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•

In view of FTA between Pakistan & Malaysia, import from Malaysia has an edge of 15%
duty reduction.

•

If imported from Indonesia, Custom Duty will be increased by 15%.

•

Indonesia is also having negotiation with Pakistan on FTA and the agreement is expected to
be signed this year.

•

For Commercial Importers, Advance I.Tax is 5%.

Total Palm Products import in 2010 Calendar year was higher by 8.27% as
compared to 2009.

The Oil seed import in 2010 was higher by 19.34% as compared to 2009.
For Jan-Feb 2011, Pakistan have already transacted about 250,000 M.Tons so far.

COST ANALYSIS
In Pakistan movable / variable taxes percentage are high on Edible Oil imports which also effect the
landed cost of product. With the increase in C&F price, ratio of moveable / variable taxes would
increase simultaneously.
Variation in C&F price also effect Government revenue, high price of Edible Oil give more revenue to
Government.
Following are the main head of variable taxes:
Central Excise Duty 16%
Income Tax

3%

The above taxes are on the basis of ad.vol basis.
Following are the examples for the cost impact with variation of C&F price.

From above it may be noted that while C&F Price increase by US$ 310.00 PMT in three
months, landed cost increased by US$ 376.95 i.e. additional cost of US$ 66.95 PMT or by
6.87% additional cost to be incurred by the Industry.
Exchange rate is also effecting the landed cost. Historically, Pakistan Rupee depreciation
ratio is around 5% per annum and same is the forecast for next couple of years and there
are no forward booking available.
Time being exchange rate is calculated at Rs. 86/- to a US$.

It is interesting to note that in India there is no duty on Crude Edible Oil and
only 7.5% on Refined Edible Oil.

HEDGING
In the absence of any appropriate hedging mechanism, Pakistan Edible Oil Industry remain
vulnerable against the extreme fluctuation in the International prices. After the functioning of
Edible Oil Refineries in Pakistan, practically all the refiners have to import Crude Palm Oil (CPO)
in volume as small tonnages are not economical to run the continuous plants. Since there is no
hedging mechanism and forward market in Pakistan, the refiners in particular are exposed to
extreme volatility in the International market.
While the Edible Oil Industry particularly the refiners are keen to hedge their physical purchases,
the main obstacle is that the Central Bank do not allow the remittances for the purpose of margin
and loss repatriation if any on the MDEX. There are few foreign banks who propose this
mechanism in a very restricted manner but not to the utmost comfort level of the Edible Oil
Industry.
It is therefore imperative that the authorities take cognizance of this matter and allow the Edible
Oil Industry to have the hedging mechanism available with permission of the Central Bank.
Similarly, there is no forward market available in Pakistan. In view of the increasing volume, it is
important to create awareness within our Industry to have forward market of Edible Oils. I do
understand that the newly established National Commodity Exchange is working on these lines,
however, the tax ambiguities are the main obstacle to encourage forward market.
There is indeed one possibility to register the contract of Crude Palm Oil (CPO) and Refined Palm
Oil in the National Commodity Exchange and carryout

“THE CASH SETTLED FUTURE”.

MARKET FACTS
Let us see where the Market could head on the basis of following facts:
1. Malaysian Palm Production expected to be 17.8-18.1 (M) tons in 2011 against 16.99
(M) tons in 2010.
2. Indonesian Palm Production expected to be between 23-23.5 (M) tons in 2011 against
21.8 (M) tons in 2010.
3. US Soyabean Crop expected to be 90.60 (M) Tons in 2011 against 91.42 (M) Tons in
2010.
4. Argentina Soyabean Crop is expected to be 50.50 (M) Tons in 2011 against 54.50
(M) Tons in 2010. Market expecting crop to be lower between 45-48 (M) Tons.
5. Brazilian Soyabean Crop is expected to be 67.50 (M) Tons in 2011 against 68.69 (M)
tons in 2010.
6. Malaysian Stocks of Palm Oil for December 2010 were 1.61 (M) Tons.
7. Indian import was 8.82 (M) Tons in the year 2009-10 against 8.18 (M) Tons in
2008-09.
8. Global Sunflower / Rapeseed Crop is reported to be lower in 2011 against 2010.

9. Rapeseed Crop in Australia is badly affected due to flood situation and there will
be hardly any seed available for export from Australia.
10. Canada will be the only competitive origin for the Canola seed and perhaps this is the reason
that seed prices are very strong.
11. Due to Global Oil situation, main dependency will be on Palm and Soyabean Oil.
12. Pakistan stock level in the shore tanks is about 210,000 M.Tons which I believe is reasonably
high with continuous arrivals. Perhaps this is the reason that our local prices are under
pressure having negative parity.
14. We have to keep an eye on the developing Soybean crops in South America, particularly
Argentina. From March onwards we must keep an eye on the fight for acres in USA between
Corn, Cotton, Soybeans and Wheat. And also we have to watch the rate of growth of the
World economy as World Bank in the latest projection, estimated Global growth of 3.3% this
year as compared to 3.9% in 2010. The World Bank have recently warned that the Global
economy could decelerate in the year 2011 with slowing growth and rising commodity
prices.
16. It is quite possible that the World will have to draw down the vegetable oil stock this year as
well. If so happened, we are not likely to see any significant decline in prices. It is very
likely that, prices will be higher in the first quarter of the year and then may start declining
from the second quarter depending on the recovery in palm oil production and recovery in
Rapeseed and Sun seed production.

15. Edible Oil prices have risen very considerably and attained all the targets that were set. We
need to ration demand in order to bring supply and demand back into equilibrium.
17. Prices have already twice over-shot the original target of 3600 but have not been able to
sustain which shows that origin are keen to book profits and consumer countries are unable
to consume the high levels.
19. We have to watch the U.S. Dollar. A rally in the U.S. Dollar will stabilize prices and put a
ceiling on them. Any weakness in the U.S. Dollar will result in higher prices.
21. We have to keep a watch on crude petroleum price and likely usage of vegetable oils in
Biodiesel. Crude Oil has already crossed $ 90/bbl and no respite expected atleast in the
winter months.

Where are we heading to ?
The predictions are not simple since market is taking reaction on the diversified forces
like funds, fundamentals and political situation.
However, I have to justify my presence here by giving certain forecast to this audience
after looking at all the market facts mentioned little while ago.
I believe that in short term i.e. January-March 2011, the market could remain between
RM 3600-3900 and from second quarter there is potential that we could see some
more correction particularly in view of rising production and less demand in the second
quarter.
I believe that in second quarter market could range between RM 3300-3600.

I am concluding my Paper with a beautiful quote of Dorothy Sarnoff,
an American Artist:

“Make sure you have finished speaking before your
audience has finished listening.”

Thank You

