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Malaysia’s oleochemical industry is currently facing many 
pressing issues with chronic overcapacity and a significant 
slowdown in demand from major markets such as China 
and India weighing heavily on overall market sentiment.

The year 2016, in particular, was a challenging one for the 
oleochemical industry as surging palm oil prices elevated 
oleochemical prices. In turn, this has pushed some buyers 
to the sidelines and turned some of them towards cheaper 
alternatives.

With palm oil prices going on a rapid downtrend since 
February 2017, will cheaper feedstock prices be the 
impetus that the industry needs?

Chronic Overcapacity

Southeast Asia accounts for around 80% of the natural fatty 
acid and fatty alcohol production capacities globally. 

Due to robust demand and good product margins in 2012-
2013, producers in the region embarked on aggressive 
expansion plans, most of which were completed by 2016. 

Since 2010, southeast Asia’s fatty acid and fatty alcohol 
production capacities increased by around 200% and 
175% respectively.

The increase in production capacity has far outstripped 
growth in demand and the oleochemical industry is 
expected to remain in overcapacity for the next 10 years.

Slowing Demand

In the last two years, the oleochemical industry felt the 
effects of the global downturn. As the economy declined, 
manufacturing activities slowed down, resulting in less 
demand for oleochemicals for industrial applications.

For example, China’s imports of C18 triple pressed stearic 
acids (TPSA) in 2016 dropped by around 17% compared to 
2015, continuing a downtrend that started in 2014.

Malaysia’s oleochemical exports declined from 2,850,494 
tonnes in 2015 to 2,757,755 tonnes in 2016.
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The issue of overcapacity became more apparent as a 
result of slowing growth and in the second half of 2015, 
oleochemical producers were drawn into a price war with 
most of them maintaining their operating rates in the hope 
that demand would recover in the near future.

The recovery never happened and with little sign to suggest 
that the demand situation would improve, oleochemical 
producers began reducing their plant utilisation from the 
first quarter of 2016 to protect their margins.

In addition, lower crude oil prices have made synthetic 
materials and other substitutes more competitive compared 
to natural oleochemicals. 

Some end-users, under pressure from squeezed margins 
for downstream products, began switching to substitutes. 
Poor downstream product sales also reduced their 
restocking needs.

The situation was made worse in 2016 when palm oil 
prices went on a strong, sustained upswing that pushed up 
oleochemical prices.

Surging Feedstock Prices in 2016

The El Nino from mid-2015 to mid-2016 was at its 
strongest in the last two decades, bringing about extreme 
dry weather in southeast Asia that severely affected palm oil 
production in the region.
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Even after the effects of El Nino subsided in the second half 
of 2016, crop damage and prolonged heavy rainfall brought 
about by La Nina cooling waters in the Pacific in the last 
quarter of the year ensured that the palm oil yield remained 
at lower levels compared to previous years.

In 2016, Malaysia produced 17,319,779 tonnes of crude 
palm oil (CPO) and 1,959,512 tonnes of palm kernel oil 
(PKO), which were the lowest volumes recorded since 
2007. Compared to 2015, CPO and PKO production 
dropped by around 13% and 14% respectively.

As a result, Malaysia’s palm oil prices rose sharply 
throughout 2016, with CPO gaining around 44% in value, 
jumping from around Malaysian ringgit (M$) 2,250/tonne in 
January 2016 to around M$3,250/tonne by the end of the 
year.

PKO saw an even more drastic increase in prices, rising 
about 80% from around $900/tonne in January to $1,620/
tonne in December. Similarly, other palm oil products also 
saw significant growth in value with palm stearin increasing 
from around $510/tonne in January to around $765/tonne 
in December, representing a 50% spike.

Palm Oil Production Recovery

Analysts projected that palm oil production in 2017 will 
recover to pre-El Nino (2015) levels and so far, production 
data from Malaysia have suggested the same.

CPO production in the first three months of 2017 was 
higher than the same period in 2016.

Crude palm kernel oil (CPKO) production has been higher 
than in 2016 since February 2017.

In March 2017, CPO and CPKO production volumes were 
similar to those recorded in 2015, indicating that palm oil 
production in 2017 would mirror or better 2015.

Raw Material Price Decline

As a result of greater availability, palm oil prices went on 
a rapid downtrend since February 2017 with CPO losing 
around 20% of its value by April. PKO prices dropped even 
more sharply, losing around 52% of value.

On 19 April 2017, CPO, PKO and palm stearin prices 
closed at M$2,650/tonne, $901.20/tonne and $610/tonne 
respectively.
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However, some market participants believed that there is 
room for palm oil prices to fall further. 

Malaysia recorded the highest palm oil yield for the year in 
August 2015. On 1 September 2015, CPO, PKO and palm 
stearin prices closed at M$1,950/tonne, $652.61/tonne and 
$495/tonne.

Plunge the Industry Needs?

Falling raw material prices have led some market 
participants to believe that oleochemical producers would 
be encouraged to increase their operating rates.

However, some producers have made it clear that they 
would only ramp up their production if they see a strong 
uptick in demand, especially since they were not keen to 
buy raw materials with feedstock on the current downtrend.
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Shorter supply has provided support for oleochemical 
prices, but also forced some buyers to the sidelines. Buyers 
with no immediate restocking needs were not interested to 
take buying positions unless oleochemical prices become 
more reflective of current palm oil prices.

Producers, on the other hand, need some time before they 
have access to cheaper raw materials and to spread out the 
losses from oleochemical materials made with more 
expensive feedstock.

Before palm oil prices stabilise or find their bottom, trade 
discussions for oleochemicals will remain subdued. The 
adjustment period may drag on for a few months.

However, in the long run, lower palm oil prices can make 
oleochemicals more competitive again and bring more 
balance to the market.
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