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ABSTRACT

Price is determined by market forces of supply and demand, interacting
together to produce an equilibrium price. Mismatch of these forces can
cause price to change. Frequent and continuous changes in price will
lead to volatility which appears to be increasing over time, especially
in the oils and fats sector. This gives an indication that the sector has
become complicated over time. Not only the volatility increased over
time, the prices themselves had up-trended and exhibited the presence
of trend factor. Other factors, such as seasonal and cyclical factors were
not transparent. This article analyses trends for prices of selected oils
and fats, including that of crude oil. It also describes the strategies of
the Malaysian government to narrow down the widening gap between
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soyabean oil and palm oil prices.

INTRODUCTION

Palm oil is the largest produced
and traded oil in the world. Its
production, consumption, export
and import increased significantly
from 2000 until 2012 compared
to the performances of other oils
and fats. Despite this sterling
performance, its price exhibits
instability and fluctuated in the
past. Taking the period from
1980 to 1982, for instance, price
fluctuation, which normally can
be measured statistically by the

coefficient of variation (COV)!,
is about 13%. This means that its
variation was about 13% around
its mean during the period. Recent
period of between 2011 and 2013
(June), however, shows that the
COV rose to 17%, indicating
higher volatility compared to the
period in the 1980s. Taking the
whole period of between 1980 to
2013 (up to June), the volatility
was much higher as the COV
produces a value of 51%. The
increasing volatility of crude palm
oil (CPO) price is partly due to

! Coefficient of variation (COV) is a single variable setting is the ratio of the standard
deviation to the mean. It describes the dispersion of the variable in a way that does
not depend on the variable’s measurement unit. The higher the COV, the greater the
dispersion in the variable will be (www.variation.com/cpa/help/hs114.htm, Taylor
Enterprises, Inc. and www.ats.ucla.edu/stat/mult_pkg/faq/general/coefficent_of_

variation).
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the increase in complexity of the
oils and fats sector presently in
the world market. CPO price had
also been observed to accelerate
positively over the years since
1980 until 2013 (up to June). An
analysis on its trend shows that if
time advances by one month, CPO
price will increase by RM 4.84/t.
Thus, CPO price had advanced
positively from RM 905/t in the
1980s to reach RM 2916 /t in recent
times.

Theoretically, price is
determined by market forces in the
international market. In an ideal
situation, an equilibrium price
is achieved when supply meets
demand. In reality, however, this
condition may not be realised due
to many factors which may cause
amismatch of supply and demand.
This mismatch will increase further
the volatility of prices as what is
happening presently.

This article will deal with the
price trends of selected vegetable
oils in the past and the factors
involved in their developments.
In developing a market strategy, it
is important to understand these
factors. The factors can be either
long-term or short-term factors.
Latest developments in the market
indicate that there are also new
factors which have contributed to
the price changes. They have so
far increased the volatility further,
and increased the complexity of
the oils and fats sector. The article
also deliberates on the Malaysian
government strategies to stabilise
CPO price and to narrow down
the price differential between
palm oil and soyabean oil, its main
competitor.

OVERVIEW OF OILS AND
FATS

The oils and fats sector has 17 oils
and fats which can be grouped
into either vegetable oils or animal
oils/fats. The sector showed a

remarkable increase in production
and consumption. The rates of
growth for both production and
consumption were almost the
same in the past 12 years since
2000 at about 4.07% and 4.09%,
respectively. Due to this, their
volumes were very close with one
another in 2012 at about 184-
185 million tonnes each (Table
1). In 2000, the production and
consumption were in the range of
113-115 million tonnes.

Individual oils and fats, however,
showed varying rates of growths for
both production and consumption
from 2000 to 2012. Among them,
palm oil was the most rapid as
it recorded the highest annual
growth rates for both production
and consumption at 7.63% and
7.44%, respectively (Table 1).
This increased its production
and consumption to their highest
levels; 52.8 million tonnes for
production in 2012 from 21.87
million tonnes in 2000, and 51.49
million tonnes for consumption
from 21.77 million tonnes. As
such, palm oil’s share of total
vegetable oils production increased
from 23.66% to 36.70%, and
palm oil consumption share from
total vegetable oils consumption
increased from 23.87% to 36.18%.
This also led to the increase of
its shares from total oils and fats
production and consumption in
2012 to 31.71% and to 31.19%,
respectively.

There were also some vegetable
oils which recorded a reduction
in volumes in 2012 from those in
2000. Groundnut oil and linseed
oil recorded a decrease in their
production and consumption
volumes in 2012 from 2000. For
coconut oil, there was a decline
in its production but not in its
consumption. Within the animal
oils/fats group, only fish oil recorded
declines in both its production and
consumption volumes and, in fact,
it was the lowest produced and
consumed oil.

Export and import of total oils
and fats recorded smaller volumes
than production and consumption.
Proportion of export and import
from production and consumption
is generally less than 40%. This
implies that most oils and fats, such
as lard, butter, sesame, groundnut
oil and cottonseed oil, are produced
mostly for local consumption
rather than for export. In contrast,
other oils and fats, such as palm
oil, coconut oil, castor oil, fish oil
and palm kernel oil, are produced
mainly for export.

Both exportand import volumes
of oils and fats also showed similar
trends as those of production
and consumption volumes. The
corresponding volumes of oils
and fats had surged significantly
in 2012 by almost doubling their
amounts from 2000, or at a rate of
6% annually in each case (Table 2).
Their total volumes were almost
similar in both 2000 (about 36
million tonnes each) and in 2012
(about 72 million tonnes each).

Total export and import of
vegetable oils had each surged
by about the same rate of 6.6%
annually to about 68-69 million
tonnes in 2012 from 32 million
tonnes in 2000 (Table 2). Out of
these vegetable oils, only coconut
and groundnut oils recorded a
decline in both their export and
import volumes within the period.
Cottonseed and corn oils registered
a reduction in import volumes
while a fall in export volumes
only registered by coconut oil.
Meanwhile, for animal oils or fats,
consumers were shying away from
tallow and lard as their traded
volumes recorded a decline during
the period.

Overall, palm oil was the leader
by recording the highest rates of
growth at 8.68% for export and
8.89% for import between 2000
and 2012 to become the fastest
growing traded oil in the world.
In 2012, its export and import
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TABLE 1. PRODUCTION AND CONSUMPTION OF OILS AND FATS IN 2000

Palm oil

Palm kernel oil

Soyabean oil

Cottonseed oil

Groundnut oil

Sunflower ol

Rapeseed oil

Corn ol

Coconut oil

Olive oll

Castor oll

Sesame oil

Linseed oil

Total Vegetable Oils

Butter

Tallow

Fish oil

Lard

Total Animal Qils/Fats

Grand Total

Of Grand Total:
Veg. oils (%)
Animal oils/fats
Palm oil (%)

Of Veg. Qils Total:
Palm oil (%)

Note

AND IN 2012 (‘000 t)

Production Consumption
2000 2012 C&();)R 2000 2012 C@BR
21 867 52 814 7.63 21771 51 493 7.44
2 698 5931 6.78 2 550 5772 7.04
25563 41 751 417 25135 42 054 4.38
3 850 5134 2.43 3 856 5151 2.44
4 539 3851 @ -1.36 4 533 3 886 -1.28
9745 14 924 3.62 9404 14 467 3.65
14 502 24206 @ 4.36 14 471 24 012 4.31
1 966 2 684 2.63 1940 2724 2.87
3 261 3244 @ -0.04 2 962 3233 0.73
2 540 3349 2.33 2 669 3312 1.82
497 689 2.76 488 678 2.78
705 868 1.75 706 868 1.74
705 635 -0.87 730 635 -1.16
92438 160080 4.68 91215 158285 4.70
5967 7 580 2.01 5941 7 606 2.08
8 202 8 347 0.15 8 153 8412 0.26
1411 951 -3.23 1395 1 007 -2.68
6 739 8 274 1.72 6728 8 271 1.74
22 319 25152 1.00 22 217 25 296 1.09
114 757 185 232 4.07 113432 183 581 4.09
80.55 86.42 - 80.41 86.22 -
19.45 13.58 - 19.59 13.78 -
19.06 31.71 - 19.19 31.19 -
23.66 36.70 - 23.87 36.18 -

: CAGR - compounded annual growth rate (%).

Source : Oil World Annual (2007 - 2012) and Oil World Weekly (9 December 2012).
MPOB - for data on Malaysian palm oil and palm kernel oil.

volumes, which amounted to
almost 40.6 to 40.8 million tonnes
each, had increased by more than
twice its volumes in 2000. This
represents more than one half of
the traded oils and fats and of the
traded vegetable oils in 2012, an
improvement from those in 2000
which were less than 50%.
Although the proportion of
export of vegetable oils from their
production is generally less than

one half (43%) (Table 2), some
individual vegetable oil, especially
palm oil, showed a higher share.
Palm oil export share was the
highest from its production at
68.69% in 2000 and 77.2% in 2012.
Hence, palm oil produced in the
producing countries like Malaysia
is mainly being exported and
relatively smaller amount being
consumed locally. This trend is
due to its small population. Other

exported oils, however, showed
smaller shares of 21.5% in 2012 in
the case of soyabean oil, and 17.2%
in the case of rapeseed oil.

In terms of closing stocks, there
was an increase in volume from
2000 to 2012 for total vegetable
oils, and for total oils and fats.
However, the stock for total animal
oils/fats has reduced. Similar to
its production, consumption and
traded volumes, palm oil closing
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TABLE 2. EXPORT, IMPORT AND CLOSING STOCKS OF OILS AND FATS IN 2000 AND 2012 (‘000 t)

Oils and fats
2000

Palm oil 15019
Palm kernel oil 1220
Soyabean oil 6771
Cottonseed oll 196
Groundnut oil 235
Sunflower oil 3 054
Rapeseed oil 1783
Corn oll 768
Coconut oil 2 046
Olive oll 496
Castor oll 276
Sesame oil 25
Linseed oil 122
Total Vegetable Oils 32 011
Butter 666
Tallow 2215
Fish oil 849
Lard 193
Total Animal Oils/Fats 3923
Grand total 35934
Of Grand Total:

Veg. oils (%) 89.08

Animal oils & fats

(%) 10.92

Palm oil (%) 41.8
Of Veg. Qils Total:

Palm oil (%) 46.92

Note

Export
Out of
CAGR rodn
2012 " i': o1 2000
(%)
40757 868 772 15223
3017 7.84 509 1242
8 995 24 215 6548
208 0.5 4.1 198
192 -1.67 50 239
7116 73 477 2959
4173  7.34 172 1778
890 124 332 790
1975 -029 609 1851
878 487 262 510
511 527 742 266
38 355 4.4 25
97  -1.89 15.3 143
68847  6.59 43 31772
784  1.37 103 627
1679 -228 201 2260
909 057 956 819
122 -3.75 15 204
3494  -0.96 14 3910
72 341 6 39 35682
9517 - - 89.04
. - - 10.96
56.34 - - 42.66
502 - - 47.91

: CAGR - compounded annual growth rate (%).

Source : Oil World Annual (2007 — 2012) and Oil World Weekly (9 December 2012).
MPOB — for data on Malaysian palm oil and palm kernel oil.

stock was also the highest of all the
17 oils and fats in both 2000 and
2012. This may explain why palm
oil price is among the lowest in the
world market as its high ending
stock has a negative influence on
its price.

The closing stock is, in
fact, related to production,

consumption, import and export
in the following relationship:

Closing stock = production +
import + beginning stock — export —
consumption

From the above, it is clear that
palm oil is the largest produced,

Import Closing stock
2012 C@Z’;R 2000 2012
40 607 8.89 4059 7933
3 044 8.71 435 713
8 926 3.51 3222 4488
216 -1.92 379 457
186 -1.56 460 385
6 787 505 1656 1625
4105 6.37 1445 1938
881 -0.4 250 226
2001 0.38 471 367
873 413 1054 1080
494 4.35 63 78
36 3.88 47 49
102 -3.2 109 72
68 258 6.65 13650 19411
782 1.46 606 559
1718 -1.18 749 492
863 0.4 264 221
119 -4.71 455 516
3482 069 2074 1788
71740 6.06 15724 21199
95.15 - - -
4.85 - - -
56.6 - - -
59.49 - - -

consumed and traded oil in the
world. Its production is mainly
dominated by Malaysia and
Indonesia with the latter being
the leader. Its demand is largely
driven by the massive economies
of China and India. By 2020, palm
oil demand will constitute a high
of 38% of the world’s vegetable oil
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consumption (Bernama, 2012). Its
long-term demand would continue
to rise with the population in
Asia growing and as economies
become more developed. Palm
oil would also see strong demand
from developed economies, driven
by the industrial use of palm oil
products such as for oleochemicals
and biodiesel.

PRICE DETERMINATION

Price is derived by the interaction of
supply and demand (Tradingchart.
com, 2012). The resultant market
price is dependent upon both of
these fundamental components of
a market. An exchange of goods
or services will occur whenever
buyers and sellers can agree
on a price. When an exchange
occurs, the agreed upon price is
called the ‘equilibrium price’, or
a ‘market clearing price’. This can
be graphically illustrated as in
Figure 1.

For the supply of a perennial
commodity like palm oil, its
production in Malaysia is
constrained by the restriction
of resources, such as land. With
limited land availability, land
owners should decide on the
optimal use of their land either
as a main source of income or
for non-agricultural purposes.
Naturally, the owner would choose
to maximise his profit by choosing
the one that will provide him the

Price/t

4

best income for long-term. He
also needs to plan how much
to produce and get the highest
return per tonne of oil. The
higher the net return, the more
the producer would invest in oil
palm cultivation. In this regard,
profit can be regarded as a function
of cost and price. In the short run,
however, unit cost would remain
almost constant and therefore what
matters most is the price. Hence,
the producer will increase his
output as long as the price of the
commodity is remunerative, and
vice versa (Figure 1).

On the demand side, palm oil is
generally consumed for frying and
cooking. In the non-edible sector,
it is used in the manufacturing
of soaps, shampoos, detergents,
pharmaceuticals, etc. Theoretically,
the consumers want to satisfy their
needs by using as much oil as
possible. But the limitation is their
disposable income. The amount of
resources used and the purchasing
decision depends on the price
of the oil. As such, the demand
for palm oil increases as its price
decreases or vice versa (Figure 1).

The interaction between the
supply and demand determines
the price of the commodity, agreed
upon by both buyer and seller. This
price is represented by P which is
an equilibrium price in Figure 1.
This is the situation in which there
is no inherent tendency to change,
quantity demanded equals quantity

Supply

P — equilibrium price

:Demand

Quantity, t

Figure 1. Supply and demand relationship.

supplied and the market just clears
(Econweb, 2013). In the palm
oil industry, the buyer and seller
form the individual economic
units (Pindyck and Rubinfeld,
2005) and when they interact,
they then form the market. Thus,
a market is a collection of buyers
and sellers that determine the price
of a commodity.

Movement in prices can be
affected in short-term or in long-
term. For short-term, prices can be
affected by changes in the supply
and demand conditions, whereas
for long-term they are affected by
the shifts in supply and demand
curve. For the former, the supply
can change either upwards or
downwards and moves along its
curve and this may be caused by
extreme weather conditions. On
the demand side, when more palm
oil is used due to higher prices of
substitute products, say soyabean
oil, it similarly causes its demand
to change and moves along the
demand curve. These changes in
the supply and demand conditions
change the prices in the short-
term.

In longer-term, price is affected
when the supply curve is shifted
due to changes in the production
techniques or a change in the cost
of inputs. In Figure 2, the upward
shift moves the supply curve from
S to S’, bringing the price to a
new position P. On the demand
side, the upward shift moves the
price to the new position P**
from P* (Figure 3). A number
of demand shift factors exist,
including household income, taste
and preference, changes in price of
substitutes, etc.

PRICE TRENDS IN THE PAST

Asprice is determined in the market
place, oils and fats had established
two salient features for their prices
in the past, i.e. variability and
volatility (Mad Nasir and Fatimah,
1995). Here, volatility can mean

5
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Figure 2. Shift in supply curve.
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Figure 3. Shift in demand curve.

a directionless measure of the
extent of the variability of a price
or quantity (Gilbert and Morgan,
2010). For the volatility of oils
and fats prices, it is reflected in
Figure 4. It is clear that the prices
had moved in an unpredictable
manner which require consumers
and manufacturers to plan and
budget more effectively, or even to
switch to a competing oil in some
circumstances. The variability,
caused by the changes in the
prices, resulted from a mismatch of
supply and demand. This explains
why the prices sometimes did not
move together although they were
generally seen to be moving in the
same direction and in tandem. The
mismatch could be due to, among
others, the harvesting problems,
changes in import tariffs in certain
country like India, and increase in
biodiesel demand which boosted
biodiesel feedstock production.

6

In long-term, the vegetable
oils, especially palm oil, formed
a bandwidth of long-term price
trends which is trending up over
time. In some years, they were
bearish and in other years they
were bullish. With this pattern,

2000

1500

S 1000
-]

500

0

only the trend component is
present in the price series with no
seasonal or cyclical components
present. This is not similar to
their production trend pattern,
especially perennial trees, in which
all the four components (trend,
seasonal, cyclical and random)
exist (Ramli, 2013).

Hence, in this section, the
article deals with an analysis of
price trends of the selected oils and
fats, and price of crude petroleum
oil. The selected oils and fats
include crude palm oil, soyabean
oil, palm kernel oil, sunflowerseed
oil, rapeseed oil, and coconut oil.
The period of analysis is from 2000
until 2012 as the effect of crude
oil price on the selected oils and
fats appears to be very transparent
starting from 2000 (Figure 5 and
Table 3). Prior to 2000, crude oil
price moved in opposite direction
from those of vegetable oils and
showed no relationship. High
negative values of the correlation
indices during the period of 1997
to 2012 are shown in Table 4. Prices
of these vegetable oils, however,
started to show a close positive
association with price of crude oil
only starting from 2000.

Since the prices of the selected
oils and fats and that of crude oil
showed no clear direction in the
future, it is worth discussing them

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Crude palm oil

Sunflower oil

== == lallow

Crude palm kernel oil

Rapeseed oil

=== Soyabean oil

Coconut oil

Figure 4. Prices of selected oils and fats.



AN ANALYSIS ON TRENDS OF VEGETABLE OIL PRICES AND SOME FACTORS AFFECTING CPO PRICE

1600
1400
1200
1000
800
600
400
200
0

uSD/t

A D Aol oo B
o 0 £ Ly £Y LY
oS

& F P s

Rapeseed oil

== == Sunflower oil

== == Palm oil

AN 9 WM

o o A RN
PEF PP PP
Soyabean oil

== Crude oil

Figure 5. Prices of crude oil and selected oils and fats.

in terms of their long-term trend
component and not their seasonal
and cyclical components which are
obviously absent. Many methods of
estimating their trends are available
in Excel software which provides
a number of possible curve fitting
techniques that can fit each price
series. We need to select one best
curve or trend by considering
its R? statistic’. The model with
the highest R* value is the most
reliable model. Here, Excel will
associate price against time which
becomes the independent variable
and the determining factor for
the price movement. This price
model assumes that price moves
with time.

Individual price series had been
analysed. Figure 6 shows the crude
palm oil price series from 2000
until 2012 and its fitted trend line
of the form polynomial with degree
of six,

ie.y =-0.0071t° + 0.3761¢° -
7.7168t" + 76.627¢> - 362.46t* +
672.06t + 193.43

where y represents crude palm oil
price and t represents time. It has
a high R? value of 0.87.

In contrast, if a linear trend is
considered, the equation for crude
palm oil price is:

y =40.906t + 270.43

price, however, did not behave as
such by having a constant rate
of growth every year but more
likely as the one of polynomial
pattern with different rates. The
polynomial curve produces a
higher R?value than that of linear
trend, indicating that it is a much
better model to replicate the real
crude palm oil price.

Other price series show similar
types of trends since they moved in
a similar fashion as crude palm oil
price in the past. All prices, such
as those of soyabean oil (Figure 7),

TABLE 3. PRICES OF CRUDE OIL AND SELECTED OILS
AND FATS (1997 — 2012)

Year Price of Rapeseed Crude Soyabean Sunflower
crude oil palm oil oil oil
oil (USDI/t) prices (USDI/t) (USD/t)
(USD/t) (USD/t)
1997 131.94 565 546 565 581
1998 87.02 628 671 626 728
1999 126.24 423 436 427 507
2000 198.99 347 310 338 392
2001 168.72 402 286 354 484
2002 173.68 485 390 454 594
2003 197.43 600 443 554 593
2004 256.34 685 471 616 684
2005 362.23 669 422 545 677
2006 435.93 794 478 599 658
2007 456.43 969 780 881 1022
2008 689.75 1329 949 1288 1499
2009 417.36 858 683 849 855
2010 562.77 1013 901 989 1074
2011  832.08 1368 125 1299 1387
2012 824.85 1240 999 1226 1263

with R? value of 0.55. It has a
constant value of rate of increase
of 40.91 during the period, giving
a meaning that as time advanced
one period (year), price of palm
oil increased by a constant rate of
RM 40.96/t all the time. The actual

coconut oil (Figure 8), and palm
kernel oil (Figure 9) exhibit almost
the same type of trend lines, i.e.
polynomial of degree six. This
applies also to other related oils
and fats including crude oil price
(Figure 10).

2 R?is a statistical test to measure fitness or accuracy of a model. Its values range from 0 to
1. A value of 1 indicates a perfect fit and reliable for forecasting purposes. In contrast, a
value of O indicates that the model fails to accurately model the data set (from investopedia.

com).
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TABLE 4. CORRELATION OF CRUDE OIL
PRICE AGAINST PRICE OF SELECTED
VEGETABLE OILS AND FATS (1997 — 2012)

Correlation of crude oil price vs.

Period
CPO
1997 - 1999 -0.93
2000 - 2004 0.69
2005 - 2012 0.93

Note: CPO — crude palm oil.
SFO — sunflower oil.
SBO — soyabean oil.

Among the 17 oils and fats,
soyabean oil used to be a major
oil produced and demanded.
For decades, food manufacturers
have selected it for its versatility
and competitive pricing
(soyconnection.com, 2012). This
perception is still dominating the
market and remains as it is until
presently. Due to this, it becomes
the leader in setting the price in
the world market to be followed
by prices of other oils and fats. In
this situation, other oils and fats
are merely price takers and they
make soyabean oil price as their
reference price. This includes palm
oil although it is a dominant oil
in the market presently and in the
future. However, Toh (1989) had
raised an argument that palm oil
can play the role of price leader
due to its dominance in the world
oils and fats market.

Although a major oil in the
world market, palm oil has
followed the general trend of
prices within the oils and fats
complex as a consequence of
its interchangeability with
other members of the complex
(R.E.A Holdings, 2012),
especially soyabean oil. Thus, its
development is partly affected by
the development of soyabean oil
prices as they are close substitutes
and having almost the same end-
products applications (Francis
and Brett 1997; The Edge, 2013;

8

prices of
SFO SBO
-0.94 -0.87
0.54 0.72
0.84 0.93

Ranjeetha, 2013). Assuch, the two
prices become very competitive
with palm oil price following

the trend of soyabean oil price.
However, price of palm oil is
always lower than that of soyabean
oil. It was sold at a discount to
soyabean oil in most of the time
(Figure 11). From 2000 until 2004,
the discount widened to almost
USD 150/t. In 2008, when both
prices were at their high levels, the
discount even increased to higher
than USD 300 /t. Later in 2010, the
discount declined to close to USD
100/tin 2011 and widened again to
close to USD 225/t in 2012.
Other competitive prices are
those coming from lauric oils
group, consisting of those of
coconut oil and palm kernel oil. A
much closer relationship between

1200 y=-0.0071t5+ 0.3761t5- 7.7168t + 76.627t3- 362.46t2 +

672.06t+193.43
R?=0.866
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Figure 6. Crude palm oil price series.
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Figure 7. Soyabean oil price.
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Figure 8. Coconut oil price.
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Figure 10. Crude oil price.
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these two prices can be clearly seen
in Figure 12 for the period between
2000 until 2012. Coconut oil was
at a premium compared to that of
palm kernel oil in most of the time
except in 2003 and 2008.

OILS AND FATS PRICE
FACTORS

As mentioned above, prices of
oils and fats are determined by
forces of supply and demand.
Forces of supply act through the
sellers while forces of demand act
through the buyers. When these
forces interact, there is some kind
of market arrangements where
buyers and sellers are in contact
with one another.

According to canola-council.
org (2012), in order to develop
a marketing strategy, one needs
to be aware of the factors which
enter into price determination.
There are many contributing
factors which can be grouped into
short-term and long-term factors.
The latter are conventional factors
which have some economic or
theoretical concepts to support
their relationships with prices.
They are closing stocks of oils and
fats, prices of close substitutes,
and supply and demand balances
of oils and fats. They can also
include shocks to production
and developments in global stock
(canola-council.org, 2012). In
long-term until 2050, Sarris (2009)
highlighted several factors which
can determine vegetable oils prices
including population, income and
intensifying urbanisation, climate
change impact on agricultural
yields in different parts of the
world, and land and water resources
constraints that determine the
nature of supply response.

While long-term factors are
continuously affecting prices of
oils and fats, varying short-term
factors occasionally can come into
effect. According to Owen et al.
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Figure 11. Price of palm oil and soyabean oil and their differentials.
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Figure 12. Prices of palm kernel oil and coconut oil and their differentials.

(1997) and Mad Nasir and Fatimah
(1995), the prices are driven in the
short-term by their substitution
relationships, weather conditions,
inventories, exchange rates, and
in the prices of the substitutes.
In recent scenario, one could see
that speculation had also shaped
price pattern and may over-ride
fundamental factors.

Thus, at any one time, there
will always be long-term factors
which tend to influence the prices
to fluctuate while the short-term
factors will create a greater impact
by giving a shock to the prices and
increasing further the volatility of
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the prices. These prices usually
tend to move in the same direction
(David, 1971) and apparently look
similar in terms of their general
pattern of movement over time
(Owen et al., 1997).

In addition to the above factors,
other new factors may need to
be considered that may also
significantly influence the prices
in the market. They are, among
others, government short-term
trade related policies, petroleum
price changes, development in USD
exchange rates, development in
financial markets and speculative
fund positions, sudden changes

in demand, total income and
consumption, stock and stock
replenishment rate, biofuel
policies, technology prospects, and
new investments in agricultural
production (Sarris, 2009). In the
last few years, there has been a
significant growth in biodiesel
demand which can also be an
important factor in determining
oils and fats prices, especially
Malaysian palm oil price (Shri,
2011). James (2007) added that
while the behaviour of vegetable oil
prices is related to one another, it is
also linked to the development of
fossil fuel prices. The developments
in Pakistan, India, China and
Indonesia, monthly release of
palm oil statistics by the Malaysian
Palm Oil Board (MPOB) on the
10* of every month, development
of soyabean oil industry, and
Euro zone financial debt crisis
may sometimes affect price. The
Euro zone crisis, begun in 2009,
was triggered by high levels of
public debt, particularly in the
countries that were grouped under
the acronym PIIGS (Portugal,
Ireland, Italy, Greece and Spain)
and it has led to uncertain global
economic outlook. All the above
factors will give a considerable
uncertainty in prices. However,
it has been generally well-known
that developments of the Chicago
Board of Trade (CBOT) exchange
are the leading indicators in the
price setting of different vegetable
oils, while the Bursa Malaysian
Derivatives (BMD) exchange is the
main exchange market for palm oil
(CLAL Biotechnology Industries,
2009).

CRUDE PALM OIL PRICE
STABILISING STRATEGY

Palm oil has been discounted by
soyabean oil in a wide range of price
in 2012 compared to the previous
two years, 2010 and 2011 (Figure
11). Its dominance in the market
in the production, consumption,
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and trade sectors has no effect in
improving its price. That leaves
stock as the only supply and
demand factor that has a significant
role in influencing its price to be
down. The world ending stock of
palm oil in 2012 was 7.93 million
tonnes, out of which Malaysian
stock was 2.63 million tonnes.
This is an alarming level to the
palm oil industry and as it affected
palm oil price to decline to a low
level of RM 2052/t in December
2012 compared to RM 3182.50/t
in January the same year when the
stock opened at 2 million tonnes.
This had drawn the attention of
Malaysian government and its
palm oil industry to improve the
low palm oil price level. As such,
the government has developed a
few strategies to reduce the stock
so the price will improve which
then will narrow the widening gap
between soyabean oil and palm oil
prices.

One of the strategies is the
imposition of the new crude palm
oil export tax beginning January
2013 which starts at 4.5% when the
price of crude palm oil exceeds RM
2250/t and rising 0.5% as the price
increases by RM 150/t (Table 5). This
is the revision of tax from the earlier
23% to 4.5%-8.5%. Concurrently,
there was a suspension of the crude
palm oil export duty-free scheme
in order to increase the export
competitiveness of Malaysian palm
oil processed products.

Table 6 shows monthly crude
palm oil gazetted price for 2013
(January — September). The prices
in January and February 2013 were
less than RM 2250/t, the level at
which the crude palm oil export
tax is not effective. It is expected
that the impact of the new crude
palm oil export tax may be not
so obvious in early part of its
implementation, but it can give an
indication on the exports of crude
palm oil and PPO in the future,
especially when the industry has
become familiar with the new tax

TABLE 5. EXPORT DUTY RATE
(after partial duty exemption)*

Crude palm oil market price
(FOB RM/t)

<RM 2 250
RM 2 250 — RM 2 400
RM 2 401 — RM 2 550
RM 2551 -RM 2 700
RM 2 701 - RM 2 850
RM 2 851 — RM 3 000
RM 3 001 —RM 3 150
RM 3 151 — RM 3 300
RM 3 301 — RM 3 450

> RM 3 450

(%)

NIL
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0
8.5

Note: *Effective from 1 January 2013 until revised
otherwise. FOB — free on board.
Source: Malaysian Royal Customs Department.

TABLE 6. MONTHLY GAZETTED CRUDE PALM OIL (CPO)
PRICE FOR 2013 (RM/t)

Month Gazetted CPO

price
January 2 147.81
February 2110.72
March 2 306.11
April 2 383.84
May 2 347.26

regime. After getting used to the
system, the price went up slightly
in March to RM 2306 and more or
less stabilised at RM 2300/t since
then. This simply means that the
new tax system has made the price
to stabilise at RM 2300/t.
However, it is interesting to
note that the implementation of
the new crude palm oil export tax
is not the only significant factor
that can determine the palm oil
price. A host of economic factors
that interact in the world market is
also influencing prices since palm
oil products are traded globally.
Another strategy is by
introducing the Replanting
Incentive Scheme or Skim Insentif
Tanam Semula (SITS). This was
initiated in 2001 (SITS 2001) on the
estates, independent smallholders
and government agencies

Month Gazettt.ad CPO
price
June 2 332.02
July -
August -
September -

[Federal Land Development
Authority (FELDA), Federal Land
Consolidation and Rehabilitation
Authority (FELCRA), and
Rubber Industry Smallholders’
Development Authority (RISDA)
and state government schemes]
due to the fact that replanting
rate in Malaysia for the period
1997-2000 was low at an average
of 28 631 ha/yr, partly due to
good crude palm oil prices which
averaged at RM 1545.38/t. SITS
2001 was implemented with a
RM 200 million allocation
and a replanting incentive of
RM 1000/ha. When prices fell to
a low of RM 894.50/ha in 2001,
following a declining trend for four
consecutive years since 1998, it had
prompted growers to participate
in the SITS 2001 programme.
Non-economic old palms of over

11
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25 years were replanted in order
to reduce the palm oil stock and
to increase productivity in later
years. Stock was reduced from
1.41 million tonnes in 2000 to
1.21 million tonnes in 2001.
SITS programme resulted in the
replanting of 172 188 ha and a total
of RM 172 million (87.5%) was
spent. As there was still a balance
of RM 28 million, the programme
was extended in May 2003. This
second phase or extended SITS
2001 (or SITS 2003), with a
replanting incentive of RM 500/ha
was meant only for independent
smallholders and government
agencies (FELDA, FELCRA, RISDA
and state government schemes).
This second phase recorded a
total of 46 828 ha of replanting.
Crude palm oil price improved to
RM 1544 in 2003 and the stocks
levelled at 1.17 million tonnes.
However, replanting was slowed
down again after 2003. The aver-
age replanting rate for the pe-
riod 2004-2008 was only about
50 000/ha/yr. Growers’ replanting
decision was primarily affected by
bullish crude palm oil prices that
witnessed a sharp upward trend,
rising from RM 1610/t in 2004 to
RM 2777.50/t in 2008. Again, this
led to delayed replanting. As a
result, SITS 2008 programme was
introduced, aimed at stabilising
crude palm oil price by reducing
crude palm oil supply. The budget
for this programme was RM 200
million, with an incentive of RM
1000/ha to estates and smallhold-
ers including FELDA, FELCRA,
RISDA and state agencies to replant
palms older than 25 years old.
SITS 2008 attempted to replant
200 000 ha of old and unproduc-
tive oil palms which could remove
a total of 700 000 t (oil yield of
3.5/t) of palm oil supply from the
market. Under the Second Eco-
nomic Package (PRE2), RM 90
million was allocated specifically
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for independent smallholders, at
RM 50 million for 2009 and RM
40 million for 2010. Stock level
dropped to 1.62 million tonnes and
prices rose to RM 2704.50/t.

The government once again
launched the SITS scheme effective
from 1 January 2013 (SITS 2013),
with an allocated fund of RM 100
million. The objective was to
encourage felling of old oil palm
trees and replanting them with
improved plants. For this time, it
financed only half of the felling
costs. Felling of old oil palm trees
will reduce closing stock of palm in
2012 which was very much higher
at 2.63 million tonnes and price
kept falling from RM 3182.50 in
January 2012 and falling further
towards end of 2012 at RM 2052/t.

The third strategy is accelerated
replanting of oil palm which is to
accelerate the ongoing replanting
efforts and new planting of oil
palm by estates and smallholders
in order to replace 449 415 ha of
low-yield, old trees with new, high
yielding materials. This will be
achieved by using better planting
materials to ensure higher crop
supply and a higher average yield
level of fresh fruit bunches at
26.2 t/ha/yr by 2020. This will, in
turn, assure further growth of the
downstream sector.

The fourth strategy is the B5 and
B10 implementation programmes
which can give a positive impact
to the Malaysian oil palm industry,
mainly in stabilising demand and
price. The biofuel option is often
seen as a safety net for the palm oil
sector, especially when the price of
crude palm oil is about to hit new
lows and the palm oil stockpile
sits above the critical two million
tonnes mark. Since it is sourced
from palm oil, it is thus called
palm biodiesel, otherwise it is
called bioethanol (produced from
carbohydrate-based plants namely
sugar-cane, corn, beet, wheat and

sorghum). Implementing the B5
for transportation and industrial
sectors is a way forward by the
government to reduce high palm
oil inventory that suppresses prices
of palm oil. It was initially targeted
at selected government agencies
and has been fully implemented
for subsidised sectors in the central
region. The government has
allocated a RM 300 million grant
for both B5 and B10 programmes,
of which RM 80 million has been
disbursed to oil companies and
biodiesel producers to set up
the infrastructure ranging from
blending facilities and tanks to
fossil fuel pumps. Furthermore,
the use of palm biodiesel will
contribute towards a reduction in
the release of greenhouse gas.

CONCLUSION

Price of a commodity is determined
by market forces of supply and
demand. Any mismatch between
these forces can create a scenario of
price volatility. Interaction of these
forces in recent years had increased
further the complexity of the oils
and fats sector. This resulted in
increasing volatility of prices of
the major oils and fats within the
sector recently than in the past
decades. In spite of this, the prices
had been on an up-trend over time.
This illustrates the existence of
only the trend factor in their price
series and no other factor, such
as seasonal and cyclical. These
up-trending prices especially that
of palm oil, had been significantly
influenced by stocks, suppressing
them when the stocks are at a
high level. Thus, Malaysia had
carried out several efforts to reduce
the stock in order to stabilise its
palm oil price and narrowing the
widening gap between palm oil and
soyabean oil prices.
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