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CHANGES IN WEATHER-SUPPLY-DEMAND 
DYNAMICS OF PALM OIL AND

OUTLOOK 2020

BY
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GANLING SDN BHD

Ganling

Presenter
Presentation Notes
Salutation: Distinguished Guests, Ladies and Gentlemen…Global palm oil in recent years have been facing multiple and unprecedented challenges: oversupply, uneven demand and low prices, trade barriers -tariffs and duties by importing countries, competition from ample supply of soy-bean and soy-oil, deforestation and sustainability issues and impending ban by EU for biofuel usage. This morning, I will focus on the key market fundamentals viz. changes in the weather- supply- demand dynamics and price prospect for 2020.
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RECENT PALM OIL PRICE TREND - end of the bear cycle?

 Prices are cyclical and 
major weather event like 
El Nino/La Nina can 
change the supply-
demand equation and 
trigger a major price 
movement

 The 2015 ‘super El Nino’ 
has led to a strong price 
rally in 2016-1Q17 
(+66%)

 The strong supply 
recovery in 2017-18 
triggered a price decline 
from 2Q17 onwards 
leading to the current 
bear cycle -down 44%.

 Bear grip or light at the 
end of the tunnel

Presenter
Presentation Notes
First, a quick look at the recent palm oil price tend. Prices of soft commodities like palm and other vegetable oils are generally cyclical and major weather events like the El Nino/La Nina phenomenon can shape/change the supply demand equation and trigger a major price movement. Each box in this slide illustrates the impact of an El Nino-La Nina cycle on prices of palm oil.The 2015 ‘super El Nino’ severely affected palm oil production and resulted in a strong price rally in 2016 and 1Q 2017 (+66%). The strong supply recovery (post El Nino) in 2017-18 triggered a price decline from 2Q17 onwards leading to the current bear cycle (- 44%).We have been in this bear cycle for some 18 months or so now. Prices have started to creep up slightly since Dec 2018 but continue to remain low and volatile.Moving forward, are we still in the bear grip or is there light at the end of the tunnel? This morning, I would like to share with you some of the key changes in the weather – supply- demand dynamics and palm oil outlook in 2020.
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PALM OIL SUPPLY DYNAMICS 
AND GROWTH PROSPECT
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KEY DRIVERS: AREA EXPANSION, YIELD, AGE 
PROFILE AND WEATHER 

Presenter
Presentation Notes
We begin with the palm oil supply dynamics and growth prospect for 2020 and beyond The key drivers of supply growth are: area expansion, yield and palm age profile andweather
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PALM OIL SUPPLY DYNAMICS TO CHANGE 
- smaller area coming into maturity 

 New plantings in Malaysia and Indonesia have slowed down significantly since 2015 
 This structural change will start to impact global palm oil supply in the near future –possibly from 

2023 onwards?
 Declining yield due to sizeable proportion of ageing and old palms in Indonesia (24%) and 

Malaysia (29%) and replanting to impact future supply growth
 Expect smaller new maturing area coming on-stream in 2020 from both countries

Presenter
Presentation Notes
Moving Forward – Palm Oil Supply Dynamics to Change? The era of very rapid area expansion in Malaysia and Indonesia (both accounting for 85% of the global supply) has ended. New plantings in Malaysia and Indonesia have slowed down considerably since 2015 and are expected to slow down further in the coming years (in fact, there is negligible planting growth in both countries in 2018). The slow-down in planting  can be attributed to a number of reasons – deforestation and sustainability issues, moratorium by both government on further expansion of planting, low prices and economic uncertainties. Malaysia to cap planted area to 6.5 million ha by 2023 while Indonesia has frozen the issuing of new planting licenses.This structural change is expected to impact global palm oil supply and trade in the near future – possibly from 2023 onwards. Declining yield due to sizeable proportion of ageing and old palms in Indonesia (24%) and Malaysia (29%) and replanting to impact global supply. Replanting will temporarily restrict production growth and supply for up to 5-6 years. We expect smaller areas coming into maturity in 2020 – should be positive for the sector.
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RECENT CHANGES IN CLIMATE DRIVER 
(ENSO) - WEATHER AND SUPPLY 

SCENARIO IN 2020

WEATHER IS ONE OF THE KEY DRIVERS 
IN THE PRODUCTION AND SUPPLY OF 
ALMOST ALL OILSEEDS AND PALM OIL 
AND A MAJOR CATALYST FOR PRICE 

MOVEMENT

Presenter
Presentation Notes
Next, let us look at the recent changes in climate driver (ENSO) and how it is going to impact weather pattern in S.E. Asia and palm oil production in the coming year.Weather is one of the key drivers in the production and supply of almost all oilseeds and palm oil and a major catalyst for price movement.The ENSO (El Nino-Southern Oscillation) refer to the oscillating El Nino-La Nina phenomena which occur in the central equatorial Pacific Ocean, is one of the key climate drivers which has great influence on the global weather pattern and agricultural production including oilseeds and palm oil. 
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Weak El Nino: no major disruption to palm oil supply 
– expect mild to moderate impact in 2020   

 Current weak El Nino has 
ended. Neutral ENSO 
conditions to continue 
into 1Q20 ( > 55% 
chance) 

 Weak El Nino conditions 
may bring below average 
rainfall to some parts of 
S.E. Asia but usually not 
widespread

 There is little risk on crop 
production in 2019 
except for some localized 
areas with prolonged 
dryness

 Recent hot and dry 
weather to impact  
production in 2020

Presenter
Presentation Notes
This slide illustrates the changes in the ENSO conditions from a very strong El Nino in 2015 to two weak La Nina in 2016-17, and then another El Nino in 2018-19. The current weak El Nino has just ended. Neutral ENSO conditions to continue into 1Q 2020 ( > 55% chance).  Weak El Nino conditions may bring below average rainfall or drought to some parts of S.E. Asia but usually not widespread.Despite a weak El Nino, hot and dry weather conditions were reported in some of the key oil palm growing regions in both Indonesia and Malaysia (especially in 3Q 2019) and are expected to have some moderate impact on production and supply in 2020.
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IMPACT OF RECENT EL NINO: on rainfall pattern 
and palm growth     

Severe moisture stress symptoms in 
Kalimantan @ Oct 2019

 Hot and dry weather 
conditions were reported 
in some of the key oil palm 
growing regions in both 
Indonesia and Malaysia in 
2019 especially 3Q.

 Expect mild to moderate 
impact on production in 
2020 and beyond

Presenter
Presentation Notes
This slide illustrates the impact of the recent El Nino on rainfall pattern and palm growth.Note the relatively short but intense drought in the 3Q 2019 and the presence of stress symptoms on the palms – multiple unopened spears, Hawaiian skirt and frond fracture in Kalimantan. Similar symptoms were also observed in South and East Pen. Malaysia.These indicate that production would be impacted in the coming years – 2020 and 2021.
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PALM OIL SUPPLY OUTLOOK FOR 2019-20
- expect slower production growth  

 No major supply 
disruption anticipated.

 The current weak El Nino 
conditions or dryness will 
have some effects on 
supply in 2020

 Global production is 
forecast to reach 75.5 
MN T in 2019 and 77.7 
MN T in 2020 (from 71.5 
MN T in 2018)

 Slower supply growth: 
+4.0m T in 2019

 +2.2m T in 2020
 Tight supply in 2020

Presenter
Presentation Notes
With reasonably good weather conditions in 2017-18, new matured area and improved age profile, we expect production in 2019 to continue to grow. We forecast Malaysian production to reach 20.4 MN T (from 19.5 MN T in 2018) or +4.6% while Indonesian production to increase to 42.6 MN T (from 40.0 MN T) or +6.5%. Global production in 2019 is expected to increase to 75.5 MN T (an increase of 4.0 MN T or +5.6%) For 2020, we expect global supply to grow by only 2.2 MN T (+2.9%) to 78 MN T – slowest growth in the last 3 years compared to the phenomenal growth of 4-7 MN T/year in 2017, 2018 and 2019). Discussion on palm oil outlook will not be complete without looking at other demand factors – competing soybean and soybean oil supply, crude oil prices and biodiesel usage...........
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PALM OIL INVENTORIES: remain relatively high in 2019
- took a longer time than expected  to decline   

 MALAYSIAN: STOCK HAS DECLINED TO 2.2 MN T FROM A RECORD HIGH 3.2 MN T IN DEC 2018 –
NOW BACK TO 2.4 MN T - CLOSE TO THE LONG - TERM TREND LINE

 INDONESIAN: STOCK HAS ALSO DECLINED TO BELOW 3.0 MN T FROM 5.O MN IN  JUL 2018
 COMBINED INVENTORY MUST DROP TO BELOW 5.0 MN T FOR PRICES TO MOVE UP 

SIGNIFICANTLY
 EXPECT PRICES TO RECOVER FURTHER IF MYS STOCK CONTINUES DROP BELOW 2.4 MN T TO 2.0 

MN T IN THE NEXT FEW MONTHS 

Presenter
Presentation Notes
Malaysian stock: has declined to 2.2 million tonne from a record high of 3.2 million in Dec 2018 – now is back to 2.4 million tonne – close to the long-term trend.  Indonesian stock: has also declined to below 3.0 million tonne from 5.0 million in Jun 2018 – now is back to 3.4 million tonne.Total Indonesian-Malaysian inventory: must drop to below 5.0 million tonne for prices to move up in a significant manner.Expect Malaysian stock to continue to drop below 2.4 million tonne to 2.0 million tonne within the next 3-6 months with lower output in 1Q 2020 and strong biodiesel demand from Indonesia.
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SOYBEAN SUPPLY: PRICES UNLIKELY TO SEE MAJOR 
RECOVERY- with a weak El Nino in 2019

 Record soybean supplies – from 2013 to 
2019 –led to low SBO prices

 Droughts in Argentina had some impact on 
supply in 2018 

 Soybean stock at 107 million T is still good 
and no shortage into 2018/19 season

 Current drought and fire in Brazil may 
have some impact on soybean production 
in 2019/20

 Current US-China trade dispute – slower 
US production and export

GLOBAL SOYBEAN PRODUCTION & SUPPLY (MILLION T)
YEAR USA BRAZIL ARG OTHER TOTAL GROWTH %
2013/14 91 86 50 41 269 11.9
2014/15 107 97 60 56 320 19.1
2015/16 107 95 54 54 311 -2.9
2016/17 114 114 55 62 345 11.1
2017/18 120 122 35 65 342 -1.1
2018/19F 124 114 56 65 358 4.7
2019/20E 107 122 53 68 350 -2.2
Sources: USDA, Oil World 2019

 Present SBO premium over CPO is USD 125/T, 
above the long-term avg. of USD 102/T 
 SBO/CPO premium narrow or  turn negative 

during periods of tight SBO supplies due to La 
Nina conditions after an El Nino event – no 
sign of upturn yet!
 El Nino usually do not have major impact on 

soybean production and therefore prices
 No major shortage of supplies expected in 

2020

Presenter
Presentation Notes
Record soybean supplies – from 2013 to 2019 –leading low SBO prices -7 years low!Drought in Argentina had some impact on supply in 2018 but has since recovered in 2019.Soybean stock at 107 million T is still good and no shortage into 2018/19 seasonCurrent drought and fire in Brazil may have some impact on soybean production in 2019/20Current US-China trade dispute – slow US production and exportPresent SBO premium over CPO is USD 125/T, above the long-term avg. of USD 102/T SBO/CPO premium narrow or  turn negative during periods of tight SBO supplies due to La Nina conditions after an El Nino event – no sign of upturn yet!El Nino usually do not have major impact on soybean production and therefore prices. No major shortage of soya-bean supplies expected in 2020.
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RISING BIODIESEL DEMAND AND CHALLENGES 

 Global biodiesel production has been 
increasing steadily since 2008 to reach 
41 million T in 2018

 The increase is supported mainly by 
increasing use in mandatory blends in 
many countries – B5 to B20

 Palm oil is now the largest feedstock 
used in bio-diesel production: 37% in 
2018 and 40% in 2019

 Discretionary demand for biodiesel will 
increase when the CPO/BCO discount 
narrow or turn negative like now.

 Use of palm oil for biodiesel is facing 
challenges in EU – proposal to phase 
out palm oil usage by 2030 - negative 
for palm 

 Domestic biodiesel mandates by 
producing countries to increase 
consumption of palm oil.

Presenter
Presentation Notes
Rising Demand from Biodiesel Globally, there is a growing need for more green energy from renewable sources like biofuel – including palm bio-diesel. Bio-diesel production has been increasing steadily since 2008 (Figure 8).  Total production in the world reached a peak of 41 million T in 2018 and is expected to reach 46 MN T in 2019.This was supported by increasing use in mandatory blends, e.g. EU, Brazil (6%), Argentina (7%), USA (RFS2), Thailand (6%) and more recently Malaysia (B10%) and Indonesia (B20%). Palm oil is now the largest feedstock used in bio-diesel production (37%) and is expected to account for some 40% in 2019. Use of palm oil for biodiesel is facing challenges in EU – proposed to phase out palm oil usage by 2030 - negative for palm oil. Will there be scope for increase biodiesel usage in developing countries? China importing more PME in 2019 (record 780k vs 682k) due to competitive pricing.
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DOMESTIC BIODIESEL MANDATES IN INDONESIA  
– B30 to the rescue!

TABLE 3: MALAYSIAN BIODIESEL MANDATE AND DEMAND PROJECTION

BLENDING % B5 B7 B10 B15
YEAR 2014 2015 2016P 2020P
MYS DIESEL CONSUMPTION (MN T) 12.0 12.0 12.0 12.0
BIODIESEL  REQUIRED (MN T) 0.6 0.8 1.2 1.8
CPO REQUIRED FOR BIODIESEL(MN T) 0.5 0.8 1.1 1.6
MYS CPO PRODUCTION (MN T 19.7 19.6 19.2 21.0
BIODIESEL DEMAND (% OF CPO) 2.7 3.9 5.6 7.7
Sources: MPOB, UOBKH & GANLING Estimates

INDONESIAN AND MALAYSIAN MANDATES CAN  
SOAK UP AN ESTIMATED 15 MN T OF CPO (IF 
IMPLEMENTED FULLY)
SUPPORTIVE MEASURES FROM INDONESIAN GOVT: 
• Introduce export levy in 2015 to fund the 

biodiesel subsidy – USD 50/MT for CPO and 
20/MT FOR RBDPO (CPO SUPPORT FUND) 

• Raise biodiesel blending to B20 in 2018
• Intend to raise blending to B30 by 2020
MALAYSIA: 
• Raise blending from B7 to B10 in Feb 2019
• Intend to raise blending to B20 by 2020?

INDONESIA BIODIESEL MANDATE AND DEMAND PROJECTION
YEAR 2014 2015 2016 2020 2025
% BLEND 10 15 20 30 30
TRANSPORT (PSO) 10 15 20 30 30
TRANSPORT (NON-PSO) 10 15 20 30 30
INDUSTRIAL 10 15 20 30 30
POWER GENERATION 25 25 30 30 30
(MILLION KILOLITERS)
DIESEL DEMAND 18.4 18.4 39.7 54 54
BIODESEL REQTS 1.84 2.76 7.94 16.2 16.2
CPO REQUIRED 1.7 2.5 7.1 14.6 14.6
IDN CPO PRODUCTION 35.0 36.7 33.1 43.4 54.0
BIODIESEL DEMAND % CPO 5% 7% 22% 34% 27%
PSO: Public sector obligation and refer to subsidised fuel

SOURCES: Indonesia Min. of Energy and Mineral Resources, APROBI, UOBKH, GANLING

Presenter
Presentation Notes
Strong implementation of the domestic biodiesel mandates by Indonesia and Malaysia will help to increase domestic consumption of palm oil and limit the amount available for export. Indonesia is not only the largest producer and exporter of palm oil but also the largest user - consuming some 12 million T in 2018. Domestic consumption is expected to rise further with implementation of these biodiesel mandates.Indonesia is keen to use more palm-based biodiesel to reduce the massive crude or gas oil import. Supportive measures from the Indonesian government include:Mandatory blending being raised to B15 in 2015 and B20 in 2018New export levy to help fund the domestic biodiesel subsidy – USD 50 per tonne for CPO and USD 20 per tonne for refined oil – implemented since August 2015Plan to raise blending to B30 by 2020. Indonesia’s Energy Ministry has already allocated 9.6 million kilolitres (KL) of unblended biodiesel for its mandatory biofuel program in 2020, a ministerial decree released on Friday 25/10/19 showed. That is 45% higher compared with the 6.63 million KL allocation for this year Note that the incremental demand from the B30 program of 2.5 MN T is higher than the expected supply growth of 1.9 MN T – indicating possible supply deficit in 2020. Malaysia to expand usage of biodiesel to manage stock and price volatility: 2013: B5 for automobile and B10 for commercial vehicles (completed in 2014)2015: increase to B7 with estimated usage of 0.8 MN T of per year2019: increase to B10 with estimated usage of 1.1 MN T per year2020: plan to increase to B20 with estimated usage of 1.6 MN T per year 



MPOC MARKET FORUM, KUALA LUMPUR, 2019                                    13Ganling

CHANGES IN WEATHER-SUPPLY-DEMAND DYNAMICS AND PRICES 
– prices to strengthen in 2020  

WEATHER-SUPPLY-DEMAND DYNAMICS AND PRICE OUTLOOK
2015 2016 2017 2018 2019F 2020F

WEATHER-ENSO SEN SEN/WLN NEU/WLN NEU/WEN WEN/NEU NEU/MLN
PO-MALAYSIA 19.3 17.3 19.9 19.5 20.4 20.1
PO-INDONESIA 36.7 33.1 36.0 40.0 42.6 44.8
PO-OTHERS 9.8 9.7 11.5 12.0 12.5 12.8
GLOBAL PO SUPPLY 65.8 60.2 67.4 71.5 75.5 77.7
GROWTH (MN T) 2.5 -5.7 7.2 4.1 4.0 2.2
GROWTH % YOY 4.0 -8.6 12.0 6.1 5.6 2.9
END STOCK (MYS) 2.6 1.7 2.7 3.2 2.3 2.0
END STOCK (MYS) % 30.8 -36.9 62.7 18.5 -28.1 -13.0
CPO ASP (RM/T) 2168 2634 2798 2235 2075 ?
CHANGE ASP % -10.0 21.5 6.2 -20.1 -7.2 ?
GLOBAL SB SUPPLY % 19.1 -2.9 11.9 -1.8 3.4 -0.9
SOURCE: GANLING 2019-09

Presenter
Presentation Notes
This slide sum up the changes in weather-supply-demand dynamics and prices during the 2009-12 and 2015-18 El Nino –La Nina sequel. The significant difference between the two cycles is that the soybean production and stock in the most recent 2015-16 episode are much higher, leading to a more muted increase in prices in 2017 and more bearish sentiments. Strong production recovery in late 2017 and 2018 and high inventory in 2018 led to prices to decline to RM 2235/T (USD 535). All key dynamics indicate prices are likely to weaken further in 2019 to RM 2075/T (USD 500/T) before recovering in 2020 to RM 2375 (USD 565/T) - UP 14%. Trading range: RM 2100-2600/T 
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BMD 3-M CRUDE PALM OIL FUTURES (FCPO)

MALAYSIAN PRICE PROSPECT 
2019: Avg – RM 2075 (US 500) and range RM 1900 - 2300/T (US 465-560) 
2020: Avg - RM ? (US ?) and range RM ? (US ?) 

Presenter
Presentation Notes
This slide sum up the changes in weather-supply-demand dynamics and prices during the 2009-12 and 2015-18 El Nino –La Nina sequel. The significant difference between the two cycles is that the soybean production and stock in the most recent 2015-16 episode are much higher, leading to a more muted increase in prices in 2017 and more bearish sentiments. Strong production recovery in late 2017 and 2018 and high inventory in 2018 led to prices to declined to RM 2256/T (USD 550). All key dynamics indicate average CPO price is likely to improve in 2020 to RM 2370/T (US 575) -up 14% (assuming USD-MYR Exchange: 4.15-4.20 and BCO Price: USD 60-70/barrel) with a trading range of RM 2200-2600 (US 530-625). No major weather catalyst to drive prices higher in 2H 2020. Point to watch!FCPO-3M currently trading at 2400 level. Expect prices to trade sideway higher between RM 2200-2600 by 1H 2020. 
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PALM OIL OUTLOOK 2020 - SUMMARY

 After a strong production recovery in 2018 (+4.2 MN T), we forecast palm oil 
supply growth from Indonesia and Malaysia in 2019 and 2020 to slow 
down with a weak El Nino and smaller area coming into maturity 

 Increase demand growth from China and EU and renew growth from 
India will be supportive of prices 

 Inventories in Malaysia and Indonesia to continue to decline and hover 
between 5-6 MN T. Need to decline to below 5.0 MN T for prices to move 
up significantly.

 Global soybean and soy-oil supplies still high and continue to provide 
competition to demand for palm oil especially in the China and Indian 
market. Watch the impact of adverse weather on Brazilian production 
and US-China trade war.

 Increase domestic biodiesel usage in Indonesia with the B30 mandate 
would be supportive of prices .

 We expect prices to recover further in 2020
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Thank you

By:  LING AH HONG , 

Director, Ganling Sdn Bhd, Malaysia (Research, Consulting and Investment)

Email: ganling2000.lah@gmail.com

Acknowledgements: 

MPOB, MPOC, DJP Indonesia, Oil World, UOBKH Research, Plantation Companies (for rainfall data), 
Bureau of Meteorology Australia and NOAA, MMS, USDA

Disclaimer:

The author has endeavoured to ensure the accuracy of the data, estimates and forecasts contained 
in this presentation. The views expressed in no way shall be construed as guidance to trade. The 
author accepts no liability regarding  information and forecast contained in this presentation.
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