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But commodity 
may re.bound 
towards year
end on demand 
pick-up, lower 
production 
ByFINTAN NG 
fintan@thestar.com.my 
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THE steady drop in the price of 
crude palm oil (CPO) this year 
is already eroding the incomes 

of households relying on the crop. 
And there is no telling when prices 
will start to rise again to a level 
which producers are comfortable 
with, generally considered to be 
around the RM2,800 per tonne 
level. 

The price of CPO has fallen nearly 
42% (as ofThursday's close) from its 
peak on March 3,2008, when it hit 
RM4,330 per tonne. 

The three-month forward bench
mark price is likely to fall further 
following the release of data from 
the Malaysian Palm Oil Board 
(MPOB) on Wednesday, which 
showed palm oil stocks jumping 
16.29% year-on-year to an all-time 
high of 2.48 million tonnes, consid
erablyhigher than market expecta
tions. 

There are reasons to be con- , 
cerned as slowing global economic 
growth, coupled with. a drop in 
demand and improving yields, 
puts further pressure on prices by 
increasing inventory levels. This is 
inspite of analysts believing prices 
will rebound towards year-end on 
demand pick-up and lower produc
tion. 

Capping the upside 
Kenanga Investment Bank Bhd 

analyst Alan Lim says in a report 
before the release ofthe MPOB 
statistics that any upside to prices 
could be capped if the inventory 
level turns out to be higher than 
expected, notwithstanding the col
laboration between Malaysia and 
Indonesia in seeking ways to pre
vent further declines in CPO prices. 

Oversea-Chinese Banking Corp 
Ltd analyst Barnabas Gan says a late 
or mild EI Nino in Asia may depress 
prices further. "This suggests that 
production may remain high amid 
ballooning inventories and poor 
global demand, pointing to weak 
CPO prices for the year," he says. 

According to a Reuters report, 
Indonesia and Malaysia account for 
40 million tonnes, or 87%, of global 
palm oil supplies. Besides inventory 
levels, other factors such as weather 
patterns and the price discounts 
between CPO and soybean oil as 
well as crude oil will playa part, in 
setting prices. 

But analysts argue that prospects 
look brighter as prices seem to have 
stabilised even with the surge in 
palm oil stocks. OSK Investment 
Bank Bhd analyst Alvin Tai says in 
another report that the worst may 
be over. 

'-'Palm oil price is now almost on 
par with crude oil, which rarely 
happens, suggesting that the recent 
slide was excessive. There could 
still be downside surprises from the 
unwinding of soybean's speculative 
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A total of 603,7~6 people were employed in local oil palm plantations hi 2010. 

long positions, which are still on the 
high side," Tai says. 

And according to CIMB 
Investment Bank Bhd analyst Ivy 
Ng, the consensus among planters 
during a recent meeting is that the 
CPO price drop "is both unexpected 
and excessive". 

She says the reasons that they 
have given for the price drop 
include cyclically high production 
and speculation in the market 

An industry observer tells 
StarBizWeek that the speculative ' 
activities are given a boost when 
stakeholders focus more on futures 
prices by speculating publicly , 
during industry forums olhwhere 
prices are headed instead of con- c 

centrating on industry issues. 
'There are certain palm oil ana

lysts who like to speculate on prices 
at international forums, thereby 
making prices fluctuate," he says. 

Meanwhile, Ng says prices could 
be range-bound in the next one to 
two months,as some buyers may 
hold back purchases while concerns 
about potential defaults by some 
customers may weigh op near-term 
CPO prices, 

Deferment of delhrerios 
She says Sime Darby Bhd notes 

that some customers are asking for 
potential deferment of deliveries 
although the company has not seen 
any default from them following 
the sharp (all in price. 

"We are likely to review our CPO 
price assumptions in the coming 
weeks, which could lead to a revi
sion of around RM100 to RM200 ' 
per tonne, to accoUnt for the recent 
drop in CPO price," Ng adds. 

She says prices may be supported 
by palm oil inventories in Indonesia, 
the world's largest producer; which 
planters reckon is not excessive 
unlike in 2008 when inventories 
were stored on barges due to 
extremely low demand. 

Plantation companies are not the 
only ones who are affected when 

Manokaran: 'CPO prices are largely , 
dependent on recovery in emerging Asia.' 

commodity prices slump. Based 
on data from various Government 
sources and the Federal Land 
Development Authority (Felda), the 
average monthly income of a Felda 
settler fell by a quarter to RM2,457 
in 2009 compared to 2008. 

The CPO benchmark forward 
price plunged 67.90% from its peak 
on March 3 to RM1,390 per tonne 
on Oct 24, 2008, trading below 
RM2,OOO into the first quarter of 
2009 and remained under pressure 
throughoutthat year before starting 
to rise aboveRM3,OOO from October 
2010 onwards.' . 

Smallholders (those owning or 
farming below 100 hectares outside 
of Felda estates) were also affected, 
seeing their average monthly 
incomes drop by nearly 14% to 
RM944. 

According to various estimates, 
smallholders farm account for about 
40% of the 4.90 million hectares of 
oil palm planted area in the coun
try while Felda Global Ventures 
Holdings Bhd has some 355,864 
hectares of plantation land, most 
of which is given to the cultivation 
of oil palm, with some of the land 
used for the cultivation of rubber. 

In total, data from Government 
sources show an estimated 603,786 
people were employed in local oil 

Employment in oil palm plantations 
People employed 

Year Area {hal (person) 

'. 1980 1,203.306 92,352 
1990i- 2,029,464 "T-ii5is5 ~ 

, , 

2000 '3,376,664 ' 251,039' 

2007 ~ : 4,304,913 426,000 

2008 .....:.. 4.487,957 438,000 
2009 : 4,691,160 451,000 

2010e ' 4,853.,766 603,786 

50urce: Various government sourcts 

Average monthly income from palm oil cultivation 
Independent 

Year Felda settler smallholder 

2006 RM1,338, RM476 
(U5$429) (US$153) 

.--~ 

2007 : RM2,221, RM1,209/ 
(U5$712) (U5$388) 

2008 RM3,278 ~Mi,094 
(U5$1,051) (U5$351) 

2009 : . RM2,457 _ : . • RM9.f4, r 
(U5$788) !" tU5$303}~: 

2016 RM3,000 RM1,259 
(U5$962) (U5$404) 

Source: Various nnvprnmpht <tVJr'NI( " \. 

Export earnings from 
oil palm industry 

Percentage 
Palm oil Export of palm 
export value of all contribution 
value commodities in the overall 

Year (RMbil) (RMbil) export value 

1980 2.89 48.80 6.1 - . - : - _ ... +.--
20.70" i .--- ~-

1990 [, 5.50 : 26.6 
;WOO : 14.'4 ,' 42.72 35.0 . 

2007 : 44.71 : 88.70 j 50.4 

2008 , 65.22 , 112.43 . SS.O 
: , ... ~ 

2009 f 49.59 j 91.2 ' 54.0 

,2010 59.79 113,3 , c 52.8 __ .1 
2011 : 80.30 j 130.0, 61.8 

Source: Primal)' Industries Minish}', 
Plantation Industries and Commodities 
Ministl)' 

palm plantations in 2010 out of 
about 11.50 million workers. 

For Indonesia, CIMB's Ng says 
based on data provided by the 
Indonesia Palm Oil Commission, the 
industry creates around 12 million 
employment opportunities, produc
ing around 22.4 million tonnes of 
CPO in 2011 while consuming more 
than six million tonnes domesti
cally. 

Economic outlook 
Recent reports by the World Bank 

and the International Monetary 
Fund paint a gloomy picture for 
the global economy. Economists in 
both multilateral institutions have 
cut the forecast for growth in most 
parts of the world. ' 

For exports-reliant economies 
in Asia, the slump in demand from 
the developed markets was at 
first countered with an increase in : 
intra-regional trade (for example, 
between Asean and China) and 
in measures boosting domestic 
demand. 

However, the volatility of the 
past five years, together with the 
US economy's tepid growth and the 
prolonged eurozone crisis, is begin
ning to affect the prospects of Asia, 
with leading indicators showing 
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that growth is slowing, even on the 
domestic front, as China's purchas
ing managers index (PMI) for serv
ices show. 

China's and to a certain extent, 
India's slowdown, has affected 
exports of palm oil. Malaysia's 
August exports declined 4.5% year
'on-year to RM56bil, with exports 

. of palm oil dropping 27.7% due to 
both a decrease in exports volume 
( down 24%) and average unit value 

, (a decline of 4.8%). 
Even exports of natural rubber 

has not been spared, falling 45.9% 
year-on-year to RM503.6mil due to 
a decline in both average unit value 
(a drop of 30.3%) and exports vol
ume (down 22.4%). 

Emerging Asia 
Alliance Investment Bank Bhd 

chief economist Manokaran Mottain 
says palm oil exports are to a large 
extent dependent on Chinese and 
Indian consumers. "CPO prices are 
largely dependent on recovery in 
emerging Asia since much of the 
commodity is exported to these 
countries," he says. 

According to plantation analysts 
at Alliance Investment, CPO price 
is likely to 'range between RM2,4oo 
and RM2,8oo in the fourth quarter 
and will continue to trade below 
RM3,OOO next year. 

Manokaran says that in the wider 
sense, exports will continue to have 
a difficult time as leading indicators 
such as manufacturing PMIs and 
factory output has showed. 

"In Malaysia's case, depressed 
external demand for electrical 
and electronic products will con
tinue to impact exports negatively, 
recovery will depend largely on 
the G7 economies," he says. The G7 
groups together the economies of ' . 
the United States, Japan, Germany, 
Britain, France, Italy and Canada. 

Manokaran says as long as there 
are no capital investments, the 
momentum for recovery among the 
G7 economies will be weak "It's 
a tough situation since it will take 
time for investments to kick in and 
trickle down," he says. 


