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ABSTRA CT 

Abstract 

Lead - lag relations between cash and futures prices of CPO may arise as 

an important issue. This research will focuses on the price discovery 

process for CPO. Price discovery in futures markets refers to the use of 

futures price in determining cash market prices1. 

Firstly, I will study the relationship between spot market in physical and 

futures market in the KLCE and to determine whether CPO futures price is 

capable of providing some relevant information for predicting the spot. The 

period of study is from January 1990 - December 1994. 

In order to determine the relationship between futures and spot price, I have 

used the simple linear regression ( Least-Squares Method), and the result 

showed that there is a linear relationship between spot price and futures 

prices between the year of 1990 to 1994. Futures prices appear to be a 

reliable tool for the prices of spot prices in physical market. 

Secondly, I studied whether KLCE CPO futures prices can be a good 

forecaster for the future spot price, and as a result it showed that futures 

prices is an unbiased estimator in predicting the future spot price. 

'II 

1
Ted C. Schroedler, Barry K. Goodwin (1991) "Price Discovery and Cointegration for Live Hogs," Journal 

of Futures Market. page 685 - 696 . 



Acknowledgment 

Abstract 

List of table 

List of figures 

Abbreviation 

CHAPTER 

TABLE OF CONTENT 

INTRODUCTION 

1.1 Objective of the study 

1.2 Organisation of the Paper 

2 THE KLCE 

2.1 KLCE CPO Futures 

2.2 General information on Palm Oil 

2.2.1 Introduction 

.. 2.2.2 Performance of Malaysian 

Crude Palm Oil Industry in 1994 

Page 

1 - 2 

3 

4-5 

6-9 

9 - 10 

10 

10 - 11 

11 - 12 



CHAPTER l 

CHAPTER 1 

Introduction 

One of the most important economic functions of a futures market is 

Price Discovery. The price of money generated by the interest rate 

futures market reflect the combined views of large numbers of 

buyers and sellers as to the current supply and demand situation and 

the relationship of price 12 - 18 months hence . 
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