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SECTOR UPDATE 

Plantation – Malaysia 
Palm Oil Production Upcycle Coming Soon 
End-Feb 23 inventory came in lower than market expectations but still failed to lift CPO 
prices, mainly due to the weakness in oilseeds and other vegoils. The lower inventory 
was mainly due to lower imports and high domestic consumption. We expect strong 
production in the upcoming months as La Nina has ended. We also expect demand to 
improve in Mar 23, with Malaysia players benefitting from a slowdown in Indonesian 
exports. Maintain MARKET WEIGHT.   

MPOB’S FEB 23 STATISTICS  
(m tonne) Feb 23 mom % chg yoy % chg 2M23 yoy % chg
CPO Production 1.25 (9.4) 10.0 2.63 10.1
Palm Oil Stocks 2.12 (6.6) 39.6 2.12 36.6
Palm Oil Domestic Use 0.34 7.4 59.8 3.82 5.9
Palm Oil Exports 1.11 (2.0) 0.5 17.98 7.6
 Oleochemical 0.23 8.1 (0.1) 0.12 (73.5)
 Biodiesel 0.01 3.2 (67.2) 0.44 492.1
Palm Oil Imports 0.05 (63.8) (65.0) 1.26 1.2
CPO Price (RM/tonne) 3,908.0 (1.0) (26.8) 3,915.0 (30.6)

Source: MPOB, UOB Kay Hian 

WHAT’S NEW 
Feb 23 Malaysia palm oil inventory came in below market expectations. This was mainly due 
to lower imports and better domestic consumption.  Some of the key highlights are:  
• Inventory: Lower than market expectations, mainly due to lower-than-expected imports 

and higher domestic consumption. Large government spending on food items for flood 
victims is likely to have boosted domestic consumption of palm oil, in addition to higher 
consumption during the Chinese New Year festivities. 

• Production: Within market expectations, given that the market had factored in the higher 
than usual rainfall in mid-Feb 23, which previously led the CPO prices to recover by 12% in 
Feb 23 alone.   

• Exports: Within market expectations, with the market entering a quiet month with lesser 
working days.   

Malaysia Palm Oil Outlook for Mar 23: 
• Higher production on the back of: a) catch-up in harvesting after the rains, and b) start of 

the high crops cycle. However, the production is expected to be lower than our initial 
forecast, factoring in high rainfall in the first week of Mar 23.  

• Exports: Malaysia may capture a larger export market share in Mar 23 as Indonesia players 
are slowing down their exports due to the current attractive domestic pricing.  

• End stock: Expecting to be lower mom as exports growth will be higher.   
ACTION 
• Maintain MARKET WEIGHT. We expect CPO price to linger between RM3,500-

4,300/tonne for 1H23. Having said that, we recommend investors to accumulate on high 
dividend-yielding companies when share prices weaken, given the strong cash flow 
generated over the past two years.  

• Our top pick for the sector remains IOI Corporations as we reckon that the strong 
downstream margin as compared to its peers would be able to cushion the softening 
upstream earnings for 2023.  

 MARKET WEIGHT 
(Maintained) 
 
STOCK PICKS 
Company Rec Share Price 

(RM) 
Target Price 

(RM) 
IOI Corporation BUY 3.80 4.80 

Source: UOB Kay Hian 

CPO PRICE ASSUMPTIONS (RM/TONNE)  
CPO Price (RM/tonne) 

2020 2,686 
2021 4,408 
  
Our forecast:  
2023F 4,000 
  
CPO Price:  
MPOB 2022 average 5,088 
MPOB @ 10/3/2023 4,164 
BMD 3rd Month Contract 4,182 

Source: UOB Kay Hian  
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PEER COMPARISON 
Company Ticker Rec Price @ Target Market ------------------ PE ------------------   2023F Div

10 Mar  23 Price Cap 2021 2022F 2023F ROE P/B Div Yield
 (US$m) (x) (x) (x) (%) (x) (%)

Malaysia  (RM) (RM)   (sen)
IOI Corporation IOI MK BUY 3.80 4.80 5,218.4 14.9 17.2 17.1 16.5 2.1 11.5 3.0
Genting Plantations GENP MK HOLD 5.96 5.90 1,183.0 11.3 17.2 18.0 9.1 1.0 15.2 2.5
Hap Seng Plantations HAPL MK HOLD 1.89 2.30 334.4 7.2 10.6 13.2 11.0 0.8 10.7 5.7
Kim Loong KIML MK HOLD 1.82 1.80 389.9 9.6 10.2 10.5 17.5 2.1 14.2 7.8
KL Kepong KLK MK HOLD 20.70 23.40 4,938.9 10.3 14.1 14.3 16.6 1.6 72.6 3.5
Sime Darby Plantation SDPL MK HOLD 4.25 4.60 6,502.6 14.1 15.6 15.9 13.8 1.6 16.4 3.9
Sarawak Oil Palms SOP MK HOLD 2.49 2.47 490.4 4.6 7.2 5.8 15.8 0.7 13.9 5.6

Source: UOB Kay Hian 
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ESSENTIALS  
• From the recent Palm Oil Conference 2023, there are two schools of thoughts from the 

speakers:  

- Bullish: a) Lower growth in palm oil output moving forward, higher biodiesel consumption 
in Indonesia (looking at the implementation of B40 mandate in Jun/Jul 23), higher demand 
in China and India in 2H23 and potentially El Nino by end-23. 

- Bearish:  a) Huge soybean production coming up from Brazil, and b) current high 
inventory level in the oilseeds market.  

- Our view from this event: We reckon that CPO price would be higher in 2H23, with 
inventory level starting to normalise in destination countries. This will be coupled by lower-
than-expected CPO output as we expect that yield recovery may not be as good given the 
prolonged rainy weather and reduction in fertiliser application over the last three years.  

• Possibly stronger output in the short term. The subsiding rain coincides with the end of 
La Nina, and we expect production would be strong in the next 2-3 months on the back of a 
catch-up in harvesting activities in the estates. While Mar-Apr 23 would be the fasting month 
with production usually coming in lower, we reckon that the production would still be good in 
Mar-Apr 23. The difference this year is that companies will be compensating harvesters with 
higher commission to reward and retain them given the strong output from the oil palm trees. 

• Stronger exports. Malaysia may gain some of the exports market as Indonesia’s exports 
are not aggressive given that Indonesian domestic prices are more attractive than export 
prices. In addition, Pakistan, which has not been active in buying, is “very close” to signing 
the IMF agreement which would unlock other bilateral and multilateral financing avenues for 
Pakistan to shore up its foreign exchange reserves. We reckon that this may boost some of 
the palm oil export to Pakistan, given that the palm oil export to Pakistan had been low for 
the past few months due to funding limitations.   

SECTOR CATALYSTS  
• Potential El Nino. Based on National Oceanic and Atmospheric Administration (NOAA), 

there’s around a 60% chance of El Nino by Sep-Nov 23. El Nino would bring dry weather in 
the palm oil producing countries and we do not expect any immediate impact on the palm oil 
output. The impact of El Nino on palm oil output would only be reflected in 4-6 months, 
resulting in lower FFB production. Having said that, we reckon that the market may react and 
lift the CPO prices if El Nino is expected, as the market would expect palm oil supply to be 
weaker in 2024.  

• Higher biodiesel and renewable diesel demand. Indonesia has increased its biodiesel 
mandate for 2023 to 35% (B35) from 30% in 2022, but the market expects Indonesia to 
introduce B40 soon, which will add an additional 1.8m-1.9m kl to demand. This could 
translate to total palm oil usage of 12.9-13.0m tonnes, or 31% of Indonesia’s production (up 
from 22% in 2022).  

• Black Sea war. A continuation of the Black Sea war would be supportive for vegoil prices. 
However, assuming the Black Sea war ends, the market will then be flooded by a huge 
vegoil supply. 

ASSUMPTION CHANGES 
• No change to CPO ASP assumptions. We maintain our CPO price assumptions at 

RM4,000/tonne for 2023.  

CPO PRODUCTION BY REGION 
(m tonne) Feb 23 mom % chg yoy % chg 2M23 yoy % chg 
CPO Production 1.25 (9.4) 10.0 2.63 10.1 
  Pen Malaysia 0.68 (4.8) 6.8 1.39 9.0 
  Sabah 0.33 (11.3) 17.5 0.69 12.0 
  Sarawak  0.25 (17.6) 9.8 0.55 10.4 

Source: MPOB 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 
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