China®Vegetable Oil Market after Her
!'_ Accession into WTO
By: Hu Junlie

Advisor for China National Vegetable Ol
Association

Director General for Chongging Municipal
Grain Administration

(15 June 2006)




i ChinaOgegetabl®il marketafterheraccessiorintoWTO

. New characteristics of China @ vegetable
oil market after her accession into WTO:;

. Evolution trend of China Os vegetable oil
market.



1 ouston1

After China ’s access into WTO

New characteristics of China ’s
vegetable oll market



ChinaOgegetabl®il marketafterheraccessiorintoWTO

Changes on the first front:

China @ vegetable oil market is opened to the rest of
the world

During the preparatory period, from

2002 to 2005 China put into force a tariff quota system on
vegetable oil importers.

Since 1 January 2006 China has begun to implement an
automatic licensing system on vegetable oil importers.
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ChangesnthesecondrontChina(d seedproductiostillkeepgyrowing

2000 2001 2002 2003 2004 2005f
Soybean 1540.9 | 1500.0 1650 1540 1800 1850
Peanut 1443.7 | 1447.0 1495 1342 1431 1434
Rape seed 1138.0 | 1132.0 1053 1142 1304 1305
Cotton seed 694.0 | 750.0 836 820 1041 969
Sesame 81.0 84.2 90 59.3 82 90
Sunflower seed 195.0 177.0 200 174 197 200
Oil-tea camellia seed 80.0 82.0 83 85 88 95
Total 5172.6 | 5180.0 5406 5162 5976 5943

Statisticaheetof Chindd totalyieldof oil seedfrom 199%0 2005
(10,00@0ns)
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Changesnthethirdfront Thecountr§ consumptiorolumefvegetablsil
hasbeerrisingquickly

Variety 98/99 99/00 00/01 | 01/02 | 02/03 | 03/04 | 04/05 | 05/06
Rapoil 332.5 425.0 430.7 421.5 365.8 415.2] 422.5] 410.0f
Soybearoil 308.0 289.9| 354.2| 413.7| 638.9| 699.9 747.7| 760.0|
Peanubil 192.0 201.6| 212.0f 215.0 224.0] 200.0{ 210.0] 220.0}
Palmoil 125.0 125.0f 151.0f 189.0f 300.0] 340.0] 361.0] 420.0]
Cottonseedoil 96.3 85.0 90.0 112.0f 101.0f 101.0{ 115.0f 110.0f
Sunflowepil 18.3 19.9 33.5 23.0 31.3 32.9 32.2 35.0
Others 19.3 28.8 27.5 30.0 30.0 31.0 26.3 32.0
Total 1091.4 1175.2] 1298.9 1404.00 1691.0f 1820.0 1914.0f 1987.0

Analysissheetof Chindd consumptiorvolumesof edibleoil in the

periodfrom1998&0 199%ndthatfrom 20050 200610,00@0ns)
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Thedisparithetweesupphanddemandascontinuetbwiden
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Changesnthefourtifrontthevolumefimportedegetableilhasbeen
Increasingxponentially

ltem 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005
Imported oil converted 394.5 496.8 514.4 570.2] 958.3 1113 1157
Soybean oll 80.4| 30.8 7.0 87.0| 188.4f 252| 169
Rap oil 6.9 7.5 7.0 7.8 15.2 35 18
Palm oll 119.4 139.1] 151.7] 222.1] 332.5 386 433
Soybean 431.9 1041.9 1393.9 1131.5 2074.1] 2023 2659
Rape seed 259.5 296.9 1724/ 61.8 16.7 47 30
Exported oil converted 309 354 399K 389 355 38 43
Net import volume 363.6| 461.4f 474.5 531.3 922.8 1072 1113

Sheeforthevolum®fvegetableilimportethtoChindrom199%o

200510,00@0ons)
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Changes on the fifth front: the production capacity in the
processing industry has been largely beyond demand

1. The number of processing plants has been growing dramatically, resulting in a quickly increasing
processing capacity.

As at 31 December 2004, China has hosted 169 soybean squeezing plants each with a processing capacity in
excess of 200 tons/day, whose processing capacities total more than 70 million tons. Among others, 90 of
these plants have each had a processing capacity of over 1,000 tons/day; thus their annual squeezing
capacities have totaled 59.2 million tons, constituting 84.4% of the country@ aggregate soybean squeezing
capacity. By 2005, the country@ total soybean squeezing capacity has reached upwards of 80 million tons a
year.

2. A majority of processing plants have converged in certain regions (mainly coastal ones).

There exist 63 soybean squeezing plants in coastal regions each with a processing capacity in excess of 1,000
tons, whose daily processing capacities have totaled 144,000 tons, thus taking up 73% of the aggregate
squeezing capacity of those soybean squeezing plants in the country each with a processing capacity in
excess of 1,000 tons.

3. Processing plants are not running at their full capacities, and competing fiercely against one another.

In 2004, most soybean squeezing plants were running at less than 45% of their respective full capacities.
Owing to the existence of a large number of processing plants in the country and also because most of them
have converged in certain regions, they have entered into fierce competitions against each other, exposed
themselves to heavier business risks, and scrabbled for raw materials, as well as purchasing raw materials
from everywhere.
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umber of newly established oil plants each with a processing capacity of more than 1,000 tons/day




Newcharacteristicef theediblevegetableil marketin Chinamainland
overthepastthreeyearssinceheraccessionntoWTO

Changes on the sixth front: the subject of market
competition has undergone great variations.

Before China °@accession into WTO: China °@vegetable oill
industry hosted three main types of players: state-owned
enterprises, non-governmental enterprises and foreign-funded
enterprises.

Nowadays: Non-governmental enterprises and foreign-funded
enterprises have been playing the major roles; only a few state-
owned enterprises are engaged in this industry; and all the major
grain & oil multinationals have poured heavy investments in China.

Conclusion: China @ vegetable oil industry has holistically
adopted the market orientation principle and acclimatized itself to
the international scenario in a better way.
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Evolution trend of China ’s
vegetable oll market
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Evolution trend of the vegetable oil industry

l. ChinaOsvegetable oil industry has come to a crunch of

resources integration.

As the country Os vegetable oil processing industry has an abundant
production output, and is now exposed to more factors of uncertainty,
enterprises engaged in this industry are now competing against each other
fiercely, and seeing their operating receipts falling down, as well as
undertaking rather heavy investment and operational risks.

Over the past two years, quite a few squeezing plants and refining plants have
stopped their production work wholly or partly; and many large-sized
processing enterprises have incurred huge deficits; whilst certain enterprises
in operational difficulties have to transfer their stock shares into their
predominant peers. Small and medium-sized enterprises hence have to
struggle for survival.

Conclusion: China @ vegetable oil industry has just got to a late start in terms
of resources integration, and must attach enough importance to those market
risks arising in the stage of resources integration.
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Evolution trend of the vegetable oil industry

Il. A few basic findings of the research into the evolution trend of
the vegetable oil market the future :

() Seeing from the angle of supply-demand relation, there exists a huge gap
between the supply quantity and sales volume; besides, China has to import a
huge quantity of vegetable oil products. These are the major issues that China
mainlandOggrease and edible oil market hast o address currently , and even in a
rather long period of time to come.

1. China is a country with a huge population and limited arable land resources. Although
her oil production industry has gained somewhat growth in the past few years, her
output of edible oil and other oil products can® satisfy the domestic demand, for
multiple reasons (such as climate and availability of arable land). In a rather period of
time to come, China still has to import an appropriate quantity of edible oil and other
oil products to make up her shortage at home.

2. As for the variety mix of imported oil products, palm oil has been priced at a low side,
for reasons of certain limitations in terms of climate conditions; and China@ import
volume of palm oil has remained stable due to her foodstuffs mdustryOsdemand for
palm oil; whilst China® importation of bean oil and rap oil is subjected to the
productlon output at home and the scenario regarding development of the oill
processing industry. As per a holistic analysis, China® import volume of bean oil and
rap oil is going to drop somehow, and her import volume of oil products will keep
increasing.
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Evolution trend of the vegetable oil industry

(I) Seeing from the perspective of development of the
vegetable oil processing industry:

The whole society® oil processing capacity is apparently abundant.

As at the end of 2004, 169 soybean squeezing enterprises, each operating
on a relatively large scale in China, have possessed an aggregate |
processing capacity of 70.1 million a year; however, they are now running at
only 40% of their respective full loads. As a fruit, this is prone to result in a
scene in which they scrabble for raw materials, and import oil products on
their own without considering the general climate in the same market. What
IS more, the country@ import volume of oil products will grow by leaps;
meanwhlle signals of purchasing prices will appear distorted, and cannot
manifest the supply-demand relation in the market accurately, In the end,
these enterprises will see their operating receipts drop.

Evolution trend of the oil squeezing industry:

Market competitions force resources to be integrated effectively and pooled
into those predominant enterprises; and small-sized enterprises will have to
struggle for survival.

16



Evolution trend of the vegetable oil industry

(1l) Seeing from the perspective of links between
China( vegetable oil market and foreign vegetable
oill markets:

As China mainland has got through the (@reparatory workOstage after her accession
into WTO, her vegetable oil market is now opened to the rest of the world on a wider
range; in the meantime, foreign suppliers of vegetable oil have begun to make
inroads into China® vegetable oil industry in succession; the countryOs vegetable oill
market has been linked with foreign vegetable oill markets more closely, and
constituted an important, integral component part of the international market.

In order to get ChinaOs vegetable oil market geared to the global market in a more
organic and harmonious manner, Chinese players are advised to intensify the
communication and cooperation with their foreign counterparts, learn from each
otherOs solid experience, thus to embrace common developments and create a win-
win situation.
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Evolution trend of the vegetable oil industry

I1l. ChinaG& vegetable oil market still featuresa  Osupply outstrips
demand O scene from 2005 to 2006

Analysis of the supply: from 2005 to 2006, China @ production output of oil is
estimated to remain stable; and the total production output of oil converted will boil
down to 11 million tons or so. The country Ogotal import volume of vegetable oil will
grow continually; an the net import volume of oil converted is likely to exceed 11.5
million tons; and the aggregate supply quality is predicted to go beyond 22.5 million
tons.

Analysis of the demand: it is estimated that from 2005 to 2006, China @ consumption
of edible oil will still grow to a small extent; and the per capita consumption volume
of edible oil will be about 15kg, and the total consumption volume will reach
19.87million tons.

Conclusion: From 2005 to 2006, China Osgrease market still features a relatively
adequate supply quantity, which is slightly beyond the demand at home.
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General conclusion

Since China°®accession into WTO, her vegetable oill
Industry has achieved huge progress, and undergone
profound changes; however, it has suffered certain
problems, too.

We strongly believe that China°@vegetable oil industry still
has a promising perspective to embrace ahead there.

We welcome all interested parties to communicate and
cooperate with us extensively and into further depth.
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