to foreign markets, foreign and
domestic government policies and programs, slow and irregular world economic
growth, debt problems in developing countries, and fluctuating exchange rates,
and--most important--the technological capability for significant expansion of
. soybean and palm oil production in several competing countries, expansion that
only needs. the right global market conditions to come on line and further erode
U.S. market shares. These impediments, unlike the competitive strengths, are
largely outside the industry's control. Some, like market barriers, have been
dealt with by multinational expansion, particularly the acquisition by U.S.
oilseed crushers of processing facilities located within 1mportant foreign
markets.

Other impediments are medium- to long-term in nature, and may prove
difficult to counteract. One such impediment is developing-country debt,
which boosts oilseed production and export in some countries (for example,
Argentina) and reduces import demand in others (such as Venezuela). Another
is government intervention; both U.S:. and foreign government policies relating
to oilseed production and/or markets are pervasive and well-entrenched, their
importance is not likely to be reduced in the near future. Thus, they will

probably contlnue to have detrimental effects on U.S, oilseed trade in the
future. :



CHAPTER 1. INTRODUCTION

General

. This is a report on an investigation of the global competitiveness of the
U.S. oilseeds and oilseed products industry. The investigation was instituted
on December 1, 1986, at the request of the U.S. Senate Committee on Finance,.

. which requested the Commission-to undertake a series of -competitiveness studies
(of which this is one) on "the competitive strengths and viability of [the'
oilseeds and oilseed products industry], the extent and nature of competition
facing . [this industry) in foreign and domestic markets, and the extent to which
any current trade problems.result froi special situations ... or from more
fundamental competitive problems.” The Committee selected- the o1lseeds and
oilseed products industry for analysis "because of its ‘status as our second
largest agrlcultural 1ndustry and export. and 1ts 1mportance in a wide variety

- of commerclal uses. " : :

Sqobe of.thé'InVestigatiOn_[ g

Productvcoaepagg.

The oilseeds and oilseed products included here encompass a large group of
agricultural: commodities. Virtually all plant seeds contain. some vegetable
0il.  Included here are those seeds with-a high oil content from which
vegetable oil is commercially extracted. Also included are vegetable oils
extracted from oleaginous (oil bearing) fruits and other plant parts (e.g.,
palm oil). Not included are edible nuts, other than peanuts, even though they
are high 1n oil content, since their oil is typically not extracted. Also not
included is cocoa butter, the oil expressed from cocoa ‘beans and. used primarily
in the manufacture of chocolate, for which use it has no competitors. The
most commerclally important vegetable oil sources are soybeans, oil palm,
rapeseed, sunflowerseed, copra, cottonseed, peanuts, and flaxseed. Other
sources include olives, corn, castor beans, and safflowerseeds.

Most oil-bearing crops are produced specifically to obtain the oilseed or
oleaginous fruit. In other instances, the oilseed is produced as a byproduct
of the production of something else; e.g., cotton is grown to produce the fiber
and cottonseed is obtained as a byproduct, and corn o0il is produced from corn
germs obtained as byproducts in the corn wet-milling process that produces.
starch and sweeteners (high fructose corn sirup).

Oilseeds are processed into vegetable oil and meal by pressing (squeezing)
the oilseed or, more typically in modern mills, through solvent extraction of
the oil. (See fig. 1-1 for the major products and uses of an important
oilseed, the soybean, and its products, soybean meal and 0il.) Vegetable oils
.are typically refined (bleached, deodorized, and, in some cases, hydrogenated)
into cooking oils, margarine, shortening, mayonnaise, salad dressings, and
other consumer products. For many of these uses the vegetable oils compete
with each other and, for certain uses, they compete with animal fats and
oils. For example, several vegetable oils compete with each other in the
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Figurel-l.-vPrincipal uses for-soybeans, soybean medl, and soybean oil
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production of margarine, which in turn competes with butter. Similarly,
vegetable oils compete with each other in the production of cooking oils and
shortening, which in turn compete with lard. These oilseed products are an
important part of the diet of developed country populations, and in developing
countries they serve as a common "step up” from the staple grains on which '
millions depend.

Oilseed meal is an important component of animal feed, providing much of
the protein in the diets of poultry, livestock, and other animals on which
people around the world depend for meat products. Oilseed meals vary in
protein content and protein quality depending on the oilseed from which they
were processed. However, the oilseed meal from each type of oilseed has a
typical standard protein content. Oilseed meals compete with each other and

" with other protein-rich feeds (e.g., corn gluten feed, corn gluten meal, fish
meal, and tankage) principally on the basis of price per unit of protein;
however, certain oilseed meals are better suited than others for use in
feeding particular classes of livestock.

Time frame

Generally, the period covered in this study is 1979-1986. For some
purposes, data for earlier years are presented, and preliminary data for 1987,
when available, are also presented. This period was chosen because 1979-81
marked a major turning point for the U.S. oilseeds and oilseed product
industry; it was the peak of decades of U.S. industry growth and gains in
world market shares, after which prices, market shares, and export volumes
began to decline. The succeeding period, through 1986, represents a reversal
of the industry's expansion, and must be examined in its entirety. However,
the industry's decline in the 1980's cannot be understood without an
examination also of the preceding growth years; thus, where appropriate,
discussion of the factors propelling the industry in the 1970's is also
included.

Background of the Investigation

World trade in oilseeds and products

World trade in oilseeds is highly complex for several reasons. First, it
is an immense trade, involving all major economies and many minor ones. World
oilseed exports in 1986 totaled an estimated $9 billion, vegetable oil exports
$7 billion, and oilseed meal exports about $4 billion. Second, virtually all
oilseed products fall into one of two product groups, oil or meal, that are
joint products; the output level of each depends on that of the other since
they are produced in fixed proportions from a common raw material, the soybean
or other oilseed. Particularly for soybeans, which are about 80 percent meal,
. meal demand is the driving force in production; hence, the world's supply of
vegetable oil depends more on meal prices than on oil prices. Third, oilseeds
and oilseed products trade is carried out by only a handful of firms—-large
multinational agricultural conglomerates, most of which operate marketing and
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processing facilities in several countries. These trading companies are with
only a few exceptions privately held, and their actions and strategies do not
yield easily to outside examination; additionally, they deal in many cases
with government trading agencies, further confounding analysis of the
_economics of oilseed trading. Fourth, the world oilseed market is politically
‘charged, focused as it is on the trading of large volumes of vital food
products. 1In the early to mid-1970's, and again in 1980, oilseeds (and
grains) have been the subject of a number of politically and economically
motivated U.S. export trade embargoes and, by one characterization, a "great
grain robbery,” 1/ a reference to the heavy purchases by the Soviet Union of
U.S. grain and oilseeds in the early 1970's, an action which pushed up prices
of bread and other products in the United States.

Oilseeds have been cultivated and consumed in various forms for centuries,
but only in this century have world production and demand grown large enough
to justify significant world trade in oilseed products. This lag represents
the time it took to develop significant livestock industries that required
prepared feed (as opposed to pastureland) and to shift demand from animal fats
and oils to vegetable fats and oils. During this century, in fact, mostly
since World War II, these two factors have become very important in shaping
food consumption in the world generally and in the developed countries in
particular. As a result, oilseeds, especially the soybean, have grown in
stature in U.S. agriculture. Previously considered a minor forage crop,

. oilseeds now enjoy the status of being one of the two or three commercially
most important agricultural crops in the world.

The U.S.>role in world oilseed trade

The United States has long been the largest producer and exporter of
oilseeds and oilseed products. U.S. oilseed farmers and processors have
concentrated their production in soybeans, by far the world's most important
oilseed. Following a period of several decades of continually rising oilseed
demand and prices, U.S. exports of oilseeds and oilseed products peaked in
1981 at $10.2 billion, or almost 50 percent of world oilseeds and oilseed
product exports. 1In that year, such U.S. exports accounted for 24 percent of
all U.S. agricultural exports and 4 percent of all U.S. merchandise exports.

Emerging competitors

Since the peak in U.S. oilseed exports in the early 1980‘'s, oilseed
prices have declined significantly in the United States and in markets
abroad. The value of U.S. exports has likewise fallen, owing to declining
volume more than to declining prices. Meanwhile, foreign oilseed output has
increased, forcing the United States to accept a shrinking share of world
oilseed trade, down from 82 percent in 1982 to 74 percent in 1986. Once the
unchallenged dominant force in world oilseed trade, the United States now
faces new and vigorous competition from an array of traditional suppliers,

1/ James Trager, The Great Grain Robbery, New York: Ballentine Books, 1975.
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most importantly soybeans and soybean products from Brazil and Argentina-and .
palm oil from Malaysia, as well as emerging producers within the European
Community (EC) and other net importers such as India. 1In addition, trade’
barriers are being strengthened in important markets, . including the EC. -

Important issues in oilseed trade

Atypically for the U.S. agrlcultural farming and processing sectors,
there is general agreement in the industry on which domestic and international
factors are affecting world oilseed trade patterns and the U.S. role in such
trade. The major issues center on the broad category of government trade
_ practices, those of the U.S. Government as well as foreign governments. Other
significant issues include the inroads in world markets made by Southeast
Asian palm oil, assisted by production cost advantages. However, some U.S.
consumer groups view the growth of palm oil production and consumption as
potentially damaging to consumer health because of palm oil's relatively h1gh
saturated fat content. ' There are related 1ndustry concerns about consumer
awareness (or lack thereof) of dlfferences between various vegetable oils.

With respect to government trade p011c1es, the Comm1351on has examined in
this report many U:S. and foreign government pollcxes. both export-inhibiting
and export-enhancing policies, that dlrectly concern U.S. oilseed interests.
There are many reasons why agriculture is an economlc sector that is almost
. unlversally supported by industrialized-country. governments, two. of the most

. important are the generally weak market power of individual farmers, and the’
inelastic demand for and supply of many agricultural products and the
. resultlng wide price sw1ngs such products experlence. .

To counter these problems. government 1ntervent10n in the form of
prlce—support programs and import quotas or other market protection policies
is commonly used to stabilize domestic markets. However, the relatively high
domestic prices that result tend to stimulate more domestic output, and may
also attract imports into the market and/or boost the costs incurred by
exporters of the domestic products. Both results appear to have taken place
in world oilseed trade; price-support programs in the EC, for example, raise
prices in that market and attract imports, putting pressure on the EC to block
import compet1t1on, much of which comes from the United States. In the- U.S.
market, soybean price supports often raise the costs incurred by soybean
exporters and by processors and exporters of soybean o0il and meal; this glves
U.S. exporters a competitive disadvantage when competlng with foreign rlvals
that are not subject to similar home—country pr1ce supports. :

Another important government policy is preferential tax treatment; an
example is that found in Argentina, which is alleged by U.S. oilseed interests
to promote the export of Argentine soybean meal and oil at prices less than
 the market value of the soybeans from which they were processed. Such
government policies alter the composition, and possibly the total volume, of
oilseed product trade, in this case by restricting the world's export supply
of beans and increasing that of oil and meal. . The effects (real or alleged)
on U.S. competitiveness of such policies are clear: U.S. exporters of oil and
meal have difficulty competing with foreign rivals that enjoy such dlscounted
soybean costs; the 1ncreased supply of oil and meal depresses their world
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prlces. which is transferred by exporters back to soybean farmers .in the form
of lower soybean prices, or 1ncreased government soybean 1nventor1es 1f prices
fall to the loan support level A

A 51m11ar cost advantage is enjoyed by Malaysian exporters of palm oil,
although there is less clear evidence that this advantage results from
government policies rather than s1mple cost: d1fferent1als in farming and
process1ng :

'These'and other trade issues point to one main fact: the structure of
the world oilseed market is rapidly changing. New producing regions are
emerging and new products are being 1ntroduced, producers and consumers must
"~ deal with government. policies in some countries that are designed to promote
productlon and ‘exports and in others to block imports and protect domestic
producers; and, ‘trade is carried out by a complex network of multinational -
grain trad1ng companies and State trading agencies that themselves 1mpart
distortions .in uorld o1lseed trade from the economlst's ideal of "pure =
competxtlon.'

Investxgatlon Hethods

. Analyzlng the myriad technolog1ca1 geographlcal polxtxcal and economic
factors that shape world oilseed trade requires an appropriate analytical
framework in which all such factors can fit. -For this- investigation, the .
Commission has taken the approach of emphasizing the role played by 1ndustry
structure in influencing firm and 1ndustry performance (or, in an
international context, competitiveness).  Factors in an industry's structure
include industry concentration,; relative cost levels and size economies,
vertical integration; dlver51f1cation into .other product ‘lines, and government
“support or other 1nvolvement among others, Examining industry structure can
“shed 11ght on the 1mportant elements of domestic and foreign markets that have
either enhanced or diminished U S.,competltlveness : ;

 The effect 1ndustry‘structure has on compet1t1veness can be seen in an
example, such as size economies. This is' a major component of industry -
structure, because it influences fitfm size and industry concentration and, of
course, average costs of production or processing. Firm size and
,concentrat1on. in turn, affect firm behavior and the nature and degree of -
competition in the industry, which largely determ1nes the compet1tiveness of
the 1ndustry in 1nternat10nal markets

An obvious question in a study of "competitiveness™ is the definition of
. this slippery concept. 1/~ Competitiveness is not easily defined,: least of all
by a simple ratio or other single measure. Rather, it is a combination of

3

1/ For an extended d1scus51on of the def1n1t10n of competitiveness, see U.S.
International Trade Commission, "Review of Literature on Competitiveness and
Methodological Concerns.f ‘App. D of U.S. Global Competitiveness: Building-
Block Petrochemicals and Competitive Implications for Construction, ‘

Automobiles, and Other Major Consuming Industr1es (1nvestlgat1on No. 332-230),
USITC Pub 2005, Aug '1987. o o S
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measures and indicators. As the international-trade counterpart of domestic
industry performance, it includes at a minimum such domestic industry measures
as efficiency in production (that is, production at minimum average cost) -and
social equity in resource allocation (that is, pricing at marginal cost),
research and development (R&D) as a source of continued technological progress,
labor product1v1ty, and return on investment.

Extended to the global sphere, the concept of competltlveness changes
somewhat. Now, instead of an 1ndustry—w1de concept, it refers to the relatlve
performance of a nation's industry vis-a-vis foreign rivals competing in the
same world market, similar to the way a single firm may be competitive compared
with its domestic rivals. Relative-performance measures -are now included in

the definition of competitiveness: comparisons of share of world consumption
- or exports, relative input cost levels, profit rates, labor productivity, and
R&D rates, among others, with the correspondlng measures for rival producers.
Not all these measures can be quantified, mainly because sufficient data do-
not exist, particularly for foreign industries. To the extent possible,
however, the Commission has assembled information on the structures of both
the U.S. industry and its major foreign competitors, and examined them for
their possible effects on U.S. competitiveness.

It is clear that this approach is suitable for analysis of the oilseed
industry, particularly the processing sector. Most of the firms involved are
very large: of those whose shares are traded on U.S. securities exchanges,
five were listed among the 1986 "Fortune 500"; in addition to these firms,
there are a number of other (similarly large) privately owned or foreign
firms operating in the industry. Many of these firms own and operate oilseed
facilities worldwide, a characteristic that significantly shapes the structure
of the industry. Despite several oligopolistic characteristics, the industry
deals in notably homogeneous products, including soybeans and soybean meal and
oil, which face numerous substitutes. The fungibility of these products helps
maintain price competition as an important form of rivalry among firms and
between national industries.

Equally important in influencing the structure and competitiveness of the
U.8. ollseeds and ollseed product industry is the pervasive impact of
government involvement, both domestically and worldwide. This involvement
affects critical aspects of the firms' operations, including the prices and
available quantities of inputs and outputs, and the decision-making with
respect to overseas operations. Although it is only one factor affecting
industry structure, government involvement (and public policy) must be
carefully analyzed for its impact on industry competitiveness. Much of this
report focuses on the programs and policies of the U.S. Government and foreign
governments as they relate to oilseed product markets and producers.

The investigation of the soybean processing industry was carried out
through the combined analysis of information from published sources, as well
as information obtained through staff interviews with company representatives,
~ government agency officials, and academic researchers, both in the United
States and abroad, and data obtained from oilseed processors from Commission
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questionnaires. Much of the information sought in this investigation has been-
the focus of earlier or narrower studies in other government agencies or other
institutions; these studies were consulted and integrated in the current
“investigation to avoid duplication of effort.

Objectives of the Investigation

The objective of this study is to determine those factors that have
important impacts on U.S. competitiveness in world oilseed trade and assess
what those impacts are. No prescriptions are made or implied, but the
findings are intended to be useful in objective analysis and policymaking in
regard to the U.S. response to recent changes in the world oilseed product
market. :



CHAPTER 2. GLOBAL HARKET DIHENSiONS

Overview

Global markets for oilseeds and oilseed products, like those of many ‘.
other primary commodity markets, have generally experienced slower growth-in
recent years than during the boom period of the late 1970's and early 1980's
While world demand for oilseed meals and vegetable oils has risen steadily
since 1980, world supply of these commodities has risen even faster. Thus,
although the volume of trade has increased, and trade as a percent of world
production has increased, world prices have generally been falling as global
markets are adjusting to these excess supplies. In addition, these markets
have also been adjusting to changlng patterns of consumptxon, production, and
trade. .

Consumption

World consumption of all oilseed products has increased steadily over the
last several years (table 2-1). 1/ The best way to examine this increase is to
examine the increases in consumption of the two primary oilseed products, meal
and oil. Consumption of oilseed meals, essentially the result of increasing
production of meat products, reached a record 98.9 million metric tons in
© 1985/86 (table 2-2). This increase of slightly less than 14 million metric
‘tons represents a 2.5 percent average annual growth rate since 1979/80. 0il
. consumption rose to 47 million metrlc tons in 1985/86 ‘a 4,5 percent annual
‘ 1ncrease s1nce 1979/80 (table 2- 3)

WOrld consumptlon of soybean meal‘and‘oil increased at slower rates over
this period than consumption of all oilseed meals and oils, and exhibited
different trends. - Soybean meal consumption increased erratically. and reached
61.0 million metric tons in 1985/86 for a 0.8 percent annual increase. Soybean -
0il consumption also increased erratically over the period reaching
.'13.5 million metric tons in 1982/83 and the same level 1n 1985/86, for an
' overall annual growth rate of 1.4 percent.

Since soybean products are the d0m1nant u.s. products in uorld markets,
these differences in rates of growth in consumption are one  indicator of the
potential loss of competitiveness of soybean products in these markets. Viewed
in terms of market share, soybean meal accounted for 68 percent of world
oilseed meal consumption in 1979/80 and 62 percent in 1985/86 (table 2-2).
Other oilseed meals increased their respective shares of world consumption,
with rapeseed meal and sunflowerseed meal showing the largest gains. The share
of world vegetable 0il consumption accounted for by soybean oil also showed a
significant loss over the period. The share held by soybean oil fell from
34 percent to 29 percent, as palm oil, sunflowerseed oil, and rapeseed oil all
1ncreased their shares of world consumption: (table 2= 3)

1/ Althoughltables 2-1, 2;_énd 3'1ist figures'for 1986787, these figurés are
preliminary and shown only for the information of the reader. The firmer -
figures for 1985/86 are used as the period-ending figures for this chapter:.
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The patterns of consumption of meals and oils can be described either
geographically or by degree of economic development. As expected, the major
developed countries account for the largest share of ‘medl consumption, with the
.Buropean Community (Ec). the United States. and Japan combined consuming more
than one-half of the total, in 1985/86 (fig. '2-1). The EC was the largest
consumer of 01lseed meals, with 31 percent of world consumption. The United
States was a distant second with a 17-percent share, and Japan followed with
5 percent. Eastern Europe. ‘the USSR, - and Ch1na accounted for another
20 percent of world consumptlon ’ s

By contraSt_the EC.‘the‘United States, and Japan accounted for only .
40 percent of world vegeteble 0il consumption, while all the other areas
- consumed proportionately more oil than meal. For example, India and Pakistan
accounted for 6 percent of world meal consumption and 9 percent of world oil
consumption.

; Factors determining world consggptiOn

The factors affect1ng worldwide demand for and the increase in
,consumptlon of oilseeds and oilseed products include rising world population,
- changes in real incomes, _prices; and government programs. ‘These factors affect
not only total world demand for these products but alsgo the d15tr1but1on of
consumption accordlng to geography and’ income. ' .

) Population growth.f—As the world's populatlon increases, demand for food
increases. Since the products of the oilseeds industry are primarily either
staples in human diets (oils) or inputs for:the production of other basic: foods
. (meals for livestock), population growth directly affects demand for these
basic commodities. The world's population continues to grow, especially in
developirng countries. The population in industrial market economies grew by
0.9 percent annually between 1965 and 1980, by 0.6 percent-annually between
1980 and 1985, and is projected to grow by 0.4 percent annually between 1985

. and 2000. 1/ 1In low-income developing economies, the corresponding annual

. growth rates are 2.3, 1.9, and 1.9, and these rates aré approximately the same
- in middle-income develop1ng economies. 2/ These rates, taken by themselves,
suggest a continuation of the long—run growth in food demand, partlcularly for
the d1etary staples prov1ded by 01lseed products .

Reduced growth in real incomes. ——Although long- term rising per capita
income around the world has 'stimulated consumer ‘demand for meat and other food
.products such as margarine ‘and cook1ng oil, in turn boosting the demand for
oilseed meals and oils, slower economic growth in this decade has dampened
growth in world demand. AS1nce 1979, growth.in real gross national product
(GNP) in both industrial and-developing countries has slowed in comparison to
the rapid growth in the prev1ous decade. During 1969-78, real GNP rose by an
average 3.4 percent annually in industrial market economies and by 6.1 percent
in developing countries. 3/ However, durxng 1979-86, these rates fell to
2.6 and 3.0 percent, respect1ve1y " This relat1ve1y slower economic growth in

the 1980's, particularly in déveloping countries, has affected oilseed product
demand.

1/ The World Bank, World Development Report 1987, New York: Oxford University
Press, 1987, pp. 254-255.

2/ 1Ibid.

3/ International Monetary Fund (IMF), WOrld Econom1c Outlook, Apr. 1987,
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Figure 2-1: World Consumption in 1985/86, by Region
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As noted above, demand for oilseed products is asymmetrical across income
levels: high-income economies support markets for meat, thereby creating a
demand for protein-rich oilseed meals, while low-income economies consume
proportionately less meat and more high-calorie vegetable o0il. Thus, while
increasing real incomes in general would suggest increasing meat (and oilseed
meal) consumption, the relatively faster economic and population growth in
developing countries suggest a continuation of the recent global trend of oil
consumptlon to grow more rapldly than meal consumption.

Declining prices.--While changes in prices do not technically change the
demand for oilseed products, they do affect the quantity demanded, and
consumption of oilseed products does tend to respond to changes in prices.
Thus, the absolute_ and relative price movements during the 1980's have affected
the quantities, patterns, and value measures of consumption. The general
decline in prices in recent years has offset some of the dampening effect of
reduced income growth and contributed to increased consumption. These price
changes are discussed later in this chapter. ‘

Government programs and other factors.--Government programs, particularly
those that affect the price of either substitutes for oilseed products, or the
prices of the products such as meat products that are produced from oilseed
products, affect the demand for oilseed products. For example, high internal
prices for grains in the EC, coupled with high internal prices for meat
products, serve to increase the demand for oilseed meals,

The demand for industrial products, such as resins, paints and varnishes,
plastics, and fatty acids, has a minor effect on consumption of oilseeds.
Only a small, low-valued share of oilseed_output is destined for such uses.

Production

World production of major oilseeds rose during 1979/80 to 1985/86 by
28.6 million metric tons, from 167.5 million metric tons to 196.1 million
metric tons or by an average 2.7 percent annually (table 2-1). The five
primary oilseeds, soybeans, cottonseed, sunflowerseed, rapeseed, and peanuts,
account for approximately 95 percent of world production.

While production of each of the primary oilseeds increased, the
differences in production growth rates illustrate the challenges to the
competitive position of the long dominant soybean. The following tabulation
shows the increase in production and average annual growth rates during
1979/80-1985/86 for the primary oilseeds:

Increase in . Average annual
Oilseed : production . growth rate

(Million metric tons) (Percent)
Rapeseed.....ocvtunnnn Civeeiieeanne 8.5 10.7
Cottonseed. .. covvvirennerennonnnas 5.4 3.3
Sunflowerseed. ... ... coeevenrnneens 4.2 4.1
PeanuUtsS. .. .ccveetseecsscrsasnccenns 3.3 3.0
Soybeans........ cetetsesaaaaeaas ... 3.2 .6
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Rapeseed, cottonseed, sunflowerseed, and peanuts accounted for nearly

75 percent of the growth in world oilseed production. Over this period, .
soybeans fell from 56 to 51 percent of world production, wh11e the other four
" oilseeds together grew from 40 to 44 percent.

The increase in oilseed meal production over this period essentially
paralleled that of oilseeds (table 2-2). Total meal production increased from
85.9 million metric tons to 97.9 million metric tons, or by 2.2 percent
annually. Rapeseed meal, cottonseed meal, and sunflowerseed meal accounted for
- more than 70 percent of the total increase, while-soybean meal and peanut meal
. each accounted for less than 1 percent of the growth. ' Soybean meal still

dominates meal productlon, although its share fell from-69 to 61 percent over
the period. S

" World vegetable 011 productlon 1ncreased from 37 5 m11110n metrlc tons to .
47.8 million metric tons over the period, ‘or by 4.1 percent annually. The.

4'_follow1ng tabulation shows the increase in production and average annual

growth rates durlng 1979/80—1985/86 for the prlmary vegetable oils:

Increase in .=~ Average annual

- Vegetable o0il .= . .. " production - __growth rate
' S e - (Million metric toms) . (PBercent)

Palm oil..............;........;..‘ 3.3 9.1
Rapeseed oil. Cevvreerersaaneea, 2.8 10.5 .
Sunflowerseed oil, bereserseasaenee 1.6 4,7
Cottonseed 0il......ieivvnuveeeess .3 . 1.5
Soybean 0il........cievivinninenes: L4 .5

0 .0

Peanut oil..........coooiviiiinene

Palm oil, rapeseed 011 and sunflowerseed 011 accounted for 75 percent of the

growth in world vegetable oil productlon., Soybean 0il, which accounted for

. approximately 35 percent of world productlon in 1979/80, dropped to 30 percent
in 1985/86, as the others, particularly rapeseed oil and palm 011 posted

large productxon increases.

The relatxve dec11ne ‘of soybean products is of partxcular 1mportance,to
the United States since soybeans account for nearly 90 percent of U.S. oilseed
production and the U.S. contributes nearly 60 percent of .the world soybean
" supply. As f1g 2-2 ‘illustrates, this concentratlon in soybeans is markedly
d1fferent from the rest of the world.

The largest producers of oilseeds are the United States, China, Brazil,
Argentina, USSR, India, and the EC. Together, they produced about
three-fourths of the world's supply in 1985/86 (table 2-4). Only Brazil shows
a concentration in soybeans like the United States. The other major producers
have their production more evenly distributed across two or more of the
primary oilseeds.

Oilseed meal is produced primarily by those countries producing the
oilseeds. The United States produces about one-fourth of the world total.
Brazil and Argentina combined produce about one-sixth and China accounts for
nearly one-sixth. The EC also supplies about one-sixth of the world meal
production, however most of thls productlon comes from crushing imported
01lseeds :
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Figure 2-2: Oilseed production by type, 1985/86
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World production of vegetable oils from oilseeds naturally follows the
distribution of the crush of the oilseeds. The major producers of these oils
are China, the United States, and the EC. Malaysia, by virtue of its palm oil
production, is the fourth largest producer. .

Factors determining world production

The factors affecting world supply and the increase in world production
of oilseeds and oilseed products include increasing acreage and/or yields,

prices, and government programs. These factors, acting together, have kept
supply ahead of demand during this decade.

Area and yields.--World area planted to the five primary oilseeds
increased during the 1980's reaching 132.3 million hectares in 1985/86 after
averaging 127.3 million hectares annually for the previous five years. 1/
Soybean area, at 51.7 million hectares in 1985/86 was up only slightly.
Cottonseed area, at 32.0 million hectares was down slightly, while the area
planted to peanuts rose slightly to 18.3 million hectares. Rapeseed area and
sunflowerseed area each increased more than 2 million hectares to 15.0 and
15.3 million hectares, respectively.

In contrast to the trend in the rest of the world, oilseed area in the
United States has fallen to 31.0 million hectares in 1985/86, after peaking at
36.8 million hectares in 1979/80. The area planted to soybean, sunflowerseed,
and cottonseed have all decreased, while the area in peanuts has remained
essentially unchanged.

Yields have increased since the late 1970's as well, with the average
yield for 1985/86 about 10 percent greater than the average yield of the
previous five years. Yields are by no means equal throughout the world. For
example, soybean yields in the United States and Argentina exceeded 2.1 metric
tons per hectare in 1985/86 while those in Brazil and China were less than
1.5 metric tons per hectare. Rapeseed yields in Europe are far higher than in
other areas, over 2.5 metric tons per hectare in the EC compared to 1.2 metric
tons per hectare in China and Canada and less than 0.7 metric ton per hectare
in India. 2/

Both area and yield increases have contributed to the rising oilseed
production in the 1980°'s. The increase in resources allocated to oilseed
production has occurred despite falling prices for oilseed products in world
markets.

Government programs.--As with many agricultural commodities, governments
play a significant role in stimulating the production of oilseeds and oilseed
products. The programs of the major competitors and markets are described in
the following chapters. It is sufficient to note here that such programs have
been a major factor in this industry and may well be the dominant factor
determining the compet1t1veness of the various countries' 1ndustr1es in world
markets. )

1/ USDA/FAS, World Oilseed Situation, Dec. 1986, (FOP 12-86).
2/ 1Ibid.




Trade

; World trade in oilseeds and oilseed products is an important component of
. world agricultural trade. . From 1979 through 1984, trade in oilseeds and
oilseed products ranged from $20.0 billion to $22.7 billion and accounted for
approximately 10 percent of total agricultural trade. 1/ Although complete
data are not yet available for 1985 and 1986, it is believed that falling
prices have offset the increased volume of oilseed product trade with the
result that both its value and share of all agricultural trade have fallen
significantly. -

On a volume basis, world exports of oilseeds remained largely unchanged
from 1979/80 through 1985/86 ranging from 33.0 to 36.0 million metric tons
except for 1980/81 (table 2-1). However, given the production increases,
exports as a percent of production have fallen from 21 to 19 percent.
Soybeans dominate oilseed trade, accounting for more than 75 percent of world
exports.

. Oilseed meal exports meanwhile rose by more than 30 percent, or by
4.6 percent annually (table 2-2). Globally soybean meal dominates trade,
although its share has fallen from over 80 percent to about 75 percent as
trade in rapeseed meal and sunflowerseed meal increased in relative terms.
Nearly 40 percent of the soybean meal produced in 1985/86 was traded
internationally, as compared with 25 percent of the sunflowerseed meal and
. 17upercent of the rapeseed meal. ' '

Vegetable oil exports also rose by more than 30 percent over the period
(4.7 percent annually) (table 2-3). Palm oil is the leader, with about
35 percent of the export market in 1985/86, followed by soybean oil
(24 percent), sunflowerseed oil (14 percent) and rapeseed oil (8 percent).
Soybean oil exports actually fell 