Prices of Selected Oils and Fats and
the Prospects of Palm Qil Price in

2008

INTRODUCTION

The oils and fats sector has been bullish for the past few years. The sector
enjoyed continuous surging prices since 2006 until the middle of 2008.
Analysts related this scenario to the movements of fossil fuel price in the
world market which recorded a similar trend. The surge in fossil fuel prices
is mainly due to the political instability of most oil-producing countries,
concerns about the environment, as well as long-term threats from deplet-
ing petroleum reserves. As a result, prices of petroleum as well as oils and
fats were seen to be up-trended while showing a high correlation during
the period. Palm oil price, for example, has been swaying to the tune of
the petroleum price. The analysts hypothesized that the price of petroleum
has become a new contributing factor affecting the prices of oils and fats.

However, the scenario prior to 2006 was quite different as there was a
mixture of relationships between prices of petroleum and those of oils and
fats, and they moved quite independently. They showed negative correla-
tion in some periods while being positively associated in others.

Besides this new petroleum price factor, the role of stocks in influenc-
ing prices of oils and fats has gradually become less important, especially
for palm oil. In the past, high stocks often caused the price of palm oil to
decline and vice versa. However, the situation is different at present as the
price and stock of palm oil together had increased or decreased during the
same time. It is difficult to predict how long this relationship will stay, as it
defies the traditional theoretical economic relationship.

PRICES OF OILS AND FATS IN THE
PAST FEW YEARS

deodorized (RBD) palm olein, which
averaged at USD 515 t" in 2006,
increased by 61% in 2007 to USD
827t", and further by 58% in 2008
(January — June) to reach a record
high of USD 1304 t” (Figure 1 and
Table 1). The price of soyabean oil
also increased by 47% from 2006
to 2007, and by another 62% in
2008, while cottonseed oil jumped
by 52% and 82% in 2007 and
2008, respectively. Cottonseed oil

The oils and fats sector has been
said to be bullish since 2006. Most
of the oils and fats recorded signifi-
cant yearly increases in their prices.
The price of refined, bleached and
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is still the most expensive oil in the
market, registering at USD 1796 t
in 2008, compared to USD 1425 t”
for soyabean oil and USD 1303 t
for RBD palm olein. Other selected
oils and fats also showed gains of
more than 50% during this period,
except for stearin and tallow, pric-
es of which increased by less than
50% in 2008.

The selected oils and fats also
competed among themselves with-
in each year. As indicated in Figure
2, their prices being very close, they
were competing with one another
in 2006 and in 2007, with the price
of cottonseed oil leading, followed
closely by coconut oil, soyabean oil
and palm kernel oil. Only in 2008
(January to June), did we see wider
differences between their prices.
Nevertheless, cottonseed oil again
emerged as the most expensive
oil in 2008 as its price recorded a
significant increase of about 82%
from 2007; the positions of other
oils and fats remained the same as
before.

This observation is supported
by Figure 3, which also illustrates
that the prices of these oils and fats
rallied seriously in 2006 and 2007,
forming a narrow bandwidth in
both years while accelerating their
way upwards. In 2008, however, a
wider bandwidth was noted, start-
ing from the second half of 2007
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Source: Oil World (various issues).

Figure 1. Yearly price development of selected oils and fats from 2006 to 2008*.
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Figure 2. Developments in the prices of selected oils and fats from 2006 to 2008*.
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Figure 3. Monthly developments in the prices of selected oils and fats from 2006 to 2008 (January-June).
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TABLE 1. MONTHLY PRICES OF SELECTED OILS AND FATS (USD t™): 2006 TO 2008

Notes: RBD palm olein, Mal.CIF Rott; soyabean oil, Dutch FOB ex-mill; cottonseed oil, US PBSY, CIF Rott.; coconut oil,
Phil/Ind., CIF Rott; RBD palm stearin, CIF Rott; tallow US bleach Fancy, CIF Rott; RBD palm oil, FOB Mal; palm oil Sum/Mal.,
CIF, N.W. Europe; palm kernel oil, Mal., CIF Rott.

X = + refers to positive spread means premium.

- refers to negative spread means discount.

* January — June 2008.

Source: Oil World (various issues).
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with cottonseed oil price leading
(registering at USD 1955 t” in June
2008), while tallow was at the bot-
tom at a price of USD 1118 t” in
the same month (Table 7).

Although these prices were very
close together in 2006 and 2007,
they still showed some differences,
as measured in terms of spread.
Figure 4 shows the distribution of
price spreads between RBD palm
olein and soyabean oil, RBD palm
olein and cottonseed oil, palm ker-
nel oil and coconut oil, and RBD
palm stearin and tallow. RBD palm
olein was always being discounted
by soyabean oil during the period
from 2006 to 2008, except in May
and June of 2007 (see also Table
7).

The spread between cotton-
seed oil and olein widened as the
discounts increased in magnitude
and continuously dipped towards
the end of 2007 to USD 519 t'
in February 2008 after which the
discounts hovered around USD
450 t". Prices of lauric oils rallied,
making a small spread in the past
three years. By contrast, of all these
spreads, only RBD palm stearin reg-
istered positive spreads most of the
time for being more expensive than
tallow in the past few years.

NEW PETROLEUM PRICE FACTOR
AFFECTING THE PRICES OF OILS
AND FATS

Due to the escalating petroleum
price, concerns over energy secu-
rity and environmental considera-
tions, many countries have turned
to alternative energy sources which
are renewable by nature. One of
the sources is biodiesel which may
be produced from oils and fats. In
this respect, Europe has been the
forerunner in using biodiesel with
production increasing from about
2.88 million tonnes in 2005 to 6.11
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Figure 4. Monthly spread between the prices of oils and fats (2006 - 2008).

million tonnes in 2007 (de Lavigne,
2007). The feedstock used in Europe
is mainly rapeseed oil (60%-70%),
followed by soyabean oil (20%-
30%). This created an additional
demand for these feedstocks, and
consequently as the price of crude
oil increased to about USD 150 per
barrel previously, the increased us-
age of such feedstocks for the alter-
native fuels had resulted in a supply
shortage then, causing their prices
to surge.

This development in crude oil
price has caused prices of feed-
stocks to increase recently in tan-
dem (represented by the oval shape

in Figure 5). The price of rapeseed
oil has closely tracked crude oil pric-
es since 2005. However, palm oil
and soyabean oil prices started to
track the crude oil prices only from
the middle of 2006, when they
were used as feedstocks for these
alternative energy resources. Prices
of both palm oil and soyabean oil
increased at a faster rate than rape-
seed oil as the demand for former
oils was higher.

Figure 5 also shows that crude
oil prices have no definite rela-
tionship with prices of feedstocks
prior to 2006. Between 1997 and
2000, a negative relationship was
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Figure 5. Development of prices of crude oil and feedstocks.
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established, while from 2000 until
2005/2006, there was a mixture of
relationships. It is hard to establish a
definite relationship prior to 2006.

DIMINISHING INFLUENCE FROM
ENDING STOCKS OF PALM OIL

In the past, ending stocks of palm oil
often showed indications of some
relationships to its price. Figure 6
illustrates the negative relationship
between the two parameters, i.e.
increasing stocks go with declining
price, or vice versa, prior to 2006.
A very obvious relationship was ob-
served during the period from 1998
to 2006, as indicated by a high cor-
relation index of about -0.87.

From 2006 onwards, the rela-
tionship between the two variables
reversed. Figure 6 shows that they
are presently in tandem, both in-
creasing at the same time. Malay-
sian ending stocks of palm oil have
reached about 2 million tonnes in
June 2008, yet the price is seen

to accelerate upwards to reach
RM 3493 t” in June 2008. The lo-
cal scenario of palm oil stocks has
gradually lost its influence on the
price of palm oil while external fac-
tors continue to play a more promi-
nent role.

PROSPECTS OF PALM OIL PRICE
IN 2008

Palm oil will continue to have good
prospects in the future. It has sev-
eral uses, both in food and non-
food applications. In addition to
these traditional uses, it also has a
new usage as a feedstock for the
production of biodiesel, thus creat-
ing an additional demand for it. A
portion of available palm oil will be
channeled to this new application.
Due to several commitments
from several countries, there is a
tendency that the world will con-
tinue to use renewable energy from
oils and fats in the future. This be-
comes a factor that can guarantee
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the continuous bullishness of the
palm oil sector and other related
sectors in future.

In relation to this, the average
palm oil price has been forecast to
reach RM 2900 t" in 2008, pro-
vided that crude oil price continues
to increase or is at least maintained
at the current level; otherwise the
price of palm oil may be estimated
at alower level. Stocks are expected
to remain high but gradually declin-
ing towards the end of the year. It
is expected also that prices of other
feedstocks will remain bullish, and
that soyabean oil would continue
to be sold at a higher price than
palm oil.

CONCLUSION

The prices of palm oil and other
selected oils and fats will continue
to be bullish in 2008. Driving fac-
tors towards this bullish scenario
are, among others, an increased
export demand from major import-
ing countries, and palm oil being
cheaper than soyabean oil will con-
tinue to be used as feedstock for
the production of biodiesel.
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