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Problem Identification 
 Replacing petroleum-based fuels with renewable energy sources, 

corn and sugar cane for ethanol and soybean, canola, and palm oil 
for biodiesel, has become important to reduce global climate change 
related to burning fossil fuels and help achieve a sustainable energy 
supply.   

 “Biofuels is the biggest market failure ever seen” (Stern 2006) reflects 
the importance of studying biofuels as an alternative energy source 
from not only a sustainability perspective, but from an economic 
perspective.  

 Important to consider whether biofuels will become a significant 
global energy source, especially in countries that must import large 
quantities of renewable energy sources. 

 EU is one of largest biofuel markets, and each country has different 
renewable energy policy and consumption.  

 However, previous palm oil studies analyzed EU as one destination 
market, and ignored destination market characteristics of palm oil 
consumptions. 

Objectives 
 Fills the gap in previous analysis of the market power of exporters in 

European palm oil import markets. Results 
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Data 
 The monthly data set is for the period from December 2000 to 

December 2013, 157 Observations. 

Conclusions and Discussions 
 This study measures the market power not only in EU but also in 

individual European destination markets. 
 The profit margin the Indonesian palm oil exporter is 22.8% in EU-27, 

while 16.3% in Belgium, 22.9% in Germany, 14.8% in France, 17.9% 
in U.K., 18% in Netherlands, and 11.5% in Italy. 

 The profit margin the Malaysian palm oil exporter is 34.3% in EU-27, 
while 22.7% in Belgium, 14.9% in Germany, 26.2% in France, 24.6% 
in Netherlands, and price taker in U.K. market. 

 This study shows that the model considered whole EU market as 
one destination overestimates Indonesian and Malaysian exporters 
margins compared with the model considered each destination 
market. 

 Therefore, this study finds that Southeastern palm oil exporting 
countries have relatively lower margins in each European 
destination than that in EU-15 or EU-27 in palm oil trade.  

Model 
 The residual demand elasticity (RDE) model to measure the market 

power of a single firm in an imperfectly competitive market (Baker & 
Bresnahan 1988). 

 Exchange rate fluctuations as an ideal cost shifter to investigate the 
market power of exporters in a specific foreign market without firm 
specific export prices of their competitors (Goldberg & Knetter 1999). 

 Each country is a single firm, and the model parameters could be 
interpreted as the share-weighted industry average for all firms 
within one country (Carter et al. 1999). 

 RDE model in Southeastern Palm oil Exporting Countries: 
 

 
        where Pi: price of palm oil exports, 
                   Qi

j: total quantity of palm oil exports, 
                   Wj: cost shifters, ER between exporters and other destination, 
                   Zj: destination market demand shifters, income and labor cost, 
                   i: Indonesia, Malaysia 
                   j: EU, Belgium, Germany, France, UK, Netherlands, Italy 
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Palm oil, Malaysia Palm Oil Futures (first contract forward) 4-5 percent 
FFA, US Dollars per Metric Ton 
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