Morné Botes, commercial director of
Southern Oil (SOILL) which owns the
B-Well and African Gold oil brands,

says there have been incremental price
increases in the oil complex. This can be
attributed to weather conditions and crop
forecast updates since September/October
last year, but the main bullish reaction was

By Christal-Lize Muller

the Russia/Ukraine conflict which had a

major impact on global sunflower supply.

Botes says Russia’s invasion of Ukraine
contributed to a significant shortage
of sunflower when its harbours closed.
Ukraine is the largest exporter of

sunflower oil, equating to 70% of the
world’s sunflower exports. Subsequently,
the sunflower oil price increased from
USS$1 505 per metric ton on 31 January this
year, to US$2 950 per metric ton on
8 March (a 96% price increase in a month).
This was accompanied by a significant
constraint in availability. Trade constraints

June 2022 « Oilseeds Focus « 43



Opening stock
Import
Production
Export
Consumption
Ending stock

Soya bean oil
Cotton oil
Sunflower oil
Rapeseed/canola oil
Olive oil

Palm oil

Palm kernel
Coconut oil
Groundnut oil

Corn oil

Oil demand (2020/21)

put on Russia (which is also an important
contributor to sunflower exports) led
to the world market, which was already
experiencing a shortage in vegetable oils,
suddenly entering panic buying mode.
According to Botes, as with sunflower
oil, the same trend was seen in canola
oil (36% increase), soya bean oil (41%
increase) and palm oil (33% increase)
during the same period - over and above
the increases in 2021.

Botes says the market at that stage
started to move away from sunflower oil
to other alternatives, which increases the
pressure on the oil complex. This led to
a total sunflower demand destruction in
March and April. Some of the Ukrainian
sunflower oil supply did start making its
way out to the market by road freight
to neighbouring countries, placing
inflationary pressure on the commodity.
Further pressure was also placed on
specifically the palm complex. Indonesia
is the largest exporter of palm oil,
accounting for 60% of the world supply.
The country also took a stance in banning
palm exports in totality from the end of
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April this year, placing additional pressure
on world vegetable oil supply.

Wandile Sihlobo, chief economist at
Agbiz, says expectations of lower exports
of sunflower seed from the Ukraine and
Russia, together accounting for nearly
60% of global sunflower oil exports, and
poor soya bean production conditions
could keep global vegetable product
prices elevated from now to the medium
term. He says the damage to Ukraine’s
infrastructure and disruptions in society
and businesses could still hinder the
production and export resumption of
sunflower oil from this region in the
foreseeable future, even if the conflict
ends soon.

According to Sihlobo, reports of
dry conditions in Brazil and Argentina,
accounting for 50% of global soya bean
production, and the frequent downward
revision of the crop by local analysts raised
fears of a potentially lower global soya
bean harvest. The 2021/22 global soya
bean harvest stood at 350 million tons in
April, which is four million tons less than
the March harvest.
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These pre-existing drought-related
challenges in South America, the strong
demand and the Russia-Ukraine conflict
are upside risks to global
vegetable product
prices. The Russia-
Ukraine conflict,
the pre-existing &
drought in South
America and 1
Asia, and strong
demand were
upside drivers of
oilseed prices.

He says these

supply and export
dynamics are -
reflected in the

surge in prices the = 1
past few months,
with the Food
and Agriculture
Organization’s
(FAO) Food Price — ‘)

ALl

Index (FFPI)
averaging a new

II-ti 9 hg h Russia’s invasion of Ukraine
a —tlme. 'g. at contributed to a significant
159 points in shortage of sunflower when
March. its harbours closed.
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Sihlobo says these developments are a
global occurrence and are reflected in the
South African market which is interlinked
with the world’s food market. The FFPI
averaged 158,5 points in April, down 0,8%
from March. According to the FAO, the drop
in the FFPlin April was led by a significant
downturn in the vegetable oil sub-index.

The FFPl is a measure of the monthly
change in international prices of a basket of
food commodities. It consists of the average
of five commodity group price indices
weighted by the average export shares of
each of the groups from 2014 to 2016.

According to the FAQ, its vegetable oil
price index averaged 237,5 points in April,
decreasing by 14,3 points from the record
high in March. The sharp rise of the index
in March was driven by higher sunflower,
palm, soya bean and rapeseed oil prices.
International sunflower seed oil quotations
increased substantially in March, fuelled by
reduced export supplies amid the ongoing
conflict in the Black Sea region.

The vegetable oil price index decline in
April was driven by lower world prices of
palm, sunflower and soya oils. The moderate
drop in international palm oil prices was
mainly weighed by subdued global import
purchases amid high costs, as well as a
weakening demand outlook in China.
Uncertainties about export availabilities
out of Indonesia held further declines in
international prices. World sunflower and
soya oil prices also decreased month-on-
month, largely tied to demand-rationing
following the recent record high prices.

Botes says the world balance of the eight
major vegetable oils entered the 2021/22
period with 27,16 million tons (MnT), and
the expected production for the year is
204,12 MnT, leading to a total availability/
supply of 231,28 MnT. There is a demand/
consumption of 202,2 MnT, leading to

a carry-over/ending stock of 28,48 MnT,
which is a stock/usage of 14,1%.

As a net importer of vegetable oils and
fats, South Africa imports 62% of its total
consumption of all oils and fats (Table 1).
Botes says 56,6% of the oil South Africa
imports is of the major oil types, which is a
clear indication of the country’s reliance on
imports (Table 2).

It is important to note that oils move in
a complex, with a higher price or decreased

As a net importer of vegetable oils and fats, South Africa imports 62% of its total consumption of all oils
and fats. In 2020/21, South Africa imported almos 40% of its soya bean oil comsumption.

supply in one commodity leading to market
movement in another, while the supply

and demand of the other commodity is
affected, thus influencing pricing.

Botes says the inflationary levels of oils
have reached a peak and forward pricing is
seemingly coming down. This is expected to
start coming through towards September
and October this year once the European
harvest period for sunflower and canola
commences. The exact adjustment in prices
will, however, be impacted by the yield of
the crop, which is reliant on the weather
conditions in the coming months, as well

as the uncertainty about whether Ukraine
will have a sunflower crop and, if they do,
the size thereof. How long the conflict will

continue and its impact on infrastructure will
also need to be taken into account.

He believes prices in local retail are still
expected to increase slightly on some lines
and channels, as the increases filter through
the channel to the shelf. Further increases
from producers to retailers are not expected
to occur. Consumers can, however, expect to
pay anything between R89,99 to R129,99 for
a two-litre bottle of cooking oil, depending
on the type of oil and the channel through
which they buy. @
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