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Second Half Year: 

The lengthy drought in Sumatera and Kalimantan early in the year 2019 has 
resulted in many palm oil companies to reduce fertilizer application. The impact of 
dry weather and reduced fertilizer applications will continue hurting the 
production of palm oil this year. 

Production Outlook

Early in the year, Council of Palm Oil Producing Countries (CPOPC) had forecasted 
that the year 2020 is to be a good year for palm oil in terms of remunerative prices 
for the palm oil producing countries. The average monthly Malaysian delivered 
price of crude palm oil (CPO) as a global benchmark has fluctuated between the 
high of RM3,013 in January and low of RM2,074 in May 2020, and has registered a 
five-month average of RM2,496 per tonne.  Comparatively, the average price of 
CPO in 2019 was RM2,119 per tonne with a high of RM2,813 in December and a low 
of RM1,879 in July 2019. 

The spread of COVID-19 is attributable to the abrupt decline of the prices since 
January 2020. It has even disrupted the global economic, political, social and 
financial structures. All major commodities and exchanges have registered 
significant declines. During that period, prices of all major edible oils have taken a 
beating, and the low crude mineral oil prices have further contributed to the 
subdued market demand.

First Half Year at Glance

Industry experts have mixed views on the CPO price outlook for the rest of the year 
due to the impact of the COVID-19 pandemic influencing global consumption in 
food and non-food sectors. As palm oil is a market-driven industry in many 
producing countries, CPOPC wanted all stakeholders to be informed and updated 
on the supply, demand, and price in the global market going into the second half of 
2020. 
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Output in Malaysia may drop 4.3% to 19 million tonnes due to biological stress on 
trees and limited labour supply. The Government of Malaysia has recently imposed 
a hiring freeze for new foreign workers to which the sector relies on. Shortage of 
workers has been worsened by Movement Control Order. A major concern for the 
industry in the second half of the year is the peak production season constituting 
about 60% of the yearly CPO production. 

Indonesia's CPO production in 2020 is forecasted to be lower by 1-2 million tonnes 
than last year's 44 million tonnes due to dry weather and less fertilizer usage. The 
relentless pressure from NGOs to stop oil palm planting, as well as the slowdown in 
new planting due to low prices up to 2019 and on-going moratorium policy, will 
inevitably keep Indonesia's production growth low. 

Weather-related risks have also been reported. Australia's Bureau of Meteorology 
forecasts the likelihood of a La Nina forming during the southern hemisphere 
spring in the near future. La Nina will bring wetter-than-normal weather to 
Indonesia and Malaysia affecting crop production and harvesting. 
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Demand for palm oil is poised to recover as lockdowns across the globe begin to 
ease and major consumers, including China and India, are back in the market 
boosting purchases to replenish stocks. Considerable demand will also be 
underpinned by implementation of biodiesel blending mandates in major palm oil 
producing countries. 

In China, palm oil possesses good opportunity as the country's soybean crushing 
activity and imports of rapeseed and rapeseed oil are expected to fall. More market 
share of palm olein is also obtainable as long as its price discount to soybean oil 
remains good. China's palm oil inventory is reported depleting, opening door for 
more imports. China is likely to buy more palm oil, despite palm oil does not form 
the national reserve, to fill possible gaps resulting from further drops in oilseeds 
import should there be further political fallout with US, Canada and Australia. 

The EU demand for palm oil is expected to improve owing to a decline in rapeseed 
production due to detrimental weather and lower seed crushing activities. It is 
projected that palm oil could fill the gap in the third and fourth quarters of 2020 to 
cater for biodiesel production.  

In India, lockdown period from April to May 2020 is expected to lower palm 
importation to 1.8 million tonnes, making an overall estimated import of 7.7 
million tonnes for 2020. Around 65% of palm oil demand in India is used in the 
hotel, restaurant and café sector which was temporarily closedown. In addition, 
there are discussions for India to consider imposing import duties on edible oils by 
a further 5%. It aims to support the country's oilseed farmers to grow its edible oils 
supply by 55% in 2025.

Demand Outlook
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Although global biodiesel demand may suffer post COVID-19 as movements are 
restricted, the commitment of major palm oil producing countries to maintain the 
biodiesel policy, especially for Indonesia with B30 mandate until Dec 2020, is still 
fundamental to increasing domestic consumption of CPO. The policy will divert 
biodiesel into the domestic market and help increase CPO prices. There remain 
many uncertainties however, particularly on the length and magnitude of below-
normal fuel consumption. Moreover, Indonesia may implement B40 in 2021 
adding to the positive sentiment towards the price of palm oil in 2020.

It is also noteworthy to underscore the increase of oleochemical demand both for 
local consumption and export. The industry needs more palm oil to produce hand-
sanitizers and soaps, thanks to COVID-19 outbreak. Such demand is likely to 
sustain until the end of the year as COVID-19 protocol remains being implemented 
across the globe.  
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Market Outlook

The bullish sentiment can further be attributed to the mandatory biodiesel 
program. Indonesia is expected to consume close to 8 million kilolitres of biodiesel 
this year, down from a target of 9.6 million kilolitres at the beginning of the year. 
Despite lower consumption, Indonesia's biodiesel implementation remains the 
determinant to balance-out global supply. Other producing countries' biodiesel 
programs are to cater to lower level of absorption: on-going Thailand's B10 is 
expected to consume a yearly 500,000 tonnes of palm oil, and Malaysia's B10 and 
B7 (industrial sector) will use 800,000 tonnes of biodiesel, even though Malaysia's 
B20 implementation is being postponed. 

Malaysia Palm Oil Council (MPOC) predicts prices will hit RM2,594 per tonne in the 
second half of 2020, and average at RM2,337 for 2020. There is potential for an 
upward increase in prices if palm oil production in Indonesia and Malaysia turns 
out lower than the market forecast.
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Mineral oil prices will be crucial for palm oil in the second half of the year and 
attention should be given on any move of the OPEC+ alliance to restrict 
production. Higher gasoil prices will help reduce the discount to palm oil and may 
revive the higher blending of palm biodiesel.

Industry efforts to be more sustainable will become more crucial in 2020, 
especially since it could lead to more threats of companies or countries restricting 
the use of palm oil. Indonesia and Malaysia have strengthened their national 
sustainable certification scheme. The issuance of Presidential Regulation (Perpres) 
No. 44 of 2020 concerning the Certification System for Sustainable Palm Oil 
Plantation in Indonesia is believed to be a major step to tackle issues relating to 
sustainable palm oil in Indonesia. The national sustainable certification scheme 
(MSPO) is now mandatory for growers in Malaysia

Indonesia is raising strong optimism of running B30 in 2020 due to the issuance of 
a Decree of the Minister of Energy and Mineral Resources Number 105 K / 12 / MEM 
/ 2020 concerning the Market Price Index (MPI) of Biofuel (HIP BBN) Biodiesel types 
mixed into fuel.
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The total palm oil production in Indonesia and Malaysia is expected to be lower 
this year due to last year's dry weather and  lower fertilizer application, and current 
lower labour supply. The potential of La Lina in the second half of the year will 
dampen any prospects of increased production. 

A push to use more palm oil in biofuels particularly by Indonesia will augur well for 
lower stocks and higher prices. The attractive CPO price discount against other 
edible oils is another plus factor. 

A full recovery may only happen in the fourth quarter of 2020 if the COVID-19 
pandemic is more manageable and contained. There is a possibility of market 
rebounding given the ultra-loose monetary policies of many central bankers and 
governments' stimulus packages.  

CPOPC remains optimistic that palm oil is heading for a price recovery in the 
second half of 2020 due to improving global consumption and dwindling 
production after COVID-19 outbreak. 

Conclusion

Gradual opening up of major markets post COVID-19 starting from June 2020 is 
expected to make the price outlook bullish. Palm oil is a daily item needed for food 
and toiletries and  countries will begin importing and stocking their supplies  
notably by  China and India. 

There are fears that the EU, which wants to phase out palm use in biofuel, may look 
to the food sector next. Industry needs to prepare to meet the maximum level of 3-
MCPD at 2,500 µg/kg as the acceptable safety limit for consumption.  

According to Oil World, the world crushing of soybeans will fall short of 
expectation this season and turn out below trend for the second consecutive year. 
Lower crushing is expected for Argentina and Brazil in particular. Crush margins 
have deteriorated partly due to reduced demand for soya oil mainly in the 
biodiesel sector, as well as for soya meal.
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