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ABSTRACT

Under Regulation (EU) 2016/330, Indonesia’s palm-based oleochemical
manufacturers receive an import duty advantage under the Generalised
System of Preferences (GSP) scheme for selected oleochemical products
exported to EU. Malaysian producers do not enjoy the scheme as
Malaysia is now classified as an upper middle-income economy. This
has resulted in decreasing imports of Malaysian oleochemical products
to EU, shown by a negative compound annual growth rate (CAGR) of
4.68% (-4.68%) for the period from 2010 to 2017. This development
will put Malaysian oleochemical manufacturers at a disadvantage when
competing in the EU market. The study therefore aims to examine the
impact of the granting of EU’s GSP to Indonesia on the export performance
of Malaysian palm-based oleochemicals. Employing the gravity model in
this study, it was confirmed that this granting of EU’s GSP to Indonesia’s
palm-based oleochemicals has caused a negative impact on the export
performance of Malaysia’s palm-based oleochemicals to EU. For every
1% increase in import tax difference in EU between Malaysia and
Indonesia, Malaysia’s palm-based oleochemical exports to EU will be
reduced by 0.6%. With Indonesia enjoying this advantage, Malaysia will
lose her competitiveness. Thus, it will be more profitable for Malaysian
oleochemical manufacturers to shift their operation to Indonesia to gain
the GSP advantage when exporting to EU.

Keywords: gravity model, generalised system of preferences (GSP),
palm-based oleochemicals, export performance, the European Union (EU).

INTRODUCTION

Located near the equator, Malaysia is fortunate to have a tropical climate
which is very well suited for oil palm cultivation. As a crop of the humid
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tropics, oil palm grows best in
areas with temperatures ranging
between 22°C and 33°C (Hassan et
al., 2018a) and having at least 2000
mm of rainfall evenly distributed
throughout the year (Oettli et
al., 2018). In 2016, the planted
area for oil palm in Malaysia was
5.81 million hectares, estimated
to be about 70%-75% of the total
agricultural land in the country
(The World Bank Group, 2018).
The commercial planting of oil
palm in Malaysia started in 1917 in
Tenammaram Estate, Kuala Selangor,
which subsequently brought
important social and economic
success to Malaysia (Kushairi et
al., 2018). The oil palm industry
has made significant contributions
to the Malaysian economy. The
agriculture sector contributed 8.1%
or RM89.5 billion to the Gross
Domestic Product (GDP) in 2016,
of which oil palm was a major
contributor (43.1%) to the GDP of
this sector (Department of Statistics,
2017). Malaysia is the second largest
palm oil producer as she accounted
for 30% of the world’s total in 2017.

Being an export-oriented country,
Malaysia exports close to 90% of
her annual palm oil production
(Nambiappan etal., 2018). Exported
oil palm products include crude
palm oil (CPO), processed palm oil
(PPO), palm kernel oil (PKO), palm
kernel cake (PKC), oleochemicals,
finished products, and biodiesel,
among others. Of the major export
destinations for Malaysian oil
palm products are India, EU and
China. These three markets have
consistently dominated the export
market of Malaysian oil palm for the
past five years, constituting about
40% of the total palm oil exports
(MPOB, 2018a).

Apart from rapeseed and
soyabean oils, palm oil is the most
significant vegetable oil in the EU
market. Importing 1.99 million
tonnes of palm oil in 2017, the
Netherlands is the largest importer
within EU, followed by Italy, Spain,
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Sweden and Denmark (MPOB,
2018a). In these markets, palm oil
is mostly used in the refined form.
Refined palm oil is used mainly in
food products, such as margarine,
confectionery, chocolate, ice cream
and bakery products. It is also used
in the manufacture of non-food
products such as soaps, candles,
detergents and cosmetics.

Malaysian vs. Indonesian Palm
Oil in the EU Market

Currently, Malaysia is the world’s
second largest palm oil producer
after Indonesia. Malaysia produces
about 30% of the world’s palm oil,
and exports close to 90% of her
palm oil products (Nambiappan
et al.,, 2018). EU is an important
market for Indonesia and Malaysia
as together both the countries
account for 84% of the world’s palm
oil production (MPOB, 2018a).
Indonesia has steadily increased
her market share in exporting palm
oil to EU, while Malaysia shows a
decreasing trend and is experiencing
losses in market share year-by-year
(Figure 1). In EU, palm oil is used
largely in the energy and biofuels
sector, followed by the food industry
for making margarine, biscuits and
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chocolate, and finally in the non-
food and animal feed industries.
In the oleochemical industry, palm
oil is widely used in making soap,
detergent, cosmetics and other
oleochemical products.

Palm-based Oleochemical
Industry

As a result of its diverse
applications, the demand for palm
oil and its related products has
been growing rapidly. The rapid
growth in palm oil production has
contributed to the development
of its downstream industries,
particularly the oleochemical
industry. Oleochemicals refers
to the fatty acids and glycerine
derived from the splitting of the
triglyceride structure of oils or
fats. Figure 2 shows the production
of fatty acids and glycerine by
splitting the structure of oils and fats
through a hydrolysis (using water)
process (Yusoff, 2015). Since the
1980s, oleochemicals are widely
used in both food and non-food
applications.

In theory, oleochemicals can
replace petrochemicals in all their
applications (Ting, 2001). The
advantages of oleochemical products
are that they are biodegradable and
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Figure 1. Malaysia’s and Indonesia’s market share in palm oil exports to
EU, 2007-2017.
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Figure 2. Production of oleochemicals (fatty acids and glycerine) via hydrolysis.

do not harm the environment. This
is because oleochemicals are derived
from renewable resources while
petrochemicals are obtained from
non-renewable petroleum.

Oleochemicals are necessary
in the production of surfactants,
cosmetics and toiletry products.
Fatty acids, the most important basic
oleochemicals due to their versatility,
are used in the manufacture of
cosmetics, rubber products, candles
and soap. Fatty acids which react
with ammonia and hydrogen will
produce fatty amines. These amines
are mainly used in the manufacture
of fabric softeners, and in mining,
textile and fibre industries, as well
as in mineral oil additives.

In Malaysia, the processing of
oleochemicals began in 1979, and
in the 1980s the first significant
oleochemical plant named Acidchem
started in Penang with a capacity of
30 000 tonne per annum, smaller
than the plants in Europe or USA.
As a result of low profit margins
and the demand for larger volumes,
the oleochemical producers pushed
engineering companies towards the
construction of larger modern plants
with more advanced technology.
The increased competition among
the suppliers of plants, particularly
in the areas of methyl ester, glycerine
and fatty alcohols, resulted in lower
investment costs (Seng, 2017).

The oleochemical industry has
grown rapidly on a year-on-year
basis due to the growing demand
for oleochemical derivatives by
the manufacturing sector. The
demand for palm oil was also
boosted following the incidence of
mad cow disease or BSE (bovine
spongiform encephalopathy) in
2000 (Seng, 2017). Since this
occurrence, manufacturers of
tallow-based fatty acids started to
produce fatty acids from vegetable
oils, including palm oil. Besides
tallow, the vegetable oil-based
oleochemicals also need to compete
with petroleum-based products.
With the increase in awareness
for better environmental quality,
oleochemical products derived from
renewable natural resources are
accepted to be environmentally safer
than their petroleum equivalents.

The largest importer of Malaysian
palm-based oleochemicals in 2017
was EU, with imports totalling about
450 000 tonnes. This accounted for
16% of all the Malaysian exports of
palm-based oleochemicals in 2017.
Of this amount, 73% were exported
to the Netherlands, followed by
Belgium, Germany, France and the
United Kingdom (MPOB, 2018b).
The Netherlands is highly significant
export market for Malaysia. Hassan
et al. (2018b) found that domestic
income, price of palm oil and total

consumption of other vegetable
oils are significant factors which
influence oleochemical demand by
the Netherlands.

However, Figure 3 shows that
throughout the 18-year study,
Malaysia experienced decreasing
exports of palm-based oleochemicals
to EU. The compound annual
growth rate (CAGR) for exports of
Malaysian palm-based oleochemicals
to EU from 2000 to 2017 shows a
significant downward trend with an
average annual decrease of 2.4%.

Figure 4 shows refined palm
oil to be the major export from
Malaysia. It also shows that 60% of
the total export volume was in the
form of processed palm oil valued at
RM42.29 billion, followed by palm-
based oleochemicals (12%) valued
at RM15.02 billion and CPO (12%)
valued at RM7.72 billion. In terms of
value, it is clear that the downstream
sector ultimately delivers more
revenue to the industry. Meanwhile,
Indonesia is still focusing on CPO
which remains the major export
earner for the country, accounting
for 90% of her total exports. In
terms of the downstream sector,
Indonesia still lags behind Malaysia
(Antaranews.com, 2017).

Palm oil is one of the important
feedstock sources for the palm-
based oleochemical industry.
The main advantage of using
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Figure 3. Compound annual growth rate (CAGR) for exports of Malaysian palm-based
oleochemicals to EU.
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Figure 4. Malaysia’s export volume and value of various oil palm
products (%), 2017.

palm oil as the feedstock for
oleochemical production is its
price competitiveness against other
vegetable oils. In 2017, Indonesia
and Malaysia produced 36.50
million and 19.92 million tonnes
of palm oil, respectively (Oil World,
2018; MPOB, 2018a). Total export
volume of Malaysian palm-based
oleochemical products in 2017
amounted to 2.77 million tonnes.
In the same year, EU was the major
export market (16.20%), followed by
China (15.86%) and USA (11.05%)
(Figure 5). With rapid growth in
palm oil production providing a
stable supply of feedstock to the
oleochemical producers, Malaysia
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can play a big role in satisfying
global demand.

In 2015, the global market
demand for oleochemical products
was 12.86 million tonnes, and this
is expected to reach 18.82 million
tonnes by 2024, with a value of
USD30.15 billion (Grand View
Research, 2016). As Malaysia is
one of the oleochemical producers,
the government has pushed for
greater investment in this high-
yielding downstream sector which is
expected to generate an incremental
Gross National Income (GNI) of
RM14 billion by 2020 (Kamil,
2015).

Generalised System of Preferences
(GSP)

EU has encouraged trade with
developing countries since 1971
(Brenton and Manchin, 2003) by
lowering import tariffs at the points
of entry into EU. The discount
system is called the Generalised
System of Preferences (GSP) scheme.
The GSP scheme is a preferential
tariff system created by developed
countries (also known as donor
countries) which provides a formal
system of exemption from the
general rules of the World Trade
Organisation (WTO). Specifically,
it functions in the form of reduced
Most-Favoured Nation (MFN)
tariffs or duty-free for developing
countries (also known as beneficiary
countries) to export their products
to EU. The main objectives are to
enhance export earnings, promote
industrialisation and encourage
economic development.

EU determines which countries
pay less or no duty, and for which
products, when exporting to EU’s 28
member countries trade bloc based
on its existing rules. The scheme
has been reviewed, renewed and
revised every ten years (McQueen,
2007), and the changes are agreed
by the European Parliament and the
Council. The GSP scheme is seen as
a powerful tool as it is designed to
provide the most in-need countries
with preferential access to the EU
market of a population of 513
million in 2017 (Palen, 2018).
Beneficiary countries are categorised
as least developed countries (LDCs),
low and lower-middle income
developing countries. EU has
the capability to withdraw the
preferences when the beneficiary
country’s exports have increased
(Ozden and Reinhardt, 2005), and
for countries that are classified as
upper-middle income and above
by the World Bank during the most
recent three years based on their
Gross National Income (GNI) per
capita.
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Figure 5. Exports of Malaysian oleochemicals to major destinations (%), 2017.

Malaysia is still ahead of
Indonesia in terms of production
of higher value-added, more refined
oleochemical products (Ku, 2014).
Indonesia, however, as the world’s
largest palm oil producer, has
actively embarked on developing
her downstream industries. In
terms of the EU policy with regard
to the GSP scheme, Malaysian
palm oil and palm-based products
under Chapter 15 (HS1511, 1513,
1516 and 1517) from Customs
Tariff Codes for Oil Palm Products
and Schedule of Tariff Rates had
graduated since 1999 (Ahmad,
2005). Chemicals and chemical
products, including palm-based
oleochemicals under HS3823, had
also fully graduated from the GSP
scheme on 1 January 2014 under
EU’s new GSP scheme (Regulation
EU 978/2012). Thus, import duty is
payable at MFN tariff rate. Malaysia
no longer enjoys the scheme as she
is classified as an upper middle
income economy by the World
Bank (Department Solutions, 2017),
and the products concerned have
become very competitive in the EU
market.

Similar to the case of Malaysia,
Indonesian palm oil and palm-
based products under Chapter 15
(HS1511, 1513, 1516 and 1517)
had graduated since 1999. Under the

new GSP scheme, Indonesian palm-
based oleochemicals (HS3823)
were suspended (Ahmad, 2005).
Thus, there was a level playing
field for Malaysia and Indonesia
from 2014 to 2016. However,
effective from 1 January 2017 to 31
December 2019, under Regulation
EU 2016/330, the suspension on
palm-based oleochemicals has been
lifted (Commission Implementing
Regulation EU, 2016). Thus, the
products under HS3823 from
Indonesia enjoy the GSP preference
at 0%.

Indonesia’s palm-based
oleochemical producers enjoy
an import duty advantage when
exporting into EU unlike Malaysia as
there is an exemption of import duty
under the GSP scheme (Table 1) for
selected palm-based oleochemical
products. This will give Indonesian
producers a three-year advantage
over their Malaysian counterparts.

According to Ismail (2008) in a
study that examined the pattern of
trade between Malaysia and eighty
trading partners using the gravity
model, it was found that Malaysia
traded with countries which were
similar in terms of size but different
in terms of factor endowment. In
determining the factors affecting
exports between Malaysia and the
OIC member countries, Abidin

et al. (2013) used panel estimation
for the gravity model, and found
that size effects, level of openness
of the economy, inflation rate and
the exchange rate were the major
determinants of Malaysian exports
to OIC countries.

In addition, various studies
have used the gravity model to
examine the flows of trade. In 2004,
Anderson and Wincoop investigated
trade cost using the gravity model.
They found that international trade
cost and local distribution cost
dominated the cost of production.
Amin et al. (2009) discussed
whether intra-ASEAN trade is trade
creating or trade diverting; Kaur and
Nanda (2011) focussed on actual
potential exports from Pakistan to
SAARC countries; Ismail and Mawar
(2012) presented the impact of the
Organisation of Islamic Conference
(OIC) membership on Malaysian
exports; while Khan et al. (2013)
investigated Pakistan’s bilateral trade
flows with major trading partners.
Following these, a study by Masron
et al. (2014) also used the gravity
model in examining the trends of
Malaysia’s exports to the Middle
Eastern Asian Countries (MEACs),
while Wang (2016) studied the
factors influencing Japan’s soyabean
import trade. The gravity model
has also been used to explore the
impact of EU’s generalised system
of preferences (EU-GSP). A study
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TABLE 1. IMPORT DUTY COMPARISON FOR SELECTED OLEOCHEMICAL PRODUCTS

HS Code 2017 Product Import duty
(before January 2017) %
Malaysia Indonesia Import
origin origin duty
advantage
3823110000 Stearic 5.10 5.10 None
acid
n
S
&
3823120000 e Oleic acid 4.50 4.50 None
3823190000 i Other 2.90 2.90 None
3823700010 Fatty alcohols 3.80 3.80 None

by Lubinga et al. (2017) was on the
impact of the EU-GSP scheme on
fruit and vegetable exports from East
Africa. They found that the EU-GSP
scheme promotes bean exports from
the three East African states as well
as pepper from Uganda. This shows
that EU-GSP promotes trade flow
into the EU market (Cardamone,
2011; Cireraetal., 2011).

GSP is expected to positively
affect exports from developing
countries as it provides greater
access to the donor countries. A
study by Nilsson (2002) on the
effects of the EU’s Lome Convention
and GSP on exports from developing
countries found that both the Lome
Convention and GSP had positive
and statistically significant effects
on the exports from developing
countries. This finding was also
supported by van der Geest (2017)
which stated that countries that had
entered into free trade agreements
(FTAs), as well as countries that
exited the GSP scheme post-2013,
have all increased their exports in
comparison with other countries
that did not participate in the GSP
scheme or have an FTA arrangement.

Malaysia being the second largest
producer of palm oil in the world
after Indonesia, the differential
in trade treatment by the donor
countries is presumed to affect the
performance of exports of either

6

Malaysia or Indonesia. A study
by Baldwin and Murray (1977)
found that for the United States
GSP scheme, trade diversion was
lower than trade creation in general.
Moreover, most of the trade diverted
to the beneficiaries was at the expense
of the developing countries that
did not enjoy the said preferential
scheme. However, the sensitivity of
trade diversion from one country
to another country depended on
the elasticity of substitution. The
higher the value of elasticity, the
higher the trade diversion effects
(Karsenty and Laird, 1987). In a real
case, IOI Corporation Berhad, one
of the leading Malaysian plantation
companies, reported that the
graduation of Malaysia from GSP
status in Europe in 2014 caused
intense competition to their fatty
acid sales in EU (IOl Corporation
Berhad, 2016).

MATERIALS AND METHODS
Materials

In line with the aim of this study;,
which is to examine the impact of the
granting of EU GSP to Indonesia on
the export performance of Malaysian
palm-based oleochemicals, a
quantitative research methodology
was adopted. Annual data from EU-
28 countries for the period 2000-

Import duty
(effective January 2017) %
Malaysia Indonesia Import
origin origin duty
advantage
5.10 0 5.10
4.50 0 4.50
2.90 0 2.90
3.80 0 3.80

2017 were used. The study used
the Custom Tariff Codes HS3823
(covering industrial monocarboxylic
fatty acids, acid oils from refining
and industrial fatty alcohols) which
comprise all the products stated in
Table 1.

Data on per capita Gross
Domestic Product (GDP), consumer
price index, real effective exchange
rate index and trade to GDP ratio
were obtained from the World
Development Indicator (WDI)
database of the World Bank. Export
data on Malaysias and Indonesia’s
palm-based oleochemicals to the
EU countries were obtained from
the MPOB database and Badan Pusat
Statistik Indonesia, respectively.
Data on distance (in kilometres)
between Kuala Lumpur (capital of
Malaysia) and other capital cities of
the EU countries were obtained from
the website http://www.chemical-
ecologynet/java/lat-long.htm. Data
on import taxes for palm-based
oleochemicals to EU from Malaysia
were obtained from the Malaysian
Customs Department.

Methods

A gravity model was developed
to explain the trade flows between
Malaysia and EU. The basic idea
which influences the interaction of
masses has been taken from Newton’s
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Law. This law was discovered by
Sir Isaac Newton and reported
in his famous work Philosophiae
Naturalis Principia Mathematica
in 1687. The law states that the
attractive force between two bodies
is directly related to their size and
also negatively correlated with the
distance between them.

The gravity model has been
long recognised for its consistent
empirical success in explaining
many different types of flow, such
as migration, commuting, tourism
and commodity shipping. The
first people to apply the model to
international trade studies were
Tinbergen (1962) and Poyhonen
(1963), when analysing the patterns
of bilateral trade flows among the
European countries. Since then, the
gravity model has become a popular
instrument in empirical foreign
trade analysis.

Martinez-Zarzoso and Nowak-
Lehmann (2003) applied the gravity
model to assess the determinants
of bilateral trade flows between
EU and Mercosur countries. The
model was used to investigate the
relationship between the volume
and direction of international trade
and the formation of regional trade
blocs where members were in
different development stages. This
study found that the fixed effect
model is preferred to the random
effect gravity model. Infrastructure,
income difference and exchange rate
were found to be important factors
in bilateral trade flows.

The gravity model used to study
the Malaysia-EU exports of palm-
based oleochemicals is as follows:

tax difference between Malaysia and Indonesia due to the

dummy variable (1 if there is a language barrier, 0 otherwise)
dummy variable (1 if landlocked country, O otherwise)

INF = inflation rate
REER = real effective exchange rate index (2010=100)
TR/GDP = trade to GDP ratio
Tax =
granting of EU GSP to Indonesia
DIS = distance between the capital cities (km)
Lang =
LLock =
U = error term
o_s = parameters
I = exporter (Malaysia)
] = importers (EU28 countries)
T = time

The dependent variable is
the export value of Malaysia’s
oleochemicals to every country in
EU28. Per capita gross domestic
product (PCGDP) of Malaysia and
the EU countries was used as a proxy
for the level of development and
infrastructure that are essential to
conduct trade, and as such the more
developed the countries, the more
would be the trade between the pair
of countries. These two variables
were expected to have a positive
impact on export performance.

Bergstrand (1985) and Dell’
Ariccia (1999) showed that the
addition of information related to
exchange rate on the gravity model
helped to explain the trade variation
among trading countries. The trade
to GDP ratio variable is generally a
proxy to indicate the openness of a
country. The more open the country,
the more would be the trade. We
expected a positive sign for this
variable.

Other than that, geographical
distance was used as a proxy for
transportation cost and cultural
dissimilarities. The distance variable

8]“”6“ + GzLLOCK + u‘“

In(Xy,) = @o + @, In(PCGDP,) + a; In(PCGDPy,) + as In(INFy) + ay In(INF;,) +
a;In(REER,,) + agIn(TR/GDPy,) + a; In(TR/GDP,) + ag In(TAX;,) + agIn(DIS) +

where:

X

counties of EU28
PCGDP =

Malaysian palm-based oleochemicals export value to the

gross domestic product (per capita)

was expected to cause a negative
impact on trade flows because
transportation cost is proportional
to the distance between any two
countries. A number of dummy
variables covering common aspects
of the relationship between the
trading partners were also included
in this study.

Inflation rate was measured by
consumer price index used as a
proxy. Inflation is when we have to
pay more for the same goods and
services for which we had been
paying less. As inflation increases,
exports to other countries will
decrease. This is because, driven by
a higher inflation rate, traders will
need to pay more, thus they will try
to look for alternatives for the same
goods and services.

Finally, the difference in tax
imposed on exports of Malaysian
and Indonesian palm-based
oleochemicals to EU was also
included in the model to capture
the impact of the granting of EU
GSP to Indonesia on the export
performance of Malaysian palm-
based oleochemicals. This variable
was expected to have a negative
implication to the dependent
variable, i.e. the higher the tax
difference between Malaysia and
Indonesia, the lower would be the
exports of Malaysian palm-based
oleochemicals to EU.

For the panel analysis, the
Hausman test was employed to
determine whether a fixed effect
(FE) model or a random effect (RE)
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model was more appropriate to be
employed. One of the econometric
advantages in using panel data is that
it allows for individual heterogeneity
which is not applicable if time series
or cross-sectional data were used
(Baltagi, 1995).

RESULTS AND DISCUSSION

Table 2 shows that the Hausman test
suggests that the fixed effect model
is more appropriate in explaining
the model for Malaysia-EU export
of palm-based oleochemicals.
Discussion and interpretation
of the results will therefore only

deal with the fixed effect model.
After conducting the residual tests,
the results are shown in Table
3.

The intercept coefficient is
the expected mean value of the
dependent variable when all
independent variables are equal
to zero. The coefficient stated in
the results shows a high value
and is highly significant which
indicate the influence of other
independent variables that may
have correlated with the dependent
variable but are not included in this
model. However, as the independent
variables used in this model can

TABLE 2. ESTIMATION RESULTS FOR THE EXPORT MODEL

Variable Fixed effect
model
C -86.942***
(-3.358)
LNPCGDP, 4.289
(1.108)
LNPCGDP, 2.602***
(2.673)
LNINF, -1.67
(-0.243)
LNINF, 3.350**
(2.299)
LNREER, 2.992
(1.623)
LNTR/GDP, 2.574
(1.331)
LNTR/GDP, 0.402
(0.395)
LNTAX -0.139
(-0.833)
LLOCK
LNDIST
LANG
R-squared 0.892
F-test 53.613
Hausman 0.007
test

Note: * significant level at 10%, ** significant level at 5%, *** significant

level at 1%.

8

Random effect Pooled
model model
-102.142** -106.639**
(-2.458) (-2.274)
5.312 8.107
(1.425) (1.112)
2.297*** 1.922***
(3.660) (5.897)
-2.538 -7.621
(-0.372) (-0.563)
3.805*** 4.679**
(2.802) (2.002)
3.248* 3.513
(1.947) (1.124)
2.800 2.996
(1.456) (0.789)
-0.249 -0.735**
(-0.384) (-2.130)
-0.168 -0.356
(-1.063) (-1.320)
-2.616*** -2.285%**
(-2.752) (-3.619)
1.183 1.588
(0.295) (0.879)
0.771 -0.302
(0.965) (-0.819)

never be zero, then the intercept has
no intrinsic meaning (Grace-Martin,
n.d., para. 4).

The coefficient of country j’s
per capita GDP has a positive
sign and was found to be highly
significant at the 1% level (Table
3). The positive sign is consistent
with the theoretical explanation.
Thus, with 1% increase in country
j’s per capita GDP, the export of
Malaysian oleochemicals would
increase by 2.4%. This indicates that
Malaysia’s oleochemicals export to
EU is determined by the size of the
economy. Simply put, an increase
in per capita GDP of country j will
result in an increase in the tendency
of country j to import palm-based
oleochemicals from Malaysia.

The variable for Malaysia’s
inflation shows a positive sign and
is statistically significant at the
5% level. It is estimated that 1%
increase in Malaysia’s inflation rate
will increase demand for Malaysia’s
palm-based oleochemicals from EU
by 11.5%. In theory, a high rate of
domestic inflation makes domestic
goods unattractive to the foreigner,
and thus reduces the demand for
exports while increasing imports.
However, increased demand
for a domestic currency in the
international foreign exchange
market due to a significant increase
in exports will lead to a rise in
interest rates in the said country,
thus resulting in a rise in the cost
of money in the form of interest
rates. There is a direct relationship
between rising interest rates and
inflation; hence, when interest rates
increase, inflation rate increases too.

For exchange rate, the
positive coefficient suggests that a
depreciation of the real exchange
rate would encourage Malaysia’s
exports to country j. It is estimated
that a depreciation of the real
exchange rate by 1% would increase
Malaysia’s export to country j by
5.5%.

The coefficient of trade to GDP
ratio is significant at the 5% level,
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TABLE 3. ESTIMATION RESULTS OF PALM-BASED
OLEOCHEMICALS EXPORT TO EU

Variable Fixed effect
model
Constant -118.284***
(-2.600)
LNPCGDP, 2.404***
(12.743)
LNINF, 11.545**
(2.232)
LNREER, 5.479*
(1.833)
LNTR/GDP, 6.326**
(1.998)
LNTAX -0.635**
(-2.339)

and possesses an expected positive
sign. This indicates empirically that
Malaysia’s palm-based oleochemicals
export to country j can be raised
by promoting pro-liberal and free
trade policies for the Malaysian
economy. The estimation suggests
that Malaysia’s export to country
j would increase by 6.3% with a
1% increase in Malaysia’s trade to
GDP ratio. Reducing trade taxes,
among others, may boost Malaysia’s
export of oleochemicals to the EU
countries.

Finally, the coefficient of the
tax difference variable is shown to
be significant at the 5% level. This
means that for every 1% increase in
the tax difference between Malaysia
and Indonesia, Malaysia’s palm-
based oleochemicals export to EU
will be reduced by 0.6%. Thus,
with the implementation of EU
GSP on Indonesia’s palm-based
oleochemicals export, Malaysia will
continue to lose her competitiveness.

CONCLUSION

This study focused mainly on
investigating the factors that
influence import demand for
Malaysian palm-based oleochemical
products in EU. The study found that
EU’s granting of GSP to Indonesia’s
palm-based oleochemicals caused

P-value Standard
error
0.010 45.498
0.000 0.189
0.027 5.172
0.068 2.990
0.047 3.167
0.020 0.271

a negative impact on the export
performance of Malaysia’s palm-
based oleochemicals to EU. For
every 1% increase in the import tax
difference in EU between the two
countries, Malaysia’s palm-based
oleochemicals export will reduce
by 0.6%. With this advantage in
using the GSP scheme by Indonesia
for her palm-based oleochemicals,
Malaysia will continue to lose her
competitiveness when exporting to
EU. The result is in line with the
findings from a study by Seyoum
(2006) on the US GSP scheme,
where the results showed that the
GSP scheme had a significant and
positive effect on exports from a
beneficiary or developing country.
However, the imports of graduated
products in EU decreased as a
consequence of graduation (Eggers,
2017), just as is happening to
Malaysia when compared with
Indonesia.

RECOMMENDATION

The future of the palm-based
oleochemical industry is seen to
be secure, especially for Malaysia
as the world’s second largest palm
oil producer and exporter. The
Malaysian government may need
to further improve and reformulate
its strategy and policies to meet

the increasing demand for palm-
based oleochemicals in EU. From
the findings of this study, it is
recommended that Malaysia should
promote pro-liberal and free
trade policies as these may boost
Malaysia’s export performance,
especially to EU. The manufacturing
sector, especially in the developed
countries, is shifting away from
petrochemicals even though the
price of crude oil is still relatively
competitive; thus, there is a demand
for biodegradable products.
Other than that, the household
consumption of palm-based
oleochemical products is expected
to increase, especially to cater for
the demand for biodegradable
detergents and cosmetics.
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