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Like many other commodities, palm oil experienced high prices throughout 2021.
Pricing had more than doubled, over the past 18 months, to a record high of US$1,213.85
a tonne in October 2021. In November and December, however, prices dipped and
weighed on 2021's average pricing to US$1,000 per tonne.
The high prices can be arguably attributed to lower palm oil output. For the most of 2020
and throughout 2021, Malaysia's Covid-19 pandemic-led border closures had starved the
country's oil palm estates of many foreign workers who had gone back to their home
countries and could not enter Malaysia. The CPOPC also sees structural changes in the
global palm oil supply due to a slowdown in new plantings throughout Indonesia and
Malaysia since 2015. With the ageing palm tree profile across both countries, the
replanting programme will also temporarily limit palm oil supply in the short to medium
term. As agricultural land becomes limited, oil palm replanting is key to boosting palm oil
yield across Indonesia and Malaysia. It is important to replant to sustain supply because
Indonesia and Malaysia produce about 85% of the world's palm oil needs.
On the other side of the globe, severe drought at Canada's farmlands in 2021 resulted in
its smallest rapeseed harvest in 13 years. The lower-than-expected supply of soft oils, had
induced the sharp rise in other vegetable oil prices to a 10-year high, which then had a
spill-over effect onto palm oil pricing. The limited vegetable oils supply, all over the world,
is likely to continue into the first half of 2022. In view of the Covid-19 pandemic that
restricted border crossings, analysts predict the easing of labour shortage would only
materialise in the first quarter of 2022, and palm oil output recovery after June 2022. LMC
International highlighted the global palm oil supply will only see minimal growth in the
2019-2022 period due to year-end floods and labour shortage in Malaysia.
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Production Outlook

Palm oil production in Indonesia was 6.7% higher in the second quarter of 2021,
gathering pace from the 1.5% growth in the first quarter, spurred by better rainfall in
2020. Output in the third quarter of 2021, however, was slightly curbed by floods in
Kalimantan, which disrupted oil palm fruit harvesting. In the fourth quarter, Indonesian
Palm Oil Association (GAPKI) announced production fell further. Its initial forecast of
better oil palm fruit harvest in the second half of 2021 than the first, did not materialise.
So, for the full-year, GAPKI revised its palm oil output forecast to 46.6 million tonnes,
down 0.9% from 2020. The Malaysian Palm Oil Board (MPOB) estimated that in 2021 palm
oil output in the country will drop to 18.3 million tonnes from 2020's 19.2 million tonnes.
Palm oil ending stocks are expected to stay below average levels of 4.0 million tonnes in
Indonesia and 2.1 million tonnes in Malaysia.
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Going into 2022, Indonesian palm oil output is expected to recover due to good estate
management and no halt of operations supported by the absence of La Nina impact. This,
however, is not the case for Malaysia. Since the start of the Covid-19 pandemic in 2020,
foreign workers who account for about 75% of the 500,000 harvesters employed on
Malaysian palm oil estates could not return due to border restrictions. Analysts forecast
Malaysia's plan to bring in 32,000 foreign workers would only likely materialise towards
March 2022. Last month's signing of a 5-year memorandum of understanding between
the governments of Malaysia and Bangladesh to hire more workers is a step in the right
direction.
The second challenge is the high cost of fertiliser. Small farmers are expected to lower
fertiliser applications due to sharply increased prices, potentially reducing future years'
output. Fertiliser and pesticide prices have surged significantly, resulting from the supply
chain's disruption, higher demand, rising freight and input costs. Fertiliser prices such as
nitrogen and phosphate rose by 50-80% since mid-2021, while herbicide prices such as
glyphosate and glufosinate have more than doubled, due to supply disruptions and
costlier raw materials.
High pricing is not the only issue as it is getting difficult to source for supplies. Thus, the
sector may again suffer from low fertiliser applications in 2022. Fertiliser cost is another
major cost component after labour cost for oil palm producers, which is about 30% to
35% of the ex-mill cost. Companies would continue to feed their oil palm trees this
nutrient despite the high price but they may not receive the ordered volume due to
supply constraints and uncertain shipment arrangements. Oil palm planters are highly
dependent on imported fertilisers but those in Indonesia have an advantage as local urea
production is sufficient to meet the domestic demand. Based on industry sources, the
estimated fertiliser imports for 2021 are 60% to 65% of the usual annual requirements. As
the logistics bottleneck is unlikely to ease anytime soon, 2022 could see even lower
fertiliser imports. Smallholders may be tempted to give less fertiliser to their trees, again.
The impact of reduced fertiliser usage back in 2018 and 2019 is showing today as the yield
recovery is weaker than normal. As a result, Indonesia and Malaysia may not be able to
deliver much output growth in 2022.
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LMC International reported that Indonesia and Malaysia are in a long La Nina period in
which the Oceanic Nino Index (ONI) is more negative than -0.5. The pattern of the ONI
curve since 2020 echoes that of 2010-2011, with a La Nina weakening and then returning.
If 2012 is taken as a guide, La Nina should end in 2022. A rising ONI is correlated with rising
output growth, and a falling ONI is linked to slowing output growth. This is especially true
for Indonesian production. El Nino is a phenomenon of dry conditions for harvesting
with the benefit of the previous year's rains. With La Nina, there would be twin blows from
heavy rainfall at estates and El Nino drought in the following years. In view of the
apparent link between the ONI and output growth, in Indonesia, LMC International
predicted there will not be much palm oil production growth in 2022. The US National
Oceanic Atmospheric Administration (NOAA) predicts a 95% chance of a weak La Nina
lasting through February 2022.

Source: LMC International 2021
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Demand Outlook
The International Monetary Fund (IMF) in its World Economic Outlook estimated the
global economy grew 5.9% in 2021 and to further expand 4.9% in 2022. The economic
outlook will continue to be positive led by India and China (Table 1). The leading palm oil
importers would still be China and India, the two most populous nations in the world.
China is the world's second-largest buyer of palm oil after India and imports about 6 - 7
million tonnes of this tropical commodity from Indonesia and Malaysia, every year. In
2022, China's palm oil consumption is expected to increase due to a lower supply of
rapeseed oil and soybean oil. China is also seen to buy more palm products for its animal
feed. In 2022, India's palm oil purchase is likely to be spurred by recovery in its hotel,
restaurant and catering segment (HORECA) and its government's lowering palm oil
import duties. Export to EU is expected to be muted in 2022, partly due to unattractive
palm oil prices for biodiesel blending and early implementation of RED II by some EU
member countries, thus curbing palm oil imports. The European Commission's proposed
law and due diligence to require proof that agricultural imports are not linked to
deforestation, could potentially dampen palm oil sentiment.
Table 1: The IMF's World Economic Outlook
2019

2020

2021

2022

2023

India

4.04

-7.25

9.50

8.52

6.57

China

5.95

2.34

8.02

5.60

5.28

Bangladesh

8.15

3.51

4.60

6.54

7.20

Indonesia

5.02

-2.07

3.20

5.94

6.36

Pakistan

2.08

-0.47

3.94

3.96

4.51

Spain

2.08

-10.82

5.74

6.39

2.62

Germany

1.05

-4.56

3.05

4.56

1.59

Italy

0.29

-8.87

5.77

4.23

1.62

Netherlands

1.96

-3.83

3.77

3.16

2.07

USA

2.29

-3.41

5.97

5.20

2.18

Note: In percentage (%)
Source: IMF - October 2021 and GAPKI
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Table 2: Palm Oil Imports from Key Destinations
2020/21 estimated imports
(mil tonnes)

2021/22 estimated imports
(mil tonnes)

India

8.5

8.6

China

6.8

7.2

EU-27

6.2

6.9

Others

26.1

27.9

WORLD

47.6

50.6

Note: E – Estimates as of December
Source: The United States Department of Agriculture (USDA) & Refinitiv

According to Refinitiv Agricultural Research, global palm oil demand for 2021/22 is
forecast at 50.6 million tonnes, up 6.5 % compared to the prior season (Table 2), provided
there is no large-scale demand destruction.
India palm oil imports are estimated at 8.6 million tonnes in 2021/22. The slight increase
is boosted by the reopening of business activities, multiple import tax cuts, and lifting of
import restrictions on RBD palm olein. However, the upside to India's palm oil imports is
limited by its narrowing discount to soybean oil and sunflower oil. Also, the Indian
government implemented stock limits on edible oils in October 2021, regulating the
stocks that retailers and wholesalers can carry, limiting the market's upside further.
Despite higher domestic oilseed supplies (including soybean, rapeseed and groundnut)
on the back of ample rainfall and planted area expansion, crushing activities have not
kept up. So, lower domestic vegetable oil production may potentially prompt higher
palm oil imports.
China palm oil imports are expected to rise to 7.2 million tonnes in 2021/22 boosted by
economic recovery. There are more palm oil shipments to the middle kingdom ahead of
the Lunar New Year and Winter Olympics in February 2022. However, the upside could be
limited in the months ahead by recent higher soybean crushing activities amid better
crushing margins, which will lead to higher domestic soybean oil supplies. Also, RBD
palm olein's discounts on soybean oil have been narrowing thus potentially dulling
consumer buying interests.
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The EU-27 palm oil imports are estimated at 6.9 million tonnes in 2021/22. Although the
reopening of economies and the competitive prices of palm oil versus other edible oils
will likely increase overall demand for the product in 2021/22, renewed lockdowns,
following the discovery of the Covid-19 virus Omicron variant, have cast doubts. The
impact of the Omicron variant on the EU-27's palm oil demand is unclear, at this point.

Price Outlook
Palm oil industry experts forecast a tight stock situation and higher prices to run into the
first half of 2022. Key factors to watch are the pace at which foreign workers are allowed to
return to Malaysia, the ongoing impact of massive floods at many oil palm estates in 5
states across Malaysia, high costs of fertiliser and the new COVID-19 Omicron variant that
may threaten production recovery.
Two months ago, at our webinar titled "Opportunities and Challenges for Palm Oil
Producer Countries (OCOPOP)”, the majority of the speakers expected palm oil prices to
remain buoyant in the first half of 2022 and trend lower in the second half. Last month, at
the Indonesian Palm Oil Conference (IPOC) many market analysts also forecasted prices
to remain firm, supported by a limited vegetable oil supply in the first half of 2022. While
these experts were optimistic in their predictions, they differed as to when and how
much the palm oil prices would fluctuate, throughout 2022.
LMC International indicated that tight supplies of palm oil, rapeseed oil and soybean oil
had fuelled the current high palm oil price. It cautioned palm oil prices may be
moderated by rising interest rates and hesitancy by major biodiesel users. It also
predicted that there would be a small drop in the Crude Palm Oil-Brent premium until all
vegetable oil outputs recovered in the second half of 2022. The key potential bullish
factors that will keep prices higher are weather conditions until the first quarter of 2022, a
prolonged labour shortage at oil palm estates in Malaysia, oilseeds farmers holding on
from selling and biofuel policies.
GAPKI expects palm oil to stay above US$1,000 per tonne in the first half of 2022 and
potentially for the rest of 2022. The planters' association projects weaker output growth
from Indonesian estates due to lack of new replanting, adverse weather and low fertiliser
use. Indonesia's palm oil stock for 2021/22 is forecast to be at 3.84 million tonnes, much
lower than 2020's 4.90 million tonnes.
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Palm oil trading trend in 2022 would depend heavily on the biodiesel mandate, which
has been fuelling price support. The success of the Indonesian Export Tax system
provides significant insulation from further palm oil price volatility. This was also aided by
the level of vegetable oil stocks and the market's tightness since the Covid-19 pandemic.
Indonesia's B30 biodiesel mandate is likely to stay for 2022 and 2023 before the green
diesel or hydrogenated vegetable oil (HVO) is commercially available. The Indonesian
government has raised the B30 biodiesel quota for 2022 to 10.0 million kilolitres. Earlier,
in 2021, Indonesia expanded its biodiesel allocation by 213,033 kilolitres to 9.4 million
kilolitres. This would continue to support palm oil prices with the higher demand in
Indonesia. Based on the Indonesian Palm Oil Fund Management (BPDPKS) data, 2021's
export levy collection is estimated at between US$4.87 billion and US$4.94 billion, of
which US$3.4 billion or 70% is used to support the B30 biodiesel programme. In 2022,
BPDPKS estimates the biodiesel mandate funding would be US$2.7 billion. Funding from
the palm oil exports levy is still sufficient to support the mandate into 2022.
In 2022, the Ministry of Energy and Mineral Resources plans road tests on the B40 blend,
in two options. The first is a 30% biodiesel and 10% hydrogenated vegetable oil blend,
and the second is a 30% biodiesel and 10% distillate fatty acid methyl esters
combination. The Indonesian government is executing a comprehensive study on the
B40 blends and aims to partially implement this mandate in 2025. The biodiesel
mandate and palm oil export levy collection are supportive of biodiesel production from
10.0 million kilolitres in 2022 to 13.9 million kilolitres in 2025.
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Current developments look promising in the US. The USDA's Economic Research Service
recently projected higher soybean oil demand in 2022, while Rabobank foresees greater
crush capacity beginning in 2023 as more renewable diesel facilities come online.
Renewable diesel in the US has multiple government policies driving new production.
The Renewable Fuel Standard generates renewable identification numbers, or RINs, for
renewable diesel subsidy. There is also the US$1-per-gallon Biodiesel and Renewable
Diesel Tax Credit that is set through 2022 but could be extended through 2026 in the
Build Back Better Act. Rabobank projects renewable diesel production to hit more than
6.1 billion gallons by 2030. That would push vegetable oil demand to about 47 billion
pounds (21.4 million tonnes). To put that into perspective, Rabobank notes the US is
producing about 24 billion to 25 billion pounds (11.0 - 11.3 million tonnes). Basically, that
requires double the volume of soybean and other vegetable oils to meet the demands of
renewable diesel. Many analysts forecast continued high demand for soybean and
inevitably, palm oil prices too.
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Conclusion
The current high prices experienced by palm oil and other oils and fats may be part of a
new long-term shift in vegetable oils supply and demand balance. Higher demand for
soybean oil in the US for their biodiesel requirement, as projected from 2022, may
support a bullish trend in palm oil. While demand for oils and fats continued to grow
according to past trends due to expanding populations and increased disposable
incomes, palm oil supply may not be increasing at a high growth rate as in the past. The
post-moratorium on new land expansion for oil palm cultivation in Indonesia and
Malaysia's lack of arable land has limited the growth rate of palm oil production in recent
years. There are structural changes in the global palm oil supply due to slowdowns in
planting and replanting since 2015, which temporarily limits palm oil supply in the years
ahead. CPOPC is of the view that production of palm oil will remain constrained with
limited upside potentials, and prices will likely continue to trade in the bullish range of
US$1,000 per tonne.
The palm oil price rally forecast in 2022 could be dampened by higher soybean oil output
in Brazil. In 2021/22, Brazil and Argentina's soybean production is estimated at 147.9 and
45.8 million tonnes. Record high soybean production is expected in the 2021/22 season
unless adverse weather conditions amid La Nina significantly deteriorate soybean
growing conditions. The upside potential of soybean yields could also be limited by
concerns over lower or delayed input applications, following soaring fertiliser and
pesticide prices. While these factors support bullish vegetable oils prices in 2022, there is
worries over the recurrence of Covid-19 pandemic lockdowns, due to the emergence of
the Omicron variant, slowing global economic recovery.
CPOPC encourages producer countries to increase their palm oil production to meet the
projected growth in global demand for vegetable oils and fats. Similarly, promoting
demand growth is a continuing effort to ensure remunerative prices for small farmers. In
2022, CPOPC will organise a biodiesel seminar to stimulate more usage of palm oil,
especially for mandatory blending schemes that are already in place in many countries.
Another plan is to connect CPOPC-led palm oil producing countries' interests to the G20
Presidency of Indonesia in 2022.
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