Commodity Market Intelligence Update No. 7
COVID-19, Animal Feed, and China’s Protein Industry

As the COVID-19 pandemic continues to impact the global economy, demand patterns for forest-risk
agricultural commodities like beef, soy, and palm oil are also changing. Exports and consumption of palm
oil, primarily produced by Indonesia and Malaysia, will decline this year as falling consumption in the E.U.
and India is not completely offset by other large markets (Figures 1 and 2). Meanwhile, Brazil's exports of
beef and soy have so far been undeterred by the pandemic, driven by stockpiling by China and stronger
demand from China’s animal protein industry (Figures 1 and 3, see Pages 2 and 3 for complete story).

Figure 1: Exports of Key Forest-Risk Commodities, 2019 vs 2020
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Figure 2: Change in Palm Oil Consumption in Large Demand Countries From 2019 to 2020
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Figure 3: Brazil's Soybean Exports to China
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Source: OilWorld, ABIEC. Jan-Dec marketing year for beef, Oct-Sept for soybeans and palm oil.
2020 data in Figures 1 and 2 are forecasts based on available export data. June data in Figure 3 is a preliminary estimate.
China’s imports of Argentine beef, potentially sourced from the Chaco biome, have also increased 75% to 339,000 tonnes from 20179 to 2020.

Commodity Market Intelligence Update is a publication of the Good Growth Partnership’s Responsible Demand Project.
Topics covered in Intelligence Updates do not necessarily reflect the activities of the Good Growth Partnership.
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https://www.weforum.org/agenda/2020/05/preventing-a-covid-19-food-crisis/
https://www.reuters.com/article/us-health-coronavirus-china-food/china-urges-food-companies-to-boost-supplies-on-fears-of-further-covid-19-disruption-idUSKBN22T052

Animal Feed and Natural Ecosystems Figure 4: Animal Feed Value Chain
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Figure 6: Major Feed Crops and Land Use

Source: OECD-FAO Agricultural Outlook and author’s calculations.
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https://www.sciencedirect.com/science/article/pii/S2211912416300013
https://www.weforum.org/agenda/2019/01/how-can-we-produce-enough-protein-to-feed-10-billion-people/
https://fial.com.au/Attachment?Action=Download&Attachment_id=200
https://www.3keel.com/wp-content/uploads/2019/10/3keel_soy_report_2019.pdf
https://yearbook2018.trase.earth/chapter4/#:~:text=In%20recent%20years%2C%20the%20Chinese,all%20soy%20exports%20from%20Brazil.
https://www.3keel.com/wp-content/uploads/2019/10/3keel_soy_report_2019.pdf
https://www.danishcrown.com/en/sustainability/responsible-soy/
https://www.idhsustainabletrade.com/uploaded/2020/05/IDH-European-Soy-Monitor-v2.pdf

China’s Animal Protein Industry

From the ongoing COVID-19 pandemic to trade disputes, food supply chains are being disrupted by
logistical constraints, closures, and uncertainty. Despite these shocks, China remains the world's leading
importer of soy, and is projected to import a record 95 million metric tonnes of soybeans this year, 14%
more than 2019, as the country begins to recover from African Swine Fever. As the world’s largest consum-
er of animal proteins, more than 80% of China's soybean imports are crushed to produce pork and poultry
feeds. After a turbulent year in which China’s pork production declined by 20% and demand for imported
soy slowed, feed production in China, the world's largest producer, is resuming growth (Figure 8), with
Brazil maintaining its position as China’s primary source of the key feed ingredient (Figure 9).
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China's protein demand has fostered the growth of vertically-integrated companies operating from the im-
port and processing of soy to the production of feed, raising of livestock, and sale of foods to the country’s
1.3 billion consumers (Figure 10). China is home to half the world’s largest integrated feed companies, with
a unique mix of public, private, and state-ownership influencing both business and sustainability priorities.
With China sourcing 65% of its soybeans and twice the volume of meat as the previous year from Brazil,
where unsustainable production is causing significant carbon emissions and habitat loss, Chinese compa-
nies can demonstrate leadership on green value chains as trade with Latin America continues to grow.

Figure 10: Major Companies in China’s Protein Value Chain
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Source: GreenPoint, Goldman Sachs, Chain Reaction Research, company annual reports. *jiusan and COFCO crush soy in addition to
producing animal feed and proteins. Note: Not exhaustive; China is home to hundreds of companies in the animal protein supply chain.

Recognizing the impact of agricultural commodity-driven deforestation on both climate change and valu-
able ecosystems, some companies in China’s value chain are signaling an interest to engage. Initiatives like
the China Meat Declaration and Sustainable Soy Trade Platform aim to drive collective action to remove
habitat conversion from protein value chains and develop guidelines for Chinese companies sourcing
soy from Latin America. Trase's transparency into soy sourcing patterns from Brazil reveal that 80% of
China’s deforestation risk in the Cerrado biome is concentrated in just 8% of its soy trade volume, and a
further 21% of its soy imports may be linked to illegal deforestation in Mato Grosso, providing strategic
opportunities to ensure future food security while decoupling value chains from habitat conversion.
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https://www.bloomberg.com/news/articles/2020-06-01/china-halts-some-u-s-farm-imports-threatening-trade-deal
https://dialogochino.net/en/agriculture/34856-covid-19-spike-hits-at-peak-soy-export-season-argentina-brazil/
https://www.reuters.com/article/us-health-coronavirus-brazil-meatpackers/in-single-brazilian-state-some-2400-meat-plant-workers-catch-coronavirus-officials-say-idUSKBN23837K
https://www.reuters.com/article/us-health-coronavirus-china-grains/exporters-say-china-soy-buyers-want-guarantee-of-coronavirus-free-cargoes-idUSKBN23U2UV
https://fial.com.au/Attachment?Action=Download&Attachment_id=200
https://services.rabobank.com/publicationservice/download/publication/token/Sg7tDIxDY9XgjjF0CXdK
https://uk.reuters.com/article/us-usa-soybeans-braun/column-does-china-still-need-u-s-soybeans-after-brazils-export-bonanza-idUKKBN23U182
https://www.wattagnet.com/directories/81-the-world-s-leading-feed-producers/W
http://resources.trase.earth/documents/issuebriefs/IssueBrief3_EN.pdf
https://ipam.org.br/wp-content/uploads/2018/12/Policy-Brief-Cerrado-COP24-en-1.pdf
https://www.mdpi.com/2072-4292/12/6/924/htm
https://www.cdp.net/en/articles/media/chinese-companies-urged-to-ramp-up-actions-to-decouple-deforestation-risks-across-the-palm-oil-value-chains
https://www.ipcc.ch/srccl/chapter/summary-for-policymakers/
https://www.wwf.org.br/?61882/China-Meat-Association-And-Its-64-Chinese-Company-Members-Jointly-Announce-Chinese-Sustainable-Meat-Declaration-with-WWF
https://www.solidaridadnetwork.org/news/first-steps-towards-responsible-soy-sourcing-guidelines-for-china
https://www.solidaridadnetwork.org/news/drafting-chinas-sustainable-soy-guidelines
https://trase.earth/
http://resources.trase.earth/documents/infobriefs/Trase%20infobrief%206%20En.pdf
https://www.youtube.com/watch?v=fFVwehzEJFk
http://resources.trase.earth/documents/issuebriefs/TraseIssueBrief4_EN.pdf
http://resources.trase.earth/documents/issuebriefs/CDP_China_soy_emissions_briefing_FINAL.pdf

Sustainable Soy Expansion

Although Brazil lost 1.4 million hectares of native vegetation in 2019, research continues to show ample
room for new soy production in the country without the need to clear additional land. A recent study
identified 40 million hectares of previously cleared land suitable for soy in the Cerrado, mostly in the
southern part of the biome. With 38 million hectares of land currently planted with soy in all of Brazil, this
land alone is more than enough to meet the needs of expanding soy production over the coming decades.

Brazil's “Matopiba” (a region within the states of Maranhdo, Tocantins, Piaui, and Bahia), most of which

lies in the northern Cerrado, has seen some of Brazil's fastest agricultural-driven habitat conversion. Even
here, there is still room for greater soy production without clearing land; of the 383 municipalities in the
four states, 310 have at least some cleared soy-suitable land, the top 8 have 560,000 hectares combined,
and overall the four states have a combined 2.9 million hectares of suitable cleared land (Figures 11 and
12). Soy buyers can use Trase to see which municipalities their suppliers source from and the Soy Toolkit to
begin assessing how to source soy responsibly. Soy producers and financers can use Agroideal to screen
municipalities for the greatest economic and productive potential with the lowest environmental risk.

Figure 11: Matopiba Municipalities with Most Cleared Figure 12: Cleared Land Area Suitable for
Land Suitable for Soy Soy Production in Matopiba, by State
State
TO |ARAGUACU 132,755 ha
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TO | BANDEIRANTES DO TOC. 66,819 hal 42522ha * L
BA |CORRENTINA 63,581 ha |
Source: Agroideal. Total cleared area suitable for soy. Excludes areas mapped 2.9 million hectares of previously
as grains and Conservancy Units but may include areas managed as pasture. cleared land suitable for soy

Data not available for all municipalities.

Key Companies Update

FGV Despite weaker demand amidst COVID-19, some companies active in palm oil supply chains
are moving ahead with acquisition and joint venture plans. Malaysian palm oil producer FGV
will establish a joint-venture with Pre-Unique, an Indian consultant, to expand from exporting

palm oil to India to directly reaching India’s consumer market with value-added products. FGV manages
440,000 hectares of land and 66 mills across Indonesia and Malaysia, 33 of which are RSPO certified, and
has an oleochemical joint-venture with Procter & Gamble. India, one of the world's largest markets for
unsustainable palm oil, recently resumed palm oil imports from Malaysia following a diplomatic dispute.

TESCO Thai agri-food conglomerate CP Foods will acquire U.K-based retailer Tesco’s operations
o o e aw @ in Malaysia and Thailand for $10.6 billion, pending regulatory approval. Tesco operates
more than 2,000 outlets in the two countries (known as Tesco Asia), and applies its palm oil commitment to
all countries in which it operates. Tesco sources nearly 60,000 tonnes of palm oil annually, but its Tesco Asia
unit lags behind in sustainable sourcing with 37% of its volume RSPO-certified at last reporting. If approved,
it is unclear if CP Foods will integrate Tesco's outlets under its sustainability policy. CP Foods, an RSPO
member, initially expected to use 100% RSPO-certified palm oil in its own-brand products by 2015, but

now expects to meet this goal by 2030, suggesting more attention to sustainable sourcing is needed.

CP Foods is also the world's largest producer of animal feeds, likely making the company a large user of soy.

Indofood Indonesian food manufacturer Indofood will acquire Pinehill Co, a holding company,
for $3 billion. Pinehill Co. is licensed to sell Indofoods’ “Indomie” brand instant noodles
in the Middle East and Africa, and the deal will shift production and distribution of the noodle brand in these
markets back to Indofood. Instant noodles can contain 20% palm oil by weight, with the Indomie noodle
brand alone estimated to use 850,000 metric tonnes of palm oil per year. With Indofood'’s withdrawal from
the RSPO in January 2019, the company risks serving the global market for deforestation-linked palm oil.

For more information, contact Owen Hauck at owen.hauck@wwfus.org. July 2020
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https://www.globalforestwatch.org/dashboards/country/BRA?category=summary&dashboardPrompts=eyJvcGVuIjpmYWxzZSwic3RlcEluZGV4IjowLCJzdGVwc0tleSI6IndpZGdldFNldHRpbmdzIiwiZm9yY2UiOnRydWV9&map=&treeLoss=eyJpbnRlcmFjdGlvbiI6e319&treeLossPct=eyJpbnRlcmFjdGlvbiI6e30sImhpZ2hsaWdodGVkIjpmYWxzZX0%3D&treeLossTsc=eyJpbnRlcmFjdGlvbiI6e319
https://www.mdpi.com/2071-1050/12/3/1277/htm
https://apps.fas.usda.gov/newgainapi/api/Report/DownloadReportByFileName?fileName=Oilseeds%20and%20Products%20Annual_Brasilia_Brazil_04-01-2020
https://www.reuters.com/article/us-fgv-outlook/malaysias-fgv-optimistic-on-recovery-from-sharp-quarterly-loss-idUSKBN2341AY
https://www.fgvholdings.com/press_release/fgv-to-start-direct-presence-in-the-indian-food-and-agri-based-product-market-forms-a-7030-jv-company-with-pre-unique-india-pvt-ltd/
https://www.preunique.com/#about-section
https://fgv.investors-centre.com/investor-relations/interactiveAIR2019/8/
https://rspo.org/
https://us.pg.com/blogs/pg-to-invest-in-fgv/
https://chainreactionresearch.com/wp-content/uploads/2020/04/NDPE-Policies-Cover-83-of-Palm-Oil-Refining-Market.pdf
https://www.reuters.com/article/us-india-malaysia-palmoil-exclusive/exclusive-india-resumes-purchases-of-malaysian-palm-oil-traders-idUSKBN22V0QM
https://www.bangkokpost.com/business/1927388/cp-to-file-tesco-deal-with-trade-panel
https://www.reuters.com/article/us-tesco-m-a-thailand/tesco-to-consider-thai-bids-for-asian-assets-on-sunday-sources-idUSKBN20V0ON
https://palmoilscorecard.panda.org/check-the-scores/retailers/tesco-plc
https://rspo.org/members/8016/Tesco-PLC
https://rspo.org/members/8016/Tesco-PLC
https://www.cpfworldwide.com/en/sustainability/social/partnership/responsible_sourcing
https://rspo.org/members/4049/Charoen-Pokphand-Foods-PCL
https://rspo.org/members/4049/Charoen-Pokphand-Foods-PCL
https://www.wattagnet.com/directories/81-the-world-s-leading-feed-producers/W
https://www.indofood.com/
https://www.bloomberg.com/news/articles/2020-06-08/indonesia-s-indofood-cbp-to-buy-pinehill-company-for-3-billion
https://www.indofood.com/product/noodles
https://chainreactionresearch.com/indofood-likely-to-become-leakage-supplier-after-rspo-withdrawal/
mailto:owen.hauck%40wwfus.org?subject=
https://docs.wbcsd.org/2019/12/WBCSD_Soft_Commodities_Forum_progress_report.pdf
https://trase.earth/flows?selectedContextId=1&toolLayout=1&countries=27&commodities=1&selectedNodesIds%5B%5D=18878&selectedNodesIds%5B%5D=57&selectedNodesIds%5B%5D=91&detailedView=true&mapView=-17.65%2C-52.18%2C4&selectedColumnsIds=0_3-1_6-2_7-3_8
https://www.soytoolkit.net/welcome
https://soja.agroideal.org/br/

