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THEMiddle East conflict is fuelling demand for alternatives such as
palm-based biodiesel, boosting crude palm oil prices.
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CONFLICTFUELSBIODIESELDEMAND
Palm oil emerges
as key alternative,
helping to sustain
CPO price rally
in near term, say
economists

ENERGY MARKETS

S. BIRRUNTHA
KUALA LUMPUR
bt@nst.com.my

THE Middle East war has
disrupted an estimated
20 per cent of the global
energy supply, driv-

ing demand for alternative fuels,
including palm-based biodiesel,
said economists.

Palm oil, widely used as a feed-
stock for biofuels, has emerged as
a key alternative, helping sustain
high crude palmoil (CPO) prices in
the near term.

Economics professor at Sunway
University Dr Yeah Kim Leng said
the supply disruption is tightening
energymarketsandcontributingto
the uptrend in palm oil prices.

“The current palm oil rally is
expected to persist as long as the
Middle East war continues and
oil and gas facilities have not been
fully restored, along with safe pas-
sage through the Strait ofHormuz.

“Disruptions to the supply of
agriculturalchemicals,particularly
urea fertiliser, are also expected to
increase production costs for palm
and other vegetable oils.”

Hesaidunlessoutput in import-
ing countries increases quickly,
majorbuyerssuchasIndiawillhave
to contend with elevated import
prices while adjusting to shifting
supply-demand dynamics.

TradeviewCapitalSdnBhdfund
managerNeohJiaMansaidthesus-
tainabilityoftheCPOrally isclosely
linked to disruptions in the Strait
of Hormuz.

He said at this stage, there are
limited signsof anear-termresolu-
tion, whichwill continue to under-
pin elevated crude oil prices and
biodiesel-linked demand for palm
oil.

However, Neoh said early signs
of demand destruction are emerg-
ing inprice-sensitivemarkets such
as India.

While higher fertiliser costs
could constrain global oilseed
supply, he said palm oil yields are
relatively less sensitive to fertiliser
application compared with crops
such as soyabean.

“Assuch,palmoilcouldpartially
offset this by gainingmarket share
withintheglobalvegetableoilcom-
plex,particularly if it retainsa rela-

tive pricing advantage.”
Universiti Kuala Lumpur Busi-

ness School economic analyst Assoc
ProfDrAimiZulhazmiAbdulRashid
saidpersistentlyhighcrudeoilprices
could slow global trade.

He said this would likely push up
global commodity prices, including
key food staples such as rice, wheat
and corn, thereby increasing costs
across the value chain.

Aimi said Malaysia is exposed to
imported inflation given its reliance
on items such asmeat, onions, fruits,
fish and vegetables.

“We experienced a substantial
increase in inflation to almost four
per cent in 2022 due to the conflict
between Russia andUkraine.”

Beyond commodities, Aimi said
Malaysia’s exports are heavily con-
centrated in semiconductors .

He said the Middle East conflict
could disrupt the global electronics
industry and affect supply chains.

Hesaidscarceresourcesandrising

transport costsmay slowdemand for
Malaysia’ssemiconductors, leadingto
reduced production.

Aimi also said the government
couldstruggletomaintaintheRON95
subsidypricewithcrudeoilpricesris-
ing aboveUS$100 per barrel.

BIODIESELPOLICIES
According to Yeah, the economics of
using palm and other vegetable oils
for fuelwouldbemoreviable if global
fossil fuel shortagespersistandcrude
oil remains above US$100 per barrel
in the next fewmonths.

“The prevailingmarket prices are
signalling supply-demand imbal-
ances, with price volatility reflecting
market uncertainties.

“The biodiesel optimism is there-
fore contingent on the commercial
viability of substituting biodiesel for
fossil fuels.”

Neoh said an acceleration in bio-
dieselmandates,particularly inIndo-
nesia and, to a lesser extent, Brazil,

would support global vegetable oil
demand, including palm and soya-
bean oil.

In Indonesia,highermandatesare
constrained by fiscal considerations
due to subsidy requirements, as well
as logistical and blending capacity
challenges.

He said in Brazil, the impact on
palmoil ismore indirect because the
country relies primarily on soybean
oil as its biodiesel feedstock.

“As such, while the policy direc-
tion is structurally supportive, we
believe the market may be overpric-
ing the immediacyof its impact,with
actual demand uplift likely to mate-
rialisemoregradually thancurrently
implied.”

VEGETABLEOILPRICESMAYSEE
CORRECTION
With a potential surge in sunflower
andrapeseedoutput inthe2026/2027
cycle, economists are assessing the
likelihood of a sharp correction in

vegetableoilpricesbymid-yearand
theexposureofpalmoil toareversal
once supply pressures emerge.

Yeahsaidanoutput surge inoth-
er vegetable oils could help temper
food inflation.

He added that food-to-fuel con-
versionbyproducers, takingadvan-
tage of higher profitability in fuel
use, has also contributed to infla-
tionary pressures.

Neoh said a recovery in sun-
flower and rapeseed output in the
2026/2027 cycle could renew sup-
ply pressure across the vegetable
oil complex.

Hesaidbasedondata,consensus
forecasts have yet to fully adjust to
therecentpricestrength,withmedi-
anestimatesofaroundRM4,300per
tonne for palm oil and US$0.65 per
pound for soyabean oil in 2026.

“This suggests that economists
broadly view current price levels,
particularly for palm oil, as unsus-
tainable,” he added.
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