Journal of Current Research in Management, Policy, and Social Studies @
@

e-ISSN: 3063-1122 R\
Vol. 1, No. 2, p. 49-52, 2024 :?‘HA’
Journal Homepage: https://ejournal.hakhara-institute.com/index.php/MPSS Aksde Indoness

| RESEARCH ARTICLE

Product Diversification Strategies in Palm Oil Derivatives and Their Impact on
Competitive Advantage: A Literature Review

Septia Nurmita', Nurbit Nurbit"’, Sri Wahyuni'
" Polytechnic of Kampar, Bangkinang, Indonesia

*Corresponding Author: nurbit@poltek-kampar.ac.id

| ABSTRACT

The global palm oil industry has undergone significant transformation as market volatility, sustainability
pressures, and technological advancements reshape value chain dynamics. One of the most prominent strategic
responses among plantation firms and downstream processors is the diversification of palm oil derivative
products. This literature review synthesizes peer-reviewed studies published between 2013 and 2024 to examine
how product diversification strategies contribute to competitive advantage in the palm oil sector. The review
explores various forms of diversification, including downstream processing into oleochemicals, biofuels, specialty
fats, food additives, and emerging bioproducts such as bioplastics and green surfactants. The findings demonstrate
that diversification enhances competitive advantage through value addition, increased market access, innovation
capability, and greater resilience to commodity-price fluctuations. The review also highlights the importance of
technological capability, research and development investment, sustainability certification, and strategic
partnerships in enabling successful product diversification. Despite these advantages, challenges persist in the
form of volatile global regulations, sustainability-driven trade barriers, investment risks, and limited technological
readiness in some producing countries. The synthesis concludes that product diversification is a central
competitive strategy that can strengthen both economic and environmental sustainability of the palm oil industry
when supported by innovation ecosystems, integrated supply chains, and responsible governance. Further
research is needed to explore techno-economic feasibility, circular-economy integration, and the long-term
sustainability impacts of emerging palm-based bioproducts.
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INTRODUCTION

The palm oil sector is one of the most influential agro-industries in the world, significantly
shaping the economies of producing countries such as Indonesia, Malaysia, Thailand, and Colombia.
Traditionally, the industry relied heavily on crude palm oil and palm kernel oil as primary commodities
exported to global markets. However, price fluctuations, sustainability concerns, and increasing
competition from alternative oils have pressured firms to rethink their strategies. As a result, product
diversification has emerged as a strategic approach to increase value addition and improve
competitive advantage.

Product diversification in the palm oil industry refers to a shift from the export of raw materials
toward the development of high-value derivatives, including oleochemicals, biofuels, surfactants,
cosmetics ingredients, pharmaceuticals, and biodegradable materials. The global demand for
renewable and sustainable materials has further accelerated this shift, creating new opportunities for
innovation. Researchers such as Abdullah et al. (2021) highlight that derivative products represent a
more stable and profitable market segment, making diversification a critical strategy for long-term
competitiveness.
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Competitive advantage within the agribusiness sector is shaped by factors such as cost
leadership, differentiation, innovation capability, operational efficiency, and sustainability
performance. Porter's (1985) theory of competitive advantage asserts that firms achieve superior
performance when they develop unique capabilities or offer products valued by customers. Within
the context of palm oil, diversification enables firms to differentiate their product portfolios and
capture new markets beyond traditional edible oils.

This literature review aims to synthesize existing research on the diversification of palm oil
derivative products and assess how such strategies contribute to industry competitiveness. The
review integrates findings across supply chain management, agribusiness strategy, industrial
upgrading, and sustainability studies, offering a comprehensive understanding of the drivers,
impacts, and limitations of diversification efforts.

RESEARCH METHODS

This study employs a narrative literature review method to synthesize academic knowledge
regarding product diversification strategies in the palm oil industry. The method was chosen to allow
conceptual integration across multiple fields, including agribusiness, industrial engineering, supply
chain management, and sustainability studies. Peer-reviewed articles were collected from major
academic databases such as Scopus, Web of Science, ScienceDirect, and Taylor & Francis Online. The
search included publications between 2013 and 2024. Keywords used during the search included
“palm oil diversification,” “palm oil derivatives,” "oleochemicals industry,” “palm-based biofuel
innovation,” “competitive advantage agribusiness,” and “value addition in palm oil.” Only journal
articles were included, while conference papers, non-scholarly reports, and policy briefs were
excluded.

A thematic analysis approach was used to organize the literature into major conceptual
categories such as downstream diversification, competitive advantage mechanisms, technological
capability, sustainability drivers, and market dynamics. The review does not employ PRISMA
protocols or statistical meta-analysis, as the objective is to integrate theoretical and empirical insights
narratively.
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RESULT AND DISCUSSION
Diversification as a Strategic Response to Market Pressures

The palm oil industry faces multifaceted challenges, including environmental scrutiny, price
volatility, geopolitical trade constraints, and increasing competition from other vegetable oils. Several
studies highlight that diversification into value-added derivatives helps firms mitigate these risks.
According to Shamsudin et al. (2020), downstream diversification acts as a buffer against global
commodity price cycles by shifting revenue dependence away from crude palm oil. Palm oil is
uniquely positioned as a versatile feedstock, enabling the creation of more than 200 derivative
products. These include oleochemicals such as fatty acids, glycerin, and methyl esters; specialty fats
for confectionery; personal care ingredients; household detergents; lubricants; and biofuels. This
versatility supports strategic flexibility, allowing firms to adapt to market changes and develop new
revenue streams.

Value Addition and Economic Competitiveness

Value addition is one of the most significant benefits of product diversification. Studies such
as Rahman et al. (2022) emphasize that exporting crude palm oil yields significantly lower margins
than processed derivative products. For example, oleochemicals and specialty fats often command
premium prices due to their applications in pharmaceuticals, cosmetics, food manufacturing, and
industrial formulations.
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Adding value through processing also enables firms to engage in global value chains. Gereffi
and Fernandez-Stark (2016) argue that upgrading within global value chains enhances national
competitiveness by shifting economies from low-value primary sectors to high-value manufacturing
and processing industries. Palm oil-producing countries increasingly invest in downstream
infrastructure to capture value that would otherwise accrue to importing nations.

Technological Innovation as an Enabler

Technological capability plays a critical role in enabling successful diversification. The
production of oleochemicals, bioplastics, bio-based surfactants, and pharmaceutical-grade
ingredients requires advanced processing facilities, research collaborations, and chemical
engineering expertise. A study by Yusoff and Hansen (2019) demonstrates that firms with strong
R&D capabilities achieve higher innovation output and faster diversification into emerging markets.
Technological innovation also supports the development of sustainable products. Bio-based
surfactants derived from palm oil, for example, offer an eco-friendly alternative to petroleum-based
chemicals. Sustainable innovation not only opens new markets but also strengthens firms’
environmental performance, aligning with global ESG expectations.

Emergence of Biofuels and Renewable Energy Markets

Palm-based biofuels have become a major focus of diversification strategies, especially in
Indonesia and Malaysia. Factoring in government support through blending mandates and energy
transition policies, biofuel production offers a dual advantage of market stability and national energy
security. Studies such as Lam et al. (2015) note that biodiesel diversification contributes to reducing
reliance on fossil fuels while enhancing rural economic development.

However, biofuel diversification also faces challenges in the form of global sustainability
regulations. The European Union’s Renewable Energy Directive (RED II), for example, restricts palm-
based biofuel imports due to concerns about deforestation risks. This demonstrates that
diversification strategies must align with stringent sustainability frameworks to remain competitive
internationally.

Sustainability-Driven Diversification

Sustainability pressures have significantly reshaped the palm oil market. Global consumer
preferences increasingly favor environmentally responsible products, pushing companies to diversify
into premium green markets. Certification systems such as RSPO (Roundtable on Sustainable Palm
Oil) and ISPO (Indonesian Sustainable Palm Oil) play a crucial role in enabling access to
environmentally sensitive markets. Certified oleochemicals, cosmetics ingredients, and bio-based
materials often command price premiums as sustainability becomes a value differentiator. A review
by Azhar et al. (2021) found that firms integrating sustainability principles into their diversification
strategies benefit from improved brand reputation, stronger global partnerships, and greater
resilience against regulatory risks. This demonstrates a strong link between sustainability and
competitive advantage.

Strategic Partnerships and Global Market Integration

Partnerships across global supply chains enable firms to access advanced technologies, new
markets, and research expertise. Collaborative networks between palm oil producers, chemical
manufacturers, universities, and biotech startups accelerate the development of innovative
derivatives. Several international firms have invested in joint ventures with Southeast Asian producers
to expand their oleochemical capacities.
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These partnerships also facilitate penetration into niche markets such as organic cosmetics,
green chemicals, and nutraceuticals. Market integration creates pathways for price differentiation
and brand enhancement, contributing to sustainable competitive advantage.

Barriers and Limitations of Diversification

Despite its potential, product diversification faces numerous challenges. The high capital
investment required for advanced processing facilities limits the capacity of small and medium-scale
producers. Regulatory uncertainty, particularly sustainability-driven trade restrictions, creates
unpredictable market conditions. Further, the lack of skilled labor and limited R&D capability in some
regions hinder the development of high-value derivative products. Another consistent challenge
identified in the literature is the mismatch between global sustainability expectations and local
production practices. Addressing this gap requires integrated approaches, including environmental
governance reforms, improved traceability, and stronger support for smallholders.

CONCLUSION

Product diversification has emerged as a core strategy for enhancing the competitive
advantage of the palm oil industry. By shifting from raw commodity exports to high-value derivatives
such as oleochemicals, specialty fats, bio-based materials, and renewable energy products, firms and
producing countries can strengthen economic resilience, expand market reach, and improve
sustainability performance. The literature demonstrates that diversification contributes to
competitive advantage through multiple pathways, including technological innovation, value
addition, sustainability alignment, and integration into global value chains. However, achieving these
benefits requires substantial investment, robust governance frameworks, strong innovation
ecosystems, and international collaboration. The review highlights the need for future research on
the techno-economic viability of emerging palm-based bioproducts, circular-economy applications,
and long-term sustainability impacts. Strengthening the capacity of producing countries to upgrade
technologically and meet global sustainability standards will be crucial in ensuring that diversification
becomes an engine for competitiveness and inclusive development.
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