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RESUME 
 
 

The IMF and World Bank expected the global recession followed by an increase in the inflation rate 
would occur in 2022 and 2023. Big countries in the world economy, such as Europe, the USA, China, and 
India, are also expected to have an economic recession and higher inflation rate. The interesting thing 
is that the ASEAN 5 region (including Indonesia), will have positive economic growth with a moderate 
inflation rate. These global economic conditions also affect the palm oil industry. In terms of output, 
palm oil importing countries experience declining purchasing power. Meanwhile, the increase in input 
prices, such as raw materials for fertilizers and the policies of central banks USA (FED) and European 
(ECB) to deal with stagflation, will impact on increasing production costs in the palm oil industry. On 
the other hand, excellent opportunities are also wide open for the palm oil industry, especially in the 
ASEAN-5 region (including Indonesia). This opportunity is to increase the absorption of palm oil in the 
domestic market by substituting fossil fuels with palm biofuels and petrochemicals with palm 
oleochemicals. 
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INTRODUCTION 

The International Monetary Fund (IMF) 
released the World Economic Outlook: War 
Sets Back the Global Recovery in April 2022. 
This report warns all countries in the world 
of the threat of inflation and a global 
economic recession in 2022/2023. IMF also 
revised their global economic growth 
forecast for 2022 to almost 50 percent from 
their forecast in 2021. 

At the same time, the World Bank has 
also released a report entitled "Commodity 
Markets Outlook: The Impact of the War in 
Ukraine on Commodity Markets". The report 
reveals an increase in world commodity 
prices which is expected to occur until 2024. 
One of the reasons for this price increase is 
the impact of the Russia-Ukraine war. 

With these reports, all countries must 
take steps to mitigate the threat of inflation 
and recession (stagflation). The global 
economy, which has just begun to recover 
from the COVID-19 pandemic, must face new 
challenges, namely the global recession. 

As part of the global economy, the palm 
oil industry cannot be separated from the 
threat of the global recession. The palm oil 
industry integrated with the global economy 
in terms of both the input and output market. 
Regarding input market, the palm oil industry 
is influenced by the global market dynamics 
of raw materials for fertilizers such as gas, 
urea, rock phosphate, and potassium. 
Meanwhile, in terms of product output, 
although the global community depends on 
the palm oil industry (Shigetomi, et. al. 2020) 
as part of feeding the world (PASPI Monitor, 
2021a) and biofuelling the world (PASPI 
Monitor, 2021b), the palm oil industry also 
depends on their purchasing power. 

The article will discuss how the threat of 
inflation and global recession occurs. Then it 
will discuss their impact on the palm oil 
industry and the mitigation that needs to be 
done. 
  
 

SUPPLY DISRUPTION, INFLATION, AND 
GLOBAL RECESSION 

After the world's countries struggled 
against the COVID-19 Pandemic in 2020, the 
global economy came through recovery with 

positive growth in 2021. However, it has only 
been a few months in 2022, the positive 
growth of global economic growth in this 
year, which is estimated to be better than the 
previous year, must be corrected again after 
the Russian invasion of Ukraine on February 
24, 2022. 

Several variables cause supply 
disruption of goods that trigger cost-push 
inflation and global recession in 2022, and 
the impact will continue into 2023–2024. 
Four of their variables are the Russia-Ukraine 
War, the global supply chain due to the 
COVID-19 pandemic, lockdown as part of the 
Zero COVID Policy, and climate anomalies. 

The Russia-Ukraine war and its 
accompanying economic embargo are seen as 
triggering a food crisis, high inflation, and 
global recession (IMF, 2022; World Bank, 
2022). Even Europe believes this war will 
have a long-term impact on the global 
community (European Parliament, 2022). 

The role of Russia-Ukraine in energy, 
fertilizer, and food, especially for the 
European and Asian regions, is quite large 
(Aslund, 2020). Russia is the world's second-
largest producer of natural gas with a 17 
percent share and 20 percent of the global 
natural gas trade. Meanwhile, regarding 
crude oil production, Russia is the third-
largest producer with a share of 12 percent. 
Russia's role is also quite large in the global 
fertilizer industry. Russia's share in world 
nitrogen fertilizers reaches 15-20 percent, 17 
percent in world potashium fertilizers, and 
their share in global fertilizers reaches 13-16 
percent. Likewise, regarding global food 
supply, Russia-Ukraine's role is also large, 
with has about 34 percent of the world's 
wheat, 17 percent of the world's corn, and 
55–81 percent of the world's sunflower seed 
oil. 

Although many countries in the world 
have been relatively successful in overcoming 
the Covid-19 Pandemic, the impact on the 
supply chain of goods is still happening. 
Changes in production schedules, shortages 
of containers and disruption of international 
ship traffic, labor shortages, quarantine and 
others still disrupt the global production and 
supply chain. 

The outbreak of a new variant of Covid in 
China has forced the country to return to 
lockdown in several cities. The Zero Covid 
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Policy, namely Find, Test, Trace, Isolate, 
Support (FTTIS) implemented by the Chinese 
government (not coexisting with Covid), has 
caused a temporary closure of the flow of 
people and goods to and from China. The Zero 
COVID policy also affects the global supply 
chain of goods because China has a very 
massive role in the global supply chain. 

The disruption in global supply has 
triggered shortages, increased global 

production costs (cost-push inflation), and a 
decline in global economic growth. The IMF 
had to make corrections to the projection of 
global economic growth. The rate of global 
economic growth in 2021 reaching 6.1 
percent, while economic growth in 2022 is 
projected to be corrected by almost 50 
percent, which is only around 3.6 percent 
(Table 1). 

 
Table 1. Projected Global Economic Growth and Inflation in Several Regions/Countries in 2021-

2023 
 

Regions/Countries 
Economic Growth (%) Inflation rate (%) 

2021 2022f 2023f 2021 2022f 2023f 

World 6.10 3.60 3.60 4.50 7.20 4.50 

Europe 5.90 1.10 1.90 4.90 12.60 7.50 

USA 5.70 3.70 2.30 4.70 7.70 2.90 

India 8.90 8.20 6.90 5.50 6.10 4.80 

Russia 4.70 -8.50 -2.30 6.70 21.30 14.30 

China 8.10 4.40 5.10 0.90 2.10 1.80 

Sub- Sahara Africa 4.50 3.80 4.00 11.00 12.20 9.60 

Middle East &North Africa 5.80 5.00 3.60 14.60 13.40 10.80 

ASEAN-5 3.40 5.30 5.90 2.00 3.50 3.20 

Indonesia 3.70 5.40 6.00 1.60 3.30 3.30 
Source: IMF (2022) 

 
Russia, which started the war by 

invading Ukraine, has economic growth in 
2021 of 4.7 percent and is expected to 
experience negative growth in 2022 (-8.5 
percent) and 2023 (-2.3 percent). 

The five regions/countries that have 
been the main economic locomotives in the 
world so far, namely Europe, the USA, China, 
and India, which managed to record high 
economic growth in 2021, are projected to 
have a drastic decline in growth in 2022. Even 
low economic growth will continue until 
2023 and has not recovered by reaching the 
growth in 2021. 

The interesting thing is that ASEAN-5 
includes Indonesia. After experiencing 
positive growth of 3.4 percent in 2021, their 
economic growth is projected to go into 
higher increases of 5.4 percent (2022) and 6 
percent (2023). Indonesia's economic growth 
in 2021, which reaches 3.7 percent, is also 
projected to be able to record economic 
growth higher than the average ASEAN-5 and 
global economic growth of 5.4 percent (2022) 
and 6 percent (2023). 

An increase in the inflation rate also 
accompanies the projection of decline in 
global economic growth. Internationally, the 
inflation rate in 2021 was 3.1 percent in 
developed countries and 5.9 percent in 
developing countries. The inflation rate is 
projected to increase in 2022 to 5.7 percent 
in developed countries and 8.7 percent in 
developing countries. 

Europe and USA will experience a higher 
inflation rate in the last 20 years. Europa's 
inflation rate is projected to increase from 4.9 
percent in 2021 to 12.6 percent in 2022 and 
7.8 percent in 2023. While the USA's inflation 
rate in 2021 is still at 4.7 percent, it is 
projected to increase to 7.7 percent in 2022 
and then decline to 2.9 percent in 2023. 

Thus, as a whole, the global economy is 
in a vortex of economic recession 
accompanied by high inflation rates or 
stagflation. This condition is not easy to 
overcome. The fiscal and monetary expansion 
policies needed to get out of a recession could 
trigger higher inflation rates. On the other 
hand, contractionary fiscal and monetary 
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policies, which are usually effective in 
reducing inflation, can plunge the global 
economy into a deeper recession. 

 
IMPACT ON THE PALM OIL INDUSTRY  

The global palm oil industry an integral 
part of the global economy, cannot be 
separated from stagflation. The global 
economy affects the palm oil industry in 
terms of the output produced, the inputs 
used, and the policies each country will issue 
in response to the stagflation. 

First, the palm oil industry, which most 
of its production for the global market 
(exports), will face a decline in global 
purchasing power, either due to the economic 
recession (Table 1) or the increase in global 
palm oil prices itself (Table 2). 

Europe, India, and China are regions that 
have more than half of the world's population 
and are also the main markets for palm oil. In 
2022 and 2023, the region will experience a 
weakening of purchasing power per capita 
due to combination of a global recession and 
high inflation. However, considering that 
palm oil is part of staple foods, where 
consumption is more influenced by 
population than income (Kojima, 2016), it is 
estimated that total palm oil consumption in 
the area will not decline significantly. 

Emerging markets for the palm oil 
industry, namely the Sub-Saharan African, 

Middle East, and North Africa, which 
generally have relatively low incomes, are 
estimated to experience a decline in 
purchasing power in 2023, including in palm 
oil. This region is estimated to not only 
experience an economic recession but also 
higher inflation rate, even the highest 
compared to other regions. This condition 
causes a significant reduction in purchasing 
power and has an impact on reducing palm oil 
consumption. 

The ASEAN-5 region, including 
Indonesia, is the largest palm oil production 
and consumption area in the world. In 
contrast to other regions, the ASEAN-5 region 
is projected not to experience a recession but 
to enjoy higher growth (booming) 
accompanied by a moderate inflation rate in 
2022-2023. This allows an increase in palm 
oil consumption in the ASEAN-5 region. Even 
with the booming economic growth in this 
region (especially in Indonesia), there is a 
great opportunity to increase consumption of 
palm oil more broadly by expanding the use 
of domestic palm oil, both to substitute fossil 
fuels and petrochemicals, which are 
becoming increasingly expensive 
internationally. 

Second, apart from the output aspect, 
the palm oil industry is in high inflation and 
world economic recession, facing rising input 
prices for both fertilizer raw materials and 
the fertilizer product itself (Table 2). 

 
Table 2. Projection Of Input Prices and Global Palm Oil Prices in 2022–2024 
 

Commodity Unit 2020 2021 2022f 2023f 2024f 
Crude oil brent $/bbl 42.3          70.4        100.0          92.0         80.0  
Natural gas Europe $/mmbtu       3.2         16.1         34.0         25.0         22.3  
Natural gas USA $/mmbtu       2.0             3.9             5.2             4.8             4.7  
DAP $/mt       312          601           900           800           650  
Phosphat Rock $/mt         76           123           175           160           150  
Potthasium Chloride $/mt       218           210           520           470           453  
TSP $/mt       265           538           750           650           550  
Urea Eropa $/mt       229           483           850           750           600  
Palm oil $/mt       752        1,131        1,650        1,400        1,372  

Source: World Bank (2022) 
 
Prices of crude oil and gas (as raw 

materials for urea fertilizer) and fertilizers 
(DAP, Phosphate Rock, Potassium Chloride, 
TSP, Urea) are expected to rise by 33-147 
percent in 2022. These prices are expected to 
decrease slightly in 2023 and 2024 but are 

still above the price level in 2021. Meanwhile, 
global palm oil prices are expected to rise by 
46 percent in 2022 before falling in 2023 and 
2024. 

Considering that fertilizer is a largest 
cost component in palm oil production, the 
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increase in fertilizer prices will be 
transmitted to the rise in production costs 
(cost per unit). The increase in production 
costs is estimated to be higher than the 
increase in palm oil prices, causing lower 
palm oil margins in 2023-2024. 

The increase in fertilizer prices will 
reduce the use of fertilizers in oil palm 
plantations, it will impact on productivity in 
the 6–24 months. Measures to increase the 
effectiveness of fertilization and innovation 
in subtituting of inorganic fertilizers with 
local organic fertilizers and biofertilizers will 
reduce the increase in production costs for oil 
palm plantations and prevent a decline in 
productivity. 

Third, to deal with the stagflation and 
reduce the current inflation rate, central 
banks such as the Fed (USA) and the ECB (EU) 
will implement a Tight Money Policy by 
raising their interest rate. This policy will 
encourage an increase in lending rates from 
banks so that the cost of money and 
investment costs in the palm oil industry will 
also be more expensive. This will also 
contribute to an increase in the production 
costs of the palm oil industry. 

Thus, the palm oil industry will face 
various strategic risks that will increase in the 
next two years. Due to the economic 
recession and rising production costs due to 
global inflation, palm oil importing countries 
have declining purchasing power in. On the 
other hand, great opportunities are also wide 
open for the palm oil industry, especially in 
the ASEAN-5 region. This opportunity is to 
increase the palm oil absorption in the 
domestic market in ASEAN-5 countries, 
which are expected to experience an 
economic booming in the next 3 years. 
 
 

CONCLUSION 

 In the next three years (2022–2024), the 
global economy is expected to experience an 
economic recession followed by an inflation 
rate (stagflation). There will be a decline in 
economic growth, which can reduce the 
purchasing power of the global community. 

Europe, India, China, Sub-Saharan Africa, 
and North Africa as the main markets for 
palm oil, will experience a decline in 
economic growth and a relatively high 

inflation rate. This condition causes a 
decrease in purchasing power in palm oil 
importing countries due to the economic 
recession and increase production costs due 
to higher global inflation. 

However, great opportunities are also 
wide open for the palm oil industry for 
ASEAN-5. Countries in the ASEAN-5 region, 
especially Indonesia, are projected 
experience economic booming and a 
moderate inflation rate. 

Increasing the absorption of palm oil in 
the ASEAN-5 country’s domestic market, such 
as substituting fossil fuels with palm biofuels 
and petrochemicals with palm oleochemicals, 
has a excellent opportunity to be developed 
in the next 3 years. 

In the future, the risk of global 
uncertainty will become more dynamic 
depending on the Russia-Ukraine war, the 
Zero-Covid Policy in China, and the 
emergence of new variants of Covid (Covid 
Pandemic). As a result, the palm oil industry's 
ability and flexibility in making decisions to 
mitigate it must be built sustainably.  
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